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Preface 

Developing countries like Bhutan are dependent on foreign aid due 

either to shortage of domestic savings vis a vis investment or enough 

exports to meet import demands for ongoing development projects. Bhutan's 

traditionally backward economy has transformed to a rapidly growing 

modern economy during its plan period beginning in 1961. Receipt of 

foreign aid was inevitable for this transformation process. India was and 

still is major donor though aid from other international agencies is recently 

rising. However, the country is on track to achieve its self-reliance, Bhutan's 

long cherished development goal, due to development of domestic resources. 

The economy of Bhutan has diversified substantially over its planned 

development regime. Various sectors like agriculture, industry and services 

recorded landmark changes over this period. The government of Bhutan has 

devised sound development policies and effectively utilized foreign 

resources. As a result, aid has significant positive impact on savings and 

economic growth of Bhutan. 

Foreign trade of Bhutan has diversified both in terms of commodities 

and its trading partners. India is major trading partner of Bhutan although 

trade with other South Asian and South-east Asian nations is going up. 

Trade liberalization is one of the major policies of the government, 

substantially achieved in the last two decades. Export of hydro-electricity to 

India is a major determinant of Bhutan's economic growth. 

Gross National Happiness remained the basic philosophy of overall 

development in Bhutan. Sustainability of development is one of the main 

pillars for this development philosophy. Government of Bhutan has 

implemented various measures to achieve this goal. Foreign financial and 

technical assistance has acted as a positive catalyst for the achievement of 

its environmental sustainability. 



Therefore, the role of foreign aid and that of the government remains 

highly essential for development in the small developing countries even in 

the era of globalization based on market mechanism. Decreasing trend in 

total foreign aid disbursement at the global level is a major threat to 

development in small developing countries. Attention of the donor agencies 

is essential for raising external grants to the small developing counties for 

the attainment of Millennium Development Goals. 
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1.1: The Problem 

The level and pattern of development in the countries of the world 

vary because they are individually endowed with distinct levels of natural 

and human resources as well as technological base. However, the 

countries allover the globe can be broadly divided into two broad 

categories-developed and underdeveloped. The so-called developed 

countries are blessed with very high levels of national and per capita 

income, high domestic-saving capacities, high capital formation, strong 

economic infrastructure, modern technological base and huge stock of 

human capital. On the contrary, the less developed countries are ridden 

with the sins of low levels of national and per capita income, very low level 

of domestic savings, high population pressure, pre-modern economic 

infrastructure, lower levels of technology, poor domestic resource base, 

improper human resource base, regional and income inequalities, 

excessive dependence on subsistence agriculture and the balance of 

payment crisis. Economic development is critically limited in the countries 

belonging to this category. One of such countries is Bhutan, a very small 

country of South Asia, with a population of only around 0.6 million. 

Bhutan has a distinct historic, geo-political, economic and socio

cultural identity because it is a small, mountainous, landlocked and 

poverty-stricken country of South Asia. Bhutan emerged as a modern 

nation-state in 1907. Since then, hereditary monarchy has been the form 

of government. The history of socio-economic development bears distinct 

identity in that the country developed recently, silently and 

incomprehensively beyond the normal observations. However, recently the 

pace of socio-economic development has been steady. The quality of life of 

the Bhutanese people has substantially improved. It is a fact that, 

according to the Human Development Programme of the United Nations, 

such a backward country now deserves the status of Middle Human 

Development countryl. 

This type of dramatic development of the country, after a long time 

confinement, has been possible because the country opened up to the 
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world economies, changed their traditional attitude towards various 

activities, good governance, absence of unemployment and corruption free 

environment. In course of the second half of the last century and the first 

decade of the new millennium, the country achieved a number of goals

economic, social, political and global. The seed of these was sowed when 

Bhutan took membership of the United Nations in 1971 by the India's 

sponsorship. The changes culminated into the implementation of multi

party democracy in 2008 without any civil rebellion. 

Natural Resource Endowments 

Bhutan shares boundaries with Sikkim in the west, West Bengal in 

the south-west, Assam in the south and south-east, Arunachal Pradesh in 

the east and Tibet in the north and north-east. The extension of the 

country is 300 km from east to west while the north-south extension is 

about 170 km. Environmentally, the country can be divided into four 

distinct regions-the Great Himalayas, the Inner Himalayas, Sub

Himalayan Foothills (the outer most ranges) and the Duars Plain. These 

environmental regions carrying distinct attributes exert critical impact 

upon the socio-economic development of the country. Both the population 

and cultural pattern of Bhutan have been influenced directly by these 

border countries. This is because mass migration from those adjacent 

countries particularly from Tibet and Nepal affected Bhutan's own cultural 

tradition and also brought in some new dimensions in economic patterns 

and activities. 

Bhutan is endowed with a variety of natural and mineral resources. 

Forest-cover consists of more than 72 percent of its total land area. While 

forest-cover is decreasing all over the world, Bhutan is the only country 

where it has increased over time. Bhutan's forest cover has increased from 

67 percent in 1990 to 72 percent in 1997. But Bhutan could not exploit 

these huge forest resources because of the scarcity of human and technical 

capital. Nevertheless, Bhutan earns a substantial amount of foreign 
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exchange through export of timber and timber products to the 

neighbouring countries like India. However, these forest resources are 

being utilized with a view to preserving the ecological balance of the 

country. 

Bhutan is also rich in different types of mineral resources. Although 

exact magnitude of the mineral resources remained unknown, geological 

surveys indicate that the country is richly endowed with deposits of coal, 

limestone, dolomite, marble, gypsum, slate, zinc, lead, copper, tungsten, 

quartzite and gold. Of all of these mineral resources, coal, limestone, 

dolomite etc. are used for domestic requirements and also exported abroad. 

Bhutan is richly endowed with hydropower resources due to its steep 

mountainous terrain and steeply flowing rivers with galloping water 

streams. Hydropower is the main source of energy and the major source of 

foreign exchange. Part of this hydropower is consumed domestically and 

the rest is exported to India. 

Tourism as an industry has a great prospect for Bhutan. 

Traditionally, tourists in Bhutan were severely restricted in the fear that 

they will disturb domestic cultural tradition and strong ecological balance 

of the country. However, recently the country has become forward looking 

and tourism has emerged as a fast growing industry. Bhutan's 

mountainous beauty, National Parks and domestic festivals are the key 

elements of tourism development. Very recently, private sectors as well as 

Multinational Companies with Foreign Direct Investment (FDI) are showing 

increasing interest in tourism development. In 2004, Bhutan earned $12.5 

million solely from the tourism industry, which was 1.6 percent of GDP. 

Economic Diversification 

The concept of economic diversification conveys different meanings at 

different levels. At the national level, it means movement of resources from 

one sector to other sectors of the economy i.e., from agriculture to industry 

or service sectors. It is one sort of structural transformation. Structural 
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transformation implies change in the structure of an economy towards 

industrialization or services from the state of subsistence agriculture. 

Sectoral diversification reflects the shift of resources from one 

product to a larger mix of products. For example, diversification in the 

agricultural sector signifies shift of resources from a low value crop 

towards high value crops and livestock. Agricultural diversification results 

in a larger mix of diverse activities within agriculture2 . By and large, 

economic diversification implies expansion of economic activities within 

different sectors of the economy. When an economy becomes diversified, 

both the product items and the level of production are likely to increase 

with positive impact on its per capita income and standard of living of its 

population. 

Economic diversification in Bhutan was impeded by the lack of 

available road facilities, telecommunications, transport service, modern 

electronic information systems and so on. Bhutan had no modern 

industries till 1960. The industrial sector used to be dominated only by a 

few small-scale industries. Internal trade was petty while foreign trade was 

limited to a fewer number of products. Foreign policies were inward

looking, governed by Buddhist tenets and traditions. Bhutan remained, 

therefore, unknown to the rest of the world. The socio-economic life of the 

Bhutanese people also remained dormant for long period. 

With the industrial sector not being developed, Bhutan is based on 

subsistence agriculture. Most of the Bhutanese people earn their livelihood 

from this agriculture sector and primary activities. Slash and burn type 

cultivation is also observed. The most important agricultural crops include 

rice, wheat, barley, maize, millet, potatoes, sugar-cane, cardamom as well 

as different types of fruits including oranges, apples etc. Important 

livestock production includes horses, asses, cattle, pigs, sheep and goats. 

In 2003, growth rate of agriculture sector was registered at 4 percent while 

the share of agriculture was 33.2 percent of GDP3. 

The economy of Bhutan experienced a landmark change in 1961, 

when the country embarked on the era of planned development. The 
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process of modernization in Bhutan began with the Five-Year Plan, which 

gradually diversified the economy towards different directions. 

As a part of the process of modernization, the Royal Government (RG) 

adopted several measures for the development of basic infrastructure of 

the country. In the late 1950s, Bhutan's transport infrastructure embarked 

on development process with Indian aid. Infrastructure development was 

given primary importance in the First Five Year Plan (1961-66). 

Construction of five all-weather motorable roads was undertaken during 

that time and an airport known Druk Airline was set up in 1983. Bhutan 

Broadcasting Service was established in 1986. At present, Bhutan has 

been able to develop modern internet facilities and telephone exchange 

systems as well as cellular phone facilities. Thus, transport and 

communication sectors have been diversified under the planned 

development era. 

Industrialization was emphasized during the planned development, 

especially since the Fourth Five-Year Plan ( 1971-197 6). A few new 

industries such as hydroelectric projects like Chukkha Hydroelectric 

Project, Tala Hydroelectric Project and manufacturing industries like 

cement factories, food-processing industries, forest-based industries, 

chemical industries etc. were set up in course of time. Now, the power 

sector industries are playing an essential role in the process of overall 

economic development of the country. 

In the initial stage of planned development, all the economic activities 

were undertaken by the public sector initiatives. However, after the 

achievement of some economic growth and diversification, the Royal 

Government took measures for the development of private sector, 

particularly since the Sixth Five Year Plan ( 1987 -1992). The government 

has already withdrawn from the local transport system, local sales of food 

grains, some of the manufacturing industries, construction, tourism and 

so on, especially since the Sixth Five Year Plan (1987-1992). 

Bhutan no longer exports only traditional, agricultural or forest-based 

products. Recently, the structure and pattern of Bhutan's foreign trade 
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have changed extensively. Bhutan is now exporting manufactured and 

mineral products, electricity and other novel items like philatelic products 

and coins. Thus, Bhutan's foreign trade sector has been diversified both in 

terms of the number of commodity items as well as trading partners. India 

is the vital trading partner for Bhutan. However, its extemal trade with 

other countries of the world is recently increasing. The interesting feature 

of external trade of Bhutan is that, even though the balance of trade has 

been unfavourable, due to unilateral transfers (external grants) from 

foreign countries, balance of payments has always remained favourable to 

the country. Bhutan has successfully strengthened interactions with the 

outside world through engagement in trade and receipts of aid. With the 

objective of more openness of the economy and increase in the volume of 

foreign trade, Bhutan is now getting prepared to join the WTO. 

Bhutan has been able to set up a number of economic and related 

development institutions over the planning period. These institutions are 

rapidly extending their roles over the economic activities. Monetary sector 

of the economy has been substantially diversified. Royal Monetary 

Authority of Bhutan, Bhutan National Bank, Life Insurance Corporation of 

Bhutan, Bhutan Development Finance Corporation and Bhutan Provident 

Fund etc. constitute Bhutan's monetary system. In 1998, the financing, 

insurance and real estate sectors of Bhutan contributed 58 percent of 

GDP. The Royal Government now easily implements its monetary policies. 

Despite upgrading of the monetary sector, there still remains huge scope 

for farther diversification and modernization of these financial institutions. 

Role of Foreign Aid 

Capital formation is a vital pre-condition for economic diversification. 

Capital formation of a country takes place from two altemative sources

domestic savings and foreign savings. These savings are converted into 

productive investments. The countries which are unable to generate 

adequate domestic savings to finance investment for a targeted economic 
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growth, have historically sought resources from foreign countries. This gap 

between domestic savings and investment is known as the 'Savings-gap'. 

Developing countries resort to imports of equipments and other raw 

materials for feeding the ongoing industries. As a result, imports exceed 

exports, leading to the shortage of foreign exchange. This gap between 

import and exports is known as the 'Foreign exchange-gap' or 'Trade-gap'. 

Foreign resources take the forms of foreign portfolio investment, 

Foreign Direct Investment (FDI), foreign aid and sometimes investment by 

the non-governmental organizations (NGOs). Theoretically, the concept of 

foreign aid encompasses all official grants as well as concessional loans, 

either in currency or in kind, aimed at transferring resources from 

developed to less-developed nations for development or income distribution 

purposes4. Most official aid on concessional terms are made available 

either as 'grants' or as 'soft' loans bearing lower interest rates and longer 

repayment period than would be available in private international capital 

market. All concessionalloans are technically called Official Development 

Assistance (ODA) but are popularly known as foreign aid. Two major 

sources of foreign aid are: (a) public (official) assistance and (b) non

governmental organizations. Public (official) development assistance 

includes bilateral and multilateral grants, loans, and technical assistance. 

Foreign aid are extremely essential for Bhutan due to the lower level 

of domestic savings and the collection of insufficient tax revenue to meet 

the increasing development expenditure. Because of the initiation of 

modernization process in the early sixties, the role of external aid increased 

manifold. Either 'Savings-gap' or the 'Trade-gap' of Bhutan was met by the 

available external aid from various sources. 'Trade-gap' was the inevitable 

aftermath of the implementation of development projects and programmes 

under successive Five Year Plans of Bhutan. Technical expertise from 

foreign countries was necessary to meet the shortage of domestic human 

capital. The Royal Govt. has shown substantial interests in raising 

domestic resources through the collection of taxes, monetization of the 

economy, use of idle money of financial intuitions and in some other ways. 
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However, these exertions of the government are critically limited. 

Traditionally, Bhutan followed inward-looking policies regarding the 

international affairs and external relations. However, the inward-looking 

policies completely changed in 1958 when the Indian Prime Minister 

Jawaharlal Nehru, accompanied by his daughter Indira Gandhi, visited 

Bhutan in the same year. After thorough discussions between the His 

Majesty The King and the Indian Prime Minister, Bhutan agreed to open 

the economy and accept Indian assistance for development purposes. 

As Bhutan introduced the Five-Year Plan in 1961, the entire plan 

expenditure of the First Five-Year Plan (1961-1966) of Rs. 107.20 was 

provided by India and the Planning Commission of India completely 

devised the plan model. In the Second Five-Year Plan (1966-71), total fund 

was also provided by the Indian assistance. In 1971, Bhutan became a 

member of the United Nations (UN). Since then, Bhutan has been receiving 

aid from various UN agencies. With the gradual change in foreign policies, 

Bhutan accepted aid from other bilateral and multilateral sources. Word 

Bank, Asian Development Bank (ADB) and International Monetary Find 

(IMF) are the major multi-lateral donor agencies. The most important 

bilateral agencies, other than India, include Switzerland, Austria, Japan, 

Denmark, U.S.A., Britain, France and some countries of the Middle East. 

As a result, the share of Indian aid is decreasing while that of other 

bilateral and multilateral agencies is increasing over time. 

The Royal Government has initiated various development projects and 

programmes with the help of these foreign aid. Technical assistance seems 

to be especially important due to the lack of domestic human capital. 

Initiation of the Five-Year Plans, setting up of Chukkha and Tala 

Hydroelectric Projects, establishment of the Penden Cement Factory, 

construction of roads and rural electrification programmes all are 

immediate consequences of the receipt of foreign aid. 

With the process of diversification of the economy, Royal Government 

of Bhutan has set up Gross National Happiness (GNH) as the sole objective 

of national development. Richness of human lives was emphasized than 
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mere economic growth. In fact, Gross National Happiness incorporates 

most of the environmental and cultural values along with economic growth. 

Therefore, the issues of sustainable development are extremely essential 

for Bhutan. Bhutan has already adopted various measures for the 

sustainability of the development process. It is also important from the 

viewpoint of self-reliance because the country is still dependent on huge 

external aid. Therefore, the RGOB is recently showing decreasing interests 

to receive foreign assistance for the achievement of self-reliance. 

1.2: Objectives of the Study 

A large number of theories and models for economic development with 

foreign aid have been developed by various scholars. Countries like 

Singapore, Taiwan, Hong Kong, Philippines, Indonesia and others have 

achieved substantial progress with the utilization of foreign aid. Those 

countries now export huge variety of goods and adopt export-led growth 

strategies. Different models have been developed on the basis of this 

development strategy. It is interesting to verify the applicability of these 

theories in case of Bhutanese economy for showing the effectiveness of aid. 

Our objective is to find the process, extent and nature of utilization of 

these scarce resources. Ultimately, we would like to verify the impact of 

this foreign aid on the diversification of the Bhutanese economy. The study 

would give an overall picture of the role of foreign trade in this 

diversification process. We propose to identify the impact of aid and trade 

upon the quality of life of the Bhutanese people and to probe into the 

question whether it is compatible with the concept of GNH. The objectives 

may be expressed in terms of the following points: 

1. The rationale behind Bhutan's acceptance of external assistance. 

2. Extent and efficiency in utilization of this foreign aid. 

3. The role of aid in diversification of the economy. 

4. Diversification of trade and its impact on the overall economic 

diversification of Bhutan. 
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5. The role of foreign aid in the formation of Bhutan's human capital. 

6. Bhutan's benefit from regional/sub-regional grouping such as 

membership in SMRC. 

7. The relevance of both external aid and trade to the sustainability of 

development. 

8. Effect of foreign aid and trade on the ultimate development goal of 

Bhutan i.e. Gross National Happiness. 

1.3: A Short Overview of Literature 

Bhutan has recently emerged as one of the modem nation states and 

the country has merged to the global development process. Bhutan's 

special geographical and political identity in South Asia as well as gradual 

economic transition has attracted several researchers to conduct either 

theoretical or empirical studies on various economic issues and concerns 

of Bhutan. Even though, books, articles and reports on Bhutan are many, 

only a handful of studies are directly related to the modern trend of socio

economic changes of Bhutan. 

Aris and Hutt5 in their historical study entitled Bhutan: Aspects of 

Culture and Development depicted a clear picture of Bhutan of the 

eighteenth to twentieth century. Their study shows that feudal socio

economic system was prevailing in Bhutan over these centuries and 

continued till the early twentieth century. The country was characterized 

by high degree of political instability. Rustamji6 , a deputed Indian ICS 

officer in Bhutan, in his book Bhutan: The Dragon Kingdom in Crisis 

mentioned that some sort of development process started in Bhutan since 

the beginning of the Wangchuk dynasty. As soon as the Wangchuk dynasty 

came to power in 1907, Bhutan gradually achieved political stability and 

consolidation. Ram RahuF has shown that the real process of 

modernization and diversification of the economy began during the reign of 

the third king Jigme Dorji Wangchuk who reigned since 1952. 

Bhutan's development strategy completely changed with the 
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introduction of the Five-Year Plans. Dharamdhasani8 pointed out that 

Bhutan accomplished development administration, communication and 

social infrastructure during the early phase of planned development. 

Bhardwaj9 has shown that the geographical factors substantially affected 

this development process, because it directly affected the distribution of 

population, land use, communication system, natural resources and so on. 

Sahulo mentioned that the development plans and programmes of Bhutan 

should be consistent with the geographical problems like regional 

imbalance. 

The World Bank11 shows that remarkable development has been 

achieved in the agricultural activities under the planned development era. 

Since the inception of Five-Year Plan in 1961, Bhutan emphasized the 

agriculture sector because most of the Bhutanese people depended and 

still depends on agriculture. Irrigation facilities as well as agricultural 

extension services have increased substantially. As a result, production as 

well as export of agricultural commodities have increased. Tobgay12 

depicted a very good picture of agricultural situation in Bhutan. Dasgupta 

(1981) pointed out that the structure of land ownership system has also 

been changed. Land reform measures were introduced as early as in 1952. 

Ceiling on land holdings was fixed at 30 acres and the excess land was 

redistributed to the landless farmers. Awasthi13 added that because of 

these favourable changes m agriculture, exports of agricultural 

commodities included additional items and Bhutan exported a substantial 

amount of agricultural products. 

Since, Bhutan was lacking modern industries even after the 

introduction of Five-Year Plans, setting up of modern industries was of 

utmost importance. Yadav1 4 in his Indo-Bhutan Relations and China 

Interventions pointed out that a delegation of geological survey of India was 

sent to Bhutan for its geological survey in 1961. A few large-scale 

industries were set up since the Fourth Plan onwards thereby diversifying 

the economy towards different directions. Karan 15 in his book Bhutan: 

Environment, Culture & Development Strategy has discussed the 
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development of forest-based industries over the plan period. However, as 

per this book, extreme development was seen to be achieved in the 

production and exports of hydroelectricity. Biswas, Datta and Bhuimali16 

point out that despite the major success in the production and exports of 

hydro-electricity, most of the domestic villages are still lacking 

electrification. They added that the development of the Bhutanese 

industries has been highly skewed. Thimphu and Chukkha districts are 

the largest and second largest industrial centres of the country. 

Urban centres have been established during the planned development 

era. Thimphu is the largest town and capital of the country while 

Phuntsholing is the second largest. The highest percentage of urban 

population lived only in Thimphu city while least populated urban centre is 

Gasa only with 402 persons17 . Other border towns like Sam chi, 

Gaylegphug, Chirang, S. Jangkhar, Hatisar etc. are now providing with 

inhabitants for more than 50 percent of urban Bhutanese. Sinha18 shows 

that these newly established towns lack normal urban facilities like pure 

drinking water, proper electrification, road facilities, buildings, market 

infrastructure and so on. However, for the proVIsiOn of these facilities, 

measures have been taken by the Bhutanese Government. As a result, 

urban population and urban facilities both are recently increasing. 

Bhutan's international trade has been the subject matter of several 

studies. There were several trade centres in Sikkim, Bengal, Assam and 

Tibet. The most important centres were Titalya in Sikkim (Darjeeling at 

present). In Assam, these were located at Hajo, Udalguri, Khagrapara and 

Doimara19 • The trend of Indo-Bhutan trade has shown fluctuating nature. 

The Duar War of 1865 substantially affected Bhutan's trade policy and 

Bhutan expressed reluctance to accept the free trade proposal from 

British-India2o. Misra21 pointed out that extensive trade relation between 

Bhutan and Tibet had existed before 1960s. Bhutan exported mainly rice 

to Tibet and imported salt from the latter. However, because of the unfair 

trade practices by Tibet, trade relations between the two had become 

weakened. Misra pointed out that as China occupied Tibet and seized eight 
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Bhutanese enclaves in 1959, the Royal Government of Bhutan imposed a 

total ban on trade with Tibet. Since then, Bhutan's trade with Tibet and 

China was almost absent and Bhutan moved towards India for extending 

trade relations. After the independence of India, Indo-Bhutan trade got a 

tremendous boost. Although Bhutan's most important trading partner is 

India, recently trade with the other countries is also increasing. 

Over the decade 1980s, trade position of Bhutan has significantly 

improved. Despite the adverse trade balance of Bhutan, balance of 

payments situation was very often favourable due to the unilateral 

transfers of foreign aid22. Different types of export promotion measures 

have been adopted. For example, Mehrotra23 mentioned that export

oriented projects had been undertaken. Another study by Adhikari24 shows 

the important trends of Indo-Bhutan trade including exports, imports as 

well as the balance of payments. 

Bhutan becomes a member country of SAARC in 1985. Biswas2S 

pointed out that Bhutan has indeed benefited from this regional economic 

grouping, the major benefit being the diversification of economic relations 

and co-operations with other South Asian countries. Sabur's26 study shows 

the consistent and steady development of Bhutan-Bangladesh relations. 

Kharat27 stated that due to this improvement of relations, the position of 

trade between these two countries improved during 1980s and early 

1990s. Thus, the structure, growth, and directions of trade substantially 

changed over the two decades. Still, Bhutan's foreign trade with 

Bangladesh, Nepal, Pakistan and Sri Lanka remains basically small. 

Pankaj28 pointed out that foreign trade has a very critical implication 

to the environmental contexts of Bhutan. The study shows that the 

ongoing globalization process, liberalization and openness of the world 

economies led Bhutan towards the threshold of some new challenges. In 

such a situation, Bhutan desires to become a member of WTO. 

Most successful diversification has been achieved in the case of 

service sector. While there were only four hospitals and 2 doctors in the 

whole country in 1961, the number of hospitals and doctors increased to 
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30 and 171 respectively in 200829. Bhattacharya30 opined that rapid 

increase in the social services has been achieved due to the diversification 

of education and health-care institutions. Canada advanced its assistance 

for strengthening Bhutan's education, and its first project (1992-1998) 

focused on strengthening Bhutan's two teacher training institutes, 

upgrading academic background of secondary school teachers and post

secondary lecturers, and enhancing the capacity of curriculum and 

professional support services and the Bhutan Board of Examinations31 . As 

a result of these, literacy rates and life expectancy of the Bhutanese people 

as well as the quality of domestic labour have improved. 

Chetri32 in his recent Ph. D. work pointed out that monetary services 

have been extended. Chetri's study shows the availability of credit facilities 

to the micro enterprises both from formal and informal sources and the 

problems associated with these credit facilities. After the establishment of 

the Royal Monetary Authority of Bhutan, its first commercial bank, the 

Bank of Bhutan was established in 1968 jointly owned by the Royal 

Government and the State Bank of India with an equity participation of 

approximately 75:2533. The Royal Government of Bhutan now easily 

implements its monetary policies through the banking and non-banking 

financial institutions. 

In order to carry out economic diversification, huge migration from 

India, Nepal and Tibet was encouraged by RGOB. A large number of Indian 

expatriate labour entered Bhutan due to evergrowing Indo-Bhutan 

cooperation. They are basically wage earners, peasants, merchants, petty 

shopkeepers and clerks34 • Domestic labour has grown gradually with the 

growth of literacy rate. The early emigrants, especially from Nepal, are 

becoming now a burden on Bhutan. It led to ethnic conflicts between the 

migrant Nepalese and the Dupka sects of Bhutan3s. 

Development of the political institutions with administrative 

decentralization and people's participation in the decision-making process 

has taken place in Bhutan. These issues have been taken up by various 

authors like Labh36 and Misra and Misra37. According to them, those 
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institutional changes resulted in major change in Bhutanese foreign policy 

and relations. Gulati38 in his Rediscovering Bhutan pointed out that the 

first two Five-Year plans of Bhutan were almost completely financed by 

Indian aid and the planning commission of India devised the plan models 

because there was no planning commission in Bhutan at that time. 

Starting from 1961, Bhutan has completed nine Five-Year Plans by 2007 

and the Tenth Five-Year Plan (2008-2013) is in operation. Under this 

planned development regime, foreign aid has substantially contributed to 

the economic development of the state. The report Country Assistance Plan 

(2000-2002) published by the Asian Development Bank39 gives an idea 

about the aid that Bhutan received from various donors. 

There are a few dozens of empirical studies aimed at exploring the 

effectiveness of aid on savings or economic growth such as those of 

Chennery and Strout40, Papanek41 both based on Harrod-Domar model, 

which show that aid is effective in raising economic growth. Burnside and 

Dollar42 in their highly influential study "Aid, Policies and Growth" showed 

that aid effectiveness depends on policy environment. For the economy of 

Nepal, a study by Srivastava and Choudhary43 shows that the role of 

foreign aid on GDP growth rate is positive and statistically significant. Al

khaldi44 showed that the impact of foreign aid on the economy of Jordan is 

positive. Mosley45 incorporated lagged aid variables into his model and 

accounted for the potential endogeneity of aid. He found out a negative 

relationship between aid and growth, but the coefficients being statistically 

insignificant. Dalgard et, al. 46 found out that aid is effective with 

diminishing retums and is less effective in tropical regions. They also find 

that aid effectiveness does not depend on the policy environment. 

Different agencies focused their aid activities on the development of 

specific sectors or sub-sectors of the economy. While Indian assistance was 

used for development of communication system, human resources were 

developed with the aid received from the World Bank, UNFPA, UNICEF, 

and WHO. Wangdi47 reports that, recently, eleven new projects have been 

prepared for the agricultural sector, especially proper agriculture, lives-
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stock activities and agricultural marketing with the help of Indian 

assistance. Penjor's report48 shows that the assistance from Asian 

Development Bank has been channeled into the infrastructure 

development, urban sector development as well as rural electrification. One 

of the important attributes of these bilateral and multilateral agencies is 

that they tried to maintain mutual coordination for their development 

activities. 

Singh49 shows the pattern of allocation of aid funds accepted from 

India, other non-UN agencies as well as funds collected from domestic 

resources over the first six Five Year Plans of Bhutan. The same scholar 

has also studied the utilization of these funds for the modernization of the 

economy. The First Five Year Plan (1961-66) and the Second Five Year Plan 

(1966-71) were totally financed by Indian grants with the cost of Rs. 101.2 

million and Rs. 200 million respectively. so Gross National Happiness (GNH) 

remained the central goal of the national development. Although G NH is a 

subjective identity with questionable measurability, Namgyal and 

Wangchuk have tried to provide a framework for the measurement of 

GNH51 . Their model basically monitors the population status and changes. 

The provision of sustenance, basically food, shelter, potable water, energy 

etc. remain as the central variables of the model. Pankaj52 made the 

comment that self-reliance, decentralization, environmental conservation, 

preservation of cultural heritage etc. are the integral part of development 

goals. 

Since rapid economic and social development as well as 

modernization are undermining Bhutanese cultural and environmental 

heritage, Bhutan follows a very cautious and careful approach for the 

preservation of its environmental and cultural heritage53. The study shows 

that in the environmental front, RGOB has already implemented different 

measures to preserve the natural resources. Watershed management, 

Renewable Natural Resource (RNR) sector policy, maintaining a minimum 

forest cover of 60 percent of total land area, ceiling on the number of 

tourist arrivals, creation of national parks, wildlife sanctuaries and 
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reserves etc. are the major initiatives towards the achievement of the 

proposed goal. The donor countries are substantially financing Public 

Environment Expenditure (PEE) of the government, concerning the impact 

of Bhutan's environment over the neibouring countries or even the whole 

world54. The UNDP/GEF Small Grants Programme (SGP) has been 

designed to support local community actions that address global 

environmental concerns such as biodiversity loss, adverse impact of 

climate change and land degradationss. 

An overview of the foregoing research works suggests that though 

research has been done on different issues and policies of RGB, there is no 

single and exclusive study that incorporates the roles of both foreign aid 

and external trade in the process of economic diversification process of 

Bhutan. Most of the studies are socioeconomic studies. Study on overall 

economic conditions of the country is non-available, excepting some 

government reports and the reports published by the international 

agencies like the UN, ADB and the World Bank. Therefore, the study of 

foreign aid and trade and their impact in the diversification process of the 

economy seems to be an urgent responsibility for bringing the matters into 

the limelight. 

1.4: Research Questions 

The basic questions that we would try to answer through this work are: 

1. What is the reason of Bhutan's reliance on foreign aid and who are 

the major donors? 

2. How does Bhutan utilize these aid funds and how efficiently? 

3. Who are the major trading partners of Bhutan and what are the 

important trends of trade and the balance of payment? 

4. To what extent has Bhutan's economy been diversified and was the 

role of foreign aid and trade in this? 

5. What effects foreign aid and foreign trade had on the economic 

growth of Bhutan? 
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6. How did foreign aid and foreign trade affect sustainability of 

development? 

7. How economic growth and GNH are related and to what extent is 

G NH affected by external aid and external trade? 

1.5: Hypotheses to be Tested 
In order to answer the above questions relating to diversification of 

Bhutanese economy with the help of foreign aid and trade, we would like to test 

the following hypotheses: 

1. Technological and human capital gap, accompanied with 'Savings

gap' or 'Trade gap', tended Bhutan to accept external aid. 

2. Bhutanese economy has been diversified and structurally 

transformed mainly through the use of external aid and 

engagement in trade. 

3. Agricultural development and industrial development in Bhutan 

are mutually interdependent. 

4. The relationship between external aid and sustainable 

development is positive while that between trade and sustainable 

development is negative in Bhutan. 

5. External aid as well as external trade contributed to Bhutan's Gross 

National Happiness. 

1.6: Database and Research Methodology 

Various methodologies are used for the purpose of empirical research 

works. These methodologies vary from deductive methodology to inductive 

methodology, from analytical to quantitative, from general to case studies 

and so on. The research works may be either theoretical or empirical. An 

empirical research may also be based on either primary data or secondary 

data. This research is purely an empirical research where existing theories 

and models have been tested either through maximum possible evidences 

or by using available statistical techniques. 

Both foreign aid and foreign trade are issues of international 
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economics, a special branch of macroeconomics. Hence, in some research 

studies the researchers use macro-economic parameters in their research 

works. In this research, we used macro-economic variables or the variables 

in aggregate. The principal task of this research investigation is to 

establish or check the relationship between some aggregate variables such 

as between foreign grants and economic growth, foreign grants and 

domestic savings and so on. Undoubtedly, this research is a case study of 

Bhutan. 

Diversification of economy would encompass expansion of economic 

activities as well as product transformations under different sectors of the 

economy. Economic diversification leads to increase in production in 

different sectors of the economy, rise in national or per capita income as 

well as expansion of education and health care facilities. These impacts of 

economic diversification have been seen in Bhutan and finally, quality of 

life of the Bhutanese people has also risen. Quality of their lives would be 

considered in terms of either Human Development Index or Gross National 

Happiness. The measurement of HDI has been devised by the UNDP and is 

well accepted by the nations worldwide, while that of GNH is under 

process. 

Since the concept of foreign aid encompasses several components, by 

foreign aid we would mean Official Development Assistence (ODA). For 

exploring the motives of aid, two models (a) 'Savings-gap' model and (b) 

'Foreign-exchange-gap' model are widely used. In the 'Savings-gap' model, 

capital inflows (difference between imports and exports) add to investible 

resources (domestic savings). The savings-investment criteria can be 

written as: 

I<F+sY ( 1.1) 

where F is the amount of capital inflows. If capital inflows (F) plus domestic 

savings (sY) exceeds domestic investment (I) and the economy is at full 

employment, a savings-gap is said to exist. In the "Foreign-exchange-gap" 

model, if LDC investment has a marginal import share, m 1 and the 

marginal propensity to import out of a unit of GNP is given by the 
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parameter m2, the 'Foreign exchange- gap' can be written as: 

(m1 - m2) + m2y - E < F (1.2) 

where E is the exogenous level of exports. If F, E, and Y are initially 

assigned exogenous current value, only one of the two inequalities is 

binding. Therefore, country can be classified according to whether the 

savings-gap or foreign-exchange gap is binding56. Technical assistance is 

another approach to motives of aid by the recipient. This assistance fills 

both the technical and human capital-gap of the recipient. In the course of 

our study, the most suitable aid motives for Bhutan would be explored. 

The role of trade in the diversification of the economy can be 

determined in terms of the inclusion of the items in the foreign trade, the 

number of trading partners and the change in the volume of exports and 

imports. Balance of payment would be very convenient tool for the analysis 

of the relationship between foreign aid and trade as the balance of payment 

of a country includes both the trade and the aid factors. Then, the effects 

of foreign trade on the economic growth of Bhutan would be investigated 

with the help of sophisticated econometric models. Sufficient statistical 

data would be presented in tabular form for understanding the nature of 

changes in the trade pattern. 

In order to measure sustainable development, environmental 

accountings would be incorporated. Sustainable development can be 

measured with the help of the sustainable net national product (NNP) in 

terms of the following equation 57: 

NNP* =GNP- Dm- Dn .............. (3) 

Where Dm = depreciation of manufacturing capital assets and Dn = 

depreciation of environmental capital assets. In a better measure of 

sustainable development, although difficult to calculate with the existing 

data collection methods, would be 

NNP* = GNP - Dm - Dn - R - A . . . . ( 4) 

Where NNP*, GNP, Dm and Dn are as in equation (3), R=expenditure needed 

to restore environmental capital such as forests, fisheries and others and 
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A=expenditure needed to avoid destruction of environmental capital like air 

pollution, water and soil quality etc. 

The economy of Bhutan broadly consists of three sectors viz. 

agriculture, industry and trade. All these three sectors consist of some 

sub-sectors. In the course of our study, we would like to explore the issues 

of diversification in each sector and sub-sectors of the economy. At the 

same time, the role of foreign aid in the diversification of each of these 

sectors or sub-sectors will be explored. The nature of relationship between 

agriculture and industry and the extent of their interdependence will also 

be investigated. For this purpose, OLS estimation or simultaneous 

equation estimations would be followed. 

For the selection of samples, data have been collected from three 

sectors of the economy, which together make up the universe of the study. 

Sampling units have also been well defined. In case of industrial data, 

firms seemed to be the appropriate sampling unit. For agricultural 

production, the items like rice, wheat, sugarcane, potatoes, animal heads 

etc. were suitable sampling units. Appropriate sampling unit for export

import data was various traded commodities. Sampling units for foreign 

aid have been defined by a donor agency, either bilateral or multilateral. A 

particular sector was divided into a few strata consisting of the sub-sectors 

mentioned above. From these strata, items were selected with equal chance 

of being selected. Thus, the sampling design followed here is a stratified 

random sampling. 

We had to depend upon various secondary sources for the collection 

of data. Enough secondary data are available in the various reports 

published by the Government of Bhutan as well as different international 

agencies like the United Nations, the World Bank and the Asian 

Development Bank. It is to be noted that most of the statistical data on 

Bhutan is basically collected by Bhutan's Central Statistical Organization 

(CSO) under the Planning Commission. Statistical Yearbook of Bhutan 

published by the CSO seemed to be a very important data source. Lot of 

care has been taken to collect quality data because all these form the 
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backbone of the empirical research that we have tried to undertake. For 

the collection of the secondary data, different libraries have been visited. 

After collection and tabulation of data for our purpose, we have 

analysed them by using statistical techniques. In this stage, the following 

steps have been followed: 

1. Getting a feel of the data 

2. Recognization of the association/relationships between the variables 

and 

3. Testing the hypotheses 

Under the univariate data analysis, measurement of central tendency 

(different types of mean), dispersion etc. were required. Bivariate analysis 

was carried out for establishing association as well as causal relationship 

between any two variables. It is to be noted that correlation coefficient 

ascertained the degree of association while regression coefficient reflected 

the causal relationship between the variables. In case of time series data, 

time series econometric techniques such as stationarity test, Granger 

causality etc. have bee applied. 

Problems of Data Collection 

A researcher on Bhutan is faced \\lith some practical problems. This is 

because research work on Bhutan, in general, is restricted. In order to 

carry out research work, proper approval from the competent authority 

such as Ministry\Departments of Foreign Affairs is required. Primary data 

collection is completely restricted without permission from the government 

of Bhutan. In case of secondary data also, there are various constraints. 

Time series data are difficult to obtain because prior to 1981, Bhutan did 

not maintain any reliable statistical data. The available data are sometimes 

not consolidated. The data published by the RGOB and the international 

agencies are not identical. To give an example, even the population figure is 

a matter of conjecture. A few years ago, Bhutan's population was estimated 

ranging from 3,00,000 to 8,00,000 by different agencies. Encyclopedia 
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Britannica and Britannica Book of the year 1962 and 1963 had given the 

estimate as 623,000 and 680,000 respectively while the State Department 

Bulletin estimated the total population as 715,000 in 1963. However, 

actual population of Bhutan during that time was about 8,00,00058. 

Therefore, proper adjustment of available data was essential for avoiding 

the ambiguities. 

Since, quality of available secondary data is questionable, proper care 

have been taken before accepting them on their face value. Again, most of 

the government documents/ data remain preserved in the government 

offices and are not easily accessible up to recent past. This type of 

prohibitive factors involved in the empirical data is a serious problem. As a 

consequence of this, the cost of data collection becomes very high. A 

researcher has to tolerate all these constraints and try to collect best 

possible data with most possible competence. 

1. 7: Short Overview of the Following Chapters 

The second chapter is all about the economic history of Bhutan 

starting periodisation of the history and economic history of medieval 

Bhutan. Foreign aid and economic growth in Bhutan has been presented 

in chapter three. In this chapter, the theories and models on foreign aid 

and economic growth, empirical findings, foreign aid and economic growth 

in Bhutan have been analyzed. While describing foreign aid and economic 

growth in Bhutan, sophisticated econometric technique like VAR model 

has been employed in order to have clearer understanding on the issue. 

The aspect of infrastructural development in Bhutan has been discussed in 

chapter four starting financial sector reforms, development of transport 

and communication, urban sector development and the growth of social 

services and human resource development. Sectoral diversification of the 

economy of Bhutan has been exhibited in chapter five with an elaboration 

of agriculture sector, industrial sector, and services. Foreign trade in 

Bhutan is described in chapter seven with a discussion of its trade policy 
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initiatives undertaken during different five year plans. Bhutan's trade with 

India and other SAARC countries has been shown in terms of quantitative 

data. The composition and direction of Bhutanese trade with other non

SAARC countries are also explained in chapter six. The widely discussed 

issue i. e. the sustainable development aspect of the Bhutanese economy 

has been discussed in chapter seven. Chapter eight summarises, 

concludes and recommends. 
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2.1: Periodization of History 

Periodization of history is essential for a logically convenient and 

chronologically better understanding of the past and the present. Evidence 

from historical literature shows that the so-called periodization is a 

common practice in order to distinguish between different socio-cultural, 

political and economic attributes under distinct chronological time periods. 

It is a general practice to divide the history of a country into three distinct 

periods- Ancient, Medieval and Modem, each period covering separate time 

periods. Following the same methodology, history of Bhutan is also divided 

into Ancient, Medieval and Modem. It is to be noted that periodization of 

Bhutanese history does not tally with that of other countries. It is accepted 

that modern Bhutan emerged in the 1960s following Jawahar Lal Nehru's 

visit and inception of planned development1, while in other neibouring 

countries like India it began centuries earlier. 

One important phase of Bhutan's history started in 1625 when 

Sabdrung Namgayal unified the country and brought it under a single 

authority. The history of pre-Sabgrung Bhutan is full of legends and myths 

and no reliable or authentic documents are available for the concerned 

period, which has been termed as Ancient history ensued from the 5th or 

6th century A.D. According to the oldest Bhutanese chronicles, no formal 

religion and government, administration and taxation, castism and mutual 

interests existed in Ancient Bhutan. Self-sufficient village communities 

were governed by the villages heads without any communication, market 

transactions and education facilities. Healing of diseases through 

exorcism, an extreme form of superstition was the only way of fighting 

diseases. Households were self-sufficient, but petty transactions were 

prevalent at the household level where people lived by themselves without 

any wider interests. Social patterns were more or less similar in the central 

and western Bhutan dominated by Drukpa communities2. 

Since the formation of dual government based on absolute theocracy 

in the early seventeenth century, a feudalistic social structure evolved in 

Bhutan. Under the theocracy, religious head of the government was 
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Dharma Raja himself, relying totally on Dev Raja for material prosperity. 

Even under the theocracy, welfare of the people was seen as a principal 

task of the government. Rapacity of the government officials was a major 

cause of human sufferings under the theocracy. As a result, Bhutan Law 

Code-1729 was passed for the welfare of its people through the control of 

official corruption and promotion of human harmony and prosperity3 . This 

type of political system continued up to 1907 when hereditary monarchy 

was formed. Over the first half of the twentieth century, no remarkable 

socio-economic changes were noticeable under the hereditary monarchs. 

However, various socio-economic moderniza.tion initiatives were proposed, 

which were hardly achieved in the early phase of the monarchy. Pre

conditions for evolving into a take-off stage under plan development were 

embodied only during the second hereditary king Jigme W angchuck ( 1926-

1952). However, the real process of modernization and development in 

Bhutan commenced in the early 1960s. Thus, feudalistic socio-economic 

pattern and isolationism lasted in Bhutan up to 1960. This period (1625-

1960 A.D.) may be recognized as the medieval period of Bhutan. 

Modern Bhutan implies post 1960 Bhutan because substantial 

institutional, political and economic upgradation process began in this 

period. Bhutan's social economy has changed from a feudal, religiously 

inspired, isolated, barter economy to a modem, development oriented, 

open and money using economy. Major landmark socio-political change 

under modern Bhutan is the implementation of a multi-party democracy in 

2008 and forthcoming membership in WTO. 

2.2: Economic History of Medieval Bhutan 

Since not much is known about the economic structure of ancient 

Bhutan, we begin our discussion with medieval Bhutan only. Major issues 

of this section are Bhutan's demographic profile, basic structure of the 

economy and nature of external trade during the medieval period. 
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Population 

Despite the fact that South Asia is an epicentre of world population 

with high population density and population growth, Bhutan is a sparsely 

populated country. This was so in medieval period as well. Population in 

Bhutan was restricted by adverse geographical factors like dense 

mountainous forests, sub-tropical climatic conditions, landlockness, 

isolation from the outside world as well as economic backwardness. 

Frequent invasions of Tibet, immigrations from the neighbouring countries 

like Assam and Nepal hardly affected the population size of Medieval 

Bhutan. However, the immigration process is a significant factor for the 

change in ethnic composition of its population. 

Due to the absence of systematic census, population estimation was 

impossible for medieval Bhutan. However, the enthronement (1747) record 

of Zhabdrung Jigme Dragpa I, the second Dharma Raja of Bhutan, is the 

sole surviving census of medieval Bhutan4 • The Chinese estimate of 

population in Bhutan is another estimate of the time. The estimates of the 

concerned records have been shown in Table-2.1. 

Table-2.1: Demographic Prome of Bhutan During the Medieval 
Period. 

YEAR 1747 1796* 1831 ** 

Tax paying household 27,123 40,000 60,000 

Tax paying 217,784 I 250,000 375,000 
I 

population I 

Total population 261,340 

I 
312,500 468,750 

Source: 1747 enthronement record of Zhabgrung Jigme Dragpa-1 (Adapted from 
J.Andrusi and K. Ura, Journal of Bhutan Studies, 2000). *Chinese estimate. **The 
estimate of 1831 has been mentioned as that of 1795. If we accept moderate growth of 
population, the estimate is more likely to be of 1831 when the document was written. 

Table-2.1 shows that the population of Bhutan was 261,340 in the year 

17 4 7. The Chinese estimate recorded the population of Bhutan to be 

312,500 in 1796 which increased to 468,750 in 18315. The table vindicates 

that the growth rate of population was even and moderate over the period 
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1747-1831 and it doubled within this period. Assuming that the present 

area of the country was the same during that period, population density 

was 6 j sq. km. Pemberton6 estimated that the population of Bhutan was 

145000 at the time of his visit 1837. He himself confessed 'More minute 

investigation be found rather in excess'. Thus, Pemberton's estimation of 

Bhutan's population was a mere under estimation. He added that the 

density of population in the upper hills was 6/sq. miles, while it was 

10/sq. miles in the duar plains. It is clearly identified that Bhutan's 

internal estimate, population estimates of the Chinese and that of 

Pemberton all are mutually consistent. 

There are three dominant forces affecting the population growth of 

Bhutan-biological factors or in other words natural growth rate of 

population measured by the difference between the birth rate and the 

death rate, immigration from the neibouring countries, as well as the 

capture of slaves from the duar plains adjacent to Bengal and Assam. 

According to the theories of demographic transition, growth rate of 

population in a pre-modern society remained low due to high birth rate 

accompanied by high death rate. In case of Bhutan, high death rate 

resulted from the lack of health care facilities resulting from extreme 

degree of economic backwardness as well as irresistible epidemics. 

Religious factors such as celibacy among the monks and the upper class 

government offi.cials7 also curbed the growth rate of population. High birth 

rate was caused by the lack of education and the existing system of 

polygamy. Bhutan's internal forces were, therefore, suitable for moderate 

rate of population growth. As Bhutan moved towards modernization from 

the 1950s, death r~te per thousand population began to fall. It has fallen 

from 39 in 1950 to 30.5 in 1960. During the same decade, life expectancy 

increased to 33.8 from 27.8 years. 

Tibetans often invaded Bhutan and during their invasions, some 

invaders settled there permanently. Bhutanese elites were willing to marry 

Tibetan woman because they felt Tibetan women had some good qualities. 

