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Foreword 

  

The Development Papers Series of the UNESCAP South and South-West Asia Office (UNESCAP SSWA) 

promotes and disseminates policy-relevant research and analysis on the development challenges facing 

South and South-West Asia (SSWA). It features research conducted by UNESCAP SSWA staff as well as 

by outside experts from within the subregion and beyond. The objective is to foster an informed debate on 

development policy challenges facing the subregion and sharing of development experiences and best 

practices. 

  

Three out of four Least Developed Countries (LDCs) from South Asia are in a process of graduation, Bhutan 

being the first amongst them. This paper by Tandin Wangchuk explores ways and means for improving 

resource mobilization for financing sustainable graduation of Bhutan from the LDC category.  Bhutan’s 

graduation is scheduled to become effective in 2023, coinciding with the conclusion of the ongoing 12th 

Five Year Plan, which was conceived with specific policy plans and transitions strategies. However, 

following the outbreak of the COVID-19 pandemic, Bhutan has been forced to set aside funds for fiscal 

stimulus programmes to address the health crisis and economic recovery, causing disruptions to 

development financing plans. Diversion of funds for emergency relief measures, constituting of direct 

income support, subsidies and tax exemptions, are slated to have direct implications for both revenue and 

expenditure sides. Furthermore, widespread disruptions to economic activities are expected to cause 

setbacks across all sources of development financing. While both tax and non-tax domestic revenue streams 

are projected to get adversely affected, similar decline may be experienced for international commercial 

fund inflows through both current (export earnings, remittances etc.) and capital (FDI inflows) accounts.  

  

Examining the current development financing landscape of Bhutan, the paper finds avenues for enhancing 

development financing by deepening traditional sources and by exploring new innovative instruments for 

resource mobilization, with specific emphasis on exploiting synergies between green recovery and 

sustainable graduation. It underscores need for aligning policy programmes for sustainable graduation with 

implementation of the Sustainable Development Goals (SDGs) for maximizing efficiency of public 

expenditure. Recognizing that public finance will have to be supplemented with additional funding sources, 

it calls for leveraging private capital and enhanced public-private cooperation to cover fiscal gaps, guided 

by principles of self-reliance, especially as concessional loans and grants from external sources are expected 

to decline post-graduation. 

   

The paper offers a rich set of policy perspectives on diversification and expansion of Bhutan’s development 

financing portfolio, including reliance on project-based financing support, such as in the case of projects 

linked with infrastructure and climate actions, and utilizing improved credit rating for attracting FDI and 

other streams of commercial investment inflows. We hope that the policy prescriptions offered by this paper 

will assist policy makers and stakeholders in adopting measures for improving prospects of sustainable 

development financing in Bhutan in particular, and in the graduating LDCs of South Asia in general.  

 

 

 

Adnan Aliani 

Officer-in-Charge 

UNESCAP South and South-West Asia Office  
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Resource Mobilization for Sustainable LDC Graduation of Bhutan 

 in the Context of Emerging Challenges to Development Financing 

 

Tandin Wangchuk1 

Abstract 

 
This paper evaluates Bhutan’s challenges related to resource mobilization for sustainable 

graduation in the aftermath of COVID-19 and potential avenues to overcome them. Bhutan will 

be graduating from LDC category in 2023. Its 12th Five Year Plan, conceived as an integral 

transition strategy, faces severe challenges due to disruptions caused by the COVID-19 pandemic. 

Delivering on the national development goals and implementing the SDGs amidst the looming 

pandemic require improvements in both scale and mix of development financing. ODA remains 

critical, especially as Bhutan’s structural challenges remains to be addressed even as it gears up 

for LDC graduation in 2023. It is critical for development partners to deliver on long-standing 

commitments and the ODA targets reaffirmed on target 17.2 of the 2030 Agenda for Sustainable 

Development. Various modes of innovative financing have been explored recently to fill up 

financing gaps and to enhance the role of private sector. Upscaling such initiatives and exploring 

alternative financing instruments will be critical for Bhutan. Accelerating the progress of critical 

SDGs with accurate assessment of cost of implementation, commensurate resource mobilization 

and investment strategies is important. As the scale of financing required to achieve the SDGs may 

be beyond the scope of public finance, SDG investment mapping must be used to attract private 

capital. As Bhutan embarks on preparation of its 13th Five Year Plan, considerations must be made 

for enhancing meaningful technical cooperation between the government and its development 

partners such as the United Nations Development System and multilateral development banks. 

Costing of critical SDGs, SDG investment mapping, reframing of FDI Policy, development of 

policy guidelines for green financing and exploring alternative innovative financing instruments 

are some of the key areas that must be prioritized for Bhutan’s sustainable graduation.  

 

 

 

JEL Codes(s): F30, F35, G20, G32, H20, H50, H60 

 
Key words: Financing for development, LDC graduation, sustainable development  

 
1 Tandin Wangchuk was formerly Development Economist at UNDP and Senior Planning Officer at the Gross 

National Happiness Commission of the Government of Bhutan. The paper benefitted from comments and inputs by 

Rajan S. Ratna, Deputy Head and Senior Economic Affairs Officer, UNESCAP SSWA and Yusuke Tateno. Economic 

Affairs Officer, Section for Countries in Special Situations, UNESCAP and Joseph George, Research Associate, 

UNESCAP SSWA, who also provided editorial support. The views expressed in this paper are those of the authors 

and do not necessarily reflect the views of the United Nations Secretariat. 
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1. Introduction 
 

Bhutan’s graduation from LDC category in 2023 comes against the backdrop of significant socio-

economic development progress achieved in six decades of development efforts inspired by its 

goal of ‘self-reliance’. Bhutan’s aspiration to be self-reliant is best manifested in its unwavering 

resolve to graduate amidst its economic vulnerabilities that are compounded by the impacts of the 

ongoing COVID-19 pandemic. Bhutan has been economically vulnerable even before the onset of 

the pandemic, owing in part to its small size, geography, and susceptibility to natural disasters.  

 

The 12th Five Year Plan of Bhutan, the last Plan before graduation becomes effective, has been 

designed by the government to be an integral transition strategy with specific policy and programs 

for addressing the challenges of graduation. However, with only nine years left to fulfil the aims 

of the 2030 Agenda for Sustainable Development, progress achieved on SDGs so far have been 

put to a halt, in some cases even reversed, due to the disruptions caused by the pandemic. 

Unemployment soared, infrastructure developments halted, trade and commerce disrupted, 

domestic revenues plunged, public expenditure soared resulting in unprecedented levels of fiscal 

deficit and public debt.  

 

Delivering on the national development goals and implementing the SDGs amidst the looming 

pandemic require improvements in both scale and mix of development financing. Institutional 

capacities and capabilities are critical to ensure that resources are sufficient and are allocated in 

the most effective and efficient manner. In dealing with the COVID-19 pandemic, LDCs including 

Bhutan are faced with the twin challenges of shrinking revenues due to wide-spread disruptions to 

economic activities, and increased health and social sector spending raised by the pandemic. This 

situation is exerting severe strains on the resource mobilization capacities of graduating LDCs and 

threaten to widen their resource gaps.  

