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CHAPTER 1: INTRODUCTION

“For democracy to have a genuine meaning in our circumstances, it must be accompanied by economic 
growth and prosperity and effectively translated into jobs, adequate resources for a decent living and 

freedom from poverty.”1

a) Country Context: A Newly Democratically Elected Government with Private Sector 
Development as its Core Strategy

Bhutan is a small landlocked country in South Asia, located in the eastern Himalayas, 1.1 
and bordered by India and China. It is the last Buddhist monarchy (constitutional) in the Himalayas. 
Bhutan’s population is about 672, 425 spread over an area of 38,394sq. kms (about the size of 
Switzerland), with about 70 percent of the land area under forest cover.2  Much of the population 
lives in the central highlands, and almost two-thirds is classified as rural. The terrain is mostly hilly, 
with alpine peaks in the north, and some sub-tropical plains in the south. 

The country has seen significant political changes and transitions in recent years.  1.2 
Bhutan’s political system has evolved from an absolute monarchy into a constitutional monarchy, 
following a decade of planning and consultations.  After 34 years on the throne, the Fourth King, 
Jigme Singye Wangchuck, stepped down on December 9, 2006, in favor of his son, Jigme Khesar 
Namgyel Wangchuck.  A new constitution was prepared, involving widespread public consultations 
within Bhutan and with the international community.3 The first direct multi-party elections under the 
new constitution were held in March 2008. The new democratic system comprises upper and lower 
houses, the latter based on political party affiliations. The Bhutan Peace and Prosperity Party currently 
holds 45 of the 47 seats in the National Assembly and has been in office since March 2008. 

Vitalizing industry is the core poverty strategy of Bhutan’s Poverty Reduction Strategy 1.3 
Paper. The Tenth Five-Year Development Plan, 2008-2013’s, places the vitalization of the private 
sector as the engine of growth and provider of employment in the nation; therefore, a core strategy 
to achieve the country’s unique development goal, Gross National Happiness (GNH).

Bhutan has been successfully using its natural resources to promote socio-economic 1.4 
development, in pursuit of gross national happiness.  Hydropower revenues account for about 
30 percent of the government’s gross revenues, and flow into the budget to fund the Kingdom’s 
development priorities.  More than a quarter of the budget goes to the social sectors; education and 
health.  While there is no direct evidence of Dutch Disease symptoms in the available data for Bhutan, 
the government recognizes the importance of economic diversification to promote employment and 
guard against economic volatility in hydropower revenue and foreign aid flows.4 Despite limitations 
in capacity, Bhutan is undertaking several relevant initiatives to promote environmentally sustainable 
development, reduce corruption before it becomes a major issue, use its vast hydropower resources to 
1 Lyonchhen Jigmi Y. Thinley, Prime Minister of Bhutan, Preface of Bhutan’s Tenth Five Year Plan, 2009
2 National Statistics Bureau (2005) 
3 Royal Government of Bhutan (2008) See http://www.constitution.bt/TsaThrim%20Eng%20(A5).pdf
4 The limited available data does not show Dutch Disease to be an issue yet in Bhutan.  The IMF’s Article IV Staff Consultations 

did not find any evidence to this effect.  The real exchange rate is broadly in equilibrium with the Indian rupee.  Hydropower rev-
enues have India as the dominant and stable market, which was not affected even during the global economic crisis.  While youth 
unemployment is an issue, general unemployment rates of around four percent compare favorably even with developed countries.  
In fact, the 2009 ICA Enterprise Survey shows that private formal firms in Bhutan are growing rapidly (although from a low base), 
with the median firm reporting an increase of 36 percent in sales and 25 percent in employment over 2006-08.
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fund socio-economic development, strengthen fiscal management to counter the impacts of economic 
volatility, foster private sector development, and provide employment for educated youth. The Gross 
National Happiness Index is aimed at measuring Bhutan’s development vision beyond GDP growth 
(Box 1.1).