This type of Tibetan settlements used to take place normally in the western 
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and northern part of Bhutan. Since the late nineteenth century, a large 

number of Nepalese immigrated into Bhutan8 for clearing forests and 

cultivating land. The process of Nepalese immigration continued 

throughout the twentieth century. The Nepalese settled mainly in the 

southern and south-western regions. A large number of Assamese also 

immigrated into Eastern Bhutan and settled there. However, population 

size of the country remained low due to-environmental, biological and 

social factors. 

Agriculture 

Agriculture used to be the mainstay of Bhutanese people during the 

early seventeenth century. Rice, wheat, barley and fruits were the principal 

crops while animals were important product for the supply of milk, butter 

and flesh. However, the Bhutanese also used dried fish imported from 

Bengal and Assam because no fish was available domestically. 

Commercialization of agriculture was evidenced from the production of a 

large quantity of cash crops like fruits, cardamom, sugarcane and animals. 

The first hereditary king U gien W angchuk showed his firm willingness to 

introduce capitalistic farming system with plantation of tea in southern 

Bhutan. However, this policy was not successful due to the lack of required 

capital and rigid affinity to the traditional agricultural practices9. 

During the early medieval period, two different types of farming

Jhuming and settled agriculture were practiced in Bhutan. Under the 

Jhuming system, plant leafs or timbers were burnt to ashes on the small 

sloping land or valleys due to the absence of suitable soil for cultivation. 

This was a temporary settlement for cultivating land only once or twice. For 

the time being, same pattern of settlements were made elsewherelo. In case 

of settled agriculture, sloping land of the mountain valleys was cut into 

terraces for making it suitable for cultivation of various crops. Simple 

implements like hoe or plough were drawn by the oxen or ponies directed 

by an individual. From the beginning of the 20th century, Jhuming was 

gradually replaced by settled agriculture. In this primitive type of 
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agricultural mechanization, a classical irrigation system was used. 

Pembertonll observed that hollowed trunks of timber and bamboos, 

supported by the cross sticks extended from villages to a distant fountain 

head of a mountain stream were used for irrigation purposes. 

Mechanization of agriculture was limited to this typical level. 

There were neither any organized marketing system or transportation 

facilities, nor was there any public procurement or public distribution 

system. Crops were bartered between the households at the village level. A 

few weekly markets or annual fairs were the only organized markets for 

surplus agricultural products. Since it was subsistence agriculture, 

marketable surplus was very small, where the petty surplus was bartered 

for other commodities which were not produced domestically. During the 

late 18th century, commercial products like cardamom, turnips, chilies, 

wool, timber and animals were exported to annual fairs of neighboring 

countries like India and Bangladesh. 

A substantial section of Bhutanese population had dual settlements

one in warm and the other in upper cold place. People owned patches of 

arable and grazing land both in temperate and subtropical areas12. 

Regarding the institutional arrangements of land, three types of land 

ownership could be recognized-public, private and monastic. Huge plot of 

land was owned by the state and the state supported monasteries. Private 

ownership of land was granted to a few rural elites. These were cultivated 

under the share tenancy system 13 . Besides the ownership of land by the 

state, the monasteries and the private elites, there were community 

resources such as common grazing land and common forests which were 

property of the village communities. The villagers collectively used these 

common resources and used to pay taxes to the government collectively. 

This type of land relation in Bhutan resembles the Mahalwari land tenure 

system of contemporary India. Initially, government intervention on these 

resources was minimal, but for the time being, these resources were 

gradually collectivized. 

In this feudal mode of production, rent was paid either in kind or in 
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labour where no record of cash rent was observed due to the absence of 

monetization of the economy. Wheat, rice, butter etc. were collected by the 

landlords as rents. In case of labour rent ( Chunidon), a certain days of the 

week the tenants used to work in the landlord's land while rest of the days 

they worked in their own land allocated to them14 . There was no security to 

tenure, where the tenants could be dismissed from the land anytime. 

Buying and selling of land was permitted for private land only. However, it 

was limited to large farmers lest they become marginalized. 

There is some evidence of institutional changes in the land ownership 

system. Land reform measures were introduced as early as in 1625 by 

Sabdrung himself. In the land laws of the king, contentment of riots was 

taken care of. These minimal institutional changes marginally affected the 

existing land tenure system. The feudal mode of production continued up 

to 1952 when the third king Ugyen Wangchuk introduced effective land 

reform measures. The third king himself distributed his land to the 

landless people and the slaves for pioneering the land reforms15. During 

this period, there were important agricultural policy changes such as the 

liberalization of agricultural taxation and a few other institutional changes. 

Along with the institutional changes, technological changes were also given 

priority during this time. Studies were conducted for agricultural research 

and horticultural development. 

Agricultural credit system was of exceptional character. It is difficult 

to distinguish the credit system into organized or unorganized categories. 

Although money lending was prohibited, the village headman by virtue of 

being wealthier and having proximity to the high level government officials, 

used to advance crop loans. The headmen accrued interest in kind several 

times in return. Theoretically, it is types of usuary with exorbitant rate of 

interest well practiced in most of the developing countries. Similar practice 

was recorded for the state and the monasteries. Through the Jisa 

mechanism, the state or the state supported monasteries lent to the 

cultivators, and in return collected several times more16. Jisa mechanism 

and the state lending activities may be treated as organized money lending, 
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under the existing theocratic socio-economic set up. As to loans advanced 

by the state, it is not clear whether the cash collected was a rent, tax or 

interest. Nevertheless, lending activities of the state and state supported 

monasteries can be categorized as organized credit system, while crop 

loans by village headman can be categorized as unorganized credit system 

for the prevailing bartered economic system. 

Slavery and Feudalism 

It is well recognized that there are variations in different countries 

concerning the formation and existence of feudalistic societies depending 

on distinct historical conditions. The elements of feudalism emerged with 

slave holding where the social system was based on the holding of landed 

properties17. Subsistence agriculture was only means of production under 

the feudal land relations where a small plot of land was allotted to the 

peasants for their own subsistence. In return, the landlords derived 

substantial labour services from the peasants. Theoretically, the landlords 

exploited surplus labour of the peasants as rents. This was the first kind of 

rents exploited by the landlords. In the second form of rent, rents in kind 

were also combined to the labour rents. The third and final form of feudal 

rent was rent in cash. Although clergies were endowed with landed 

properties, the supreme owner of land being the King of the time. 

The same mode of production structure did exist in Russia and 

Europe as early as in the 5th century A.D. All the attributes of feudalistic 

socio-political structure existed in Bhutan since the 17th century A.D.l8 

Slavery system was very much practiced in Bhutan since that time. The 

slaves were basically captives from Assam and Bengal duars brought into 

by the invaders and the wealthier peasants. These slaves were employed 

for cultivating land, cleaning the monasteries and fetching water from a 

distance. Under three types of existing land tenure system in Bhutan, drap 

worked freely in their master's land in lieu of a small plot of land for their 

own subsistence. The minap had their own land or cultivated land of 

wealthier peasants, monasteries or other elites. They were indigenous. The 
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Zasen were pure slaves worked only for food and cloth 19. The pure slaves 

constituted 10 percent of total population in the medieval Bhutan. 

It is said that, Sabdrung Namgayal banned this trade for 

strengthening the master-slave relations. There was a general tendency 

among the slaves to escape to nearby India. This escape was nullified with 

the help of a moral form of exploitation. The males were forced into a 

connubial union through marriage with an inferior female slave of Bhutan, 

while a few female slaves of Bhutan were forced into marriage with inferior 

Bhutanese males2o. The inferiority of a man or a woman was perhaps 

judged by the social crimes they committed. As a result, an emotional 

relationship used to form among the members of the 'union'. This type of 

moral treatment against the slaves under feudal social structure is very 

rare in the world history. 

Slavery system continued up to 1952 until Jigme Dorji Wangchuk, 

the third hereditary king of Bhutan came into power. The third king was 

the actual pioneer of modernization of Bhutan because he abandoned 

traditional beliefs and wanted to change the country in all respects. Under 

his regime, slavery and serfdom were completely abolished and declared 

illegal and the slaves mandatorily set free to become normal citizens of the 

country21 . The king himself appointed several members of slave origin at 

high level government offices. The feudal mode of production was gradually 

replaced by the capitalist production structure. 

Industry 

Bhutanese economy was principally based on agro-pastoral activities 

during the early 17th country. Because industrialization is a late 18th 

century phenomenon that first occurred m England in 1770s, 

industrialization was in a nascent stage not only in Bhutan but all over the 

world. Whatever industries in Bhutan existed during that time were small

scale and cottage industries producing pottery, simple items of iron and 

brass, iron-needles, bow and arrows, brass utensils, course cotton cloths, 
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coloured blankets, leather goods, woolen cloth, shoes, belts, wme etc. 

Spear and arrow heads were manufactured from iron. Leather was tanned 

from hide of the buffaloes or bullocks for the manufacture of boots, leather 

pouches, sword-covers and belts. Potteries used to manufacture cooking 

utensils sold by the vendors in the castles and houses in the mountain 

valleys. Pemberton observed that excellent quality paper was 

manufactured from a particular variety of plant Daphne Pappyfera. This 

paper was of good quality, extremely tough and unliable to the insects22. 

Earlier, during his visit in 1627 A.D, Cacella observed that the Bhutanese 

were adept in arts and sculpture. The second Deb Raja himself was expert 

in this field. He had opened a few schools for the training of artists and 

sculptors23. 

Construction was the main industrial activity during the second half 

of the 17th century. Construction activities were limited to construction of 

houses, mule tracks, suspension and wooden bridges, forts and 

monasteries. The forts and monasteries were constructed mainly for the 

administrative and security purposes. During that time, existing 

monasteries were adorned with bullio.ns viz. gold, silver and sculpture. The 

nature of construction technique was labour-intensive in which family 

labour was generally used for these constructions. Similar pattem of 

industrialization continued all over the 18th century. 

During the medieval period, the Bhutanese used various bamboo 

made implements mainly for domestic purposes, such as the implements 

for clearing rice from the husk24 • Bamboos were also used for construction 

of houses, suspension bridges and construction of traditional drainage 

system. During his visit, Griffith also observed flour mills run by water

power. Griffith stated that flour mills were made of two horizontal stones, 

the upper one being fixed in a vertical piston moved round over the lower 

one, where misplace of grains were supervised by an individual. There is 

further evidence that power-driven machines were used for manufacturing 

activities during the early 19th century. During his visit in 1837, 

Pemberton25 noticed the use of flour grinding mills drawn by water. Instead 
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of husking paddy physically, husking machines were also used for 

extracting rice from paddy. According to him, these husking machines 

were not made in Bhutan, these were imported from Kolkata. Chung 

(liquor) was produced from rice. 

Weaving was another industrial activity, generally performed by the 

women weavers. Income of the women weavers supplemented their family 

income. Good quality weaving products bore high social values, which were 

sometimes used as a store of value like gold and diamonds26. It is 

noteworthy that despite the establishment of Anglo-Bhutan relations 

since1774, Bhutan's arts and designs were not influenced by Indian arts 

and designs, rather those were influenced by the arts and designs of Tibet 

and China27. 

When the industrial policy in Bhutan underwent a major change in 

the early 20th century, the hereditary kings aspired the establishment of 

modern industries. In this regard, a few surveys had been conducted, 

particularly for the minerals and electricity generation. However, those 

aspirations did not take concrete shape due to the lack of monetization of 

the economy, absence of capitalistic production structure, shortage of 

human capital, lack of technical know-how, absence of surplus production 

and critical affinity towards traditional social order. Therefore, industries in 

medieval Bhutan remained in a nascent stage. As late as the 1950s, there 

was not a single modern and large-scale manufacturing industry m 

Bhutan and, as a result, it had to depend on imports for the use of 

manufacturing products from neibouring countries like India. Here lies the 

basic root of the country participating in international trade, particularly 

with Tibet in the past and India at present. 

Foreign Trade 

Traditionally, Bhutan maintained substantial trade relations with 

Bengal, Tibet, Assam, Nepal and China. Bhutan's ancient trade was 

observed by Ralph Fitch, an English merchant traveler28, who visited 
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Bhutan as early as in 1584-85. During that period, the most important 

trading partner of Bhutan was Tibet. Principal route of that Bhutan-Tibet 

trade was the Chumbi Valley where the present day Nathu-la trade route is 

located. Bhutan imported salt, soda, wool, gold dust and silver from Tibet 

and exported fine silk fabrics, dyes, brass utensils etc. Similar items were 

also exported to Bengal. Bhutan imported dried fish, grapes, rice, cotton 

cloths, tobacco etc. from Bengal. 

There were several trade centres in Sikkim, Bengal, Assam and Tibet 

which the Bhutanese attended regularly for bartering their produce. The 

most important centres were Titalya in Sikkim (Datjeeling at present). In 

Assam, these were located at Hajo, Udalguri, Khagrapara and Doimara29 • 

Rangpore and Dinajpore were the important trade centres of Bengal. All 

these trade centres were basically annual fairs held particularly during 

winter. The traders of Bhutan arrived at these trade centres along with 

their caravans, bartered their produce and returned in summer. In the 

early medieval period, although trade was based on barter system, coins 

were also used for the same. Trade statistics of annual fairs are reliable 

because those were collected by the Gurnastas of the trade centres. Table-

2.2 shows the Assam-Bhutan trade position during the period 1881-1885. 

Table-2.2: Assam-Bhutan Trade Position During 1881-1885 (Rs.) 

1881 

1882 

1883 

1884 

1885 

Exports from Bhutan(X) Imports to Bhutan(M) 

Udalguri Khagrapara Doimara Total Udalguri Khagrapara Doimara Total BOT(X-M) 

51970 11526 8554 72050 36631 6974 1350 44955 +27095 

235308 36561 27057 298926 78504 16009 3357 97870 +201056 

74435 6461 72923 153819 43891 40568 33644 118103 +35716 

64689 8089 14077 86855 45153 21878 6801 73832 +13023 

120792 13867 8423 143082 90380 17997 6438 114815 +28267 

Source: Assam Administrative Report for 1884-85 (Adapted and calculated from 
Smriti Das, Assam Bhutan Trade Relations 1885-1949, Ansah Publisher, Delhi, 
2005. 

Table-2.2 above shows some interesting features of Assam- Bhutan trade 

for the period 1881-1885. The first and most interesting character of this 

trade is that Bhutan's balance of trade was positive. Total volume of trade 

as well as the balance of trade both show fluctuating nature. Although, no 

proper statistics is available for the other trading markets, available 
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literature shows that trade balance of the country was also positive for 

those other markets. 

There are two alternative types of trade policies- free trade and 

protectionist trade. Under the protectionist trade regime, trade between 

two countries is restricted through the imposition of quantitative or 

qualitative instruments such as tariff and quota. On the other hand, 

neither quantitative nor qualitative restrictions are imposed under free 

trade regime. That Bhutan's foreign trade was highly protective during the 

period under review is evidenced from the fact that the Govemment and 

Government officials had exclusive power of trade. Some private elites were 

also granted the right of foreign trade30 in lieu of a particular tax known as 

gaongiri. Foreign trade of Bhutan consisted not only of surplus products 

but also of some essential commodities not produced in Bhutan. Hence the 

trade was slightly different from the trade based on absolute or 

comparative advantage. Tariffs were also imposed on traded goods. Table 

2.3 shows the tariff structure of Bhutan during 1909. 

Table-2.3: Tariff Structure of Assam-Bhutan Trade in 1909 

Bhutan's Exports Bhutan's Imports 
Items Tariff Rates Items Tariff Rates 

(Rs.) (Kind) 
Ponies (per load) 1.00 Rice/Paddy (each 3 seers 

mule load) 
Goat and 0.25 Rice/Paddy (each 2 seers 

Sheep( ditto) coolie load) 
Blankets 0.50 Betel Nut (Each pony 80 betel nuts 

(bundles of 20- load) 
25) 

Wax (monds) 1.00 Betel Nuts (each coolie 20 betel nuts 
load) 

Lac (monds) 1.00 -- --

Chilies (monds) 0.25 -- --

Radishes 0.12 -- --
(monds) 

Source: Assam Admm1strat1ve Report for 1884-85 (Adapted and calculated from 
Smriti Das, Assam-Bhutan Trade Relations 1885-1949, Ansah Publisher, Delhi, 
2005. 

The Indo-Bhutan Treaty of 177 4 was a major landmark in the history 

of both Bhutan and India because the treaty commenced negotiations for 

bilateral economic relations in general and trade relations in particular, 
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which paved the way for free trade between the two countries. According to 

this treaty, it was mutually agreed that Indian wood cutters will not be 

debarred by the Bhutanese from the cutting of timbers, while the British 

would secure free movements of Bhutanese caravans to Rangpore31 . 

However, despite a large number of negotiations, they could hardly arrive 

at any spatial trade agreement. The position of trade relations between the 

two countries showed frequent changes and these changing Anglo-Bhutan 

relations adversely affected the volume of trade. The long cherished 

intention of the British government extending India's trade with Tibet and 

the Far-east did not materialize. 

Money Market 

In an economy based on subsistence agriculture and characterized by 

complete isolation and backwardness, lack of transportation and 

communication infrastructure, near self-sufficiency at the household level 

and simplicity of demand for commodities, money market was completely 

absent in the medieval period of Bhutan's history. Neither any banking or 

non-banking financial institute, nor money itself was existent till 1974. 

However, some sort of coins was used for the transaction and other 

purposes since the early seventeenth century. These coins were not 

Bhutanese, the main source of these coins were gifts received by the Kings 

of Bhutan by the kings of the neibouring coutries like Ladakh and Cooch 

Behar. 

The first trace of coins in Bhutan is obtained in 1619, the time of 

Shabdrung Ngawang Namgyal. When the King went to Chapcha in 1619 to 

preach there, he was gifted with lots of silver coins by the Raja of the 

Cooch Behar kingdom as well as the local people. The coins were, in fact, 

'Narayanee Rupee' of that time Cooch Behar, first minted by the king Nara 

Narayan (1555 A.D.- 1587 A.D). As Prana Narayan (1633-1666 A.D), the 

king of Cooch Behar refuged to Bhutan due to the Mughal invasions 

during 1661-63 A.D, he carried with him some of his half-rupee coins 

along with his mints. On the other hand, when the Bhutanese attacked 
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Cooch Behar, they carried away some of the Cooch Behar mints during 

their return. Rhodes32 mentions that Tenzin Rabgye was enthroned as the 

fourth Dev Raja of Bhutan in 1680, who apparently received presents of 

1000 gold and 1000 silver coins from the Rajas of Ladakh and 700 gold 

and 1000 silver coins from the Rajas of Cooch Behar. 

In the early eighteenth century, same sorts of coins were evidenced by 

the available documents. During the celebration of the enthronement of 

Zhadrung Jigme Dragpa-I in 1747, 47000 silver coins namely ma-tam was 

given out to the government officials and the citizens of Bhutan. These 

coms also were the so called Narayanee Rupees33. When Terner Visited 

Bhutan in 1783, he calculated that one Narayanee Rupee under 

circulation in Bhutan was equivalent to the value of about ten-pence or 

one third of a British Indian rupee. After 1815, Bhutanese Penlops minted 

their own coins such as chetam and ma-tam, with a little variations of 

earlier 'Narayanee Rupee'. Pemberton noticed the coins in 1837-38 

circulated in Bhutan known as 'Deva', nominally equivalent to the value of 

the East-India Company's half-rupee34 . From Terner and Pemberton's 

account, one thing is clear that exchange rate of coins used in Bhutan via

a-vis British-Indian rupees had improved in the fifty years period beginning 

from 1783. 

The government of Bhutan occasionally used to send silver in Cooch 

Behar for minting silver coins until the British ordered the closer of the 

Cooch Behar mints in 1780. In the 1860s, Tongsa penlop apparently 

captured some Muslim metal workers from the Cooch Behar kingdom and 

employed them as slaves for producing coins. Nicholas Rhodes35 observed 

such sixty households of slave origin in the Yudgong Choling areas in the 

year 1998. In an atmosphere of better Anglo-Bhutan relation, Ugyen 

Wangchuk, the first hereditary king of Bhutan, visited Kolkata in 1906. 

Since then, Bhutanese coins were being struck at Kolkata mints. 

It has been already shown that balance of trade for Bhutan was 

positive in the concerned period. Bhutan used to accept the trade balance 

in terms of gold, silver or coins. These silvers were also sent to the mints. 
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Therefore, main source of coins in Bhutan were gifts and tributes from the 

Rajas of Ladakh and Cooch Behar in the one hand, minting of coins from 

the Cooch Behar and Kolkata mints were the other important sources. 

Money itself is defined in terms of its functions. There was petty use of 

money as a medium of exchange in the domestic economy for internal 

transactions. The whole domestic transaction used to take place under 

barter system. Coins were circulated both for taking fines, for gifts and 

sometimes as state taxes36 . Coins were mainly used for conducting 

international transactions. Monetary policies were completely impossible to 

implement due to the absence of all relevant functions of money and 

monetary institutions like central banking and non-banking monetary 

institutions. Unorganized money market also used to play a passive role in 

economic development. 

Public Sector Economy 

In the medieval period, government in Bhutan was in a nascent stage 

with absence of proper legal and civil administration as well as state 

bureaucracy. State's general functions were confined to maintenance of 

internal and external security, law and administration, external relations 

and sometimes, foreign trade. Under the theocratic government and feudal 

mode of production structure, government had little to do with economic 

activities. Collection of revenue through the imposition of direct taxes, 

government expenditure on administration and religious institutions, 

engagement in international trade etc. were the principal economic 

activities of the government. 

Main sources of government revenue were taxes, state trading, receipt 

of gifts, gaongiri as well as annual payments from the duars. It is to be 

noted that the state taxes collected from private traders is known as 

gaongiri. During the early seventeenth century, taxes were collected in two 

alternative forms-commodity taxes and the labour tax. Principal 

comm·odity taxes included taxes on different crops, animal products and 

various crafts from the craftmen. Labour taxes ( chunidon) were required for 
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the transportation of the taxed commodities and government's 

construction activities such as the construction of mule tracks, suspension 

bridges, monasteries etc. Taxes were imposed on the households, not on 

the individuals while the tax burden was heavy and unavoidable37. In the 

mid-eighteenth century, there were 27,223 tax paying households which 

increased to 60,000 in 1831. In the early nineteenth century, annual 

revenue collection of the government was of the order of Nu. 10, 00,000. 

During the mid-eighteenth century, taxes were similarly being 

collected both in cash and in kind. Taxes in kind were being commuted to 

cash tax during that time. This type of tax commuting, from kind to cash, 

reduced state revenue. Since taxes were imposed on household rather than 

on individual and the burden of tax was heavy, there was a general 

tendency to combine two or more households into one for the evasion of 

taxes38. Different other tactics were also followed by the households for the 

same purpose. For example, because rice was taxed unhusked, the 

households used to mix up chaff with the actual kernel of grains39. As a 

result, various tax laws were passed by the kings and these laws were 

exercised for the nullification of these tax evasions. However, Jigme 

Wangchuk, the second hereditary king of Bhutan had tried to make the tax 

structure more equitable and less burdensome. 

It is also evident that different tax structures prevailed m different 

parts of the country. Charles Bell observed that the Tibetans and 

Bhutanese paid taxes in kind while Nepalese in the southern Bhutan paid 

in cash. This was so because southem Bhutan was more monetized than 

the northern parts of the country where the Bhutanese and Tibetans 

generally inhabited. Due to cash requirements of the government, cash 

taxes were preferred to the 'kind' tax despite the reduction in total tax 

revenue collected in cash. Not only various tax structures, there were 

various tax authorities as well. This type of tax structure continued 

throughout the entire period of medieval Bhutan without any major tax 

reforms. Major landmark tax reforms in Bhutan were implemented as late 

as in 1954 when all types of kind taxes were converted to cash tax and 
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labour taxes were completely abolished4o. 

Proportionate to the small size of revenue collection, public 

expenditure was also small. Almost the entire funds collected as revenue 

were spent for the dignity of the royal courts and monasteries. Main 

functions of the state were to support religious orders pursuing dance, 

drama, secular philosophy, meditation, pharmacology, astrology, 

astronomy, poetry and painting. Fuctions of a welfare state like 

development of infrastructure, provision of public goods, promotion of 

modern education and heath facilities, equitable distribution of income etc. 

were actually non-existent in medieval Bhutan4 1. These, in fact, reflect the 

case of government failure according to the theories of economic 

development. 

Alternative development strategies such as the role of the 

communities in development resulted from the case of government and 

market failure. A group of people tied by mutual trust based on intense 

personal interactions is called a community42. The role of the communities 

in develqpment was successful in Bhutan due either to their 

interdependence between the households and cooperation among the 

villagers or their common interest and Buddhist beliefs. Bhutan's 

communal resources like common pasture and grazing lands, common 

forests, mule tracts, drinking water system, village flour mills, community 

halls, suspension bridges all were managed by village communities 

through household work-share. Customary laws governed by the village 

headman provided guidelines for work-share and sharing of products from 

these common resources43. However, gradual government legislations, over 

time, converted these community resources into open ended resources. 

Since then, role of the communities in development activities became 

weakened and in place of communities, local public goods were created by 

the state's labour taxes. 

2.3: Conclusion 

Theocratic government continued in Bhutan throughout the medieval 
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period. The feudal economy of entire medieval Bhutan was characterized 

by extreme degree of isolation without any infrastructural, communication 

and transportation facilities. Physical labour and animals were the only 

means of transportation run along the mule tracks and suspension 

bridges. There were no metalled roads, motorized vehicles, supply of 

electricity, postal and tele-communication system connecting the country 

internally and with the outside world. The country was self-sufficient in 

food grains production, every family having sufficient land, pigs, poultry 

and fruit trees, a small surplus being exported for salt and other essential 

articles from the neighbouring countries. Social amenities like education 

was limited to religious level while medical and health facilities were 

confined to the superstitious traditional practitioners. The whole medieval 

economy of Bhutan was based on barter system with complete absence of 

any monetary institution and monetary policy. Pre-modem government of 

medieval Bhutan used to spend whole of its resources for the dignity of the 

royal courts and the religious institutions. Government expenditure on 

secular development was negligible. Self-sufficient rural communities used 

to build up their common resources on a self-help and cooperative basis. 

Under such situation, the quality of human lives remained critically low 

with the incidence of extreme poverty and underdevelopment. There was 

no significant trace of development in course of the three centuries of 

medieval period in Bhutan. 

Reference 

1. Roy Choudhury, T. K. (1993): 'State Building in Modern Bhutan' in Manish Kumar 
Raha and Iar Ali Khan (ed.) Polity, Political Process and Social Control in South Asia 
:The Tribal and Rural Perspective, Gyan Publishing House, New Delhi. 

2. Ura, K. (1994): 'Decetralization and Development in Medieval and Modern Bhutan' in 
Aris, M. and Hutt, M. (ed.) Bhutan: Aspects of Culture and Development, Kiskadale 
Asia Series No. 5, Kiskadale Ltd, Gartmore, Scotland, pp. 25-49. 

3. Andrusi, J & Ura, K. (2000): 'Population and Governance in mid-18th Century Bhutan 
as Revealed in the Enthronement Record of Thungs-sprul Jigsmed graps pa I (1725-
1761)', Journal of Bhutan Studies, Vol. 2, No.2, Winter, pp. 36-78. 

4. Ibid. 3. 
5. Ibid. 3. 

47 



6. Pemberton, C. R. B. (1838): Report on Bootan, Sagnik Books, Kolkata, pp. 85-86. 
7. Dev, Arabinda (1976): Bhutan and India:A Study in Frontier Political Relations (1772-

1850), Firma KLM Private Limited, Calcutta,. 
8. Hutt, M. (2003): Unbecoming Citizens, Oxford University Press. 
9. Basu, Gautam Kumar (1998): Bhutan:The Political Economy of Development, South 

Asian Publishers, New Delhi. 
10. Ibid 6. 
11. Ibid. 
12. Ibid 2. 
13. Wangchuk, Tashi (2000): 'Changes in the Land Use System m Bhutan: Ecology, 

History, Culture and Power' (www. thdl.org/ 02.01.2003). 
14. Ibid 1. 
15. Ibid 9. 
16. Miller, R. J. (1961): 'Buddhist Monastic Economy: The Jisa Mechanism', Comperative 

Studies in Society and History, Vol. 3, No.4, July, pp. 427-438. 
17. Ibid 1. 
18. Aris, M. (1980): Bhutan:The Early History of a Himalayan Kingdom, Vikash Publishing 

House Pvt. Ltd, New Delhi. 
19. Ibid 13. 
20. Ibid 5. 
21. Hasrat, B. J. (1980): History of Bhutan, Vikas Publishing House Pvt. Ltd, Delhi. 
22. Ibid 5. 
23. Ibid 21. 
24. Griffith, W. (1838): In Ashley Eden (ed.) Political Missions to Bootan, Pilgrims 

Publishing, Varanashi, India. 
25. Ibid 5. 
26. Ibid 2. 
27. White, J. C. (1986): Sikkim and Bhutan:Twenty One Years in the North-East Frontier 

1897-1908, Manas Publications, Delhi. 
28. Misra, B. P. (2003): 'Early History of Bhutan", The Himalayan Miscellany, Centre for 

Himalayan Studies, University of North Bengal. 
29. Das, Smriti (2005): Assam-Bhutan Trade Relation 1865-1949, Anshah Publishing 

House, Delhi. 
30. Ibid 28. 
31. Ibid 9. 
32. Rhodes, Nicholas (1999): 'Coinage in Bhutan', Journal of Bhutan Studies, Centre for 

Bhutan Studies, Bhutan Vol., No. 1, pp. 84-113. 
33. Ibid 3. 
34. Ibid 6. 
35. Ibid 32. 
36. Ibid. 
37. Ibid 3. 
38. Ibid. 
39. Ibid 13. 
40. Ibid 21. 
41. Ibid 2, p. 41. 
42. Hayami, Y. & Godo, Y. (2005): Development Economics: From Poverty to the Wealth of 

Nations, Oxford University Press. 
43. Ibid 13. 

48 



Chapter-3 

Foreign Aid and Economic Growth in Bhutan 

• Introduction 

• Foreign Aid and Growth: the Relevant Theories and 

Models 

• Empirical Findings 

• Foreign Aid in Bhutan 

• Foreign Aid and Economic Growth of Bhutan: VAR 

Model 

• Reference 

• Appendix Tables 



3.1: Introduction 

Economic development in Bhutan can be explained with the help of 

economic theories of growth and development. According to the classical 

and neo-classical theories of economic growth, growth rate is directly 

related to the saving or investment rate of the country at a given rate of 

capital formation. These theories leave huge room for using foreign savings 

for domestic economic development in the form of foreign aid. While the 

neoclassical growth theories put priority in technological development, 

neoclassical growth theories rather pinpoint policy issues and human 

capital formation in the growth process. The theory of economic 

development incorporates some additional issues like equalities in income, 

structural transformation and institutional reforms of the economy. 

Foreign trade is another important instrument for economic development 

in these theories. In this chapter, we make an attempt to explore the role of 

foreign aid and foreign trade in the economic development of Bhutan, 

keeping the role of all other factors aside. 

Foreign aid refers to Official Development Assistance (ODA) 

undertaken by official sectors of the donor countries for promotion of 

economic development of the recipient developing countries at concessional 

financial terms, where the grant element is at least 25 percentl. In addition 

to these financial flows, technical co-operation costs for foreign experts, 

advisory personnel, training through workshops, foreign missions etc. are 

also included in ODA. However, grants and loans for military purposes, 

transfer payments to private individuals, private charity by the Non

Governmental Organizations (NGOs), commercial loans and Foreign Direct 

Investment (FDI) are excluded from the definition of ODA. Development 

Assistance Committee (DAC) of the Overseas Economic Co-operation and 

Development (OECD) is the principal body relating to ODA for the 

developing countries. 

Aid to the developing countries comes in different ways, two broad 

categories being the project aid and programme aid. The project aid is 

basically used for financing public investment programmes, while 

50 



programme aid is used for structural adjustments, balance of payment 

distortions, budgetary supports and so on. These two categories of aid 

exert significant impacts on economic growth of the recipient countries. 

Literature on effectiveness of aid on growth shows that project aid usually 

positively impact on economic growth, while programme aid has negative 

impact. 

Traditional aid literature primarily highlights the impact of aid on 

economic growth rather than economic development of a country during 

the assessment. It is worth mentioning that the two sub disciplines viz. 

growth economics and development economics have to be treated 

separately for the assessment of development aid. Growth economics is 

emerged from the issues related to the growth of national income with the 

preservation of full employment in the capitalist countries. Thus, it is 

macroeconomic in orientation. Development economics focuses mainly on 

growth initiation and its acceleration in the developing countries 

incorporating structural transformation, demographic transition, income 

distribution etc. It is more microeconomic in orientation. Thus the impact 

of aid on mere economic growth is not a very good instrument for assessing 

the effectiveness of aid. Even though, it may appear that the relation 

between aid and growth is negative, the issue should be assessed more 

intuitively in the context of complex issues of development economics. The 

new endogenous growth theories however narrow down the gap between 

growth economics and development economics by endogenizing economic 

policy issues and human capital formation in the process of economic 

growth. 

3.2: Foreign Aid and Growth: the Relevant Theories and 

Models 

The earliest growth models linking aggregate output growth and 

resource mobilization was Harrod-Domar growth model. In the Harrod

Damar model, output (Y) growth is proportional to incremental capital-

51 



output ratio(v), 

Y=vK (3.1) 

where K= capital stock. The model assumes that capital is the only factor 

of production. Differentiating equation (3.1) w.r.t. time (t) and dividing by 

Y, yields the equation of growth rate (g) 

g=Y jY = v.dKjdt.1/Y = v.IjY [I=dK/dt] (3.2) 

The impact of aid on growth is seen as increment to the stock of physical 

capital. In this model, aid variable is captured in the planned investment 

identity 

I=Sct +A+ OF (3.3) 

where Sct = domestic savings, A= inflow of foreign aid and OF =other 

sources of capital inflows. Combining equation (3.2) and (3.3) we get, 

g = v jY [Sct +A + OF] (3.4) 

Equation (3.4) is extensively used for empirical research using econometric 

tools by holding v=constant. The empirical model in various studies takes 

the following form: 

(3.5) 

where£ is an white noise error term with zero mean and constant variance. 

l3is are coefficient of savings-GOP ratio(Sct/Y), aid-GDP ratio (A/Y) and the 

ratio of GDP to other capital inflows( OF /Y). However, following two are the 

most important assumptions of the Harrod-Domar model, which are 

subject to empirical tests: 

• There is a constant and stable short-run proportional relationship (i.e no 

decreasing returns) between investment and growth. 

• Aid is not used for consumption purpose and does not reduce domestic 

savings. That is, aid increases investment one-for-one. 

The first application of Harrod-Domar model, for the analysis of 

impact of aid on economic growth was undertaken by Chenery and Strout2 

in 'Two-gap' model, one 'Savings-gap' and the other 'Trade-gap'. There are 

four possible phases of constraints of growth - lA, IB, II and III 
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respectively. lA is the initial stage of development, when savings-gap will 

be larger than the trade-gap due to the country's inability to invest. Once 

the investment constraint is no longer binding, phase II is likely to follow in 

which growth is set by the target so that foreign capital is required to fill 

the savings-gap. As growth proceeds, imports growth will exceed export 

growth and the economy will move to phase III, where trade-gap is binding. 

The impact of aid in the dual-gap model depends on the existing phase 

faced by the aid receiving country. The impact of aid is determined by, 

according to Chenery and Strout3, the marginal productivity of aid as 

shown in the folioing two equations 

Savings-gap (phase-11): dYT+l/d.EAt = 1/k-ht 

Trade-gap(phase-III) : dY T+ 1/ dAt= 1 I p. t 

(3.6) 

(3.7) 

where Y=output, t=target growth rate, b=mpc, 11=marginal propensity to 

imports and t={ T-(1-(1 +r)-1 fr} fr jT+ 1}. 

Using median values of parameters for 31 countries, Chenery and Strout 

derived the savings-gap and trade-gap regimes showing that aid is more 

effective under foreign exchange gap. 

Impact of aid in the Solow model acknowledges decreasing return of aid4. 

Solow model uses Cobb-Douglas production function of the form: 

(3.8) 

which implies decreasing returns to capital K because a::;; 1. In case of the 

above production function, 

I= sYt- (n+g+8)Kt 

Combining (3.8-3.11) yields an empirical growth model 

&rt =~o+~dnit-8lnYo 

(3.9) 

(3.10) 

(3.11) 

(3.12) 

where &rt=growth rate of GDP, It= interest rate and Yo = initial GDP. 

Like the Harrod-Domar model, aid enters this model through investment 

(3.13) 
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Combining equations (3.12) and (3.13) then log linearazing using a first 

order Taylor approximation, we get an empirically testable Solow model 

with the role of foreign aid: 

gyt= r3o+r3wl/f ln it +r3wl/ f lnat-8ln Yo (3.14) 

In the empirical studies, equation (3.14) is often approximated as a 

quadratic relationship between aid and growth which is also written as 

(3.15) 

In case aid shows decreasing returns, r31 >o and r32 <o must be statistically 

significant. 

PapanekS provides the first study to disaggregate foreign capital flows 

into foreign aid, foreign investment and other form of foreign flows. In this 

model, domestic capital formation as well as foreign capital formation has 

been separated as follows: 

(3.16) 

where G=growth rate of per capita income of ith recipient, S=domestic 

savings, A=aid inflows, F=foreign investment, O=other form of foreign 

capital and ei= error term. 

In order to improve the estimation coefficients of the aid growth 

regression, many studies incorporated institutional and policy variables in 

the aid growth regression6. In these models, aid-growth regressions take 

the following form: 

Y /Y=r3o+r31A/Y+r32Sd/Y+r330F /Y+r34Z+e (3.17) 

where z is a vector of institutional policy variables affecting growth. The 

components of institutional or policy variables in the Z vector are indictors 

of trade openness, export growth, literacy rates, human capital, terms of 

trade, rate of inflation etc. as the proxies for policy variables. 

Since the mid-1990s, new wave of aid effectiveness studies emerged. 

The studies are different from traditional studies in that these studies base 

their empirical analysis on a general equilibrium growth model, address 

the endogeneity of aid, deal with linear effects of aid and link the impact of 

aid to economic policies, institutional environmeant and external 

54 



conditions of the recipient countries7. Generally, the model used the 

variants of the following specification: 

(3.18) 

where pg=measure of the domestic policy and institutional environment, 

Zi=vector of variables that are normally included in the models explaining 

per capital growth rate. The variable A2 takes into account the non

linearity of aid while (Ag*P*g) deals with linking aid to economic policies and 

institutional environment. 

A number of studies were based on specification (3.18). In a study by 

Burnside and Dollars, interacting time effects of aid and economic policy 

on growth, shows that aid is effective only in good policy environment. 

Their analytical framework endogenized the aid variable and policy index to 

tackle the simultaneity issues. Their analytical framework consists of 

following three equations: 

Y jY=I)ay+l)lyYPC+I)2yAjY+I33yP+I)4yAP /Y+13sz+£y (3.19) 

AjY=I)oA+I)lAYPC+I)2AP+I)3AZ+£ 

P= l)op+ I31P YPC+ I32PAjY+ 1)3pZ+ £p 

(3.20) 

(3.21) 

where YPC =per capita income, P=index of measuring distortion of 

macroeconomic policies and Z is a vector of cantrol variables including 

government consumption spending, institutional quality index, political 

instability and country-region variables. However, Burnside and dollar did 

not include the aid-squire term (A2) in their model specification, thereby 

failing to explain scale returns of foreign aid. 

An alternative argument for the impact of aid effectiveness popularly 

known as displacement theories developed since the early 1970s. 

Displacement theories suggest that excessive aid inflows may displace 

domestic savings and crowd-out private investment. Aid may mcrease 

government consumption expenditure or could erode export earnings9. 

These effects are captured under the savings debate, fiscal response and 

Dutch Disease literature. 

The aid savings debate was initially introduced by Griffin and Eons10. 
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According to them, the marginal propensities to save and consume are 

between zero and one. Thus aid inflows will be allocated between savings 

and consumption, by treating aid inflows as mere increase in income. They 

estimated the following aid-savings regression model: 

(3.22) 

Subsequently, many researchers incorporated more variables in order to 

avoid omitted variable bias and obtain more efficient estimations. One form 

is as follows: 

(3.23) 

where Z /Y is a vector of variables affecting savings. 

The above models are structural models because they are all based 

on economic theories. 

One alternative model known as non-structural model based on time 

series data does not rely on economic theories. Vector autoregressions 

(VARs) are such non-structural models where data, rather then economist, 

specify the dynamic structure of a model11 . Generally, in the VAR models, 

all the variables are endogenous and the largest number of lags is needed 

to capture the mutual effects on each other variable. Following is the form 

of a VAR model: 

(3.24) 

where Xt is an nxl vector of variables under study, l3i (i=1,2, .. ,k) is an nxn 

matrix of parameters, 11 is a vector of deterministic component and e1 is a 

white noise error term. According to Granger's representation theorem, if 

there is co-integration, VAR model can be formulated into a vector error -

correction model (VECM) incorporating both short run and long run 

dynamics12, and takes the following form: 

(3.25) 

where LlX.t is a vector of growth rates, rj =-[I-L.I3i] 1s an nxn matrix 

containing information on short- run djustments of changes in Xt, rk =-[I

L.I3i] is nxn impact matrix of parameters containing information on long-run 

adjustments, 11 is a vector of constants, E.t is nxl vector of white noise 

56 



errors and I is an identity matrix. 

3.3: Empirical Findings 

Several research works have so far been conducted by eminent 

scholars on the effectiveness of foreign aid in economic growth. Their 

findings, however, substantially vary because some used single country 

data, while others used multi-country data. Their findings regarding the 

effectiveness of foreign aid belong to three distinct categories-positive 

effects, negative effects and no effect. 

While most of the studies based on single country data pointed out 

positive effects of foreign aid on economic growth, studies with cross

country data highlighted mixed results. A number of studies show that 

project aid has positive impact on economic growth while programme aid 

show mixed results. The variability of different findings, to a large extent, is 

caused by the different statistical techniques used by various researchers 

and heterogeneity in cross-country data 13. 

The Initial empirical studies on effectiveness of aid were based on the 

Harrod-Domar assumptions. Such a study by Chenery and Strout14 shows 

that aid is effective in raising economic growth by filling dual gap- 'savings

gap' and 'foreign exchange-gap'. Griffin and Enos15 first challenged the 

'two-gap" model showing a negative relationship between savings and aid 

with the help of an econometric study. This study reported a negative 

relationship between capital inflows (as percentage of national income) and 

the savings rate between -0.73 and -0.84 by using cross-country data. On 

the other hand, Papanek16 obtained a significant positive impact of aid on 

economic growth for a sample of 34 LDCs. Mosley17 incorporated lagged aid 

variables into his model and accounted for the potential endogeneity of aid. 

Mosley finds a negative relationship between aid and growth, but the 

coefficients being statistically insignificant. Burnside and Dollar18 in their 

most influential paper finds that aid has a positive impact on growth in 
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developing countries with good fiscal, monetary and trade policies but has 

little effect in the presence of poor policies. Dalgard et, al. 19 found out that 

aid is effective with diminishing returns and is less effective in tropical 

regions. They also find that aid effectiveness does not depend on the policy 

environment. The findings of the important studies of aid-growth relations 

have been captured in Table-3.1. 

Table-3.1: Results of Selected Aid Growth/ Savings Regressions 

Studies Dependent Explanatory Estimation Results 
Variabes Variables Methods 

Griffin ( 1970) Saving (S) Aid(A) OLS Foreign capital has a 
negative impact on domestic 
savings. 

Griffin and Enos Savings (S) Aid (A) OLS Foreign capital has a 
(1970) negative impact on domestic 

savings. 
Papanek (1973) Growth (gy) S,A,FDI,OF,IS OLS Aid has a positive impact on 

growth. 
Mosley (1980) Growth (gy) S,A,I 3SLS No relationship between aid 

and growth. 
Mosley et a!. Growth (gy) S,A,OF,GX,GL 3SLS No relationship between aid 

(1987) and growth. 
Mastey et a!. Growth (gy) S,A,FDI,GX,GL,PI OLS Aid has a positive impact on 

(1992) growth. 
Hadjimichael et. Growth (gy) A,A2, IP,IG,Hk, N, GLS Aid has a positive impact on 

a!. (1995) tot, RER, INF,BD growth. 

Hansen and Tarp Growth (gy) A, A2, OP,INF, CG, Intrumental Aid has a positive impact on 
(1999) FD,YPC Variable (IV) growth. 

Burnside and Growth (gy) A,PI,AP,Z OLS and Aid is effective only in 
Dallar (2000) 2SLS countries with good policies. 
Dalgdard and Growth (gy) A2 , A.P - Aid is effective with 
Hansen (2001) diminishing returns and is 

independent of the policy 
environment. 

Lensink and Growth (gy) A2, AP, 
I 

Aid is effective with 
White (2001) INF,OP,INSQ, I diminishing returns and is 

TRL,A I independent of the policy 
I environment. 

Dalgard et a!. Growth (gy) - I GMM,OLS Aid is effective with 
(2004) 1 diminishing returns, less 

I 

I 

effective in tropical regions 
is independent of AP. 

Easterly et a!. Growth (gy) A.P 
I - Aid effectiveness does not 

(2004) depend on the policy 
I environment. 

Mallik (2008) Growth (gy) A,I,OP Cointegratio In the short- run aid has no 
n significant effect on growth 

while long-run effect is 
negative. 

Yamashita and Growth (gy) I, FDI, A, ER,MR Unit root Domestic savings and 
Khanchi (2003) and foreign exchange gap are 

Granger not restraining factors on 
causality growth. 

under VAR 
Model 

Eris (2008) Growth (gy) ODA,YO,IMR,Assn. Bayesian The Burnside Dollar results 
,ICRGE Index,Hk Model do not hold up and aid flows 

Averaging are not very effective in 
(BMA) boosting growth regardless 

technique of the quality of the policy 
environment. 
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Abbreviations: I: total investment, IG: public investment, IP: private investment, 8: 

domestic savings, A: aid inflows, FDI: foreign direct investment, OF: other foreign 

inflow, OP: openness index, T: tax revenue, CG: government consumption spending, 

FD: financial deepening, GX: growth rate of exports, GL: growth rate of literacy, 

YPC: income per capita, BD: budget deficit, INF: inflation, AP: interactive effect 

between aid and policy , PI: policy index, OLS: ordinary-least-squares, 2SLS: two

stage-least-squares, 3SLS: three-stage-least-squares, GLS: generalised-least-squres, 

IV: instrumental- variables, Hk = human capitals, GL= growth rate of labour, ER= 

Exchange rate, INF: inflation. Z= exogenous variables that might affect growth and 

the allocation of aid, INSQ= instituational quality, TRL= fraction of land in tropics, 

Assn= Assassination, Yo= initial income, IMR= infant mortality rate and ICRGE= 

institutional variation across countries. 

All the studies in Table-3.1 are based on cross-country data analysis. 

Studies show that for some cases impact of aid on growth is negative. But 

for most of the cases, the impact is positive. Burnside and Dollar's study2o 

is very influential because, policy issues matter in economic growth via aid. 

Eris' study21 is a strong counter attack on the Burnside-Dollar study by 

raising questions about the selection of policy variables. 

Recently, interest is growing in single-country data analysis instead of 

cross-country data, particularly with time series statistical techniques. One 

interesting feature of these studies is that most of the studies find a 

positive impact of aid growth. Ouattara22 fitted an autoregressive 

distributed-lag model (ARDL) with the data for Ivory Coast covering the 

period 1975-1999. This study differentiated foreign aid into two different 

categories-project aid and programme aid. The study finds that in the long

run, project aid negatively affects domestic savings while the impact of 

programme aid is positive. In the short-run, programme aid inflows are 

associated with increases in domestic savings, whilst the impact of project 

aid is negative but insignificant. Another study by Amanja and Morrissey23 

with the help of VAR model on the economy of Kenya shows that foreign 

aid in the forms of loans play a positive role, directly or indirectly through 

private investment, in promoting growth. 