 

This paper seeks to examine Bhutan’s challenges related to resource mobilization for sustainable 

graduation in the aftermath of COVID-19 and potential solutions to overcome them. The paper is 

organized as follows. The second section will highlight the overall financing landscape of the 

country through the four lenses of financing for development - domestic public finance, domestic 

private finance, international public finance and international private finance. A brief assessment 

will be made on each of the existing sources, also highlighting the recent initiatives taken on 

innovative financing measures. Section 3 will review changes in the 12th Plan, status of resource 

mobilization, evolving fiscal situation as a result of Covid-19, and the measures taken by the 

government. Sections 4 and 5 will outline key observations and propose potential avenues for 

strengthening development financing and identify the areas where enhanced external assistance is 

needed. 

 

 



Resource Mobilization for Sustainable LDC Graduation of Bhutan 

February 2022  

7 
 

2. Overview of Financing Landscape 

The development financing landscape of Bhutan is analyzed by categorizing different financial 

flows according to whether they are domestic, international, public or private. The analysis is 

guided by the framework of Integrated National Financing Frameworks (INFFs) - an initiative led 

by the Inter-Agency Task Force on Financing for Development (IATF) of the United Nations.2 

Figure 1 maps the four major sources of financing for development. This paper studies the trends 

in flows of development finance according to these four aggregate categories in figure 3, in terms 

of its absolute size (in dollar terms) and relative to GDP over the course of last decade spanning 

from fiscal year 2010/2011 to 2020/20213. 

Figure 1: Four categories of Financial Flows 

DOMESTIC PUBLIC FINANCE      

• Tax revenue (direct, indirect) 

• Non-tax revenue 

• Government borrowing (loans, bonds) 

• Public enterprise revenues 

DOMESTIC PRIVATE FINANCE  

• Private sector equity 

• Domestic borrowing 

• National NGOs, foundations and faith-

based organizations 

 
          INTERNATIONAL PUBLIC FINANCE 

• ODA Grants 

• ODA Loans 

• Other official flows, south-south 

cooperation 

 

INTERNATIONAL PRIVATE FINANCE 

• FDI 

• Portfolio investment 

• International borrowing 

• Remittances 

• International NGOs, foundations and 

faith-based organizations 

 
Total available development finance – public, private, domestic and international- increased from 

$ 1,854.8 million in FY2010/11 to $ 3,286.0 million in FY2020/21. As a share of GDP, it increased 

from 108 percent in FY 2010/11 to 130 percent in FY2020/21. It averaged 114 percent over the 

same period.  

 

Domestic finance underpinned this growth. Domestic finance increased by 84 percent from 

$1,535.14 million in 2010/11 to $ 2,817.72 million in 2020/21, representing 86 percent of total 

available finance to Bhutan (Figure 2). 

 
2 Guidebook for assessing SDG investment needs – ESCAP, 2020 
3 Most data for fiscal year 2020-2021 (unlike rest of the years) are estimates as specified in relevant sections since 

actual data are not yet available.  
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Figure 2: Share of Domestic and International Finance 

 

    Source: Annual Budget Report – 2021-2022, Ministry of Finance, RGoB  

2.1 Domestic public finance 

 

Total domestic revenue increased by 15.4 percent in the last decade mainly due to strong 

performance of non-tax revenue which increased by 54.2 percent. Consistent positive contribution 

of non-tax revenue is attributable to the strong performance of state-owned enterprises, mainly the 

hydropower sector that was resilient to withstand the troubles caused by Covid-19 pandemic. Tax 

revenue, on the contrary declined by 4 percent over the same period (Figure 3). In terms of their 

share of GDP, tax revenue declined from 15 percent of GDP in 2010/11 to 10 percent of GDP in 

2020/21, and non-tax revenue increased marginally from 7.6 percent of GDP to 8 percent of GDP 

in the same period (Figure 4). In addition, a decline in corporate tax and sales tax revenue (which 

constitute major sources of tax revenue) indicates that there is a risk of the domestic revenue target 

for the 12th Plan not being achieved if the pandemic persists. 

 
Tax revenue as percentage of GDP averaged around 14 percent during the last decade, which is 

higher than most LDCs where tax revenue still amounts to less than 10 percent of GDP4. Bhutan’s 

tax capacity (as measured by average tax revenue-to-GDP ratio in the last years) is also not far 

 
4The Least Developed Countries Report 2019, UNCTAD  

83%

17%

Share of Domestic and 
International Finance in 2010-11

Domestic Finance International Finance

86%

14%

Share of Domestic and 
International Finance in 2020-21

Domestic Finance International Finance
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from the 15 percent, regarded as the minimum threshold necessary to support sustainable 

development5.  

Many factors including tax evasion, the relative size of the informal economy compared to the 

formal economy and weak tax administration systems constrain the tax potential of Bhutan. 

Moreover, low level of economic diversification limits the extent to which Bhutan can further 

increase net revenue from taxes on income, profits, and goods and services. However, improving 

the tax administration system, closing loopholes, simplifying the tax system still can enhance tax 

revenue. The recent TA support on Tax Inspectors Without Borders (TIWB) – a joint programme 

between OECD and UNDP - is timely and is expected to enhance the national capacity of 

regulatory and tax administration authority to track, stop and prevent illicit activities that drain 

resources and reduce the tax capacity.  

 
Figure 3: Trend of Domestic Public Finance (in $ millions) 

 
     Source: Annual Budget Report – 2021-2022, Ministry of Finance, RGoB. 

 
 

 
 
 
 

 
5Ibid. 

 -
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Figure 4: Trend of Domestic Public Finance (as percent of GDP) 

 
          Source: Annual Budget Report – 2021-2022, Ministry of Finance, RGoB. 

 
In terms of financing its development plans, Bhutan’s domestic resource contribution to funding 

its five-year Plans grew from 61 percent of total outlay in the 10th Plan (2008-2013) to 65 percent 

in the 11th Plan (2013- 2018). Domestic resources are projected to cover over 70 percent of the 

total outlay of Nu. 310.016 billion in the 12th Plan. 

Domestic borrowing is expected to increase in the medium term due to gross financing needs. 

Currently, domestic borrowing is limited, and is resorted to only if financing from the much 

cheaper external concessional windows is limited. Currently the Ministry of Finance issues T-Bills 

every month through competitive auction. Increased gross financing needs for the government 

have led to introduction of new domestic resource mobilization measures recently – issuance of 

sovereign bond and introduction of goods and services tax being the most prominent. 

Bond: In September 2020, the RGoB announced its first-ever sovereign bond issuance for public 

subscription, offering a three-year bond Series of US $ 41 million at an annual coupon rate of 6.5 

percent. This was initiated as a measure to support financing needs for COVID-19 pandemic 

recovery, while also opening up the space for leveraging innovative financing instruments for 

SDG-related financing.  

This was followed by the issuance of a 10-year government bond in February 2021 using a yield-

based auction. Both the issuance received overwhelming response from investors, indicating a 
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strong appetite for government securities in the market. The government also developed Bond 

Issuance Strategy in 2019.  

However, the domestic bond market is still at an infant stage of development. The government has 

prioritized fixed-rate bond as the preferred instrument to raise financing in view of its simplicity 

and may consider thematic bonds such as green bond in the long run as the market matures6. The 

government also recognizes its capacity constraints in dealing with bond issuance and managing 

risks associated with market-based financing instruments. While several corporate bonds are listed 

in the stock market, trading in the secondary market is minimal7.  

