
1. Introduction: The Problem & Theoretical Framework 

1.1 Introduction 

Microenterprises (MEs) have played a significant role in the economic transition of developing 

countries. Historical evidence and a general belief strongly suggest that at the early stages of 

development, microenterprises were predominantly art/craft based, begun mainly in rural areas, 

responding to local demand1• With development, these enterprises have either been modernised or 

replaced by those promising better market potential. In most cases, the role of microenterprises is 

directly correlated with the advancement of a country's economy: the more developed a country, the 

lower the significance of microenterprises, with the exception of countries like Japan, Italy and Canada. 

MEs produce varieties of products mostly linked to renewable natural resources like food items, 

wood/recycle metal works, handloom products, paper and incense products, and provide services like 

footwear, restaurants/lodging, telephone booths, auto repairs, saloons, tailoring, shoes repairs etc. The 

importance of ME has gained in importance since last one decade. Historically seen, ME played a very 

important role in the economy of developed countries. Even today, US, Canada, Japan, Germany, UK, 

France and other EU countries have special institutional support programme for ME. In some of these 

countries like Canada and Japan, the microenterprises account for about 50% of their economy2. The 

Rio Summit in its 1987 report noted, as one of the conditions necessary to rapid economic growth 

required for sustainable development, that growth must be based upon equality of opportunity. The 

thinkers have been concerned that the world population is ever on the increase, heading beyond 6 

billion (end 1999), and how they could think of creating cleaner economic growth with equality of 

opportunity where more than 1.2 billion are so poor that they are unable to satisfy the basic needs for 

food, clothing, housing, clean water, and health care. Salloum (1 995)3 has estimated that about 50% of 

the population of the developing world or some 2 billion people owe their survival to the informal 

sector. It is estimated that about 150,000 individuals entering workforce everyday find jobs mostly in 

small businesses, as owners or as employees. During the recession in a country, small businesses 

possibly are the only ones that could sustain and provide economic revival. Some of the studies made 

in the developing countries of Asia, Africa, and Latin America, estimated that by neglecting small 

business activities, 90% of the economic activities are ignored4• Therefore, the importance of 

microenterprises is unchallenged. MEs not only meet the demands of a locality but also provide 

opportunity for employment. They mobilise scarce capital, generate entrepreneurial skills, enable 
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regional distribution of income/wealth, mitigate demographic stability, and products and services could 

be offered at low cost. 

In Bhutan, microenterprises account for a significant part of production, manufacturing and service 

units. The MTI, Government of Bhutan, has identified/earmarked certain enterprises as MEs. The 

definitions are clarified in section 1.3. The table 1.1.A in the appendix indicates that of the 4,851 

enterprises licensed (including 1,87 4 contract licenses), 71% (with 1,630 petty contract licenses) 

account for micro enterprises. These enterprises are scattered all over the country starting mostly from 

rural family households to larger businesses in urban to industrial areas. As per the table 1.7.C (under 

section 1.6.4.4) MEs employ (also the statistics of CSO 1998)5 on average 4 persons each. This 

means that all types of MEs provided meaningful employment to 9,052 (excluding construction 

industry) persons mostly from the locality. These many persons could be employed just by 336 small 

scale industries, which are basically set up in the industrialised areas (mostly in southern borders) 

employing a large number of persons form across the border. From the table 1.7.C (under section 

1.6.4.4) description of sample units, it can be calculated that out of the 119 sampled microenterprises, 

49%, which were registered as microenterprises, have grown their investment over the defined limit of 

Nu 0.1 million (MTI Classification). This means that the scarce resources have been well tapped and 

operation enhanced. These enterprises have not changed location and are regionally spread bringing 

about regional balance in economic development. It is seen from other countries that this sector is not 

only the engine for development of the private sector but is also the provider for numerous jobs and 

opportunities for steady earnings. Keeping this in mind and seeing the clear indication of job 

requirement for over 270,000 people in Bhutan by the 2017, microenterprises are of paramount 

importance. 

Numerous problems confront microenterprises from start up to marketing like finance, production, 

quality, and market. Of all the problems, finance is said to be the most critical because all other 

problems are directly or indirectly related to finance. Many studies, Liedholm (1989)6, Robinson 

(1988f Rhyne and Otero (1991)6
, to name a few, have pointed out that ME having small capital base 

inhibit the inability to raise funds. They cannot depend only on their savings and therefore depend on 

friends/relatives and moneylenders in the unorganised financial market, which they can access with 

relative ease and less or no formalities/procedures. Microenterprises do not have marketable assets 

and, therefore, cannot access financial institutions (Fis) for loans due to lack of collateral. On the other 

hand, accessing Fls becomes an innovative act for the microenterprises (MEs). Generally, MEs are 

family owned and their cash needs for personal and business usages are not always separable. Due to 
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the nature of MEs (mostly family owned), they have time constraints to follow lengthy financial 

procedures for applying for loans with Fls. 

This thesis is concerned with financing of MEs or microfinance. The terms, microfinance or 

microcredit are used interchangeably is this thesis and form the fulcrum of the thesis. The concept of 

microcredit and microfinance came in to limelight after the Microcredit Summit 1997 in the US. The 

Draft Declaration and Plan of Action defined Microcredit as "programmes that provide credit for self

employment and other financial business services including savings and technical assistance to very 

poor persons"9• Microfinance has also come to be referred to as small-scale financial services provided 

to people who work in agriculture, fishing and herding; who operate small or micro-enterprises; who 

work for wages or commission; and other individuals and groups at the local levels of developing 

countries, both rural and urban 10
• Both the terms, microfinance and microcredit have started to be used 

interchangeably. However, there is a clearer distinction in terms of its applicability: the former was used 

for on-farm activities and the latter for non-farm activities such as trading, small scale processing and 

manufacturing activities, but was not restricted to only non-farm activities by financi~l institutions in 

many developing countries. In addition, microfinance can be interpreted in a broader context to contain 

both microcredit and micro-savings. Both terms apply for small amounts of credit and savings 11 . 

For the in-depth learning of what has been done in microfinance-credit, a wide-ranging (although not 

exhaustive) review of literature from around the world has been made, which has been explicitly 

discussed under section 1.6.1 later. The review indicates that so far no research has been done in 

Bhutan on this subject. This study will be a pioneer in the area of microfinance/credit in Bhutan. The 

study attempts to delve in to various aspects of financing MEs, like identifying the supplies of funds, 

(viz. Fls, NGOs, moneylenders), systems of providing credit, problems of advancing and recovering 

loans, perception of microentrepreneurs regarding problems and prospects of financing, problems 

faced by the financial institutions. The study has been divided into six chapters (see preface for an 

overview). 

The following sections of this chapter are devoted to discussions on the geographical, political and 

economic setting of Bhutan, growth and importance of MEs, role of government in promotion of MEs, 

definition, concept and problems of MEs, literature review, objectives, research methodology, and 

sampling. 
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1.2 Overview of Economic Development in Bhutan and the Growth of 
Microenterprises 

1.2.1 The Geographical, Political & Economic SeHing 

The Kingdom of Bhutan covers an approximate area of 46,500 square kilometres (roughly 150 km 

north to south and 300 km east to west)12, bordered by the Tibetan region of China in the North and 

Indian States of Arunachal Pradesh, Assam, West Bengal and Sikkim respectively in the East, South 

and West (see Figure 1.2.A in appendix). Bhutan, which came under the rule of the Wangchuck dynasty 

in 1907, remained in isolation until the late 1950s. Its link with Tibet stopped with the Chinese invasion 

in early 1950s. The Kingdom decided to open its door to the outside world and opted for a strong link 

with India as a natural consequence of the geopolitical realities. 

Bhutan, being almost entirely mountainous, has a difficult topography with rugged terrain and deep 

gorges. It ranges geo-climatically from tropical 160 m.a.s.l to alpine more than 7500 m.a.s.l. The 

country can be divided into three main geographical zones comprising of: the southern foothills ranging 

between 160 and 1500 m.a.s.l with subtropical and tropical climate; inner Himalayas ranging between 

1 000 and 4000 m.a.s.l with subtropical, temperate and sub-alpine climate; and the greater Himalayas 

ranging above 4000 m.a.s.l with sub-alpine and alpine climate. Due to its topographic structure, Bhutan 

has substantial variations in agro-ecological conditions and climate. Rainfall varies from 5000 mm in 

parts of the south to less than 500 mm above 4000 m.a.s.l. The physical setting makes it difficult to 

develop of infrastructure such as roads and bridges. Today, Bhutan is served with only about 3600km 

of road network. Most recent data on land cover from the Land Use Planning, Ministry of Agriculture 

indicates that only about 8% is considered suitable for cultivation (see table1.2.A in the appendix). 

Bhutan is a Buddhist Kingdom and the King is the Head of state, while the executive powers are 

devolved since 199813 to the Council of Ministers. On a yearly rotational basis, the Cabinet Ministers 

take turn to head the government. The country is governed through the cabinet (lhengyel Shungtshor/), 

the national assembly ( Tshogdtl) and civil service. Of the 150 national assembly members, 1 05 are 

representatives of the people ( Chim~ elected for a three-year term; the monk body elects 1 0 monastic 

representatives and the King nominates 35 (20 are District Administrators known as Dzongdags). The 

members of the Royal Advisory Council, comprising nine (6 elected as representatives of the people, 

two elected as representatives of the monk body, and one nominated by the King to be Chairman -

Ka/yon) are all members of the national assembly. The national assembly sits once a year in additional 

to emergency sessions. The central government consists of seven ministries, which will be expanded 
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to ten by 2002, five commissions, armed forces, and autonomous bodies 14 (see figure 1.2.B in the 

appendix). 

The country is divided into 20 Dzongkhags (administrative districts). They are subdivided into 202 

geogs (blocks, headed by Gups- block head) and some of the large Dzongkhags are sub~divided in to 

Dungkhags (sub~districts, headed by Dungpas- Sub~District Administrators). The Dzongkhag Yargay 

Tshogchung (District Development Committee) chaired by Dzongdag (District Administrator) has the 

responsibility for planning and development of the Dzongkhag. The Geog Yargay Tshongchung (Block 

Development Committee) chaired by Gup (elected chairperson) is at the grass root level of 

decentralisation for development, plan, formulation and implementation. These two bodies play an 

important role in the decentralised and participatory decision making processes. 

It was only in 1961, during the rule of third king, that Bhutan began its planned development through 

the first five~year plan (FYP), (see table 1.2.B in the appendix for an overview of outlays from first to 

eighth FYPs). The highest priority in the first plan was naturally in ending Bhutan's state of isolation and 

building transportation link15
, with financial and technical assistance from India. The first two plans 

entirely focused on the development of road and infrastructure for social service with the second plan 

prioritising the agriculture sector. Both plans were mainly financial budgetary exercises rather than an 

attempt to work out a framework of priorities 16 and evaluation was an ex~post audit of expenditures. 

The scope of development plan broadened during the late 1960s and had a more balanced distribution 

of outlays by the fourth plan in mid 1970s. Due to unavailability of data until 1980, it is difficult to 

measure economic changes, but sectoral priorities and indigenous management of development plans 

Indicates returns on earlier investment in human resources. It was only during the end of third plan that 

economic services were also included. During the time, institutional development was taken up such as 

decentralisation. Over the years, Bhutan made a measured progressive development, learning from the 

other countries. The present development objectives are centred on the Royal vision statement of His 

Majesty the King; "Gross National H.appiness is more important than Gross Domestic Product". The 

HOI stands at 142"d17 rank and shows that Bhutan is rapidly developing. It is overtaking some of the 

countries in Southeast Asia, with per capita income of US$ 638 (June 1997) 18
, literacy of 54% (primary 

school enrolment of 72%), access to health and sanitation of 80%19
• 

Bhutan's late start of economic development has been an indirect advantage for the country. It has 

avoided the mistakes made by other countries, which achieved economic welfare at the expense of the 

environment. The country today has one of largest biological diversities on earth. Bhutan had always 

valued environment and preserved it long before it became a Ia mode in the development realm. His 
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Majesty the King Jigme Singye Wangchuck has stated that: "Throughout the centuries, the Bhutanese 

have treasured their natural environment and have looked upon it as the source of life. This traditional 

reverence for nature has delivered us into the twentieth century with our environment still richly intact. 

We wish to continue living with nature and to pass on this rich heritage to our future generations."20 

Bhutan has 72% of the land under forest cover (including 8% the shrubs) and 26% of the land area 

forms the reserves/sanctuaries. The environment strategy strictly forbids making environment as the 

resort of economic activities unless it is sustainable. 

Until recently, Bhutan's economic activities were determined by the country's natural and self-imposed 

isolation21 . It was a self-sufficient agrarian economy. A few marketable surplus items especially rice 

were traded by means of barter in Tibet mainly in return for wool, salt, tea and precious metals. 

Because the economy was unmonetised, taxation was imposed mainly in the form of labour, farm 

products and textiles22 . 

