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Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities 
 
1. Bhutan’s finance sector developed steadily during 2010–2012. Total finance sector 
lending in June of 2012 was Nu51.3 billion, a 72% increase from Nu29.8 billion in June 2010.1 
By sector, lending went to building and construction (29%), trade and commerce (24%), and 
transport (17%). The sector profitability improved from Nu0.5 billion in 2010 to Nu0.9 billion in 
2012. In terms of asset quality, the overall nonperforming loan ratio declined from 10.2% to 7.8% 
during the same period. Capital adequacy was stable, and sector liquidity was slightly 
constrained. The following table provides details on the system’s performance during 2005–
2012.  
 

Bhutan’s Financial System Performance, 2005–2012 
Item 2005 2006 2007 2008 2009 2010 2011 2012 

Capital adequacy—RWCR 
(%) 

21.6 22.9 19.9 18.6 17.3 17.5 14.4 19.1 

Asset quality—NPL (%) 12.0 11.4 12.4 13.3 18.3 10.2 8.5 7.8 

Earnings—net profit 
(Nu billion) 

0.2 0.3 0.1 0.1 0.4 0.5 0.4 0.9 

Liquidity—SLR (bank, %)
a
 21.6 47.5 38.4 32.0 27.9 35.5 18.0 27.5 

Liquidity—SLR 
(nonbank, %)

b
 

16.9 18.8 15.5 14.0 10.6 20.9 13.9 19.1 

Total FS assets (Nu billion) 22.4 27.4 30.7 40.0 41.8 55.3 69.6 71.8 

Total credit (Nu billion) n/a 11.3 14.5 19.0 28.5 29.8 40.7 51.3 

Stock market capitalization 
(Nu billion)

c
 

4.3 4.5 5.0 7.4 8.0 10.0 14.4 17.6 

Number of shareholders 15,110 16,045 11,782 12,851 17,654 40,774 48,005 48,077 

… = not available, FS = financial sector, NPL = nonperforming loan, Nu = ngultrum, RWCR = risk-weighted capital 
adequacy ratio, SLR = statutory liquidity requirement. 
Note: all the data refer to 30 June. 
a
 The SLR for banks is 20%. 

b 
The SLR for nonbanks is 10%. 

c 
End of fiscal year figure. 

Source: Royal Monetary Authority annual reports for 2005–2012.  

 
2. Banking. The financial system in Bhutan is dominated by the banking sector, which 
accounted for 88% of its total assets in 2013. Two new banks, Druk PNB Bank and T Bank, were 
added in 2010 to the existing three commercial banks—Bhutan National Bank, Bank of Bhutan, 
and Bhutan Development Bank. The banking sector’s total loan portfolio increased from Nu26.1 
billion in June 2010 to Nu44.9 billion in June 2012. The building and construction sector 
accounted for the largest share of the portfolio (26%), followed by personal loans (17%), 
manufacturing (16%), and service and tourism (12%). The banking sector underwent rapid credit 
expansion during the same period, and sector profitability rose significantly. Asset quality and 
liquidity were uneven at times but largely satisfactory. The banking system was able to withstand 
an Indian rupee liquidity crunch in 2011─2012 (para. 10) and avoided a default that would have 
led to broader economic crisis. The banking sector has remained biased toward collateral-based 
lending.  
 
3. Nonbank financial institutions. The nonbank financial institution sector includes the 
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Royal Insurance Corporation of Bhutan (RICB), Bhutan Insurance, and the National Pension and 
Provident Fund. RICB spun off its government employees’ provident fund to the National 
Pension and Provident Fund in 2000. By international standards, the insurance sector is not yet 
fully developed. Due to the limited capital market investment opportunities, both RICB and 
Bhutan Insurance operate like commercial banks and provide consumer lending such as 
vehicles purchase loans and credit cards. This leads to misalignment with the insurance sector’s 
capital structure. The nonbank financial institution sector grew from Nu3.7 billion in June 2010 to 
Nu6.4 billion in June 2012, when it accounted for 12% of total assets of the finance sector.  