Goods and Services Tax (GST): One of the major reforms that was undertaken recently is the 

introduction of Goods and Services Tax (GST). The GST Act of Bhutan was passed in 2020 and 

is scheduled for implementation from July 1, 2022. In replacing the conventional sales tax, GST 

will subsume the existing 11 multiple tax-rate structures into a single standard rate of seven 

percent. Businesses with turnover of Nu. 5 million and above to be required to register for 

collection. GST will however be exempted on basic food, medicines, energy-saving and IT goods; 

along with health, education, financial, information technology and agriculture services.  

The GST implementation will be fully supported by the Bhutan Integrated Taxation System 

(BITS)—an IT automation solution. This is expected to strengthen the tax administration system, 

simplify business process, improve taxpayer services, minimize revenue leakages, and enhance 

tax collection.  

Full implementation of GST as a consumption-based taxation, is expected to generate additional 

revenue of Nu.3 billion annually. In addition to the GST, luxury goods, sin goods and 

environmentally harmful items will be subject to Excise Equalization Tax (EET), at four rates 

ranging from 20 percent to 100 percent. With this, higher taxes will be imposed on junk food and 

unhealthy items including alcohol and tobacco, among others8.  

2.2 Domestic Private Finance 

 

The role of private sector as an engine of growth has been long recognized in Bhutan. However, 

the actual private sector in Bhutan remains underdeveloped and characterized by overwhelmingly 

small private-sector firms. Bhutan’s economy is dominated by large government-linked companies 

(GLC), overseen by Druk Holdings and Investments (DHI), which play a strategic role in 

 
6 Government Bond Issuance Strategy, MoF, RGoB  2019. 
7 Medium-Term Debt Management Strategy FY 2020/21 to 2022/23. MoF, RGoB. The government formulated the 

medium-term debt management strategy in early 2021 in response to rising fiscal deficit and public debt. With the 

overarching objective to keep debt sustainable, it sets out to maximize external concessional borrowing to minimize 

financing cost, and issue T-bills and bonds to facilitate development of domestic debt market. 
8 Bhutan’s Second Voluntary National Review Report on the Implementation of the 2030 Agenda for Sustainable 

Development, GNHC, 2021.  
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providing infrastructure and public services. The DHI has shares in 19 different companies 

operating in the manufacturing, energy, natural resources, financial, communication, 

aviation, trading and real estate sectors9.  

It is not possible to measure private sector’s contribution to development finance since there is no 

available official data on the volumes and trends of annual investment by the actual private sector 

in Bhutan. Alternatively, domestic private sector investment can be estimated through gross fixed 

capital formation (GFCF private). However, private GFCF in Bhutan includes investments made 

by GLC and/or off-budgetary hydropower investment. Decoupling the actual private and public 

sectors’ contribution to total investment can be challenging in practice as some entities controlled 

by the public sector—but outside the general government—undertake investments that is not 

recorded as public investment. Typical examples include SOEs whose investments can be large. 

Domestic Credit: As an alternate measure, this paper considers domestic credit to private sector 

as a proxy to measure domestic private investment. Domestic credit to private sector underpinned 

the growth of overall domestic finance for development – it constitutes over 50 percent of domestic 

finance (Figure 5).  

Figure 5: Changing Financing Landscape in Bhutan     

 

Source: Annual Budget Report – 2021-2022, Ministry of Finance, RGoB 

 
9 Of the 19 portfolio companies, 9 are fully owned (DHI-Owned Companies), 5 are controlled (DHI 

Controlled Companies – 51 percent and above) and 5 are linked (DHI-Linked Companies - below 

51percent).The Ministry of Finance is the sole shareholder of DHI.  
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Domestic credit increased by more than two-fold from $743 million in 2010/11 to $1,767 million 

in 2020/2110. It grew at an average of 9 percent over the last decade, reaching 70 percent of GDP 

in 2020/21 (Figure 6). 

Figure 6: Trend of Credit to Private Sector 

 
Source: Annual Report, 2020, Royal Monetary Authority 

 

The issue with access to finance in Bhutan seems to be not with the availability of credit per-se, 

but with the quality of credit. The Investment Climate Assessment Report by the World Bank in 

2017 notes insufficient access to finance as one of the major constraints behind private sector 

growth. While it recognizes the progress in credit brought by reforms made in financial sector 11, 

credit to productive sectors were found be low compared to housing and personal loans.  

The credit to housing continued to remain the highest in terms of its share of total loan portfolio 

with 27.4 percent in 2019/20. This is mainly on account of high demand for credit in residential 

and commercial housing, closely followed by service and tourism sector at 27.3 percent. Credit to 

agriculture accounted for only 4.6 percent of total credit in June 202012. Access to finance was 

 
10 Annual Report, 2020, Royal Monetary Authority (figure for 2020/21 is projected) 
11 Examples include establishment of the Credit Information Bureau (CIB) in 2010, creation of three new 

commercial banks in 2010, and the inception of minimum reference rate for lending in August 2016. 
12 Annual Report, 2020, Royal Monetary Authority. 
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also found to be a major problem to the small businesses than the larger firms13. This clearly shows 

that the there is a mismatch between the flow of credit and priority sectors/programmes of the 

government as articulated in its five-year Plan. 

Bhutan’s financial markets remained resilient during the pandemic. While macroeconomic 

disruptions caused by the onset of pandemic posed threat to the financial sector, particularly the 

rise in non-performing loans being an emerging concern in the financial market, various policy 

measures such as interest payment support and loans deferment helped avoid further accumulation 

of interest payment loss and non-performing loans. With increase in inflows from hydropower 

exports, ODA grants and loans, and reduction in Cash Reserve Ratio, liquidity in the banking 

system is not a cause of concern and financial institutions are well positioned to provide credit as 

the economy recovers from the pandemic.14 

Civil Society Organizations (CSOs): Civil Society Organizations (CSOs) in Bhutan have existed 

for many years as community associations and organizations, forming an integral part of the 

traditional Bhutanese society. The new and emerging associations formed in modern Bhutan are 

an extension of the traditional associations. With the enactment of CSO Act in 2007 and 

registration that began in 2010, the participation of civil society in development is growing in 

Bhutan. CSOs now play an important role in complementing the government in education, health, 

gender equality and women’s empowerment, child care and youth development, environmental 

and cultural preservation, and private sector development. 

There are currently 38 Public Benefit Organizations (PBOs) and 10 Mutual Benefit Organizations 

(MBOs)15. CSOs mobilize funds from donors and their membership fees, international donor fund 

being the majority. International donors comprise of multi-lateral agencies such as the UN system 

and international NGOs as well as some high net-worth individuals. Domestic donors include the 

RGoB, corporate houses, Trust Funds and Foundations. It is reported that during 2010-19, a sum 

of Nu. 3.31 billion ($4.4 million at the exchange rate of $1=Nu.75.5 in 2019) was sourced and 

spent in the country by the CSO sector16. Despite the progress it has made, lack of resources and 

capacity to prepare project proposals to mobilize resources are common constraints faced by the 

CSOs. 

 
13 Investment Climate Assessment Report, 2017, the World Bank.  
14 Annual Report, 2020, Royal Monetary Authority. 
15 Public Benefit Organizations (PBOs) are oriented to service delivery working with vulnerable groups of society 

(e.g. the poor, people with disabilities, victims of domestic violence, unemployed youth, livelihood opportunities for 

girls and women) while others work on topics as diverse as environment, animal welfare and research on music. 

Mutual Benefit Organizations (MBOs) are organized around specific trades such as associations of industries, tourism 

operators, filmmakers and artists, among others. 
 