As stated earlier, the unavailability of time series data until 198023 makes it difficult to estimate growth 

rate, but figures thereafter clearly indicate a gradual transformation of Bhutanese economy (see table 

1.2.C below). Monetisation has increased correspondingly with gradual establishment of roads, 

communication and development works. 

Bhutan depended heavily on external expatiate work force for its development management. At the end 

of 5th FYP, the expatriate workers accounted for 75% in the organised sector. Non-Bhutanese civil 

servants still comprise about 30% in the beginning of 6th FYP (1987)24
. Even today, the country relies 

on many advisory expatriates. The dignity of labour is a high-stung stigma in the Bhutanese society and 

the private sector suffers from shortage of labour, both skilled and unskilled. 

Table 1.2.C: Sector shares and growth of GDP (1980, 1985 &1995 in 1980 prices) 

National Accounts Statistics Report 1980-98, CSO, March, 2000 
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The average GOP growth rate between 1985-1995 was recorded at 6.6% per annum. The per capita 

GOP in 1996 was estimated at US$ 425 (population figure 675,000)25, which rose sharply in 1997 and 

was estimated at US$ 54526• By end of 1995, the Bhutanese economy was still dominated by 

agriculture at 38% of GOP, a shrink from 56% in 1980. The next two major contributors to GOP were 

construction, and community & social services at about 11% each. Other sectors that contributed a 

significant share were service~ and manufacturing at more than 9% each, closely followed by 

electricity, and transport & communication at more than 8% each. Trade and commerce experienced 

one of the slowest growths and contributed 6%. The most negligible share was from mining and 

quarrying at 1.3%, which is still unexploited. 

During 1995, GOP was at 94% above the 1985 level of Nu 1519.8 million that was largely due to 

Chukha Power Project in 1987/88 and its innate linkages to other sectors particularly manufacturing, 

which witnessed a growth of 13.5%. Wrth the decrease of agricultural share to GOP (56% to 38%), the 

contribution of modern sector like manufacturing, electricity, transport & communication increased 

significantly. The share of agriculture to GOP is steadily decreasing and stood at 35.8% in 1998 

indicating the shift in economy with corresponding increase in other sectors, especially electricity made 

another jump to 10.5% (see table 1.2.C above). 

With the commissioning of power projects, manufacturing sector has been able to develop medium to 

large power-intensive industries and the existing industries like Penden Cement, Calcium Carbide, Ferro 

Alloys, Board Products increased their productivity boosting the sector's growth to 13.5%. The 

privatisation of bus services, purchase of additional aircraft and the establishment of satellite 

communication system saw an overall growth of transportation and communication sector at 11.8% 

per annum during the period. During the same period, the highest growth rate was witnessed by 

electricity, which peaked its contribution to GOP in 1988 and thereafter slackened until1993 and picked 

up again after the tariff were raised including the most recent raise in 1995. This sector recorded the 

highest growth of 48.2% during the decade. 

In addition to completion of Chukha Power-Project, numerous major constructions have started such 

as Kurichu and Basochu Power Projects, expansion of Penden Cement Plant, renovation of Punakha 

Dzong (fort), telecommunication, sewerage projects, flood protection works, etc. making the real 

investment increase on an average of 8.6%. Although the government's share of investment formed 

52% of total in 1994, the volume of private investment is also steadily increasing, largely due to the 

government's encouragement to private sector and privatisation. The Gross Domestic Capital Formation 

showed an encouraging trend as it rose from Nu -4.9 million in 1985 to Nu 2523.8 million by 1994, 
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mainly due to private sector savings. The government saving remained negative and negligible in 

proportion to GDP during the period. The consumer index showed an average increase of 9.5% during 

the decade, and the consumption expenditure declined in both government and private sectors. 

Trade and commerce recorded the slowest growth rate of an average 3% per annum during the period. 

It was largely due to the government's policy of high value low volume tourism and the slow growth of 

the private sector. With 94% of the export destined to India in 199527, India is the main trade partner. 

The trade between the two countries is free of restrictions and tariffs. The Bhutanese Ngultrum (Nu) is 

pegged at par with Indian Rupee. The Indian Rupee freely circulates as free tender in the country and 

was the only medium of exchange in Bhutan unti1197 4. Bhutan thus has very close monetary links with 

India, and Bhutan's economic situation is closely reflected by India's economy. 

As compared to exports in 1985/86 (Nu 272 million), it has increased ten-folds in 1995/96 (Nu 3349 

million). Exports to India alone accounted for 92% and the balance Nu 270 million was to the rest of the 

world. During the same period, the imports increased from Nu 1042 million to Nu 3802 million28 where 

India accounted for 77% and 73% respectively. Bhutan's external trade has been characterised by large 

negative balance, with an exception of positive trade balance with India of Nu 288 million in 1995/96. 

Exports have dramatically increased during the last decade mainly due to electricity export to India. The 

overall balance of payment with India became positive in 1995/96 and improved 738 times in just two 

years from 80 million to 671 million in 1997/98. The items exported, apart from the electricity, are 

ferro-alloys, calcium carbide, cement, agricultural/forest and horticultural products. In spite of the 

increased export, trade balance has been negative over the years due to correspondingly increasing 

imports, mainly aid-related. However, the overall balance has been always positive, mainly offset by 

foreign ~ssistance received (see table 1.2.0 & E in the appendix). In ten years, the overall balance 

increased positively to 90%, averaging to 9% a year29
• Asian Development Bank reports, "the inflows of 

foreign aid boosted gross foreign exchange reserves from $25 million to $ 145 million by the end of 

1996, equivalent to more than 16 months of imports"30
• 

For the first time in 1996/97, it was possible to meet all the recurrent costs from the internal revenue 

despite its increase to 7.23 % (Nu 2357.27 million) due to increase in the salary of government 

employees and the police force. It was possible largely due to increased revenue from Chukha Power 

tariff and to a smaller extend the strengthening of tax administration31 • During this period, the tax 

revenue was Nu 718 million as compared to Nu 482 million in 1990 and non-tax Nu 1231 million as 

compared to Nu 898 million in 1990, where Chukha contributed Nu 624 million and Nu 384 million 

respectively. (See also table 1.2.F in appendix), 
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The financial sector saw several reforms of which the most notable was the deregulation of interest 

rates and various other measures were introduced to develop a sound financial system. During the 

same period 1994/95, the largest share of the domestic credit from Fls, 80 % of Nu 2,611 million went 

to the private sector, of which 30%, the largest share of loans and advances, went to manufacturing 

sector. World Bank assessed "Fiscal policy continued to be prudent in 1994/95"32
• 

Until today, Bhutan has repeatedly deferred to formulate an industrial policy. Obviously, it does not want 

to create precedence and make similar mistakes made by other developing countries. Industrial policies 

are not written down in black and white. They are inferred as per the needs of the time and 

circumstances. This leaves room for adaptation depending on possibilities and interests. 

The Trade and Industry Minister in May 1992 stated that it was never felt a pressing need until1970s to 

boost the private sectora. The large part of the Bhutanese citizen was engaged on subsistence and 

pastoral activities and the microenterprises were minuscule, mostly centred on petty traders and 

shopkeepers. When the awareness dawned that for the development, Bhutan needs to go into 

industrialisation, Bhutanese entrepreneurs capable of such challenge were practically non~existent. Until 

late 1980s, the major two industries a food~processing unit in Samtse and a cement factory in Pagli 

were in the public sector. It was only in 1980s that the government provided incentives of industrial 

structures/sites, credit and subsidies to the entrepreneurs to begin with small industrial production. It is 

accounted that until late 1980s there were 60 microenterprises units producing soaps, candles, 

wooden and steel furniture, gum resin, matches, tea chests and sawn wood (half of which were 

accounted for wood based). Apart from the traditional handicrafts, there were some 300 rural agro

industries comprising of rice, wheat, maize and oil mills (op ci~. 

Here, the study tries to bring out the policy relevant to MEs, which is not written down but inferred, 

through discussions with various officials of the Ministry of Trade and Industry and the FYP documents 

(see table 1.2.G in appendix for industrial classification by MTI). The primary objective of MEs (under 

private sector) will be to increase contribution to GOP and revenue, improve trade balance, substitute 

imports, increase foreign earnings and generate employmenfM. Therefore, the microenterprise sector 

needs to emerge as a dynamic and vibrant sector of the economy in the first decade of the new 

millennium. 

There are four industrial zones (Thimphu, Phuentsholing, Gaylegphu and Samdrup Jongkhar) where the 

government has built the basic infrastructure for industrial activities. Most of the industrial activities are 

concentrated in these areas. Due to geographical conditions and unavailability of resources, Bhutan 
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faces major problems in provision of adequate infrastructure facilities for the industrial sector. To 

avoid the concentration, the government is ardently developing and providing Industrial Estates and 

Service Centres and grouping industries to enable reduction of ecology damage and pollution to bring 

about a balanced regional growth in industries. The government also gives incentives package for 

entrepreneurs starting industrial activities in other districts, which have been classified as less 

developed. The incentives range from subsidised infrastructure, tax rebates, investment participation, 

subsidised electricity and obtaining medium to long-term finances for procurement of raw materials, 

acquiring technology, training and marketing of the product. 

It was not only felt that licensing should be relaxed but procedures be simplified, and public awareness 

of rules and regulation on licensing increased. To complement this and create an enabling 

environment for business, Rules and Regulations for Business, Company and Partnerships Acts, 

Protection of Corporate Identity and Consumer Rights, Industrial Health and Safety Regulation and 

development of Institutes to support research, quality control, marketing and a law unit were 

established. Entrepreneurship Promotion Centre was established to provide assistance in various 

aspects like training, feasibility studies, licensing support and access to credit. Trade promotion 

through trade fairs will continue to be done and showrooms will be established in potential places. 

Bhutanese products suffer from low quality, high cost and lack of access to market. The Ministry of 

Trade and Industry will continue its endeavour to address these difficulties through research and 

standard institutes, technology upgradation, and marketing in the coming decades. 

Agro-based products are on the high priority category (excluding forest-based, which is not be 

exploited at the cost of environment for the short-term economic benefits). Export-oriented products are 

permitted even if raw material is to be imported. Those mineral-based product that have high hard 

currency earning potential are given priority. The government permits the import of viable technology, 

technical experts, plant and equipment for establishing such industries on a case-by-case basis. 

Based on the policy of the government that benefits of economic realisation must accrue to the largest 

number of Bhutanese people, industrial ownership and privatisation have been a priority. Similarly, 

technological and foreign collaboration shall be monitored case-by-case taking into consideration their 

sustainability. 
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1.2.2 Growth and Development of Microenterprises in Bhutan 

At an early stage of development of any country, it is recorded that microenterprises (MEs) began in 

the rural areas and were predominantly based on arts and crafts. "Bhutanese excel in bronze castings 

and fine metal works of all kind" (White J. Claude) 35
. J.C. White mentions that there were similarities in 

the artisanship in Sikkim, Nepal, China and Bhutan. Bhutanese artisanship seemed to excel in making of 

Doma (beetle nut) box, sword, bells, articles of decorations and the most beautiful needle art 

works/embroidery (thangka). The book mentions that people weave their own clothes from cotton, silk 

and wool. It clearly indicates that Bhutan until the 1980s, when the intervention began in small-scale 

industries through government packages, was totally dependent on arts and crafts for barter with Tibet 

and India. The thirteen arts and crafts (Zorig Chusum- weaving, carving, gold/black smithy, shoe 

making, tailoring, handcrafts, dye/paintings etc), which carry spiritual significance in the traditional 

culture of Bhutan, were the dominant MEs until recently. 

The history of Bhutan makes it evident that the country remained under isolation until the early 1960. 

, With the annexation of Tibet by China, even that small barter economy came to a halt. Bhutan's 

industrial development began only with the five-year plans. The first two plans 1961-65 and 1966-1970 

were fully financed by India together with technical assistance. Until beginning of the fifth plan, there 

were about 60 agro-units mostly small businesses located in the industrial areas of southern 

townships, which came up in the last 10 years36. The process of industrialisation was severely 

constrained due to lack of power, basic infrastructure, trained work force and entrepreneurship. The 

major industries in the beginning of 5th FYP were one food-processing unit in joint sector, three 

distilleries and a 300 tonne cement plant. Together they provided two thirds of industrial production and 

employment. Towards the end of 5th FYP, the licensed manufacturing units accounted for 340; food 

processing/milling 249, textile & clothing 5, wood & paper products 55, chemical products 12, mineral 

products 6 and others 13: all employing a total of about 6000 people. Of the 340 manufacturing units, 

1 0 were accounted as medium to large industries in the Public sector. There were also 9 mining 

quarries, 4 in the public sector. It was in the fifth and sixth plans (1981-87 and 1987 -92), that the 

government encouraged private investment in small business through a package of incentives like 

concessions in income tax, customs duty, and sales tax, assistance in obtaining short to long term 

credit/finance, technology, raw materials, marketing and human resource development, including 

provision of sites and fully developed industrial estates37• By the mid of the 6th FYP (March 1990), the 

Bank of Bhutan under Small Business and Artisans Credit Schemes Oointly worked out with the 

Ministry of Trade & Industry) had disbursed 125 loans across 16 dzongkhags, amounting to Nu 2.425 
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million38• The government assisted entrepreneurs in financing 17 project studies in small business 

during the same plan. However, in spite of the government's efforts, the microenterprises sector 

remained rather underdeveloped until end of the plan. Although, there was a growth record of about 15 

% in manufacturing sector in eighties; it was mostly contributed by medium and large-scale 

enterprises. The contribution of manufacturing units increased from 3.2% in 1980 to 7.1% in 1989. 