Box 1.1: Gross National Happiness (GNH)

The 4th King of Bhutan, HM Jigme Singye Wangchuck, coined the term ‘gross national happiness’ in 1972 declaring 
it to be more important than gross domestic product. Since then, GNH has “influenced Bhutan’s economic and social 
policy” (OPHI 2010) and generated much interest outside the country. The four key areas of GNH are sustainable de-
velopment, preservation of cultural values, conservation of the environment, and good governance (Thinley 2007).

In order to create a measurement tool “useful for policy making and 
resource allocation,” (OPHI 2010) the GNH Index was launched 
in 2008.The GNH Index is comprised of nine dimensions includ-
ing conventional measures in areas of health and education and less 
conventional measures including time use, culture and psychological 
well-being. The results of the first GNH index (2008) “showed that 
no surveyed Bhutanese person had achieved sufficiency in all of the 
indicators; however, most Bhutanese people had achieved sufficiency 
in six or more of the nine dimensions.” (OPHI 2010)

The usefulness of the GNH Index as a policy tool includes aspects 
of Bhutan’s investment climate. For example, a business is able to 
increase living standards, promote good governance, and can have 
implications on employees’ psychological well-being.

The nine dimensions of the GNH Index:
1) Community Vitality
2) Culture
3) Education
4) Environmental Diversity
5) Governance
6) Health
7) Living Standard
8) Psychological Well-being
9) Time Use

Source: The Centre for Bhutan Studies (http://www.grossnationalhappiness.com/); Oxford Poverty and Human Development Initiative, OPHI 
(http://www.ophi.org.uk/policy/national-policy/bhutan/); Thinley, Lyonpo Jigmi Y., What Is Gross National Happiness? (2007)

b) Background: Why is the Bhutan Investment Climate Assessment (ICA) important?

The Kingdom indeed faces growing challenges in creating productive employment 1.5 
opportunities for the educated and semi-skilled population in the context of saturation in 
government jobs. The overall unemployment rate has almost tripled in the last ten years, reaching 
4 percent, of which 80 percent are 15-24 year olds. The unemployment rate among young people 
has reached 13 percent. The industrial and export base, dominated by hydropower exports, needs 
expansion and productivity gains to act as an agent of growth and employment. Recognizing that, 
unless business enabling environment constraints are removed, the capacity of the private sector as 
the engine of growth cannot be unleashed, the Royal Government of Bhutan (RGOB) has embarked 
on a series of reforms, including the adoption of the Economic Development Policy (EDP) and 
Foreign Direct Investment (FDI) policy recently. The EDP aims at creating an enabling environment 
for investment, with a focus on increasing and diversifying exports with minimal ecological footprint 
within the framework of Gross National Happiness. Box 1.2 illustrates the Government strategy for 
supporting the IT enabled services. 
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Box 1.2: A Niche Strategy for Jobs and Growth: Private Sector Development in IT Enabled Services

In parallel with private sector development (PSD) policy reforms in cross-sectoral areas, the RGOB’s PSD strategy, 
–now captured in the 2010 Economic Development Policy,  has been to encourage the growth of niche sectors as po-
tential sources of growth for economic development and employment generation. The Royal Government has begun 
facilitating the development of the nascent Information and Communications Technology (ICT) sector, in particular 
promoting export oriented Information Technology (IT) services, Information Technology Enabled Services (ITES), 
including Business Process Outsourcing (BPO), with support from the World Bank. Bhutan’s unique selling proposition 
and comparative advantages include a disciplined, English speaking workforce,  a relatively developed telecommunica-
tions network,  its pristine natural environment, low cost abundant Green (Hydro) power, its safe and secure environ-
ment with high geopolitical stability, a stable political system, and a highly positive image (“Brand Bhutan”) conducive 
to making Bhutan an economic Shangri-La for green industries. 

By promoting its comparative advantages, including proximity to India, the biggest player in the offshoring of ITES 
globally, the RGOB has attracted companies scouting locations for risk mitigation strategies and business continuity 
planning. The Thimphu TechPark,5 (an IT Park) is the first public-private partnership (PPP) model of its kind in Bhutan, 
scheduled for inauguration in June 2011. RGOB has announced a set of incentives for ICT export-oriented companies 
to be located in the IT Park. It is expected that the FDI into the Park Investment will generate business opportunities for 
local companies and nurture a high-productivity ITES ecosystem based on global good practices. Experience around 
the world has shown that for every job created in an IT/ITES company, 2 to 5 jobs are created in support industries. 