16 Mapping of Civil Society Organizations, 2019, CSO Authority, MoHCA. 
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Corporate Social Responsibility (CSR): There is no legal obligation for Bhutanese private sector 

to maintain CSR fund. However, there is a guideline prepared by DHI that is applicable to DHI 

and its fully-owned companies. DHI’s guideline requires companies under its purview to maintain 

annual CSR charitable contribution budget, and the maximum cash limit for the seven companies. 

The guidelines considers CSR as charitable contributions that support initiatives to reduce 

consumption of energy and water, reduce waste, or manage ecosystem services such as watershed 

for the long-term benefit of the companies, restoration and renovation of religious sites, sponsoring 

cultural or sporting events 17. The CSR also includes non-monetary contributions in the form of 

in-kind donation, discounted or free service, etc.  

CSR is generally understood as business that integrates social, environment, and economic 

concerns into its values and operations to create wealth and improve societal wellbeing18. For CSR 

to significantly contribute to inclusive growth requires businesses moving away from one-off 

financial contributions towards the integration of corporate social value (CSV) into their core 

business. While there is no consensus on definition of CSR, the form of CSR practiced in Bhutan 

is not grounded in its conceptual principles about what it means to be a socially responsible 

business.  

The recent initiative by the Centre for Bhutan Studies in developing the ‘GNH of Business’ - 

proposes a business model that will function, generate and value societal wellbeing by addressing 

issues across a range of domains including social, environment, culture, and economy. The 

transformation requires businesses to incorporate non-economic indicators encompassing aspects 

such as job satisfaction, contribution to the community, and environment19. The principles of GNH 

for Business are similar to the principles of Global Compact of the UN. If implemented well, the 

proposed approach appears to be more in line with the modern understanding of CSR. It goes well 

beyond viewing CSR as largely about charity and public relations, and focuses more on a private 

sector entity’s responsibility to operate as a stakeholder in the longer term sustainable development 

agenda.  

Public Private Partnership (PPP): The Royal Government of Bhutan embarked on promoting 

PPP as a key strategy to enhance investment in infrastructure and to accelerate socio economic 

development. The government approved the PPP Policy and Rules and Regulations in 2016 and 

2017 respectively and established PPP unit under the Ministry of Finance. However, only three PPP 

based projects were undertaken so far. Capacity gaps across all of public and private sectors in 

understanding the PPP concept and lack of technical knowhow in assessing and identifying feasible 

PPP projects continues to constrain the ability to harness the benefits of PPP in Bhutan. 

 
17 Corporate Social Responsibility Practice in Bhutan, Jigme Phuntsho and Sonam Zangmo, Journal of Bhutan 

Studies. 
18 Proposed GNH of Business, Centre for Bhutan Studies and GNH, 2017. 
19 Ibid. 
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Furthermore, various modes of financing have been explored recently to fill up financing gap and 

to enhance the role of private sector in sustainable development. The results at this stage, however, 

are yet to match the efforts made thus far. The recent decision of the government to review the 

PPP policy is timely and hopefully will enable unleash more private capital for development. 

Priority Sector Lending: A directed lending strategy called the Priority Sector Lending (PSL) 

initiative was implemented from January 2018 to improve access to credit for CSIs. While 

entrepreneurs and small business face a myriad of challenges, the PSL was introduced as the first 

crucial step to ease access to credit from the financial institutions. Young entrepreneurs and 

farmers are the priority targets of the PSL scheme and concessional financing is provided without 

requirement for collateral and at preferential interest rates - below the normal commercial lending 

rate20. Designed as an integrated platform to coordinate the support and interventions of the 

government with better access to bank finance, the PSL platform has been instrumental in 

enhancing collaboration and coordination among the various government agencies21.  

A Priority Sector Lending Council was formed to monitor and evaluate the implementation of the 

PSL Guidelines and to provide recommendation to continuously improve the Guidelines. The 

Council is chaired by the RMA and comprise of representatives from all government and financial 

sector partners.  

Jabchor – Equity Financing: Jabchor22 was initiated by Royal Monetary Authority of Bhutan in 

2018 creating a unique platform for mapping the investors to potential businesses. It inspires 

scalable businesses to further explore funding opportunities and matching business partners. The 

platform gave opportunities to young entrepreneurs to explore different business models with 

solutions to alternate access to finance.  The platform continues to provide and facilitate a holistic 

and inclusive support services that engages business Planning, project proposal developments, 

legal technicalities, financial statements and preparation for the Jabchor pitch. However, for 

uncertain reasons – either due to the pandemic or other reasons, progress has not been noticeable 

in the number of entrepreneurs benefitting from the instrument and it seems that there are 

challenges faced in scaling up the initiative.     

National Credit Guarantee Scheme (NCGS): As a counter cyclical policy measure for the 

COVID-19 pandemic impact on the economy, the Government launched NCGS in October 2020. 

The Scheme is an intervention that aims to enhance access to credit to promote CSI and medium 

industries. Under the scheme, the Government extends guarantee to SOE Banks to support 

financing of viable projects that focus on export promotion, import substitution, promote use of 

green and clean technology & innovation and assure social safety through employment generation.  

 
20 Revised Priority Sector Lending Guidelines, RMA – July 2021. 
21 Annual Report, 2017-18, Royal Monetary Authority. 
22 Jabchor literally means “support” in the national language and was inspired by the concept of angel investors.  
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In principle, the Government has committed to extend guarantee up to Nu. 3,000 million in favor 

of participating Banks (BOBL, BDBL and NCSIDBL) for a period of three years23. A dedicated 

board with the secretariat has been established to appraise project proposals, facilitate business 

through providing business information and handholding supports and carry out M&E of the 

approved business projects. 

National CSI Development Bank Ltd (NCSIDBL): NCSIDBL is a government undertaking 

non-deposit bank established in 2020 as a non-deposit taking CSI bank and dedicated State-Owned 

Enterprise (SOE) to promote the growth of Cottage and Small Industries (CSI) in the country. The 

Bank is expected to narrow the gap in availing financial support for start-ups and entrepreneurs, 

which otherwise face difficulty in availing loans from other commercial Banks because of 

collateral requirements. In 2020, the bank disbursed over Nu. 800 million loans to CSIs. More 

recently, the bank initiated winter vegetable support programme to boost domestic production of 

vegetables against the backdrop of vegetable shortage faced in the country due to restriction of 

imports during the lockdown periods. 

Bhutan crowd funding portal: Crowdfunding is the practice of funding a project or venture by 

raising small amounts of money from the public, typically via the Internet. Royal Securities 

Exchange of Bhutan (RSEBL) developed the Bhutan Crowdfunding Portal - the first digital 

platform in 2019. The platform serves to provide an alternative financing model for start-ups, new 

business ventures and, CSIs in Bhutan to access funds from the public. It also offers entrepreneurs 

the opportunity to raise funds for their new businesses and at the same time provide new investment 

avenues for the public. The platform has managed to raise Nu. 25.9 million 

2.3 International Public Finance 

External public finance has played a major role in supporting the economic development of 

Bhutan. External finance has helped bridge the capital gap, as well as the skills/capacity gap, by 

bringing knowledge and skills into the country that are not found in the domestic labor market and 

supporting institutional reforms to create an enabling environment for sustainable development.  

Official Development Assistance (ODA) - Grants and Borrowings: ODA continues to be 

critical, especially with fundamental structural challenges remaining to be addressed even as it 

gears up for LDC graduation in 2023. ODA constituted more than 55 percent and 54 percent of 

the capital expenditure of 11th Plan and 12th Plan, respectively. It has averaged around USD 257.00 

million and 12.6 percent of GDP in the last decade. It constitutes around 16 percent of GDP and 

61 percent of capital expenditure in the FY 2020-21.  