Notably, medium to large industries were set up during this period both in the private sector (6 units) 

and public sector (5 units). Project-specific studies were conducted for 12 large and medium industries 

and 17 project studies in small business industries39
• 

Unlike other countries, Bhutan has introduced the system of issuing licenses to microenterprises. For 

the purpose of our study, identification of ME based on the licensing system becomes easy. According 

to the Industrial licenses in table 1.1.A at the appendix, the licensed ME units until end of 1998 were 

1829 of the total4851 (including 187 4 contract licenses). 

Until the end of the 7th FYP, the total licences issued to the microenterprises in the manufacturing and 

production sector were 372 (see table 1.2.H in the appendix). From 98 licences issued until end of 

1985, it rose four folds at the end of the 7th FYP. By June 1995, 151 licenses only accounted for wood

based industries, which could have been much more taking into account the 72% of land with forest 

cover. For preserving the environment, a conservative policy is followed while promoting the wood

based industries. Agro-based industries continued to grow during the 71h FYP and by June 1995, 72 

licences had been issued40
• In addition, 20 lemon grass distillation units were fabricated for distribution. 

By end of the 7th FYP, 73 entrepreneurs had been assisted to promote small business under the EDP 

loan scheme. In addition to the establishment of a EPC for support to MEs, small and medium 

industries, and industrial service centre in Thimphu and Gitagom were established to cater to the needs 

of manufacturing industries in the western region. Sites for central, east and Phuentsholing regions 

were also identified and feasibility reports completed. The promotion of essential oils production in the 

east had significant impact on the income of Bhutanese entrepreneurs. 

The support given to the Trade and Industry Sector during the first two plans was negligible with less 

than 1% of the outlays. This sector only started to gain importance after the third plan with about 6% of 

the FYP outlay. Towards the end of the forth plan (1980), manufacturing industries accounted for about 

3% of GOP (of which 25% accounts from cottage industries, within the ME definition, see section 1.3), 

and slowly increased to 5% in 1985 to 9% in 199541
• 
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It is only since the beginning of 1990s that the real importance has been attached to microenterprises, 

stemming out of the policy of ensuring regionally balanced growth. Incentives ranging from 20 % to 50 

% of the project costs respectively were provided by MTI, Royal Government of Bhutan, for starting 

manufacturing and trading enterprises in under-developed dzongkhags. Several schemes continued 

during the 7th FYP, like development of essential oil industry, small business development programme, 

entrepreneurs development and advisory services, formulation of project proposals and preparation of 

feasibility studies, infrastructure development etc. and the industrial sector continued to grow at a 

steady pace. Heavy investments were made in industrial ventures and in the expansion of existing 

enterprises42• Tod~y, we have two promising centres for arts/crafts and handloom in Thimphu and 

Trashigang respectively both built under the patronage of the royal family. For diary and fruit product, 

there are_ two . privatised microenterprises {Milk and Fruit Processing units, upgraded to cottage 
- - . 

industries .n9V.V} in Bumthang also built with the intervention and through patronage of the royal family 

with assist~nce from Helvetas, the Swiss Association for International Development. 
· .. ,: ~' ~ .. 
. · .. 

The 81
h FYP {1997 -02) objectives in the industrial sector, specific to MEs were to: increase the 

contribution of its share to GOP on a sustainable environment friendly basis; increase the profitability of 

indigenOl~S industries; promote industrial development through small business enterprises; and broaden 

employment opportunities· and skills development to increase opportunities for women in business 

activities. The strategies to be adopted to fulfil these objectives were: provisions of incentives; making 

optimal use of indigenous raw materials; creation of an enabling environment, industrial estates and 

infrastructure; promotion of small business enterprises43
• 

The following graph figure 1.2.2 is built to indicate an overview, at a glance, of the growth trends of 

MEs licensed between 1985 and 1998. 
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Figure 1.2.A: Growth of MEs between 1985 and 1998 based on licenses issued 
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MEs I Year 1985 1995 1998 

Mgt/Production 10 57 101 

Services 392 1192 1728 

- Totals 402 1249 1829 

1.3 Defining Microenterprises 

The definition of the size of enterprises varies from one country to another. In most of the countries in 

the world, the criteria for defining an enterprise is related to the amount of investment in fixed assets 

and the number of persons employed. The definition of microenterprises and even the name could not 

be standardised globally, and it differs from country to country. It is also subject to changes due to 

historical conditions and economical growth. A microenterprise may not be as miniature in a developed 

country as in a developing country. 

The basis of defining the microenterprises depends on one of these following factors or their 

combination: amount of investment, number of employees, turnover, output, and nature of activities 

etc. In advanced countries, the number of employees is the basis for distinction44
• The definition of 

microenterprises in European Union countries is defined as those employing fewer than 10 persons 

with any amount of turnover. India defines microenterprises (tiny scale industries) as investment below 

Rs 2.5 million. Similarly, the Royal Government of Bhutan has classified industries on the basis of 

investment made in the following manner: micro with investment less than 0.1 million, Cottage with 

investment between Nu 0.1 million and Nu 0.5 million, Small between Nu 0.5 million and Nu 2.5 

million, medium between Nu 2.5 million to Nu 5 million, and large above Nu 5 million. The Royal 

Government of Bhutan made this definition during early 1980s. Since then, the price index has gone up 

by approximately 4.6 times (CSO: National Account Statistics, March 2000). Similarly, for example, the 

definition of small industries in Indian context has risen from Rs 0.5 million in 1950s to Rs 3 crores 

(=30 million) after 199?45
. In Bhutan too, revision is due. Discussions with the officials of Ministry of 



15 

Trade and Industry have revealed that the definition of ME will be revised soon to Nu 0.5 million. For our 

study, identification of MEs has been easy as they have bee~ issued licenses and many of these 

licensed MEs have investment above Nu 0.1 to 0.5 million. Based on this fact, our study concentrates 

on the investment level below Nu 0.5 million. 

1.4 Financing Microenterprises - Concept of Microtinance 

The old paradigm was that the poor are not bank-able and the credit was supplied at subsidised rates 

to rural and semi-urban poor households for income generating activities. One following a supply driven 

approach and the other subsidised rate, it lived with high default rates, also because the financial 

institutions were often public46
• The microfinance approach has made quite a shift in the recent past. 

The women are the major target groups in many developing countries, e.g. Bangladesh with the 

Grameen approach. Presently, the microfinance in many developing countries operates on the principle 

'borrower knows the besr. Over the years, several microcredit lending models have been put in place 

around the world. Several new features have been introduced like simple procedures for reviewing and 

approving the loan applications, delivery and schedule of payments, savings, disbursements and other 

related user-friendly services at commercial rates of interest. The new system moved away form the 

bureaucratic approach to focus on the new process for organisation culture and structure, capacity 

building, and operating system. These supported clear recovery procedures and strategies, high 

repayment rates and incentive of immediate access to larger loans following the successful 

repayments47• 

Microcredit has been started to provide self-employment of the very poor people, which the formal 

financial sector has ignored because of the belief that the poor are not credit-worthy or that they cannot 

save and thus they are perceived as non-profitable market for credit. This forced the poor to go to the 

moneylenders, who charged exorbitant interest rates as much as 13.4 percent per month46 putting the 

poor to vicious circle for generations to come, thus making them to remain poor each generation after 

generation. Hence, the need for an innovative credit delivery system had to be in place without 

collateral through the self-help principle. It is estimated that over 7000 microfinance institutions in the 

world are serving some 16 million poor in developing countries (World Bank 2000)49. The microfinance 

institutions worldwide are estimated at US $ 2.5 billion and the potential for new growth is 

outstanding50
• Microcredit extends small loans to poor people for small activity projects that generate 

income for their family. Microcredit is also extended for consumption purposes to renew its activities. 

In most cases, microcredit is linked with formal financial systems through self-help or group lending 

J48893 
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schemes51 • There are active NGOs who train the groups for management and accountability of the 

income generating activities and assist them in linking with the formal financial institutions. This system 

is active in India especially. in Gujarat and South India. It has been proved through the innovative 

microfinance/microcredit system that the poor are bankable; the myth that poor are not bankable is a 

history today52• 

As per estimate, there are over 13 billion microcredit borrowers, with US$ seven billion in outstanding 

loans. They are generating a repayment rate of 97 percent. It has been growing at a rate of 30 percent 

annually53• The Microcredit Summit estimates that US$ 21.6 billion is needed to provide microfinance 

to 100 million of the world's poorest families. The Submit planners estimate that it should be possible 

to raise US$ 2 billion from borrowers' savings alone. The final figure may be even higher. Many strong 

microfinance institutions, notably in Africa, r~cycle the savings of clients as a principal source of loan 

funds for their customers. Savings are important both as a crucial safety net for the poor and as a 

source of funding that does not rely on external sources54
• 

The United States has adopted peer-lending techniques of Grameen Bank in Bangladesh for a large 

number of microenterprises. This programme is aimed at helping low income women become 

microenterprise owners in cites, in rural areas and on Native American reservations. It has 

demonstrated that some concepts imported from the Third World are transferable and can work 

elsewhere. Microenterprises given an adequate support in terms of financial intermediation, would be 

the most significant tool addressing the goal of Microcredit Summit, Washington, Feb '97 in reduction 

of poverty of certain target groups by 2015. On 29.1.2000 during World Economic Forum Meeting, 

President Bill Clinton, while promoting global economic integration, on the third point, stressed the 

promotion of indigenous entrepreneurs (directly linking to microenterprises) for known far reaching 

socio-economic upliftment. 

Having discussed briefly about microfinance, the next section provides some of the models of it. 

1.5 Some Models for Microfinance delivery 

Associations: 

This is where the target community forms an 'association' through which various microfinance (and 

other) activities are initiated. Such activities may include savings. Associations or groups can be 

composed of youth, or women; they can form around political/religious/cultural issues; can create 

support structures for microenterprises and other work-based issues. 
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In some countries, an •association' can be a legal body that has certain advantages such as collection 

of fees, insurance, tax breaks and other protective measures. Distinction is made between 

associations, community groups, people's organizations, etc. on one hand (which are mass, 

community based} and NGOs, etc. which are essentially external organizations. 

Bank Guarantees: 
As the name suggests, a bank guarantee is used to obtain a loan from a commercial bank. This 

guarantee may be arranged externally (through a donor/donation, government agency etc.} or internally 

(using member savings). Loans obtained may be given directly to an individual, or they may be given to 

a self-formed group. 

Bank Guarantee is a form of capital guarantee scheme. Guaranteed funds may be used for various 

purposes, including loan recovery and insurance claims. Several international and UN organizations 

have been creating international guarantee funds that banks and NGOs can subscribe to, to lend or start 

microcredit programmes. 

Community Banking: 

The Community Banking model essentially treats the whole community as one unit, and establishes 

semi-formal or formal institutions through which microfinance is dispensed. Such institutions are 

usually formed by extensive help from NGOs and other organizations, who also train the community 

members in various financial activities of the community bank. These institutions may have savings 

components and other income-generating projects included in their structure. In many cases, 

community banks are also part of larger community development programmes, which use finance as 

an inducement for action. 

Co-operatives: 

A co-operative is an autonomous association of persons united voluntarily to meet their common 

economic, social, and cultural needs and aspirations through a jointly-owned and democratically

controlled enterprise. Some cooperatives include member-financing and savings activities in their 

mandate. 

Grameen: 

A bank unit is set up with a Field Manager and a number of bank workers, covering an area of about 15 

to 22 villages. The manager and workers start by visiting villages to familiarise themselves with the 

local milieu in which they will be operating and identify prospective clientele, as well as explain the 

purpose, functions, and mode of operation of the bank to the local population. Groups of five 
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prospective borrowers are formed; in the first stage, only two of them are eligible for, and receive, a 

loan. The group is observed for a month to see if the members are conforming to rules of the bank. 

Only if the first two borrowers repay the principal plus interest over a period of fifty weeks do other 

members of the group become eligible themselves for a loan. Because of these restrictions, there is 

substantial group pressure to keep individual records clear. In this sense, collective responsibility of the 

group serves as collateral on the loan. 

Group: 
The Group Model's basic philosophy lies in the fact that the collective responsibility and security

overcome shortcomings and weaknesses at the individual level afforded by the formation of a group of 

such individuals. The collective coming together of individual members is used for a number of 

purposes: educating and awareness building, collective bargaining power, peer pressure etc. 