 
4. Capital market. The Royal Securities Exchange of Bhutan Limited (RSEBL) is Bhutan’s 
only stock exchange. Equity market capitalization expanded from Nu4.3 billion in 2005 to Nu17.6 
billion in 2012, and the investor base rose from 15,110 in 2005 to 48,077 in 2012 (see Table). As 
of 2013, 20 companies were listed on the RSEBL. Development in Bhutan’s capital market has 
been modest. The introduction of an integrated, online trading system at the stock change has 
facilitated trading and the dissemination of information to the general public and investors, but 
trading volume is low and the exchange is highly illiquid. The RSEBL is considering ways to 
improve this situation.  
 
 2. Government’s Sector Strategy 
 
5. The 11th five-year plan for 2013–2018 highlights the continued need for private sector 
development and more employment generation in Bhutan.2 The plan sees the lack of finance, 
infrastructure, and trained manpower as the main structural obstacles to private sector 
development. The challenges facing small and medium-sized enterprises, including rural and 
cottage businesses, provide an example of the problem. They play an important role in 
employment creation, rural income generation, and poverty alleviation but have limited access to 
finance and face high interest rates and high collateral requirements when it is available. 
Providing these businesses with better access to finance is critical if they are to move up the 
value chain and make a greater contribution to economic growth and poverty alleviation.  
 
 3. ADB Sector Experience and Assistance Program 
 
6. Due to steady growth in gross domestic product of about 8% per annum during FY2001–
FY2013, Bhutan’s national poverty rate was reduced to 12% in the most recent assessment in 
2012.3 Nonetheless, the government has recognized that Bhutan’s narrow economic base, 
which is dominated by hydropower exports to India, is a major challenge. The private sector, 
mostly micro, small, and medium-sized enterprises, is largely underdeveloped and must expand 
if economic activity is to broaden and create jobs, raise income, and reduce poverty. The 
assistance program of the Asian Development Bank (ADB) under the country partnership 
strategy (CPS) for 2006─2010 and the interim CPS for 2012–2013 was designed to support the 
improvement of the financial sector and the enabling environment for private sector 
development.4  
 
7. ADB has been providing comprehensive assistance for financial sector development in 
Bhutan since 1988, when it approved a loan to support government efforts toward 
industrialization and private sector development via the only development finance institution, 
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 FY before a calendar year denotes the year in which the fiscal year ends, e.g., FY2013 ends on 30 June 2013. 
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Bhutan Development Finance Corporation. In 1997, ADB started supporting financial policy 
reforms with a sector development program, the Financial Sector Intermediation Facility. ADB 
operations also covered different aspects of finance sector development, although it continued to 
support a series of its earlier initiatives. For instance, ADB helped convert the Unit Trust of 
Bhutan into Bhutan National Bank, a new commercial bank.5 It also helped to restructure the 
government employees’ provident fund, establish and upgrade a payment and settlement 
system,6 and strengthen institutional capacity in the Department of Aid and Debt Management of 
the Ministry of Finance7 and in the Royal Monetary Authority.8  
 
8. Ongoing assistance includes (i) the Strengthening Economic Management Program to 
strengthen the public sector’s capacity in macroeconomic and fiscal management, which 
includes the development of a capital markets master plan and the establishment of a credit 
rating agency to further financial sector development (para. 12);9 (ii) technical assistance (TA) 
for capital market development to deepen Bhutan’s equity and debt markets and pension and 
insurance sectors, and build the associated regulatory capacities;10 (iii) a regional TA project 
that will enhance the Royal Monetary Authority’s capacity for financial sector regulation and 
supervision to ensure financial stability;11 (iv) two TA projects to strengthen Bhutan’s public 
financial management and public sector performance, including the improvement of audit and 
regulatory impact assessment capacities;12 and (v) ADB’s ongoing Trade Finance Program, 
which works with three banks in Bhutan. These ongoing projects contribute to financial and 
private sector development by improving financial transparency, accountability, and legislative 
effectiveness.  
 