There has not been significant change in the inflow of ODA in the last decade, except for the last 

two fiscal years. ODA in FY 2019-20 and 2020-21, in particular, increased by 42 percent each 

 
23 Annual Budget Report, 2021-22, MoF, RGoB. 
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from the preceding year. This is found to be mainly on account of increase in support from 

international development partners for economic measures in response to the impact of the 

pandemic. External assistance (financial and in-kind) from development partners to support 

COVID 19 pandemic measures have substantially capacitated Bhutan in managing the pandemic, 

thereby also helping in the implementation of the 12th Plan.  Bhutan also received loan support that 

are specific to the pandemic response and outside of the regular country partnership support. This 

includes interest free-loan from the World Bank investment project financing, and concessional 

borrowing from ADB24 . 

Budgetary grants constitute the major form of ODA and played a crucial role in building basic 

infrastructure in Bhutan. Although share of grants in capital expenditure has declined from 71 

percent in 2010/11 to 61 percent 2020/21, it still forms a significant portion of the public 

investment necessary to build infrastructure in Bhutan (Figure 7). 

Figure 7: Grants (% of Capital Expenditure) 

 

Source: Source: Annual budget Report, 2021-22; Annual Financial Statement 2010-11/2019-20 

Grants were expected to fund 20 percent of 12th Plan development programmes, amounting to 

about 54 percent of capital expenditure. With domestic revenue surplus expected to finance 21 

percent, Bhutan would continue to rely on external borrowings to finance part of the 25 percent 

resource gap for capital expenditures 25.  

 
24 Bhutan’s Second Voluntary National Review Report on the Implementation of the 2030 Agenda for Sustainable 
Development, GNHC, 2021.  
 
25 Ibid. 
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Bhutan enjoys special relationship with India as the main development partner. Budgetary grants 

(excluding the bilateral hydropower arrangements) from Government of India constitutes around 

70 percent of total grants, the rest being received from other bilateral and multilateral development 

partners (Figure 8). The EU, Japan, World Bank, ADB and UN agencies are other significant 

sources of grants. 

Figure 8: Proportion of Grants from India and Other Donors 

 

Source: Annual budget Report, 2021-22; Annual Financial Statement 2010-11/2019-20 

In addition, an important share of funding by the GoI is provided off-budget as direct funding by 

the GoI to hydropower project authorities. Loans for hydropower projects provided by India are 

also recorded off-budget and go primarily to the infrastructure sector, spearheaded by the energy 

sector. Energy generation projects have been implemented in partnership between the Royal 

Government of Bhutan and the Government of India either through an Inter-Governmental model 

or Joint-Venture.  

Impact of graduation on ODA may not be significant as most key bilateral and multilateral 

development partners do not use LDC status as a criterion for their resource allocation. However, 

Bhutan has been experiencing a decline in ODA associated largely with its growth in per-capita 

income, which in the immediate term is found to pose a challenge for Bhutan’s implementation of 
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its 12th Plan.26 The clearest impact on financing upon graduation will be the loss of access to some 

climate-related facilities, particularly the Least Developed Countries Fund (LDCF).   

Green financing: Priority is also given to leveraging green finance. To date, these include the 

Bhutan Trust Fund for Environmental Conservation (BTFEC), the Bhutan for Life programme, the 

Biodiversity Finance Initiative (BIOFIN) project, the Reducing Emission from Deforestation and 

Forest Degradation (REDD)+ Readiness Project, the Climate Investment Fund, the Global 

Environment Facility (GEF), and the Green Climate Fund (GCF).  

Bhutan has declared to remain carbon neutral through its Nationally Determined Contribution to 

the Paris Agreement in 2015. This implies that its carbon emissions, estimated at 2.2 million tons 

of CO2, will not exceed total carbon sequestration by its forests. Furthermore, the Constitution of 

Bhutan mandates that the country maintain a minimum of 60 percent of the total land under forest 

cover.  

Bhutan has several existing initiatives that cover various developmental priorities and ecological 

challenges. RGOB has partnered with several international organizations27 to receive technical 

assistance, execute specific projects, and establish trust funds, including:  

• Bhutan Trust Fund for Environmental Conservation (BTFEC): BTFEC was 

established in 1992 as a collaborative venture between RGOB, the United Nations 

Development Programme (UNDP), and World Wildlife Fund (WWF). The World Bank 

also supports BTFEC through the Global Environment Facility (GEF). It functions as an 

autonomous, conservation grantmaking organization focusing on three thematic areas - 

biodiversity conservation, ecosystem management, and social well-being.  

 

• Bhutan for Life: In 2017, RGOB and WWF established Bhutan for Life, with funding 

from the Green Climate Fund (GCF) and the GEF, among others, to maintain and manage 

the country’s biodiversity, foster healthy ecosystems, maintain Bhutan’s forest cover, 

support communities living in protected areas, and strengthen enforcement and 

management of protected areas.  

 

• Bhutan Climate Fund: Since 2018, the RGoB have been discussing the possibility of 

developing a Bhutan Climate Fund (BCF) with the World Bank, to help monetize 

mitigation outcomes from hydropower exports. 

 
26 Ibid. 
27 These include Danish International Development Agency (DANIDA), the Food and Agriculture Organization (FAO), the Green 
Climate Fund (GCF), the Global Environment Facility (GEF), the International Fund for Agriculture Development (IFAD), the 
United Nations Development Program (UNDP), United Nations Industrial Development Organization (UNIDO), the World Bank 
Group, World Wildlife Fund (WWF), as well as the Governments of Australia, Austria, Denmark, Finland, India, Japan, 
Netherlands, Norway, and Switzerland. 
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More recently, the Royal Monetary Authority has been actively engaged in advancing the green 

financing for sustainable development and has initiated various measures. Green taxonomy has 

been just developed. Formulation of policies, regulations and guidelines on integration of 

environment and social risk management in lending, green bond, impact investing and green 

capital market are at the heart of 10 year roadmap that is produced recently by the RMA28. 

In addition, accreditation of three banks – Bank of Bhutan, Bhutan National Bank and Bhutan 

Development Bank Ltd. to the Green Climate Fund are underway. 

2.4 International Private Finance 

Foreign Direct Investment (FDI): Bhutan has had limited success in terms of attracting FDI. 

Annual inflow of FDI has been less than 1 percent of GDP for the past decade29.  In 2016, FDI 

inflow were outpaced by divestment, resulting in a negative inflow of USD 7.71 million. This was 

mainly because of the divestment of IFC shares from Bhutan National Bank Ltd 30.  As of 2020, 

Bhutan recorded a total of 92 FDI projects—most of which are from Asian countries with India 

remaining the major source of investment (47 percent), followed by Singapore (19 percent) and 

Thailand (11 percent)31. A total of 4,486 Bhutanese were directly employed by the operating FDI 

projects as of December, 2019. Tax contribution made by operating FDI companies in 2019 was 

$20.3 million32. 

While the actual impact of Covid-19 on FDI could not be covered in this paper as the assessment 

for the year 2020 is yet to be conducted by the government, it is learnt that there have been no 

enquiry for foreign investment and the government could not carry out promotion activity in the 

last year. In addition, approved project proposals in the manufacturing industry could not take off, 

and operating industries – particularly the hotel industries stopped operating as tourism completely 

stopped. On a positive note, the existing manufacturing industries with foreign investment have 

managed to remain operational with the facilitation support provided by the government. 

