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 1. Sector Performance, Problems, and Opportunities 
 
1. Though still small and predominantly bank-based, Bhutan’s finance sector has been 
expanding rapidly. Total finance sector lending at the end of 2010 was Nu36 billion, a 37% 
increase from Nu26.3 billion at the end of 2009. Growth was mainly the result of new lending to 
housing, services, and tourism. Housing finance increased by 35.1% year-on-year, while credit 
to services and tourism increased by 58.8%. Total loans and advances of commercial banks 
increased by 33.1%, while those of nonbank financial institutions (NBFIs) increased by 67.7%. 
Housing loans represented the highest proportion of total credit (at 24.8% of the total), followed 
by loans to manufacturing and industry (16.5%) and lending to trade and commerce (16.4%). 
The agriculture sector accounted for a minimal share of total finance sector credit, at just 1.4%. 
Credit quality improved as the share of nonperforming loans of the total narrowed to 8.5% in 
June 2011 from 10.2% the previous year, reflecting a fall in such loans in manufacturing, where 
several export-oriented firms saw an upswing in sales. In 2010 the net profits of the finance 
sector rose to Nu1.1 billion, a 4.3% increase from 2009. The rise came mainly from a 13.5% rise 
in NBFI profits to Nu220 million, compared with a 2.3% rise in bank’s net profits to Nu910 million. 
Despite the sector growth, substantial system inefficiencies need to be addressed.  
 
2. Banking. Five commercial banks provide banking services: Bhutan National Bank (BNB), 
Bank of Bhutan, Druk PNB Bank, T Bank, and Bhutan Development Bank. Bank of Bhutan is a 
state-owned bank,1 while BNB is privately owned2 with the government holding a minor share. 
Bhutan Development Bank, formerly Bhutan Development Finance Corporation, focuses on the 
rural market. It is engaged in lending to private sector industrial clients; agricultural businesses; 
as well as micro, small, and medium-sized enterprises. The absence of an enabling regulatory 
and supervisory framework for microfinance limits the effective delivery of microfinance. Banks 
are well capitalized; as of March 2011 they had a capital adequacy ratio of 12.4% and reported 
an acceptable overall nonperforming loan ratio of 9.5%. The statutory liquidity requirement of 
banks was 23.6% (3.6% above the regulatory requirement of 20%).  
 
3. In September 1997, the Royal Monetary Authority (RMA) liberalized interest rates on 
deposits and lending, and in 1999 eliminated the cap on the maximum spread between deposit 
and lending rates. Since then financial institutions have set their own interest rates. However, 
liberalization of market forces has had little influence on interest rates, and financial institutions 
continue to use the previous administered rates, making little effort to assess credit or liquidity 
risk for pricing their loans. Commercial banks require high collateral for lending to businesses. 
High interest rate spreads and stringent collateral requirements are characteristic of a lack of 
alternative funding sources and the absence of effective competition in the banking system. 
 
4. Nonbank financial institutions. At the end of FY2011, NBFIs accounted for 9.4% of 
total assets of the finance sector; their nonperforming loan ratio was estimated at 7%. A major 
nonbank financial institution, Royal Insurance Corporation of Bhutan, is heavily involved in 
commercial lending due to limited investment opportunities in domestic markets and profitability 
concerns. The corporation provides life and general insurance. It utilizes insurance premiums to 

                                                 
1
 The government owns 80% of Bank of Bhutan; the State Bank of India owns 20%. 

2
 The government currently owns about 13.6% of BNB, ADB 10.0%, National Provident and Pension Fund 25.7%, 

 Bhutan Trust Fund 10.0%, Royal Insurance Corporation of Bhutan 2.1%, and the public 38.6%. 
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make investments, and sits investment portfolio includes (i) credit products, (ii) equity 
investments, (iii) real estate, and (iv) liquid resources. The first private insurance company, 
Bhutan Insurance, began operations in August 2009 and offers a complete range of general 
insurance policies. 

 
5. Capital market. Bhutan has a sizeable equity market. The total market capitalization of 
listed companies grew to Nu10.0 billion at the end of December 2010, or 15.9% of gross 
domestic product (GDP), compared with Nu8.1 billion at the end of December 2009, or 15% of 
GDP. At the end of December 2010, shares valued at Nu145.8 million were traded on the 
secondary (postdistribution) market at the Royal Securities Exchange of Bhutan, up from 
Nu132.0 million a year earlier; this represented 819,163 shares, up from 216,983 at the end of 
December 2009. In 2010, trading occurred in 12 of the 21 listed companies and 1 initial public 
offering was finalized (i.e., Druk PNB Bank).  
 