9. Underlying weaknesses in the regulatory and supervisory framework need to be 
addressed in the near and medium terms to ensure the stability of Bhutan’s financial system. 
First, the supervisory system remains compliance-based, and a growing need exists for a move 
to a risk-based approach that is in line with the Basel II recommendations. Another area of 
weakness is poor corporate governance in financial institutions. To address these shortcomings, 
several key regulations to govern the banking, insurance, and securities markets in accordance 
with international best practices were developed and enacted during 2011 and 2012 under 
ADB’s Financial Sector Development Program.13 These were the Financial Services Act (2011), 
the AML/CFT Regulation (2012), the Securities Brokers Regulations (2011), the Investment 
Advisors Regulations (2011), the Insurance Broker Regulation (2011), the Regulations for Fund 
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Management Company (2011), and the Corporate Governance Regulations (2011). Over the 
short to medium term, the onus is on the effective implementation and execution of these 
legislative agendas developed under the program. 
 
 4. Recent Updates  
 
10. Because it is a small economy with close ties to and a large amount of trade with much 
larger neighboring India, Bhutan introduced its own currency, the ngultrum, in 1974 to replace 
the Indian rupee at par. It has been pegged to the Indian rupee at Nu1=Re1 since then. At the 
end of FY2011, Bhutan’s Indian rupee reserves depleted rapidly to the point where they were 
equivalent to only about 1 week of imports. Other convertible currency reserves were high at 
nearly $890 million, equivalent to about 9 months of total essential and nonessential imports. The 
causes of the India rupee reserve decline included (i) a general deterioration in the trade balance 
with India, which had been particularly affected by the demand for imports of capital equipment 
and machinery to construct hydropower projects in the country, as well as the Tala 
hydroelectricity project’s debt service; (ii) rapid credit growth; and (iii) weak liquidity management 
capacity. Moreover, loan repayments in 2010 and 2011 spiked due to a large principal 
repayment on a loan from India. 
 
11. A current shortage of the Indian rupee in Bhutan is therefore more a liquidity than a 
solvency issue. However, policy makers do need to manage the short-term liquidity mismatch. 
More importantly, the situation has exposed critical weaknesses in the macroeconomic 
fundamentals of the country, and these structural imbalances must also be addressed over the 
medium and long terms.  
 
12. In this connection, ADB approved the Strengthening Economic Management Program on 
21 March 2013 to enhance the overall economic management of the country by improving (i) 
budget and debt management systems, (ii) the government’s revenue effort and revenue 
management system, (iii) the macro prudential management framework, and (iv) external and 
internal audit operations. The program aims to improve fiscal management to help the 
government allocate scarce resources more effectively and efficiently. Moreover, better debt 
management and treasury operations will improve cash management, which will make flow of 
funds more predictable and avoid destabilizing spikes in debt repayments. The program will also 
improve monetary management to ensure that interest rate policy better matches the demand 
and supply of loanable funds, thereby improving liquidity management. This will help create a 
stable economic environment that will build investor confidence and encourage the private 
investment needed to sustain growth. This approach will be reinforced by strengthening internal 
and external audit systems, including those at the subnational level of government, to improve 
the monitoring of public resources and strengthen administrative and financial efficiency and 
accountability. 
  
13. Because the shortage of sufficient technical capacity in the financial system is a 
long-term constraint for financial sector development in Bhutan, a TA project was provided under 
the Financial Sector Development Program to institutionalize skills and capacity development 
during 2006–2012 by creating a permanent financial training institute.14 Additional assistance 
could be considered to mainstream the capacity development effort to underscore all future 
financial sector assistance to Bhutan. This could include the design of a specialized learning 
program and the funding for trainers. 
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Problem Tree for Finance 
 
 

Lack of broad-based 
economic growth 

Lack of business and 
economic opportunities, 

given structure of the 
economy and constraints 

on private sector 
development 

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 on 
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, 2014–2018)  
 