Government has adopted various policy measures to attract FDI. The FDI Policy and FDI Rules 

and Regulations were revised in 2019 to realign the FDI regime with the changing needs of the 

Bhutanese economy, as well as to ensure that FDI contributes to driving growth and development. 

The Cottage and Small Industries (CSIs) sector was opened for FDI joint ventures with local 

partners—in select small-scale production and manufacturing activities, for which approval and 

 
28 Druk Nguldrel Lamtoen-2030: A Roadmap for a progressive, agaile, and resilient central bank enabling Bhutan’s 

economic transformation. Version 1, August 2021. Royal Monetary Authority. 
29 FDI inflow data used from RMA annual data, as the data reflected in FDI report represents the size of projects, but 

not actual flow. Size of project is sum of equity and loans taken by promoters. 
30 RMA annual report 2016-17 
31 FDI annual report 2020. 
32 Converted Nu. 1,530.65 reported in FDI annual report 2020 at exchange rate of $1 = Nu. 75.5 in 2019. 
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clearances are also proposed to be fast-tracked. The minimum level of such FDI participation is 

set at Nu. 5 million, with maximum foreign investor’s equity capped at 49 percent.  

However, Bhutan’s inherent challenges in terms of its size of the economy, environment for doing 

business and lack of inter-governmental coordination continues to constrain foreign investment. 

Moving forward, a more focused approach in terms of industries for foreign investment with 

targeted investors and comprehensive strategy is essential. In this context, a FDI Promotion 

Strategy – ‘FDI 4.0’ with focus on green economy being considered by the government is timely 

and would help reframe foreign investment. 

Remittances: Remittances are becoming an increasingly important source of non-debt financing 

in many countries. According to Annual RMA Report 2020, total official remittances increased 

from $33.44 million in 2019 to $ 70.67 million in 2020. The sharp spike in inward remittances in 

2020 is attributed to increase in number of oversea returnees due to outbreak of COVID-19, who 

have remitted their savings back to Bhutan. As a share of GDP, remittances represent now close 

to 1.5 percent and has overtaken FDI inflows in recent years, representing an important alternative 

to increase Bhutan’s foreign currency reserves and promote savings.  

Steady growth in remittances in the recent years is ascribed to the introduction of “Remit-

Bhutan33” by the government of Bhutan. In order to encourage remittances in Bhutan, the Remit-

Bhutan platform was launched in 2016 to provide a platform for Non-Resident Bhutanese to remit 

their savings and earnings to Bhutan through the formal banking channel. As more Bhutanese are 

residing outside the country for studies and employment, this scheme is being provided as an 

extended financial service to include Non-Resident Bhutanese34 residing abroad in the Bhutan’s 

national financial inclusion policy and strategy to foster inclusive growth. By the end of October 

2020, the number of accounts opened through the Remit-Bhutan grew by 19.6 percent to 2,001 

accounts35.  

Although the remittances are accounted and its flows facilitated by the government, there is no 

policy to guide optimal use of the remittances. Based on the lessons learnt in other countries, it 

may be appropriate for Bhutan to introduce policies to channel this resource to productive use that 

serves the interest of both the remitters and country.  The policy is particularly relevant as the 

number of Bhutanese working and living in overseas countries (diaspora) are on an increasing 

trend. 

 
33 A platform to facilitate non-resident Bhutanese to open an online foreign currency account with an authorized 

bank in Bhutan. 
34 Non-Resident Bhutanese essentially include armed forces serving in UN Peace Keeping Missions, diplomats 

working in Bhutanese Embassies and Missions abroad, students and other Bhutanese working and living abroad. 
35 Annual report 2020, Royal Monetary Authority. 
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3. Changes in 12th Plan due to Covid-19 

Tourism, construction and manufacturing were hardest hit sectors by COVID-19 pandemic. The 

Plan set the average GDP growth rate target at 6-7 percent. However, the revised projections 

indicate an average growth rate of only 2.3 percent. Further, the domestic revenue is projected to 

decline by about 18 percent, from an initial projection of Nu. 217,000 million to Nu. 178,000 

million.  

Decline in domestic revenue, coupled with the increased expenditures needed to prevent the spread 

of pandemic and to stimulate the economy led to reprioritization of the Plan. Less priority activities 

such as construction of office/staff quarters, training, awareness, workshops, professional services, 

travel, etc. were therefore deprioritized. 

The reprioritization was carried out with slight revision of capital outlay from initial outlay of Nu. 

116 billion to Nu.117.2 billion (Central agencies Nu. 56.2 billion; LGs Nu. 50 billion; Flagship 

projects Nu. 10 billion (Box 1); and Stabilization Fund Nu. 1 billion).36  

In addition, the government in its efforts to stimulate the economy and create job opportunities, 

launched the Economic Contingency Plan (ECP) with a budget of Nu. 4 billion. The ECP 

prioritizes Build Bhutan Project (BBP) to address shortage of skilled construction workers; tourism 

resilience to keep those displaced from tourism sector meaningfully engaged in various activities 

and transform tourism sector;  and food self-sufficiency and nutrition security to reduce 

dependency on imported farm products and overcome food shortage in event of international 

border closures.  

 

Furthermore, the government initiated “Improvement of Farm Roads project” which includes 

laying of Granular Sub Base (GSB) and construction of drains to improve transportation and 

market access for farm products, create jobs for local communities and accelerate rural economic 

growth. A total of around 2,312 numbers of farm roads measuring approximately 9,883 kms 

amounting to Nu. 16.5 billion has been identified for improvement across 20 dzongkhags and 201 

gewogs.37  

 

 

 

 

 

 

 

 
36 Update on 12th Plan Mid-term review (April-May 2021: 15th round Table Meeting, September 2021, Gross 

National Happiness Commission. 
37 Mid-term Review Report of 12th Plan, Gross National Happiness Commission. 
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Box 1: Flagship programs 

 

Flagship Programmes are interventions to address high priority national issues that require multi-sectoral 

collaboration and coordination in a concerted manner. Nine flagship programmes are under various 

stages of implementation in the 12th Plan. The outlay for Flagship Programs has been revised from Nu. 

15,000 million to Nu. 10,000 million based on the resource mobilization position, current expenditure 

trend and implementation progress.  

 

Digital Drukyul – ‘Harness the power of ICT for a smart and inclusive society’: aims to harness the 

power of ICT to transform Bhutan into a smart and inclusive society.  

 

Water – ‘Access to 24*7 drinking and irrigation water’: aims to provide households with access to 

24*7 drinking water and irrigation.  

 

Health – ‘Reduce incidence of gastric, cervical & breast cancer’: aims to lower incidence of gastric, 

cervical and breast cancers and enable early stage detection of cancers for timely treatment.  

 

Education – ‘Enhance ICT skills for knowledge-based society’: aims to enhance ICT skills and 

knowledge of students in order to enable them to perform productively and responsively in a knowledge-

based society.  

 

Waste management and stray dogs – ‘Zero Waste Bhutan by 2030’: aims to reduce waste at every 

source through a strong waste management system and reduce the stray dog population to a manageable 

level.  

 

Organic Farming – ‘Commercialized organic production’: aims to produce four products (Ginger, 

Turmeric, Buckwheat & Lemongrass) for export and the domestic market with end-to-end interventions. 

