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ECONOMIC ANALYSIS 

A. Introduction 

1. The project will expand access to finance for rural cottage and small industries (CSIs) in 
Bhutan. In addition, the project will improve the institutional capacity of Bhutan Development Bank 
(BDB), the key rural finance intermediary, by supporting the implementation of a comprehensive 
institutional strengthening plan, including enhanced systems for CSI outreach. Finally, the project 
will enhance the capacity of rural CSIs to access financing by providing business development 
support and financial literacy training with gender inclusive outreach targets. This economic 
analysis presents the project’s rationale, demand analysis, sustainability considerations and 
BDB’s financial performance.1 
 
B. Rationale 

 
2. Access to finance in Bhutan. Financial inclusion is a national priority and the Royal 
Monetary Authority (RMA), the central bank, published the National Financial Inclusion Strategy, 
2018–2023, which envisions “enhanced access to quality and affordable formal financial services 
by all Bhutanese through an inclusive financial system.”2 The strategy specifically aims (i) to 
promote economic growth through enhanced financing to CSIs; (ii) to strengthen priority economic 
activities, particularly agricultural and nonagricultural CSIs; and (ii) to promote innovative credit 
mechanisms and alternative sources of financing.  
 
3. The strategy reported that, in Bhutan, 64.46% of the adult population has a savings 
account; 16.08% have credit; and 17.80% have some form of insurance, in 2017. In terms of 
gender, men have greater access than women to all types of financial services (Table 1).  
 

Table 1: Financial Inclusion in Bhutan 
(%) 

Financial Service 
Male Banked 
Population  

Female Banked 
Population  

Banked  
Population 

Unbanked 
Population 

Savings  36.10 28.36 64.46 35.54 

Credit 10.29 5.79 
 

16.08 83.92 

 
Insurance 10.50 7.30 17.80 82.20 

Source: Royal Monetary Authority Bhutan. 2018. National Financial Inclusion Strategy, 2018–2023. 
Thimphu. 

 
4. Cottage and small industries. In Bhutan, CSIs constitute more than 90% of total 
enterprises and employ about 99,288 people. In 2019 there were 22,064 registered CSIs in 
Bhutan.3 Of those, cottage industries comprised 85.82% and small industries comprised 14.18% 
(Table 2). In terms of gender, among registered CSIs, male-owned CSIs comprised about 71.00% 
and women-owned CSIs comprised about 29.00% in 2019. In terms of categories, it is estimated 
that 31.00% of total registered CSIs are engaged in agro-processing, followed by 25.00% in 
services, 25.00% in construction and mineral-based industries, and 19.00% in manufacturing. 
However, in addition registered CSIs, there are a significant number of unregistered informal CSIs. 

 
1  ADB. 2017. Guidelines for the Economic Analysis for Projects. Manila. 
2  Royal Monetary Authority Bhutan. 2018. National Financial Inclusion Strategy, 2018–2023. Thimphu. 
3 Government of Bhutan. 2012. Cottage, Small & Medium Industry Development Strategy (2012–2020) & Action Plan 

(2012–2014). Thimphu. 

http://www.adb.org/Documents/RRPs/?id=53307-001-3
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Precise data on informal CSIs are not available; however, it is assumed that most informal CSIs 
are cottage-sized and women-owned.4 
 

Table 2: Cottage and Small Industries by Size and Gender, 2019 

 (%) Number   (%) Number 

Small Industry 14.18 3,129 

 

Male 71.00 15,665 

Cottage Industry 85.82 18,935 

 

Female 29.00 6,399 

Total  100.00 22,064 

 

Total 100.00 22,064 

Source: Government of Bhutan, Ministry of Economic Affairs. Annual Report, 2018–2019. Thimphu; and 

ADB estimates. 

 
5. CSIs face various constraints, including poor access to finance and constraints related to 
labor regulations, taxation, and registration requirements. Access to finance is by far the largest 
constraint.5 CSIs generally lack the capacity to develop business proposals, which are needed to 
qualify for financing from formal financial institutions. Most CSIs lack the financial literacy to 
confidently apply for loans from formal financial institutions.6 Access to finance is particularly 
troublesome for rural CSIs because of the limited presence of formal financial institutions in rural 
areas. Men- and women-owned CSIs face similar challenges; however, these challenges are 
often greater for women, who suffer from lower literacy and a lack of education and training (about 
one-quarter of women entrepreneurs lack a formal education).7 Other key constraints for women-
owned CSIs include labor shortages, inadequate business skills (managerial, financial, and 
technical), competition, inadequate business premises (in terms of location, rent, and space), and 
seasonality of businesses. As a result of these constraints, most women-owned CSIs are unable 
to scale up their businesses and therefore remain at a subsistence level. 
 
