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SECTOR ASSESSMENT (SUMMARY): FINANCE 

Sector Road Map 

I. SECTOR PERFORMANCE, PROBLEMS, AND OPPORTUNITIES

A. Background

1. Bhutan experienced rapid economic growth averaging 6.8% for a period of 3 decades
ending in fiscal year (FY) 2019 (ended June 2019).  Bhutan’s gross domestic product growth is
expected to slow to 0.9% in FY2020 because of the coronavirus disease (COVID-19) pandemic
and further contract by –3.4% in 2021. The adverse impact on the tourism and hospitality sectors
(and other sectors such as the construction and manufacturing sectors, including construction of
major hydropower projects) adversely affected the economy. Poverty dropped sharply from 23.0%
in 2007 to 8.2% in 2017, while extreme poverty was almost eliminated, with only 1.4% of the
population living on less than $1.90 a day in 2017. 1 Improved financial markets with strong
institutions and the capacity to introduce financial products, backed by market-friendly
regulations and a legal structure, are critical for developing the private sector.

B. Performance of the Finance Sector 2016-2021

2. Banking industry. Bhutan’s finance sector comprises five banks with reasonably good
performance metrics. However, stress has been emerging in the banking industry because of the
credit risk—the capital adequacy ratio declined from 15.1% in December 2019 to 13.9% in
December 2020.2 This decline was because of the increase in nonperforming loans (NPLs), which
increased from 8.5% in December 2017 to 11.0% in December 2020. Analysis of the banking
industry’s NPLs by sector in December 2020 revealed that trade and commerce (20.9%) and
service and tourism (20.7%) had the highest shares, followed by production and manufacturing
(16.6%) and housing (14.9%). The banking industry’s liquidity ratio is 31.7% (the required
statutory ratio is 20.0%), which indicates good liquidity (footnote 2).

3. Nonbanking segment. Bhutan’s nonbanking segment comprises two insurance
companies, one reinsurance company, and the National Pension and Provident Fund. The
segment is thinly capitalized, with a total capital adequacy ratio of 10.14% in December 2020
(compared to 9.41% in December 2019), marginally above the regulatory requirement of 10.0%
(footnote 2). Its liquidity ratio is at comfortable level of 16.4% (the regulatory ratio is 10.0%). Asset
quality deteriorated from 6.03% in December 2017 to 22.15% in December 2020. The Royal
Insurance Corporation of Bhutan (RICB) and the Bhutan Development Bank (BDB)  attributed
significantly to the overall NPLs of the finance sector. In 2020 NPL ratio improved mainly because
of loan deferment programs under the COVID-19 pandemic monetary measures. However,
nonbank NPL ratios increased in all sectors as of December 2020, with the service and tourism
sector sharing the highest at 43.21% followed by the trade and commerce sector at 16.92% and
the housing sector at 10.63%.3

1  World Bank. 2019. Bhutan Development Report: A Path to Inclusive and Sustainable Development. Washington, 
DC. 

2  Government of Bhutan, Royal Monetary Authority (RMA). 2020. Annual Report 2020. Thimphu. 
3  Government of Bhutan, RMA. 2020. Financial Sector Performance Review Report, December 2020. Thimphu. 

https://lnadbg4.adb.org/482576B6002EE2C8/$ALL/35691C3275859C2B48258719007F6A2B?OpenDocument
https://documents1.worldbank.org/curated/en/259671548449315325/pdf/134060-WP-PUBLIC-25-1-2019-13-34-54-BDRJanuary.pdf
https://www.rma.org.bt/RMA%20Publication/Annual%20Report/RMA%202020%20report.pdf
https://apc01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.rma.org.bt%2FRMA%2520Publication%2FFSP%2FFinancial%2520Sector%2520Report%2520September%25202019.pdf&data=04%7C01%7Cmgunawardhena%40adb.org%7Cadcec601707a464c274708d9768a84ee%7C9495d6bb41c24c58848f92e52cf3d640%7C0%7C0%7C637671160124797905%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C1000&sdata=zE1ayCNKDKsrD5DX%2FkJfuc43aIGP6VF9q8UcvIkwdo0%3D&reserved=0


2 

Table 1: Bhutan’s Financial System Performance, December 2017–December 2020 
2020 

Item 2017 2018 2019 Mar Jun Sep Dec 
Risk-weighted capital adequacy (%) 16.02 15.12 14.22  12.97 11.65 12.42 13.82 
Gross NPL Ratio (%) 7.98 10.43 10.86  17.72 16.35 15.45 14.61 
Net profit (Nu billion) 0.99 0.47 1.55 4.7m -155m -1.0m 1.83b 
Bank liquidity (SLR) (%) 29.43 23.23 24.67 25.94 27.60 28.75 31.75 
Nonbank (SLR) (%) 15.42 15.98 13.35  11.08 11.87 13.10 16.40 
Total financial sector assets (Nu billion) 157.27 107.5 124.4 229.03 235.84 243.54 260.7 
Total credit (Nu billion) 108.33 120.24 154.33  129.6 139.1 125.0 166.89 
Stock market capitalizationa (Nu billion) 25.6 35.23 51.67 47.45 
No. of shareholdersa 62,066 62,911 71,420 74,478 