For the economy of Nepal, a study by Srivastava and Choudhary24 

shows that the role of foreign aid on GDP growth rate is positive and 
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statistically significant. Al- khaldi2S shows that the impact of foreign aid on 

the economy of Jordan is positive. The study also supports the "two-gap" 

model. Khan and Rahim's study26 on Pakistan economy finds out a positive 

but insignificant impact of foreign aid on economic growth. The authors 

conclude that pure statistical analysis is unable to capture the complex 

effects of aid. The impact of foreign aid on poverty and human wellbeing in 

Papua New Guinea is positive27. For Pakistan, Mohey-ud-din's28 study 

shows positive and decreasing returns to aid. His study also shows that aid 

adversely affected domestic savings in Pakistan. Prasad et al. 29 fitted a 

regression equation with the help of cross-country industry level data. The 

major finding is that industrial countries benefited more with aid. They 

mentioned the limited absorptive capacity of aid to the non-industrial 

countries. 

The selected aid effectiveness studies mentioned above suffer from 

several lacunae. The first is that cross country data analysis in most of the 

aid effectiveness literature cannot capture qualitatively distinct attributes 

of different countries. In order to overcome these problems, one has to 

include several dummy variables in the regression model. Even in the case 

of single country data analysis, the model shows highly aggregative picture 

of aid effectiveness. Most of these studies are macro-econometric, showing 

overall impact of aid or aid associated with policy variables. At this 

juncture, distinction between microeconomic effect and macroeconomic 

effect of aid is highly essential. Project aid and programme aid are 

associated with micro-econometric and macro-econometric in orientation. 

Concerning project aid, statistical insignificance of the coefficients of aid 

does not nullify the impact of aid on growth. One possibility here is to 

displace some project aid for recurring expenditure of the established 

projects or direct government consumption. In this case, utility obtained by 

the people from government's tax rebate, resulting from increased aid 

receipts of the recipients is to be accounted for. 

Most importantly, impact of aid should be assessed in terms of 

economic development, rather than economic growth, by making aid more 
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microeconomic in orientation. One possible way is to assess the impact of 

aid on different sectors of the economy viz. agriculture, industry or service 

sector or even for sub-sector of the economy such as infrastructure, trade, 

tourism, education, health or even human development. This type of 

disaggregation has been considered in very few numbers of empirical 

studies. The following section shows the impact of aid on economic growth 

of Bhutan, which is obviously a macroeconomic assessment. However, the 

studies on the impact of aid on various sectors of the economy of Bhutan 

have also been undertaken in the next chapter. 

3.4: Foreign Aid in Bhutan 

It has been mentioned that the Indian Prime Minister Nehru visited 

Bhutan in September 1958. During his visit, Nehru expressed his concerns 

about Bhutan's security and emphasized the need of a road link between 

Bhutan and India, offering at the same time financial and technical 

assistance. Immediately after this visit, the issue was discussed in the 

National Assembly. The decision was to forego Indian assistance in order to 

avoid increased dependency on India. Instead, resolution was to seek 

financial assistance from third countries. 

However, Bhutan's attitude changed during the year 1959 as a clear 

consequence of events in Tibet. In the spring of 1959 the Tibetan revolt 

was suppressed by the Chinese, which resulted in the flow of several 

thousand Tibetan refugees into Bhutan. By autumn of the same year 

Chinese actions began to be directed against Bhutan. Revolutionary 

propaganda material was sent into the country and the Chumbi valley, a 

triangular-shaped part of Tibetan territory between Sikkim and Bhutan, 

through which the most important trade route from Bhutan to India was 

connected, was sealed off. In the following National Assembly session, the 

construction of roads became the main issue of discussion. Due to the 

entire absence of diplomatic relations with third countries, India was 

considered the only possible source of aid. This was the beginning of 

foreign aid into the country. 
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Bhutan belongs to the category of least developed country-the 

classification made by the UNDP on the basis of levels of development. 

Development process in such a least developed country is hampered by 

several constraints. In case of Bhutan, these constraints are in the form of 

shortage of labour, capital and technical know-how. The country is least 

populated, the density of population being 18 only per square km. Total 

population being 671.1 thousands even in 2008, shortage of technical, 

managerial and skilled labour is likely to prevail. Technical and managerial 

manpower were supplied as assistance from the government of India along 

with the financial assistance. 

Despite being a natural resource rich country, physical and material 

constraints in Bhutan arise from the underutilization of resources caused 

by the lack of economic infrastructure and manpower constraint. 

Therefore, during the inception of planned development in the early 1960s, 

emphasis had to be given on infrastructure development, development of 

agriculture, public administration etc. The economy of Bhutan being least 

monetized and per capita income being very low, it had to depend on 

foreign aid, particularly from India for complementing domestic savings. 

Financing constraint seems to be the most important development 

constraint in Bhutan. Bhutan's internal resources for investment and 

development are constrained by the low domestic savings and low tax 

revenue collected by the government. In this initial stage of development, 

imports of equipments were inevitable for implementing development 

projects and programmes. Due to petty export earnings from abroad, 

foreign assistance remained the only source of foreign exchange for 

meeting the import demands. Thus, both the 'savings-gap' and 'foreign 

exchange-gap' envisaged by Chennery and Strout30 prevailed in Bhutan 

during the planned development era. 

Development requirements of Bhutan were completely financed by 

foreign aid and this has been the trend till recently. Foreign aid consisted 

of two components-foreign grants and soft loans. Grants aid from the 

government of India and other international donors have traditionally 
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financed on average over 30 percent of fiscal outlay. In the revised 

estimates of 2007-08 budget, grant support is anticipated to finance 37.5 

percent of total expenditure. The First Five Year Plan (1961-66) and the 

Second Five Year Plan ( 1966-71) were totally financed by Indian grants 

with the cost of Rs. 101.2 million and Rs. 200 million respectively31 . In 

addition, Rs. 300 million grants for road construction were advanced 

during the first plan period. The year 1971 is a major landmark in the 

history of foreign aid because Bhutan became a member of UN and started 

receiving foreign aid from UN system, Colombo Plan and other bilateral 

agencies. Domestic investment too began to contribute to planned 

development since the third plan with as low as 3 percent of total plan 

expenditure. Since then, the share of domestic financing and other 

bilateral and multilateral agencies gradually increased while that of Indian 

aid showed a decreasing trend. 

India has been Bhutan's largest donor followed by DANIDA, the 

UNDP, the World Bank, Swiss Development Cooperation and the 

Government of Netherlands. Table-3.2 shows the structure of foreign aid in 

Bhutan financed by various donors. 

Table 3.2: Bilateral Foreign Aid in Bhutan (Nu. million) 

Agency 00/01 01/02 02/03 03/04 04/05 05/06 06/07 07/08 

Govt. of India 2551.2 945.3 2631.8 2287.2 2370.5 3087.3 3081.2 4671.1 

DANIDA 394.8 534.8 525.8 579.2 432.1. 539.0 454.7.4 462.5 

JICA 0.0 4.2 0.0 50.0 22.5 0.0 9.2 0.8 

Govt. of Netherlands 147.6 274.5 201.0 331.7 253.9 234.1 136.3 27.0 

UNDP 51.4 134,4 114.2 115.1 118.1 102.4 109.9 63.8 

Govt. of Austria 174.2 44.2 68.7 32.7 56.6 61.9 66.0 6.3 

HELVETAS 94.3 0.0 0.0 0.0 16.9 32.9 0.0 16.2 

Swiss Dev. Cooperation 66.8 62.6 103.5 122.5 46.9 71.4 61.0 35.7 

ECC 18.0 112.5 130.8 203.0 54.3 82.4 69.6 20.1 

UNCDF 27.2 26.9 26.6 25.1 0.0 0.0 23.7 0.0 

World Bank, IDF, IDA 0.0 11.8 28.6 17.5 35.3 771.2 662.9 42.0 

Others 185.4 545.9 650.7 692.2 379.9 440.3 379.9 586.4 

Total 3711.0 2696.9 4481.7 4456.2 3787.0 5422.88 5054.3 5931.9 

Source: Royal Monetary Authonty of Bhutan, Annual Report-2007-08, January, 

2009. 
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Up to Fourth Five Year Plan (1976- 1981) of Bhutan, whole foreign 

aid used to come from grants and there was no loan component. The loan 

component of foreign aid is highly concessional and emerged from the Fifth 

Five Year Plan ( 1981-86). Concessional loans began in 1981-82 with the 

first SDR loan disbursement from IFAD for the development of small farm 

projects. Since then, convertible currencies and Indian rupee loans have 

been disbursed in Bhutan provided by various foreign governments, 

multilateral, bilateral and private financing agencies. Indian programme 

aid was purely grants used mainly for the budgetary allocations. These 

programme aid are highly flexible in the sense that Bhutan government is 

free to allocate these aid according to its development priorities. On the 

other hand, project aid are soft loans with a grant component varying from 

project to project. For instance, the Chukha Hydel Project was established 

with Indian aid where 60 percent of total cost was grants and 40 percent 

loans at subsidized rate of interest. UN assistance was basically technical 

assistance, used mainly for advisory purposes. However, the recipient 

government emphasized capital aid. The composition of third country aid 

has changed significantly, with an increasing proportion supporting capital 

projects rather than technical assistance. 

From the very beginning, development policy of the government of 

Bhutan envisaged achievement of self reliance. Priority has been assigned 

to raise domestic resources for development with less dependence on 

foreign aid. This was realized over the later stages of development. In the 

early 1980s, aid GDP ratio amounted to 50 percent. However, over the 

years, aid/GDP ratio decreased to only 20 percent in 1989-92. The 

government being conscious of repayment problems due to relatively low 

base of export earnings and the earnings from tourism sector, the 

government sought to avoid debt problems. 

The government of Bhutan discusses its aid policies and aid 

requirements in the Round Table Meetings with its aid partners held every 

few years. While discussing, proposals are placed for least gestation period 

between the initial request and final disbursement of the project and 
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programme assistance not involving long period for investigation and 

approval. Bhutan government's aid policy is designed in such a way that 

maximum returns be generated at shortest possible time. 

The Planning Commission, Gross National Happiness Commission at 

present, has the ultimate responsibility for the management and 

coordination of aid. Foreign aid are apprised in such way that economic 

benefit from aid is vigorous and significantly exceed the cost of loans. 

Initial debt burden not in any situation exceeds reasonable capacity of the 

economy. In order to avoid the possibility of any type of conflicts between 

the donors, efforts have been made to concentrate various donors into 

separate sectors. 

3.5: Foreign Aid and Economic Growth of Bhutan: V AR 

Model 

A large number of research works have been so far conducted by 

eminent scholars on the effectiveness of foreign aid in economic growth. In 

this section, a VAR model has been estimated for exploring the 

effectiveness of aid on economic growth for the economy of Bhutan. 

The Model: Econometric models are in fact good tools for the 

assessment of the impact of foreign aid on economic development of a 

country. Various regression models are fitted for this causal relationship 

depending on the nature of variables and that of statistical data. For the 

multivariate time series data, among such models, popular one is the 

vector auto-regression (VAR) model developed by C. A. Sims32. At the very 

beginning, it is worth mentioning that for a VAR model estimation, all data 

series are required to be stationary. 

A V AR model consists of at least two or more equations. Each 

equation contains one dependent variable and several independent 

variables and all the variables under consideration are endogenous 

variables. The current value of the dependent variable depends on the 
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lagged values of all the independent variables and lags of itself. Thus, a 

V AR model is suitable for Granger causality test because it is possible that 

the past may influence the present, but it is impossible for the present to 

influence the past33. 

Thus, it follows that the problems of interpretation that arises in the 

usual regression of Yt on Xt, does not arise in case of the VAR model. 

Following VAR model has been used as an analytical tool for establishing 

causal relationship between GDP, Savings and foreign Grants for the 

economy of Bhutan: 

lnGDPt = al+L.~ljlnGDPt-j+L.01jlnSAVt-j+L.81jlnGRTt-j+Ult 

lnSAVt = a2+E~2jlnGDPt-j+L.02jlnSAVt-j +E82jlnGRTt-j+U2t 

lnGRTt = a3+E~3jlnGDPt-j+L. 03j lnSAVt-j +E83jlnGRTt-j+U3t 

(3.26) 

(3.27) 

(3.28) 

where GDP = Gross Domestic Product, SAV = gross national savings and 

GRT = total extemal grants in Bhutan. The above system is a VAR (q) 

model because each equation under study contains 'q' lags of all 

endogenous variables. If the number of lags for each equation is the same 

and the series of all variables are stationary, normal OLS estimation is 

feasible. This model can also be represented in growth form: 

DlnGDPt = ai+E~ljDlnGDPt-j+L.01jDlnSAVt-j+L.81jDlnGRTt-j+Ult 

(3.29) 

DlnSAVt = 

(3.30) 

DlnGRTt = a3+E~3jDlnGDP t-j+E 03j DlnSAVt-j +E83jDlnGRTt-j+U3t(3.31) 

where D=first differencing. 

In case of VAR model, if the variables are not stationary, appropriate 

differencing is to be made before estimating the VAR model. Standard error 

or usual 't' statistic will ascertain the significance of the individually 

estimated coefficients. If some of the original variables are not stationary or 

they are 1(1) and at least one of them is cointegrated, Vector Error 

Correction Model (VECM) is the suitable model. Therefore, before 
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estimating a VAR model, proper tests of cointegration must precede. 

Data: Annual time series data of Bhutan covering the period 1981-2009 

has been used for fitting the VAR model. The source of data is the Key 

Indicators of Developing Asia and the Pacific Countries34 (1999, 2007) 

published by the Asian Development Bank (ADB). Data have been collected 

also from ADB's official website (www. adb. org). Due to missing of some 

observations in the above reference, those have been collected from 

Selected Economic Indicators35 published by the Royal Monetary Authority 

of Bhutan, the Central Bank of the country, as well as National Statistical 

Bureau of Bhutan. 

Trends in Data: Figure 3.1 shows the trends of the three series viz. 

lnGDP, lnGRT and lnSAV, which give some indication of non-stationarity. 

7 

6 

5 

82 84 86 88 90 92 94 96 98 00 02 04 06 08 

-- SER01 SER02 SER031 

SEROl=lnGDP, SER02= lnGRT and SER03 =lnSAV 

Figure 3.1 

Unit Root Test: Graphical analysis and correlogram has given some 

indications of data containing unit root. However, both these analyses may 

not assure the stationarity of data. More formal tests of stationarity, such 
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as unit root tests are inevitable. The test here followed is the augmented 

Dickey-Fuller test. For the logged income variable, the Augmented Dickey

Fuller test statistic is 1.9641542 in absolute value, much bellow even the 

10 percent critical value of 3.2253343. Therefore, the null hypothesis of 

5=0 or that of nonstationarity is accepted. For the logged foreign aid 

variable, similar ADF test has been performed. Augmented Dickey-Fuller 

test satistic (t) 3.8901161 in absolute value is much below the 1 percent 

critical value of 4.3239792. These results show that grant series is also 

nonstationary at the 1 percent level. For the logged saving series, the 

calculated ADF test statistic is 2.114770 in absolute value, below the 10 

percent critical value of 3.2253342. Thus, the savings series is non

stationary. Phillips-Perron unit root tests also show the similar results. 

The same test has been performed for DlnGDP, DlnGRT and DlnSAV 

series after their first differencing. The results of these tests indicate that 

all these three series become stationary after first differencing. These 

results have been shown in the appendix tables at the end of this chapter. 

Co-integration Test Cointegration test is required for detection of 

cointegration among the variables. There are three popular tests for 

detecting cointegration among the variables. For two variables, Durbin

Watson test and Eagle-Granger tests are sufficient. However, for three or 

more variables, Johansen cointegration test is appropriate36. There are 

two types of test statistics-Trace statistic and Eigenvalue statistic. Results 

of this test for Bhutan's lnGDP, lnGRT and lnSAV series have been shown 

in the appendix table. At the 5 percent level of significance, both Trace 

statistic and eigenvalue statistic indicate that there is no cointegrating 

equation. 

Results of VAR Estimation: It has been found that all the three 

variables viz. lnGDP, In GRT) and lnSAV are nonstationary and their first 

difference is stationary. None of the series are cointegrated. Therefore, 

estimation of VAR model is appropriate with data in their first difference. 
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Lag length of VAR model has been selected on the basis of Akaike 

Information criteria (AIC) or SIC. Table 3.3 shows the results of VAR 

estimation. 

Table-3.3: Results of V AR Estimation 

D(lnGDF')_ D(lnGrant) D(lnSaving) 

D(lnGDP(-1)) 0.187897 -1.027585 0.973668 

(0.21144) (1.50367) (1.75538) 

r o.888671 [-0.68338] _[ 0.554681 

D(lnGDP1-2_ll_ -0.285355 0.731378 -1.862856 

(0.19617) (1.395131 (1.62866) 

[-1.45461] [ 0.524241 f-1.143791 

D(lnGDP(-3)) 0.185526 -5.315672 2.037023 

(0.25523) (1.81513) (2.11897) 

r o.7269oJ [-2.92853]* [ 0.96133] 

D(lnGrant(-1)) 0.001006 -0.320639 0.062858 

(0.02857) (0.20322) (0.23723) 

[ 0.03520] [-1.57782] [ 0.26496] 

D(lnGrant(-2)) -0.001083 0.094119 0.208058 

(0.03023) (0.21501) (0.25100) 

J-0.0358U l 0.437751 r o.828931 

D(lnGrant(-3)) 0.081770 -0.009962 0.047452 

(0.02851) (0.20276) (0.23670) 

[ 2.86812]* [-0.04913] [ 0.200471 

DLlnSaving( -1)) -0.054781 -0.076495 -0.305306 

(0.03102) (0.22063) (0.25756) 

[-1.76578] [-0.34671] [-1.18537] 

D(lnSaving(-2)) 0.022154 -0.302780 0.098662 

(0.03191) (0.22696) (0.26495) 

r o.694191 J-1.334061 [ 0.37238] 

D(lnSaving(-3) -0.045308 -0.146230 -0.154590 

(0.03267) (0.23231) (0.27120) 

f-1.387001 f-0.62946] f-0.570031 
c 0.067190 0.447365 0.087398 

(0.02782) (0.19786) (0.23097) 

f 2.41508] [ 2.26107] r o.37839J 
R-squared 0.515968 0.578565 0.286340 

S.E. equation 0.034812 0.247573 0.289015 
F-statistic 1.776630 2.288077 0.668713 

Log likelihood 54.85679 5.813130 1.943812 
Akaike AIC -3.588543 0.334950 0.644495 
Schwarz SC -3.100993 0.822500 1.132045 

Estimated results in Table-3.3 shows that in the GOP growth equation, 

coefficient of foreign grants three periods lagged is positive and statistically 
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significant. This implies that the growth of past foreign grants raises GDP 

growth today. One percent increase in foreign grants today would raise 

growth of GDP by 0.8 percent after three years. In case of foreign grants 

equation, three periods lagged GDP is statistically significant. The negative 

sign of the coefficient implies that GDP growth is a vital mean for the 

achievement of self-reliance. This shows causality from both directions. 

Table-3.4 shows the results of pair wise Granger causality tests for 

these three variables in growth terms: 

Table-3.4: Results of Granger Causality Tests 

Variables Granger causes Variables Lags 

D(lnGDP) Causes D(lnGRT) 3,4,5 

D(lnGDP) Causes D(lnSAV) 6 

D(lnGRT) Causes D(lnSAV) 8 

Results show that foreign grant in Bhutan Granger causes its gross 

domestic savings. These results together indicate that foreign aid is effective 

both in terms of accelerating growth and raising domestic savings in Bhutan. 

Therefore, the country has to accept foreign aid for its domestic economic 

development. The results also support Harrod-Damar and Chennery-Strout 

models37 • 
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Appendix Tables 

Unit root tests 

Table-A 

Null Hypothesis: lnGDP has a unit root 

t-Statistic Prob.* 

Augmented Dickey-Fuller test statistic -1.964154 0.5948 

Test critical values: 1% level -4.323979 

5% level -3.580623 

10% level -3.225334 

*MacKinnon (1996) one-sided p-values. 

R-squared 0.143849 Mean dependent var 0.065562 

S.E. of regression 0.035995 Akaike info criterion -3.709927 

Durbin-Watson stat 1.903003 Prob(F-statistic) 0.143509 

Table-B 

Null Hypothesis: D(lnGDP) has a unit root 

t-Statistic Prob.* 

Augmented Dickey-Fuller test statistic -5.688048 0.0004 

Test critical values: 
1% level -4.339330 

5% level -3.587527 

10% level -3.229230 

*MacKinnon (1996) one-sided p-values. 

R-squared 0.574124 Mean dependent var 0.001043 

S.E. of regression 0.039008 Akaike info criterion -3.545635 

Durbin-Watson stat 
2.031182 Prob(F-statistic) 0.000036 
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Table-C 

Null Hypothesis: In Grant has a unit root 

I 
t-Statistic Prob.* 

Augmented Dickey-Fuller test statistic -3.890116 0.0262 

Test critical values: 
1% level -4.323979 

5% level -3.580623 

10% level -3.225334 

*MacKinnon (1996) one-sided p-values. 

R-squared 
0.377253 Mean dependent var 0.037235 

S.E. of regression 
0.234897 Akaike info criterion 0.041614 

Durbin-Watson stat 
2.052219 Prob(F-statistic) 0.002685 

Table-D 

Null Hypothesis: D (lnGrant) has a unit root 

I t-Statistic Prob.* 

Augmented Dickey-Fuller test statistic -7.787183 0.0000 

Test critical values: 1% level -4.339330 

5% level -3.587527 

10% level -3.229230 

*MacKinnon (1996) one-sided p-values. 

R-squared 0.716461 Mean dependent var -0.001098 

S.E. of regression 0.273756 Akaike info criterion 0.351278 

Durbin-Watson stat 1.993505 P rob(F -statistic) 0.000000 
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Table-E 

Null Hypothesis: lnSaving has a unit root 

t-Statistic Prob.* 

Augmented Dickey-Fuller test statistic -2.114770 0.5158 

Test critical values: 1% level -4.323979 

5% level -3.580623 

10% level -3.225334 

*MacKinnon ( 1996) one-sided p-values. 

R-squared 0.202108 Mean dependent var 0.113786 

S.E. of regression 0.242767 Akaike info criterion 0.107530 

Durbin-Watson stat 2.205775 Prob( F -statistic) 0.059471 

Table-F 

Null Hypothesis: D(lnSaving) has a unit root 

I t-Statistic Prob.* 

Augmented Dickey-Fuller test statistic -6.749551 0.0000 

Test critical values: 1% level -4.339330 

5% level -3.587527 

10% level -3.229230 

*MacKinnon (1996) one-sided p-values. 

R-squared 0.655515 Mean dependent var -0.024829 

Adjusted R-squared 0.626807 S.D.dependentvar 0.413124 

S.E. of regression 0.252375 Akaike info criterion 0.188640 

Sum squared resid 1.528639 Schwarz criterion 0.332622 

Log likelihood 0.453357 F-statistic 22.83456 

Durbin-Watson stat 1.877670 Prob( F -statistic) 0.000003 

75 



Cointegration Test 

Table-G 

Trend assumption: Linear deterministic trend 

Series: lnGDP lnGrantln lnSaving 

Unrestricted Cointegration Rank Test (Trace) 

Hypothesized Trace 0.05 

No. ofCE(s) Eigenvalue Statistic Critical Value 

None 0.318305 17.59103 29.79707 

At most 1 0.188741 6.862189 15.49471 

At most 2 0.035273 1.005489 3.841466 

Trace test indicates no cointegration at the 0.05 level 

*denotes rejection of the hypothesis at the 0.05 level 

**MacKinnon-Haug-Michelis (1999) p-values 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

Hypothesized Max-Eigen 0.05 

No. ofCE(s) Eigenvalue Statistic Critical Value 

None 0.318305 10.72884 21.13162 

At most 1 0.188741 5.856700 14.26460 

At most 2 0.035273 1.005489 3.841466 

Max-eigenvalue test indicates no cointegration at the 0.05 level 

*denotes rejection of the hypothesis at the 0.051evel 

**MacKinnon-Haug-Michelis (1999) p-values 
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Prob.** 

0.5964 

0.5937 

0.3160 

Prob.** 

0.6743 

0.6317 

0.3160 



Roots of Characteristic Polynomial 

Table- H 

Endogenous variables: X Y Z 

Root Modulus 

-0.781151 - 0.573952i 0.969339 

-0.781151 + 0.573952i 0.969339 

-0.029742- 0.863840i 0.864352 

-0.029742 + 0.863840i 0.864352 

0.697966- 0.449999i 0.830455 

0.697966 + 0.449999i 0.830455 

-0.709382 0.709382 

0.248594 - 0.411824i 0.481038 

0.248594 + 0.411824i 0.481038 

No root lies outside the unit circle. 

VAR satisfies the stability condition. 

•X, Y, Z refers to the residuals from GDP,GRT and SAV 
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4.1: Introduction 

Fifty years back, except for a small proportion of the elite, the social 

structure, value system and life style of the people of Bhutan did not differ 

very much from that of their ancestors around 1500 A. D. Vast majority of 

the population spent their lives as subsistence farmers, almost totally 

dependent on the yield of some acres of agricultural land and the adjoining 

forests where a small surplus was produced, it was bartered. Due to a 

complete absence of motorable roads, all goods had to be transported on 

mule tracks. The health infrastructure of the entire country consisted of 

four hospitals staffed with two trained doctors, a handful of dispensaries 

and a leper colony. Epidemics sometimes wiped out whole village, reduced 

the life expectancy to an estimated average of 38 years in 19601. Thus, at 

the end of the 1950s there was only 440 children enrolled in the country's 

formal education system, consisting of 11 primary schools. 

Under the regime of planned development, the economy of Bhutan has 

recorded substantial progress such as the introduction of an organized 

money market in place of barter transactions and communal trade, 

achievement of rapid growth in national and per capita income, 

development of basic infrastructure, diversification of its economic 

activities, provision of health and educational facilities for required human 

capital and so on. 

4.2: Financial Sector 

Despite issuance of a series of coins in the 1950s2 , Bhutan's 

traditional barter economy remained intact even after the inception of Five 

Year Plans. The economy became fully monetized only after two decades of 

planned development. Indian currency system has played a vital role for 

the monetization of the economy of Bhutan. As for example, since the 

beginning of planned development, much of the development assistance 

from India used to come into Bhutan in terms of Rupees. Gradually, Indian 

Rupees become commonly accepted currency of Bhutan due to the absence 
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of formal Bhutanese currency. 

The most important institutional change under the planned 

development regime is the monetization of its economy through the 

establishment of commercial bank, a central bank and other non-banking 

financial institutions. Bhutan's first commercials bank, the Bank of 

Bhutan was established in 1968 jointly owned by the Royal Government of 

Bhutan and the State Bank of India with an equity participation of 

approximately 75:253. There were 17 branches of this bank all over Bhutan 

by the end of the Seventh FYP (1992-1997). Ngultrum, the formal 

Bhutanese currency was first issued in 1974. Since then, both Rupees and 

Ngultrums circulated in the economy of Bhutan. 

With the growth of per capita income as well as its people being more 

conscious about the security of their lives, the need for life insurance or 

general insurance schemes were realized by the people. As a result, the 

Royal Insurance Corporation of Bhutan (RICB) was established in 1979. 

RICB also managed the Government Employees Providend Fund (EPF) on 

behalf of the Royal Government. In order to encourage domestic 

investment, Unit Trust of Bhutan (UTB) was set up in 1980. Bhutan 

Development Finance Corporation (BDFC) was established in 1988 for the 

development of small and medium scale agricultural and industrial 

establishments. The Royal Monetary Authority of Bhutan (RMA), Bhutan's 

central banking institution was established in 1982 to perform all the 

functions of a central bank. In 1997, the UTB had been converted to 

Bhutan National Bank Limited (BNBL), a full-fledged commercial bank. 

The Asian Development Bank (ADB) provided supports for the 

establishment of financial sector of Bhutan. With its support, the country 

established the Bhutan National Bank, the second commercial bank in 

Bhutan, BDFC and Royal security Exchange. Recently, ADB is assisting 

the financial sector through the Financial Sector Intermediation Facility 

approved in October 1997, consisting of a policy-based loan, a 

development finance loan, an equity investment in Bhutan National Bank 

and the technical assistance for upgrading capacity4. The bank has 
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undertaken co-financing activities, particularly in the educational projects. 

These projects are also co-financed by the World Bank and the UNDP. 

Careful attention has been taken for successful coordination among these 

agencies working in the same area. 

Efforts have been made by the government for the proliferation of 

banking activities and banking habits of the people. Under the Sixth Five 

Year Plan (1987-92), various schemes were introduced for the transfer of 

monthly wages and salaries of the government and corporate sector 

employees directly to the saving accounts with the Bank of Bhutans. For 

the involvement of the rural people in banking sector activities, vigorous 

professional campaigns were also launched. 

Just like other developing countries, Bhutan's money market can be 

divided into two broad categories-(a) organized sector which functions 

under the rules and regulations of the RMA and the (b) unorganized sector, 

beyond the auspices of the RMA. The RMA, Bank of Bhutan, BNBL, RICB, 

BDFC and EPF are the main components of the organized money market. 

On the other hand, the un-organized money market of Bhutan consists of 

friends and relatives of the borrowers including some other sources. Credit 

facilities from these institutional sources went on an increasing order and 

at the end of 2007, total 125,500 households had access to credit facilities. 

Table-4.1 shows the existing credit facilities of Bhutan in 2007. 

Table-4.1: Credit FacUlties in Bhutan, 2007 (by percent) 

Area Sources of Credit Total 
Banks BDFC/ Relative Other No Don't Househol 

RICB I Access Know ds 
Friends 

Urban 2.85 36.0 60.7 28.2 9.4 12.7* 37,800 

Rural 25.8 38.4 69.2 23.3 15.0 13.3 87,700 

Bhutan 33.9 37.7 66.6 24.8 13.3 13.1 125,500 

.. 
Source: Bhutan Lzvmg Standard Survey 2007 Report, National Statistical Bureau, 
RGOB, Dec. 2007. *Row percentages do not add up to 100 because of multiple 
responses. 
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Table-4.1 shows that the two, out of the three households, usually depend 

on the relatives or friends for loans while five out of seven households have 

access to the banks. Rural people receive 69.2 percent of total unorganized 

credit and the share of urban population is only 60.7 percent. Therefore, 

the role of the unorganized sector in Bhutan is still dominant as like as in 

other developing countries. 

The expansionary monetary policy of the central bank led to the 

replacement of Rupees with the help of domestic currency of Bhutan6 • 

Main function of the RMA was the attainment of monetary stability 

through price stability. One-to-one peg between Rupees and Ngultrum was 

maintained by the RMA for the stability in domestic prices. There are two 

types of credit control policies at the disposal of the Central Bank

quantitative credit control policies and qualitative credit control policies. 

However, in its monetary policy of late, the RMA recently expressed 

preference for qualitative instruments of credit controF. Figure-4.1 shows 

growth of money supply in Bhutan for the period 2003-2008. 
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Figure-4.1: Annual Growth rate of Money Supply (in percentage) 
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Consumer Price Index (CPI) was built up since 1977-78 by the Central 

Statistical Organization (CSO) of the RGOB, collecting data for retail prices 

prevailing in the various towns of Bhutan. One interesting property of this 

price index is that this price index is highly sensitive to the prevailing 

market prices in India because 97 percent of Bhutan's trade takes place 

with India and majority of its imports includes consumer goods items. 

4.3: Transport and Communication 

In order to maintain traditional social order with complete isolation 

from the outside world, Bhutan rejected several offers of the British for the 

construction of roads with the financial assistance of the latter. However, 

on the eve of the introduction of planned economic development, the Royal 

Govemment realized the urgent need for the development of transportation 

and communication infrastructure as the pre-condition for involving the 

people in the development process and reaching the benefits of 

development to those people. For the first time, therefore, 'Bhutan Road 

Project' was commissioned in 1959 with the assistance of Border Roads 

Organization (BRO) of India; especially for conducting feasibility study of 

Phuntsholing-Thimphu highways. During the commencement of the First 

FYP in 1961, it was designated as 'Bhutan Engineering Services (BES)' 

beginning the construction of 179 km. highway. This road was completed 

by 1962 and a total of 1770 km. roadways were constructed including 208 

km. highways connecting Phuntsholing, Thimphu and Para. India 

launched 'Project Dantak' in 1961 for the construction of roads with Indian 

assistance9. 

Other donors such as ADB, UNDP and the World Bank also extended 

their cooperation for the development of road and transport infrastructure. 

The ADB has financed three projects: a multipurpose loan project in 1983, 

Roadworks Mechanization Project in 1986 and East-west Highway 

Maintenance Project in 1993. Institutional strengthening of Bhutan's 

Public Works Department is another thrust area of the bank. According to 

83 



ADB's Country Operations Business Plan Bhutan (2011-2013), a sum of 

$19.55 million would be advanced for the Road Network Project III. 

Netherland, in collaboration with the World Bank, is supporting the 

construction of environment friendly roads of Bhutan. A preliminary study 

done by the Netherlands/World Bank EFRC support project in 2004 

revealed that initial cost of building roads using environment friendly 

approach and techniques would be around 30-35 percent higher than that 

of building roads using traditional approach and techniques. 

Road construction was a priority sector activity in all the subsequent 

Five Year Plans. The 'Bhutan Engineering Services' evolved as the Public 

Works Department (PWD) in 1979 with more capacity building through the 

increase in technical manpower and mechanical equipments. Up to the 

Sixth FYP ( 1990), a cumulative 2361 km. of roads had been constructed. 

In the Sixth Plan (1987-92), PWD put priority in the mechanization of 

construction activities and private sector involvement in the construction 

of roads. There were 450 construction equipments including 21 road 

rollers and 22 bull dozers at the beginning of July 2005, the staff strength 

being 640 including 152 civil engineers and 41 mechanical engineers. 

There were 4392.5 km. roads constructed all over Bhutan with 2461.33 

km. black-topped and 1931. 17 km. non-black topped. 

In 2000, the PWD has been renamed the Department of Road and 

came under the purview of Ministry of Works and Human Settlement of the 

Bhutan Government. It is noteworthy that, there were two parallel agencies 

for the construction of roads-Department of Road and the BRO known as 

'Project Dantak'. While BRO concentrated in the construction of National 

Highways (NHs), Department of Roads mainly constructed District Roads, 

Feeder Roads and Urban Roads. Up to June 2005, Department of Road 

constructed 2344.81km of total roads while Project Dantak constructed 

601 km. of roads with 522.4 NHs. The rest of the roads have been 

constructed by different government departments of the RGDB viz. 

Dzonkhag administration, Department of Education, Department of Forest 

and so on. Out of all the 20 districts of Bhutan, Chukha district consist of 
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highest road length and road network. 

Despite all these road connections in the twenty districts of Bhutan, 

majority of rural people still relly mainly on mule tracks and foot trails 

along with suspension bridges. 114 suspension bridges have been 

constructed by the Royal Government up to the Fourth FYP. More 

suspension bridges and mule tracks were constructed in the subsequent 

Five Years Plans. At the end of the Ninth FYP in 2007, there were 440 

suspension bridges all over Bhutan, most of which are baily bridge, bridges 

of RTC beam and the composite bridges. A large number of bridges are also 

at present, under construction. The highway bridges, on the other hand, 

have been constructed by the BRO. The Swiss assistance focused on the 

building of suspension and road bridges, while Indian and Japanese 

assistance concentrated in road maintenance and constructionlo. 

With the development of motorable roads, traditional means of 

transportation viz. back-packing horses, goats, yaks, sheeps and oxen were 

replaced by the motor vehicles. Towards the end of the Ninth FYP in 2007, 

there were 33,241 vehicles, light vehicles consisting of 53 percent. Table-

4.2 categorically shows the number of vehicles of Bhutan in 2006 

Table-4.2: Year-wise Growth of Vehicles by Type, 2000-2006 

Total 
Years Buses &Trucks Light Vehicles Two Wheelen Taxis Others 

2000 2938 7337 7763 770 655 

2001 3560 8777 8165 1188 804 

2002 3517 10071 8371 1423 1048 

2003 3799 11428 7507 1560 709 

2004 3883 13359 6583 1785 1130 

2005 4352 15374 7138 2050 1000 

2006 4547 17599 7930 056 1109 

Percent 14 53 24 3 100 

Source: Mm1stry of Informatwn and Commumcations, RGOB, July, 2007. 

There were frequent policy changes of the Royal Government 
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regarding the transport sector. In 1976, BGTS lost its monopoly on freight 

services with the establishment of private trucker's syndicate. Privatization 

of passenger services began in 1985 on a pilot basis and was fully 

privatized in 199111. The BGTS was transformed to Road Safety and 

Transport Authority (RSTA) after its privatization. At present, all the 

activities relating to motor vehicles have been integrated under the RSTA 

from the part of the Bhutan govemment. 

Druk Air, the only government-owned air service operates in Bhutan 

since 1983. Two disused air fields were built by the BRO as early as in 

1965-one at Paro and the other at Yangphula, Tashigang. In 1983, the 

Druk Air Corporation (DAC) was established and started operation only 

with an 18 seater Dornier Aircraft. During the fifth FYP (1981-1987), 

recruitment and training of air personnel, promotion of airport 

infrastructure etc. were undertaken. During the next FYP ( 1987 -1992), 

there were two Domier Aircrafts and a BAe 80 seater jet. A high capacity 

Airbus A319 began its operation since October 2004. At present, Bhutan 

has its international air connections with India, Nepal, Bangladesh, 

Thailand and Myanmar. Total Druk Air passengers flow at Paro airport was 

76,254 and eamed Nu.1181.69 million of revenue in the year 2006. In 

addition to the Druk Air, there are 89 heliports throughout the country, all 

under the control of Royal Bhutan Army12. Department of Civil Aviation 

was established in January 1986 which is responsible for all service

providing, regulatory and monitoring activities of Druk Air. It has now a 

technical section and over 132 employees. The ADB would advance a total 

grant assistance of $ 9.65 million for domestic airport development of 

Bhutan during 2011-2013 period. 

Development of communication infrastructure is a very recent 

phenomenon in Bhutan, although postal and telegram services began as 

early as in 1962 under the first FYP (1961-1966). Bhutan's first post office 

was opened at Phutsholing in 1962 followed by two more - one at Thimphu 

and the other at Paro. Postal stamps were also issued in the same year13. 

By the end of the Second FYP in 1971, there was a network of 33 post 
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offices, a philatelic bureau and seven telephone exchanges possessing 18 

jeeps and 31 trained Post Masters. Postal and telegraph departments were 

enriched with 86 post offices, 25 branch offices, 44 civil wireless station 

and 8 telegraph office in 1990. Postal operations were corporatized on the 

1st October, 1996 with the trading name 'Bhutan Post'. In 2006, Bhutan's 

postal network consisted of 90 outlets including two General Post offices 

(GPOs), 43 post offices, 3 Agency Post Offices and 42 Community Mail 

Offices holding 130 letter boxes and 2420 post office boxes, average letter 

volume ranging from 5,000 to 6,000 per day. It is to be noted that recently 

developed electronic devices such as telephone, e-mail, fax, intemet etc. 

are replacing the postal service activities of Bhutan. 

The state of telecommunication changed after the establishment of 

the domestic telecom network of Bhutan. The Telecom Master Plan was 

developed with financial and technical assistance of the UNDP and the 

International Telecom Union in 1989. The Govemment of Japan funded 

the implementation of the Master Plan in three phases between 1992 and 

1999. During the first phase of the project, a 34 mbps backbone digital 

microwave radio link was established between Thimphu in the west and 

Trashigang in the east. Installation and commissioning of digital telecom 

systems in other districts and towns were fulfilled in subsequent phases. 

The first telephone network in Bhutan was established in1963 by the 

BRO. Fully digital national telecommunication network interconnecting all 

the twenty districts and major towns was established in 1998. Bhutan 

Telecom Limited (BTL) provides both telephone and mobile phone services. 

Bhutan's first mobile service was launched on 11 November, 200314. At the 

end of December 2006, there were 33,592 fixed telephone customers and 

78, 185 mobile customers. BTL is also the incumbent operator of intemet 

and other value added IT services. However, with the ongoing liberalization 

policy of the government, two new intemet service providers were licensed 

in 2004 and a second mobile operator has also been licensed in 2006. 

Bhutan IT business has grown very rapidly in the new millennium. In 

2006, there were about 45 firms dealing in IT business and nineteen IT 

87 



training institutes were imparting their trainings. On the other hand, 

Ministry of Trade and Industry issued 35 licenses for internet cafes. 

Mass media in Bhutan is also a recent development and comprises 

Kuensel, the national newspaper published since 1965, public radio 

service, TV and cinema. Department of Information and Media was 

established in 2003. In the early 2006, two private news papers 'Bhutan 

Times' and 'Bhutan Observer' were also licensed. Bhutan Broadcasting 

Service (BBS) which had started as a radio station in 1973 run by a group 

of Bhutanese youths now provides its radio and TV services. It was 

corporatized in 1992 according to the Royal Decree. In 1999, BBS 

introduced Bhutan's first live telecast and by the end of 2005, its FM radio 

service covered all the 20 districts of Bhutan. BBS provided 96 hrs of TV 

programming in a week in 2006. Three additional FM radio licenses have 

been issued by the regulator (Bhutan Infocom and Media Authority) viz. 

Kuzu FM 90, Radio Valley and Chenzing Media. Radio Valley broadcasts a 

host of interactive programmes from 8.00 a.m. to 9.30 p.m. Cable 

television was formally introduced in the country along with the internet 

in1999. There are about 60 cable TV operators in all 20 districts and other 

populated areas of Bhutan. Very recently, the country is developing its 

audio-visual and film industries. Bhutan is also growing in the field of 

sports and gymnastics. The country has joined the International Football 

Association (FIFA) and participated in the Sydney Olympicsls. 

4.4: Urban Development 

The process of urbanization and the development of urban amenities 

began with the growth of urban population. In the First Five Year Plan 

(1961-66), Bhutan Engineering Services (BES) had undertaken 

construction of some residential and non-residential buildings along with 

urban roads and electrification. In the Second Five Year Plan ( 1966-71), 

BES constructed 30 miles of roads and 12 rest-houses in the important 

urban areas at various places of Bhutan. Under this plan, Rs. 21, 00,000 

had been spent for the water supply schemes in nine towns. In the earlier 
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plans, diesel generators were installed for urban electrification due to the 

lack of domestic electricity supply. Some of the other cities were also 

electrified with imported electricity from adjacent power grids of India. A 

sum of Rs. 200 lakhs were spent for the development of Thimphu city 

during Third Five Year Plan (1971-76). As in 2006, there were 54 declared 

urban centres all over Bhutan with Thimphu and Phuntsholing having 

corporations and all other towns being municipalities. Although there is no 

clearly defined distinction between rural and urban settlements, eighth 

FYP (1997-2002) recognized 44 settlements with population ranging from 

500 to over 30,000 as urban settlements while rural settlements varied 

from single homestead to a cluster of 30 to 40 dwellings and village sizes 

varying from 2 to 100 houses16. 

The donor countries are extending substantial assistance for the 

development of urban centres by providing urban facilities like urban 

sanitation, proper drainage and management of solid wastes. The ADB and 

UNDP are two major donors in this sub-sector. Bhutan: Urban 

Infrastructure Development Project of the Asian Development Bank would 

improve urban infrastructure, planning, and management, enhance urban 

livelihoods and increase capacity for administering urban infrastructure 

supply and maintenance worksl 7 . According to Danida's Strategy for 

Development Cooperation in Bhutan (2008 to 2013), Danish assistance will 

be rendered mainly in three key areas, one of which is urban development. 

According to the Population and Housing Census of 2005, Bhutan's 

total population was 634,982 consisting of 196, 111 urban population 

which is 30.9 percent of total population. Of this urban population, 53.8 

percent are males while 46.2 percent are females. The highest percentage 

of urban population lived only in Thimphu city while least populated urban 

centre is Gasa with only 402 personsls. In 2006, out of 38,311 urban 

households, 50 percent of households lived in 2-3 roomed houses. Total 

stock of government housing was 2,835 as has been shown in the Table-

4.3. 
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Table-4.3: Government Housing Stock under District Administrations 

2005 

Districts _Quarters Type (Class) Total 
I II III IV Others 

Bumthang 35 5 40 
Chhukha 6 29 108 11 154 
Dagana 13 40 19 72 

Gasa 7 7 
Haa 2 3 18 23 
Lhuentse 24 29 35 88 
Monggar 4 23 101 10 1 139 
Paro 9 32 41 1 83 
Perna Gatshel 3 32 35 
Punakha 1 6 68 21 96 
S.Jongkllar 2 8 79 54 1 144 
Samtse 1 7 5 33 
Sarpang 5 59 25 89 
Trashigang 2 9 118 57 42 228 
Trongsa 2 5 38 13 58 
Tsirang 3 44 18 65 
Thimphu 4 14 52 2 72 
Trashi Yangtse 1 8 10 7 26 
W. Phodrang 1 14 57 19 91 
Zhemgang 1 2 47 8 2 60 
Total 100 245 1969 461 53 2835* .. 
Source: Annual InformatiOn Bulletm, Mm1stry of Works and Human Settlements, 

RGOB, 2006. * Final-row total does not add up to total because 7 1-S category 
housing has not been shown. 

A large number of government housing is also under construction. In 

addition to these government houses, there were numerous private houses 

for which statistical data are not available. At present, a package of urban 

facilities comprising of water supply, public toilets, street lights, children 

parks, solid waste management system, potable water supply, cable T.V. 

connections, cinema and internet facilities are available in the urban areas. 

In 2006, there were 6 public toilets and two children parks only in the 

Thimphu city. 

Rural infrastructure has also been strengthened with the help of road 

connections, water supply as well as electrification. Although, rural 

electrification began of late due to the lack of the supply of domestic 

electricity and manpower shortages, up to the end of the Fourth FYP 

90 



(1992-97), 97 villages were electrified. At the end of the Seventh FYP, 

electrification of 107 villages was undertaken from intemal resources while 

4 7 villages were undertaken with the help of foreign resources. For the 

time being, 1760 rural water supply schemes were in operation, 325 new 

schemes under the seventh FYP (1992-97). During the period 1987-1995, 

rural water supply coverage increased from 31 percent to 58 percent19 . 

4.5: Social Services and Human Development 

Bhutan's traditional education system was confined to the Buddhist 

religious studies inside the monastery premises. Modem system of 

education in Bhutan commenced only with the implementation of planned 

development. Despite the remarkable achievement in the education front, 

progress in health and sanitation facilities is comparatively low. In the 

initial phases of planned development, Indian assistance was the principal 

funding source for the development of social services. However recently, 

other donors like the ADB, UNDP and the UNICEF concentrated in the 

social sector front. Due to the development of health care and sanitation 

facilities, all the health related indicators like life expectancy, infant 

mortality and maternal mortality have improved. A broader elaboration of 

service sector has been made in chapter-S of this thesis. 

4.6: Conclusion 

Prevalence of barter system throughout the medieval period of 

Bhutan was gradually replaced by the monetary institutions. Monetary 

activities have been substantially diversified for proper implementation of 

its monetary policies. Under the infrastructural front, all the 20 districts 

of Bhutan have been connected with motorable roads and motor vehicles. 

Backpacking of horses for transportation purposes has been replaced by 

this modern transportation services. Modern electronic communication 

services like intemet, cable TV and cinema are very recent achievements. 

The most important infra-structural diversification is observed in the 

education and health related activities. Instead of only religious education 

within the monastery premises, Bhutan has been able to develop a modern 
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education system including technical education. Basic health facilities 

have also been proliferated. As a result, literacy rate has increased. 
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5.1: Introduction 

The economy of Bhutan consists of three broad sectors viz. primary 

sector, secondary sector and tertiary sector. Primary sector consisting of 

agriculture and allied activities have some sub-sectors such as proper 

agriculture, forestry, poultry, dairy etc. Secondary sector include mining, 

manufacturing and construction. Tertiary sector consists of a large 

number of sub-sectors like education, health, transportation, 

communication, trade, commerce etc. These sectors are interdependent 

through 'forward linkage' and 'backward linkage'. Following unbalanced 

growth strategy, the government of Bhutan put priority in a particular 

sector in each of the Five Year Plans so that other sectors of the economy 

develope due to the linkage effects. In the First Plan ( 1961-66), priority was 

given to agriculture sector. Subsequently, other sectors of the economy got 

priority during in development. 