It also focuses on production of bio-inputs such as organic seeds & bio- fertilizers.  

 

Tourism – ‘Towards sustainable and high-value tourism destination’: aims to increase the 

contribution of tourism to the national economy and rural livelihood through balanced and regional 

spread of tourism. With the tourism sector hit hard by COVID-19 pandemic, the flagship program has 

been reprioritized. The Tourism Flagship programme has successfully introduced and implemented 

‘Tourism ECP’ phase I and II and engaged 1,573 displaced employees of the Tourism sector through 

training, construction and development of roadside amenities, cleaning campaigns along the trek routes 

and surveys.  

 

Start-up and CSIs – ‘Growth of vibrant & sustainable start-ups & CSI’: aims to promote the growth 

of vibrant and sustainable startups and CSIs contributing to the overall socio-economic developments. 

The flagship program comprises two major components, i.e. the Startup Program and CSI Development 

Program. The main domains of the flagship program are regulatory environment, culture of 

entrepreneurship, access to finance and incentives, human capital, development, business development 

support and market access. It focuses on enhancing the production of 21 products and gear towards 

import substitution. 

 

Source: Mid-term Review Report, 12th Five Year Plan, GNHC, RGoB 
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3.1 Status of resource mobilization  

The grant commitment for the 12th Plan is revised from estimated Nu. 63,044 million to Nu. 

69,566 million. The increase is mainly on account of Nu. 4,000 million for Transitional Trade 

Support Facility (TSF) from GOI; Nu. 1,000 million as Mangdechhu Tariff adjustment; and Nu. 

1,048 million additional resources received for COVID-19 response.  

The additional resources for COVID-19 pandemic, includes external grant of Nu. 1,048 million, 

of which Nu. 350 million is from bilateral development partners, Nu. 404 million from multilateral 

development partners and the remaining Nu. 294 million from the international financial 

institutions. In addition, the RGoB also accessed concessional borrowings of Nu. 1,386 million 

from the Asian Development Bank and Nu. 1,400 million from the World Bank. The total 

additional external resource, both grant and loan, mobilized for the COVID-19 interventions as of 

June 2021 is Nu. 3,834 million.  

In addition, reprogramming of external grants was initiated with the development partners in light 

of evolving fiscal pressure. Reprogramming was undertaken to prioritize COVID-19 interventions 

and activities that would stimulate economic growth and employment generation and 

deprioritizing/deferring activities of lower priority in the current pandemic situation. Through 

reprogramming exercise, activities amounting to approximately Nu. 5,231.01 million (Nu. 

4,782.59 million under bilateral and Nu. 448.42 million under multilateral partners) was 

reprogrammed to address COVID-19 interventions and to stimulate economic growth. 

3.2 Evolving resource gaps and fiscal space due to the pandemic 

While the 12th Plan had set a target to maintain average fiscal deficit below three percent of GDP, 

this target looks increasingly uncertain given elevated expenditure requirements linked to COVID-

19 mitigation and recovery. Fiscal deficit is estimated to have widened to 7.26 percent of GDP and 

is estimated at Nu. 13,554.886 million for the FY 2021-202238. 

The widening fiscal deficit is to be financed largely through domestic borrowings, as net external 

concessional borrowings are only adequate for repayment of past external loans. In the medium 

term, the fiscal deficit is projected to remain elevated as non-hydro revenues remain subdued, 

whereas government spending continues to rise39.  

As of March 2021, total public debt stands at Nu. 224,909.609 million, accounting for 120.5 

percent of GDP. Of the total public debt stock, Nu. 215,822.826 million is external debt and Nu. 

9,086.783 million is domestic debt. Hydropower debt amounts to Nu. 160,035.778 million, 

 
38 Annual budget Report 2021-2022 Ministry of Finance, RGoB. 
39 State of the Nation Report by Prime Minister to the Parliament, December 2020. 
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constituting 74.2 percent of total external debt. The non-hydro debt is Nu. 55,787.048 million 

accounting for 29.9 percent of total external debt40.  

The singling out of hydropower debt is important as it constitutes the major portion of public debt 

and is considered based on commercial viability of hydropower projects—with revenue able to 

meet hydro debt servicing cost without much difficulty to date.  

Even with the economy expected to rebound in the medium term, fiscal deficit is expected to 

remain high during the next fiscal year. With financing requirement projected to be significantly 

higher than pre-pandemic years, public debt accumulation is expected to accelerate. Against this 

backdrop, the government formulated a Medium-Term Debt Management Strategy for 

implementation over the 2020/21—2022/23 financial years. 

 
Box 2: Summary of Fiscal and Monetary Measures 

Fiscal Measures Monetary Measures 

• Deferral of CIT and BIT filing for IY 2019 until 
June 2021 which provided temporary cash 
flows for businesses to meet operational 
costs.  

• Deferral of sales tax and customs duty on 
essential items for April to June 2020 to 
facilitate import of essential items and food 
stockpiling.  

• Deferment of taxes, duties, and other charges 
enabled businesses to meet their operational 
costs and upheld business activities.  

• Waiver of payment of monthly rent and other 
charges up to June 2021 for tourism-related 
business entities leasing Government 
property.  

• Deferment of electricity charges and waiver 
of penalty on late payment granted for 
industries up to June 2021. 

• Free electricity and Wi-Fi charges for hotels 
used as a quarantine facility to mitigate the 
risk of community transmission. 

• Budget support for COVID-19 related 
activities to ensure an uninterrupted supply 
of essential items, fuel, PPE suit, drugs, non-
drugs, and logistics and food for quarantine 
during the pandemic situation.  

• Complementing the interest payment 
support measures, the RMA provided 
deferment of loan repayment with a 1 
percent rebate until June 2021 to all the 
borrowers.  

• Reduced the Cash Reserve Ratio from 10 
percent to 9 percent on 17th March 2020 
and further to 7 percent on 27th April 2020 
to provide liquidity relief to the financial 
institutions.  

• Made regulatory relaxation by releasing the 
capital conservation buffer of 2.5 percent to 
enhance the lending capacity of the financial 
institutions to support the economy.  

• Instituted the domestic liquidity 
management system to facilitate the 
undisrupted flow of liquidity in the economy 
to support economic activities and business 
during the pandemic.  

• The extended gestation period for projects 
under gestation.  

• Provided concessional term loans in the 
form of soft bridging loans to businesses.  

• Provided concessional term-based working 
capital to wholesale distributors, tourism 
and related business, and manufacturing 
industries.  

 
40 Annual budget Report 2021-2022 Ministry of Finance, RGoB. 
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• Revision of mobilization advance from 10 
percent to 20 percent to make adequate cash 
available in keeping with the prices of 
goods/materials and to expedite capital 
works.  

• Application of Limited Enquiry Method and 
Increase of Bid Capacity to fast-track 
procurement of works and ensure timeliness, 
cost-effectiveness, efficiency, fair and equal 
access for the award of works.  

• Simplified Procurement Rules and Regulations 
(SPRR 2020) under COVID-19 situation for 
procurement of goods, works, and services. 

• Provided microloans for the agriculture 
sector at 2 percent and CSIs at 4 percent 
interest rates through the National CSI 
Development Bank. 