C. Rural Cottage and Small Industry Finance Demand and Supply Gap 

 
6. Rural cottage and small industry financing gap. In Bhutan, cottage industries are 
defined as industries that have an investment size of less than Nu1 million and engage up to four 
employees. Small industries have an investment size of Nu1 million–Nu10 million and engage 
five to 19 employees.8 RMA defines CSIs by loan size. Micro industry loans are loans of less than 
Nu500,000; cottage industry loans are loans of Nu500,000–Nu1 million; and small industry loans 

 
4  With the exception of Sri Lanka, most women in South Asia are employed in informal agriculture sector. International 

Labour Office. 2018. Women and Men in the Informal Economy: A Statistical Picture. Geneva. 
5  In an enterprise survey conducted by the Ministry of Economic Affairs in 2011, more than 80% of CSIs identified 

access to finance as a major constraint. Other constraints included high tax rates, difficulty in hiring foreign workers, 
workers’ low level of education, poor transport infrastructure, high and complex tax administration, too many 
competitors, complicated customs and trade regulations, strict labor regulation, regulatory difficulty to access to land, 
scarce electricity supply, weak telecommunications, costs associated with corruption, political instability affecting 
business environment, crime, and legal issues. Royal Government of Bhutan. 2012. Cottage, Small & Medium 
Industry Development Strategy (2012–2020) & Action Plan (2012–2014). Thimphu. A World Bank enterprise survey 
in Bhutan in 2015 found that 23.8% of small- and medium-sized enterprises identified access to finance as the largest 
obstacle, followed by labor regulation (22.6%) and high tax rates (12.1%). World Bank. 2015. Enterprise Surveys: 
Bhutan. 

6  Financial literacy generally refers to the ability to understand and employ financial management skills including 
personal financial planning, budgeting, and investing. 

7  According to a 2015 World Bank enterprise survey, about 26% of women CSI entrepreneurs had no formal education, 
15.23% had primary education, 57.32% had secondary education (combined lower, middle, and higher secondary), 
and less than 2% had tertiary education. World Bank. Enterprise Survey: Bhutan Country Highlights 2015. 

8  Royal Government of Bhutan. 2012. Cottage, Small and Medium Industry Policy of the Kingdom of Bhutan. Thimphu. 
Investment size refers to total value of the enterprise, including financial and physical assets. 

https://www.enterprisesurveys.org/en/data/exploreeconomies/2015/bhutan#2
https://www.enterprisesurveys.org/en/data/exploreeconomies/2015/bhutan#2
file:///C:/Users/mo3/Downloads/Enterprise%20survey%20:%20Bhutan%20country%20highlights%202015%20(English)
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are loans of Nu1 million–Nu10 million. For the project’s purpose, based on the RMA regulation 
and BDB’s current operational practices, micro industries are defined as enterprises that have an 
investment size below Nu500,000, and micro-industry loans are loans of less than Nu375,000; 
cottage industries are enterprises that have an investment size of Nu500,000–Nu1 million, and 
cottage industry loans are loans of Nu375,000–Nu750,000; small industries have an investment 
size of Nu1 million–Nu10 million, and small industry loans are loans of Nu750,000–Nu7.5 million  
(Table 3). 
 

Table 3: Definitions of Micro, Cottage, and Small Enterprises and Loans 

 
Entity 

Cottage and Small Industry 
Policy, 2019 

Royal Monetary 
Authority 

Project Definition 

Micro industries Investment size of less than 
Nu1 million; up to 4 
employees 

Loans less than 
Nu500,000 

Investment size below 
Nu500,000; loans of less than 
Nu375,000 

Cottage 
industries 

Loans of Nu500,000–
Nu1 million 

Investment size Nu500,000–
Nu1 million; loans of 
Nu375,000–Nu750,000 

Small industries Investment size of Nu1 
million–Nu10 million and 5–
19 employees 

Loans of Nu1 million–
Nu10 million 
 

Investment size of Nu1 million–
Nu10 million; loans of 
Nu750,000–Nu7.5 million 

Sources: Royal Government of Bhutan. 2012. Cottage, Small and Medium Industry Policy of the Kingdom of 
Bhutan. Thimphu; Bhutan Development Bank. Credit Manual 2019. Thimphu; and Asian Development 
Bank estimates.  