During this planned development, each of the sectors and sub-sectors 

achieved product diversification and resulting increase in production. For 

example, major achievement of agriculture sector is shift in production 

structure from subsistence crops to value added crops. Similarly, 

secondary sector is now dominated by production and exports of hydro

electricity. The Royal Government's priority to social sector services has 

raised literacy rate and health related indicators of the people. It is to be 

noted that the government has effectively utilized foreign financial 

assistance in this diversification process. Tourism is a growing service 

accruing huge revenue and foreign exchange. Enlargement of product 

items in the traded goods as well as Bhutan's trading partners raised its 

total trade volume. However, this has been discussed in chapter-6. 

5.2: Agricultural Diversification 

Traditionally, Bhutan is a backward agrarian economy where 65.4 

percent of its total population earns their livelihood from this sector and 
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18.3 percent of national income comes from agricultural activities. Since 

the country is a land-locked mountainous one with 72.5 percent of land 

covered with forests, only 7. 7 percent of total land is available for 

cultivation. Under this limited arable land, agricultural activities had to be 

diversified very carefully. Livestock is a major part of agricultural 

development in Bhutan. Vegetables, fruits and forest products are 

principal items of agricultural exports. Even though traditionally Bhutan 

has been self-sufficient in foodgrains production, rapid population growth 

over the last three decades has turned the situation towards food shortage, 

a shortage that the country is trying to meet through import of food grains. 

Thus the importance of agricultural sector in Bhutan emerges from income 

generation, employment, export of agricultural commodities, food self

sufficiency, food security and so on. 

Recognizing the importance of agriculture in the national economic 

development of Bhutan, the governmental put top most priority on 

agricultural development in all the Five Year Plans, beginning since the 

first plan in 1961. However, one objective of this dessertation is to explore 

the role of foreign aid in the diversification and development of agricultural 

activities over its plan period. The impact of foreign aid in agriculture is 

complicated and as a result, its assessment is also tedious. The factors 

affecting agricultural diversification, agricultural production and increased 

rural income are multidimensional. Agricultural production, to a large 

extent, depends on weather and climatic conditions beyond the direct 

control of the farmers as well as the government. Other such possible 

forces are literacy rates among the peasants, their health situation and the 

government polices. The effect of a particular force on agricultural growth 

is difficult to identify due to the simultaneity of all forces acting together. In 

addition to this, due to scarcity of data on foreign aid disbursed into 

various sub-sectors of agriculture, it becomes further problematic to make 

the assessment. However, absence of information on the disbursement of 

foreign aid does not necessarily imply absence of the impact of foreign aid 

on agricultural diversification. The assessment is to be made with the help 
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of available agricultural statistics. While assessing the impact of foreign aid 

on the agricultural diversification in Bhutan, distinctions have been made 

between Indian aid and the aid from other bilateral and multilateral 

agencies. 

The Role of Indian Aid 

Indian assistance has played a dominant role for the development of 

Bhutan's agriculture sector. Total fund for the First Five Year Plan (1961-

66) in Bhutan was provided by India. In this plan, priority was given to 

agriculture and development of infrastructure. The most important 

achievement of the First Plan (1961-66) was the establishment of 

agricultural infrastructure and various institutions related to agriculture. 

In the Second Five Year Plan (1966-71), similar development was 

anticipated. Various departments like Department of Agriculture, 

Department of Animal Husbandry and the Department of Forests were 

established. Agricultural research centres were established for the 

introduction of cultivating HYV seeds, use of fertilizers and irrigation 

practices. Agricultural extension services were also established. Marketing 

of agricultural commodities was organized for the remunerative prices of 

the farmers. 

Department of agriculture was established in 1961. This department 

was responsible for overall agricultural development of the country. Two 

research farms were established at Lungthenphu and Bhur at the end of 

1963. Training classes were started at Bhur for the technicians operating 

with agricultural implements like tractors, power-tillers etc. For the 

horticultural development, two orchards were functioning at Gasa and 

Bhumthung, where schemes for the distribution of fruit plants and 

vegetable seeds were distributed 1. A plant protection unit demonstrating 

methods of pests and disease control came to functioning. Subsidies were 

given for minor irrigation to the extent of Rs. 2,50,500. 

In the Second Five Year Plan ( 1966-71), similar projects were 

underway and efforts were made to strengthen and expand agricultural 
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institutions and activities. This plan proposed to raise food production 

through the use of improved seeds and better equipments. Exertions were 

made to popularize fruit cultivation. Due to different types of agro-climatic 

and soil conditions prevailing in the country, emphasis was given to 

regional specialization for producing particular crop with cost advantage. 

Commercialization of agriculture was also achieved through the production 

of horticultural products during Second Plan (1966-71). Vegetables and 

flowers were cultivated both for domestic consumption and exports. 

Agricultural Economics Section and Agricultural Marketing Societies were 

opened during Second Plan (1966-71) at a cost of Rs. 8,79,712. During 

Second Five Year Plan ( 1966-71), a scheme for soil conservation was 

initiated at the cost of Rs. 1.50 lakhs. In this plan, HYV seeds were 

distributed among the farms. Another scheme namely Farm Machinery and 

Workshop was proposed to be established for the purchase of implements 

and sale of agricultural products. Since, there is popular local weaving all 

over the country, a sericulture farm was established in Punakha and silk 

cocoon were cultivated in 1965-66 for the first time. 

Bhutan's agricultural sector consists of three broad sub-sectors viz. 

proper agriculture (cultivation), animal husbandry and forestry. In case of 

animal husbandry, poultry and dairy animals occupy an important place 

because these constitute one significant part of rural life in Bhutan. 

However, veterinary services at that time were highly limited due to 

scarcity of veterinary surgeons and the lack of trained staff. Still, the 

department carried out substantial breeding activities in order to improve 

the livestock situation either quantitatively or qualitatively. Department of 

Animal Husbandry was established at various places like Samchi, Bidung, 

Thimphu, Lingmethung, Mera, Thromong etc. during the First Plan ( 1961-

66) and the Second Plan ( 1966-71). These farms constituted mainly 

Mithun breeding, sheep breeding, dairy, poultry and Mule breading. A 

pisciculture unit was also set up. Veterinary department began to provide 

proper vaccination for animal population. Training programmes for the 

veterinary personnel were also conducted by the department of animal 
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husbandry over the first two plans. At that time, six local boys were trained 

from India in animal husbandry works and six others were given from 

Bhutan. 

With regard to forest resources, considerable progress was achieved 

under the first and second plan periods. The major task of the First Plan 

( 1961-66) was to implement scientific exploitation of forest resources as 

well as afforestation activities. These were essential due to the fact that 

there were extensive lumbering activities depleting the stock of exploitable 

timber. In the Second Plan ( 1966-71), similar forest policies were 

continued. Experiments for forest based industries were thought of in the 

Second Plan ( 1966-71). 

Training programmes for the forest related personnel was a major 

success of the Second Five Year Plan ( 1966-71). The training programmes 

were started with proposed outlay of Rs. 57,300. In the Second Plan, 

provision has been made for three months in the successive two years of 

the plan to call upon a timber exploitation expert from India deputed by 

the Indian council of Applied Economic Research. An Indian forest adviser 

and a retired Divisional Forest Officer were assisting the government of 

Bhutan and carrying out the training programmes for the local boys as 

foresters2 . Various posts of rangers and foresters were filled up by the 

deputed personnel from India for the training purpose. Bhutanese boys 

were sent to Dehra Dun, West Bengal and Assam, all in India. Second plan 

also proposed to train five rangers at the forest college at Dehra Dun and 

five foresters either at Dow Hill or Jhalabari. 

It is already known that 72.5 percent of total land in Bhutan is 

covered with forests. These forests are very rich with medicinal plaints. 

However, to identify the perticular species, detailed survey was felt to be 

essential. The Botanical survey of India assisted Bhutan in this respect. 

Decision was also taken to establish medicine industries. These proposed 

industries included: 

• Resin tapping and distillation of turpentine oil 
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• Distillation of citronella oil from lemon grass and 

• Lac-based industries. 

Therefore, major achievements of the first two five year plans are 

afforestation, detection of medicinal plants, training of forest personnel, 

construction of farm roads, scientific extraction of forest resources, 

conservation of forest animals, introduction of anti-forest fire measures, 

grading of timber and other forest resources, construction of forest 

bunglows, experiments for the establishment of forest based industries, 

stoppage of unauthorized clearing of forests and so on. It is to be noted 

that Indian aid has played a significant role in all these development 

achievements because no foreign aid other than from India was available at 

that point of time. Aid from other countries or institutions began to pour in 

since the inception of Third Plan (1971-76) i.e. only after Bhutan became a 

member of the United Nations Organization in 1971. Since Third Plan 

(1971-76), aid from other bilateral and multilateral agencies were coming 

into Bhutan and some domestic savings started supplementing foreign aid. 

Therefore, the basic agricultural infrastructure and institutional 

development over the First Five Year Plan (1961-66) and the Second Five 

Year Plan (1966-71) of Bhutan can be said to be a direct result of 

acceptance of aid from India. 

Aid from Other Bilateral and Multilateral Agencies 

Bhutan's major donor for the agricultural sector, other than India are 

Austria, Denmark, European Community, Helvetas, Japan, Netherlands, 

UNO, World Bank and so on. Along with other sectors of the economy, 

Austrian government has assisted Bhutan for the development of forestry. 

Denmark focused on the promotion of land administration. These roles of 

other donors are discussed below: 

European Community: Considering Bhutan's agrarian economy, the 

assistance from European Community mainly focused on watershed 

management, protection of crops against pests and diseases, extension 
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support to agriculture and development of livestock, improved rural 

livelihood etc. European Community's country strategy for Bhutan (2007-

2013) indicates that the Renewable Natural Resource (RNR) sector will 

account for 60 percent of the ongoing EC assistance3 . 

Helvetas: It is a Swiss Non-Governmental Organization supporting 

Bhutan's rural development programmes since 1977. Its priority areas 

include improvement of food security management and conservation of 

natural resources in general, and RNR sector in particular. The agency is 

focusing on enhancing rural income generation and rural livelihood, rural 

employment generation, promoting capacities of rural communities and 

agro-semce institutions. Helvetas running a number of agricultural 

projects in Bhutan such as rural development training project at 

Zhemgang, east central region agricultural development projects covering 

Bumthung, Trongsa, Zhemgang districts, participatory forest management 

project and the natural resource training institutions at Lobesa, which 

trains personnel for extension services in the field of agriculture, animal 

husbandry and forestry4. 

Netherlands Development Organization: This organization is supporting 

Bhutanese agricultural development in land use and agricultural 

management. It is supporting programmes and projects for collaborative 

forest management and development of rural enterprises based on 

sustainable natural resource base. 

FAO: The Food and Agriculture Organization (FAO) of the United Nations is 

rendering agriculture related technical advisory assistance to the Royal 

Government. The FAO is also supporting the Ministry of Agriculture 

(RGOB) for the development and establishment of virtual extension of 

communication network to enhance linkage between agricultural research 

and extension programmes. 

World Bank: The World Bank assists Bhutan in the areas of department of 

forests, reforestation and sustainable forest management. World Bank's 

present focus is on development of rural infrastructures such as roads, 

irrigation, and block level RNR centres. Besides, the World Bank is 
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functioning as the international functioning agency for the suitable land 

management projects funded by the Global Environment Facility (GEF). 

Japan: Japan has provided a lot of assistance to Bhutan for the 

development of agriculture. Japan despatched experts for agricultural 

mechanization, development of rural roads and overall development of 

agriculture. Japan's assistance focused also on promotion of agricultural 

production. Food production projects of Japan through the grant 

assistance for unprivileged farmers in Bhutan is popularly known as '2KR'. 

Japan extended 2KR to Bhutan 19 times between 1984 to 2004. Under the 

2KR scheme, power tillers were extended to the farmers either on purchase 

or rental. Counter part funds put in reserve through 2KR have been 

utilized for the development of agricultural roads and irrigation projects. 

Japan's technical assistance contributed cultivation of value-added crops 

such as fruits and vegetables. However, the major drawback of the 2KR 

project is that the rich farmers only could afford it. Since the supply of 

power-tillers was below the order of the need, many farmers had to wait for 

a long time to buy the machines. 

Japan International Cooperation Agency (JICA) supported rural 

development and poverty alleviation through the grant assistance for farm 

mechanization, development of rural access, promotion of agricultural 

research and extension, technical advisory and so on. It also works for the 

development of human resources. Table-5.1 shows agricultural projects of 

Japan for agricultural and rural development in Bhutan. 

Table 5.1: Japan's Agricultural Projects in Bhutan 

Project Title Schemes Period 

Machinery and Eauioment for Agriculture Mechanization Plan Grant aid 1981 
The project for Construction of Agriculture Machinery Centre Grant Aid 1983 
Agriculture Development Plan Grant Aid 1986-1987 
The Project For The Paro Vally Agriculture Development Grant Aid 1989' 1990,1993-

1995 
The project for Improvement of Machinery and Equipment for Grant Aid 2004 
construction of Rural Agriculture Road 
Grant Aid Program for Increased Food Prduction{2KR) Grant Aid 1984-2004 
Feasibility Study on The Lhuntshi and Mongar Integrated Development 1986-1988 
Agriculture Development Proiect study 
The Study on Ground Water Development in Wangduephodrang Development 1993-1995 
District Study 
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The Study on Agriculture and Farm Road Development in The Development 2001-2002 
Lhuntse and Mongar District Study 
The Agriculture Research And Extention Support Project In Technical 2004 -2009 
Lhuntse and Mongar Cooperation 

Project 

Source: Butan: National Programme to Combat Land Degradation, RGOB with support 

from UNDP and GEF, 2009. 

Environment Friendly Donors: World's first environment trust fund, Bhutan 

Trust Fund for Environment Conservation came into being in 1991 mainly 

financed by the Global Environment Facility (GEF). GEF mainly supports 

sustainable land management, agro-biodiversity conservation, management of 

projected areas and so on. International Centre for Integrated Mountain Research 

Development (ICIMOD) works in Bhutan through the government and the NGOs 

to support sustainable use of medicinal and aromatic plants. . UNDP is also 

working for the sustainable management of land. World Wildlife Fund (WWF) 

currently supporting the management of Royal Manas National Park, Sakten 

Wildlife Sanctuary and Thrumshingla National Park of Bhutan. WWF is striving 

to protect so-called endangered species like tiger, snow-leopard, Asiatic 

elephant, black-necked crane and white-belled heron. A detailed 

discussion of foreign assistence for environmental preservation in Bhutan 

has been made in chapter-7 of this dissertation. 

Impact of Aid on Bhutan's Agriculture Sector 

Previous section of this chapter was a glimpse of how the govemment 

of Bhutan effectively utilized foreign resources for its agricultural 

development. The major achievements of aid-funded development were 

setting up of agricultural infrastructure and agricultural institutions. As a 

result of this institutional and infrastructural development, agricultural 

sector of Bhutan witnessed multi-faceted progress involving encroachment 

of new land under agriculture, agricultural mechanization and 

commercialization of agriculture. 

It has been elsewhere noted that demand for foodgrains started to rise 

due to growing population and ongoing development programmes. 

However, even in the early 1980s, only 3 percent of Bhutan's total land was 

under cultivation due to its mountainous terrain and huge forests. 

102 



Ultimately, the country faced shortage of foodgrains and had to import 

from neibouring India. On average, 30 percent of foodgrains have been 

imported for meeting the growing demand for food. Under such a situation, 

permanent encroachment of land under cultivation was highly essential. 

This has been achieved over the decades of planned development. Up to 

2007, 7.7 percent of total land area (3.8 million hectares or 38394 square 

km) have been brought under cultivation5 . However, the share of 

employment in agriculture as well as the share of agriculture in GDP 

showed decreasing trend due to the development of industrial and service 

sectors. While more than half of GDP used to come from agriculture, the 

sector employing about 90 percent of employment in the 1960s, in 2007 

approximately 65 percent of population earned their livelihood from 

agriculture and only 18.6 percent of GDP came from this sector. This 

signified Bhutan's overall economic development because the share of 

agriculture decreases in GDP with the pace of overall development of a 

country. 

The other maJor impact of foreign aid is the development of 

agricultural infrastructure such as construction of farms roads, 

development of storage capacity and marketing of agricultural produces. 

As of march 2008, there was total of 645.75 km. farm roads. Besides there 

were 172.75 km. power-tiller track and as of June 2008, there was 1880.0 

km. irrigation channel. A large member of research centres as well as 

irrigation centres have been established. Not only proper agriculture, 

infrastructures have been constructed for livestock and forestry. In March 

2007, there was a total of 70 livestock centres including veterinary 

hospitals, livestock extension centres and so on. In case of forestry, there 

were 39 range offices and 62 beat offices. Due to the development of rural 

infrastructure, time taken by the households for various service centres 

has significantly come down. Table-5.2 shows the time taken by 

households to reach nearest service centres in Bhutan. 

The other important achievements of the Government of Bhutan are 

agricultural commercialization and diversification. Agricultural 
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commercialization refers to cultivation of cash crops and resulting increase 

in marketed surplus. Instead of bartering agricultural produces, farmers 

now sell their products at markets at a price. On the other hand, 

agricultural diversification refers to the production of high value crops or 

livestock in place of low value products6 . 

Table-5.2: Distribution of Households by Time Taken to Reach 
Nearest Service Centers 

Service Centers Up to 30-60 minutes 1-2 hours 2 hours Not 
I Sources 30minutes or more applicable 

RNR Extension Centers 

Urban 38.3 4.8 0.6 0.2 56.1 
Rural 30.2 18.1 18.5 19.3 14.0 
Bhutan 32.6 14.1 13.1 13.6 26.7 
Source of Firewood 
Urban 4.0 3.9 4.4 4.6 83.1 
Rural 31.6 26.9 20.2 11.1 10.3 
Bhutan 23.3 19.9 15.4 9.1 32.2 
Feeder Road 
Urban 29.9 0.2 01 0.3 69.5 
Rural 34.3 5.9 6.5 17.2 36.2 
Bhutan 32.9 4.2 4.8 12.1 46.2 
Food Market/Shop 
Urban 29.9 0.2 0.1 0.3 69.5 
Rural 42.0 15.7 15.8 24.1 2.5 
Bhutan 57.0 12.0 11.1 16.9 3.0 

Source: Poverty Analyszs Report 2007, NSB, RGOB. 

Traditionaly, Bhutan's main agricultural products used to be cereals 

viz. paddy, maize, wheat, barley and buckwheat. While rice is the main 

crop of western and inner Bhutan, maize is the dominant dry land and 

tsheri (slash and burn) crop cultivated in eastern Bhutan. However, during 

five decades of planned development, this production structure has 

completely changed. Emphasis is given on the production of high value 

products like vegetables, horticultural crops like apples and oranges, 

cardamom, agro-oils, mushroom and so on. Mushroom and lemon grass oil 

are the most important value added crops in Bhutan. These crops are 

produced mainly for the purpose of exports. Bhutan exports fresh 

mushroom to Japan and Thailand. During the early era of this new 

millennium, about 26 metric tons of lemon grass oil was produced and 

104 



these were exported mainly to Europe7. Table-5.3 shows the production of 

value added crops in Bhutan. 

An assessment of the impact of foreign aid on agricultural growth 

shows that agriculture sector of Bhutan has grown at 1.3 percent during 

the 2002-07 period, which was below the targeted growth rate of 2.5 

percent per annum. The most important achievement of Bhutanese 

agriculture is that agricultural sector achieved some sort of dynamism. 

Table-5.3: Production of High Value Products in Bhutan, 2008. 

Districts Productions 

Potato Apple Oranges Mash room 

Thumphu 1797.49 1667.00. 0.00 1.93 

Paro 4555.98 3071.70 0.00 1.42 

Chukha 4471.98 0.00 2208.40 0.49 

Samtse I 1080.06 J 0.0 I 1893.40 I 0.58 I 
Punakha 477.12 5.40 341.50 0.12 

Gasa 165.19 2.7 0.0 0.08 

Wangdue 9207.77 36.30 206.60 0.78 

Tsirang 1381.67 3.80 6059.30 0.42 

Dagan a 1146.27 18.9 6356.50 0.04 

Bumthang 4998.31 197.90 0.00 0.29 

Trongsa 674.76 2.1 156.70 0.31 

Zhemgang 966.20 0.00 1690.30 1.05 

Sarpang 823.55 0.00 6161.90 0.98 

Lhuentse 1249.47 8.30 176.20 0.18 

Mongar 4958.72 24.50 1058.10 0.15 

Trashigang 6990.65 13.8 462.20 0.04 

Trashiyantse 1726.65 4.90 201.70 0.10 

Pemagatshel 2837.91 16.20 7143.00 0.05 

S.Jongkhar 1442.71 4.80 4047.70 0.22 

Source: RNR Census 2008, Ministry of Agriculture, RGOB 

Bhutanese farmers now have well organized credit institutions. However, 
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this achievement, Japan's contribution deserves special attention. Due to 

modernization of agriculture, new agricultural technology in general and 

HYV seeds m particular can be implemented easily. However, 

mechanization is limited by the very rugged mountainous nature of 

agricultural fields. Due to increase in agricultural production, Bhutan now 

maintains a well established Public Distribution System. 

In case of forest resources, the utilization remained low due to 

shortage of manpower and technical know-how. Major impact of foreign 

assistance in forestry is introduction of commercial logging, generating 

revenue from royalty and taxes, diversification of forest products through 

the establishment of forest based industries, preservation of forest animals 

through the establishment of national parks and so on. Pre-investment 

survey of forest resources was undertaken with Indian assistance between 

197 4 and 19798. It helped the government to devise appropriate action and 

forest related policies. For instance, the government restricted commercial 

felling of timber and it was taken over by the department of forests 

exclusively. For value added forest products, trial industries with UNDP 

assistance was undertaken. 

Subsequently, forest based industries have been established. Instead 

of producing raw timber for export, priority has been given to production of 

veneer and plywood, furniture, particle board, matches and so on. In this 

way, Bhutan's forestry sector got highly diversified and foreign aid has 

played a vital role. According to the Constitution of Bhutan, minimum 60 

percent of forest is to be maintained for environmental sustainability. 

Thus, there are 12 percent additional forests for further exploitation. 

Present Agricultural Situation in Bhutan 

Present scenario of agricultural sector in Bhutan is completely 

different from that in the initial stages of planned development. The share 

of agricultural sector in GDP has sharply declined from approximately 55 

percent in 1985 to 18.6 percent in 2007. While 95 percent of Bhutanese 
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people earned their livelihood from agriculture, the share has come down 

to 67 percent in 20079. Cropping pattern has also changed over time. In 

place of traditional crops, more value added crops are being produced. 

Potato emerged as a significant cash crop. Some processing industries 

have come into being for the manufacture of non-wood forest products like 

bamboo and cane in some particular areas. Bhutan has achieved about 65 

percent of food self-sufficiency, which is near the national target of 70 

percent. This is far below 100 percent because of the limitations imposed 

by the mountains and huge forest cover for maintaining environmental 

sustainability. Bhutan is trying to offset its agricultural imports through 

the exports of horticultural crops and vegetables particularly in India and 

Bangladesh. In the land tenure system, land reform measures have been 

implemented and ceiling has been fixed at 25 acres. Due to all these 

changes, pattern of domestic consumption has also changed. Instead of 

coarse grains, people of Bhutan are now willing to consume meals with 

nutritious diet. This assures food security of the Bhutanese people. 

Production: Bhutan's main crops are paddy, maize, wheat barley and 

buckwheat. Agriculture also produces a large quantity of horticultural 

crops and vegetables. Apple, orange, arecanaut, walnut, plum, pear, peach 

and guava are main fruits, while major vegetables are potato, chilly, 

radish, turnip, ginger, beans, brinjal, carrot, cabbage, cauliflower etc. Most 

livestock products supplement Bhutanese meals with milk, butter, cheese, 

pork, beef, goat meat, eggs and so on. Table-5.4 gives a glimpse of the 

nature of major crops produced in Bhutan. 

Table-5.4 shows that rice is the main food crop in Bhutan, followed by 

maiz. Rice is produced in westem and central Bhutan. Main food crop in 

the eastem Bhutan is maize. However, maize is recently being replaced by 

rice whenever possible. 
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Table.5.4: Output of Major Crops in Current Prices (Nu. millions) 

Crops 2000 2004 2005 2006 2007 2008 

l.Paddy 891.08 1090.29 1136.63 1189.40 1278.84 1467.62 

2. Maize 789.38 951.47 991.92 1037.97 1108.36 1263.25 

3. Wheat/ 65.44 76.66 79.92 83.63 89.92 103.19 
barley 
4. 90.69 106.89 111.37 116.54 124.44 141.89 
Buckwheat/millet 
5. Apples 87.22 128.00 130.86 140.52 174.73 197.67 

6. Oranges 335.61 730.00 746.34 801.40 996.53 1127.46 

7. Potatoe 340.40 495.39 572.84 644.12 708.95 743.88 

8. Ginger 12.05 13.11 15.16 15.81 17.41 18.26 

9. Mustard 26.89 33.00 38.16 40.59 44.67 46.87 

10. Pulses 25.27 38.71 44.77 51.70 56.90 59.71 

11. Chilly 71.98 100.30 115.98 123.36 135.78 142.46 

12. Cardamom 52.44 58.48 67.62 71.92 79.16 83.06 

Source: National Accounts Statistic Report 2000-2008, NSB, RGOB, 2009 

Animal husbandry is an important component of the rural economy. 

After producing livestock for sustenance for a long time, now a small 

amount of marketable surplus is produced. In addition to cattle, most 

farmers maintain a few chickens and pigs. Yak herding is a common 

practice in the alpine pastoral zones. The herders either barter or sell their 

yak products like butter, cheese, milk and meat to people in the lower 

areas in exchange of cereals and other essential household items10. Table-

5.5 shows the production of livestock sector. 

Table 5.5 shows that butter and cheese are two most important 

animal products. Poultry is kept for egg production and rarely reared for 

meat. So is the case of goats. Therefore, domestic goat meat production 

was as low as Nu. 58.7 million in the year 2008. The requirement for meat 

and livestock products in Bhutan is met through the imports from adjacent 

India. The imported cattles are slaughtered in two border towns 

Phuntsholling and Samdrup Jongkar. 
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Table.S.S: Gross Value of Animal Products in Current Prices 

(Nu. millions) 

Gross Output 2000 2004 2005 2006 2007 2008 

Milk 143.9 179.1 194.5 202.1 234.1 270.7 

Butter 891.6 1113.4 1328.1 1398.8 1445.7 1617.8 

Cheese 541.6 702.9 838.5 934.6 968.1 1120.7 

Pork 62.5 62.7 49.7 46.8 49.1 56.7 

Eggs 42.0 46.4 36.0 51.9 57.6 73.0 

Beef 34.4 42.0 42.8 46.1 53.6 59.3 

Cattle Skin 12.0 20.3 20.6 21.0 20.7 21.8 

Wool 6.3 7.1 5.3 5.0 4.4 4.2 

Goat Meat 42.2 44.8 29.6 32.7 41.8 58.7 

Source: National Accounts Stattstzcs Report 2000-2008, NSB, 2009. 

Forests occupy more then 72 percent of Bhutan's total land area. 

Hence, forests play a significant role in the lives of the people. Forests not 

only supply wood or timber, fuel for cooking, grazing of animals and so on, 

it supports varieties of small and medium scale industries. In some parts 

of Bhutan, non-wood forest products like. bamboo and cane are used for 

the manufacture of household implements. Bhutan's total wood production 

may be grouped into four main groups-industrial wood, logs, other 

industrial wood and fuel wood. While industrial woods are used in the saw 

mills and other industries, fuel wood are used for domestic purposes. 

Table-5.6 shows the production of wood during the period 1981-2001. 

Table 5.6 shows that production of industrial wood as well as various 

logging has decreased over the decades 1980s and 1990s. However, 

removal of fuel wood has gradually increased over time. This evidence 

shows that wood based industries have remained stagnant over the 

concerned period. On the other hand, removal of fuel wood increased due 

to growing needs of the rising population despite various restrictions 

imposed by the forest department of Bhutan. 

109 



Table-5.6: Round Wood Removals in Bhutan (thnd cb metres). 

7 Industrial- Sawlogs, veneer/ sleepers logs Other industria Fuel- wood Total 
wood woods 

1981 278 240 38 2946 3224 

1982 278 240 38 2946 3224 

1983 278 240 38 2946 3224 

1984 278 240 38 2946 3224 

1985 278 240 38 2946 3224 

1986 27~ 240 38 2946 3224 

1987 278 240 38 2946 3224 

1988 27H 240 38 2946 3224 

1989 278 240 38 2946 3224 

1990 278 240 38 2946 3224 

1991 - - - - -

1992 79 41 38 3875 3954 
1993 64 26 38 3872 3936 

1994 64 26 38 3876 3939 

1995 45 18 27 3889 3934 

1996 45 18 27 3920 3965 

1997 45 18 27 3972 4017 

1998 45 18 27 4066 4111 

1999 45 18 27 4142 4187 
2000 45 18 27 4221 4266 

2001 45 18 27 4284 4329 

Source: Statistic Yearbook for Asia and the pacific 2002, UN, 2003. 

Agricultural Marketing and Exports: Traditionally, marketing of 

agricultural commodities in Bhutan was characterized by barter system. 

This was so because on one hand, there was no road transport facilities, 

on the other hand there was a lack of cash in the economy. However, due 

to the construction of road and transport facilities, markets for agricultural 

produce have emerged. In Bhutan, there are five types of markets for 

agricultural produce: 

a) Bartering of agricultural produce 
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b) Weekly markets 

c) Auction Yards 

d) Vendors and 

e) Traders 

Bartering of agricultural products still exists in the northern Bhutan 

where road transport facilities are limited. The yak herders of the north 

come to lower land for bartering rice, salt and other items in exchange of 

yaks. Weekly markets are located in the urban and semi-urban areas. 

Farmers with small marketable surplus sell their products in the weekend 

markets. On the other hand, large marketable surplus are sold through the 

auction yards which are operated by the Food Corporation of Bhutan. 

Vendors collect small surpluses of the farmers and sell either in weekly 

markets or in auction yards. Cash crops are sold to the traders who in 

turn, export them to the Indian and Bangladeshi markets11 . 

The Food Corporation of Bhutan (FCB) functions as a marketing arm of 

the Ministry of Agriculture. During the Eight Plan period (1997-2002), 

value of auction had risen from Nu.89 million in 1997 to Nu. 181 million in 

2001. Aggregate auction value is increasing over time. The government of 

Bhutan often offers support prices through the function of the auction 

yards. If the farmers fail to realize remunerative prices through the selling 

of produce in the weekend markets, they sell their produce to the auction 

yards12. 

The process of transition to market oriented farming system as well as 

shifting of production towards high value products enabled Bhutan to 

export agricultural produce to the markets in India and Bangladesh. A 

huge amount of fruits and vegetables are exported to India. Bangladesh 

imports a substantial quantity of apples from Bhutan. Bhutan's potatoes 

are exported through Phuntsholling auction yard and capture the markets 

in North Bengal and Assam. Surveys are also conducted for finding new 

markets in these regions. Bhutan has seasonal advantage over North 
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Bengal and Assam during the monsoon when less amount of vegetables are 

produced in the latter places at that period. The government of Bhutan 

always facilitated exports of vegetables into Indian markets. Not only 

exports, the government always shows exertions for the development of 

domestic markets as well. 

In order to protect potato farmers from falling prices and to facilitate 

auction procedures, The Ministry of Agriculture introduced following 

programmes: 

• Identification of new markets 

• Development of Auction Manual 

• Standardization of 50 kg potato bags 

• Allotment of a vacant place at Phuntsholing for the auction facilities. 

However, a major part of the country in rural areas is characterized by 

barter system. It is necessary to set up more and more road transport 

facilities in the rural areas. Marketing information system is to be farther 

developed. Standardization of produce can secure remunerative prices to 

the farmers. 

Food security: Food security refers to the access of all people to sufficient 

food for an active and healthy life at all times. Food self-sufficiency is a 

pre-condition for food security. Fifty years ago, Bhutan was self-sufficient 

in foodgrains production and even exported a small surplus to Tibet13. 

However, the situation recently has changed dramatically and Bhutan 

confronts severe food shortage. This food shortage is caused by the rapid 

population growth, expatriate labour for development activities as well as 

change in the consumption pattern14. Bhutan's geographical constraints 

Impose critical limitation to produce food grains beyond a certain level. 

There are, on the other hand, Bhutan's comparative advantage in the 

production of vegetables and horticultural crops. Therefore, as mentioned 

earlier, one of the food policies of the government is to produce 70 percent 

food domestically and import the rest 30 percent from India. Bhutan in fact 
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suffers from food insecurity and foodgrain imports are more than the 

export of other crops. 

Loss of agricultural land due to other forms of land use is a major 

threat to food security. Encroachment into fertile agricultural land for 

human settlement, model township, commercial enterprises, construction 

of roads etc. are reducing agricultural land and crop production. As a 

proactive measure to enhance domestic food production, the govemment 

placed arable land under a protection scheme. Secondly, although food 

production in Bhutan is labour intensive, there is shortage of farm labour 

due to the spread of education, off-farm employment opportunities and out 

migration of agricultural labour to the towns. Adoption of new agricultural 

practices is limited by the small size of holdings, fragmentation and 

Bhutan's mountainous slopes. Thirdly, wildlife damage of crops is a 

constant threat to food production and rural livelihood. At least 42 percent 

of rural household report wildlife damage. The damages are caused by 

boar, monkey, deer, elephant, bear, birds etc. To control the menace, the 

government of Bhutan has developed a National Human Wildlife Conflicts 

management strategy which is being implemented in several areas. 

Fourthly, there is lack of farmers' interest in producing substantial 

marketable surplus due to the absence of rural road access as well as 

access to markets, particularly in the remote areas of Bhutan. 

Realising the importance of food security, government has been 

consistently pursuing a food security policy by giving a high priority 

towards increasing food production in all the Five Year Plans. Food 

security remains a priority concern in the Tenth Five Year Plan (2008-

2013) also. In order to address the problem and poverty related issues in 

the vulnerable areas, Bhutan National Food Security Strategy has been 

developed. To promote appropriate use of agricultural land for food 

security, the project 'Protected Agricultural Land for Food Security' has 

been initiated. After the assessment of damage caused by windstorm to 

crops of the farmers in Mongar and other areas, a project 'Initiative on 
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Soaring Food Prices' has been developed through financial support from 

FAO. The National Plant Protection Centre of Bhutan carried out plant 

protection research and discussion with the district level agricultural 

officers. Bhutan's food security is expected to improve with the 

implementation of these projects and strategies. 

5.3: Foreign Aid and Agricultural Output in Bhutan: A 

Simple OLS Regression 

In chapter-3, it has been shown that the relationship between foreign 

aid and economic growth has become popular studies since the early 

1970s. Various econometric models have been fitted, some with multi

country data and the others with single country data. Their results are also 

different. Most of the studies with single country data established positive 

relationship between aid and growth. However, these studies are based on 

aggregate economic performance of a country or several countries. The 

impact of foreign aid on sectoral growth of an economy has been 

undertaken only in a few studies. For the Nigerian economy, Godwin 

Apkodje and Omojimite15 has shown that foreign aid does play a significant 

positive role in the growth of agricultural sector. Here, a simple OLS 

regression has been fitted for the economy of Bhutan to explore 

relationship between agricultural output and foreign aid. 

Methodology and Data In this section, relationship between agricultural 

output, foreign grants, exports and GDP per capita (PCI) for the economy of 

Bhutan has been established. The model is a linear regression model of the 

following form: 

Y= :~So+ :IS1Grants+ :IS2Expt+ :IS3 PCI + u 

where Y= growth of agricultural output, Grants= foreign grants, Expt= 

exports, PCI=GDPjcapita and :lSi= regression coefficients. Here agricultural 

output is dependent variable while foreign aid, PCI and exports are the 

three regressors, u= error term. 
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Data for the economy has been collected for 20 years for the period 

1981-2000 from the Key Indicators for Asia and the Pacific Countries 

published by the Asian Development Bank (ADB). All are measured in 

constant prices of 1980. Although data are in fact time series data, 

stationarity tests have not been performed because power of the test is very 

low for 20 years data. For the regression purposes, data have been 

converted into 'log' form. The data for aid variable for the year 1987 has 

been collected from the Selected Economic Indicators published by the 

RMA, the Central Bank of Bhutan. 

Results and Discussions Regression results show that agricultural output 

of Bhutan significantly depends on foreign grants, PCI and exports. The 

results of the fitted model have been shown in terms ofTables-5.7 & 5.8. 

Table-5.7: Model Summary and ANOVA 

R R square Adjusted R square Std. Error of the 

Estimate 

.964 .929 .916 .06318 

ANOVA 

Sum of df Mean Square F Sig. 
Squares 

Regression .839 3 .280 70.060 .000 
Residual .064 16 .004 I 

Total .903 19 

I 
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Table-5.8: Coefficients 

Unstandardized Standardized t Sig. 
Coefficients Coefficients 

B Std. Error Beta 
Constant 6.169 .081 - 75.692 .000 
Grants .133 .062 .173 2.156 .047 
Exports .217 .021 .775 10.323 .000 
PCI .167 .052 .235 3.217 .005 

Dependent Variable: Agricultural output 

Tables (5.7 & 5.8) show that t-statistics for Grants, PCI and Exports all are 

positive and statistically significant. Therefore, agricultural output of 

Bhutan increases with increase in foreign grants, PCI and the exports. R2 = 

0.929 signifies that 93 percent of agricultural growth is explained by 

grants, PCI and exports. A one Ngultrum increase in foreign grants raises 

its agricultural output by 0.133 times more. Similarly, a one dollar 

increase in exports of the country raises its agricultural output by .217 

times more. The model is a good fit as indicated by the high value of R2. 

The joint significance of the model is ascertained by the high F -value of 

70.06. 

5.4: Industrial Sector 

Industrialization in Bhutan was almost non-existent till the 1960s. 

Excepting some construction activities, no major industries were set up 

even during the first decade of its planned development. Due to 

backwardness of the country, lack of trained personnel, scarcity of 

domestic fund and foreign investment, no such industrial venture was 

undertaken during that time. Emphasis was given only to agricultural 

development and construction of roads. A few negotiations were made with 

foreign countries for the development of industries without any fruitful 

achievement. In 1961, the Bhutanese government negotiated with a 
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Swedish company for technical assistance to develope a paper industry, 

but these negotiations were later abandoned. In 1963-64, a team of 

Japanese experts considered the possibility of a rayon pulp and paper 

plant with raw materials from conifer forests. However, this plan was also 

not realizedl6. Industrial sector was dominated by the production of 

handicrafts, a fruit preserving plant processing orange and pineapples and 

one distillery. 

Industrial sector m Bhutan consists of three sub-sectors

construction, mining and manufacturing industries. Despite its abandance 

in mineral resources, mining was constrained by the lack of human capital 

and technical know-how. Water resources were also not utilized due to 

similar hindrances. However, industrialization of the country began with 

construction of roads in the First Five Year Plan (19961-66) and the 

development of small-scale and cottage industries in the Third Five Year 

Plan (1971-76). Subsequently, some major industries like forest-based 

industries, cement factory and major hydel-projects were undertaken with 

the help of Indian assistance. 

Bhutan enjoys substantial cost advantage in the production and 

exports of hydro electricity. Considering the prospective benefit India can 

gain from electricity generation in Bhutan, the former extended financial 

and technical assistance for the establishment of hydro-electric projects. 

This was beneficial for both India and Bhutan since Bhutan used this 

electricity for domestic purposes, India too can import this electricity at a 

low cost. The import of electricity is crucial for India due to its power 

shortage in the North East India including West Bengal. In September 

1961, India and Bhutan signed a pact to harness the Jaldhaka River 

Project for hydro-electric power. The plant was completed in 1968 and 

generated 18,000 kilowatts of power, of which Bhutan received free 250 

kilowatts and the rest was exported to India. This plant is supplying 

electricity in the northern areas of West Bengal and to the south-western 

Bhutan, the areas without the supply of oil and coal for fuel. A Hydel 
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Directorate Commission was established with the help of technical 

assistance from the Indian Central Water Power Commission. Under this 

commission's direction, another power plant with 400 kw capacity was 

completed to serve the needs of Paro district. A few micro hydro-electric 

projects had been completed at Thimphu and Wanduphodrang. 

Subsequently, a number of micro-hydel projects were established with the 

help of assistance from other countries like Japan. These micro-projects 

have been established mainly for domestic electrification. 

Chukha Hydro-power Project of Bhutan was established with the help 

of Indian assistance. The agreement of this project was signed in 197 4 

between India and Bhutan, although initial investigations were undertaken 

in 1961 and construction of the preliminary works began in 1973. Under 

this agreement, India agreed to finance the entire fund of Rs. 2460 million 

with 60 percent grant and 40 percent loan basis. The loan would be 

repayable over a period of 15 years and would carry an interest rate of 5 

percent per annum 17 • Under this project, Bhutan agreed to sell surplus 

power to India at an agreed rate to be reviewed every four years. India 

agreed to purchase all the surplus power from this project. There was huge 

surplus of electricity in this project due to lower level of domestic 

electrification in Bhutan. 

The project implementation by the Chukha Hydel Project Authority 

established under the 1974 agreement mentioned earlier, the authority is 

an autonomous body under the chairmanship of the King's representative 

in the Ministry of Development, including seven directors, four appointed 

by the government of Bhutan and three by the Government of India. Water 

and Power Consultancy Services (India) Ltd. provided consultancy services 

to the authority. Skilled and technical manpower was also supplied from 

India. The Chukha Hydro-electric Project is the largest investment project 

of Bhutan, which is now exporting substantial electricity to India and 

earning lot of foreign exchange through these exports. 

India and Bhutan have undertaken some other mutually beneficial 
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co-operation in the sphere of electricity generation. In 1990, India and 

Bhutan decided to establish the Tala Hydro-electric and Wangchu 

Reservior Scheme, popularly known as Chukha-II and Chukha-III projects. 

On January 1993, they signed a MOU for the development of Sankosh 

Multipurpose Project. This project would irrigate about half a million 

hectares of land in West Bengal. India has also been assisting Bhutan in 

the construction of Kurichu Power Project and Bunakha Reservior Project 

with financial and technical support18. Table-5.9 shows domestic use and 

exports of electricity by major hydro-electric projects of Bhutan. 

Period 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

Table-S. 9: Domestic Use and Exports of Bhutan's Major Hydro

electric Projects 

Domestic Sales ( 1 ) Exports (2) Total 
Basoc Chukha Kurich Tala Total Chukh Kurichu Tala Total Sales 

hu u a (1+2) 
- 117.8 - - 117.8 2189.6 - - 2189.6 2307.4 

- 140.2 0.3 - 140.5 2034.9 62.5 - 2097.4 2237.9 

91.1 149.5 6.2 - 246.8 1983.1 364.3 - 2347.4 2594.1 

107.3 151.3 12.8 - 271.4 2186.0 417.5 - 2603.5 2875.0 

192.2 158.4 15.1 - 365.7 2,203. 508.4 - 2,711.7 3 ,077.4 
3 

325.4 243.1 18.0 - 586.5 2,665. 529.0 - 3,194.0 3 ,780.5 
0 

388.7 133.4 1 9.6 61.3 603.0 3,459. 5 18.0 1,001.3 4,978.8 5 ,581.8 
5 

372.9 58.7 131.1 397.3 960.0 3,749. 3 92.1 5,363.2 10,034.3 10,994.4 
1 

398.2 71.4 177.7 205.6 852.9 3,724. 349.0 6,959.2 11,032.6 11,885.5 
5 

381.6 81.8 168.8 287.0 919.2 3,666. 307.9 6,098.0 10,072.5 10,991.7 
6 

Source: Selected Economic Indicators, RMA, March 2005/July 2009/Sept. 2010. 

Table-S. 9 Shows that Bhutan's domestic electricity sales increased little bit 

more than twice but its export has increased four times during 2004-08 

period. Performance in exports is best for Tala Project. 

A detailed geological survey of Bhutan was essential for the discovery 

of its mineral deposits. Under the guidance of Geological Survey of India, 

this survey was made for the discovery of Bhutan's numerous mineral 

resources such as dolomites, marble, graphite, gypsum, copper, lead, coal, 

slate and so on for their commercial use and industrialization in Bhutan. 
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The first unit of Geological Survey of India was sent to Bhutan as early as 

in 196119. Since then, Geological Survey of India is operating in Bhutan 

and exploring its mineral resources. Result was the establishment of 

Penden Cement Factory at Pagli, near Indian border in West Bengal. 

Penden Cement Factory was a complete gift to Bhutan by the Government 

of India, which was Bhutan's first modern large scale industry at that time. 

The Penden Cement Authority was set up in 197 4 and its construction 

began in 1976. The plant was commissioned in 1980. However, full-scale 

commercial production began in January 1981 and produced 300 MT of 

cement per day. Limestone was transported by a 6 km rope way from the 

deposits. For this plant, coal and gypsum were imported from India. 

During the early 1980s, there were approximately 1,050 employees in this 

plant including 100 higher level staff. Eighty five higher level staff are 

Indians, most of the unskilled labourers are also from India2°. At present, 

both productive capacity as well as employment potential of this plant have 

improved. The surplus production is exported to India and it is to be noted 

that Penden Factory's cement bears a reputed market in adjacent West 

Bengal in India. 

A number of other industrial ventures were undertaken with Indian 

assistance. Although a private sector concern, the Fruit Preservation Unit 

at Samchi was established during the second plan period through the 

separate and independent loan of Rs. 21 lakh from India. An Indian 

Industrial Research team revealed that Bhutan had huge scope for the 

establishment of forest-based industries. These industries were 

established, for the time being, at Gedu. The match factory at Peri was 

established with the help of Indian financial and technical assistance. 

Not only India, other countries and multi-lateral agencies also marked 

their foot prints in the process of industrialization in Bhutan through 

financial and technical assistance. Bhutan's membership in Colombo Plan 

and that in United Nations opened new avenues of external assistance. 

United Nations Industrial Development Organization (UNIDO) assisted 

120 



Bhutan through its industrial planning and policies. Industrial training 

programmes were provided by the Helvetas, UNDP and Italy. The World 

Bank committed an extemal assistance (loans) of$ 12030 thousand for the 

development of calcium carbide industry for the period 1987-88. Kuwait 

fund committed loans of$ 11150 thousand in 1986 for the development of 

Bhutan Boards Product Limited as loans and $ 2680 thousand was 

disbursed in 1986. Kuwait fund disbursed another loan of $ 1520 

thousand in 1985 for the development of timber or wood-based industries 

at Gedu, where the commitment was$ 9560 thousand for this project21. 

5.5: Development of Manufacturing Industries under the 

Five Year Plans* 

The number of manufacturing industries in Bhutan remained few 

during the first three Five Year Plans. Even in 1977, total number of 

manufacturing industries was only 23 with gross sales of Nu. 42.2 million. 

These industries were basically small-scale industries like timber, 

mineral, food and beverage processing industries, the only two modem 

industries in Bhutan being Samchi Fruit Preservation Unit and the 

Penden Cement Factories till 1980. Both the establishments were public 

sector undertakings. In addition to these, there were three distilleries. 

Figure-5.1 indicates poor performance of the manufacturing sector 

during 1980-81period. 

·················································································································· 
[*Part of this section was published as an article jointly by the researcher and the supervisors in 
the Indian Development Review, Vol. 3, No. 1 (2005). ] 
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Figure-5.1: Manufacturing Production by Sector 1980-1981 

Figure-5.1 shows that the share of distillery operations in production was 

the largest (32.4 percent) followed by cement production (24.8 percent). 

Forest-based industries exhibited the worst performance. Total 

manufacturing production from all industries amounted to Nu 145 Million. 

Thus, in the early 1980s the country was lacking industrialization in 

comparison to the order of its needs. However, the necessity of massive 

industrialization was realized during the Fifth Five-Year Plan (1981-1987). 