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  

Planned and Ongoing ADB 
Interventions 

Main Outputs Expected 
from ADB Contributions 

More stable 
macro financial 
environment, 
and efficient 
financial 
intermediation 
 
 
 
 
 
 
 
 

Balance of payments 
maintained in surplus 
(2013 baseline: 8.7% of 
GDP) 
 
Gross international 
reserves maintained at 
greater than $900 
million 
(2013 baseline: $917 
million) 
 
Interest rate spread 
maintained at less than 
9% (2012 baseline: 9%) 
 
Average growth of 
domestic credit 
contained below 
nominal GDP growth 
(2013 baseline: 12.8%) 
 
Credit from domestic 
source maintained at 
greater than 50% (2012 
baseline: 50.4%) 
 
Bank NPL maintained at 
less than10% (2012 
baseline: 8.2%) 
  
Stock market 
capitalization growth 
maintained at greater 
than 5% (2012 baseline: 
23%) 

Finance sector 
infrastructure 
(enabling 
environment), 
including 
regulatory, 
governance, and 
market 
infrastructure, 
improved to support 
private sector 
development  
 
 
 

Banking sector 
performance improved, 
e.g., capital adequacy and 
asset quality maintained at 
CAR greater than 10% 
and SLR greater than 20%  
(2012 baselines: 
CAR—19.1%, and 
SLR—27.5%) 
 
Nonbanking sector 
performance improved, 
e.g., asset quality 
maintained at SLR greater 
than10% (2012 baseline: 
19.1%) 
 
Permanent financial sector 
training institute 
established by end 2014 
(2013 baseline: none) 

Mutual funds, credit rating 
agencies, registrar of 
properties licensed and 
operationalized by 2018 
(2013 baseline: none) 
 
Macro prudential 
regulations approved and 
being enforced by 2018 
(2013 baseline: none) 

Planned key activity areas 

Money markets: 2% of funds 
Microfinance institutional development: 
20% of funds 
Long term debt such as export credits: 
16% of funds 
Pensions: 1% of funds 
Finance sector policies and strategies: 
61% of funds 
 
Pipeline projects 

1. Strengthening Economic 
Management Program II (amount 
TBD) 

2. Rupee Financing for Infrastructure 
Development (amount TBD) 

 

Planned key activity areas, 
pipeline projects 

1. A capital market master 
plan to be formulated by 
first quarter 2014 under the 
capital market 
development TA to 
facilitate the generation of 
capital market-related 
pipeline projects 

2. Indian rupee resources to 
be raised in India’s capital 
market for Bhutan 
infrastructure development 

 
Ongoing projects 

1. Capacity to manage 
short-term liquidity and 
debt enhanced 

2. Trade system and capacity 
improved 

3. Capital market master plan 
adopted by government 

4. Customs administration 
modernized and made 
efficient 

5. Trade regulations and 
procedures streamlined 
and made transparent 

6. Transit and transshipment 
times made faster 

7. Services and information 
for traders and investors 
improved 

Ongoing projects 

1. Loan and Grant for Strengthening 
Economic Management Program 
($35 million) 

2. TA for Supporting Financial Stability in 
Bhutan and the Maldives ($500,000) 

3. TA for Strengthening Royal Monetary 
Authority's Regulatory Capacity for 
Nonbank Financial Institutions 
($525,000) 

4. Loan and Grant for SASEC 
Subregional Trade Facilitation 
Program ($11.66 million) 

5. TA for Capital Market Development 
($1.25 million) 

6. TA for Strengthening Public 
Management ($850,000) 

7. TA for Strengthening Audit Resource 
Management ($675,000) 

CAR = capital adequacy ratio, GDP = gross domestic product, NPL = nonperforming loan, SLR = statutory liquidity requirement, SASEC = South Asia Subregional Economic 
Cooperation, TA = technical assistance, TBD = to be determined.  
Source: Asian Development Bank. 