 
7. In 2019, the total loans outstanding in Bhutan’s finance sector amounted to 
Nu133.13 billion, comprising 55.12% enterprise loans and 44.88% non-enterprise loans.9 Loans 
to CSIs accounted for Nu20.17 billion, or 15.17% of total loans outstanding (comprising 5.32% 
cottage industries and 9.85% small industries). CSI loans are mainly provided by BDB. 
 
8. The gap between demand and supply of CSI loans in Bhutan is estimated at Nu32.75 
billion (about $436.73 million), and for rural CSIs the gap is Nu24.89 billion (about $331.91 million) 
(Table 4). The gap analysis includes credit demand from unregistered informal CSIs, as most 
CSIs in Bhutan are informal (see note 3 under Table 4).  
 

Table 4: Cottage and Small Industry Credit Demand–Supply Gap Analysis, 2019 

Total Number of CSIs 

Total Loan Demand Total Credit Supply  Supply Gap  

(Nu million) (Nu million) (Nu million) 

All Rural All Rural All Rural All Rural 

176,512 134,149 52,953.60 40,244.74 20,198.66 15,350.98 32,754.94 24,893.75 

CSI = cottage and small industry. 
Notes: 
1. The total number of licensed CSIs was 22,064. The number of rural CSIs was estimated at about 76% of 

total CSIs based on the CSI loan portfolio of Bhutan Development Bank (BDB) in 2019. 
2. Among all CSIs, it is estimated that 80% demand loans based on the Government of Bhutan’s 2011 

enterprise survey. In the survey, more than 80% of CSIs identified access to finance as a major constraint. 
These enterprises were largely in agro-processing, trading, services, and crafts. Royal Government of 
Bhutan. 2012. Cottage, Small & Medium Industry Development Strategy (2012–2020) & Action Plan (2012–
2014). Thimphu. 

3. No data are available on informal CSIs in Bhutan. The number of informal CSIs is estimated based on data 
from Nepal, where the number of informal micro and small enterprise borrowers (estimated at 2,857,657 in 
2019) is about 10 times the number of formal micro and small enterprise borrowers (estimated at 300,000). 
Estimates for Nepal based on registered industries at the Government of Nepal’s Department of Small and 

 
9 Non-enterprise loans include loans for housing, transport, education, and personal consumption. 
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Cottage Industries; and the Department of Industry under the Ministry of Industry, Commerce and Supplies. 
Nepal Rastra Bank. 2020. Banking & Financial Statistics (Monthly), Mid-April 2020. Kathmandu. 

4. The average CSI loan size is estimated at Nu300,000 based on BDB’s average CSI loan size of 
Nu299,716.30 in 2019. 

5. Rural credit supply is defined as loans to CSIs outside of Thimphu and is based on BDB’s rural CSI loan 
portfolio in 2019. 
Source: Asian Development Bank estimates. 

 
D. Sustainability and Other Issues 
 
9. Bhutan Development Bank. BDB is the key financial institution for CSIs in Bhutan. BDB’s 
key function is to provide financial services to agricultural, commercial, and industrial enterprises, 
especially CSIs. BDB’s primary mandate is to provide banking services to rural farmers and 
seasonal, agriculture, and business loans to needy farmers. BDB provides 94.58% of total 
agriculture loans in Bhutan. It has also commenced corporate and industrial lending operations, 
providing term and working capital finance for industrial and agro-based enterprises.  
 
10. BDB’s current financial performance is weak (Table 5). BDB requires comprehensive 
institutional strengthening, including business process reform and reengineering, to improve its 
operations and expand its financial services outreach to CSIs. BDB’s portfolio quality is of 
particular concern and shall be managed with structured interventions under the project on (i) 
NPL management, including writing off of NPLs; and (ii) credit appraisal and risk management. 
 