Certain conditions conducive to massive industrialization emerged. These 

include (i) the availability of abundant and cheap power supply from 

Chukha Hydel Project, (ii) identification of a number of commercially 

exploitable mineral deposits and (iii) adequate development of the physical 

infrastructure. Under the circumstances, the Royal Government of Bhutan 

(GROB) has undertaken industrialization in order to achieve the following 

objectives: (i) maximize the value added from natural resources like 

minerals, forest, agricultural produce etc. (ii) increase the income level. (iii) 

generate higher government revenues. (iv) increase export earnings, 

improve the balance to payments situation, earn foreign exchanges and (vi) 

encourage traditional crafts and cottage industries. 
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In order to achieve these objective, Nu 708.411 million expenditure for 

industry and mining sector was undertaken in the Fifth Five Year Plan 

(1982- 1987). Table-5.10 shows total outlay of the Fifth Five Year Plan 

( 1981-87) on Industries and mining sector. 

Table-5.10: Fifth Five Year Plan Outlay of Bhutan on Industries and 
Mining Sector (Nu. million). 

A. Regular Pr<>gi"ammes 
Programmes Total Development Maintenance 

1. Industrial Estates 1.420 1.225 0.195 
2. Training 6.638 6.638 
3. Feasibility studies and r~ort 6.035 6.035 
4. Geological surv~ of Bhutan 10.482 10.00 8.482 
5. Establishment expenses 13.340 5,577 7.763 

Total 45.915 29.495 16.440 
B. Investment 

Programmes Total Development Maintenance 
1. Graphite Mining and Beneficiation 10.000 10.000 
2. State Mining and Processin_g_ 3.600 3.600 
3. Calcium Carbide 95,000 95,000 -
4. Polytheneindu~gy_ 7.160 7.160 
5. Nunglum Cement Plant 5 16.000 5 16.000 
6. Gypsum 5.000 5.000 
7, Cottage and small industries 22.181 22.181 -
8. Others 3.555 3.555 -

Grand Total - Regular 
708.411 691.67 1 16.440 Programmes+ Investment+ 

Source: Fifth Five-Year Plan (1981-87), Mam Document, RGOB. 

Some of the industries in Table-5.10 were proposed to set up in the 

Fifth Five Year Plan (1981-87) itself. These were Nunglum Cement Plant 

and Calcium Carbide Manufacturing Plant at Singye Gaon near 

Phuntsholing. The estimated cost of Nunglum Cement Plant was Nu. 516 

million. The Fifth Plan also proposed for two new forest-based industries, 

i.e., the Integrated Mechanical Wood Based Industrial Complex and Graded 

Particle Board at Gedu. The former was to be set up in accordance with the 

recommendation of FAO report in 1980. The plant would consist of a 

Veneer Factory and a Plywood Manufacturing Plant which would produce 

plywood, black board, door frame etc. The latter was set up for using the 

raw materials from the former industry. It produces laminated veneer and 

other particle boards. Graphic Mining and Beneficiation Industry at Haa 

was to be commissioned by 1984. 

The Sixth Five Year Plan (1987-1992) spent Nu. 8.18 million for site 

develoment and pre-investment studies. However, the actual project was to 
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start in the Seventh Five-Year Plan ( 1992-1997) at an estimated cost of Nu. 

1500 million. Bhutan Calcium Carbide Limited, Bhutan polythene Pipe 

Company and Gedu Wood Manufacturing Sector started production during 

the Sixth Five Year Plan (1987-92). In the Sixth Plan the government 

established Furniture-cum-Training Unit in Thimpu at a cost of Nu. 40 

Million. In this plan, Thimphu Agro Industries Project was also undertaken 

at the cost of Nu. 70 million. 

Though RGOB had taken some measures for privatization earlier, the 

bold step for setting up of private sector industries was undertaken during 

the Sixth Plan period. In the Sixth Five-Year Plan ( 1987 -1992), some 

industries were set up under the private sectors. These include Y angzom 

Cement Plant, Dralha Flower Mill at Phuntsholing, Lhaki Cement Plant at 

Gomtu, the Ferro-silicon Project at Pasakha, a furniture unit at 

Bhalazhora, Marble Processing and Mining at Gida Kom and Integrated 

Wood Complex at Lobesa. Again, in order to develop private sector 

industries, certain project specific studies were carried out. 

The Seventh Five Year Plan (1992-1997) set up another cement 

industry, viz. Dungsum Cement Plant. It was in eastern Bhutan which is 

relatively underdeveloped and economically poor. The seventh plan 

proposed to set up a high-density polythene pipe industry. This plan also 

encouraged other small scale and cottage industries which were already 

existing. 

Most of the medium and large-scale industries were established in the 

Fifth and Sixth plan. The Seventh Plan implemented the Dungsum Cement 

Plant though the first initiative was undertaken in the Fifth Five Year Plan 

(1982-87). In the Seventh and Eighth Plans, emphasis was given on oil 

industries. In the Tenth Five Year Plan (2008-2013), main objectives of 

industrial development strategy included emphasis on cooperatives, 

women entrepreneurs, employment, privatisation and so on. However, 

manufacturing sector was, by and large, neglected in the Five Year Plans. 
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Emphasis was given to other areas like social, cultural and private sectors, 

good governance and sustainable development. 

Performance of the Manufacturing Industries 

Remarkable achievement in the field of manufacturing industries was 

particularly noticed during 1980s and 1990s. These industries are 

important in the context of production, sales, employment and exports. 

Production and Sales of Manufacturing Industries: Bhutan has 

established a manufacturing sector over the plan period. The country has 

at present a diversified production structure in this sector. Bhutan's 

industrial sector includes three industrial sub-sectors (a) Manufacturing 

and Mining, (b) Power and (c) Construction. Among these, construction has 

played a dominant role in terms of production in 1980s. The situation 

changed in the early 1990s when the manufacturing sector was given due 

importance even though construction began to play a dominant role again 

from 1998 onwards. However since 1998, construction sector has been 

playing the dominant role once again. Though mining and construction 

has registered a considerable increase m terms of production, 

manufacturing sector has remained more or less stagnant. Table-5.11 

shows the production of major manufacturing industries in Bhutan. 

Table-5.11 shows that Penden Cement Authority is the largest seller of 

manufacturing products, the second largest being Bhutan Ferro Alloys. 

Total manufacturing production has doubled during the period 1998-2009. 

Manufacturing Exports: Bhutan exports substantial amount of 

manufacturing goods. Bhutan Boards Product Limited, Bhutan Carbide 

and Chemicals Ltd, Bhutan Forest Product Limited, Penden Cement 

Authority and Bhutan Ferro Alloys Ltd. are the major exporters. Till the 

year 1999, Bhutan Carbide and Chemicals Ltd. has been the largest 
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exporter followed by Bhutan Ferro-Alloys Ltd. Total exports have also 

increased over time. 

Table-5.11: Total Sales of Major Manufacturing Industries of Bhutan 

Years 

Industry 
199 1999 200 2001 200 200 200 200 2006 200 200 200 
8 0 2 3 4 5 7 8 9 

1. Army Welfare 237. 234. 255 283. 255 190. 233. 240 279. 315. 302. 3 

Project 93 87 8 4 8 4 1 27.8 

2. Bhutan Board Ltd. 383. 257. 228. 294. 288. 491. 546. 394. 381. 400. 397. 413. 
82 75 6 1 8 5 2 6 7 0 8 7 

3. Bhutan Carbide & 583. 564. 474. 675. 707. 703. 731. 760. 765. 138 187 118 

Chemical Ltd 64 33 6 9 5 4 6 2 3 2.9 7.3 9.7 

4. 112. 124. 108. 111. 133. 122. 174. 69.4 134. 148. 560. 201. 

BhutanFruitProducts 27 90 8 6 9 4 1 7 5 8 2 

Ltd 
5. 15.8 26.6 21.8 46.9 46.7 28.8 59.2 56.5 66.7 79.9 39.2 72.7 

Bhu tanPolytheneCo. 4 8 

6. Penden Cement 564. 684. 696. 763. 814. 896. 851. 807. 1352 166 132 178 

Authority 71 45 7 9 3 1 8 0 .3 3.6 7.5 4.6 

7 .BhutanFerroAlloys 488. 534. 428. 579 643. 658. 748. 651. 678. 188 189 171 

Ltd. 43 73 4 2 1 3 2 3 6.4 8.8 1.8 

8.BhutanAgrolndustr 24.7 21.3 19.7 27.9 27.7 26.1 34.9 34.6 45.2 50.5 57.6 71.4 

iesLtd. 5 8 

9. Eastern Bhu Coal 78.7 97.0 126. 141 133. 110. 26.0 180. 203 222. 337. 197. 

Co. 2 8 5 4 7 0 5 7 3 

10. Druk Satair 59.0 77.3 94 98.3 106 118. 140. 172. 258. 242. 338. 468. 

Corp_. Ltd. 8 6 4 4 9 4 6 5 8 

11. Druk Plaster & - - - - - - 31.3 40.5 49.2 44.5 42.4 51.9 

Chemicals Limited 
Total 254 2628 244 3022 294 285 347 340 4214 645 717 649 

9.2 .5 6.5 .4 4.4 4.2 6.3 7.4 9.0 9.8 0.8 

Source: Selected Econormc Indicators, Royal Monetary Authonty of Bhutan, Vol. 14, No. 
1, March 2000 & Royal Monetary Authority Annual Report 2007/08, Royal Monetary 
Authority of Bhutan, Jan. 2009. 

In the year 1993, export of major industries totaled at Nu. 985.31 

million. However, in 1999 it increased to Nu. 468.98 million. Thus, exports 

of those industries increased three times over the period 1993-1999. Table-

5.12 indicates the export structure of major manufacturing industries. 

From Table-5.12 one of the interesting features of this export 

structure is that Bhutan exports most of its manufactured products to 

India. During peroid 1993-2009, share of manufacturing exports to India 
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ranged from 93 percent to 99 percent. The share of exports to third 

countries remained very low till 2009. 

Employment: The problem of unemployment in Bhutan has emerged as a 

serious issue. In such a situation, the process of industrialization can 

create ample employment opportunities especially because most of the 

industries are forest-based and agro-based. 

Table-5.12: Export Structure of Major Industries (Nu. million) 

Exports to India 
Exports to Third 

Countries 
Years Total Exports 

Total Share Total Share 

1993 752.22 750.15 0.99 7.07 0.01 

1994 827.88 816.54 0.99 11.34 0.01 

1995 1627.39 1566.88 0.96 60.51 0.04 

1996 1800.99 1771.44 0.98 29.25 0.02 

1997 1975.33 1964.15 0.99 11.18 0.01 

1998 2191.30 2162.72 0.99 28.58 0.01 

1999 2098.21 2051.44 0.98 46.77 0.02 

2000 1644.5 1578.9 0.96 65.6 0.04 

2001 1997.5 1929.4 0.96 68.1 0.04 

2002 2022.9 1986.2 0.98 36.7 0.02 

2003 1880.4 1857.7 0.99 22.7 0.01 

204 2483.7 2446.0 0.98 37.7 0.02 

2005 2317.9 2253.1 0.97 64.8 0.03 

2006 3065.7 3000.6 0.98 65.1 0.02 

2007 4916.8 4572 0.93 344.8 0.07 

2008 5747.1 5628.7 0.98 118.4 0.02 

2009 5029.3 4938.9 0.98 90.4 0.02 

Source: Selected Economzc Indzcators, Royal Monetary Authonty of Bhutan, March 
2000/Sept 2010 & Royal Monetary Authority Annual Report 2007 jOB, Royal 
Monetary Authority of Bhutan, Jan. 2009. 

In the year 1997, there were 12592 persons engaged in mining and 

manufacturing sector, 47 percent employment was provided by mineral

based industries and 20 percent by agro-based industries, 18 percent by 

forest based industries and 15 percent by other non-classifiable industries. 

Therefore, although the number of mineral based industries is the least, it 

is playing the most significant role in terms of employment. One of the 
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interesting features of employment is that the sex ratio of employees in the 

manufacturing and mining industries was 2.4 males to every one female 

worker. 

Problems of the .Manufacturing Sector: The establishment of a strong 

manufacturing sector in Bhutan was a major objective of the Five-Year 

Plans, especially since the Third Plan (1971-76). Equally important was the 

increase in the share of manufacturing sector in the Gross Domestic 

Product. However, till the Tenth Five Year Plan (2008-2013), Bhutan's 

manufacturing sector remained basically undeveloped. Various 

geographical and economic hindrances attributed to lower level of the 

development of the manufacturing sector. 

Bhutan is a landlocked country without any sea port service. 

Transport facilities are likely to be impossible. Its mountainously terrain 

geographical location rules out the possibility of railways. Construction of 

highways also involves high cost. Despite the connection of major towns by 

highways, most of the interior areas and villages are still lacking metal 

roads. The country is producing and exporting substantial amount of 

hydropower. But the irony is that most of the villages are going without 

electrification. Other services like telecommunication and air services are 

also very limited. By and large, rural infrastructure is still underdeveloped. 

Under the circumstances, transportation cost becomes very high. 

Profitability and competitiveness of the manufacturing sector become 

limited by the bottlenecks mentioned. 

Input supply is another problem for the development of the 

manufacturing sector. Inputs like machinery spares and chemicals are 

imported from India. These small and vital inputs sometimes pose serious 

problems due to the absence of proper supply network. Forest based and 

mineral based industries frequently face this type of problems. 

Labour and management problem is a major concern. Since 

indigenous labour with skill and operational efficiency is very limited, most 

of the manufacturing industries had to depend upon Indian labour. 
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Further, the domestic producers lack required expenence and 

management skills because most of the manufacturing industries are 

newly established. Thus, productivity becomes hampered and remains low. 

The falling government expenditure in the manufacturing sector may 

be treated as another bottleneck. In 1982, the Central Government 

expenditure on mining, manufacturing and construction was Nu. 8. 9 

million. In the late 1980s the same expenditure increased to Nu. 99.6 

million because a few new industries were set up. It further increased in 

1988. However, in 1998 the expenditure dramatically fell in Nu. 10.5 

million. Even in 2001, the Central Government expenditure in the mining, 

manufacturing and construction sector was only Nu. 24.2 million, the 

lowest of all the sectoral expenditures, which marginally increased to Nu. 

75.2 million in 200422. 

5.6: Interdependence between Agriculture and Industries: A 

Simultaneous Equation Model 

Agriculture is the backbone of Bhutanese economy. However, 

agricultural development, to a large extent, depends on industrialization of 

a country like Bhutan. In fact, both the agricultural and industrial sectors 

are mutually interdependent. They are interlinked with the so-called 

'forward linkage' and 'backward linkage'. 'Forward linkage' means that the 

products produced in the agricultural sector like bamboo, wood, silk etc. 

are used for industrial production. Labour is also transferred from 

agriculture to the industrial sector for the development of the latter23. On 

the contrary, 'backward linkage' implies that products of industrial sector 

such as machineries, fertilizers, pesticides etc. are used for agricultural 

development. In this section, an effort has been made to explore the 

interdependence between agriculture and industry in case of Bhutan. We 

can use statistical tools for exploring the interdependence. It is convenient 

to establish the relationship with the help of a simultaneous equation 

system. The model takes the following equations form: 
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(1) 

(2) 

where Y1= agricultural production, Y2= manufacturing production, X= 

foreign grants, Z= gross domestic savings, UI and u2 are the two stochastic 

error terms. Here Y 1 and Y 2 are endogenous variables while X and Z are 

exogenous variables. Therefore, the model is a two equation simultaneous 

system. 

Identification Identification is important because it determines the 

method of estimation to be followed among all the alternative methods 

under simultaneous equation system. There are two types of conditions of 

identification-order condition and the rank condition. Order condition is 

necessary condition, while the rank condition is sufficient condition for 

identification. The order condition is satisfied for both the equations under 

consideration. The rank condition for identification, in a two equation 

system, requires that at least one of the exogenous variables excluded from 

the first equation must have a non-zero population coefficient in the 

second equation24 • Here, equation (1) excludes Z variable and equation (2) 

excludes X variables which have non-zero coefficients in equation (2) and 

(1) respectively. Thus the rank conditions for identification are also 

satisfied by these two equations. 

Nature and Sources of Data: Data* have been collected for 20 years 

between the period 1981-2000 from the Key Indicators for Asia and the 

Pacific Countries ( 1991 and 2002 issues) published by the Asian 

Development Bank (ADB). All variables have been measured in real terms. 

Agricultural production and industrial production series are measured on 

the basis of fixed prices, specifically at 1980 factor cost. In case of foreign 

grants and savings data, the values at current market prices have been 

divided by implicit GDP deflator for converting them into real variables. 

Due to missing of data for the foreign grants variable for the year 1987 in 

the above reference, it has been collected from Selected Economic 

Indicators (Dec. 1989) published by the Royal Monetary Authority of 
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Bhutan, the Central Bank of the country. Although data are in fact time 

series data, stationarity tests have not been performed because power of 

the test is very low for 20 years data. 

Test for Simultaneity: When there Is no simultaneity in an equation 

system, the OLS estimators are consistent and efficient. But if there is 

simultaneity, OLS estimators are not consistent. In a situation of no 

simultaneity, if we apply simultaneous equation methods, the estimators 

thus obtained are consistent but not efficient25. Therefore, tests for 

simultaneity have been performed before estimating the equations. The test 

followed here is the popular Hausman's specification error test. For this 

test, Y 1 has been regressed on all exogenous variables (X and Z) to obtain 

estimated Y 1 (Y 1) and the residuals (Vt). Then Y 2 has been regressed on 

estimated Y 1 and the residuals. Since the coefficient of Vt in this regression 

is statistically significant with t- statistic 7. 757, there is simultaneity 

between Y 1 and Y 2· The results of this regression have been shown in 

Table-5.13. 

Table-5.13: Results of Hausman's Test 

Regressor Unstanderdized Standardized 
s coefficients coefficients 

B Std.Error Beta t Sig. 
Con st. -7.373 1.284 -5.740 .000 
z .720 .104 .438 6.919 .000 
Y1 1.778 1.888 .614 9.444 .000 
Vt 2.019 .260 .328 .000 

Dependent vanable Y 2 

Estimation: Both the equations in this model are exactly identified. In 

case of the exactly identified equations under simultaneous system both 

Indirect Least Square (ILS) and Two Stage Least Square (TSLS) methods 

are applicable for estimation and both methods would produce identical 

results. The estimation method followed here is the TSLS because it is easy 
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to apply. 

From these reduced form equations, we get estimated Y 1 (i.e.Y 1) and 

estimated Y2 (i.e.Y2), which are used as the regressors in the second stage of 

the TSLS. For applying the TSLS method, we first derive two reduced form 

equations from the given structural equations. The reduced form equations 

are: 

(3) 

(4) 

In the second stage, the original structural equations are estimated by 

replacing Y 1 and Y 2 by their estimated values obtained in the first stage 

regression i.e. replacing Y 1 by Y 1 and Y 2 by Y 2. The results of the TSLS have 

been shown in Table-5.14. 

Dependent Regressors Unstandardized Standardized 
variables coefficient coefficients 

B Std. Errors Beta t Sig. 

Y1 Cont. 5.33 .247 21.577 .000 
X .206 .118 .268 1.741 .100 

Y2 .253 .058 .67 4.355 .000 

Y2 Cont. -4.517 2.605 -1.734 .101 
z .864 .217 .526 3.985 .001 

Y1 1.365 .382 .471 3.571 .002 

Table-5.14: Results ofTSLS 

Discussions and Conclusion: For the first equation, the regression 

coefficient of Y 2 is positive (0.253) and statistically significant (t-statistic = 

4.355). Therefore, industrial production in Bhutan positively affects its 

agricultural production. A one Nu. increase in industrial production 

increases the agricultural production by 0.253 times more. Similarly, for 

the second equation, the regression coefficient of Y 1 ( 1.365) is also positive 

and statistically significant (t-statistic=3.517). Thus, increase m 

agricultural production raises industrial production. A one Nu. increase in 

agricultural production raises its industrial production by 1.365 times 
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more. The results show that, for the economy of Bhutan, agricultural 

development and the industrial development are mutually interdependent. 

There is both 'forward linkage' and 'backward linkage' in this economy. It is 

also interesting to notice that the coefficient of grant variable in the first 

equation is positive (.206) and significant (t-statistic=l.741) at .Ollevel. 

5.7: Service Sector 

Service sector is the core sector of an economy because the quality of 

life of people is determined by the nature of services provided by the 

govemment. It is a vast sector of an economy comprising a large number of 

varied activities. Services can broadly be divided into two broad categories

economic services and social services. Economic services include internal 

and extemal trade, tourism, transportation, communication and so on. 

Health and education are the crucial components of social services. These 

social services are fundamental inputs for generating human capital of a 

country. However, despite this utmost importance of the service sector, it 

was critically underdeveloped in Bhutan ti111960. 

Economic development of Bhutan has been substantially retarded by 

the lack of human capital. Realizing this bottleneck of development, the 

Government of Bhutan extended its service sector through the extension of 

communication, trade and tourism related activities as well as the 

promotion of education and health services over the plan period. Bhutan 

now possesses its own human capital base for running a big network of 

public services and basic social services like health and education. Quality 

of life of the Bhutanese people has improved with access to education and 

health services (e.g. medical facilities, sanitation, potable water, family 

planning programmes), as well as access to primary, secondary, higher 

secondary, tertiary and technical education. Education and health would 

be the subject matter of this section. Economic services like tourism and 
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trade would be discussed in the subsequent section as well as in chapter-

6. 

5."7.1: Education 

Bhutan's traditional education system was confined to monastery 

premises since the advent of Buddhism in the 8th century A.D. Main 

subject matter of this curricula comprised religion, culture, dance, drama, 

art, crafts, philosophy and meditation. Secular and modern education was 

completely absent in this monastic education. Bhutan's first school was 

opened in 1915 and some more school in the 1950s26. In the eve of the 

inception of Bhutan's First Five year Plan in 1961, there were only 59 

primary schools, 29 run by the government and the rest by the private 

bodies. In addition, 100 students were getting their education in India. 

Total number of students during that time was 14,540 (11,600 boys and 

2,932 girls)27. There was no secondary and tertiary education or technical 

education in Bhutan. Petty teachers were also untrained, professionally. 

No text books in national language and systematic curricula were 

available. Therefore, the quality of available primary education was very 

poor. 

Under such a situation, the government had to adopt a holistic plan 

for the development of education infrastructure from the first plan 

onwards. A number of primary schools, high hchools, higher secondary 

and public schools were established. One teacher training institute, one 

museum, one technical school and one library were also established. 

Provision was also made for translation and publication of text books. Total 

expenditure for the development of educational infrastructure in the First 

Five Year Plan (1961-66) was Nu. 9.4 million, 8.8 percent of total plan 

outlay. 

Quality, rather than quantity of education was given priority at this 

juncture. In the Second Five Year Plan (1966-71), only a few schools were 

134 



established, the reason being the shortage of trained teachers and less 

number of students in the schools due to remoteness and geographical 

constraints. At the end of the Second Plan (1966-71), there were 83 

primary schools, 15 junior high schools, 4 high schools and there were 

about 9,000 students receiving education under the guidance of about 500 

teachers. Central schools were also established. Central schools were at 

the middle of a cluster of secondary schools. 

In this early phase of planned development, hostel facilities were given to 

the students from remote areas of the country. The government provided free 

education to all students. For the public schools, the government provided food, 

bed and clothing free of cost. A hostel was run by the Bhutan Government for the 

students studying in India. Scholarships were given to some students studying 

abroad. However, educational policies of the government emphasized cutting 

down the number of scholarships as domestic educational infrastructure was 

getting developed. A lot of money was spent in all the Five Year Plans for the 

development of educational infrastructure in the country. Table-5.15 shows 

educational expenditure over the Five Year Plans: 

Table-5.15: Education Budgets under Various Plans ( Nu. million) 

Five Year Plans Period Covered Total Plan Outlay Educational Percentage of Tota 
Expenditure Plan 

First FYP (1961 .1966) 107.1 9.4 8.8 

Second FYP (1966 -1971) 202.2 35.7 17.7 

Third FYP (1971 -· 1976) 475.2 90.0 18.9 

Fourth FYP (1976- 1981) 1106.2 134.6 12.2 

Fifth FYP (1981- 1987) 4648.3 519.1 11.2 

Sixth FYP (1987 - 1992) 9559.2 778.8 8.1 

Seventh FYP (1992- 1997) 15,590.7 1,738.0 11.1 

Eight FYP (1997- 2002) 34,981.7 3,292.7 9.4 

Ninth FYP (1997- 2002) 70,000.0 10,209.4 14.5 

Tenth FYP (2008-2013) 141,692.2 33,453.5 23.6 
(draft) 

Source: Department of Educat10n, Country Report, RGOB, Feb, 2009. 
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Table-5.15 shows that the Tenth Five Year Plan (2008-2013) of Bhutan 

registered highest share in educational expenditure. This increasing 

expenditure on education accelerated the process of development of 

educational infrastructure. The result was increase in the number of 

educational institutions, growth of literacy, enrollment ratio and growing 

share of women in education. Table-5.16 shows education situation of 

Bhutan at the end of the Sixth Five Year Plan ( 1987 -92): 

Table-5.16: Educational Institutions, Pupil Enrolment and Teachers 
1990 

Schools I lnstitu tes No. of Enrolment No. of Teachers 
Schools Boys Girls Total Nat. Non- Total 

Nat 
Community Schools 46 2460 1518 3978 80 5 85 
Schools 
Primary Schools 156 29582 18469 48051 972 972 1672 
Junior Schools 21 6874 4693 11517 208 215 423 
High Schools 10 2887 1580 4467 103 136 239 
Sub-total 187 39343 24742 64035 1283 1051 2334 
Institutions 
Sherubtse Colle~e 1 300 45 345 9 23 32 
National Institute of 1 105 69 174 16 9 25 
Education 
Teacher's Training 1 40 19 59 11 5 16 
Centre 
Royal Bhutan 1 139 8 147 19 13 32 
Polytechnic 
National Teachers' 1 63 0 63 13 3 16 
Training lnst. 
Simtokha Rigney 1 595 81 676 24 2 26 
School 
Zangley Muenselling 1 20 7 27 8 0 8 
School 
Sanskrit Pathsalas 5 267 191 458 16 0 16 
Sub-total 13 1782 459 2241 137 69 206 
Total 200 43585 26719 70254 1500 1125 2625 

Source: Seventh FIVe Year Plan (1992-97), Mam Document, RGOB. 

School curricula were developed in accordance with the Indian system 

of education up to the Sixth Five Year Plan (1987-92). Since, there was no 

board of examination for class-X and class- XII during that time, students 

appeared in examination in the Indian board of examinations. Students 

throughout Bhutan sit for a Common Examination in Class VIII, set by the 

Bhutan Board of Examination. After the Common Examination in Class 
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VIII, students in Bhutan sit for the Indian Certificate of School 

Examination in Class X and then for the Indian School Certificate 

Examination in Class XII28. During the Sixth Five Year Plan (1987-92), two 

major changes in Bhutan's education policies were involvement of local 

communities in the primary education and development of Bhutan's own 

curricula keeping m mind the agrarian structure of the economy. 

Agriculture is one of the major subjects in the primary education of 

Bhutan. 

Higher education was also developed simultaneously. Within the 

Ministry of Education the Department of Adult & Higher Education (DAHE) 

formally established in 2003 in accordance with the Ninth Five-Year Plan 

(2002-2007), has the mandate to oversee all aspects of tertiary education, 

non-formal education and adult education. Bhutan's higher education 

includes various colleges, all under the Royal University of Bhutan. The 

University, the first in the Kingdom now administers colleges viz. College of 

Education, College of Science and Technology, College of Natural 

Resources, Sherubtse College, Gaedugg College of Business Studies, Royal 

Institute of Health Science, Royal Institute of Management, National 

Institute of Indigenous Medicine, Institute of Language and Cultural 

Studies and Jigme Namgyel Polytechnic. 

Foreign assistance had to play a vital role for the development of 

education infrastructure and promotion of literacy rate in the country. All 

the initiatives under the First Five Year Plan ( 1961-66) and the Second Five 

Year Plan (1966-71) of Bhutan were undertaken with the help of Indian 

aid. The Third Plan (1971-76) onwards, assistance from other bilateral and 

multilateral agencies showed growing interest for education in the country. 

There are several other donors in education: World Bank, UNICEF, WFP, 

Helvetas and Canada. The programmes are complementary in most cases. 

HelvetasjSDC closely worked with IDA/World Bank and actively promote 

donors' coordination. Most of the donors focused on the quality of 

education and concentrated in the field of teacher training. Denmark has 
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implemented various teacher training projects. Training, cultural aspects 

and indigenous knowledge received due attention in these project planning 

and implementation throughout the project and programmes29 • 

In the field of primary and vocational education, donors maintained 

close cooperation with Bhutan. In the higher education, assistance was 

extended by the donors for the development of public-private partnership. 

The Danish supported programme closely monitored further developments 

in the education and health areas of special interest to the private sector to 

promote further private sector involvement. Canadian International 

Development Agency (CIDA) invited Bhutan to submit a proposal to 

continue Canada's assistance for strengthening its education. Its first 

project ( 1992-1998) focused on strengthening Bhutan's two teacher 

training institutes, upgrading academic background of secondary school 

teachers and post-secondary lecturers, enhancing the capacity of 

curriculum and professional support services and the Bhutan Board of 

Examinations30• UNICEF concentrated on basic education, girl's education 

and non-formal education. Non-formal education programmes are 

continued into the current country programme and comprehensive 

assistance is provided through policy formulation, development of 

curriculum and materials, capacity building of instructors and 

improvement in the learning environment of such centres. While Denmark 

focussed on basic education, Switzerland on teacher training. 

Education remained one of the priority sectors even in the Ninth Plan 

(2002-07) and the Tenth Plan (2008-13). Education Targets for the Tenth 

Plan are: 

• 

• 

• 

• 

Enhance Primary Net Enrolment to near 100 percent 

Enhance Basic Net Enrolment to near 100 percent 

Enhance Enrolment of Girls in tertiary institutes to 80 girls for every 

100 boys 

Enhance literacy rates upto 80 percent . 
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The Tenth Plan capital outlay for education sector is Nu. 11,755.99 

million. 

The government views public resource expenditure on education as 

vital investment that have both immediate and long term benefits for 

individuals and the society. Education plays a crucial role in accelerating 

economic growth through creating a productive national workforce. The 

advent of a democratic form of governance in Bhutan in 2008 also 

demands a better education policy to make well-informed choices and 

participation in national and local political affairs. Moreover, the expansion 

of and improvements in the quality of education at all levels contributes to 

determine the emergence of a knowledge-based society. For these reasons, 

education sector continue to receive high priority within the Tenth Plan 

(2008-13). As per the plan objectives, special emphasis will be laid on 

sustaining universal basic education in terms of enhanced net enrolments, 

providing equal opportunity and access to education at all levels, 

improving education quality and standards, enhancement of value based 

education and promotion of national literacy. Further expansion of higher 

education, particularly technical and management education are other 

areas of significant priority for human capital formation3I. 

As a result of the importance given in education in all the subsequent 

plans over time, Bhutan has been able to set up a strong human capital 

base within the plan period starting with nothing at the 1960s. Bhutan 

Civil Service base is now well staffed with 19,848 personnel. Student

teacher ratio is 30:1, the highest in the Community Primary Schools and 

the lowest in higher studies. Table-5.17 shows the number of institutions 

and the students in 2008. 
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Table-5.17: Number of Schools and Institutions, Staff and Students, 

Bhutan, 2008. 

CPS PS LSS MSS HSS Pvt. Other NFE Daycare Total 
In st. Centres Centres 

Number of School 261 81 89 44 24 24 19 747 10 1,299 
and Inst. 
Teaching Staff 1000 799 1627 1177 754 298 814 736 26 7231 

Bhutanese 998 792 1537 982 510 189 737 736 26 6507 

Non-Bhutanese 2 7 90 195 244 1.9 77 0 0 724 

Number of Students 29702 22813 48706 32292 16155 7444 5542 13830 294 176778 

Male 15174 11516 24113 16481 8491 3752 3702 4183 143 87555 

Female 14528 11297 24593 15811 7664 3692 1840 9647 151 89223 

Student to Teacher 30 29 30 27 21 25 7 19 11 24 
Ratio 

Source: Statistical Yearbook of Bhutan 2009, National Statistics Bureau, (Note: CPS
Community Primary School, PS-Primary School, LSS-Lower Secondary School, MSS
Middle Secondary School, HSS-Higher Secondary School, Pvt-Private School, NFE-Non
Formal Education, * Other inst. includes tertiary education, vocational institutes and 
Sanskrit Pathshala etc. *Tertiary education doesn't include students studying abroad). 

Table-5.17 shows that the number of students entering into higher 

secondary level drastically decreased vis-a-vis lower secondary level. It is a 

result of the large number of dropouts in the lower and middle secondary 

level. This is a major problem in the development of education. There are 

so many other problems faced by the education sector in Bhutan. Until 

recently, the country depended heavily on expatriate teachers in education 

due to the lack of national teachers. In 1995, out of 2,400 teachers almost 

600 (25 percent) were non-Bhutanese. As a result of the teacher training 

programmes the trend is now changing. The number of non-Bhutanese 

teachers has remained stable although total number of teachers is going 

up. The admission problems in urban areas have also given a boost for the 

establishment of private schools. High number of pupils moving to another 

district poses a severe cost burden because boarding is expensive. It may 

also accelerate rural-urban migration process32. 
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5.?.2: Health and Sanitation 

Standard health of the people is an important determinant of 

productivity of labour. Health is more important determinant than 

education for the creation of active labour force and human capital in a 

particular country. Health facilities in Bhutan had been almost non

existent till the 1950s. People were dependent on traditional medicine and 

village healers. Before the inception of the First Five Year Plan ( 1961-66), 

there were only 4 hospitals, a few dispensaries and a Leper Colony with 

120 patients. Medical staff was meagre. There were only 2 doctors in two 

hospitals and all the dispensaries being under the charge of compounders. 

Under such a situation, the First Five Year Plan (1961-66) had to 

introduce modern medical services through the construction of a 

comprehensive medical base. Primary task of the First Plan was to: (i) 

establish a Directorate of Health Services for proper organization, 

administration and guidance of the department, (ii) improve working 

condition of existing hospitals and dispensaries and to open two more 

dispensaries, (iii) start one mobile dispensary and (iv) initiate measures to 

control and eradicate communicable diseases such as small-pox, malaria, 

tuberculosis, leprosy, goitre and helminthiasis33. All the measures for 

Bhutan's present health infrastructure were introduced in the First Plan 

( 1961-66). In the Second Plan ( 1966-71), existing institutions were 

strengthened with more medical personnel and beter equipments. At the 

end of the Second Five Year Plan (1966-71), there were 16 doctors, 53 

compounders, 34 nurses and 20 vaccinators. 

Bhutan's health infrastructure comprises a network which starts with 

Basic Health Units (BHUs), Peripheral Health Post (dispensaries) and 

progresses to district, regional and national referral hospitals. Over the 

Third Plan and Fourth Plan period, a number of Basic Health Units (BHUs) 

was established. Number of doctors, nurses, technicians has increased. 

During the early Fifth Plan period ( 1981-87), basic health structure of 

Bhutan consisted of primary health coverage through 42 Basic Health 
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Units, 40 dispensaries, 13 district hospitals and 3 referral hospitals. There 

was one hospital bed for every 2000 population. Rural piped water supply 

schemes were started in the Third Plan (1971-76) and till the end of the 

Fourth Plan (1976-81), 250 schemes were completed which have had a 

significant effect in controlling water borne disease in these areas34 • 

Under the Sixth Five Year Plan (1987-92), Bhutan's health sector had 

undergone major changes. A major shift has occurred since 1979 from the 

purely curative to preventive and promotive aspects of health services, from 

urban to the rural population and from mass campaigns to a system of 

integrated health services. Emphasis has been put on eliminating 

disparities and augmenting health services for the under privileged and in 

the underserved areas of the country35. During that time, the Health 

Department ran three training institutions: (i) Health School at Thimphu, 

to provide courses in mid-level manpower training and diploma course in 

general nursing, (ii) National Institute for Family Health at Gaylegphug, to 

provide reorientation courses to all types of health workers and to other 

related departmental staff and (iii) an Indigenous Training Centre where 

indigenous physicians and pharmacists are given training. Immunization 

services had been undertaken to achieve universal coverage by the year 

1990. 

Since then, a few hospitals and some Basic Health Units (BHUs) have 

been constructed up to the Tenth Five Year Plan (2008-2013). As of 2008, 

there were 31 hospitals and 178 BHUs spread over 205 Gewogs providing 

primary health care services. Besides the allopathic system, there exists a 

well established network of Indigenous Medical Facilities under the 

Institute of Traditional Medical Services that has basically three functions

medical services for out patients, collection and manufacturing of 

indigenous medicines and research and training of the Physicians 

(Drungtso) and Compounders (Menpas). Table-5.18 shows recent health 

infrastructure of Bhutan: 
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Table-5.18: Current Health Facilities in Bhutan 

Institutions 2004 2005 2006 2007 2008 
Number of hospitals 29 29 29 29 30 

Number of basic health units 176 176 176 178 178 

Number of dispensaries/ outreach clinic 476 485 514 519 519 

Number of indigenous hospitals 1 1 1 1 1 

Number of indigenous dispensaries 21 21 21 26 35 

Persons per doctor* 5227 4379 4312 4197 3924 

Number of hospital beds** 1113 1078 1133 1159 1159 

Persons per hospital bed** 676 589 570.9 568 568 

Doctors per 10,000 persons 1.9 2.3 2.3 2.4 2.5 

Hospital bed per 10,000 persons** 15 17 17.5 17.6 17.6 

Population covered by health care (%) 90 90 90 90 90 

Population access to safe drinking water(%) n.a 84 81.4 82.3 83.2 

Women attended by trained personne 
during child birth(%) 53.6 52.3 57.1 53.6 66.3 

Doctors 135 145 150 154 171 

DHOs/ ADHOs 23 22 22 37 38 

Health Workers(HA/BHW /PMW)* 201 171 229 232 425 

Basic Health Workers 171 210 173 173 n.a 

Sister and Nurses I B.Sc Nurses** 522 538 587 559 567 

General Nurse Midwife/Staff Nurses (GNM) 183 202 200 255 n.a 

Auxiliary Nurse Midwife (ANM) 140 134 134 123 n.a 

Assistant Nurses 175 174 174 176 99 

Other Technicians 368 438 420 510 552 

Indigenous Physicians 31 30 30 38 n.a 

Indigenous Compounders/Menpas 26 36 42 43 54 

Malaria Workers 47 48 48 48 48 

Village Health Workers (VHW) 1,201 1,200 1,087 1,200 1,200 

Source: Statistical Yearbook of Bhutan 2009, NSB, RGOB. 

Table-5.18 shows that the number of persons per doctor has decreased 

from 5227 to 3924 during 2004-2008. Similarly, hospital beds per 
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10,000 persons increased from15 to 17.6, while the number of 

dispensaries increased from 4 76 to 519 during the same period. 

Sanitation facilities have been developed by considerable extent. 

Currently, around 75 percent of rural residents have access to safe 

drinking water sources reflecting a sharp reduction in the rural-urban gap 

in terms of their access. This has been possible due to the effective 

implementation of Rural Water Supply Schemes all around the country. 

The proportion of population with access to safe drinking water increased 

to 84.2 percent in 2005 with improvements particularly noticeable in rural 

areas. The proportion of population with access to toilet facilities was 89.2 

percent in 2005 as compared to 88 percent in 2000. In rural areas, 

sanitary latrines were also available to 86.6 percent of rural population. 

Goal-7 (Target 10) of the Millennium Development Goals (MDGs) of Bhutan 

'Halve between 1990 and 2015, the proportion of people without 

sustainable access to safe drinking water and sanitation' was achieved by 

the year 200736. 

Due to increase m the number of health institutions, qualitative 

upgradation of health infrastructure as well as the number of health 

personnel, quality of life of the people have considerably improved over the 

plan period. Life expectancy has increased to 66 years from 46 years in the 

seventies. Both infant mortality rate and maternal mortality rate have 

decreased. Between the period 1990 and 2007, mortality of under-five 

children has reduced by about half. Under-five mortality rate was 

estimated at 61.5 per 1,000 live births in 2007. A major factor responsible 

for the sharp declines in child mortality has been attributed to the 

expanded programme of immunization. Bhutan is well on track to achieve 

the MDG target of reducing maternal mortality to below 140 per 100,000 

live births by 2015. From as high as 720 cases per 100,000 population 

in1990, TB incidence has reduced to 127 cases per 100,000 population in 

2007. In 2007, there were 874 cases in total as compared to 4,232 cases in 

1990. 
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Because there is a close link between increased coverage of safe 

drinking water and sanitation and the decreased incidence of infectious 

diseases such as diahhorea, typhoid and cholera, these cases have 

decreased dramatically due to improved sanitation facilities. The 

proportion of population with access to safe drinking water increased to 

84.2 percent in 2005 with improvements particularly in rural areas. 

Currently, around 75 percent of the country's rural residents have access 

to safe drinking water reflecting a sharp reduction in the rural-urban gap 

in terms of their access. Despite these achievements in the health 

indicators, Bhutan's present health infrastructure is far below the order of 

the need. There are miles to go for an all accessible health sector in the 

country. 

5.8: Tourism Development 

Tourism industry has become a significant field of activity all over the 

world. The developed countries were the pioneers for encouraging tourism 

development due to their strong economic and natural resource base. For 

the time being, the developing countries have also developed this industry 

and now it is a major source of revenue, foreign exchange and employment 

opportunities. The countries differ regarding their tourism infrastructure 

and tourist products. Bhutan, a land-locked small country located in the 

Eastern Himalayas, possesses huge potentialities for tourism development. 

Its dense forests, mountainous beauty, traditional cultural value systems 

all are attractive to the foreign tourists. However, tourism industry in 

Bhutan was opened as late as in 197 4. Since then, its tourism industry is 

playing a vibrant role in the earning of revenue, foreign exchange and 

employment opportunities. In 2005, Bhutan's tourism industry earned 

18.5 million US dollars from 13,643 tourists. Since unemployment 1s a 

newly emerging issue in Bhutan, it can be tackled through the 

development of tourism industry. Bhutan's tourism industry was initially 

government controlled, but it was privatized in 1991. Even though a 
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significant source of revenue, tourism development poses some serious 

problems in the sustainability of development process. So, Bhutan 

approached very cautiously in the matters of tourism development. 

Major Tourist Attractions in Bhutan 

Bhutan's mountainous sceneries, pristine environment, religious

cultural value system, secular and religious music, dances, festivals, 

historic monuments, traditional arts, crafts and huge botanical-zoological 

resources are the most important tourist attractions. National Day 

commemorates the establishment of hereditary monarchy on 17 December 

1907 by the first king Ugyen Wangchuk. However, the existing King's Birth 

Day and His Coronation Day are the most important secular festivals, 

which are celebrated through parades and dances by the school children. 

Most important religious festival is Tshechu, a festival in honour of Guru 

Rinpoche for his great deeds37. It is to be noted that tourists are permitted 

inside the courtyards of the Dzongs (fortresses) exclusively during the 

festivals. Some festivals are celebrated as 'New Year' at different times and 

places. These are halfway between religious and secular festivals. 

Bhutanese arts and paintings are unique concerned with interpretation of 

Buddhist values and beliefs. Bhutanese craftsmen excel in their images on 

metals, deities, bells, swords, pillars, Jewelleries and so on. Original 

paintings of Bhutan since the beginning of the 16 th century have been 

preserved in the temple Tanshing in Bamthang. Other historical interests 

include Bhutan's National Library in Thinphu, National Textile Museum, 

Folk Heritage Museum and Simtokha Dzong. 

Adventure tourism like river-rafting, mountain-biking, rock climbing 

are common tourism practices in Bhutan. The most important adventure 

tourism in Bhutan is trekking. There are thirteen tourist treks in Bhutan 

some of which involve long journeys. Thus, trekking adventure in Bhutan 

is a real adventure. 
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Rare 770 species of birds are observed in Bhutan. Fishing (Catch and 

release system due to prohibition) is becoming favourite tourist activity. 

Forests cover more than 72.5 percent of its total land area. 165 species of 

animals as well as over 300 species of medicinal plants make Bhutan 

potentially important tourist destination. Jigme Dorji National Park, Black 

Mountain National Park and Royal Manas National Parks are other tourist 

destinations. Eco-tourism is becoming viable and popular with these 

biological resources combined with involvement of the local people. Very 

recently, the Black-Necked Crane Festivals for the protection of black

necked cranes (were being killed by the farmers) are being organized by the 

Royal Society for the Protection of Nature (RSPN), an NG038. 

Tourism Development Under the Five Year Plans of Bhutan 

In the initial stage of tourism development, tourism industry in 

Bhutan was under the Ministry of Finance. It was reorganized in 1980 as 

the Tourism Commercial Organization under the Ministry of 

Communications and Tourism. It was further reorganized by forming 

Bhutan Tourism Corporation in 1983 under the Ministry of Trade and 

Industry. However, tourism industry was privatized in October 1991 in 

conformity with the greater development plans of Bhutan. Since then, the 

Tourism Authority of Bhutan (TAB), a regulatory division of the Ministry of 

Trade and Industry, oversees the tourism activities. 

Thus, in the initial stage, the government owned entire tourism 

infrastructure. The government invested Nu. 15.2 million for the 

development of tourism facilities including Nu. 12.2 million in hotel 

infrastructure. In the Ninth Five-Year Plan (2002-2007), total expenditure 

in the tourism sector was Nu. 183.672 million. Out of this total 

expenditure, Nu. 58.163 million is recurring expenditure while Nu. 

125.509 is capital expenditure39. Foreign aid has often been used for the 

development of tourism industry. In July 1997, a training project for the 

tour operators with an estimated cost of Nu. 24.5 million was proposed to 
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be set up. The Austrian Government agreed to advance required external 

aid of Nu. 17.5 million for the same project40 and planned to establish a 

hotel-cum-tourism management institute by 2008. With the ongoing 

globalization process, Bhutan is welcoming Foreign Direct Investment (FDI) 

for tourism development, especially the development of hotel 

infrastructure. In 2004, tourism sector was boosted up because of the 

opening up of a luxury hotel with the help of FDI41 . Other high-end 

projects financed by FDI are also underway. 

There have been some major policy changes for the tourism 

development in the Ninth Plan of Bhutan (2002-2007). Major policy 

changes in this plan include: 

• Promoting and maintaining Bhutan as a high quality tourist destination 

• Generating tourism related employment opportunities, especially for the 

rural people 

• Developing innovative tourist products in order to meet the interests of 

the visitors 

• Reduction of seasonality of tourist arrivals 

• Enhancement of knowledge of the tourist guides regarding local history 

and culture 

• Preservation of historical sites, domestic environment and culture and 

• Promoting the quality of hospitality services 

It has been mentioned that development philosophy is guided by 

'Gross National Happiness', its tourism policy is reflective of this larger 

development philosophy42. With all these views and learning from the 

mistakes commited by other developing countries, the government has 

followed a sustainable tourism policy, which should be environment 

friendly, socio-culturally desirable and economically viable. 

Since the beginning, therefore, the RGOB has followed a restricted 

tourism policy with a quota of 200 tourists per year. Later on, it was raised 
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to 4000 per year. However, at present there is no upper limit. Rather, 

tourist arrivals are restricted indirectly through the pricing policies43. 

Bhutan is following the policy of 'high value low volume' tourism policy for 

minimizing the adverse effects. At the beginning, the cost was set at US $ 

130 per day per person. It has been subsequently raised to US $ 165 per 

day and further to US$ 200 per day per person. 10 percent of this revenue 

goes to the external foreign travel agent, 35 percent to the government as 

royalty and the rest to one of the 33 private tour operators. The wealthy 

tourists tolerate these high costs because part of it goes to meet the 

benevolent social activities of the government such as provision of free 

education and medical services and taking a good deal of care of its 

people44. 

Tourists Pattern in Bhutan 

The beginning of tourism industry in Bhutan is of recent origin. For 

the first time, tourists arrived in 197 4 during the coronation of the King 

Jigme Singye Wangchuck45. However, there arrived a mere 287 tourists by 

that year. This least number of tourist arrival is significant for the fact that 

it signaled the breaking of long isolation of the country and the 

development of a viable tourism industry. Since then, there has been a 20 

percent average increase in the number of tourist arrival. During the 

period 1995-2003, an average of 5,000 tourists visited Bhutan annually. 