6. Currently, Bhutan does not have a domestic credit-rating agency (DCRA). However, the 
government will establish a DCRA in 2013 with RMA as a majority stakeholder and the National 
Provident and Pension Fund and multilateral institutions (including ADB) as minority 
stakeholders. The introduction of a DCRA will be an important component of Bhutan’s financial 
structure to introduce and strengthen a risk-based framework of credit evaluation and credit 
allocation. Once the DCRA is established, banks will be required to be rated and listed, requiring 
the improvement of accounting and auditing standards and the establishment of credit-rating 
agencies and asset registries. 
 
7. Regulatory gaps persist despite progress made in developing policies, provisions, and 
guidelines for the insurance, securities, pension, and microfinance subsectors. In the insurance 
subsector, regulations need to be formulated for insurance brokerage, licensing of surveyor 
and/or loss assessors, criteria for actuary appointments, determination of insurance premiums, 
and developing reporting formats and on- and off-site manuals. In the securities subsector, 
regulations are required in areas, such as venture capital, mutual funds, subordinated debt and 
corporate bonds, and derivatives. In the pension subsector, regulations are needed for voluntary 
saving schemes and the development of on- and off-site manuals. In the microfinance subsector, 
the development of on- and off-site manuals is required in addition to formulating the regulatory 
and supervisory framework. 
 
 2. Government’s Sector Strategy 
 
8. The Tenth Five Year Plan, 2008–2013, 3  which was prepared in line with the 
government’s long-term strategy framework (Bhutan 2020)4 and the National Poverty Reduction 
Strategy, 2004, clearly reflects the newly developed objectives and strategies, including 
promoting private sector development and strengthening governance. Finance is named in the 
plan as one of the three sectors, along with infrastructure and energy, critical to economic 
development. This is owing to the role that finance sector development plays in facilitating private 
sector participation in economic growth. To promote private sector development, the plan details 
and emphasizes the partnership between the financial and private sectors to support Bhutan’s 
move from subsistence farming to small-scale commercial agriculture and private sector 
activities. The plan encourages development of banking products and services, as well as more 
competition in the finance sector. The government’s finance sector development strategy 

                                                 
3
 Government of Bhutan, Gross National Happiness Commission. 2009. Tenth Five Year Plan, 2008–2013. Thimphu. 

4
 Government of Bhutan, Planning Commission. 1999. Bhutan 2020: A Vision for Peace, Prosperity, and Happiness. 

Thimphu. 
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therefore stresses the importance of having a more efficient finance sector to tackle issues of 
limited access to finance, high interest rates, and high collateral requirements; and to support the 
development goals and address the challenge posed by narrowly based economic growth and 
limited private sector participation in the growth process. 
 
 3. ADB Sector Experience and Assistance Program 
 
9. ADB has been a key development partner for Bhutan. ADB’s country operation strategies 
for 1999–2005 and 2006–2010 were aligned to support government efforts to create an enabling 
environment for private sector expansion by (i) providing institutional strengthening of banking 
and NBFIs, (ii) liberalizing foreign trade and investment regimes, (iii) liberalizing interest rates, 
and (iv) preparing a legislative and regulatory framework for the finance sector. 
 
10. ADB has provided seven finance sector loans to Bhutan. The first loan, in 1988, was to 
support government efforts toward industrialization and private sector development via the only 
development finance institution, Bhutan Development Finance Corporation (BDFC). In 1997, 
ADB started supporting financial policy reforms with a sector development program, the 
Financial Sector Intermediation Facility. After 1997, ADB operations covered different aspects of 
finance sector development and supported a series of earlier initiatives. For instance, ADB 
helped convert the Unit Trust of Bhutan into Bhutan National Bank, a new commercial bank,5 
and assisted in restructuring the Government Employees Provident Fund, establishing and 
upgrading a payment and settlement system,6 and strengthening institutional capacity in the 
Department of Aid and Debt Management of the Ministry of Finance7 and in RMA.8 ADB’s 
current programmed assistance focuses on, among other things, fostering a more competitive 
finance sector, developing microenterprises, and developing the private sector. The ongoing 
Financial Sector Development Program, consisting of a policy loan and a project loan, was 
provided in 2006 to strengthen the governance of the financial system as a whole and encourage 
improvement of financial efficiency with institutional strengthening measures that will benefit the 
private sector.9  
 
11. Recent developments in the finance sector highlight a number of underlying weaknesses 
in the regulatory and supervisory framework that need to be addressed in the near to medium 
term in order to ensure financial system stability. First, the supervisory system remains a 
compliance-based system, with a growing need for a move to a risk-based approach in line with 
the Basel II recommendations. Another area of weakness is poor corporate governance 