( ) = negative, NPL = nonperforming loan, RWCR = risk-weighted capital adequacy ratio, SLR = statutory liquidity ratio. 
a As of the end of December.  
Sources: Government of Bhutan, Royal Monetary Authority. 2020. Highlights on the Financial Sector Performance, 
March 2021. Thimphu (March 2021 = RWCAR [core capital] 13.31%, gross NPL 14.58%, and Profit After Tax Nu1.63 
billion). 

C. Impact of COVID-19 on the Finance Sector

4. Weakening asset quality and pressure on capital. The pandemic exposed the
underlying risks of the finance sector with regard to high NPLs as a result of high credit growth in
the pre-pandemic period, which increased at a 5-year compound annual growth rate of 20% from
2014 to 2019. This resulted in lax credit underwriting, inadequate and absence of verifiable
valuations, and inadequacy of internal risk management systems not keeping pace with the pace
of credit growth; all these led to a significant rise in NPLs even prior to the pandemic. As a result
of pandemic monetary measures by the Royal Monetary Authority (RMA), finance sector NPLs
improved to 14.6% by December 2020 compared to a high of 17.7% in March 2020. The RMA
estimates that once the forbearance rules are relaxed, NPLs could rise much higher. The pressure
on the performance of the banking industry resulting from the pandemic will continue over a
protracted period. A further reduction in capital adequacy levels is anticipated. The nonbanking
segment will be similarly challenged, with falling credit growth and rising NPLs. This will be
aggravated by an increase in defaults on life insurance premiums caused by job losses, impacting
insurance companies.

5. The RMA has introduced a series of measures under an NPL resolution framework to
address the rising NPLs posing a risk to the financial system. These include (i) guidelines for
managing NPLs with foreclosure, write-off, capital management, and asset transfers provisions;
(ii) establishment of a high-level committee consisting of financial institutions, including the
governor of the RMA and chaired by the finance minister with a mandate to study the NPL
situation in depth and propose solutions; and (iii) loan deferment measures using a phased
approach. In view of the worsening NPL situation, the financial institutions (both banking and
nonbanking) have recognized the importance of risk management, including the strengthening of
the risk-based monitoring system and continuous capacity building of the financial institutions.
Apart from the credit process weaknesses, legal delays in NPL resolution need to be addressed.

D. Sector Problems

6. Dominance of banks and thin capital markets. With a market share of total finance
sector assets at 75% in December 2020 (74% in December 2019), banking dominates Bhutan’s
financial system. Nonbank financial institutions undertake retail lending like banks and make up
only a small portion of the banking industry, accounting for 24.2% of the loans extended by the

https://www.rma.org.bt/RMA%20Publication/FSP/Financial%20Sector%20Performance%20Highlights%20March%202021.pdf
https://www.rma.org.bt/RMA%20Publication/FSP/Financial%20Sector%20Performance%20Highlights%20March%202021.pdf
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finance sector in December 2020 and comprising about 25.0% of the finance sector’s assets. 
Equity market capitalization reached Nu47.45 billion in December 2020, down from Nu51.67 
billion in December 2019 because of the delisting of two mining companies. The number of 
shareholders increased to 74,478 in December 2020 from 71,420 in December 2019. Bhutan’s 
debt markets commenced with corporate bonds, while the Ministry of Finance began to issue 
Treasury bills for fiscal management and monetary policy in 2009. The banking industry caters to 
public finance requirements, as the government has historically borrowed from banks as opposed 
to the domestic bond markets. The government for the first time issued a long-term government 
bond in February 2021 for a 10-year term bond for Nu700 million at a coupon rate of 3.98%. They 
issued a 3-year term at a coupon rate of 6.50% for Nu3 billion in September 2020. 

7. Banking industry shortcomings. The risk of concentration is highly prevalent in
Bhutan’s banking assets because of the narrow economy. Credit portfolios consist of loans
provided mainly to two sectors (construction and housing). Credit growth accelerated following
the Indian rupee crisis-led credit decline in 2012. Moreover, high bank exposure in vulnerable
sectors, particularly housing (27.4% in December 2020), can be a source of risk in the medium
term because it may prompt the buildup of a real estate bubble. NPLs have risen along with high
credit growth, which reflects deterioration in the economy, credit underwriting weaknesses, and
delays in collateral enforcement. In addition, mismatches in assets and liabilities may be a source
of vulnerability, when a larger portion of the deposit base is short term, seasonal, and volatile,
while credit is usually long term. Bhutan is partially compliant with Basel II banking regulations.
Capital adequacy is aligned with Basel III regulations, while the liquidity coverage ratio is only
monitored and not enforced.