The government expects the tourists to bring not only considerable money 

but also to come with experience and respect for Bhutan's divine culture 

and pristine environment. 

Tourist arrival in Bhutan has increased steadily since 1990. In 2000, 

tourist arrival increased to 7,559. This increase was due to the emergence 

of Bhutan as a quality destination and additional licensing for the tour 

operators46. The increase in the number of tourists over the period 2000-

2009 as well as the seasonal fluctuations of tourists arrivals within the 

years have been shown in Table-5.19. 
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Table-5.19: Number of Tourist Arrivals Between 2000-2009. 

Period Jan Feb Mar Apr May Jun Jub Au!l Sep Oct Nov Dec Total 
e 

2000 65 223 106J 995 415 187 162 307 683 224/ 996 213 755S 
2001 185 355 553 163~ 276 146 129 252 868 130E 517 172 6392 
2002 55 269 862 683 296 79 114 213 747 113/ 643 151 524S 
2003 192 98 654 121." 397 176 112 198 612 145E 862 289 6261 
2004 89 358 831 130L 448 313 276 476 124 2262 119 445 9249 

8 8 
2005 334 631 216E 147.:1 700 315 274 576 168 341~ 144 613 136~ 

3 6 
2006 412 532 138 334.::1 999 422 454 896 218 377~ 208 854 173.:1 

7 4 2 
2007 441 814 253S 266E 104 580 588 113 295 451~ 273 109 2109 

5 3 2 3 1 4 
2008 532 131 351~ 3173 186 869 108 138 242 616~ 412 119 2763 

1 2 5 6 8 6 0 6 
2009 667 811 218.:1 4263 174 764 858 122 302 432E 260 101 2348 

3 0 0 7 7 0 
Source: Department of Tounsm, (Adapted from Selected Economzc Indzcators, Sept. 20031 
Sept. 2010, Royal Monetary Authority of Bhutan). 

Table-5.19 shows that there is substantial seasonal variation in Tourist 

arrivals. Tourist visit increases only in the peak seasons of six months 

consisting of March, April, May and September, October and November. 

Over the rest of the year, the tourist arrivals sharply fell due either to 

extreme cold or heavy rain. 

Developed countries of the world are basically source markets for 

Bhutan tourism. As the country is becoming well acquainted with the 

developed countries, their interest in Bhutan is also increasing, leading to 

an increase in tourist arrivals from those countries. Table-5.20 shows the 

pattern of change in the origin of tourists from selected developed 

countries between the period 1996-2003. 

From Table-5.20, it is clear that USA, Japan, Germany, U.K. and Italy 

are the six most important markets for Bhutan tourism. It also shows that 

the USA and the U.K. have increasing trends in the number of people 

visiting Bhutan while Japan and Germany register a decreasing trend. 
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Table-5.20: Number of Tourist Arrivals in Bhutan by Nationality, 

1996-2003 

Change 

Nationality 1996 1997 1998 1999 2000 2001 2002 2003 2002/03 
(%) 

United States 963 910 1471 2122 2754 2149 1913 1806 5.6 

Japan 1211 1173 1032 1102 875 1038 892 952 6.7 

Germany 722 533 520 574 662 414 346 496 43.4 

U.K. 358 642 686 646 595 681 519 605 16.6 

France 331 229 366 236 399 287 192 288 50.0 

Netherlands 131 234 370 362 359 180 197 179 9.1 

Canada 57 89 82 149 194 197 166 121 27.1 

Australia 71 121 64 131 179 138 214 165 22.9 

Taipei, China 32 83 135 179 175 44 40 90 125.0 

Italy 242 186 218 276 I 156 192 177 331 87.0 

Spain 49 33 109 118 141 73 68 77 13.2 

Switzerland 161 186 170 296 137 170 164 177 7.9 

Austria 156 156 270 197 131 128 92 152 65.2 

Belgium 77 75 95 107 95 76 22 I 104 372.7 

Thailand 181 140 19 71 92 
I 

36 46 ! 66 43.5 

Others 396 573 596 592 615 590 546 658 20.5 

Total 5138 5363 6203 7158 7559 6393 5599 6267 12.0 

Source: Asian Development Bank, Techmcal Asszstance for the South Aszan Sub

regional Economic Cooperation:Tourism Development Plan, November 2003. 

The average length of stay for the tourists in Bhutan is very short. In 

2000, it was 8.13 days. However, the length of stay varies based on the 

nature of tourist activities. For example, trekkers on average stay 7.4 days 

while cultural tourists averaged 8.3 days47. The highest length was 

achieved in case of some special tours such as bird watching and religious 

studies. Repeated visits are very rare in Bhutan. 
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Impact of Tourism on Economy 

Bhutan's tourism industry is making a good contribution to the 

generation of revenue, earning of foreign exchange and provision of 

employment opportunities. Today, tourism industry is the sixth largest 

producer of revenue and third largest foreign exchange earner of the 

country. Bhutan's tourism industry earned US $ 7.98 million in 2002. 

During the period 1995-2002, average earnings from tourism grew at 5.1 

percent annually. Yet, despite the significant contribution that tourism 

industry is making in revenue generation, tourism earnings are growing at 

a slower rate vis-a-vis its overall economic growth of 8 percent per annum. 

In 2002, average earning per tourist was 1,425 dollar. Currently, tourist 

earnings have considerably increased and reached the level $ 38.8 million 

in 2008. Table- 5.21 gives a clear picture of changes in the tourist earnings 

over the period 2000-2009. 

Tourism is a major source of foreign exchange earning essential for 

ever growing imports. In the early phase of development, demand for 

foreign exchange was low. However, with the ongoing economic 

diversification and social uplift, the number of development projects 

increased substantially. It is to be noted that since the current account 

deficit of Bhutan is met with acceptance of foreign aid, balance of payment 

has been favourable to the country. However, the major goal of Bhutan's 

planned development process is to achieve self reliance by taking least 

possible foreign aid48 • Under the circumstances, increased foreign 

exchange from tourism is a good complement to the growth of exports. 

Table-5.21 shows that there is substantial fluctuation of tourist 

earnings. It increases rapidly during high season, while falls sharply 

during slack season. Tourism accounts for about 5 percent of Bhutan's 

national revenue and 15 to 20 percent of its total exports. 
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Table-5.21: Bhutan's Tourist Revenue During 2000-2009 (US$ 

million) 

Period 2000 2001 2002 2003 2004 2005 2006 2007 2008 

January 0.1 0.2 0.1 0.2 0.1 0.2 0.4 0.5 0.6 

February 0.2 0.4 0.2 0.1 0.4 0.6 0.5 1.0 1.5 

March 1.3 0.8 1.1 0.8 1.1 2.9 2.0 3.7 5.1 

April 1.4 2.3 1.1 1.8 2.0 2.2 4.7 4.1 4.4 

May 0.6 0.4 0.4 0.5 0.6 0.9 1.4 1.4 2.4 

June 0.2 0.1 0.1 0.2 0.3 0.4 0.4 0.7 1.1 

July 0.2 0.1 0.1 0.1 0.3 0.3 0.5 0.5 1.0 

August 0.3 0.2 0.2 0.2 0.4 0.6 0.8 1.0 1.4 

September 1.0 1.5 1.2 0.9 1.9 2.3 3.3 4.3 4.1 

October 3.7 2.1 2.4 2.2 3.6 5.6 6.1 7.3 9.8 

November 1.5 0.8 0.9 1.1 1.5 1.9 2.9 4.0 6.0 

December 0.2 0.2 0.1 0.3 0.5 0.6 0.8 1.4 1.5 

Total 10.5 9.2 8.0 8.3 12.5 18.5 23.9 29.9 38.8 

2009 

0.7 

0.9 

3.0 

5.8 

2.1 

0.9 

0.8 

1.3 

4.7 

6.7 

3.5 

1.2 

31.9 

Source: Department of Tounsm, (Adapted from Selected Economzc Indzcators Sept. 

2003/Sept. 2010, Royal Monetary Authority of Bhutan). 

The problem of unemployment in Bhutan is an emerging issue. The 

educated Bhutanese are opting for white-collar jobs and tending to migrate 

to urban areas. Bhutan's tourism industry is offering direct, indirect as 

well as induced employment opportunities which would obviously mitigate 

the unemployment problems. Tour operators and tourist guides are getting 

direct employment in the tourism industry. For a long time, licenses were 

limited to 33 tour operators. However, by 200 1, 89 tour operators had been 

registered. In September 2001, there were 224 cultural guides and 87 

trekking guides. While some guides are permanently employed by the tour 
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operators, others are employed on a temporary basis. Hotel staff and 

transport operators are availing indirect employment opportunities. 

A total of 32 hotels and guest houses were approved for tourists' 

accommodation within 1996. By 2001, the number increased to 57 with 

1013 rooms at different places of Bhutan. These hotels are employing 1000 

staff. In case of transportation, Druk Air, the only air service of Bhutan is 

playing a significant role. When the service was established in 1982, there 

were only 20 persons employed. However, the total employment figure 

increased to 200 by 2002. Induced employment opportunities are most 

significant for the people. Derived demand for the craftmen's products for 

meeting the tourist requirements as well as the demand originated from 

the development of tourism infrastructure are the key elements of induced 

employment. 

Since decentralization and people's participation in the development 

process was the long charished contexts of development in Bhutan49, it 

was reflected in the tourism industry through promotion of rural and 

culture based tourism. Local peoples involve in these tourism activities 

and earning income. It will also blockade the trends of rural urban 

migration. 

Problems: The Questions of Sustainability 

The problems of tourism industry in Bhutan are two fold- structural 

problems which include lack of tourist infrastructure, limited 

diversification of tourist products, seasonality of tour activities, regional 

imbalance etc. and the spatial problems such as the sustainability of 

tourism development. Tourist infrastructure is limited to few hotels tour 
' 

operators and tourist guides. The nature of ownership of private tourist 

activities is highly skewed. Out of 89 tour-operators, six were reported to 

have handled 80 percent of tourist arrivals in 1993. However, because 

small tour operators are becoming operational, the inequality is 

decreasing. In 2000, top six tour operators handled 60 percent of foreign 
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tourists. Most of the tourist guides are Thimphu-based and rural 

involvement is still very low. In order to avoid the inequality of involvement 

of rural and urban people in the tourism industry, the government is 

emphasizing alternative tourism activities like cultural tourism, ecotourism 

etc. Inter-regional inequality is another problem. Most tourist activities are 

concentrated in Thimphu and Paro. Haa and Gasa have low level of tourist 

activity while Zhemgang and Lhuetse have no tourist activities at all. 

However, these regions have huge potentialities such as trekking, bird 

watching, medical tours, adventure tourism as well as cultural tourist 

activities. 

The problem of seasonality is imposed by the geographical and 

climatic nature of the country. March-April and October-November are the 

periods of high tourism activity. Tourism activities in monsoon and winter 

is limited by heavy rain and extreme cold. The seasonal nature of tourism 

leads to unequal arrivals of visitors over the year. It also imposes heavy 

pressure on the limited tourist infrastructure during the peak seasons. 

Revenue earned from tourism also fluctuates substantially. The average 

length of stay is also very short. Although price subsidies are offered for 

the slack season tourists, alternative tourism development strategies are 

drawing special attention. 

Product diversification in tourism is insufficient for Bhutan. Tourism 

in Bhutan has so far been mostly limited to cultural tourists, sightseers 

and trekkers. In 1999, out of a total of 7,158 tourists, 6,328 were cultural 

tourists and 830 sightseersso. However, other forms of tourism such as 

ecotourism, adventure tourism, health tourism and domestic tourism have 

good prospects. The Tourism Authority of Bhutan is giving most priority to 

the quality of tourist products by promoting tourist infrastructure, cleaning 

of tour treks, providing training to the tourist guides and improving 

hospitality services. 

The Department of Tourism lacks both manpower and finance for 

managing the tourism industry effectively. Due to rising competition 
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among tour operators, some are giving rebates to foreign tourists. Breaking 

of this pricing integrity is contradictory to the Royal Government's 'High 

value-Low volume' tourism policy. It is significant to note that collection of 

data and intensive research is essential for the sound tourism policies and 

correct decision-making. 

Sustainability of tourism is a key element of tourism development. 

Nepal's tourism industry was given importance from early 1960s. Over a 

long period of time it has adversely affected the environmental and socio

cultural balance of the country. De-forestation due to wood harvest for 

supplying fuelwood to the tourists affected Nepal's landscape. Use of 

plastic, tin and other non-degradable materials turned some popular treks 

into 'garbage trails'. Indian tourism industry is also accused of degrading 

its natural environment. Overcrowding, congestion, environmental 

pollution emerged where full-fledged tourist centres are set up. 

Environmental injury is observed in Garwal Himalayas where ecological 

balance was long preserved51. 

Aware of such posibilities of environmental degradation, Bhutan's 

tourism industry has remained strictly controlled from the very beginning. 

Thus, so far it has produced minimum adverse effects. The Fifth Five Year 

Plan ( 1982-87) document of Bhutan pointed out that tourism has not 

created in Bhutan the cultural and environmental problems like many 

other tourism oriented countries52. However recently, tourism related 

environmental and cultural problems like destruction of vegetation, 

creation of garbage trails etc. have been noticed in some tourist places even 

though these have not yet reached critical level because 72.5 percent of 

Bhutan's land is still covered with forest. 

5. 9: Conclusion 

Prolonged discussion m this chapter reveals that different sectors of 

Bhutan's economy achieved substantial diversification during its plan period. 

Agriculture sector achieved dynamism through production of value added crops, 
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commercialization and mechanization of agriculture, particularly in case of 

horticulture. Foreign financial and technical assistance have played a significant 

positive role for this achievement. Industrial sector underwent major changes 

dominated by hydro-electricity. However, other subsectors of industrial sector 

progressed marginally. Indian assistance is notable for expansion of Bhutan's 

hydro-electricity base. Service sector has diversified the most. Bhutan's 

traditional education system was replaced by modern system of education. As a 

result, literacy rate has gradually increased and recently, a strong civil service 

base is in operation. Regarding health sector, development of health care and 

sanitation facilities eased Bhutan to achieve its millennium development goals. 

However, the country needs more health care institutions as well as trained 

personnel to meet growing needs of the day. Various multilateral agencies 

assisted the government to achieve these social sector goals. Tourism services 

expanded in terms of tour destinations and hospitality services. This sector has 

emerged as major source of government revenue and hard currencies. 

Sustainability of development remained a central theme of this sectoral 

diversification. 
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6.1: Introduction 

The economy of Bhutan is regarded as a closed economy and 

characterized by extreme isolationism from the rest of the world. A careful 

probe into the history of the country however shows that the country did 

have trade relations with neibouring countries like India (Bengal & Assam) 

and Tibet even in the medieval period. However, there is no denying the 

fact that foreign trade of Bhutan was constrained by some genuinely 

prohibitive factors viz. landlockness of the country, prevailing barter 

economic system, existence of self-sufficient communities producing petty 

marketable surplus as well as its non-colonial regime. Bhutan's foreign 

trade was traditionally confined to a few basic essential commodities like 

salt, soda, kerosene, tea etc. and was not governed by laws of the 

comparative advantage. However, this trade helped economic development 

of the country from various aspects of development. This pattern of trade 

continued up to late 1950s. All this has been discussed in chapter-2 of this 

dissertation. 

It was only after the introduction of its planned development regime 

m 1961 that Bhutan's foreign trade gradually diversified both in terms of 

commodities as well as trading partners. Even at the beginning of its 

planned economic development, Bhutan exported a few primary products 

to its southern neighbours, the northern trade being closed for the Chinese 

occupation of Tibet in 1958. Trade diversification in terms of trading 

partners commenced after its membership of United Nations in1971, while 

the diversification in terms of commodities began with industrialization 

since the late 1970s. Bhutan now exports substantial manufacturing 

products viz. electricity, cement, copper products, ferro-alloys, coins, 

stamps, discs, tapes, smart card and media along with value added agro

based products like wood, horticultural products, herbal products etc. 

Major import items of present day Bhutan are machinery and equipments, 
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petroleum products, base metals and raw materials required for feeding 

the ongoing and newly commissioned development projects. Bhutan's 

imports always exceeded its exports leading to adverse balance of trade. 

However, receipt of foreign aid more than off-set the negative trade 

balance, the balance of payment being always favourable to Bhutan. 

Virtually, the closed economy of Bhutan has completely transformed into a 

classical case of small open economy characterized by high degree of 

dependence on foreign trade. 

Measures have been implemented over the Five Year Plans for the 

promotion of its exports resulting in rapid growth. The export to GDP ratio 

has grown from about 17 percent in the 1980s to 30.2 percent in the 

1990s. Import to GDP ratio, on the other hand, decreased from 42.5 

percent of GDP in the 1980s to 40.8 percent of GDP in the 1990s. It 

indicates that the country is achieving self-reliance, the long cherished goal 

of Bhutan's development philosophy. India still remains the major trading 

partner of Bhutan even though share of Bhutan's trade with other 

countries is gradually increasing. In 2007, share of Bhutan's exports and 

imports to its total exports and imports with India were 81.6 percent and 

79.4 percent respectively. At present, the other important trading partners 

for Bhutan are Bangladesh, Nepal, Japan, Singapore, Hong Kong, Thiland, 

China and Korea. 

Bhutan's foreign trade has been substantially liberalized. Trade 

openness index as measured by trade to GDP ratio during the period 2004-

2008 was around 101 percent of GDP, reflecting high degree of trade 

openness. Various trade policies were introduced and initiatives 

undertaken under the planned economic development for the promotion of 

its foreign trade. The Indo-Bhutan trade agreement in 1972, Indo-Bhutan 

free trade agreement in 1995, Bhutan's membership of SAARC in 1985, 

ratification of SAPTA in 1995 and SAFTA in 2006 all are the effective 

measures for promoting trade within the South Asian region. Bhutan has 

comparative advantage in certain areas such as hydropower, tourism and 
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herb-based pharmaceuticals. However, utilization of these resources has 

been constrained by the lack of required physical capital, appropriate 

technology, shortage of necessary human capital and existence of a small 

domestic market. Bhutan is on the way of forming a stronger regional 

economic cooperation for eliminating these impediments and utilize the 

resources of its comparative advantage. For farther liberalization of 

Bhutan's foreign trade profile, Bhutan's accession to WTO is at an 

advanced stage. However, growing liberalization of Bhutan's trade with rest 

of the world may have serious consequences on its sustainable 

development, the principal motive of national development in Bhutan. 

Therefore, Bhutan has to thoroughly consider pros and cons of trade 

liberalization before its accession to WTO. 

6.2: Bhutan's Trade Polley Initiatives 

Bhutan's narrow trade portfolio underwent gradual change during the 

planned development regime. For historical reasons, India has been and 

still remains the major trading partner of Bhutan. Immediately after the 

Indian independence in 1947, Indo-Bhutan treaty for bilateral cooperation 

was signed in 1949. Article-2 of this treaty states that 'The government of 

India undertakes to exercise no interference in the internal administration 

of Bhutan. On its part the Government of Bhutan agrees to be guided by 

the advice of the Government of India in regard to its external relations'. 

This treaty provided the basic framework for Indo-Bhutan trade relations. 

After the closure of Bhutan's trade with Tibet due to Chinese incursion, 

Bhutan's trade with India assumed paramount significance. Another free 

trade agreement between India and Bhutan was signed in 1972 and was 

latter revised a few times. Gradually, Bhutan extended its trade relations 

with other South Asian countries as well as the rest of the world through 

the modifications of basic Indo-Bhutan trade agreements. 

The government of Bhutan has made efforts to diversify the country's 

foreign trade both in terms of commodities as well as trading partners. 
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Export promotion has been a primary goal of every Five Year Plan. 

Bhutan's foreign trade was handled by the State Trading Corporation of 

Bhutan (STC), a purely public sector agency1. However, since the Sixth 

Five Year Plan (1987-1992), privatization of foreign trade emerged as an 

important element of its foreign trade policies. Though trade was liberal, 

some sort of quantitative restrictions were imposed on certain 

commodities. These quantitative restrictions were converted to tariff 

restrictions for raising the state revenue. Later on, these restrictions were 

liberalized, and in some cases phased out, due to free trade agreements 

signed at the bilateral, regional and even multilateral levels. Trade 

promotion was achieved through the establishment and enhancement of 

overall trading environment of the country. Due to the absence of rail route 

and sea port facilities, dry ports were established as an alternative to trade 

facilitation. Legal frameworks were also constructed for the promotion of 

free and fair trade practices. 

Development of basic infrastructure for promotion of trade was a 

major policy agenda of Bhutan's foreign trade policies. Establishment of a 

sustained institutional base resulted in long term trade promotion of the 

country. Trade Promotion Division and Trade Information Centres were 

established during the Fifth Plan (1982-1987). Main functions of the Trade 

Information Centre are collection of trade statistics and dissemination of 

general trade information to the exporters and importers. Major 

programmes of the Sixth Five Year Plan (1987-1992) were computerization 

of trade information and trade licensing systems, manpower development 

programmes, strengthening of Trade Promotion Division and Trade 

Information Centre as well as safety to the domestic consumers2. Efforts 

were made for the provision of efficient services by these institutions both 

to the public sectors and private traders. Under the Seventh Plan ( 1992-

1997), trade was farther liberalized through the relaxation of licensing 

procedure and assignment of greater role to market mechanism. Trade 

Development Board was set up during the Seventh Plan period for the 

simplification of rules, regulations and procedures related to imports and 
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exports. Export trade was decentralized and 90 export licenses were issued 

to the private sector individuals. 

The existing trade and transit agreement between Bhutan and India 

was renewed in February, 1995 for a period of ten years and additional 

road and rail routes were incorporated for trading with Nepal and 

Bangladesh. Major strategies of the Eighth Plan (1997-2002) include 

training courses and workshops for the private sectors, documentation 

procedures, business negotiations and promotion of capacities under the 

changing world environment. The Ninth Five Year Plan (2002-2007) 

followed the policy of strengthening institutional capacity and professional 

efficiency of the foreign traders, upgradation of information and data-base 

system as well as achievement of a competitive environment. Under the 

Tenth Plan (2008-2013), various legal strategies were introduced aiming at 

policy stability and better predictability. The Tenth Plan (2008-2013) 

undertook more comprehensive activities viz. development of industrial 

parks, dry ports, trade centres, trade networking, trade facilitation 

mechanism, training courses, workshops and seminars3 . 

Promotion of external trade and increase in the trade to GDP ratio as 

well as income earned from trade sector are the principal goals of Bhutan's 

development strategy. Various policies were implemented for further 

diversification of trade both in terms of commodities as well as trading 

partners, particularly trade with the third countries. Participation in the 

international trade fairs, fetching out overseas markets for the Bhutanese 

products through the marketing research and commissioning of trade 

missions were the significant steps toward promoting trade. Growth of 

non-hydro exports is an important policy objective of Bhutan's foreign 

trade policy. Trade policy also pinpoints the exports of more value added 

products rather than exporting raw .materials. However, strengthening of 

non-hydro production base is highly essential for the enlargement of export 

base of these products. Efforts have been made for the expansion of 

bilateral and multilateral agreements. Long term relations are being 
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strengthened with Bhutan's principal trading partners and successive 

negotiations for preferential trading with new and potential trading 

partners are advancing. Since bank credit for foreign trade is highly 

collateral based and risk averse, the Ninth Five Year Plan (2002-2007) of 

Bhutan undertook credit guarantee schemes for the foreign traders4 . 

Bhutan's trade with India has been facilitated through a few 

institutional frameworks such as bilateral free trade agreements, use of 

Indian currency in Bhutanese markets and fixed exchange rate system 

between the two countries. For example, the Indo-Bhutan agreement on 

trade, commerce and transit routes revised in 2006 opened up additional 

four entry-exit points, sixteen being already in place5 . Simplification of 

import-export procedures was significant achievement of this amendment. 

Bhutan's principal export to India is hydro-electricity. However, different 

types of policies were introduced for the diversification of trade with India, 

particularly value added non-hydro exports. Bhutan's cement and agro

based products have already captured huge markets in India, specifically 

in the adjacent areas like West Bengal, Bihar and Assam. Indian market 

having huge size, there is prospects for increasing these exports to a great 

extent. 

Efforts have been made for the promotion of trade with Nepal and 

Bangladesh also. In September 1980, a bilateral trade agreement was 

signed between Bhutan and Bangladesh. India also permitted the use of its 

transit facilities for this Bhutan-Bangla trade6. Now Bhutan has 

preferential trading agreement with Bangladesh and the former intends to 

introduce further initiatives for liberalization of trade with the latter 

through negotiations for reduction of tariff and non-tariff barriers. 

Bhutan's preferential trading agreements with Bangladesh was renewed 

during the visit of the Bangladeshi Prime Minister Sheikh Hasina in 

November 2009, during which duty free access was agreed upon for 

eighteen new products of Bhutan7• The visit resulted in the possibilities for 

opening road connections through additional points and cooperation in a 
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regional electricity grid under the Bhutan-Bangladesh connectivity, which 

is obviously under construction. 

Nepal, Thailand and the Netherlands are Bhutan's potential trade 

partners. A project proposal for the development of Bhutanese handicrafts 

and their exports to the Netherlands was formulated under the Seventh 

Plan (1992-1997). The Government of Bhutan intends to negotiate bilateral 

preferential trading agreements with Nepal and Thailand. Nepal-Bhutan 

trade takes place through the Indian routes and increasing efforts are 

being made for raising these trade. Although, both the countries produce 

more or less similar products, trade would not be a problem following the 

laws of intra-industry trade. The intra-industry trade theory states that 

trade will be relatively greater if capital and labour endowments between 

the trading countries are more similars. Not only Nepal and Bhutan, all the 

South Asian countries are following this theory for promoting regional 

trade. Tourism service under SAARC region is a very good example of this 

traded item. 

Bhutan's imports always exceeded exports, leading to a large deficit in 

its trade balance. However, large amount of foreign aid receipts 

outweighted this adverse balance of trade. Export promotion seems to be 

only way for the achievement of its self-reliance. Export promotion is also 

an important alternative due to the absence of necessary domestic market 

for anticipated growth of surplus production. Promoting trade with the 

third countries is a rational policy of the government, particularly in its 

advantageous areas. Regarding Bhutan's third country exports, 

Department of Trade and Industries are assisting the private sectors to 

identify new markets and products, attending in international trade fairs 

and trade exhibitions. 

Bhutan Trade Development Project imparted services to the exporters 

through trainings and curbing constraints in its third country exports. 

Bhutan Export Promotion Centre was established in 1998. This centre 

assisted the exporters with product and market information, marketing 
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research, conducting seminars, commissioning of trade missions and 

participation in the intemational trade fairs. Export credit guarantee 

schemes were undertaken by the govemment for the promotion of export 

trade9. Major export promotion initiatives of the Tenth Plan (2008-2013) 

include, enhancement of convertible currency exports, appropriate 

branding initiatives, trade facilitation mechanism and enhance knowledge 

and skills of the exporters. Export promotion target for the Tenth Plan 

(2008-20 13) was Nu. 20 billion. Alleviation of poverty and raising 

employment by five percent of total labour force in the trade sector are 

major objectives of the Tenth Plan 1o. Through the incorporation of export 

promotion, poverty, unemployment and other developmental issues in the 

foreign trade activities, Bhutan is implementing the export-led growth 

strategy, which states that export promotion works as the engine of growth 

as has happened in case of the South-east Asian 'growth miracles' in late 

1990s. 

Bhutan is following a liberal trade policy after the inception of Five 

Year Plan as against the closed economic conditions before planned 

development regime. Indo-Bhutan trade was highly liberal as per the 

economic friendship treaty of 1949. Preferential trading agreements at the 

multilateral level and free trade agreements at the bilateral level raised 

Bhutan's trade openness index at a high level of 75 percent in 2005/06. 

Where trade was protected for some cases, replacement of quantitative 

restrictions by tariff was considered under the Seventh Plan ( 1992-97). 

However, for some cases like match boxes, restrictions were imposed on 

imports for protecting domestic industries. High tariff rate was also 

imposed in some cases for preventing the re-export possibilities in India. 

Under the Ninth Plan (2002-2007), liberalization policies were 

implemented at the bilateral, regional and international levels through the 

reduction of import tariff and abolition of export taxes. Bhutan is a 

member of the Bay of Bengal Initiative for Multi-Sectoral Technical and 

Economic Cooperation (BIMSTEC), a regional grouping under which 
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members will progressively reduce and ultimately eliminate tariff and non

tariff barriers for all goods. Bhutan's accession to WTO is at an advanced 

stage with the country preparing for the fifth working party. A strong 

national commitment and political will to maintain a free trade regime is 

effectively integrating Bhutanese economy into the regional as well as the 

global economies. 

South Asian Association for Regional Cooperation (SAARC) was 

formed in 1985 with seven countries of South Asia viz. Bangladesh, 

Bhutan, India, Maldives, Nepal, Pakistan and Sri Lanka. Recently, 

Afganisthan has become the 8th member country of this regional 

cooperation. An augmented Gravity Model based analysis by the Research 

and Information System for Developing Countries shows that nearly 7 4 

percent of intra-regional trade potential in South Asia remained to be 

exploitedll. In order to exploit this potentiality, concessions were offered on 

3257 commodities under three different rounds of SAPTA agreements viz. 

SAPTA-I, SAPTA-11 and SAPTA-11112 for the liberalization of trade and 

thereby increase total trade volume in the region. South Asian Free Trade 

Area came to effect in 2006 and it was envisaged that the whole process of 

free trade would be instituted within ten years. Bhutan has immense 

prospects for extending its trade relations with the members of SAARC and 

promoting its existing trade with Nepal and Bangladesh. 

Bhutan Government has actively performed its roles for the evolution 

of SAARC and accrued some obvious gains from this cooperation. The 

country has played an active role in the promotion of socio-economic and 

cultural cooperation within the concerned region. The king of Bhutan 

convinced the South Asian nations to forget their past differences and look 

into shaping the future on the basis of mutual trust and confidence on 

each other. After the creation of SAARC, Bhutan performed pivotal role in 

mitigating the regional conflicts. For example, Bhutan offered a venue for 

peace talks between leaders of Sri Lanka and Tamil rebels in Thimphu in 

198513. Bhutan hosted first SAARC seminar on forestry in the year 1987. 
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The country has played its active role for the promotion of ties in other 

areas like sports, tourism, agriculture, education, health and environment. 

Bhutan always encouraged technology transfer within the South Asian 

region. 

Turning now to the benefits Bhutan accrued by joining the SAARC, 

Bhutan received special preferences in the form of deeper tariff cuts. As an 

LDC member, Bhutan enjoys special concessions and infrastructural 

privileges such as access to import trade financing facilities from the other 

members. Bhutan benefitted from cooperation in the field of aviation 

related areas such as airline security and technical services. Bhutan 

broadcasting service has worked closely with SAVE (SAARC Audio Visual 

Exchange Programme) and organized a few radio programmes on various 

themes such as non-formal education, nature conservation and cultural 

preservation. 

Cooperation has been made in other important aspects of development 

such as in health, education, human capital and technical fields. During 

the period 1980-1992, 34 Bhutanese students were sent to Bangladesh for 

higher studies under Bangladeshi Scholarship. In India, Bhutanese 

students received their education. Under technical cooperation, seven 

Maldivian nurses were trained at the Royal Institute of Health Sciences in 

Bhutan during the period 1986-97 under the WHO sponsorship. 

Additional nurses were sponsored by the Maldivian Government. Similarly, 

Bhutanese nationals have attended various programmes and training 

courses in Pakistan. About 200 Bhutanese have availed study 

opportunities in Sri Lanka under the financial assistance from the 

governments of both countries as well as other multilateral agencies. The 

Government of Sri Lanka offered sponsorship to Bhutanese nationals in 

the fields of planning and management, broadcasting, social statistics, 

management of schools, human resource management and post graduate 

medicine 14. In the fields of sports, Bhutan receives technical assistance 

from Nepal. 
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However, constant bilateral differences between the member countries 

of SAARC e.g. sustained conflicts between India and Pakistan, Nepal

Bhutan refugee problem etc. adversely affected trade and other socio

economic cooperation among SAARC countries. Some critics say that 

SAARC has remained confined to theoretical level and express greater 

desire for making cooperation outside the region. However, SAARC is 

reviving its spirit since SAPTA was signed in 1995 and gained new engine 

after SAFTA agreement came to effect in 2006. Bhutan has huge potential 

for promoting its cooperation, particularly in the areas of exchanging 

goods, investments, technology, services as well as environment with the 

member nations of SAARC. 

6.3: Trade Patterns in Bhutan 

Trade dependency of the countries, as measured by the shares of 

both import and export as percentage of GDP is inversely related to the size 

of the countriesls. Bhutan is a small open economy highly dependent on 

foreign trade. Share of both export and import as percentage of GDP is very 

high. During the period 1981-82, Bhutan's estimated import amounted to 

about 40 percent of GDP, while estimated export to 17 percent of GDP, the 

share of total trade also being very high16. These import-export statistics 

show that there was a large trade deficit of about 23 percent of GDP. The 

share of import as a percentage increased to 48.2 percent while the share 

of export increased to 25.5 percent of GDP in 1993. The export to GDP 

ratio has grown over 30.2 percent of GDP in the 1990s and increased 

further to exceed 40 percent of GDP in the first decade of the new 

millennium. The import to GDP ratio declined to 40.8 percent of GDP 

during 1990s. However, over the period 2000-2008, import to GDP ratio 

again increased to over 50 percent of GDP and was expected to increase 

further due to import requirements for capital intensive development 

projects viz. mega hydel projects. Thus, over the decades, both the shares 

of imports and exports increased, which indicate Bhutan's growing 
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dependency on foreign trade for its development. 

Tibet used to be Bhutan's principal trading partner before Chinese 

invasion of Tibet in 1950. Bhutan exchanged rice for salt, soda, tea, wool 

and precious metals with Tibet. However, since the early 1960s, India has 

become the principal trading partner of Bhutan. Recently, Bhutan's trade 

with other South Asian countries, Japan, China, Hong Kong, Thailand, 

Singapore etc. is increasing. Therefore, Bhutan's trade position has been 

discussed under three different categories- trade with India, that with 

countries other than India and Bhutan's overall trade . 

. 6.3.1: Bhutan's Trade Pattern with India 

British Bhutan trade relation did not flourish despite several treaties 

signed between Bhutan and India since 1772. However, this trade resumed 

after the Indo-Bhutan treaty of 1949. Data are not available for the first 

two decades of planned development regarding foreign trade of Bhutan due 

to absence of systematic data collection by tl1e Royal Government. In this 

early era of planned development, Bhutan imported mainly machinery and 

equipment, electricity, building materials, petrol and petroleum products 

and most importantly invisibles like the services of the engineers, 

technicians as well as unskilled labour, particularly from India. Bhutan's 

principal exports to India included primary products viz. wood and wood 

products, vegetables etc. Cement was another export item since the late 

1970s. During the period 1981-82, India was the major trading partner of 

Bhutan because 96.5 percent of Bhutan's exports and 98.1 percent of 

imports took place with India. 

Bhutan's trade pattern with India has changed over time. During the 

period 1981-82, export of mineral products recorded highest share 

followed by agricultural and forestry products. In case of import, lion's 

share was of capital goods followed by intermediate and consumer goods. 

Major agricultural exports included oranges, potatoes and cardamoms. 
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Forest products viz. sawa and timber were other principal export items. 

Cement alone accounted for 26.6 percent of total exports to India during 

1981-82. Processed food and menthol products were two significant 

manufacturing exports. In the import basket, major items were machinery 

and equipment, trucks, motor vehicle spares, petroleum products, iron and 

steel products, food and diary products etc. In fact, over the decade of 

1980s, timber, cement, electricity and wood products grew at an average 

annual rate of 25.2 percent, 16.3 percent, 9.9 percent and 30.5 percent 

respectively. 

There were considerable fluctuations of this Indo-Bhutan trade 

during the period 1981-2001. The sub-period averages indicate that, while 

exports to India accounted for an average 74.3 percent of total exports 

during the 1980s, the ratio increased to 91 percent during the 1990s, and 

94.4 percent during 2000-2001. However, the average proportion of 

imports from India to total imports gone down from 87 percent during the 

1980s to 71.5 percent during the 1990s, which again increased to 78.4 

percent during 2000-2001. The average annual growth rate of export was 

13.8 percent, while imports have grown at an average annual rate of 11.3 

percent over the concerned period. Thereafter, export of Bhutan has grown 

at a faster rate than the growth of imports. Major cause of these 

fluctuations seems to be the irregular import equipments for the newly 

established hydroelectric projects, cement projects etc. 

In 2008, Bhutan's total export to India was Nu. 21480.02 million, 

which is 95.24 percent of total export of Bhutan. Similarly, Bhutan's total 

import from India was Nu. 17339.55 million, a 79.09 percent of total 

imports in Bhutan during the same year17 . Concerning Bhutan's exports to 

India in 2009, electricity recorded the highest share of 44.9 percent 

followed by base metals (31.3 percent) and mineral products (31.3 percent). 

Table 6.1 shows the composition of Bhutan's exports to India during 1995-

2009. 

From Table-6.1, it is observed that the volume of exports to India for 
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some items like mineral products, electricity, plastic products and base 

metals increased manifold during the period 1995-2009. Concerning 

Bhutan's total exports to India in all items shown in the above table, there 

was a five times increase during the same period. 

Table 6.1: Bhutan's Exports to India, 1995-2009 (Nu. Mn.) 

1995 1996 1997 199E 1999 2000 2001 2002 2003 2004 2005 2006 2007 

1)Live animals 0.79 1.22 0.4 0.1 0.7 0.3 0.0 0.4 4.2 2.6 2.4 10.8 13.4 
and animal 
products 
2)Vegatables, 207.5 237.( 297.L 271.! 26U 197.7 279.9 391. 257.0 286.4 243.3 276.7 307.1 
fruits, nuts, 4 
coffee, tea, 
spices. 
3)Animal/Veg, 0.02 0.06 0.0 0.2 -- 0.0 0.0 0.0 0.0 0.0 224.5 1448.3 1875.3 
oils & fats 

4)Processed 193.0 206.E 198.' 214.~ 222. 194.4 218.5 208. 391.3 407.8 389.2 413.9 368.0 
foods and 2 
beverages 
5) Mineral 361.9 364.1 425.< 700.( 695. 527.4 609.5 534. 587.6 674.1 983.5 1587.1 1809.1 
products 5 

6) Electricity 721.0 747. 1334 1338 2018 2189. 2072. 1247 2603. 2711. 3439~ 4982.0 10034. 
6 4 7 4 4 3 

7) Products of 536.4< 562.~ 574. 614-l 565. 485.5 589.0 667.( 630.0 712.5 714.0 587.0 783.3 
chemicals and 
allied industries 
8) Plastic and 13.36 31.7~ 14.4 16.6 12.7 10.8 55.5 84.0 199.3 270.8 292.6 246.6 275.7 
rubber products 
9) Wood & wood 614.8< 475.~ 579.' 440.~ 297. 250.6 241.4 176. 215.1 281.6 214.7 257.7 305.6 
products 
10)Textiles, 0.32 0.00 2.1 0.7 1.4 2.0 1.0 13.2 112.8 536.5 787.2 476.4 444.9 
footwear, hats/ 
headgear 
11 )Articles of 3.36 5.36 6.7 6.5 6.3 12.5 14.2 22.5 18.0 24.5 14.7 24.9 113.1 
stone, 
plaster ,cement,~ 
sbestos 
12)Base metals 357.9 508.~ 499.( 474.' 533. 450.0 595.1 627.< 882.3 1736.! 2491.1 4098.2 6302.2 
and articles of 9 
base metal 
13)Machinecy,m 10.52 24.0 36.9 11.5 6.5 6.4 0.1 39.2 4.4 73.0 34.0 51.8 60.0 
echanical I electr 
cal appliances, 
parts 
14) Transport 1.05 0.36 0.3 0.2 0.8 1.1 0.4 3.2 0.2 15.4 16.3 0.6 --
vehicles & 
aircrafts, 
engines parts 
15)0ptical. photc 0.02 0.01 0.0 0.2 -- -- -- 4.4 2.1 1.1 -- 0.3 0.6 
graphic, 
measuring 
equipment 
16) Handicrafts 0.00 2.51 0.0 0.0 -- 0.0 0.1 0.0 0.0 0.3 -- 0.2 0.0 

17)Miscellaneou 51.62 54.57 68.6 82.4 66.2 45.6 19.4 12.4 18.0 26.6 22.4 25.5 31.1 
s manufactured 
Total 3078.' 3226. 4041 4175 4691 4377.( 4700.' 5137 5925.< 7761.1 9969.8 14488.( 22723. 

4 98 9 6 2 0 7 
Source: Selected Economtc Indtcators {March, 2000/ March, 2003/March, 2005/June, 
2009 I Sept, 20 10) 
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Turning now to Bhutan's imports from India, it is observed that 

imports of mineral products recorded the highest share followed by base 

metals and machineries. 

Table-6.2: Composition of Bhutan's Imports from India, 1995-2009 

(Nu. millions). 
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 200 

7 

1) Live animals 76.47 89.9 122.~ 119. 171.~ 209.~ 270.{ 317.E 368.6 436.2 567.8 629.3 682 
and animal .5 
products 
2)Vegatables,fruit 346.4 403.3 412.1 458. 697.' 502.' 555.{ 607.~ 745.2 645.9 725.1 839.6 976 
, nuts,coffee, tea, .7 
spices 
3) Animaljveg, oil 134.6 134.4 127.E 151. 161.E 168.{ 201.( 220.~ 174.5 165.3 230.1 311.8 36<; 
&fats 4 .2 
4) Processed food~ 213.5 213.0 261. 306.{ 388.E 422. 503.~ 545.~ 573.9 624.5 752.3 765.7 762 
or beverages 7 .1 
5) Mineral 396.0 462.2 626.( 612.~ 840.!' 1227 1512 1434 1860. 2121.( 2746. 3221.( 379 
products incl. oils 2 8 7 7 4 0.4 
& fuels 
6) Products of 239.5< 235.5 235. 224.' 318. 1659 514.~ 456.:. 562.5 665.2 596.2 679.1 62E 
chemicals and 1 3 .8 
allied 
7) Plastic and 104.1( 111.8 100. 113.( 177.E 150.2 157. 179.~ 261.6 372.0 268.2 458.5 472 
rubber products 2 .8 
8) Wood & wood 130.1 239.1 258. 181.' 228. 387.( 299.< 241.1 280.5 340.2 353.1 276.2 561 
pulp product 1 .5 
9) Textiles, 133.2( 149.3 171.~ 163.( 201. 225.9 218. 225.9 224.4 230.9 224.1 239.8 25<; 
footwear, hats/ 7 .0 
headgear 
10)Articles of 95.23 112.1 83.1 111. 86.7 80.5 145.4 133. 155.5 183.3 191.2 260.3 317 
stone, 9 I .4 
plaster,cement,as 

I bestos 
11) Pearls & 0.13 0.22 0.3 0.2 0.2 0.3 0.1 I o.4 0.4 18.1 162.4 40.6 76C 
products I .9 
ofpreciousmetals f 
stone 
12) Base metals 241.7 251.3 271.( 256. 767.~ 791.1 969. 928 . .: 1441. 1965. 507.4 2002] 19 
and articles of 9 5.0 
base metal 
13)Machinery,me< 355.8 298.8 359.~ 520.! 1094 966.~ 1014 1528 2784. 1669.l 2322. 2272. 227 
hanical I electrical 9 4 0 2 1 0.3 
items 
14) Transport 111.4 136.1 341.( 295. 579. 503.~ 545.< 562.( 559.8 573.2 550.3 639.1 10E 
vehicles & 3 0.1 
aircrafts, engines I 
15)0ptical.Photog 18.13 25.42 41.1 59.5 63.8 76.7 87.9195.7 207.0 69.3 385.8 185.8 101 
aphic, I .9 
cinematographic 
items 
16) Handicrafts 0.03 0.95 0.4 0.0 0.0 0.1 0.1 0.5 0.4 0.1 0.5 0.0 0.1 

17) Miscellaneous 28.82 28.37 36.9 45.6 63.7 85.6 77.5 78.4 61.9 114.3 111.9 132.0 14 
.0 

Total 2630. 2896. 3453 3620 5845 7462 6988 7581 10260 10193 1279E 13053 15( 
2 17 6 9 3 6 8 3 1 9 .1 9 99. 

5 

200! 

776. 
4 

112 
.5 

480. 
7 
822. 
5 
493.: 
.5 

750. 
9 

458. 
7 
823. 
2 
251. 
7 

305. 
7 

0.7 

294~ 

.3 

206( 
.6 

132 
.0 

131. 
1 

0.0 

146. 
2 

173 
9.5 

Source: Selected Economic Indicators (March, 2000, March, 2003/March, 2005/June, 

2009 I Sept, 20 10) 
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The share of mineral imports increased from 21.6 percent in 2001 to 28.5 

percent in 2007 and it again decreased to 25.2 percent in 2009. The import 

share of machineries from India was 14.5 percent of total imports in 2001, 

which peaked at 27.1 percent in 2003 and then decreased to 12.2 percent 

in 2009. Table 6.2 shows Bhutan's imports combination from India during 

1995-2009. Table-6.2 shows that Bhutan's imports from India during the 

period 1995-2009 for some commodities viz. oil, fuel, base metals and 

machineries increased by considerable extent, while import of handicrafts 

and some other products increased very marginally. 

Having explored the composition of Bhutan's exports to and imports 

from India, let us now look into Bhutan's balance of payment situation 

with India. Bhutan's balance of trade with India was always negative 

due to the growing imports for ongoing and newly established industrial 

ventures. However, balance of payment was favourable due to huge 

inflow of Indian capital in the forms of grants, loans and FDI. Table-6.3 

shows the balance of payment situation with India. 

Some interesting features of Bhutan's balance of payment estimates 

with India can be traced from Table-6.3. First, trade balance was always 

negative excepting three financial years covering the period 1995-96 

to 1997-98. Bhutan's trade balance since 1998-99 became negative 

mainly due to the imports for the Tala Hydel Project. Trade balance in 

the transfer of services was positive up to 2001-02, and negative 

thereafter. Balance in the capital and financial account was negative only 

for the year 1997-98. Foreign Direct Investment from India (FDI) began 

to enter into Bhutan since 2006-07. Inflow of FDI was Nu. 31.3 million 

for the year 2006-07, this increased to Nu. 198.8 million in 2009-10. Net 

remittances were also positive during the late 1990s. The significance of 

Bhutan's trade with India has increased over time. For all practical 

reasons, India would remain the rank one trading partner of Bhutan for 

the coming decades. 
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Item 

A. Current 
Account 

Exports, f.o.b. 

Imports e.i.f. 