                                                 
5
 ADB. 1995. Technical Assistance to the Kingdom of Bhutan for the Conversion of the Unit Trust of Bhutan to a 

Commercial Bank. Manila (TA 2284-BHU, approved on 4 January); and ADB. 1996. Technical Assistance to the 
Kingdom of Bhutan for Restructuring of the Unit Trust of Bhutan to a Commercial Bank (Financed by Japan Special 

 Fund). Manila (TA 2532-BHU, approved on 13 February). 
6
 ADB. 2004. Technical Assistance to the Kingdom of Bhutan for Strengthening of the Payment and Settlement 

System. Manila (TA 4386-BHU, approved on 7 September). 
7
 ADB. 2004. Technical Assistance to the Kingdom of Bhutan for Strengthening the Debt Management Capacity of the 

Department of Aid and Debt Management. Manila (TA 4398-BHU, approved on 28 September); and ADB. 2002. 
Technical Assistance to the Kingdom of Bhutan for Strengthening the Debt Management Capacity of the 
Department of Aid and Debt Management. Manila (TA 3893-BHU, approved on 4 July). 

8
 ADB. 2003. Technical Assistance to the Kingdom of Bhutan for Strengthening the Capacity of the Royal Monetary 

 and Royal Securities of Exchange of Bhutan (Financed by the Japan Special Fund). Manila (TA 3905-BHU, 
approved on 23 August); and ADB. 1999. Technical Assistance to the Kingdom of Bhutan for Strengthening the 
Banking Supervision Function of the Royal Monetary Authority of Bhutan (Financed by the Japan Special Fund). 
Manila (TA 3212-BHU, approved on 30 June). 

9 ADB. 2006. Report and Recommendation of the President to the Board of Directors: Proposed Loans and Technical 
Assistance Grant for the Financial Sector Development Program. Manila (Loan 2279-BHU approved on 7 
December). 
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practices in financial institutions. While RMA has issued related regulations and directives, their 
enforcement has been weak. Third, the development of a more proactive liquidity management 
framework is crucial to ensure that liquidity in the Bhutanese banking system can quickly be 
injected and removed as required. Fourth, the recent launching of Treasury bills in Bhutan 
together with the prospect of moving toward greater nonconcessional lending has led to an acute 
awareness of improving debt management. Another key observation is that as the country 
progresses toward middle-income status, Bhutan’s intends to pursue initiatives for capital market 
development to diversify sources of financing. Based on these findings and contingent upon 
government concurrence, ADB proposes two technical assistance (TA) grants in 2012 to help 
address some of the challenges to developing the financial system. The first TA would provide 
advisory and capacity-building support to RMA and financial institutions to (i) improve corporate 
governance and enforcement measures in the banking system, (ii) support introduction of a 
framework to effectively implement a risk-based bank supervisory system, (iii) enhance effective 
liquidity management by RMA, and (iv) strengthen RMA’s public debt management practices. 
The second TA would provide advisory support to RMA for developing a capital markets master 
plan that would entail a mapping of priorities and the way forward. 
 
 4. Recent Updates  
 
12. As a small economy with close ties to and a large amount of trade with India, Bhutan 
introduced the ngultrum (currency) in 1974 to replace the (dollarized) Indian rupee at par. Since 
then, it has pegged the ngultrum to the Indian rupee at one-to-one. At the end of FY2011, 
Bhutan’s rupee reserves amounted to about 1 week of imports, although convertible currency 
reserves were high at nearly $890 million, equivalent to about 9 months of total (essential and 
nonessential) imports. The causes to the rupee reserve volatility include (i) general deterioration 
of trade balance particularly affected by the demand for imports for constructing the hydropower 
projects in the country (and Tala hydroelectricity project’s debt service), and (ii) rapid credit 
growth.  
 