Intermediaries: 

The intermediary model of credit lending position is a 'go-between' organization between the lenders 

and borrowers. The intermediary plays a critical role in generating credit awareness and education 

among the borrowers (including, in some cases, starting savings programmes. These activities are 

geared towards raising the 'credit worthiness' of the borrowers to a level sufficient enough to make 

them attractive to the lenders. The links developed by the intermediaries could cover funding, 

programme links, training, education, and research. Such activities can take place at various levels 

from international and national to regional, local and individual levels. Intermediaries could be individual 

lenders, NGOs, microenterprise/microcredit programmes, and commercial banks (for government 

financed programmes). Lenders could be government agencies, commercial banks, international 

donors, etc. 

Non-Governmental Organisations: 

NGOs have emerged as a key player in the field of microcredit. They have played the role of 

intermediary of various dimensions. NGOs have been active in starting and participating in microcredit 

programmes. These include creating awareness of the importance of microcredit within the 

community, as well as various national and international donor agencies. They have developed 

resources and tools for communities and microcredit organizations to monitor progress and identify 

good practices. They have also created opportunities to learn about the principles and practice of 

microcredit. This includes publications, workshops and seminars, and training programmes. 
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Peer Pressure: 
Peer pressure uses moral and other linkages between borrowers and project participants to ensure 

participation and repayment in microcredit programmes. Peers could be other members in a borrowers 

group (where, unless the initial borrowers in a group repay, the other members do not receive loans. 

Hence pressure is put on the initial members to repay); community leaders (usually identified, nurtured 

and trained by external NGOs); NGOs themselves and their field officers; banks etc. The 'pressure' 

applied can be in the form of frequent visits to the defaulter, community meetings where they are 

identified and requested to comply etc. 

Village Banking: 

Village banks are community-based credit and savings associations. They typically consist of 25 to 50 

low-income individuals who are seeking to improve their lives through self-employment activities. Initial 

loan capital for the village bank may come from an external source, but the members themselves run 

the bank: they choose their members, elect their own officers, establish their own by-laws, distribute 

loans to individuals, collect payments and savings. Their loans are backed, not by goods or property, 

but by moral collateral: the promise that the group stands behind each individual loan. 

Other types of models are credit unions, individual, rotating saving and credit associations, small 

business etc. 

1.6 Problems Faced by Microenterprises in Bhutan 

1.6.1 Background 

For the purpose of this study, microenterprises will mean financing those enterprises, which have been 

specifically identified and licensed by the Ministry of Trade and Industry. It is observed that there is 

steady increase in the licensing of microenterprises of over 11 percent each year. The assessment 

made from the data of MTI over the last ten years 1988-1998, indicated that the licensing verses in

operative microenterprises were almost in the ratio of 2:4 on average each year. Liedholm, (1990 )55 

also made similar findings of the microenterprises population in constant flux, with a large percentage 

of enterprises starting and ending as high as 2:5 in any given year. 

Microenterprises, either in rural or urban setting, are facing acute problems ranging from marketing, 

product competition, cost of , production, adequate market, infrastructure, finance/credit to 

management. Most problems of microenterprises directly of indirectly are financial in nature (Bansal 

1992 and Vepa 1971)56
• High cost of production is directly related to technology and management, 
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where adequate finance is needed for either procurement or training. Similarly, be it marketing, 

infrastructure, new product, all require adequate finance. For some obvious reasons (high 

administrative costs, continuous follow-ups, high default rates, client relation & familiarity etc.) credit is 

generally available and accessible to large business units. In addition, microenterprises are generally 

family-owned and their activities are often mingled with household activities (Downing 1990)57
• This 

indicates that the cash needs of a household are generally not separable with that of enterprises. They 

lack marketable assets (Rhyne & Otero 1995)58 and cannot provide collateral for loan. The MEs depend 

on either friends/families or moneylenders for credit ne'eds. The financial institutes do not have an 

adequate credit system for micro business in place (both for saving and lending) although they would 

not close their doors to any borrower. However, the difficult procedures and requirements withhold the 

micro business from approaching Fls. Saving opportunities in Fl is very limited and it is seen that in 

some parts of the country, saving with the moneylenders is still prevalent. There are no microfinance 

models in Bhutan, which could provide microfinance facilities toMEs. 

1.6.2 Availability of Finance and Problems 

Believing that it is better teach someone to fish than fish for him because he will never learn to fend for 

himself for survival, the government provides only guidance. There have been numerous problems in 

the subsidies where almost every entrepreneur either misused the credit or became very relaxed and 

his business failed. The government will support recommended viable industries to the financial 

institute for credit. The interest levels are liberalised and based on simple interest rates. Due to lack of 

competition among the financial institutes, there are difficulties in accessing to credit. The government 

has not only deregulated the interest rates but also asked them to simplify their credit delivery system. 

The EDP programme participates with financial institutes as a government mandate. They provide credit 

at liberal interest rates and conditions for medium to long term 

Except for BOB, other Fls do not have branches across the country to cater financial services. One of 

the objectives of Fls is to participate in the socio~economic development of the country. It is evident 

that none-of the Fls have earmarked amount for the purpose out of their loan portfolio. Here socio

economic development would refer to less profitable ventures (mostly related to microenterprises). The 

Fls do not provide loans to microenterprises without collateral, which is in the ratio between 1 :1.5 and 

1 :2 and the amount so provided does not exceed 70% of the loan amount. 

Numerous studies, Hulme & Mosley (1991)59, Rhyne & Otero (1994)60, and Kaladhar (1997)61, to name 

a few, have found that microenterprises generally have very small start up capital but in contrast 
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relatively a large requirement of working capital for inventories and raw materials. The location of 

microenterprises influence their planning cycle. The ones in the rural setting have business cycle 

according to the agricultural season (e.g. fruit processing units) as compared to the ones in urban area 

with daily to weekly planning (e.g. bakery). Because there is a large flux of business starting and ending 

in a given year, it suggests need for short term financing in small amounts. 

The Fls' offices are too far in rural cases; loan-processing procedure is often cumbersome and time 

taking. An example can be cited here. A villager who wanted a loan for buying a bull for breeding 

purpose (business oriented) had to go through the following procedures. He filed an application to the 

Gup (village head man) for Nu 20,000, followed up with Gup (3 times with some gifts worth Nu 300); 

the Gup forwarded the application to the loan committee, who sanctioned in two days Nu 15,000 for 

collateral of Nu 80,000 in land. The borrower had to produce the census status, land registration 

documents, which were further verified with the concerned offices. Finally, the application from the 

dzongkhag administration was forwarded to the financial institute. The borrower had to stay for two 

days in Thimphu (hotel cost Nu 600). The travel cost was Nu 120 and the whole procedure took about 

two months. There are time constraints of the family entrepreneur and mobility difficulties. Therefore, 

the cost to the rural borrower for small loans ranges between 1 0% and 15% of the loan amount. 

On the other hand, Fls cannot easily serve MEs due to the cost of the small loans that is not covered by 

interest rates. Fls need to asses borrowers' intent and ability to pay through quality of loan checks that 

involve seeking background information of the client, business prospects and formal collateral. These 

involve high cost to Fls. As MEs in many cases do not keep records, the quality checks involve high 

cost, they lack collateral, and thus do not have credit rating. These factors possibly keep Fl from 

lending to microenterprises. 

The informal financial system (both for saving and borrowing) is more readily available to MEs than 

formal systems, though at very high interest rates. Often the moneylender is also the supplier of raw 

materials and purchaser of the products/services. Therefore, a large part of the earnings is taken away 

by informal financial sector leaving the microenterprises in a vicious circle. There is the dearth of 

formal savings institutions for investment and growth for MEs. It is true that through saving, 

investments are paid in advance while through credit, investment are paid after the fact. 

There is no specific institution for microenterprises except the Entrepreneur Promotion Centre (EPC), 

which provides entrepreneurs' with management training aimed at the micro, cottage and small-scale 

industries. It also assists in project preparation and linking with the Fls for those prospective projects 
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prepared by EDP trained persons. EPC is a member of all Fls' board meetings, because under the 

governmenrs directives, the Fls would have to allocate a certain amount to finance the entrepreneurs 

who have passed the EDP course and have come up with viable project proposals. EPC acts as a 

direct go-between or rather a co-ordinating body for such projects. Apart from training fresh 

entrepreneurs, EPC also regularly updates the skills of the regular entrepreneurs in terms of accounting 

and management. The loan provided by Fls under this scheme is, however, lower than 1% of their loan 

portfolio {see table 1.5.A in the appendix). Further, EPC was providing, until end of 2000, skills based 

training for self-employment of youth, financially assisted by Helvetas on a mobile and market demand 

basis. This programme has been taken up by the newly established National Institute for Zorig Chusum 

{thirteen arts & crafts) and will be supported by ADB on a bigger scale. 

However, the Bhutan Development Finance Corporation {BDFC) is appearing more prominently on the 

scene for microfinance by playing a greater role in it through agriculture group lending scheme {see 

section 1.5.3 and 3.3.4 for more details). In May 1999, a multi-donor project "Strengthening Capacities 

for Sustainable Microfinance" was signed between Royal Government, BDFC, UNCDF, SNV, and 

Rabobank Foundation of the Netherlands. This project will bring technical support until end of 8th FYP 

and meet rural credit demand up to US$ 1.5 million. Under the SNV project "Strengthening Rural & 

Microcredit Delivery System in Bhutan", loan approval and disbursement were decentralised to geog 

{block) level, 122 Geog Loan Committees were formed and made responsible for BDFC's microfinance 

operations. From the personal discussion with officials of BDFC, the early experience has shown that 

repayment rates, which were based at 65 percent as a success of the scheme, were higher than 70 

percent. The BDFC is also a beneficiary of I FAD assistance under the Second Eastern Zone Agriculture 

Project. An amount of US$ 1.0 million is provided for rural credit fund for six eastern dzongkhags 

{districts). 

The National Women's Association of Bhutan (NWAB - incorporated and still financed by the Royal 

Government of Bhutan) began a similar programme {group lending scheme) with a revolving fund of 

Nu 100,000 targeted on women in the eastern dzongkhags on a Grameen model {women group of five 

members - from the same locality with similar economical background, from different families and 

households- who could apply for a loan after a month of formation). Soon the fund was exhausted and 

was refinanced by I FAD with Nu 1.875 million in 1 993-94. The scheme has recorded a recovery rate of 

95%. The scheme became more popular than BDFC's rural credit scheme because of the easier 

process of borrowing62• The group lending was provided in any income generating activity like 

mushroom farming, piggery, poultry, handlooms, and rural agricultural activities. The Kuensel issue of 
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1 Olh May 1997 reported a 100% recovery rate with about 500 farmers who took loan, and with a total 

of 315 members registered for loan the association was looking for donors to refinance its scheme. 

Unlike Grameen model, each member was entitled to a loan at the same time. The loan amount was 

between Nu 1 000 to Nu 5000 and the repayment varied between one to three years depending on the 

size of the loan63• As per the discussions with the officials of the NWAB, the scheme is seen as 

successful with full recovery of loan. As in many similar cases in other developing countries, the 

financial sustenance (usage of scheme funds in administrative purposes) and the institutional set up 

are both weak with the NWAB and, therefore, the scheme could not be maintained. 

1.6.3 Policies and Programmes initiated by the Royal Government of Bhutan to help 
Microenterprises 

During the 1980s, under the Royal command, the Bank of Bhutan (BOB) provided start up capital 

without collateral to viable small and microenterprises. The demand for loan was not substantial, as the 

entrepreneurship skills in the country were limited. The success of this programme, under the 

supervision of BOB, can be accounted for more than 85% (personal discussion with Mr. Sharma, 

Deputy. Managing Director, BOB). His Majesty, during his visits, in early 1990s, around the country, 

made people aware of the banking services and urged them to take advantage of these. Again, under 

the Royal command, the BOB re-stabilised a credit scheme called "Small Craft and Artisan Loans". 

Under the scheme, a borrower was granted up to Nu. 50,000 for micro activities without any collateral 

as such. Over hundred borrowers applied for loans totalling to about Nu 20 million. Except about ten 

borrowers, all loans were defaulted. In the second case, the scheme was more rural based and the 

borrowers perceived that the loan that they received was Kidu (royal grant) from His Majesty, the King 

and never paid back. 