Tala 

Trade Balance 

Services 

Credit 

Debit 

Income 

Credit 

Debit 

Current 
Transfer 

Credit 

Debit 

B.Capital and 
Financial A/C 

Foreign Aid 
(Loans Net) 
Other Loans 

C. Net Errors 
and 
Omissions 
D. Overall 
Balance 

Table-6.3: Bhutan's Balance of payment estimates with India 

(Nu. million), 1995-2009 

1199 199 199 1998 199 200 200 200 200 2004 2005 2006 2007 2008 2009/ 
5/9 6/9 7/9 /99 9/ 0/0 1/0 2/0 3/0 /05 /06 /07 /08 /09 10(p) 

I 6 7 8 200 1 2 3 4 
I 0 

- 273. 42.4 - 153 448. - 247 - - - 5882 - - -

205 3 921.4 7.5 6 154. 8.9 570 5253. 2344 .1 142. 1098 4002.6 
.5 5 7.7 9 .6 4 .8 

307 322 404 4181. 471 437 470 509 676 8661. 1061 2091 2172 2325 23383. 
9.0 7.0 1.9 0 1.2 7.0 0.5 5.3 8.8 1 0.5 1.0 1.8 0.6 5 

- - - - - - - - - - - - - - -
279 306 368 4919. 606 623 698 820 105 1226 1378 1646 2174 2352 28317. 
0.5 8.2 4.7 3 5.7 1.3 8.8 6.6 89.5 2.3 1.1 3.4 9.7 9.2 2 
-- -- - - - - - - - - - -23.4 -91.6 -7.7 -

28.3 1114. 147 136 568. 178 207 1653. 1341 
4 9.1 3.7 1 6.6 3.4 4 .7 

- - - - - - - - - - - 4447 -27.8 - -
279 306 365 3804. 458 486 642 638 382 3601. 3170 .6 278 . 4933.6 
0.5 8.2 6.5 9 6.7 7.5 0.7 0.8 0.7 2 . 7 6 
288 158. 357. - - - - - - - - - - - -
.4 8 2 738.3 135 185 228 311 248 2610. 1654 1203 2425 2241 2525.2 

4.5 4.3 8.3 1.3 7.2 6 .1 .6 .2 .7 
- 114. - - - - - - 178. 253.9 443. 455. 416. 422. 424.9 

493 5 314. 183.1 684. 332. 311. 430 . 1 9 9 5 7 
. 9 8 6 8 9 9 
-- 236. 218. 251.3 170. 625. 669. 596. - - - - - - -

1 8 0 4 9 5 266 2864. 2098 1659 2841 2664 2950.1 
5.3 6 .0 .5 .8 .4 

-- - - - - - - - - - - - - - -

121. 533. 434.4 854. 958. 981. 102 806. 938.3 701. 642. 1849 2569 2949.8 
6 7 6 2 8 7.4 4 0 0 .7 .4 

-- - 34.6 106.5 - - - - 249. 181.5 255. 112. 270. 72.5 18.8 
85.8 532. 381. 393. 712. 3 0 5 9 

4 4 8 7 
-- 53.7 99.8 166.1 187. 247. 195. 362. - - - - - - -

7 1 5 9 105 1119. 955. 754. 2120 2641 2968.7 
5.8 8 9 5 .5 .8 

-- - - -59.6 - - - - 140 1896. 3181 3280 4160 3990 6406.0 
139. 65.3 720. 628. 589. 107 6.6 2 .2 .1 .3 .9 

5 1 5 3 5.6 
-- 727. 140 1567. 410 301 283 673 232 2958. 4186 4419 5406 5314 7745.2 

0 0.7 5 9.0 7.2 9.5 3.8 4.7 7 .9 .2 .5 
-- 137 262 3893. 550 422 398 767 - - - - - - -

8.0 1.6 0 9.4 0.4 8.4 2.6 918. 1062. 1005 1139 1246 1323 1339.2 
0 6 .7 .1 .2 .1 

-- 651. - - - - - - 833 6439. 4076 1112 3358 3420 5226 
0 122 2325. 140 120 114 938. 0.6 5 .3 .8 .5 

0.9 5 0.4 3.2 8.9 8 
682 58.0 - 968.5 157 170 186 311 325 1853. 2324 -30.3 482. 3163 794.2 
.1 94.3 2.5 7.9 3.2 6.0 8.6 1 .8 6 .1 

0.0 71.8 0.0 - 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 222. - 543.4 
250.0 3 1221 

.6 
- 476. 611. 977.5 - - - - - - - - - - -502.9 

397 9 0 252 171 159 592 159 1970. 2182 9353 3070 2607 
.1 2.7 1.0 6.7 8.7 0.2 1 .3 .0 .2 .6 

79. 808. 559. 1024. 587. 445. 112. - 103 - - - 144. - 750.5 
6 1 1 5 3 4 0 333. 2.7 784.6 450. 2358 9 286. 

7 6 .1 4 
Source: Selected Economzc Indzcators (March, 2005/Sept, 2010), RMA. 
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6.3.2: Bhutan's Trade with Countries Other Than India 

Although, India remained the major trading partner of Bhutan both 

in terms of export and import, gradual changes in the other directions of 

trade can be recognized. Its third country trade emerged since the 1980s 

and still remained at a lower level. Primary products viz. red nee, 

vegetables, cardamoms and fruits, particularly oranges, apples, and 

manufactured items viz. disc, tapes and smart cards are Bhutan's major 

export items in the countries other than India. 

During the decade 1980s, some regular trade was maintained 

between Nepal and Bangladesh. Total import of Bhutan in 1981 from 

Bangladesh was only Nu. 1 million while it increased to 70 million in the 

subsequent year. Nepal became a significant trading partner only since the 

early 1990s. From Nepal, the country imports industrial products viz. 

shoes, soaps etc. From Bangladesh, Bhutan is importing imvisible items 

viz. medical services, while exporting fruits and oranges. Some trade also 

existed with Japan, Singapore and Thailand. At present, the country 

exports some amount of horticultural products, red rice etc. in western 

countries and import mainly machineries, petroleum products, medicine 

and imvisible items. Table 6.4 shows composition of Bhutan's export to 

countries other than India during 1995-2009. 

Table-6.4 shows that Bhutan's exports to countries other than India 

increased for some selected commodities like apples, oranges, cardamoms, 

media cards but mineral products did not increase by any satisfactory 

extent. 
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Table 6.4: Composition of Bhutan's Exports to Countries Other Than 
India, 1995-2009 Nu. millionj 

1995 1996 199 199 199 200 200 200 200 200 200 200 2007 200 
7 8 9 0 1 2 3 4 5 6 8 

1. Veg., ftuits, tea, spices, 156.1 194. 167. 186 176 117 163. 115. 165. 297. 356. 284 284.0 462 
cereals, grains & animal 4 4 1 .4 .7 .9 9 1 4 8 8 .1 .0 
products 
1.1 Oranges - - -- -- -- -- -- 105. 124. 207. 225. 176 160.9 226 

6 1 2 5 .2 .5 
1.2 Apples - -- -- -- -- -- -- 6.0 30.2 34.9 68.8 33. 16.2 24. 

7 9 
1.3 Cardamoms - - -- -- -- -- -- 0.4 0.0 41.6 50.2 48. 29.6 76. 

9 0 
2. Processed food & 6.36 8.57 6.6 5.7 8.1 14. 14.3 6.5 5.5 10.6 5.3 4.6 8.1 6.7 
beverages 3 
3. Mineral products 85.47 88.32 44.8 63. 63. 74. 92.0 118. 52.4 100. 226. 249 270.8 314 

7 7 7 1 0 2 .0 .4 
4. Products of chemical & - - -- -- -- -- -- 20.0 29.1 17.4 30.1 3.5 0.6 1.6 
allied industries 
5. Plastic & rubber products 0.00 0.76 0.0 0.8 0.7 0.0 0.0 1.4 2.5 20.9 5.4 15. 10.2 0.1 

5 
6. Wood & wood products 13.4 5.97 4.4 4.0 6.6 0.1 1.1 7.1 1.8 2.5 1.5 0.6 0.4 4.5 
7. Wood pulp products 3.12 9.91 1.6 2.9 0.3 3.2 7.8 1.5 0.1 0.1 28.6 62. 13.8 0.6 

8 
8. Textiles, footwear, hats 2.36 1.37 0.0 1.2 16. 14. 5.0 10.9 0.2 1.1 0.2 9.0 16.2 3.3 

2 0 
9. Articles of stone, plaster, -- -- - -- -- 0.1 6.6 8.8 0.3 2.0 0.2 0.8 
cement, asbestos ceramics, 
glass 
10. Articles of precious -- -- -- -- -- 0.0 0.0 5.8 135. 11. 33.5 28. 
metals 4 5 7 
11. Base metals and articles 0.27 1.27 0.0 1.9 0.0 0.0 0.0 2.6 0.1 36.0 4.8 12. 41.2 284 
of base metals 1 .7 
12. Machinery, mechanical, 0.00 1.32 1.2 9.6 6.6 4.2 0.0 55.5 0.0 6.9 619. 362 4452. 0.3 
electrical appliances 2 8.4 7 
12.1 Media (disc, tapes, - -- -- -- -- -- 0.0 0.1 0.0 546. 362 4451. 0.0 
smart cards} 8 6.7 3 
13.Handidrafts, philatelic 3.06 13.12 0.9 3.8 1.0 0.8 10.1 2.5 0.1 0.4 2.6 0.4 2.9 2.3 
products 
14. Others 0.0 2.56 0.0 0.0 -- -- -- 1.2 0.3 1.4 0.0 0.3 0.5 0.8 
Total 270.1 326.8 232. 280 276 238 294. 342. 264. 509. 141 428 5135. 111 

8 1 .0 .8 .9 3 5 2 6 6.3 3.8 3 0.6 
Source: Selected Economzc Indzcators (March, 2000, March, 2003/March, 2005/June, 

2009 I Sept, 20 10) 

Regarding the imports, Bhutan's major items are machinery and 

equipments, transport vehicles, aircraft, base metals and plastic products. 

Table-6.5 shows Bhutan's import composition from the countries other 

than India. 
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Table 6.5: Composition of Bhutan's Imports from the Counties Other 
Than India, 1995-2009 (Nu. million) 

199 1996 199 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

5 7 

1. Animal 0.2 0.9 0.4 2.1 1.0 2.3 7.0 4.4 7.8 0.2 2.4 2.1 3.2 12.5 7.8 

Products 

2. Veg. fruits, 0.06 0.71 0.3 0.5 12.2 3.1 3.4 20.4 2.0 33.1 20.9 7.0 14.2 10.4 4.7 

nuts, coffee, 
tea, spices, 
3. Animal or 5.15 6.0 20.6 13.2 6.0 10.3 56.2 50.7 147.6 43.3 1285. 1689. 485. 6.4 

4 8 5 
veg. oils & fats 
4. Processed 10.1 10.9 15.2 43.8 34.4 46.1 77.1 79.3 37.3 154.5 151.2 153.3 164.9 179. 151. 

3 8 7 3 
food, 
beverages 
5. Mineral oil 17.0 29.1 36.3 40.1 56.9 66.9 1.4 35.9 0.7 106.3 16.2 38.2 48.4 94.7 63.1 

&fuels 1 4 

6. Medicines 22.0 79.0 19.6 20.6 24.0 75.2 12.5 21.2 50.5 55.9 35.1 40.8 18.2 

and 
pharmaceutic 
als 
7. Plastic & 18.8 34.3 23.6 118. 70.3 84.6 131.9 130.9 100.0 229.5 240.4 276.5 257.8 353. 282. 

rubber 8 7 6 

products 
8. Wood & 0.03 1.02 21.9 17.3 7.0 12.5 21.7 12.1 2.2 8.8 13.3 22.8 17.7 44.7 5.0 

wood 
products 
9. Wood pulp 70.4 66.1 49.0 115. 26.3 38.1 21.3 15.3 21.9 55.2 44.5 30.4 97.8 153. 53.3 

products 2 4 6 2 

10. Textiles, 2.92 7.78 31.3 84.8 43.5 49.6 53.2 139.4 108.6 570.2 555.9 449.9 259.6 388. 97.2 

footwear, hats 5 

11. Base 837. 1407 124 1157 1157 1268. 1539. 1145. 679.5 2380. 2414. 3092. 3496. 2912 3945 

metals, 77 .13 4.8 .1 .1 1 3 1 0 9 0 3 .7 .5 

machinery, 
mechanical 
appliances 
12. articles of 18.7 35.4 3.1 0.8 13.3 6.6 6.2 14.4 10.4 13.4 9.6 36.8 14.9 

stone, plaster, 
cement 
13. Precious, 21.2 7.22 1.60 3.3 7.8 0.5 1.1 0.8 2.8 0.1 13.8 3.6 0.0 109. 136. 

semi-precious 5 7 

metals 
14. Personal 5.24 10.5 27.8 51.3 3.3 1.8 21.1 17.0 0.1 0.2 0.1 0.1 2.5 1.0 0.5 

effects, 3 

handicrafts, 
arts 
15. Tobacco & 1.73 5.33 5.3 5.4 6.4 5.0 3.3 .. .. .. .. .. .. . . 
cigarettes 
16. Optical, 0.09 1.76 1.3 33.7 0.1 0.4 2.1 74.3 111.9 89.1 82.9 173.3 68.5 301. 157. 

photographic 6 6 

products 
17. 12.5 8.2 23.9 119. 24.2 37.2 49.9 79.0 36.5 87.5 103.6 89.9 102.9 124. 142. 

Miscellaneous 6 9 6 2 

manufactured 
Total 101 1629 152 1895 1989 1643. 2001. 2466. 1332. 8431. 4240. 5958. 6646. 6155 5682 

1.72 .05 4.4 .4 .6 7 4 0 2 2 0 1 1 .6 .2 

Source: Selected Economzc Indzcators (March, 2000/March, 2003/March, 2005/June, 

2009/Sept, 2010), RMA. 

From Table-6.5 it is clear that Bhutan imports machinery equipments and 

base metals at the highest amount from countries other than India. It is 

interesting to point out that Bhutan's medicine imports gradually 

increased at a moderate rate. This has occurred due to the growing medical 
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facilities developed over the last two decades. Imports of machinery and 

transport equipments marked gradual increase for this period. In 2009, the 

import share of machinery, mechanical, electrical and mechanical parts 

together accounted for 49.5 percent of its total imports from the countries 

other than India. Bhutan's balance of payment situation with the countries 

other than India has been shown in terms of Table-6.6 during 1995-2009. 

Table-6.6: Bhutan's Balance of Payment Estimates with Countries 
Other Than India, 1995-2009 (Nu. million) 

Items Years 

95/ 96/97 97(98 98/99 99(00 00/01 01/02 02/03 03/04 04/05 05/06 06/07 07/08 08(09 
6 

A. Curren -261.0 10.0 -368.4 -487.9 -72.7 -756.6 512.8 188.4 -5221.5 648.8 535.1 -937.8 150.1 
Account 106 

Exports, f.o.b. 270. 326.8 232.2 179 276.6 238.9 294.3 310.6 388.6 795.9 3349.3 4422.8 2449.0 1406.9 
2 

Imports e.i.f. -1629 -1541.4 -1994.4 -2009.0 -1643.7 2001.4 -880.3 -1334.0 -8293.7 -5675.4 -6808.5 -5342.7 -5450.7 
101 
.8 

Trade Balance -1302.3 -1309.1 -1715.4 -1732.E -1404.8 -1707.1 -569.7 -945.4 -7497.8 -2326.1 -2385.8 -2893.8 -4043.8 
741. 
6 

Services - 42.9 -19.2 170.4 186.3 342.2 307.1 -137.6 273.8 857.6 1081.1 1340.6 862.6 1338.3 
365. I 
4 

Credit 339.8 349.4 506.8 602.0 1001.1 949.9 815.7 !074.2 1641.0 1869.9 2205.3 1790.4 2277.3 

Debit -296.9 -368.6 -336.5 -415.8 -658.9 -638.8 -953.3 -800.4 -783.4 -788.8 -8647.0 -927.7 -939.0 

I 
Income 78.7 360.9 302.4 362.3 499.5 253.3 : 13.4 66.8 230.6 388.5 634.8 539.6 819.9 

Credit 139.5 426.2 345.0 418.0 556.7 327.6 198.5 187.0 355.7 558.3 1049.4 1149.4 940.1 

Debit -60.8 -65.3 -42.6 -55.7 -57.2 -74.3 -85.2 -120.1 -125.1 -169.8 -414.6 -609.5 -120.2 

Current 919.7 977.4 874.6 696.3 490.4 390.1 1106.7 793.1 1176.1 1505.3 945.5 553.8 2035.7 
Transfer 

Credit 1509.8 1292.3 1274.6 1274.6 1210.6 1317.6 2686.8 2117.6 2534.0 3126.9 2114.5 1373.8 2416.9 

Debit -590.2 -314.8 -400.4 -578.3 -720.2 -927.5 -1580.1 -1324.5 -1357.9 -1621.5 -1169.0 -820.0 -381.1 

B. Capital 1631 136.1 261.6 183.3 221.0 -279.3 1084.2 1529.4 471.0 120.0 1770.8 4014.0 2310.3 1700.4 
Financial .9 
FD! 45.2 0.0 0.0 101.2 117 9 157.0 401.5 273.9 3238.1 1198.3 710.0 

Foreign Ai 171 218.7 352.1 186.2 221.1 602.1 983.0 141!.5 1407.6 1086.2 1149.9 813.6 532.4 1030.2 
(Loans Net) .4 
Other Loans -77. -82.6 -90.6 -48.2 0.0 0.0 0.0 0.0 363.3 89.2 347.0 -37.8 579.6 -40.5 

C. Net Errors 206. 428.4 935.8 1008.0 1212.6 142.8 803.1 905.1 -1322 4979.4 3240.1 3230.3 439.6 4130.7 
3 I 

D. Overal 776. 303.6 1207.4 822.9 945.8 -209.2 1130.7 2947.3 -662.6 -134.1 5659.7 7779.3 1812.2 5981.2 
Balance 2 

Source: Selected Econom1c Indicators (March. 2003/March, 2005/June, 2009/Sept, 

2010) 

Table-6.6 clarifies that Bhutan's BOP situation with rest of the world was 
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sometimes favourable and unfavourable for some other periods. One 

interesting feature of this trade is that FDI from those countries increased 

substantially since the period 1998-99, reached the level Nu. 3238.1 

million in 2006--07 and went down thereafter. Balance of trade has always 

been negative, imports exceeding the level of exports. Foreign portfolio 

investment is completely absent during this period of time. 

6.3.3: Bhutan's Overall Trade Pattern 

Overall trade pattern of Bhutan has recorded gradual changes during 

the last two decades. This overall trade is also helpful for the comparison of 

Bhutan's trade position with India and that with countries other than 

India. Table-6. 7 shows the direction of Bhutan's overall trade in terms of 

shares of total exports or imports. 

Table-6. 7: Percentage Share of Bhutan's Trade with Its Major Partners. 
1995 1996 I 1997 I 1998 1999 I 2ooo 20011 2002 2003 20041 2005 I 2006 2007 2008 2009 

Exports 
India 91.9 90.8 94.6 93.7 94.5 94.8 94.1 93.8 92.6 93.6 87.2 76.9 81.4 95.1 93.5 
Bamdadesh 6.0 7.4 4.2 4.4 4.2 3.6 4.5 4.0 6.2 5.0 4.9 2.5 1.7 2.8 3.2 
Nepal -- -- -- -- -- -- 0.8 0.5 0.4 0.2 0.4 0.3 0.2 0.9 0.4 
Hongkong -- -- -- -- -- -- -- 0.0 0.0 0.1 6.0 15.2 9.9 0.5 2.8 
Japan -- -- -- -- -- -- -- -- -- 0.3 0.1 0.0 0.1 0.3 0.6 
Poland -- -- -- -- -- -- -- -- -- -- -- -- -- 0.1 --
UAE -- -- -- -- I -- -- -- -- -- -- -- -- 0.0 0.1 --
us -- -- -- -- -- -- -- -- 0.1 0.0 0.0 0.1 0.1 0.0 
China -- -- -- -- -- -- -- -- -- 0.0 0.0 0.0 0.0 0.1 0.0 
Maldives -- -- -- -- -- -- -- -- -- -- -- -- -- 0.1 --

Singapore -- -- -- -- -- -- 0.0 0.0 0.0 -- -- -- -- -- --

Thailand -- -- -- -- -- -- 0.1 0.0 0.0 -- -- -- -- -- --

Others 2.1 2.8 1.2 1.9 1.3 1.6 0.5 1.6 0.7 0.6 1.4 5.0 6.7 0.2 0.1 
Total 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 
Imports 
India 72.2 64.0 69.4 65.6 74.6 79.1 77.7 75.4 88.4 54.7 75.1 68.7 69.4 73.8 77.7 
Japan 11.3 13.3 16.9 7.4 3.3 3.9 6.9 3.3 1.7 3.1 3.8 2.1 2.1 4.7 2.2 
Singapore 5.3 7.6 2.8 7.2 12.7 3.2 2.4 2.4 1.7 2.3 2.6 2.7 5.1 4.1 2.9 
China -- -- -- -- -- 0.9 0.2 0.7 0.3 1.1 1.1 1.5 1.9 3.6 1.9 
Thailand -- -- -- -- -- 1.3 3.2 2.4 1.3 1.9 1.6 1.4 1.0 1.7 1.4 
S. Korea -- -- -- -- -- -- 0.8 0.8 1.1 2.7 1.5 2.4 3.0 1.2 1.5 
Germany 1.9 1.5 0.9 1.3 0.0 0.4 0.7 1.0 0.6 22.8 1.2 1.1 0.6 1.2 0.3 
Indonesia -- -- -- -- -- 0.5 0.1 0.2 0.4 1.4 7.0 6.0 1.0 1.8 
Sweden -- -- -- -- -- -- -- -- -- 1.5 0.6 0.9 1.4 1.0 --
Malaysia -- -- -- -- -- -- 0.4 0.4 0.2 0.4 1.0 1.9 0.9 0.9 1.5 
us 0.3 0.5 0.6 0.8 0.3 0.4 -- -- -- -- -- -- -- -- --
UK 1.6 0.9 0.4 0.6 0.4 2.6 -- -- -- -- -- -- -- -- --
~ladesh -- -- -- -- -- 0.6 -- -- -- -- -- -- -- -- --
Others 7.3 12.2 9.0 17.0 8.6 7.2 7.1 13.5 4.4 9.1 10.1 10.5 8.6 6.7 8.0 
Nepal -- -- -- -- -- 0.3 -- -- -- -- -- -- -- -- --
Total 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 

Source: Selected Economzc Indzcators (March, 2005/June, 2009/Sept, 2010), RMA 

From Table-6.7 it is clear that Bhutan's foreign trade has been diversified 

in terms of its trading partners. However, more than 90 percent of 
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Bhutan's exports and more than 70 percent of import are still taking place 

with India, Bangladesh being the second largest trading partner. Recently, 

Bhutan's import share with China, Japan, Nepal, Hongkong and Singapore 

is going up. While second largest import of Bhutan takes place from Japan 

followed by Singapore, share of either import or export with other countries 

is still dismal. India is still the advantageous destination of Bhutan's 

foreign trade and it will remain the same until full-fledged globalizations is 

realized. 

Bhutan's overall balance of trade situation was always negative. 

Imports have always grown faster than exports because of the limited 

export base of the country as well as to the growing import demand for the 

domestic industries. This negative balance was more or less stable, albeit 

with some fluctuations from year to year18. As far as Bhutan's overall 

balance of payment is concerned, it is worth mentioning that due to the 

large inflow of foreign capital, particularly in terms of foreign grants, 

Bhutan's balance of payment has always remained favourable. Excepting 

the financial year 2004-05, there was always favourable BOP during the 

period 1995-96 to 2009-10, despite large deficit in its BOT. FDI from India 

and other countries increased substantially, peaking in the year 2006-07 

at Nu. 3238.1 million. However, actual balance of payment situation of 

Bhutan is very difficult to estimate due to the presence of substantial 

amount of informal trade between India and Bhutanl9. 

The overall balance of Bhutan increased by ten times during the 

period 1995-2010. Positive overall balance is nothing but additions to the 

country's foreign exchange reserves. Thus, foreign exchange accumulation 

of Bhutan increased over time, and the addition to foreign exchange 

reserve was highest in 2008-09 amounting to Nu. 5694.8 million. During 

the period 1994-95 to 2009-10, Bhutan's accumulation of foreign exchange 

reserves increased by almost nine times. Bhutan's total reserve was US$ 

120.9 million in 1994-95, which increased to US$ 1017.1 million in 2009-

10. Convertible currency reserves increased from US$ 118.7 to US$ 888.5 
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million, while rupee reserves increased from Rs. 70.0 million to Rs. 1378.6 

million during the same period. Rupee reserves, therefore, increased at a 

faster rate than the increase in convertible currency reserves. 

6.4: External Trade and Environmental Linkages in Bhutan 

Foreign trade and environmental linkages has been a major concern 

since 1970s due to growing concern over environmental degradation and 

sustainable development. This obvious linkage led to serious debates 

between the trading communities and the environmentalists, particularly 

after the propagation of free trade regime under the WTO regulations since 

1990s. A number of prominent debates between national or world 

environmental policies and trading rules such as the 'Tuna-Dolphin' 

debate called for WTO dispute settlement mechanism. In the well-known 

'Tuna-Dolphin' case, the United States banned Mexican tuna imports 

because the fishing methods using those tuna resulted in incidental 

dolphin deaths. In 1991, Mexico obtained a GATT pannel decision 

declaring the United States to be in violation of its GATT obligations for 

imposing such a ban2o. WTO's Committee on Trade and Environment (CTE) 

is the present agency for the settlement of disputes related to trade and 

environment. 

Due to growing international trade, per capita income all over the 

world is increasing. In the empirical research, the relationship between 

level of income and environmental degradation has been studied through 

the use of so-called Environmental Kuznets Curve (EKC). According to the 

EKC hypothesis, the relationship between economic growth and 

environmental degradation is inverted 'U' shaped. The inverted 'U' shape of 

the curve implies that environmental conditions tend to deteriorate in the 

early stages of industrialization and then resulting demand for better 

environmental quality increases with increasing per capita income, at a per 

capita GDP of about $5000 to $800021. It has a serious implication for the 

developing countries due to two reasons. Fist, according to EKC theory, 
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pollution problems tend to worsen in the early stages of development and 

secondly, no developing countries reached and expected to reach the 

stipulated income level in the near future. 

Developing countries of Asia, specifically those of South Asian trade 

takes place in primary products viz. agricultural and forest products, 

natural and mineral resources and so on. This pattern of trade adversely 

affects environment because growing production of these traded items is 

responsible for land degradation and water pollution. Liberalization of 

trade under the WTO regime further accentuated the problem. Debates 

emanated from trade liberalization under the WTO regime and the 

environmental impact, which is inconclusive and subject matter of further 

research. It is argued that de-subsidization policy adopted under the 

Uruguay Round agreements, and resultant rise in food prices, may induce 

South Asian countries to expand their agricultural production. This may 

lead to environmental degradation owing to intensive land use, expansion 

in use of fertilizer, insecticides etc. as well as to deforestation. This problem 

is very serious for the economy of Bangladesh22. However, recent studies 

displayed that increased globalization caused to decrease the rate of 

environmental degradation and played positive role on economic 

development in Pakistan23. Other studies show that the environmental 

impacts of domestic agricultural policy reforms is more significant than 

impacts induced by the Uruguay Round Agreement on Agriculture24. 

Product standardization is an essential part of present day foreign 

trade and developed countries being more aware of this have developed 

well defined criterion for product standardization. Developing countries 

often fail to meet this standard, which is a major problem for these· 

countries to export in the developed countries. Discussions through the 

previous sections of this chapter show that Bhutan's main destination of 

trade is India, Bangladesh and Nepal. No major constraints emerged in this 

trade due to the absence of product standardization in this region vis-a-vis 

developed country standards. Bhutan's exports to outside the South Asian 
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region are very small and undisturbed due to the exports of organic 

agricultural products produced at normally fertile and richly intact 

environment. This does not imply that the problem would not emerge in 

future. The environmental issues are likely to rise with growing trade of the 

country. Proper standardization has to be achieved, which is obviously 

under process. 

Bhutan's principal trading items are electricity, agricultural, forest

based, mineral-based and chemical products. Since its development 

process started late vis-a-vis other developing countries of South Asia and 

environmental preservation has been incorporated at an early stage of 

development with the existence of 72.5 percent forest cover, no significant 

environmental degradation is reported till now. However, growing exports 

of primary and mineral products and import of fertilizers must have 

adverse environmental consequences. In 2009, agricultural and forest 

products constituted 5.5 percent of Bhutan's total exports to India and 

34.1 percent of total exports to countries other than India. Export of 

mineral products in India was 11.2 percent, while that in countries other 

than India was 22.7 percent of total exports2s. Bhutan imports 

considerable amount of chemical fertilizers as well as mineral products 

from the neibouring countries such as India and Bangladesh. Assessment 

of the impact of trade in these environmentally sensitive commodities in 

Bhutan is the subject matter of further research. 

Hydro-power is the major source of government revenue and export 

earning item in Bhutan, which constituted 44.9 percent of total exports to 

India in 2009. Bhutan has comparative advantage in the hydro-electricity 

production and its exports to India and Bangladesh. Hydropower is a 

renewable natural resource produced from the normal river streams 

steeply falling through the rising mountains. This product is regarded as 

comparatively less environmentally sensitive than the thermal hydel 

projects existing in the other countries of the world. However, main 

environmental impacts related to hydro-power projects include watershed 
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degradation, loss of forest land and ecological disturbances along with the 

disturbances in the routes of the seasonal migration of wildlife26. 

Indirect environmental impact of this electricity production on 

environment is also a serious concern. A well defined policy, guidelines, 

regulation and act passed by the assembly for development and financing 

of the major hydro-power projects will have to be in place to attract foreign 

or private investment in the sector27• For further development of this 

industry, better environmental management policies are called for because 

this industry utilizes only two percent of Bhutan's electricity generation 

capacity, leaving huge capacity for further production, meeting the power 

shortages in India and Bangladesh. 

Before Bhutan becomes a member of WTO, formulation of 

environmental standardization is extremely urgent. Bhutan became a 

member of the Codex Alimentarus Commission in 2000 and the standards 

relating to food products are in the process of preparation. Accordingly, the 

National Assembly has approved the Food Act 2006 and all food items 

imported in Bhutan has to meet the standard. The export and import of 

plants, animals and their products are subject to phytosanitary measures 

at the border checkpoints and airport as per the Plant Quarantine Act 

1993. For the development of proper standardization, the country can use 

foreign assistance in the forms of foreign capital and technology. Bhutan 

as a leading member of SAARC regarding environmental preservation may 

take a leading role for the development of product standardization 

mechanism in the whole region for coping with the global challenge of 

export promotion, particularly in case of the environment friendly 

commodities. 

Geography of Bhutan possesses a large number of micro-climatic 

conditions conducive for various herb-based production. This is a new area 

of Bhutan's comparative advantage because of the existence of export 

potentiality of these products28. Bhutan's growing forests inhabit large 

number of medicinal plants and other herbs. Bhutan's traditional medical 
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system also uses herbal products and some of its flora with high medicinal 

value. Export possibilities of such products can be explored in the 

intemational markets after standardization ascertained for these products. 

Bhutan can further utilize its organic agro-based production and capture 

foreign markets because there are huge demands for these products in the 

international market. These measures fulfil dual objectives- attaining 

environmental preservation in the one hand, eaming of foreign exchange 

through export promotion on the other. 

6.5: Conclusion 

Bhutan is a small economy highly dependent on its foreign trade. 

India traditionally is Bhutan's major trading partner due to geographical 

proximity as well as strong economic ties between the two countries. 

Recently, Bhutan's trade with Nepal, Bangladesh, Japan and some South

east Asian countries is increasing. One interesting feature of Bhutan's 

trade is that export to import ratio is higher for its trade with India than 

that in other countries. Bhutan's major item of export to India is hydro

electricity while the country exports primary products to other countries of 

the world. Bhutan's negative balance of trade is off-set by the foreign aid 

receipts, mainly from India. 

Export promotion and trade liberalization are the two important 

components of Bhutan's foreign trade policies. Various export promotion 

measures adopted by the country substantially raised its export eamings. 

The country is now going to implement export-led growth strategy. Trade 

liberalization can further promote its export trade, particularly in the 

SAARC region. Bhutan has already accrued some benefits from its trade 

with the SAARC region. SAFTA agreement is very good avenue for raising 

its trade with South Asia. Bhutan is on the way to further liberalization of 

its trade and the country is very shortly going to take the membership in 

the WTO. 
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Due to environmentally cautious development policy adopted in 

Bhutan, its environment has not been significantly deteriorated by its 

foreign trade. However, Bhutan's trade in natural resources has obvious 

adverse effects on its natural environment. Since hydroelectricity in 

Bhutan is comparatively less environment degrading and there is 98 

percent unutilized hydro-power generation capacity, the country can 

exploit this capacity and export to power shortage areas of India and 

Bangladesh, generating huge revenue. Enlargement of Bhutan's export 

base also requires the development of other industries. Export potential of 

herbal products and organic agricultural products can explore new 

markets in the developed countries and curtail its environmental 

degradation. 
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7.1: The Theoretical Context 

In recent years, the balance between economy and environment has 

emerged as a crucial concern before the environmentalists, academicians 

and the policy makers. Mankind generate their income and wealth from the 

natural environment, process natural resources for final goods and then 

dispose a large quantity of resulting wastes which are principal agents of 

environmental degradation. These resources are broadly of two types

renewable natural resources and exhaustible resources. Renewable 

resources are re-generated by the nature if managed properly, and 

therefore, there are comparatively little worries involved, at least for short 

span of time. Forests, other vegetations, water resources, animals and 

atmosphere are renewable resources. However, exhaustible resources 

being lost after single use, they are being exhausted at an alarming rate 

due to rapid development process both in the developed and developing 

countries. Stock of minerals such as oil, coal, gas and nuclear resources 

are burning examples of exhaustible resources. 

With growing world population, rapid industrialization, particularly by 

the so-called industrially developed countries, deforestation, urbanization 

and urban immigration, extreme poverty, growing trade and globalization, 

pressures on natural environment are alarmingly increasing. Besides, 

natural calamities like floods, draughts, earthquakes, forest fires and 

marine epidemics etc. are major threats to human well being and their 

sustainability. Rapid industrialization in the developed countries emits 

large quantity of pollutants in the environment. These are resulting in 

'green-house effect', leading to 'ozone depletion' and 'global warming'. The 

developed countries being wealthier, level of consumption is also high 

there. Higher consumption level accelerates the process of environmental 

degradation threatening world habitat. On the other hand, rapidly growing 

Third World population leading to land, water and fuel-wood shortages in 

the rural areas accompanied by shortage of clean water and sanitation in 

the urban areas is adding fuel to the fire. Destruction of environment to 

193 



date has largely been caused by the Developed Countries. However, high 

fertility rates, rising average incomes, high poverty incidence etc. in the 

Third World is likely to reverse the situation in the twenty first century. In 

fact, world's richest and the P?Orest sections of population are two major 

classes degrading the environment 1 . 

Ongoing environmental degradation would lead the development 

process to halt after a certain period of time. The concept of sustainable 

development has originated from this fear. Sustainable development 

implies development of the present generation without hurting the future 

generation. The concept, which has gained momentum in these days has 

two approaches- (1) outcome approach and (2) opportunity approach. 

Outcome approach states that the utility of the present generation is 

maximized subject to the condition that utility of the future generation is 

not less than that of the present generation. According to the opportunity 

approach, on the other hand, it must be ensured that this generation 

leaves the next generation a stock of capital no less than what is available 

today. 'Weak sustainability' of this approach admits that equality of total 

amount of man-made capital, human capital and natural capital between 

the present and future generations ensures sustainable development. 

'Strong sustainability' version claims that each of the capital goods is to be 

preserved for the future generations rejecting the possibilities of 

substitutability2. 

Environmental accounting and environmental cost-benefit 

approaches are becoming popular for the attainment of sustainable 

development. In case of environmental accounting, degradation of man

made capital, human capital and environmental capital are being adjusted 

in the growth rate of national income as has been shown in chapter- I of 

this dissertation. Sustainable growth rate of net national income IS 

obtained by subtracting rate of degradation of both material and natural 

capital from the current growth rate of net national income. 'Cost-benefit 

thinking' is applied to individual projects or to policies or even wider 
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courses of action. The aim of this approach is to compare all the relevant 

benefits from a project such as building a new road with the costs of such 

a project, including the environmental effects. Both costs and benefits are 

translated, as far as feasible, into monetary terms and discounted over a 

given time period. Only projects with benefits greater than costs, including 

environmental benefits and costs are acceptable3. The decision rule is as 

follows: 

St (Bt - Ct ± Et) ( 1 + r) -t > 0 

where, B=benefits of undertaking the project, C=costs of undertaking the 

project, E=environmental benefits and costs associated with the project, 

t=time period and ( 1 + r) -t=factor in the discount rate. 

Fostering sustainable development has become major concern to 

individual countries as well as international agencies like the United 

Nations, the World Bank, IMF and the WTO. International debates on 

environmental issues such as the so-called North-South debate are settled 

through the arbitration of the WTO. Individual countries are changing their 

policy issues conserving the environment. A set of policy issues are 

available to the government of the developing countries like i) proper 

resource pricing, ii) involvement of communities, iii) clarification of 

property rights, iv) fetching economic alternative to the poor, v) raising 

economic status of women and vi) controlling industrial emissions. Proper 

pricing policy of the developing country governments is required where 

programmes designed to reduce poverty had little impact and the rich 

communities are becoming the only beneficiaries. Communities being the 

grass-root level interacting agency attached to environment, better realize 

local problems to be incorporated in the national level policies. Security of 

tenure in the rural and urban property can encourage investments 

congenial to environmental upgradation. 

Wider range of areas is open to the developed countries assisting 

developing countries for improving the environment. Trade liberalization of 

the middle developed countries and elimination of trade-barriers against 
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the developing country exports would stimulate growth and reduce poverty 

of the developing countries. Development assistance offered by the 

developed countries for investment in developing countries would alleviate 

poverty and promote environment friendly projects. This should be one of 

the guiding principles of allocating aid to the developing countries. Debt 

relief given to the developing countries would enable and encourage these 

countries to invest in anti-poverty and environment friendly projects. 

'Debt-for-nature swaps' are offering an attractive and mutually beneficial 

way for the developing countries to retire its foreign debt. In a 'debt-for

nature swap', a foreign private environmental organization purchases a 

developing country debt on financial markets at a fraction, say, 30 percent 

of the face value. The debt is then exchanged for government bonds 

denominated in the debtor-country currency but worth the full value of the 

original foreign debt. The environmental organization is able to leverage its 

funds by 230 percent. Income from these securities is used to maintain 

rainforests and wildlife reserves4 . In this way, the developing countries can 

avoid debt in scarce hard currencies. 

7.2: Bhutan-The Challenges 

In Bhutan, there were no man-made forces resulting in environmental 

degradation before the beginning of the process of modernization and 

development. Most of the man-made environmental problems originated 

after the initiation of development process in the 1960s. Bhutan being late 

to enter development process vis a vis other countries, it had information 

of mistakes the other countries had committed in course of their 

development. Therefore, Bhutan is well concerned about the environmental 

threats it has to encounter during modernization and development at an 

early stage. The major causes of environmental threats in Bhutan are land 

degradation, deforestation, excessive fuel-wood consumption, agricultural 

mismanagement, industrialization, urbanization, infrastructure 

development and so on. 
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Land degradation: Bhutan is a mouncainous country where nvers are 

galloping through the steeply falling mountain slopes. River banks are 

therefore highly vulnerable. Those river banks are basically agricultural 

land. Soil erosion in the river banks causes loss of arable land, particularly 

during the monsoon. In fact, most of the elements of environmental 

degradation are interlinked and one exacerbates adverse environmental 

effects of the other. Agricultural and forestry activities contribute to 

physical land degradation through cultivation of steep terrain, poor soil 

conservation practices, overgrazing of livestock, encroachment of 

agricultural land into forest land, unsustainable fuel-wood extraction, 

unsustainable logging practices and forest fires. The problem of land 

degradation in Bhutan is exacerbated by human activities involved in 

forestry production, road construction, electricity generation, mining etc. It 

has been estimated that out of approximately 40,000 hac. of agricultural 

land, almost 10 percent has been affected by soil erosion5 . 

In-situ land degradation through biophysical deterioration of soil is 

also a major problem associated with agriculture. Excessive or 

inappropriate use of fertilizers in an effort to boost production from limited 

land resources is common in Bhutan. Since the 1960s, use of high yielding 

variety seeds, non-proportionate use of inorganic fertilizers and pesticides 

etc. are alarmingly increasing. During 2004-2007, imports of inorganic 

fertilizers in Bhutan reached the level of 12,121 metric tons. During 2006-

2007, 286.191 liters equivalent pesticides were imported. These growing 

applications of fertilizers and pesticides resulted in nutrient depletion and 

chemical degradation of soil. Inappropriate use of fertilizers IS 

fundamentally a result of limited technical knowledge of the farmers. 

Without proper use of domestic manure, these pesticides and fertilizers 

reduce fertility of land in the long-run. 

Deforestation and Wildlife Poaching: Bhutan is a country with highest 

percentage forest cover all over the world (72.5 percent of total land area) 

consisting of large species of flora and fauna. Forestry in Bhutan belongs 
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to renewable natural resource category and is the principal source of rural 

livelihood. However, excessive timber and fuel-wood consumption, 

overgrazing of growing cattles, forest fire, extraction of non-wood timbers 

etc. are significant threats to Bhutan's forest bio-diversity. Fuel wood 

consumption is estimated at 1.2 million cu. m. and most of these are 

collected from natural forests. Overgrazing is intimately associated with 

forest degradation because grazing occurs on forest land, the livestock 

densities being very high. Livestock rearing is an important activity among 

the rural communities mainly for the purpose of dairy products, meat and 

transportation of goods. Direct adverse impact of overgrazing is the 

destruction of protective vegetation and biological productivity of land and 

also reduced water infiltration, storages and soil erosion. Deforestation in 

Bhutan is also caused by forest fire which is a result of the following 

factors: 

• Unregulated agricultural and horticultural burning operations. 

• Burning of forest to enhance lemon grass generation. 

• Burning of forest to enhance cattle forage. 

• Prevention against wildlife incursions. 

• Accidental burning. 

The country has several species of wild animals and plants of great 

commercial value in the international market, especially for use in 

production of traditional oriental medicines. A porous international border 

both in the north and south, inadequate law enforcement personnel and 

general lack of knowledge of the legal consequences have made controlling 

of poaching a difficult job. Wildlife poaching and trade occur covertly and 

are especially prevalent along the remote borders and within certain 

interior areas. Therefore, the government has placed high priority on 

protection, conservation and management of forest resources, while using 

it wisely. However, the existing schedule of penalties related to poaching of 

wildlife is soft and not deterring enough, especially considering the high 
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commercial value of wildlife parts and products in the international 

market. 

Infrastructure Development: Infrastructure development is a serious 

issue for environmental degradation. Since the 1960s, a lot of 

infrastructure, such as high-roads, feeder-roads, power transmission grids 

and distribution lines etc. have been constructed. According to Tenth Plan 

document6, more than 480 km of new roads, including farm roads, will be 

constructed to improve access and connectivity to remote areas and to 

improve alignment of existing roads. In addition, during the same period, 

468 km. of existing roads will be upgraded and 40 km will be widened. The 

political campaigns leading to democracy in 2008 also suggested that 

roads would be built sooner or later in each of the 4 7 constituencies7• 

Considering the mountainous terrain and fragile geological base, these 

infrastructural constructions are environmentally challenging. Without 

proper environmental safeguards, this type of infrastructure construction 

causes critical problems such as slope failure, deforestation, soil 

degradation, destruction of wildlife habitat, sedimentation of water bodies 

etc. 

Industrialization: The economy of Bhutan mainly consists of natural 

resource based economic activities viz. mining, forestry and in some areas 

manufacturing. Mining has become one of the fastest growing economic 

activities. As of 2006, there were 39 mines and 24 quarries. The main 

component of mining includes production of gypsum, talc, dolomite etc. 

High precipitation, extensive forest cover and well-preserved watersheds 

have endowed the country with immense potential for hydropower 

production. Significant adverse impact of these mining and hydel power 

projects are landscape displacement and fissure from drilling, blasting, 

excavation, destruction of natural vegetation, sedimentation and 

contamination of water, air pollution and so on. 

Many of the manufacturing industries of Bhutan are based on 

extraction of raw materials such as cement industries, agro-based 
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industries and chemical industries. As of 2006, the Department of Industry 

had issued 24,505 industrial licenses - about 76 percent more than in 

2002 when licenses issued numbered 13,9088 . Discharge of harmful 

effluents, dumping of industrial waste, improper use of raw materials 

directly affect the natural environment. Air and water pollution problems 

generally associated with industries harm surrounding animal and plant 

life. These adverse impacts can be mitigated by means of good industrial 

and mining planning, effective environmental management practices, 

timely implementation of various rehabilitation measures and so on. 

Urbanization: Up to 1950s, rural Bhutan was un-disturbed by industrial 

activities and other external forces. Of late, considerable urbanization has 

taken place and percentage of urban population is rapidly increasing. 

During the Eighth Five Year Plan (1997-2002), urban population was 

estimated to be only 15 percent of country's total population of 600,000. 

By 2005, the share of urban population increased to 31 percent in 61 

towns of Bhutan. The alarming point is that more than half of the urban 

population is concentrated in two cities-Thimphu and Phuntsholing. 

Growing urban population has created the environmental problems such 

as air and water pollution, water storage, municipal waste generation, 

congestion of traffic and buildings, land degradation and so on. These 

urban centres have developed at the cost of limited agricultural lands in 

the mountain valleys and forest land. In addition, in the smaller towns, 

lack of proper drainage, sanitation and waste disposal will have cumulative 

adverse impact on the overall environmental body. Rural-urban migration 

and influx of expatriate workforce for construction exacerbate the problem. 

Bhutan's urban immigration is creating two-fold problems- growing 

pressure on urban environment and the shortage of agricultural labour in 

the farm lands. Besides, in order to meet the growing demands of urban 

constructions, extraction of sand and stones from the river banks and road 

sides, extraction of timbers from the adjacent forests etc. are rapidly 

increasing. The solid waste disposal problem of urban centres is also an 

issue to be tackled immediately. 
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High Incidence of Poverty: Poverty and environmental degradation is 

closely related. Poverty in Bhutan is mainly a rural phenomenon. They 

extract substantial forest products for their sustenance and use this as 

fuel emitting a large quantity of carbon gases, a major agent of air 

pollution. If the rural communities are not provided with livelihood and 

alternative income generating opportunities, their engagement in degrading 

activities like illegal extraction of forest resources and other natural 

resources would increase because they are exclusively dependent on a wide 

range of natural resources and ecosystem services. Therefore, the 

government of Bhutan is very active in reducing poverty through the 

implementation of various anti-poverty measures, and as a result, poverty 

is decreasing rapidly. 

Consumption Trends and Market Forces: Increasing affluence and 

modernizing lifestyle of the people, combined with population growth, have 

inadvertently led to higher consumption habits leading to pollution of air, 

water and land and increasing use of natural resources. As is the general 

trend across the world, the wealthiest have far extravagant consumption 

habit when compared to other sections of population. In Bhutan, the 

wealthiest 20 percent of population account for 38.5 percent of total 

national consumption while the poorest 20 percent account for 9.6 

percent. In terms of average per capita consumption, a person belonging to 

the wealthiest 20 percent of population consumes 6.7 times more than a 

person belonging to the poorest 20 percent9. This basically implies that as 

more people acquire wealth, consumption trends are likely to grow unless 

certain interventions are effectively implemented to curb wasteful 

consumption. 

Climate Change: People and the natural environment are becoming 

increasingly vulnerable to the impact of climate change. The faster the 

climate changes, the greater the impact on people and their natural 

environment. In the recent past, the country has experienced a number of 

incidents. 
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7.3: Environmental Policies of the Government 

Sustainable development in Bhutan called for the establishment of a 

number of policy frameworks, institutional safeguards and formulation of 

environmental acts as well as a few Action Plans. Environmental 

conservation received a constitutional mandate, since the Constitution of 

Bhutan was formally adopted on 18th July, 2008. Article-5 of the 

constitution incorporated country's long standing commitment to 

environmentally sustainable development and recognition of environmental 

conservation as one of the cornerstones of Bhutan's basic development 

philosophylo. This article of the constitution states that environmental 

conservation is the fundamental duty of all people and the government. It 

also offered parliamentary power to declare any part of the country to be a 

National Park, Wildlife Reserve, Nature Reserve, Protected Forest, 

Biosphere Reserve, watershed and such other categories meriting 

protection. 

The country adopted a large number of environmental policies during 

its planned development. The major environmental policies are: a) National 

Forest Policy 1974 (revised in 1979 and 1991), b) National Environment 

Strategy1998, c) Bhutan Water Policy 2003, d) National Urbanization 

Strategy 2008, e) Bhutan Sustainable Hydropower Development Policy, f) 

National Disaster Risk Management Framework 2006, g) Biodiversity 

Action Plan for Bhutan (1998, 2002 and 2009) and h) National Adaptation 

Programme of Action for Climate Change. Adopting these policy strategies, 

the government has better managed its environmental conservation. The 

government enacted various environmental laws for the codification of 

human actions associated with environmental preservation. Principal laws 

are: a) Forest and Nature Conservation Act 1969 (repealed with Forest and 

Nature Conservation Act 1995) b) Mines and Mineral Management Act 

1995, c) Environmental Assessment Act 2000, d) Road Act of Bhutan 2004, 

e) National Environmental Protection Act 2007, f) Land Act of Bhutan 
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2007, g) Local Governments Act 2009 and h) Waste Prevention and 

Management Act 2009. Institutional interventions in environmental 

programmes helped effective implementation of various policies for 

environmental sustainability. Institutions were established with the 

respective stakeholders from the central government, district and even 

block levels. Major institutions relating to sustainable development in 

Bhutan have been established by incorporating the agents from a) various 

ministries of the Central Government, a) district and block level 

administration, c) National Environment Commission, d) National Land 

Commission, e) Gross National Happiness Commission, f) Non

Governmental Organizations g) private sector corporations h) educational 

institutes such as colleges and i) external development partners. 