13. While imports from India did increase, they were mainly driven by imports of capital 
equipment and machinery linked to the latest hydropower investment. Moreover, loan repayment 
in 2010/11 reflected a spike from a large principal repayment on a loan from India. The current 
rupee shortage is, therefore, more of an issue of liquidity than solvency. However, policy makers 
do need to manage the short-term rupee liquidity mismatch. More importantly, the rupee 
situation has exposed critical weaknesses in the macroeconomic fundamentals of the country 
and these structural imbalances must also be addressed in the medium to long-term. 
Subsequently, the government has requested ADB to provide budgetary support in 2013. The 
program will focus on various policy initiatives for improving fiscal, debt, and liquidity 
management. The program will be structured into two tranches for total lending of approximately 
$35 million over 2–3 years and be supported by TA for institutional strengthening. The program 
will serve to strengthen the fundamentals in the economy by introducing a robust 
macroeconomic framework that will mitigate the vulnerability to external shocks and support 
higher and sustainable growth over the medium term.         .    
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Problem Tree for Finance 
 
 

Lack of broad-based 
economic growth 

Lack of business and 
economic productivity 

Inefficient mobilization of 
financial resources 

Inadequate governance 
in the government’s 

financial and economic 
management 

Lack of conducive policy 
and regulatory regimes to 
promote economic and 
business development 

Inadequate public 
finance and monetary 

imbalance 

Constraints to 
mobilization of savings 

Slow capital markets and 
nonbanking sector 

development 

Sustained poverty 

Slow micro, small, and 
medium-sized enterprise 

development 

CORE PROBLEM 

EFFECTS 

CAUSES 

Lack of capacity in 
macroeconomic and 

public financial 
management 

Lack of capacity to build 
a well-functioning 
financial market 

Source: Asian Development Bank. 
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Sector Results Framework (Finance, 2012–2013)  
 

Country Sector Outcome Country Sector Outputs ADB Sector Operations 

Outcomes with 
ADB 

Contributions 

Indicators with 
Targets and 
Baselines 

Outputs with ADB 
Contributions 

Indicators with 
Incremental Targets 

(baselines zero) 

Planned and Ongoing ADB 
Interventions 

Main Outputs Expected from ADB 
Contributions 

More efficient 
financial 
intermediation 
 
 
 
 
 
 
 
 

Improved 
banking 
(average) 
performance by 
maintaining key 
performance 
indicators at  
CAR >10%, 
NPL<10%, and 
SLR>20% 
(2011 baseline: 
CAR – 12.4%, 
NPL – 9.5%, 
and 
SLR – 23.6%)  
 
 
 
 
 
 
 
 

Improved governance 
of finance sector 
performance 
 
 
 

Draft revised RMA Act; 
and FSA, banking, 
insurance, and 
securities markets 
regulations completed 
and issued conforming 
to international 
standards 
 
Guidelines for 
corporate governance 
issued and enforced by 
2016 
 
AML and CFT 
regulations adopted by 
2016 
 
All financial institutions 
are using Bhutanese 
GAAP and GAAS by 
2016    
 
 
 

 

Planned key activity areas 

Money markets: 2% 
Microfinance institutional 
development: 20% 
Long term (export credits): 16% 
Pensions: 1% 
Finance sector policies and 
strategies: 61% 
 
Pipeline projects 

1. Strengthening Economic 
Management Program, 2013  
($35 million) 
2. SASEC Subregional Trade 
Facilitation Program, 2012 
($11.66 million) 
3. TA for Capital Market 
Development, 2012 ($1.25 million) 
 

Planned key activity areas, pipeline 
projects 

1. Enhanced capacity to manage short-term 
liquidity and debt 
2. Improved trade system and capacity 
3. A government-adopted capital market 
master plan 
4. Modern and efficient customs 
administration 
5. Streamlined and transparent trade 
regulations and procedures 
6. Faster transit and transshipment times 
7. Improved services and information for 
traders and investors 

 
Ongoing projects 

1. Improvement of regulation and supervision 
of the finance sector 
2. Strengthening of the corporate governance 
structure and operations of financial 
institutions 
3. Establishment of effective AML and CFT 
regime 
4. Development of national accounting and 
auditing policies and standards 
5. Strengthening of information sharing 
6. Establishment of a coordinated policy, 
strategy, and institutional framework for 
MSME development 
7. Enhancement of business laws and 
regulations 
8. Increase of access to market-based 
finance 
9. Strengthen of business support 
infrastructure 

Ongoing projects 

1. MSMSE Sector Development 
Program ($15 million) 
2. Financial Sector Development 
Program ($13.5 million)  
3. TA for Strengthening Royal 
Monetary Authority’s Regulatory 
Capacity for Nonbank Financial 
Institutions ($525,000) 
 
 
 

AML = anti-money laundering, CAR = capital adequacy ratio, CFT = combating the financing of terrorism, FSA = Financial Services Act, GAAP = generally accepted accounting 
principles, GAAS = generally accepted auditing standards, MSME = micro, small, and medium-sized enterprises, NPL = nonperforming loan, SLR = statutory liquidity requirement, 
RMA = Royal Monetary Authority, SASEC = South Asia Subregional Economic Cooperation, TA = technical assistance.  
Source: Asian Development Bank. 