Source: Annual Budget Report 2021-22, Ministry of Finance, RGoB 

 
 

4. Key Observations/Conclusion 

 

Domestic finance underpinned the growth in development finance. Tax revenue as percentage of 

GDP averaged around 14 percent during the last decade, which is higher than most LDCs where 

tax revenue still amounts to less than 10 percent of GDP. However, private sector in Bhutan 

remains small and growth in tax revenue have been sluggish. Low level of economic 

diversification limits the extent to which Bhutan can further increase net revenue from taxes on 

income, profits, and goods and services. Improving the tax administration system and simplifying 

the tax system remains critical to enhance tax revenue. The introduction of GST and Bhutan 

Integrated Taxation System (BITS) are invaluable steps in this regard and are expected to enhance 

revenue generation in the medium term. 

 

Bhutan’s financial markets remained resilient despite the economic disruptions caused by the 

pandemic. Access to finance have improved over the years and domestic credit grew at an average 

of 9 percent over the last decade. However, there still remains room for improving the synergy 

between policy priorities and the flow of credit.  

 

ODA continues to be critical, especially with fundamental structural challenges remaining to be 

addressed even as it gears up for LDC graduation in 2023. There has not been significant change 

in the inflow of ODA in the last decade, except for the last two fiscal years mainly on account of 

increase in support from international development partners for economic measures in response to 

the impact of the pandemic. Impact of graduation on ODA may not be significant as most key 

bilateral and multilateral development partners do not use LDC status as a criterion for their 

resource allocation. 
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Bhutan’s inherent challenges in terms of its size of the economy, environment for doing business 

and lack of inter-governmental coordination continues to constrain foreign investment. 

Remittances, albeit relatively small, are growing because of the increasing diaspora and measures 

taken to facilitate transfer of their savings. Although the remittances are accounted and its flows 

facilitated by the government, there is no policy to guide optimal use of the remittances.  

While the 12th Plan had set a target to maintain average fiscal deficit below three percent of GDP, 

this target looks increasingly uncertain given elevated expenditure requirements linked to COVID-

19 mitigation and recovery. In the medium term, even with the economy expected to rebound, the 

fiscal deficit is projected to remain elevated as non-hydro revenues remain subdued, whereas 

government spending continues to rise.  

Meanwhile, an assessment on how much it will cost the government to achieve the SDGs has not 

yet been carried out; and the current resource allocation formula does not consider the costs of 

attaining SDGs.  

Various modes of innovative financing have been explored recently to fill up financing gap and to 

enhance the role of private sector in sustainable development. The outcomes at this stage, however, 

are yet to match the efforts. While some initiatives took off well initially ( such as Jabchor and 

crowd funding), there appears to be challenges in upscaling those initiatives. Periodic evaluation 

and mid-course correction measures to advance the existing initiatives and exploring new 

innovative financing instruments will be key for Bhutan as part of its post-graduation financing 

strategy. 

5. Avenues for strengthening Development Finance 

 

While some innovative financing initiatives took off well initially (such as Jabchor and crowd 

funding), there appears to be challenges faced in upscaling those initiatives. Periodic evaluation 

and mid-course correction measures to advance the existing initiatives and exploring new 

innovative financing instruments will be key for Bhutan as part of its post-graduation financing 

strategy. 

 

The case for accelerating the progress of SDGs and mobilizing necessary resources informed 

by estimated costing and resource gap cannot be overemphasized. Amidst multiple issues to 

resolve due to the pandemic, it is equally important, to be mindful of the SDGs to be achieved in 

the next decade, and to have an estimate of financing requirements to achieve the SDGs. Costing 

of SDGs will serve as useful basis to devise strategies and policies to mobilize the necessary 

resources, either from domestic or international sources. The financing gap remains uncertain at 

this stage due to lack of costing. In its second VNR 2021, it was found that the impact of pandemic 

have been deep and far-reaching and achievement of several SDGs were found to be ‘at risk’, 

particularly SDGs 1, 4, 8, 10, 17. Accelerating the progress of critical SDGs with clear knowledge 
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of cost, resource mobilization and investment strategies is critical. Development partners such as 

ESCAP has in-depth experience of conducting country-level SDG costing in several developing 

countries. Preparation of Bhutan’s 13th Five Year Plan that has just begun provides opportune 

timing for a meaningful technical cooperation between the government and ESCAP in this area.  

 

Bhutan should consider reframing the FDI policy that paves the path for green recovery and 

that leverages the inherent advantages of Bhutan with clear promotion strategy. Covid-19 

pandemic is widening productive capacities investment gap and poses risk to attainment of SDGs 

and worsen its structural weaknesses. UNCTAD, in its recent report on ‘LDCs in the post-Covid 

world: Learning from 50 years of experience’ warns that the FDI flows in LDC is to remain 

sluggish in the immediate future as FDI usually trail other macroeconomic indicators after a shock. 

It therefore states that the attractiveness of LDCs to private investment will continue to be low 

unless prior and continuing public sector investments are guided by strategic industrial policy in 

productive capacities in LDCs. Against this backdrop, revisiting Bhutan’s FDI policy in the post-

Covid era focused on its priority industries/forward looking green industries with refined 

promotion strategy may be necessary. FDI Promotion Strategy – ‘FDI 4.0’ with focus on green 

economy being considered by the government is timely and would help reframe foreign 

investment. 

Leveraging private capital and enhanced public-private cooperation guided by SDG 

investment mapping can be rewarding. Upon its graduation from LDC status, concessional 

finance from development partners will have become relatively less important as a financing 

source to cover the fiscal gap. Realizing Bhutan’s aspiration of self-reliance and to meet its future 

development finance requirements therefore will require looking beyond available public finance 

towards leveraging private finance – both for profit and non-profit. Use of SDG investment 

mapping can be a useful tool to mobilize private capital. SDGs are known to be source of business 

opportunities and private sector can contribute to accelerating the progress in achieving the SDGs. 

In the absence of robust public-private dialogue and clear mapping of business opportunities, 

development partners, especially the UN (based on its experience in other countries) could assist 

the government in unlocking private investment in SDGs.  

Better inter-agency coordination between institutions responsible for promoting trade and 

investment and those responsible for financing remains important. Globally, investments in 

climate adaptation and resilience-building are gaining unprecedented level of importance, to 

ensure that the response to the immediate threat posed by the pandemic does not limit preparedness 

for the looming climate crisis. Bhutan has a strong track record in conservation of its environment 

and mobilizing green finance and has further potential for mobilizing additional green finance. 

The recent efforts on furthering green finance - developing green taxonomy and the ongoing 

process of accreditation of banks to GCF are well aligned with the global call for building-back 

better. Considering the importance of green finance to fund Bhutan’s future socio-economic 

progress it is critical to integrate the investment policies with the financing policies. This warrants 
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better inter-agency coordination between institutions responsible for promoting trade and 

investment and those responsible for financing. Technical support of ESCAP in creating enabling 

environment such as developing principles and policy guidelines related to green financing 

instruments (for example green bond, green exchange) can be considered. 

Globally, it is critical for development partners to deliver on long-standing commitments and 

the ODA targets reaffirmed on target 17.2 of Agenda 2030. Sustainable recovery process will 

need significant levels of investment in infrastructure, technology and human resource. Technical 

cooperation and regional cooperation have critical role to play in this regard. While domestic 

resource will remain the most important source of financing, it has its limitations due to structural 

constraints faced by Bhutan and may take a long time to realize sufficient domestic resources to 

finance its socio-economic development. ODAs/multilateral cooperation will therefore continue 

to be critical in financing for development for LDCs, and Bhutan is no exception.  
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