E. Inadequate Financial Inclusion

8. Bhutan’s finance sector has been growing rapidly. The ratio of private sector credit to
gross domestic product increased from 15.4% in 2005 to 67.9% in December 2020. As of
December 2020, 76.1%, of the adult population in Bhutan held savings accounts, with a
composition of 52.7% men and 47.3% women. Only 21.8% of the adult population had access to
credit, of which 57.2% were men and 42.8% were women. This is partly because banks still
assess loan requests against collateral, rather than considering a borrower’s financial viability.
Similarly, of the 25.3% of the adult population with life insurance, 59.6% were men and 40.4%
were women.4 Many rural communities lack access to formal remittance services.5 Therefore, the
benefits of modern electronic and online payment systems have yet to reach all in the rural sector.
Access to finance is still the biggest concern of private businesses and rural entrepreneurs in
Bhutan. To improve access to finance, the RMA launched the Priority Sector Lending Guidelines
in 2017, along with amendments to the Credit Information Bureau Rules and Regulations, to
facilitate better assessment of borrowers’ creditworthiness rather than relying solely on collateral.6

However, key legislation and rules and regulations have yet to be established, including those on
insurance, pensions, and the payments system. Bank lending remains primarily collateral based
despite the establishment of the Credit Information Bureau. On 5 October 2020, the government
launched the National Credit Guarantee Scheme as a countercyclical policy measure during the
COVID-19 pandemic situation to improve access to finance.

4  Government of Bhutan, RMA. 20210. State of the Financial Inclusion Report 2020: Bhutan’s Supply Side 
Perspective. 

Thimphu. 
5  C. T. Niang et al. 2013. Connecting the Disconnected: Coping Strategies of the Financially Excluded in 
Bhutan. 

Washington, DC: World Bank. 
6  Government of Bhutan, RMA. 2021. Priority Sector Lending Guidelines. Thimphu. 

https://www.rma.org.bt/RMA%20Publication/papers/SOFI%202020.pdf
https://documents1.worldbank.org/curated/en/181401468227953276/pdf/Connecting-the-disconnected-coping-strategies-of-the-financially-excluded-in-Bhutan.pdf
https://www.rma.org.bt/PSL/psl.pdf
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II. GOVERNMENT’S SECTOR STRATEGY

9. The program will support the government in its commitment to continue reforms to make
the finance sector more responsive to emerging priorities while remaining stable and inclusive.
Bhutan’s finance sector is still bank dominated. To reduce the dependence on commercial banks
for financial intermediation, the RMA formulated the Capital Market Master Plan for Bhutan, 2014–
2024 (unpublished), which aims to provide alternative sources of financial intermediation,
including microfinance intermediaries.7 The RMA has taken steps to promote financial inclusion,
particularly among the lower-income and unbanked segments of society. In 2019, the RMA
adopted an action plan for the implementation of the National Financial Inclusion Strategy, 2018–
2023 (footnote 4) and the National Financial Literacy Strategy, 2018–2023 to enhance financial
literacy and capabilities and to improve access to financial services. 8  During 2020, the
government launched the National Credit Guarantee Scheme (para. 3). The RMA is preparing an
overall 21st Century 10-year Financial Sector Strategy, largely anchoring on digital banking
framework with emphasis on Fintech products and strong cyber security strategies.9

III. ASIAN DEVELOPMENT BANK SECTOR EXPERIENCE AND ASSISTANCE
PROGRAM 

10. The Asian Development Bank has assisted Bhutan’s finance sector since 1988. 10

Technical assistance helped in formulating the Capital Market Master Plan and in strengthening
public debt management in the Ministry of Finance. The proposed policy-based loan will support
reforms to enhance financial deepening and strengthen financial market development. A third
subprogram is proposed based on the positive outcomes of subprograms 1 and 2 to ensure the
continuity of the financial sector reforms. The reforms also include supporting new areas like
Alternative Investment Market and development of green taxonomy framework for the RMA.

7  Not available in the public domain. 
8  Government of Bhutan, RMA. 2018. National Financial Literacy Strategy, 2018–2023. Thimphu. 
9  Government of Bhutan, RMA. 2020. Annual Report 2020. Thimphu. 
10  The first intervention was a loan to Bhutan Development Finance Corporation that helped strengthen the institution. 

http://www.rma.org.bt:8080/fil/wp-content/uploads/2020/11/National-Financial-Literacy-Strategy-2018-2023.pdf
https://www.rma.org.bt/RMA%20Publication/Annual%20Report/RMA%202020%20report.pdf
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