Dominated by the Buddhist religious and cultural doctrines, human

nature interface had been one of the guiding principles of all actions of 

people for their livelihood and development. Environmental preservation 

was a principal issue of Buddha's religious proliferation. Buddha 

advocated that people should return to nature what people receive from 

there. Buddhist people believed that the mountains, rivers, lakes, cliffs, 

rocks and soils are considered as domains of different spirits, and any 

pollution or disturbance of these habitats can bring death, disease, and 

destruction11 . Therefore, Bhutan's commitment to preserving its 

biodiversity is firmly rooted in the understanding of the importance of 

forest ecosystem for survival of remote, isolated, and scattered 

communities, their religion and belief systems. Bhutan's people have 

preserved their natural environment for centuries because they have 

always lived in harmony with isolated nature and this relationship has 

been enforced within their moral, cultural and ecological premises. 

Under the planned development regime, particularly since the early 

1980s, Bhutan's development philosophy is being guided by 'Gross 

National Happiness' instead of Gross National Product, where 

environmental preservation is one of the four pillars12. Therefore, 
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environmental conservation has been the cornerstone of Bhutan's planned 

development and has been a principal objective in all the Five Year Plans. 

Environmental policies and Action Plans were formulated for attaining the 

objectives of protecting the nature, sometimes in collaboration with the 

donor agencies. 

Let us begin from the traditional primary practices detrimental to the 

health of the natural environment. It has been noted that shifting 

cultivation (slash and burn agriculture), overgrazing, excessive extraction 

of wood and non-wood forest products are the man-made factors 

disturbing forest bio-diversity of Bhutan. In case of shifting cultivation, its 

type, size, intensity, duration, frequency, and return interval affect and in 

turn are affected by existing flora and fauna. Recognizing the adverse 

impact of 'slash and burn agriculture' on its pristine environment, proper 

initiatives were undertaken by the government at an early stage. Bhutan 

began to curtail shifting cultivation throughout the country in 1969, 

adopted a total ban in 1995 at the 70th Session of the National Assembly, 

and effectively eliminated the practice in protected areas by the late 

1990s13. 

Overgrazing caused by growmg animal population of the country 

results to forest degradation as much of the grazing occurs in forest lands. 

Yak herding mainly contributes to degradation of grass and pasture lands. 

Erosion and grassland deterioration is particularly strong in areas where 

large herds of yaks are joined by flocks of blue sheep and large number of 

marmots. The marmots are found to be very destructive as they dig 

numerous burrows, which set off the process of erosion. The holes become 

larger under the hooves of yaks until they become large enough to be used 

as bull pits. In times of heavy rainfall, the soil from these open spots is 

washed down often causing landslips14. 

Traditionally, the people of Bhutan m rural areas used non-wood 

forest products for food, fibre, shelter, medicine, household implements, 

handicrafts and several other purposes. Without legal framework and 
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proper management of resource extraction of this kind, existing bio

diversity of Bhutan becomes adversely affected. A set of guidelines for the 

assessment and management of these resources have been prepared for its 

proper implementation. Through the use of these guidelines, the forest 

department is focusing on working with local communities to develop 

sustainable management of these resourcesls. It is noteworthy that, access 

to altemative resources is essential before banning this extraction because 

of the poverty associated with this rural population. Reduction in the 

consumption of timber is being achieved through the promotion of 

alternative house construction materials such as corrugated iron sheets for 

roofing. Fuel-wood consumption can be reduced through promotion of the 

use of electrical appliances for cooking and heating in all areas covered by 

electricity. The expansion of rural electrification offers significant 

opportunities for environmental improvements in this regard. In order to 

avoid the emission of carbon gases from fuel-wood, use of liquefied 

petroleum gas is better altemative for the village communities16. 

Establishment of protected areas and biological corridors is a very 

bold initiative for protecting Bhutan's biodiversity. The protected areas 

cover 26 percent of the country which is linked by biological corridors that 

covers 9 percent area17. The combination of protected areas and biological 

corridors form a Bhutan Biological Conservation Complex (B2C2) or a 

landscape conservation unit, encompassing all types of ecosystems that 

are existent in Bhutan. Table-7 .1 shows existing protected areas in 

Bhutan. 

Table-7 .1 shows that at present there are ten protected areas 

throughout Bhutan with total land area of 16,398 sq. km. Along with this 

protected areas, there are eight biological corridors, collectively 

encompassing an area of 2,686 sq. km, connecting all the ten protected 

areas of the country. The main purpose of these biological corridors is to 

maintain the movement of wildlife animals free and uninterrupted. 
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Table-7.1: Bhutan's Protected Areas 

Protected Area Area (square Operational Status 
Projects km.) 

Torsa Strict Nature 610 Not yet operational 
Reserve 
Jigme Dmji National 4316 Operational since 1997. 
Park Conservation management plan 

being revised. 
Jigme Singye 1730 Operational since 2002. 
Wangchuck National Conservation management plan 
Park being revised. 
Royal Manas National 1057 Operational since 1994. Prior to 
Park 1994, patrolling and some 

limited research activities were 
being implemented as well as 
basic park infrastructure 
existed in Manas. 

Thrumshingla 905 Operational since 2002. 
National Park Conservation management plan 

being revised. 
Bumdeling Wildlife 1521 Operational since 2001. 
Sanctuary I Conservation management plan ! 

being revised. 
Shibsoo Wildlife 269 Not operational but patrolling 
Sanctuary and preliminary surveys 

ongoing under the management 
of Sat"})ang Forest Division 

Sakten Wildlife 741 Operational with its first 
Sanctuary conservation management plan 

in place in 2006. 
Khaling Wildlife 335 1 Not yet operational 
Sanctuary I 

1 
Wangchuck 4914 I Declared a protected area in 
Centennial Park I December 2008 
All Protected areas 16,398 I -
(Total) l .. Source: Bhutan: Biodwerszty Action Plan 2009, Mm1stry of Agnculture, Royal 

Government of Bhutan. 

Traditionally, communities managed the forest resources of Bhutan 

governed by the indigenous institutions and customary laws. Various 

protectors for the supervision of different dimensions of sustainable forest 

management and crops protection, protection against forest fires etc. were 

selected from within the communities. There was no central regulation or 

administration prior to 1959, when the communities still managed the 
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forests. Supreme Law of Bhutan 1959 was the country's first forestry

related legislation 18. This law shifted the power from the community to the 

government and changed traditional unwritten customary laws to formal· 

written law. 

However, community forestry was farther resumed since the 1980s19. 

Two-fold objectives were visualized in this new approach to community 

involvement in biodiversity management-promotion of forest management 

through the local participatory approach and enhancing socio-economic 

benefits to the local communities in terms of increased access to timber, 

fuel-wood, fodder and non-wood forest products. 

Initiatives have been taken for the preservation of country's biological 

resources such as indigenous and endangered flora and fauna. Various 

research institutes are carrying out fundamental research activities for 

their sustainability. Indigenous seed security as well as domestic food 

security got high priority in development approach. Bio-security policy for 

Bhutan has been approved by the government to ensure health and safety 

of population and its environment. In order to enhance bio-security and 

food safety, Plant and Animal Quarantine Stations have been established 

and operationalized at the Paro International Airport, Gelephu and Samtse 

entry points2°. Domestic seed security is being maintained in accordance 

with the international conventions and legal framework. Bhutan's RNR 

sector introduced field-crops research, particularly research works on 

seeds in some pocket areas of the country such as the districts of Samdrup 

Jongkhar and Mongar, promoting a community-based Seed Production 

Programme. 

Combating the growing hazards of land degradation, landslides, 

glacial lake outburst, water and air pollution, unprecedented floods and 

inventory of solid-waste is a major challenge before the Government of 

Bhutan for sustaining its environment. National Adaptation Program of 

Action for Climate Change (NAPA) was prepared in 2006 by the National 

Environment Commission pertaining to landslide management, flood 
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prevention and control, community-based forest fire management, disaster 

relief, mitigation of the effects of glacial lake outburst floods and weather 

forecasting system. These projects are expected to contribute, directly or 

indirectly, to the mitigation of the causes and impacts of land 

degradation21. 

Watershed management is essential for preserving the water 

resources of the country. The importance of maintaining integrity of 

Bhutan's watersheds and the need to protect existing un-polluted water 

resources comprising major river systems, ground water aquifers and 

springs is essential for Bhutan's sustainable development. Hydropower 

development has been identified as one of the three main avenues essential 

for sustainable development. Realization of Bhutan's sustainable 

hydropower potential will depend primarily on protection and management 

of its river catchments. Sustainable extraction of mineral resources focused 

on the dev~loP,ment of guidelines and standards for mineral exploration 

and development, generating baseline data for monitoring environmental 

impacts and formulating restoration plans for abandoned mines22. 

Provision of rural and urban sanitation received urgent initiatives for 

curbing environmental degradation. Country wide rural household 

sanitation coverage in terms of latrine construction was estimated to be 87 

percent in 2000. Solid waste generation in Thimphu city has increased 

from 8 tons per day in 1999 to 24 tons per day in 2004. This three-fold 

increase of daily waste generation in five years explains the critical nature 

of the problem in respect of main urban centres of Bhutan. Daily solid

waste collection services and municipal landfill management in Thimphu 

city are conducted by the Thimphu City Corporation. Preparation of a new 

landfill site has just been completed for Phuntsholing and it is scheduled 

to open for operation. Vehicle emission testing centres have been carried 

out for checking the motor vehicle emission standards. 

Financial burden of the government was heavy for the implementation 

of the environment friendly development approach. The Government of 

208 



Bhutan is spending lot of Ngultrum for protecting its environment. A 

substantial share of total plan budgets was allocated towards the 

attainment of environmental sustainability because it was the primary 

objective of all the Five Year Plans. An assessment of environmental 

expenditure of the Government of Bhutan during the Ninth Plan period 

(2002-2009) was commissioned by the Department of Public Accounts. 

Table 7.2 shows sector-wise Public Environmental Expenditure (PEE) in 

Bhutan during the period 2002-2007. 

Table-7 .2: Classification of PEE According to Environmental 

Domains During 2002-03 to 2007-08 (Nu. million). 

Institutions 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 

l.Air, Noise and 57.96 34.79 38.22 39.61 55.44 60.76 
Climate 
2.Natural Resource 195.87 226.38 243.66 281.32 398.02 280.55 
Mana_g_emen t 
3. Biodiversity 121.72 132.15 125.97 151.14 156.06 223.75 

4. Soil and Water 37.47 36.17 35.09 28.10 44.62 36.24 
Conservation 
5.Sewerage and 46.66 77.74 70.47 66.16 49.62 41.00 
Water Supply 
6.Waste 18.97 40.35 41.00 50.92 30.53 28.60 
Management 
7 .Training, HRD 169.77 136.49 108.38 143.55 146.22 174.23 
and R&D 
8.0ther 410.55 267.35 252.51 256.23 276.77 271.11 
Environment 
Total PEE 1,058.97 951.41 915.31 1,017.02 1,157.2 1,116.24 

7 
Source: Departments of Pubhc Accounts, Mmistry of Fmance, Royal Govemment of 
Bhutan, 2009. 

Table-7 .2 shows that environmental expenditures of the Government of 

Bhutan are increasing at a moderate rate. These are nothing but the 

compensation for the depreciation of environmental capital. Therefore, 

these environmental expenditures should be adjusted with the estimated 

values of NNP for arriving at sustainable NNP by subtracting environmental 

expenditures from the estimated NNP. 
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7.4: External Assistance and Environmental Preservation in 

Bhutan 

Environmental degradation is a global phenomenon. Recognizing 

obviously possible future outcome of environmental degradation, 

international communities are individually concerned in protecting their 

natural environment and biodiversity, while at the same time, they acceded 

to several international conventions on environment. Bhutan's 

participation in the global conservation movement has increased since the 

UNCED at Rio de Janeiro in 199223. Bhutan participated/ratified several 

international treaties or conventions such as: a) UN Convention on 

Biological Diversity, August 1995, b) Convention on International Trade in 

Endangered Species of Wild Fauna and Flora, August 2002, c) UN 

Framework Convention on Climate Change, ratified in August 1995, d) 

UNESCO World Heritage Convention, October 2001, e) International Plant 

Protection Convention, June 1994, f) UN Convention to Combat 

Desertification, g) Vienna Convention for Protection of Ozone Layer, April 

2004 and so on. Bhutan has established itself as one of the few 'Biological 

Hotspots' of the world through these participations and its own exertions 

for environmental conservations. 

Bhutan's environmental activities have been in conformity with the 

interests of its donor countries towards the attainment of sustainable 

development. As a result, these donors also extended environmental 

assistance for preserving the rich biodiversity and biophysical environment 

of Bhutan. The major bilateral donors in environmental front for Bhutan 

are Denmark, Australia, European Community, Helvetas, the Netherlands 

and India, while UNDP, the World Bank, ADB, ICIMOD, UNEP and World 

Wildlife Fund are the multilateral donors. 

European Community: Contribution of European Community (EC) is 

basically for forest management, integrated pest management, livestock 

disease control, conservation of medicinal plants and watershed 
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management. Wang Watershed Management Project of the EC at the cost 

of €9.2 million was started in 2000 and completed in 2007. Main purpose 

of the project was to develop, test and institutionalize watershed, land and 

farm management techniques. The Medicinal Plant Project, Phase-II began 

in 2004 with an estimated cost of €4.2 million to help in conservation of 

natural resources, alleviation of poverty, improvements in health and 

creation of economic opportunity through sustainable development of 

medicinal plants sector. A final evaluation of the Integrated Pest 

Management (IPM) project (1992-2000) at the cost of € 2.6 million showed 

that project activities contributed to optimal plant protection methods 

whilst minimizing the environmental, social and economic costs. EC 

assistance was shown to contribute to the effective eradication of 

Rinderpest, a general reinforcement of the veterinary services, good 

epidemiological control, domestic vaccine production and significant 

institutional strengthening and development24 . 

Denmark: Since 1978, Denmark has completed many development 

projects in Bhutan. Up to December 2003, Denmark's assistance to 

Bhutan focused on four areas of health, urban development, environment 

and good governance. The Danish strategy for Bhutan covering the period 

2008-2013 coincided with Bhutan's Tenth FYP, the overall objective of 

cooperation being poverty reduction through the promotion of sustainable 

economic development. Since December 2003, Bhutan's education sector 

has received assistance for environmental education while other 

environmental programmes included support for environmental awareness 

activities and urban sector programmes2s. A new agreement on Danish 

fund of Nu. 600 million was signed on 14th December, 2009 for the 

sustainable environment support programmes. The programme had two 

major dimensions-Nu. 367 million would be utilized along with the 

government's Tenth Plan budget programmes, the second component was 

designed as a joint programme with UNDP /UNEP supporting capacity 

development on mainstreaming environment, climate change, anti-poverty 

policies, plans and programmes. UNDP /UNEP would contribute Nu. 40 
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million in this initative. The programme will be implemented over a period 

of four years beginning in January, 201026. 

Helvetas: Helvetas, the Swiss assistance to Bhutan, supports several rural 

development programmes and projects, especially within the RNR sector to 

improve food security, conserve and sustainably manage natural 

resources, enhance rural income generation and livelihoods, generate rural 

employment opportunities and develop capacity of rural communities and 

agricultural service institutions. Key Helvetas-supported projects in Bhutan 

include Rural Development Training Project located in Zhemgang, East 

Central Region Agriculture Development Project covering Bumthang, 

Trongsa, Zhemgang and Sarpang dzongkhags, Participatory Forest 

Management Project and the Natural Resource Training Institute at 

Lobesa27 . 

Other Bilateral Assistance: Cooperation from Austria focused mainly on 

the areas of hydropower and energy development, forestry development, 

tourism and preservation of cultural heritage. Austria initiated Glacial Lake 

Outburst Flood Mitigation Measures Project ( 1999-2002) at the cost of 

$495,000. Netherlands Development Organization in Bhutan supports the 

introduction of environment friendly road construction concepts in all 

agencies (public and private) involved in road construction. Japan 

International Cooperation Agency (JICA) supports rural development and 

poverty alleviation through grants, technical advisory and human resource 

development assistance in the areas of agriculture, rural access and local 

governance. 

UNDP/UNEP: Environmental activities of UNDP and UNEP 1s 

multidimensional, supporting environment friendly projects and 

programmes, coordinating government's environmental projects and 

activities of other individual donors. UNDP supports protected field level 

intervention, alternative livelihood options and greater access to natural 

resources. UNDP and UNEP initiated a joint programme Poverty 

Environment Initiative (PEl) interlinking poverty and environment to attain 
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Bhutan's Millennium Development Goals (MDGs). UNDP supports Royal 

Society for the Protection of Nature (RSPN) for the implementation of 

targetted programmes on conservation, education and advocacy through a 

network of 100 school nature clubs. UNDP Small Grants Programme (SGP) 

has been designed to support local community actions that address global 

environmental concerns such as biodiversity loss, adverse impact of 

climate change and land degradation. During the financial year 2008-

2009, SGP approved a total of eleven projects, each project getting a 

maximum direct fund of USD 50,00028. The new focal area in this initiative 

was to support communities in the conservation of agricultural 

management for food production. 

Some of the innovative ideas of the UNDP included conservation of 

wild, edible orchid habitat through sustainable harvesting practices and 

establishment of community based seed banks to conserve local varieties. 

Development of community micro-hydel projects and self-help groups is 

two other areas of UNDP activity. Two women self-help groups in Mongar 

district with assistance from the Renewable Natural Resource Research 

Centre introduced production of herbal cosmetics. A community micro

hyde! project funded by UNDP/GEF has been established at Sengor village 

of Mongar district. The project has deposited USD 25,000 as seed money 

and it is maintained fully by the community. This project reduced the use 

of annual fuel-wood consumption of four truck loads per household to two 

truck loads. This type of community micro-hydel projects throughout 

Bhutan should be a matter of concern for reducing fuel-wood 

consumption, a major cause of environmental degradation. 

ADB: The Asian Development Bank undertook projects on sustainable road 

construction, electrification, poverty reduction, environmental education 

and advocating alternative to fuel-wood consumption. ADB has provided 

technical assistance to strengthen environmental impact assessment 

guidelines in Bhutan. Urban infrastructure projects have been proposed 

aiming at reducing urban poverty, improving community health and 
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preventing environmental degradation in the selected project areas. The 

project will involve programmes for improving water supply, sanitation, 

solid waste management and roads for low-income communities. In view of 

the shortage of trained staff in environmental management in the country, 

integrating a focus on environmental skilis, training and development of 

environmental curricula has been formulated. In providing support for 

strengthening EIA capabilities and preparation of sectoral environmental 

guidelines, codes of practice and environmental standards, ADB has 

facilitated the establishment of a sound environmental assessment process 

for development activities across the sectors. Rural electrification reduces 

need for fuel-wood and thereby reduce deforestation which in turn reduces 

land degradation and protects watersheds. Relevant training courses and 

awareness programmes focused on Bhutan's key environmental issues 

such as causes and impacts of environmental degradation, practical 

environmental mitigation measures, Bhutan's environmental regulatory 

framework, preparation of basic environmental management plans, 

environmental monitoring and audit, environmental site inspection 

procedures and preparation and implementation of Action Plans29. 

World Bank: Forestry and natural resource management was the 

important activity of the World Bank. The Bank emphasized use of forest 

resources to improve rural livelihoods through community-based natural 

resource management and social forestry. The Bank has made three loans 

for forestry development in the financial years 1984, 1988 and 1594 for a 

total of $12.0 million, the last two projects being co-financed with the 

Swiss Development Corporation. The World Bank functioned as an 

executing agency for a Global Environment Facility grant of $10 million for 

the Trust Fund for Environmental Project3o. The Bank's forest projects 

focused on sustainable forest management practices, including scientific 

management and extraction of natural forests, introduction of social 

forestry for community-based forest management, trial reforestation 

techniques and institutional strengthening, especially for decentralization 

of the Department of Forestry services. 
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Bhutan Trust Fund for Environmental Conservation: This Trust Fund, 

an NGO, was created in 1992 and was incorporated in Royal Charter in 

1996, which is an independent grant management organization for 

environmental conservation. The organization has undertaken several 

projects covering the areas of environmental education, protected area 

management and study of species ecology. Since 200 1, the Trust Fund is 

operating with annual income generated more than US $40 million under 

the guidance of a high-level management board. The Trust Fund is funded 

by the Global Environmental Facility supporting a wide range of 

environmental activities. Global Environmental Facility is supporting the Trust 

Fund in the areas of environmental policy development, management of protected 

areas, sustainable land management, local environmental governance, mitigation of 

risks from glacial lake outburst floods and agro-biodiversity conservation. 

World WDdllfe Fund: This agency started supporting conservation work in 

Bhutan in 1977. Its priority areas include conservation of endangered 

species like tiger, snow leopard, Asiatic elephant, black-necked crane and 

white-bellied heron. In addition, it is supporting sustainable livelihood 

projects using integrated conservation and development approach on a 

pilot basis. It aimed to develop a five-year conservation management plan 

for the Sakteng Wildlife Sanctuary through collection of baseline 

information on vegetation, wildlife and socio-economic aspects of the 

sanctuary, implementing integrated conservation and development 

activities and building of basic infrastructure and human resource 

capacity. Biological corridor management is another area of operation. 

Major projects of the organization include: a) linking & enhancing 

Protected Areas, b) The Royal Manas National Park, c) Bhutan Tiger 

Conservation Programme, d) Bhutan Biological Conservation Complex, e) 

Integrated Conservation and Development Programme Project, f) Women in 

Environment Project, g) Mushroom Community Development Project and h) 

Greenhouse Gas Project31. 

215 



Foregoing paragraphs sketched a vivid picture of the extent of 

involvement of the intemational donor agencies m environmental 

conservation activities within Bhutan. Besides, in accordance with the 

Bhutan Govemment's growing expenditure on environmental 

sustainability, the donor countries are also substantially financing budget 

expenditures of the government, particularly for environmental 

preservation. These environmental financing by the foreign donors have 

been channelized through variou::-. government sector agencies m the 

budget programmes. The percentage share of donor financing m the 

budgets for Bhutan's public environmental expenditure has been shown in 

Table-7.3. 

Table-7.3: Donor Financing on Bhutan's Environment: 2002-2003 to 

2007-2008 Budgets (Nu. million/%) 

Budget 2002- 2003- 2004- 2005- 2006- 2007- Total 
Programmes 2003 2004 2005 2006 2007 2008 

F.Fin (%) F.Fin (%) F.Fin (%) F.Fin(%) F.Fin(%) F.Fin(%) Env.Exp F.Fin 
(%} 

General 79.4 66.5 70.2 69.8 44.7 37.1 953.7 59.7 
Administration -
Agriculture Service 33.4 100.0 100.0 100.0 100.0 94.0 390.0 48.2 

Forest Service 36.9 31.2 23.7 25.3 17.1 12.8 23.4 
1792.9 

Council of RNR - 68.9 56.8 41.3 19.0 22.4 539.8 42.0 
Research 
Geology and Mines 49.7 50.6 48.3 40.0 38.1 14.8 198.9 37.1 
Service 
Ener~ Service 53.3 60.8 24.4 28.9 45.9 63.7 665.5 45.5 
Industry Service 0.0 0.0 0.0 0.0 0.2 0.0 154.0 0.1 
Tourism Service 0.0 89.8 100.0 37.4 - - 5.5 63.3 
Road Safety & 0.0 0.0 0.1 0.0 0.0 - 52.5 0.0 
Transport Service 
Urban Dev. & 69.8 74.3 77.8 78.0 88.5 88.7 583.4 77.9 
Engineering 
Service 
Local Govemance - - 6.2 24.9 54.3 25.3 32.5 
Service 
Total Central 47.1 57.2 47.2 38.7 31.1 30.8 5361.4 41.9 
Government 

Source: Departments of Public Accounts, Ministry of Finance, Royal Government of 

Bhutan, 2009. 

Table-7 .3 reveals that the average level of donor financing on Bhutan's 

environmental front during the Ninth Plan period (2002-2007) was 38 

percent, the highest share being recorded in the development of urban 
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sanitation. Annual variations and variations among programmes and 

activities were also prominent. With regard to some government 

institutions where the responsibility of environment and biodiversity 

management were within itself, donor financing was close to 100 percent, 

such as forestry sector. On the other hand, for industries, road safety and 

transport, there was no record of donor financing during the Ninth Plan 

period (2002-2007). 

7.5: Beyond Sustainable Development: The Concept of GNH 

In economics, the term development means growth of national income 

or per capita income accompanied by structural transformations. This 

definition of development is exclusively based on economic indicators 

totally excluding the socio-environmental aspects of development. True 

development, however, encompasses various dimensions of human lives 

rather than the growth of economic indicators. Therefore, the UNDP 

introduced Human Development Index (HDI) for the measurement of 

development with the help of three indicators as follows: a) life expectancy, 

b) literacy rate and c) per capita income at purchasing power parity. 

Even this definition says nothing about sustainability of development. 

The concept of sustainable development is limited to economic and 

environmental domain. It does not include cultural, emotional and other 

value related issues, which are some important dimensions of human lives. 

Gross National Happiness, the Bhutanese concept of development, 

encompasses economic, environmental, cultural and emotional dimensions 

of human lives. Thus, GNH is a more comprehensive concept of 

development based on the Buddhist religious values. Though the concept 

first originated in Bhutan, it is now being cultivated throughout the world 

including the United Nations. The recent trend is to perceive economic 

development with human face and with sustainability. The Nobel Prize 

winner economist Professor Amartya Sen is one of the pioneers in this 
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school of thought. Bhutan is some step ahead in this process of conceptual 

development through the follow up of sustainable development policies and 

preservation of human values and traditional culture. 

This development philosophy was first introduced by Jigme Singye 

Wangchuk, the fourth hereditary king of Bhutan. However, the concept of 

development evolved over the planned development in Bhutan beginning 

since 1960s. In the late 1960s, a period during which Bhutan's 

development policy was following conventional patterns of rapid 

modernization. Late King Jigme Dorji W angchuk expressed his view on the 

goal of development as making the people prosperous and happy. 

Similarly, the prominence of prosperity and happiness was highlighted in 

the king's address on the occasion of Bhutan's admission to the UN in 

1971. This vision, first articulated by the late king was elaborated by the 

king Jigme Singye W angchuk, who declared in the first year of his reign 

that "our country's policy is to consolidate our sovereignty to achieve 

economic self-reliance, prosperity and happiness for our country and 

people"32. Gradually, it has become a subject matter of international 

discussions and a few international conferences have also been organized 

to work out a method to measure GNH. 

Buddhist countries are more interested m GNH as a concept of 

development because it is based on the Buddhist value system. One of the 

Key teachings of Buddha was that sufferings are caused by the way we 

perceive things and ourselves. Desire for material consumption causes our 

sorrow. However, Buddha did not reject matters. Rather he advocated 

'right livelihood', as one of the eight main requirements in Buddha's path. 

'Right livelihood' means: "One should abstain from making one's living 

through profession that brings harm to others, such as trading in arms 

and lethal weapons, intoxicating drinks, poisons, killing animals, cheating 

others etc. and one should live by a profession which is honourable, 

blameless and innocent of harm to others"33. 

The Philosophy of GNH is based on four main pillars: a) Equitable and 
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sustainable development b) Preservation and promotion of its culture, c) 

Conservation of environment and d) Promotion of good governance. 

a) Equitable and Sustainable Socio-economic Development: Gross 

National Happiness emphasizes the importance of sustainable and 

equitable development. Establishment and delivery of health, education, 

agriculture and other economic services are guided by these two conditions 

of sustainability and equity. Equity has been at the core of Bhutan's 

development approach. Despite the forbidding features of its geography 

and the scattered nature of population distribution and hence, the 

extremely high cost of socio-economic service delivery, the benefits of 

development-both quantitatively and qualitatively, have to be distributed 

evenly across all sections of the society. 

b) Preservation and Promotion of Culture: GNH recognizes that the 

moral and ethical framework for thoughts and actions are shaped by 

culture. This pillar aims at strengthening the institutions of family and 

community, the spirit of voluntarism, tolerance and cooperation, the 

virtues of compassion, altruism, honour and dignity, all of whose active 

promotion may be a contributing factor to Bhutan's low crime rate34. 

Culture also provides a framework where an individual's or society's 

psychological and emotional needs are addressed. By preserving local, 

regional, and national festivals, the government tries to meet these needs 

and provides a forum for maintaining social networks and promoting 

public culture. Bhutan's extended family network is a sustainable form of 

social safety net. Being aware of the possibilities of family disintegration or 

nuclearization, the government makes conscious efforts to revive and 

nourish the traditions and practices that bond families and keep 

communities resilient. 

c) Conservation of Environment: Environmental policy of Bhutan is 

predicated on the Buddhist perspective that human beings and nature not 

only live symbiotically but are inseparable from each other. Economy 

should be viewed as a circular resource flow system, and that the 
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environment imposes a set of constraints according to its stock of 

resources and its natural ability to assimilate wastes. This implies that in 

order to generate income and wealth for its inhabitants, the economy must 

first extract resources from the environment, process them so that they are 

available for use as end-products, and finally, dispose of large amounts of 

resulting wastes back into the environment35. According to this 

perspective, nature is a partner in existence; it provides sustenance, 

comfort and beauty to the mankind. 

d) Good Governance: Collective happiness is viewed as the aggregate of 

individual happiness attained through good governance. The government 

can increase GNH by delivering services that strive to increase consumer 

satisfaction and personal happiness. Recognizing that the underlying idea 

of human happiness within the concept of GNH is the capacity to make 

choices for individuals, Bhutan has pursued a number of policies to 

facilitate the capacity to make choices36. The Education Department for 

example provides education to children. This lies in the domain of Career. 

Health Department provides service for the promotion of physical and 

mental health of the people. Other policies like decentralization of decision 

making process and adoption of democratic governance all are symbols of 

good governance. 

On the basis of these pillars, a set of nine indicators have been 

chosen to contract the GNH index. These indicators are: (a) psychological 

welbeing, (b) health of population, (c) education, (d) time use and balance, 

(e) community vitality, (f) cultural diversity, (g) ecological diversity, (h) living 

standard and (i) good governance. The psychological wellbeing domain of 

the GNH questionnaire covers three areas: general psychological distress 

indicators, emotional balance indicators and spirituality indicators. 

Elements like the prevalence rates of negative emotions (jealousy, 

frustration, selfishness) and positive emotions (generosity, compassion, 

calmness), the practice of spiritual activities like meditation and prayers 

and overall life enjoyment are part of this domain37. 
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The time use domain highlights the value of leisure for happiness and 

overall quality of life. The domain was constructed under the assumption 

that non-work activities such as sleeping, personal care, community 

participation, education and learning, religious activities, social and 

cultural activities, sports and travel contribute to levels of happiness. 

Bhutan's traditional socio-economic system was based on the principle of 

communal self-reliance. The population lived in scattered villages, hamlets 

and isolated farms while urban settlements were non-existent. This 

corresponds to Buddhist doctrine, which points to the benevolent nature of 

small-scale communities38. These communities play a significant role in 

the formation of public goods with the help of the government supplying 

the materials. Cultural diversity and resilience domain considers the 

diversity and strength of cultural traditions involving six areas: dialect use, 

traditional sports, community festivals, artisan skill, value transmission 

and basic precept. 

Education and health are two important indicators of GNH. "The 

health indicators assess the health status of the population, the 

determinants of health, and the health system. Health status indicators 

show information on self-rated health, disabilities, body-mass index, 

number of healthy days per month, knowledge about HIV transmission, 

and breast feeding practices"39. Education was emphasized in the areas of 

educational attainment, traditional language, skills and creativity. The 

ecology domain mainly focuses on perceptual data on ecology. The 

relationship between human beings and the environment is seen m a 

fundamentally different way than the western approach, while the latter is 

based on the Christian instrumental view that nature exists solely for the 

benefit of mankind. The standard of living domain measures the economic 

conditions of the people including food, shelter and cloth. The indicators 

also reflect economic distresses like failure to repair households and the 

purchase of second-hand clothing. The living standard domain consists of 

four areas: income, housing, food security and hardship. 
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A set of nine researchers was put together for each of the nine 

domains. For example, a researcher with psychology background and two 

with statistics background developed the psychological welbeing domain. 

These nine teams together constructed the first GNH questionnaire in 

2005. The most recent questionnaire of GNH was published in 2007. It 

contains 290 questions on 72 indicators in nine domains and one GNH 

index40. 

Qualitative entities like cultural factors, happiness etc. is very difficult 

to measure. However, there are sophisticated econometric techniques for 

the inclusion and measurement of qualitative variables. This method can 

be explained in terms of the following equation: 

(1) 

where Xt and X2 are quantitative variables and D1, D2, ........... Dn are 

qualitative variables such as a particular form of arts or feeling. The values 

of Di depends on either 'Yes' or 'No', for example, one may like or may not 

like dancing. If 0 for liking, 1 for dislike41 . For this type of regression at 

least one variable must be quantitative. Since, there are some indicators of 

GNH purely quantitative, the above method is well applicable. However, 

indexification of GNH is really a complex issue and there are miles to go for 

its perfect measurement. 

Once the index is formed, it can be incorporated in government's 

development policy issues. The role of the government is vital because good 

governance is one of the pillars of this development philosophy. 

Government has to device the policies in order to eradicate poverty and 

reduce income inequality and conserve environment for better GNH index. 

Role of the market must not be competitive, rather market mechanism 

should also correspond to the value system. This can be achieved not by 

spending lot of money for advertisement, but through improvement of 

quality of commodities. Production structure should also be based on the 

laws of environmental sustainability. 
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If we can foster external and material welbeing as well as internal and 

spiritual wealth, a GNH society can ultimately be achieved. Bhutan is not 

alone in this movement. Following Bhutan, similar but slightly different 

concepts of development are thought of by some other countries and 

institutions like France, OECD and Thailand. French president Sarkozy 

established a commission on the measurement of Economic Performance 

and Social Progress42. OECD has also embarked on an ambitious endeavor 

called the Global Project aiming to foster developmental indicators meaning 

welbeing of a society. This government has recently partnered up with 

several universities to develop the National Progress Index (NPI) taking into 

account social, economic and environmental welbeing. The New 

Economics Foundation (NEF) in the U. K. has developed the Happy Planet 

Index (HPI) taking into account life expectancy, life satisfaction and 

environmental footprint to quantify welfare. All these are more general 

index of measuring human development than the GDP and the HDI. 

Achievement of GNH: So far, the discussion was on what GNH means 

and how it can be measured. Having discussed this, we are in a position to 

explore the relationship between economic development and GNH as well 

as the achievement of GNH over the plan period. Traditionally, economic 

theories and models were based on developed capitalist economies 

unsuitable for the economic problems of the developing countries. 

However, modern economists have expressed concern for genuine 

problems of developing countries. Theories developed by such economists 

pinpoint the human capital as a crucial factor of production including the 

issues of sustainable development. Not only that, freedom of choice and 

democratic decision-making with decentralization and people's 

participation constitute the core of this development economics which is 

popularly known as development with human face. 

Some of the issues of development just mentioned above bear a 

common basis with GNH, the development philosophy of Bhutan. 

Enlightenment of population through quality education, promotion of 
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physical and mental health, decentralization and good governance, equality 

and justice, role of communities in the development process, 

environmental sustainability all these are the major issues of both GNH 

and new development economics. These inclusions in development 

econom1cs today have narrowed down the gap between GNP and GNH. 

GDP and GNP are both important, and not necessarily mutually exclusive; 

rather, GDP reflecting the degree of material development, is a lower level 

indicator than G NH which reflects a higher level of happiness43 • The only 

lack in economic development remains the inclusion of cultural 

sustainability along with environmental sustainability. However, the 

economists are well aware of the cultural dimensions of human society 

particularly in the so-called developed world ensued by their apathy 

towards cultural decay. Thus, the economists favour more humanized 

economics characterizing the attributes of a Buddhist economy where 

Buddhist value system is incorporated in the development process. 

Economic development is a vital ingredient for the achievement of 

GNH. It is also a necessary pre-condition for the development of education, 

health, better standards of living, people's participation, effective time use 

as well as good governance. However, balance must be maintained between 

man and nature while the economy is developing. In the concept of GNH 

matter is not totally denied. Rather, it tries to harmonize between matter 

and mind because matter alone cannot fetch mental happiness. Spiritual 

dimensions of human beings must be incorporated for both body and mind 

because matter will fulfill the physical needs of the people while ethical 

values would fulfill the needs of human mind. At the same time, one 

should not forget that religion is impossible with an empty belly. 

Most of .the major indicators of GNH have improved in Bhutan since 

the beginning of the planning regime in 1960s. People have been 

enlightened through the supply of free education and their health position 

as reflected in the improved life expectancy. These two are major elements 

of GNH. Literacy rate has increased with reduction of infant mortality and 
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maternal mortality due to the establishment of government's social service 

system. The concept of GNH admits the role of govemment as well as that 

of the institutions. For example, Department of Sports and Culture 

extended vital inputs for the development of mental health during planned 

development. There are provisions for the practice and preservation of 

indigenous festivals. 

Nutrition, living conditions and mental peace contribute to quality of 

life. While material needs of the Bhutanese people have been fulfilled by 

the increase in per capita income, maintenance of domestic security and 

preservation of its rich environmental resources partially fulfilled their 

mental peace. Per capita income has increased due to the effective 

economic policies followed by the Royal Govemment under various Five 

Year Plans. 

Environmental preservation was at the core of all the projects and 

programmes of development. The role of foreign aid is also noteworthy in 

the issues of sustainability of development. Various intemational agencies 

extended their assistance keeping in mind the basic philosophy of 

development i.e. Gross National Happiness. 

The other elements of GNH such as self-reliance, decentralization of 

development as well as good governance were important objectives of all 

the Five Year Plans of Bhutan. Although achievement of self-reliance would 

take some time due to heavy dependence on foreign aid, the objectives of 

decentralization and good governance have been achieved by considerable 

extent. Bhutan's gradual elevation to a participatory democracy from 

weakly organized monarchical system as well as the establishment of its 

huge public service system with minimum degree of corruption in public 

life are congenial to the achievement of Bhutan's GNH. Regarding 

decentralization, the plan documents show that all the developmental 

issues are discussed at the block level or even village level before their 

implementation. Since Bhutan entered the planned development process 

some time later than its close neighbours, the country could avoid the 
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mistakes its neighbouring countries have committed. Community vitality is 

still well alive in Bhutan. Communities supply required labour services for 

the construction of public goods like schools and hospitals, the 

government supplying only the materials and the other equipments. 

7.6: Conclusion 

Sustainable development and achievement of Gross National 

Hapiness were basic philosophy of development in Bhutan. Sustainability 

of development was substantially achieved for its early consciousness, 

effective government policies, proper implementation of government's social 

sector projects as well as active role of Bhutan's external development 

partners. Bhutan's pristine environment, huge forest cover with several 

reserve forests and preservation of its cultural tradition are reflective of its 

sustainable development. Bhutan is on the right way to preserve its 

environmental and cultural base while these are decaying world over. 

Economic diversification in Bhutan during the planned development 

vindicates that GNH index is reflective of every development taking place in 

the country. Although, no time series data on GNH is available due to its 

recent origin, the indicators of GNH have obviously improved with the 

diversification of socio-economic activities and maintenance of domestic 

cultural tradition. Financial and technical assistance from its international 

development partners indirectly helped to improve Bhutan's GNH. In this 

twenty-first century globalized world, Bhutan's development philosophy is 

a serious concern for future development at the global level. 
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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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Appendices 

Appendix- A 

Projected Population by Sex, Bhutan: 2005-2030 (in 
numbers) 

Year Persons Percent 
Total Male Female Total Male Female 

2005 6,34,982 3,33,595 3,01,387 100.0 52.5 47.5 

2006 6,46,851 3,39,403 3,07,448 100.0 52.5 47.5 

2007 6,58,888 3,45,298 3,13,590 100.0 52.4 47.6 

2008 6,71,083 3,51,269 3,19,814 100.0 52.3 47.7 

2009 6,83,407 3,57,305 3,26,102 100.0 52.3 47.7 

2010 6,95,822 3,63,383 3,32,439 100.0 52.2 47.8 

2011 7,08,265 3,69,476 3,38,789 100.0 52.2 47.8 

2012 7,20,679 3,75,554 3,45,125 100.0 52.1 47.9 

2013 7,33,004 3,81,582 3,51,422 100.0 52.1 47.9 

2014 7,45,153 3,87,520 3,57,633 100.0 52.0 48.0 

2015 7,57,042 3,93,324 3,63,718 100.0 52.0 48.0 

2016 7,68,577 3,98,948 3,69,629 100.0 51.9 48.1 

2017 7,79,666 4,04,347 3,75,319 100.0 51.9 48.1 

2018 7,90,215 4,09,474 3,80,741 100.0 51.8 48.2 

--

------ r------ -- ·-·-- ---------

2019 8,00,154 4,14,293 3,85,861 100.0 51.8 48.2 

2020 8,09,397 4,18,760 3,90,637 100.0 51.7 48.3 

2021 8,18,370 4,23,085 3,95,285 100.0 51.7 48.3 

2022 8,27,038 4,27,250 3,99,788 100.0 51.7 48.3 

2023 8,35,379 4,31,247 4,04,132 100.0 51.6 48.4 

2024 8,43,363 4,35,058 4,08,305 100.0 51.6 48.4 

2025 8,50,976 4,38,679 4,12,297 100.0 51.6 48.4 

2026 8,58,410 4,42,200 4,16,210 100.0 51.5 48.5 
2027 8,65,662 4,45,626 4,20,036 100.0 51.5 48.5 

2028 8,72,759 
-- ---------~ - -------- r-----------

4,48,965 4,23,794 100.0 51.4 1 48.6 
2029 8,79,707 4,52,224 4,27,483 1 100.0 i 51.4 48.6 
2030 8,86,523 4,55,409 4,31,114 100.0 51.4 48.6 

.. 
Source: Statrstlcal Yearbook of Bhutan 2010, NSB, Government of Bhutan. 
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Appendix- B 

Bhutan's Total Unemployed Persons by Level of Education 
and Sex 

Level of Education Area of residence 
Rural Urban Total 

Both sexes 
Illiterate 3,000 1,200 4,200 

Primary 600 400 1,000 

Junior 400 500 900 

High 700 1,200 1,900 

Higher Secondary 700 1,200 1,900 

Undergraduate 100 0 100 

Graduate 200 300 500 

Masters and above 0 0 0 

Non- formal 200 100 300 

Monastic 100 0 100 

Total 6,100 4,900 11,000 

Male 
Illiterate 1,600 200 1,800 
Primary 200 100 300 
Junior 100 100 200 
High 200 300 500 
Higher Secondary 500 500 1,000 
Undergraduate 100 0 100 
Graduate 100 200 300 
Masters and above 0 0 0 
Non- formal 100 0 100 
Monastic 100 0 100 
Total 3,100 1,600 4,600 

Female 
Illiterate 1,400 900 2,400 
Primary 400 200 600 
Junior 300 400 700 
High 500 900 1,400 
Higher Secondary 200 700 900 
Undergraduate 0 

I 

0 0 
Graduate 100 100 200 
Masters and above 0 0 0 
Non- formal 100 100 200 
Monastic 0 0 0 
Total 3,000 3,300 6,400 
Source: Statistical Yearbook of Bhutan 2010, NSB, Government of Bhutan. 
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Appendix-C 

Consumer Price Indexes for Food and Non-food Components, Bhutan 1st Qtr., 2008 
to 2nc1 Qtr. 2010. 

Item Weight 2008 2009 2010 
(%) 1st Qtr t'" Qtr 3ru Qtr 4"' Qtr 1' Qtr 200 Qtr 3"' Qtr 4111 Qtr 1' Qtr 2nd Qtr 

Index 

Food 31.67 129.1 140.98 140.35 140.02 140.51 150.38 154.21 155.06 157.83 160.75 

Non-Food 68.33 122.82 130.38 131.19 130.96 130.71 131.83 131.46 131.92 133.84 139.39 

Total 100 124.81 133.74 134.09 133.83 133.81 137.70 137.67 139.25 141.44 146.15 

Percentage Change Year on year 

Food 31.67 10.99 12.32 12.52 11.75 8.84 6.67 9.88 10.74 12.33 6.90 

Non-Food 68.33 3.78 7.19 7.77 7.74 6.42 1.11 0.21 0.73 2.39 5.73 

Total 100 6.03 8.85 9.30 9.04 7.21 2.96 3.42 4.05 5.70 6.14 

Percentage Change Period to Period 

Food 31.67 3.03 9.20 (0.45) (0.24) 0.35 7.02 2.55 0.55 1.79 1.85 

Non-Food 68.33 1.04 6.16 0.62 (0.18) (0.19) 0.86 -0.28 0.35 1.46 4.15 

Total 100 1.69 7.15 0.26 (0.19) (0.01) 2.91 0.70 0.42 1.57 3.33 

Purchasing Power of Ngultrum (PPN) 

f----·--
1.00 0.80 0.75 o.7s_T_ o.7s·l·a:~a.73 0.72 0.72 0.71 0.68 

Source: Statzstzcal Yearbook of Bhutan 2010, NSB, Government of Bhutan. 
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Appendix- D 

Crime Reports by Nature of Crime, Bhutan 2007 to 
2009 (Incident) 

Nature of Crime 2007 2008 2009 

Attempt, Aiding and Abetting, Solicitation and 39 33 50 
Criminal Conspiracy 

Homicide 14 18 16 

Assault, Battecy and related Offences 449 440 565 

Kidnapping and Related Offences 5 6 11 

Sexual Offence 40 35 50 

Offence against infant, child, mentally disabled and 5 4 7 
incompetent person 

Arson and Related Offence 41 20 25 

Burglacy, Trespass and Related Offences 247 310 416 

Larceny, Robbecy, Armed Robbecy and Related 407 436 457 
Offences 
Money Laundering and Smuggling 16 17 7 

Embezzlement and Bribery 8 3 5 

Forgery and Related Offences 32 37 51 

Defamation and Related Offences 4 5 5 

Treason, Terrorism and Related Offences 6 16 6 

Offences against Cultural and National Heritage 156 168 164 

Offences Against Judicial Authority 0 0 1 

Prostitution and Related Offences 5 8 4 

Offence against the Public Welfare 71 84 86 

Offence related to public and civic duties 2 10 21 

Offence Related to Public Order and Tranquility 11 10 

I 
40 

Offences Against Privacy 0 0 0 
Computer Offences 0 1 0 
Offence related to Fire Arms and Weapons 13 38 29 

Offence Related Protected Species, Controlled and 67 168 320 
Other Harmful Substances 

Motor Vehicle Offences 559 357 375 
Others 174 136 126 
Total Crimes 

--~----··· 

2371 2360 2840 

Source: Statistical Yearbook of Bhutan 2010, NSB, Government of Bhutan. 
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Appendix- E 

Preamble to the constitution of Bhutan 

WE, the people of Bhutan: 

BLESSED by the Triple Gem, the protection of our guardian deities, the 

wisdom of our leaders, the everlasting fortunes of the ?elden Drukpa and 

the guidance of His Majesty the Druk Gyalpo Jigme Khesar Namgyel 

Wangchuck :-

SOLEMNLY pledging ourselves to strengthen the sovereignty of Bhutan, to 

secure the blessing of liberty, to ensure justice and tranquility and to 

enhance the unity, happiness and well-being ofthe people for all time. 

DO HEREBY ordain and adopt this Constitution for the Kingdom of Bhutan 

on the Fifteenth Day of the Fifth Month of the Male Earth Rat Year 

corresponding to the Eighteenth Day of July, Two Thousand and Eight. 
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