The Ministry of Trade and Industry in collaboration with the Financial Institutes started an Entrepreneur 

Development Programme in early 1990s. After the training, the entrepreneurs, based on submission of 

a viable project, received 1 00% project cost: 25 % as an equity capital interest free for three years and 

thereafter an interest rate of 12% was levied. The other 75% of the loan amount was charged 14% 

interest. The Entrepreneur Promotion Centre (EPC) has committed to provide comprehensive 

entrepreneurship courses in cooperation with the financial institutes. The Centre also provides 

Industrial Extension Services that includes Performance Improvement Programme, Integrated Firm 

Analysis and assistance to the walk-in clients. Package of financial support through the financial 

institutes has been designed for them on very liberal terms. Apart from the entrepreneurship courses, 
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the EPC provided training to school dropouts for taking up vocations either in electrical house-wiring, 

plumbing, masonry, cooking, haircutting, etc. for self employment or entering into job markets. The 

EPC assists in identification, feasibility studies and starting new projects. It provides support in reviving 

and strengthening Bhutan's cottage industry through Cottage Industry Development Programme. The 

main activities include designing and tailoring courses, weaving, vegetable dyeing, traditional boot 

making, broadloom weaving, pottery and ceramics, rattan/bamboo crafts, woodcrafts, silver-smithy 

and thangka (wall hanging paintings). Large parts of these activities are carried out from homes as a 

part time job and, therefore, has prospect for increasing the household income in rural and urban areas 

as well. These microenterprises with less than Nu 0.1 million investment do not need to obtain license 

but are encouraged to be registered for provision of state support, like financial linkage, marketing, 

infrastructures etc. Zorig Chusum (the thirteen arts and crafts) represents the highest form of 

microenterprises (below Nu 0.5 million investment, which is cottage level as per MTI definition) and 

employs potentially the largest and most skilled workforce in Bhutan. 

Through the Ministry of Agriculture, Integrated Development of Essential Oil Industry is given a big 

thrust. The production and distillation of essential oils has been identified as an area with significant 

potential (high value and low volume product) and can be produced by micro producer in remote areas. 

This programme provided income to the low-income group farmers especially in the Eastern Bhutan. 

Excepting in three dzongkhags, Agricultural Group Lending Scheme based on public demand has been 

started in the rural areas. A group consists of five to ten members from within a locality and can apply 

for a loan up to maximum Nu 20,000 and minimum Nu 5,000. Until end of 1999, 2,393 members of 

414 groups have been served with an amount of Nu 17,077,301 (see table 1.5.B in the appendix). The 

recovery rate has been recorded at over 70% against a target of 65% (based on recovery rates of 

agriculture loans). Subsequently, the programme demands also joint saving accounts. All group saving 

have been at Nu 1, 190,128. The disbursement in the scheme has crossed the targeted budget of Nu 17 

million. The groups have only taken one loan and the refinancing of the groups is not yet done because 

the whole scheme is still on a pilot basis. By 2000, all 20 geogs Credit Assistants have been recruited 

to facilitate the scheme. A joint credit scheme for agriculture has disbursed Nu 1.2 million as against a 

target of Nu 1.5 million. (Source: BDFC July 2000). 

The government, in very rare cases, has assisted microenterprise wishing to start business in the least 

developed districts by contributing between 25% to 50% in form of the start up capital, infrastructure, 

and tax rebates (Source: MTI FYP documents). In the urban areas, the EDP trained microenterprises 

borrowers can get up to 75% of the capital investment for viable projects. 
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Before, we move to the study of microfinance in Bhutan, an attempt is made to find out what research 

has been carried out in other countries and in Bhutan. Therefore, in the next few sections that follow, 

we will review the literature on the subject, lay objectives of the study, discuss research methodology, 

and sampling. 

1. 7 Review of Literature, Objectives of Study, Research Methodology, Sampling 
and Limitation of the Study 

1. 7.1 Review of Literature 

The review of literature has been widely taken up in the sphere of financial intermediation problems for 

microenterprises (MEs) concentrating on the region, mostly India, and other developing countries of 

Asia, Africa, and Latin America. This section will look at the findings of various research studies 

conducted in various countries regarding . various aspects of financing MEs and the associated 

problems. Since study is concentrating not only on one country, it would be prudent to divide the 

review on the basis of studies conducted in different continents. The list of literature review of 

microcredit/finance is by no means exhaustive, but illustrative. 

1. 7 .1.1 Asia 

A large body of literature has been produced on Grameen Bank as the successful provider of 

microcredit/finance. Chidambaram (1997)64 stated that the absence of credit was only the failure of 

rural entrepreneurs. He suggested creating large credit providing organisations like the Grameen Bank 

in Bangladesh. Samson (1 0.1997)65 found that 98% of the 4.5 million borrowers of Grameen Bank, 

who are among Bangladesh's poorest, have repaid their loan on time and at commercial interest rate. 

94% of the Grameen's loan recipients are women, who according to Mr. Yunus (Prof. Mohamed Yunus 

is the founder and Managing Director of Grameen bank) are the best managers in adversity. The World 

Bank and the Asian Development Bank have both started to support microfinance in many developing 

countries and the Grameeri experience could be tapped. Samson also found that microcredit was not a 

charity money but a new way of doing business. Grameen banking was reversal to traditional banking: 

the poorer the borrower, the higher the priority. Borrowers form groups of five. They pay a weekly 

instalment and if they fail, 2% default charge is levied. As condemning a defaulter of loan does not 

solve the problem, a new loan structure is worked out and the person is allowed to borrow further to 

overcome his/her financial problem and a longer repayment period is allowed. Nyar and Faisal (1999)66 

looked into the situation of Grameen Bank in Bangladesh after the worst flood in 1998 (that made a 
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loss of about US $ 2 billion, equal to 8.6% of Bangladesh's GOP) and found that microfinance survived 

Bangladesh flood despite the loss of interest income from 5% to 54% and the shortfall in cash for loans 

from 18% to 53% in September 1998. Grameen serves 2.36 million of the 7.5 million poor people in 

Bangladesh. The Economic Times (3/1999)67 notes that Grameen charges 15% to 20 % interest and is 

given to a member in a typical group of five, the recovery rates are noted to be above 95%. SOC 

(1999)66 in an analysis report writes that Integrated Rural Development Programme in India started in 

mid 70s and is the biggest microfinance programme in the world. It is almost at an unviable position 

due to substantial leakage to non-targeted non-poor; the real poor find it difficult to access the scheme, 

borrowers view it as a subsidy (credit not repaid); became supply driven (unwilling defaulters), and the 

paradigm was directed towards welfare rather than a bankable proposition. 

A number of studies were also conducted on the role of saving. It is evident that saving is a very 

important part of microcrediVfinance. Liedholm and Mead (1987:38)69 found that through savings the 

most important investment in enterprises are made and conclude that through saving, investment are 

paid for in advance and thro.ugh credit, they are paid after the fact. They make clear that savings are as 

important as microenterprise finance programme. Robinson (1994f0 examined the role of savings in 

developing sustainable commercial financing of small or microenterprises. Bank Rakyat Indonesia 

(BRI) Unit System improved its rural credit system since 1986 by mobilising saving to meet the local 

demand. The poor can not save was a myth as proved by BRI. The study shows that poor save in 

different forms (cattle, grains, gold, silver etc.) to address their future needs, The study also shows that 

subsidised loans though cheap, scare and desirable, tend to be allocated to rural elite who has access 

and influence. Evidence in developing countries of the world shows that subsidised credit has high 

default repayment and high cost to financial institutes. Chetri (1998f1 investigated during his study tour 

in 1997 to India how poor could save and access formal financial institutes through self-help groups 

(SHGs) system. The myth that poor cannot save stands no longer true. He suggests how financial 

institutes could improve their microfinance services through TQM approach. Mishra, Ashok K. (May 

1999f2 recounts that SHGs have widened the scope for institutional credit and takes care of social 

coherence. He finds that SHGs are powerful means of financial intermediation. 

A large number of studies was also conducted on the financing of small business. Most of these 

studies point out the importance of finance in running business and the cumbersome process in 

accessing crediVfinance. Scchitananda (1978)13 studied the sick small Scale Industries (SSis) and 

found that 70% of them were sick due to inadequate finance. The units had liquidity shortage due to 

inadequate investment and lack of working capital. The study revealed that bankers. released working 
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capital (with a gap as to actual requirement) only when the project commenced its production. Naidu 

(1984f4 studied the problems of small-scale industries in Kurnool district in India and found that loans 

provided by financial institutions were untimely and insufficient either for fixed assets or working 

capital. Rao (1984)75 investigated the impact of bank finance to SSis and found that banks' procedures 

were cumbersome, expensive for borrowers, bankers were highly security minded and conservative, 

and a long waiting for sanctions. Natrajan (1989)76 investigated the problem related to the institutional 

finance for SSis in India on an empirical basis. Borrowing of working capital required lot of formalities, 

cumbersome procedures, delays in release of lpans and private entertainment expenses for bankers 

were the most important problems of small-scale industries. It was observed that valuations of stocks 

were often disputed between lender and borrower. Sudharam (1990)77 investigated institutional finance 

for SSis and found serious constraints of finance. There are long delays in the sanction of loans and 

they are also not sanctioned in accordance with the need of SSI, leading often to mis-utilisation of 

funds. Bansal (1992) enquired into the financial problems of SSis in India and found out the reason 

behind small-scale industries' paucity of funds; excessive debts instead of equity, cost overruns during 

gestation period and lack of working capital. Balan (1996)78 unearthed that the long credit procedure for 

obtaining working capital forces SSis to purchase raw material at higher prices on credit. Mahajan 

(1997f9, investigated that because of the fear of banks, SSI are liable to higher degree of sickness is 

unfounded. Of the Rs 450,000 million loans, the outstanding against SSI was only 12 %. The fear limits 

the bank to advance credit to SSis and despite the recommendation to dispense collateral, banks still 

insists on it. Telegraph (17 Dec.1997)80 stated that the Reserve Bank of India has tightened the norms 

for working capital to corporate borrowers to protect the interest of SSI sector. ICSI-Herald (1998)81 

The Pinnacle of Death, which states that an observation made by Orissa State Financial Corporation 

during 1980s revealed that the principal reasons for sickness of small enterprises were; inadequate 

working capital, inordinate delay by commercial banks to sanction working capital, and long gestation 

periods. Also Development Commission of SSI in early 1990s identified that the most important factor 

for the sickness of SSI was financial inadequacy. Somayajulu (1999)82 investigated the reasons for 

mortality of SSis in South India. His study revealed that within a lag of 2-3 years, there was a high birth 

rate of microenterprises with equal number of deaths. Some of the causes for mortality were extreme 

inadequacy of working capital with rigid procedures and delays to get credit from formal financial 

institutes. Nair (2000)83 studied that the transaction cost of commercial banks in disbursing rural credit 

and found that it was high due to spatial dispersal, low volume of transaction and the small size of 

loans. 
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Informal financial sectors are found to be major players in the microcredit/finance; therefore, many 

literature reviews were also made in this direction. Ramakrishna (1962)84 investigated the institutional 

finance to SSis and found that the bulk of credit was given to medium and large-scale industries. He 

stated that lack of finance was the root cause of SSis failure and the institutional finance is far from 

them due to various reasons, one of which is marketable assets. Fls played little role in financing SSis 

due to inherent problems at both ends, Fls as well as SSis. Money lending accounts for over 50% of 

the total credit needs. Vepa (1971 )85 found that every problem of small producer concerning setting up 

of units, production of materials, and quality of marketing is ultimately a financial one. He found that it 

was a culture of the banking sector in developing countries to remain cautious in lending programmes 

for microenterprises because to them it was risky and costly. They preferred to deal with credit worthy 

clients and, therefore, microentrepreneurs depended of friends, relatives and moneylenders, for credit 

at exorbitant interest rates. Singh and Gupta (1977)86 studied the pattern and problems of finance for 

small artisans and small industries in the State of Jammu & Kashmir and found that although there is a 

genuine will to borrow, credit is scarce. There is enough room for institutional credit in the State, as 

over 90% of sources of finance are un-institutional. Pareek (1978)87 investigated the problems of SSis 

and found that they face acute financial problems due to limited resources to enter the capital market. 

Working capital played a more important role than fixed assets, which averaged to about 208% as 

compared to large sector at 180%. Equity capital played most important role in the source of financing 

for SSis and the finance came from friends, relatives and moneylenders. Deolander (1987)88 studied 

the investment patterns and examined the problems of SSis in Maharashtra. The study concluded that 

operating expenses are more important than initial outlays. Loans could be obtained with relative ease 

and with less or no formalities from unorganised sector. Despite high interest rates, non-formal sector 

was sought by SSis for credit because of the promptness, flexibility and absence of documenting. 