Table 5: Bhutan Development Bank Key Financial Indicators 

Particulars 2016 2017 2018 2019 2020a 

CAR (%) 16.60 10.40 12.50 11.56 10.41 

Total gross loan (Nu million) 16,546.66 18,498.52 18,613.00 19,655.71 19,749.62 

Total deposit (Nu million) 18,029.40 20,548.70 21,012.63 21,637.13 22,718.99 

NPLs (%) 12.47 22.72 20.72 23.15 37.00 

ROAE (%) 9.27 (33.27) 9.06 7.74 (29.31) 

ROAA (%) 1.42 (3.95) 0.88 0.50 (2.67) 

Net interest margin (%) 5.54 3.02 3.17 4.76 3.24 

Operational self sufficiency 1.16 0.72 1.12 1.04 76.37 

Active loan accounts 56,195 57,368 54,436 52,962 53,377 

Female borrowers ...   26,704 21,925 21,669        21,351 

... = data not available, ( ) = negative, CAR = capital adequacy ratio, NPL = nonperforming loan, ROAA = 
return on average assets, ROAE = return on average equity. 
a  Projections. 
Source: Bhutan Development Bank. 

 
11. Institutional strengthening of BDB to be carried out under the project will cover (i) strategic 
planning, (ii) corporate governance, (iii) human resources and training, (iv) information technology 
(IT), (v) internal audit and fraud control, (vi) risk management, (vii) loan products, (viii) CSI 
outreach, and (ix) portfolio quality. The BDB institutional strengthening plan includes milestones 
and performance targets to ensure that BDB improves its operational and financial performance 
and expands its financial services outreach, especially to rural CSIs (Table 6). 
 

Table 6: Bhutan Development Bank Projections 

Indicators 2021 2022  2023 2024 

CAR (%) 10.61 10.88 12.87 12.72 

Total gross loan (Nu million) 20,741 21,889 23,208 24,722 

Total deposit (Nu million) 24,082 25,647 27,443 29,501 



5 

Indicators 2021 2022  2023 2024 

NPLs (%) 25.00 22.00 20.00 19.00 

NPLs, loans disbursed after 1 January 2021 (%) 8.00 6.50 6.50 6.50 

ROAA (%) 0.54 0.67 1.03 1.10 

ROAE (%) 7.00 8.55 12.75 12.93 

Net interest margin (%) 2.64 3.29 3.20 3.47 

Operational self-sufficiency (%) 110.23 112.65 121.05 122.72 

Active loan accounts      57,613      62,540    66,310   70,634  

Active women loan accounts      25,926       31,270       33,155    35,317 

Active CSI loan accountsa     54,238       57,283       60,728       63,714  

Active women CSI loan accountsa 24,407      28,642       30,364      31,857  

CAR = capital adequacy ratio, CSI = cottage and small industry, NPL = nonperforming loan, ROAA = 
return on average assets, ROAE = return on average equity. 
a Including group loans. 
Source: Bhutan Development Bank, Asian Development Bank estimates. 

 
D. Poverty Reduction and Other Economic Benefits 

12. Poverty reduction. The project aims to extend finance to rural CSIs, which are mostly 
owned by small and marginal farmers. The project’s institutional strengthening and financing 
support will result in expanded access to finance for 70,634 BDB borrowers by December 2024, 
of which CSI borrowers will comprise 63,714. Furthermore, the project includes a financial 
intermediary loan of $5 million for BDB to extend non-collateral-based group loans to at least 
4,996 rural CSIs that have no tangible collateral, by December 2024.  

13. Women’s empowerment. The project will contribute to the economic empowerment of 
women by providing women CSIs with access to finance and developing their entrepreneurship 
skills. The project will increase the share of BDB’s borrowers who are women from 41% in 2019 
to 50%, resulting in 35,317 total women borrowers by December 2024. Furthermore, women-
owned CSIs will account for 65% of the non-collateral-based group loans. The project will target 
women with financial literacy training, business development services, and information 
dissemination and awareness creation on financial services. 

14. Rural financial intermediary capacity development. BDB’s mandate is to function as a 
rural and agricultural bank; however, its operations have failed to adequately address the needs 
of rural clients, especially rural CSIs. The project will reorient BDB as a key rural financial 
intermediary with appropriate products, business processes, and operations. Specifically, the 
project will support BDB to improve its loan underwriting skills, portfolio monitoring, risk 
management, and staff capacity, especially in rural CSI finance. BDB staff capacity in rural and 
agricultural finance will also be developed. 