Ghate (1992)89 made some findings in Asia that formal finance is unsuccessful to serve small and 

microentrepreneurs because they are better suited to serve medium and large industries, and organised 

trade and commerce. The advantage of informal finance for small and microenterprises stem from 

lower transaction cost, response with speed in urgent requirement, flexibility regarding collateral, and 

inter-linkage of credit (supplier cum purchaser to borrowers). Examining the role of informal credit 

sources for micro enterprises, Aleem (1993)90 found out the mean annual rate of interest charged by 

moneylender to be 78.6% in Pakistan and Sarma found from the Indian study that moneylenders charge 

an interest rate as high as 10% per day91
• The National Report (1994)92 on the Rural Non-Farm Sector 

in India investigated the rural credit market. Interest rates charged by traditional moneylenders exceeds 

75% per annum and even then, credit is not available in some periods. In spite of the government's 
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intervention to drive moneylenders out of the rural credit market through integrated rural development 

programmes for the last 50 years, they remain strongly imbedded. Nearness of the banks does not help 

rural borrowers because of time-consuming and harassing exercises, expensive processes (bribes to 

intermediaries) adding to high transaction cost. High default rates have prevented the institutions from 

being self-financing and subsidy had little success in reaching farmers without collateral. Hook 

(1995)93 discovered from borrowers in Indonesia that alternative source of credit comes from suppliers 

at an interest rate of 6% per month, co-operatives/savings & loan groups at 2.5% per month, buyers of 

finished products at 14.8% monthly and from moneylenders at 13.4%, excluding the loans from friends 

and relatives. In Bangladesh, Hossain (1998)94 estimated the average annual rate of informal 

commercial interest to be 125%. Das (1999)95 suggests from his study of problems of financing 

industry, that SSis cannot raise equity capital nor have adequate finance of their own. As the major 

constraint has been finance, therefore, institutional lending must take a bigger role to release private 

entrepreneurs from the clutches of irresponsible moneylenders. Karmakar (1999)96 estimated that 

informal finance market provided almost half of the credit needs of enterprises in rural as well as a 

significant part in urban areas. The low transaction cost related to loan appraisal and documentation 

cost level were sharply below those of Fls. The flexibility of the informal financial market in interest 

rates covers risk of default and the opportunity cost of the moneylenders' funds. Further, it is also 

perceived that credit from informal sources is more reliable due to its timely availability. 

Similar studies were also done through literatures of Africa and Latin America on the role of saving, 

problems of finance, and the role of informal sectors in microcredit/finance and they have been 

highlighted in the following two sections in the similar pattern like the preceding section. 

1.7.1.2 Africa 

Steel and Aryeetey (1994)97 investigated how small business saves through informal saving collector. It 

is an improvement over the rotatory savings system. The informal savings collectors charge about 

3.3% per annum interest for saving collection cost to their clients. They increased their market by 

advancing loans to clients and non-clients at 20% interest rate for three months, with the savings of 

their clients. On the other hand, moneylenders form a common source of informal lending with 1 00% 

interest rate for a period of 9-12 months. Dando (1995)98 examined the changing roles of key 

institutions on financing small-scale enterprises in Kenya. He also examined how demand and supply 

of credit is influenced by different factors. The study noted that few people received loans but the small 

enterprises had no access to credit from the development banks and special programmes. As the 
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single most overriding consideration for a small-entrepreneur is quick access to credit without losing 

time, energy, transportation cost, therefore, the interest rate is of little significance to 

microentrepreneurs. He noted that this was the very reason why microentrepreneurs depended on 

informal financial market. He also found that moneylender's annual interest rate was as high as 240%. 

Donald (1980)99 investigated the prospects of SSis (as neglected informal sector). The findings 

downplay the significance of financial assistance in the form of credit. _, (6/1987)100 infers that 

operating expenses are more important than the initial outlays for setting-up of small business units and 

that working capital plays a relatively were important role in capital investment of small business. 

Buscher (1995)101 as a researcher agreed with the criticism on banking methods and that subsidised 

loans deplete, but concludes that loans for small enterprises must continue to be subsidised, otherwise 

their purpose of creating job cannot be achieved. Webster and Fidler (1996)102 found that many 

microfinance institutes in West Africa depend heavily on subsidies and technical assistance provided 

by government and donors. Schrieder (12.1 998) 103 observed that linkage banking is a financial 

intermediation strategy, which combines the best traits of the formal and informal financial sectors and 

are working in Indonesia, the Philippines, Thailand, Burkina Faso, Nigeria, Vietnam, and Uganda. 

1. 7 .1.3 Latin America 

The FUNDES in Latin America, Inter-American Development Bank and Women's World Banking have 

been successful in microcredit delivery systems. Holden (1995)104, who is a Private Sector 

Development Specialist in Latin America, said in an interview with FUNDES that it was almost a 

universal fact that existing financial systems and small business everywhere have difficulties in raising 

finance. He said that if one asked any entrepreneur in the USA to name his main· problem, he would 

almost certainly say money. Lizano and Mesalles (1995)105 studied the problems associated with 

access of small enterprises in Bolivia, Chile, Colombia and Peru and offered valuable suggestions, also 

concerning rigid banking norms and procedures for application. As suggested by the study in Colombia 

and Chile, bank profit on loan to SEs were larger than on large firms, and the level of interest rate is not 

the determining factor in providing access to credit. 

Fischer (1988)106 ascertained that conditions in the financial markets of developing countries are such 

as to block small firm access to external funds and have seriously hindered their growth. Even after 

deregulation of interest rates evidence showed continued discrimination against SEs. He learnt that it 

was an innovative act of the SEs to apply for credit; therefore, they preferred informal loans to finance 

their working capital or fixed assets. Rajapatirana (1 995) 107 indicated primary reasons for limited 
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access to formal credit market. There was a dearth of intermediation between savers and small 

enterprises. High transaction cost due to small size of loan, lack of adequate collateral, track record 

(borrowers' credit history), riskiness of small enterprises and asymmetric information were some of the 

primary reasons barring small enterprises to formal credit market. FUNDES (Spring 1995) 108 wrote in its 

news from the experience in Latin America that in spite of state interventions for direct support to SEs, 

moneylenders continue to flourish at exorbitant interest rates. The reasons being that the repayment is 

at the ease of the borrower, borrower and lender tend to be acquainted, informal collateral are adequate 

for moneylender, and lenders understand the rapid response to credit needs. It noted that there was 

limitation of credit resources in both formal and informal finance sectors. In formal, the limited access, 

high transaction cost, high guarantee needs and in informal, extremely high interest rates, credit line 

often limited, and obligation for credit interlinks. 

Examining the access to financial services of poor entrepreneurs irl the third world, Rhyne & Otero 

(1995) 109 concluded that MEs typically Jack marketable assets and that their greatest need is the short 

term financing. Due to the procedure of the banks, the cost of small loan becomes expensive to serve 

microenterprises. The time constraints, lengthy procedure, time taken to process the loan, distance of 

financial offices, are the biggest constraints of microentrepreneurs, where informal financial systems 

are more easily available, although regarded inadequate due to lack of in-depth intermediation and high 

interest rates. 

1.7.1.4 Bhutan 

Although the government has taken initiatives to understand the problems of small business, virtually 

no research has been done on microfinance in Bhutan. In the recent past, few institutions like BDFC, 

IFAD, and UNCDF have started some initiatives with the group lending and saving schemes, but no 

analytical literature is available for review. 

Therefore, this research brings out some of the important areas of microfinance in Bhutan focusing on 

composition of sources and application of funds and capital, role and problems of Fl, and the role of 

informal financial sector. It is aimed that this study will not only complement the research done in 

microfinance around the world, especially in few of the new areas, but be the first such study in 

Bhutan, which will remain the baseline for further research in future. 

It is clear from the review that though a host of studies regarding microfinance have been done 

throughout the world, Bhutan remains outside the focus of such research. This research gap needs to 

be filled and the system, problems and prospects need to be brought to the fore. This study is, 
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therefore, a pioneer in the area. The objectives and scope of research, therefore, needs to be 

introduced before reporting on the other aspects of the study. 

1. 7.2 Objective and Scope of Study 

There has been a considerable amount of research carried out on the problems of financing small 

businesses in many other countries. It is said that the major problem of the microenterprises is 

financial in nature. As small businesses play a vital role in the transition of developing economy of a 

country, the study is intended to investigate how microfinance system applies to Bhutan, to assess 

the problems and prospects of small business (microenterprises) and to analyse the role of various 

agencies, particularly the financial institutions in meeting the vital needs of the microenterprises 

for finance. 

The study will further concern itself with: 

:> Finding out the type of institutional support, definition, policy issues for microenterprises, and 

their importance in Bhutan; 

:> Determining the sources of funds and analysing their composition and ascertaining the 

application of funds by microenterprises; 

:> Learning about the formal financial system, lending patterns of financial institutions to different 

sectors of the economy in Bhutan and examining Fls and other institutions' roles in 

microfinance, identifying the problems of financial institutions in financing the microenterprises, 

:> Finding out the operating system of informal financial market in Bhutan, examining their role of 

lending to microenterprises, and finding out their problems in financing the microenterprises; 

and 

:> Investigating the finance problem of MEs from their perceptions. 

The study tries to delve into the problems of financial systems/intermediation and advance 

suggestions to solve some of the problems of financial institutions. The following research 

questions and hypotheses have been constructed for addressing the objectives: 

:> What is a microenterprise? 

:> How is the capital structure of a microenterprise? 

:> What is the pattern of lending of financial institutions in the economic sectors of Bhutan? 

:> What is the role of financial institutions in providing finance to microenterprises? 
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:> What are the risks perceived, if any, by financial institutions for providing credit to 

microenterprises? Are Fls biased towards larger business for lending? 

:> Are there any incentives provided by the Royal Government of Bhutan to microenterprises? 

:> What is the role of moneylenders in microfinance? 

:> Where do the microenterprises access credit and why? 

:> Which models could best address the microfinance needs of microenterprises? 

The basic hypothesis on which the study was based is: Development of the financial system in 

Bhutan has resulted in proper and easier access to credit for microenterprises. Various other . 

hypotheses related to this are advanced and statistically tested when required in the course of the 

study. 

The scope of the study enables analysis of the role of formal and non-formal financial markets in 

meeting the vital need of finance of microenterprises. The study investigates how microfinance system 

applies to Bhutan, the prospects of small businesses an~ mainly their problems, which are financial in 

nature. The study lays a foundation in the subject to enable policy makers and future researchers to 

examine further the need of microenterprises and how to address their future growth and development. 

The microenterprises are heterogeneous in character consisting of different lines of manufacture, 

production and services. The investment level ranges from a few hundreds to several hundred 

thousands. This study deals with microenterprises identified and licensed by the Ministry of Trade and 

Industry, the Royal Government of Bhutan, with investment level up to Nu half a million with fewer than 

5 people employed. The whole study has been divided into six chapters, as discussed in the preface. 

1. 7.3 Research Methodology 

This study has been conducted mainly on the basis of primary data collected through field surveys, 

interviews, and observations as no research has been conducted in this area, with very little access to 

any secondary data (except annual reports of financial institutions). 

At the initial stage, a list of microentrepreneurs in Bhutan was obtained from the MTI. These 

microentrepreneurs have been licensed by the MTI to carry out business and trade in Bhutan. This list 

(see appendix A2) contains the name, address, and type of business of the microentrepreneurs. The 

total number of MEs enlisted is 1,829 (see overview of licensed units in appendix 1.1.A). There are 

some MEs, which are not listed. These MEs' were not considered for the study, as it would be difficult 
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to trace the owners of these businesses. Further, it was thought that a population of 1 ,829 MEs was 

adequate to enable drawing of reasonably big samples. 

After obtaining the list, some microentrepreneurs were approached and informal discussions were 

conducted about their businesses, sources of credit, problems relating to finance, access to financial 

institutions, awareness of credit facilities etc. Many of these discussions were recorded on audiotapes. 

Regarding the system of institutional financing of MEs, preliminary interviews were also carried out with 

officials of the financial institutes to gain some knowledge about financing schemes and to find out 

their attitudes about lending to MEs. Annual reports of Fl were extensively consulted for secondary 

sources of data and information. The most difficult partwas the tracing of private moneylenders, as 

they preferred to remain out-of-focus. However, with the help of the microentrepreneurs, i.e. customers 

of moneylenders, preliminary interviews could be conducted with a few of them. Discussions were also 

made with friends and families of microentrepreneurs and in most cases they were moneylenders. The 

addresses of friends and relatives, in many cases were not disclosed and therefore for the survey they 

were categorised with moneylenders. Investigations were made about NGOs and two were identified, 

NWAB and RSPN as active in the country at the local level. NWAB is involved basically in the socio

economic upliftment of women through small loans for handicrafts and/or on farm income earning 

activities. While, the RSPN is more involved in protection of biodiversity through small actions in rural 

areas. They do not have any microcredit financing schemes, other than group lending scheme tried by 

NWAB through financing by IFAD (discussed later). Therefore, they were left out of the scope of this 

study. No trace was found of any credit unions, rotating savings and credit associations, self help 

groups etc. 

Based on these preliminary discussions and interviews, four sets of questionnaires were prepared for 

microenterprises, financial institutes, moneylenders, and family/friends. After pre-testing them, three of 

the questionnaires for Fls, MEs, and moneylenders were finalised. The questionnaire for 

relatives/friends failed due to difficulties in identifying and locating them and the poor response. A 

linguistically professional person was hired and trained as surveyor to help in conducting the survey. 

A number of problems were confronted during the survey by the surveyors: generally long walking 

distances to the units (loss of time), proprietors often evasive or out of.station and requiring visits to 

the same units a number of times. Some proprietors just did not honour the appointment (never turned 

up). A few proprietors did not want to give data, were rude, and often lost their patience. It was tough 
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locating many units as they did not have the same address either provided by MTI in database or 

Regional Trade Offices; it was time-consuming to relocate them. 

The data collected on 119 microenterprises units, 4 Fls, and 31 moneylenders were tallied and 

tabulated based either on size of investment and/or region and/or activities. The descriptive tables were 

then analysed in computer with the help of Microsoft Excel programme. The MS Excel was especially 

used for measures of central of tendency, mostly for the measure of central of tendencies and ranking. 

While the SPSS programme was used for Chi-Square tests, linear regression analysis and other 

correlation (ANOVA tests). 

1. 7.4 Sampling 

1. 7 .4.1 Procedures for Selecting the Sample of Microenterprises 

Of the 1829 units (1 01 in production and manufacture, and 1728 in services, (list from Ministry of 

Trade and Industry, 1998, see table 1.1.A in the appendix), 202 units were sampled out (1 01 in 

production and manufacture and 101 in service units) through random sampling. The sample numbers 

per region were decided in proportion to the sample size (see preceding paragraph). Based on the 

regional sample size, the Excel programme was used to generate random numbers by regions. The 

number of 1 01 samples in services was decided to enable equal representation from both sectors of 

microenterprises units. It was found that 41% sampled units were inoperative (51 from production and 

manufacture, and 32 from services). However, these inoperative sample units were also surveyed (with 

the exception of a few) and the reasons have been taken note of. 

The samples and population under study pertain to microenterprises with investment of less than Nu 

0.5 million. This pertains to the definition of MEs for Bhutan as discussed previously in the section 1.3. 

The list of MEsas given by MTI is a few years old (1998). The total investment of some of these MEs 

has crossed the Nu 0.5 million mark. These were not included in the sample. 

The following table 1. 7 .A has been established based on the database of MTI indicating number of units 

in production & manufacture and services per district and the forth column indicates the sample size in 

services. The table is built to testify the sample size per district and to enable clustering of the units of 

the districts into the seven regions as shown in column fifth and sixth. 
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Table 1. 7 .A: Sampling procedure details 

Districts 
Production and Service Units Sampled Service Regions Total sample size per 
Manufacture Units units (5.8%) region 

Thimphu 48 653 38 
Paro 8 124 7 Northwest 106 
Haa 2 24 1 
Punakha 1 18 1 
Wangdue Phodrang 3 51 3 
Trongsa 0 17 1 North-central 11 
Bumthang 2 35 2 
Mongar 5 40 2 Northeast 18 
Trashigang 6 87 5 
Lhuntse 0 4 1 
Tashi Yangtse 6 7 1 North-extreme 8 
Gas a 0 0 0 
Chukka 0 197 11 Southwest 16 
Samtse 2 45 3 
Dagan a 0 26 2 
Sarpang 3 163 9 South-central 17 
Tshring 0 43 3 
Zemgang 2 17 1 
Perna Gatshel 2 13 1 Southeast 26 
Samdrup Jongkhar 11 164 9 
Totals 101 1728 101 7 regions 202 

.. 
Source: M1mstry of Trade & Industry, Apnl1999 (data until end of 1998) 

The MTI has divided the districts into four regions, while this study has divided them into seven regions 

taking into consideration MTI's division of districts and the factors like accessibility, potentials, 

location/region and industrial centres. Districts with similar characteristics were classified together. The 

grouping ranges between two and four districts in each region. The MTI's paradox database was 

converted into MS Excel and detail tables with location, name and type of the unit, name of owner, 

license/registration number, size etc. by districts were produced. There are twenty districts in Bhutan. 

Gasa, one of the districts does not have microenterprises except three petty contractors. Total units in 

production and manufacture as per MTI's records were 101 units and 1728 units in services (see table 

1. 7 .A above and table 1.1.A in the appendix). The detailed tables of MTI were then sorted only for 

microenterprises in production/manufacture and services district-wise. The 101 units in production and 

manufacture were entirely taken up as the basis to sample the required number of the service units 

from the respective districts. The service units' sample of 101 is equal to 5.8% of the total service unit 

as per MTI record. A Rand() statistical programme was run to generate random numbers for each 

district corresponding to the sample size of the services at 5.8%. In a few districts, the sample size of 

5.8% has exceeded its limit for the reason that at least a sample be represented from a district. The 

samples of the microenterprises were stratified into production/manufacture and services and grouped 

with the respective seven regions. 
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Of the 1 01 units in production and manufacture, 64 units were inoperative/not traceable. Of these: 29 

units had their licenses were cancelled: 14 in charcoal production units closed due to forestry policy; 5 

furniture units have died naturally; 7 in handicrafts, handlooms and hand made paper units also had 

natural deaths due to technology, and market problems; and 3 units (food, fabrication and stone chips) 

also had natural deaths due to inadequate investment and less market. 10 units of bakery, handlooms, 

incense manufacturing, pan masala, and rice mills were not operating. The reasons assigned were that 

they had no funds to invest (and that they could not apply for loans because they lacked adequate 

collateral) lack of skill manpower, less demand, no electricity, and lack of proper location. Only one of 

the units, the lime producer, reported as being due to southern issue. 6 units, mostly furniture units, 

were inoperative and the problems stated were market, quality of products, and unavailability of raw 

mat~;~rials. 14 units were not traceable as per the addresses and the regional trade and industry offices 

had either no records or again untraceable addresses. 5 units in Food products, wood carving, 

handloom, mushroom, and oil units were not accessible due to road/transport problems. 

Therefore, the manufacture/production sample reduced to (1 01 units less 64 units 

inoperative/inaccessible/not traceable) 37 units. To bring the sample size to at least 50 units and 

reduce the errors of small sample, in manufacture/production, two industrial areas southwest and 

southeast were selected and extra 13 units were sampled on convenience (9 in southwest and 4 in 

southeast). These units were functional, but not registered. The decision to select these two regions 

was to reduce the difference with the northwest (another industrial region). Finally, the sample was at 

50 units in manufacture and production. 

Similarly, out of 101 units sampled from a population of 1728 service units, 32 units were either 

inoperative, inaccessible, or not traceable, as follows: 7 units under electronic repair, transport, 

consultancy, courier, and travel services were inoperative. The reasons given were investment 

problems. A few said that they could not apply for loan because they had no collateral. 3 units of 

telephone booth and two restaurants were not accessible due to road-block. Of the 9 units, seven 

restaurants, a scooter repair, and a vegetable drying centre, could not be traced according to the 

address provided in data base. 13 units: engineering services, retail shops, health club, restaurant, 

primary school, cobbler, a telephone booth, two consultancy services, and a retail shop were closed 

and the reasons given were mostly less demand or small market. Finally, the total of sample study in 

services was (1 01 licensed units less 32 units inoperative/inaccessible/not traceable/licenses not 

renewed) 69 units. 
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In both production/manufacture and services, the final sample in study stood at 119 units (50 in 

production/manufacture and 69 in services), 6.5% of the population of 1829 units (as per records of 

registration with MTI) in both microenterprises sector (excluding contract licenses), as detailed in table 

1.7.B below. 

Table 1.7.8: Final sample details 
Investment No. of sample Units Region Wise No. of Units 

(in Nu) PM SR Total PM SR Total 
<100,000 24 37 61 Northwest 15 30 45 
100,001 - 200,000 8 11 19 North-central 3 5 8 
200,001 - 300,000 7 6 13 Southwest 11 10 21 
300,001 - 400,000 2 5 7 South-central 2 9 11 
400,001-500,000 9 10 19 Southeast 7 6 13 
Totals 50 69 119 North east 6 7 13 

North extreme 6 2 8 
Source: Personal Survey Total 50 69 119 

1. 7 .4.2 Procedure for Selecting the Sample of Moneylenders 

The procedure for selecting the sample of moneylenders (Mls) was convenience sampling. Money 

lending business in Bhutan is illegal and punishable under the law. Therefore, it is not easy to locate 

one without the help of MEs and other local people. During the preliminary informal discussions held 

with MEs (prior finalising the questionnaires) and during the survey, MEs were taken into confidence to 

provide addresses of moneylenders in their regions. We were able to get addresses, in total, of 45 

moneylenders. Despite our promises to keep them and all information provided highly confidential, 14 

of them either denied being moneylenders or did not want to give information. Only 31 agreed to 

provide information under high confidence. The final size of the sample for study, therefore, is small at 

31, but is representative of all regions and provides a good scope for comparative study. 

1. 7 .4.3 Procedure for Selecting the Sample of Financial Institutions 

There are only four Financial Institutions in Bhutan. They are the Bank of Bhutan, the Royal Insurance 

Corporation of Bhutan, Bhutan Development Finance Corporation, and Bhutan National Bank. They were 

all considered for the study. 

1. 7 .4.4 Description of Sample of Microenterprises 

The following table 1.7.C describes the samples that were finally surveyed. The aim of this table is to 

give an overview of the samples; their sizes in terms of investment level, number of units in each type, 
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ownership and employees by gender, other sources of income and business units held by MEs, and 

their ages. 

Description of sample units 

business 
of sample Mean age 

of units in 

Investment level, type of business industry, and their location regions has been the basis for preparing 

the tables throughout this study. The table above is constructed by investment describing the samples 

under study. 42% of the sample units are in manufacturing/production, and 58% in services, see table 

1.7.8. 

119 sampled units employ an average of 4 persons per unit. 24% of the enterprises are owned by 

women and employ weighted-average of 4% women employees corresponding to 15% of total women 

in employment. Men own 76% of the units and employ weighted-average of 11% women employees to 

total 85% male employment. Within the business types, male ownership is almost equally represented 

in both manufacture/production and in service, 48% and 52% respectively, while female owners are 

more in service units with 79%. The type of service units under female ownership is 

groceries/garments, restaurants, telephone booths, saloons, schools, consultancy, fabrication works, 

and even auto-repair workshops. 

33% of the units have sources of income other than other business units and each unit has on average 

1.6 other business units. Those 39 other sources of income units are almost equally represented in 

both sectors, while the other business units are more in services standing at 66% of the total192 other 

business units. The combined other sources of income and other businesses of the sampled units 

stand in the ratio of 1 :2. 



Table 1.7.0: Age of sample units 
Age of units in years Number of units 

<-5 51 
6- 10 26 
11 - 15 12 
16-20 4 
21 - 25 6 
26 - 30 10 
31 - 35 3 
36 - 40 6 
41- > 1 
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About 75% of the samples falls below the age group of 15 

years (43% below 5 years, 22% between 6 and 10 years, and 

10% between 11 and 15 years), see table 1.7.0. The overall 

mean age of the units is 16.6 years. The highest mean age of 

27 years is of units below 100,000 Nu investments. A few of 

the sampled units (2.5%), between the investment level Nu 

source: Personal survey 0.3 million and Nu 0.5 million, were less than 7 years old and 

were financed by Fls under the EDP programme. Many business units have existed for a long period 

and have either been expanded or brought in additional finance, machine, and new technology. This 

very reason made us to redefine for this study the definition of microenterprises as with investment less 

than Nu 0.5 million. The samples range widely with the investment from less than Nu 0.1 million to Nu 

to 0.5 million. 

The description of sample of moneylenders will be made in chapter 4, which deals exclusively with 

Moneylenders in Bhutan. 

1. 7.5 Limitations of the Study 

It is known that every research leads to open questions. This research is no exception and its 

limitations, which may inspire future researchers, are outlined in the following paragraphs. 

1 . Methodology 

~ Sample size was limited to 11% of the total microenterprise population (1 ,829) due to 

the limited size of total number of ME units registered in manufacture/production, 

which were only 1 01 , while the services were 1728 units. To bring equal 

representation from both the types, 202 units were randomly sampled. At the end, due 

to various problems such as accessibility, lack of address, closures of units, etc. only 

119 samples (50 units in manufacture/production and 69 units in services) could be 

surveyed, which finally stood at 7% of the population. Of 50 units in 

manufacture/production, 13 units were sampled in convenience (see 1.7.4.1, above). 

~ Those MEs that had stopped operation have not been covered by the questionnaire for 

detailed analytical study. 
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:> The moneylenders could not be sampled randomly due to lack of list of address; it had 

to be limited to the convenience sampling based on the information provided by friends 

and MEs during their survey. 

:> For the same reason like Mls, friends/relatives, who were creditor of MEs could not be 

surveyed under a separate questionnaire and had to be included with Mls. 

2. Due to the size of sample and the random sampling technique, a few of the districts had only 

one sample for survey. This was a very costly exercise with low impact for district-based 

study. 

3. It took over a year to collect data due to wide-spread of microenterprises in the country and 

other related problems such as waiting for the absent entrepreneurs to return from his 

outstation trip, transport problems, lack of address and time taken to locate and relocate 

microenterprises, etc. 

4. The study has been limited to only the main problem of MEs, the microfinance. It does not 

cover aspects such as the entrepreneurship knowledge/skill, economy of scale (cost of 

production and sale), technology, market, labour issues, environmental issues, etc. 

5. Except for two financial institutions, data/information from the others were neither readily 

accessible nor ascertainable. In a few cases, this built a gap for tabulation and comparison of 

data was impossible. Further, secondary information from annual reports was not easy to 

compile and compare because of different terms used in the audited annual reports of Fls. 

6. Chi-Square (x2> test could not be readily done in many of the cases as the data in few of the 

cells invariably contained less than 5 frequencies. In some cases where the test became 

necessary, the tables had to be coalesced to compute x 2 tests. Otherwise, mostly linear 

regression 1 coefficient correlation test have been done. 

7. Most of the tables have been prepared by type of units in bi-layer, e.g. manufacture/production 

and services. Most of the time, the main total columns have been used for analytical writing. 

The bi-layers are not used in many cases for detailing the discussions nor have they been 

tested statistically due to limits of research priorities. 

Despite the enormous efforts made and time spent in explaining the purpose of data collection, there 

could have been still an understanding gap between the surveyors and the interviewees. However, this 
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research is not only the first of its kind, but tries to lay the cornerstone in the area for future researchers 

and policy makers. 

1 Bhalla A. S. 1992. Small and Medium Enterprises, IT pub. p.1 
2 Ramakrishnan K. T. 1962. Finances for Small-scale industries in India, Asia pub. House, Bombay, p.63 
3 Salloum D. 1995. The Business of lending to the Smallest of the Small Enterprises, , p.15 
4 Brugger E. 1996. Investing in Entrepreneurial Potential, ICS Press, p.33. 
5 CSO, Planning Commission. Report on National Census of Manufacturing Industries 1998 
6 Liedholm, C. 1989. Small Scale Enterprise Dynamics and Evolving role of Informal Sector, Seminar on Informal 
Financial Markets in Development, Paper No. 8. Washington D.C. 

7 Robinson, S. and S. Sumarto 1988. Saving and lending in the Unit Banking System, Mimeograph, Jakarta 
8 Rhyne, E. and M. Otero. 1991. A financial systems Approach to Microenterprises, Washington, D.C.: GEMINI 
9 Web page "Virtual libra!}' on Microcredif', December 15, 2000 
10 Hulme, David and Paul Mosley. 1996. RnanceAgainstPoverty, Routledge pub. U.K. 
11 Kaladhar, K. Oct 18,1997. Microfinance in India: Design Structure and Govemance, Economic and Political Weekly, 

p.2687 
12 Ministry of Planning Commission 1996: Eighth Five Year Plan (1997-2002), Vol. 1 main document, p.1 
13 Enhancing Good Governance: Promoting Efficiency_ Transparency and Accountability tor Gross National Happiness, 

1999. 
14 National Assembly Resolution of June 29-July 30 1998, pub. Kuensel of August 29,1998 
15 Planning Commission n.d.: Fifth Plan 1981-1987 main document, p.27 
16 Idem: p.28 
17 World Bank (www.worldbank.org) October, 2000 
18 National Accounts Statistics Report 1980-98, Central Statistical Organisation, March, 2000, p.1 
19 Kuensel: National Assembly Resolution Paper, August 29, 1997 
20 Planning Commission: Eighth Five Year Plan (1997 -2000), val. 1 main document, p.56 
21 Shaw, Brain, 1995. Far East and Australia 1995-Year Book: Bhutan p.141-148, london-Europa pub. 
22 Bhutan Country Programme (1998-2002): Swiss Cooperation with Bhutan, Feb 1998, p. A-1 0 
23 Planning Commission: Fifth Plan 1981-1987, Main Document p. 31 
24 Planning Commission: Various main documents Five Year Plans 
25 IMF Survey Janual}' 1996, p.37 -40 and WB, Bhutan: Country Performance Assessment, 1996, pp.239-243 
26 Ministry of Finance: National Budget for Financial Year 1997-98 and the Report on the 1996-97 Budget, June 1 997, 

p.5 
27 Royal Moneta!}' Authority: Annual Report 1994/95 
28 Royal Moneta!}' Authority: Selected Economic Indicators, vol. 11 No. 4 December 1997 
29 RMA: Annual Reports 1986-1996/77 
30 Kuensel: Bhutanese economy doing well, says ADB, April1 9,1997 
31 Ministry of Finance: National Budget for Financial Year 1997-98 and the Report on the 1996-97 Budget, June 1997 
32 World Bank Development Report Bhutan, 1996 p.240-243 
33 Programming Workshop for Trade and Industry paper, May 19-21, 1992 
34 Bhutan 2020: A Vision for Peace and Happiness, Planning Commission, 1999 
35 White, J. Claude, 1983. Sikkim and Bhutan: Twenty Years of on the Northeast Frontier 1887-1908, _Delhi, p.298 
36 Planning Commission: Fifth Plan, main document, p.41 
37 ibid, Various planning documents of MTI 
38 Ministry of Trade & Industry: Report to the 69th Session of the National Assembly, March 1990 
39 Planning Commission: Sixth Plan, main document, p. 9 
40 Ministry of Planning: 8th FYP-1997-2002, main document, vol. 1, p. 141 
41 Ministry of Planning: various planning documents, and Trade & Industry: Report of the Programming Workshop, May 

1992 and Review of the EDP April1994 
42 ibid 

· 
43 ibid & abstracts of MTI planning documents 
44 Bansal, S.K., 1992. Financial Problems of Small Scale industries, Anmol pub. p.40 



43 

45 Ministry of India, Government of India, 1997 
46 Rama Rao, P.V.A. 1997. The Little Big Loans: Economic Times, Calcutta, p.9 
47 foe cit Kaladhar 

~ 48 Hook, R. M. 1995. The Experience of Bank Rakyat Indonesia, ICS California, pp.111-121 (New Perspective of 
Financing Small Business in Developing Countries) 

49 Microfacts: Data Snapshots on Microfinance, www.gdrc.org, 2000 
50 ibid . 
51 Sarma, R.H. 1999. Microfinance through self-help groups and Non-government organisations by Commercial Banks, 

The 
Journal of Indian Institute of Bankers, p.19-29 

52 Robinson, S. 1994. Saving Mobilisation and Microenterprise Finance: The Indonesian Experience, IT pub. pp. 27-54 
(The New World of Microenterprise Finance) 

53 op cit. www.gdrc.org 
54 op cif. www.gdrc.org 
55 Liedholm, Carl. 1990. Small scale Enterprise Dynamics and the Evolving Role of Informal Finance, Development 

Paper No.8 
56 op cit Bansai-

Vepa R. 1977. Small Industries in the Seventies, p._, Vikas Pub. 
57 Downing J. 1990. Gender and the Growth and Dynamics of Microenterprises, GEMINI 
58 Rhyne E & M. Otero. 1994. Financial Services for Microenterprises: Principles and Institutions. A New View of 

Microenterprise Finance, p.13 (The New World of Microenterprise Finance, IT Pub. UK 
59 op cit Hulme & Mosley 
60 op cit Rhyne & Otero 
61 op cit Kaladhar 
62 UNCDF Bhutan, May 1997: Review of the Group Savings and Credit Scheme of the National Women's Association of 

Bhutan, pp.29 
63 Kuensel may 10, 1997. NWAB's rural credit scheme a success despite Jack of funds 
64 Chidambaram, P. 6.10.1997. The Economic Times, 
65 Samson, M.R., 10.1997. Challenges in Assisting the Poorest ADB review, p.10-12 
66 Nayar, N., and Faisal, M.E.H., 3.4.1999. Microfinance Survives Bangladesh Floods, Economic & Political Weekly, 

Mumbai 
67 

, 3.1999. Can Microcredit Solve Poverty?, The Economic Times, p.5 
68 SOC (199_j, Linkage of Self Help Groups with Financial Institutions- An Analysis, , p.34 
69 Liedholm, Carl, and Donald Mead. 1987. Small Scale Industries in Developing Countries: Empirical Evidence and 

Policy Implications , . 
70 Robinson, M. S. 1994. Saving Mobilization and Microenterprise Finance: The Indonesian Experience, IT pub. p.27 -54 

(The New World of Microenterprise Finance, p.302) 
71 Chetri, S. 12. 1998. Perspective of TQM in Microfinance, AlMA Journal, p. 72-76 
72 Mishra, Ashok K. may 1999. Tribal Women against Liquor, Economic and Political Weekly, Mumbai 
73 Scchitananda, N.N., 1978. Role of Commercial Banks in Financing Small-scale Industrial Units, __ , p.19 
74 Naidu, K. M., 1984. Financing of Small Industries in Kumool district Issues and Problems - An Analysis, _ pub. 

p.13 
75 Rao, B.A.1984. Impact of Bank Finance on the Decentralised Sector - A survey, , p. 7 
76 Natrajan, R. 1989. Institutional Finance for Small-scale Industries, Ajanta, Delhi, p.299 
77 Sundaram, I. S. 1990. Institutional Finance for Small scale Sector: Dimensions and Issues, Himalayan Pub. House, 

Bombay, p.102-109) 
78 Balan, A. 1996. Managing Industrial Sickness, , , 
79 Mahajan, V. S. 1997. Ailing Small Enterprises, Special Article: ICSI-Herald, p.5-6 
80 

, 12.1997. The Telegraph ~::-::-:--:-:---:-:--
a1 , 1998. The Pinnacle of Death, ICSI-Herald, p.14-21 
82 Somayajulu, V.V.N., 1999. Financing Factor for Mortality of Small-scale lndusbies- A survey in south India,_ 

pub. p.7 
83 Nair, Tara, S. Jan./Feb. 2000, Rural Financial Intermediation and Commercial Banks, Review of Recent Trends, 

Economic and Political Weekly, Mumbai 
64 Ramakrishna, K. T., 1962. Finances for Small-scale Industry in India, Asian pub. House, Bombay, p. 79 



44 

85 Vepa, Ram K. , 1971. Small Industry in seventies, , Chp. 9 
86 Singh I, et al Gupta, N.S., 1977. Financing of Small Industry, S. Chand & Company Ltd., p.156 
87 Pareek, H.S., 1978. Financing of Small Scale Industries in a Developing Economy, Visal Printer, Delhi, p.279 
86 Deolander, V. S. and Arole, V. M. 1987. Investment Pattern in Small Business, __ , __ 
89 Ghate, P., 1992. Informal Finance: Some Findings from Asia, pub. p.17 
~ Aleem, 1., 1993. The Rural Credit Market in Pakistan: The Cost of Screening, -----
91 Sarma, R. H. 1999. Microfinance through self-help groups and Non-government organisations by Commercial Banks, 

The 
Journal of Indian Institute of Bankers, p.21 

92 
, 1994. The Rural Non-Farm Sector in India: National Report, pub. p. 111-33 to 111-42 

93 Hook, Richard, 1995. The Experience of Bank Rakyat Indonesia, ICS Press, California, p. 199 (New Perspective on 
Financing Small Business in Developing Countries) 

94 Hossain, M., 1998.Credit for Alleviation of Rural Poverty: The Grameen Bank in Bangladesh, Research Report No.65 
Washington D. C. -::---:-:----::-::-. 

95 Das, G.N., 1999. Problem of Financing Industry, , p.147-158 
96 Karmakar, K. G. , 1999. Rural Credit and Self-Help-Groups: Microfinance Needs and Concepts in India, Sage 

Publications, India, P 346-364 
97 Steel, W.F., and Aryeetey, E., 1994. Informal Saving Collectors in Ghana, , ____ _ 
98 Dondo, C. Aleke, 1995. The Changing Role of Key Institutions in the Implementation of Credit Programs for Small-

scale Enterprise Development in Kenya, IT Publications, p.187 -209 (Agents of Change, p.353) 
99 Donald, C. 1980. Small Scale Industry Promotion, DAG pub., University of Birmingham, p.26 
100 

, 6.1987. Investment Pattern in Small Business, SEDME, Vol. No. XIV, p.23-30 
101 Buscher, L. , 1995. Loans for Small Enterprises, , 
102 Webster, L. , and Fidler, P. , 1996. The Informal Sector and,-M-i,--cr-of.,--in-a-nc-e Institutions in West Africa, Washington DC, 

WB, 
103 Schrieder, G. , , Swiss Collation News no. 18, Dec. 1998 
104 Holden, P., 1995.1nterview with FUNDES, FUNDES News, ----,- - - - ..,..---_ 
105 Lizano, E. and Mesalees, L. , 1995. Access of Small Enterprises to conventional Source of Financing: The Case of 

Bolivia, Chile, Colombia, and Peru, IT Publication, p. 25-48 (Agent of Change) 
106 Fisher, B. , 1988. Savings Mobilization in Developing Countries for Sub-Saharan Africa, 
WB Technical. Paper No. 122. 
107 Rajapatirana, S., 1995. Issues in Financing Small Enterprises in Developing Countries, IT pub. p.1-5 (New 

Perspectives on Financing Small Business in Developing Countries p.194) 
108 

, Spring 1995. Efficient Financial Instruments for Micro and Small Enterprise, FUNDES News, 
109 Rhyne, E. and Otero, M., 1994. Financial Services for Microenterprises: Principles and lnstituUons, IT Publications, 

p.11-26 (The New world of Microenterprise Finance, p 302) 

Scattered population I lack of road infrastructure poses restrictions 
to MEs development in Bhutan 