Supporting a niche market approach for the IT/ITES sector, nonetheless, assumes that the Royal Government will also 
deal with coordination issues related to availability of local and international skilled workers, government regulations 
to promote greater technology transfers into Bhutan, and availability of sophisticated communications infrastructure.

State of Bhutan’s Connectivity. Recent improvements in the telecom sector have included the roll-out of a second in-
ternational telecom gateway (redundancy on fiber for very high reliability) at the Indian border next to Gelephu, with 
an aggressive completion deadline of January 2011. Connectivity prices have fallen drastically over the last few years, 
allowing Bhutan to provide competitively priced bandwidth (compared with the best locations in the region). In addi-
tion, for example, electricity prices for power-intensive industries such as data centers/business continuity planning are 
40 percent of prices in India.

Development of Human Resources. The Royal Government has launched a matching grant program to promote train-
ing and employment of graduates in the private sector.  The investment promotion efforts championed by the Govern-
ment to attract FDI into the IT Park have also led to the development of corporate social responsibility programs with 
World Class IT Companies. These programs are expected to lead to the employment of at least 700 Bhutanese tertiary 
and higher secondary school graduates by 2012. Another expected outcome is the certification of master trainers, from 
private local training firms, under internationally-recognized standards, who will in turn transfer their newly-acquired 
skills within their training firms. 

Technology transfers. In parallel, the country’s FDI policy was amended in 2010 to promote FDI inflows and govern-
ment guidelines on PPPs have been issued. The government plans to build on the IT Park PPP to attract more FDI to 
leverage public resources. 

A follow-up to the 2001 Private Sector survey1.6 6, the 2010 Investment Climate Assessment 
attempts to provide an up to date analysis of the investment climate through echoing and 
analyzing the voices of the private sector to inform policy decisions in order to: (i) identify the key 
constraints that affect investment, the cost of doing business, and enterprise productivity; (ii) provide 
international benchmarks for key processing times, costs, and productivity measures, particularly for 
enterprises in the urban sector; and (iii) inform the public private dialogue and provide a basis for 
policy reforms addressing the major impediments to the investment climate and help prioritize steps 
to improve and monitor the overall business environment. The ICA complements work commissioned 
by the Royal Government to accelerate Bhutan’s economic development (Box 1.3).

6  The Private Sector Survey was published in 2002 and is based on an Enterprise Survey conducted in 2001.
5  www.thimphutechpark.com
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Box 1.3: The Accelerating Bhutan’s Socio-Economic Development Initiative

The Royal Government of Bhutan (RGOB) engaged McKinsey & Company, a global management consulting firm, in 
July 2009 on a 23-month study to find ways to accelerate Bhutan’s economic development.  The associated project, 
called ‘Accelerating Bhutan’s Socio-Economic Development’, is being implemented by The Gross National Happiness 
Commission (GNHC) and has two key objectives:

Attracting investments and meeting the job gap by developing priority sectors identified for Bhutan’s 1. 
accelerated growth (e.g. tourism, ICT, construction, cultural industries, agriculture, and cross-cutting 
factors which enable/inhibit growth)
Improving the efficiency and effectiveness of public sector services (focusing in particular on 2. health care, 
education, vocational training and government-to-citizen services)

In order to achieve these objectives, nine compacts that include time-bound performance targets, have been signed 
between the Prime Minister and various Ministries including the Ministry of Health; the Ministry of Information and 
Communications; the Tourism Council of Bhutan; the Ministry of Education; and the Ministry of Labour and Human 
Resources (MOLHR). For example, MOLHR has committed to improving the efficiency of vocational education and 
training (VET), increasing the number of VET graduates, and improving their employability.  By 2013, Government 
expenditure on VET is targeted at below Nu. 85,000 per capita, the number of VET graduates is targeted to increase from 
500 to 6,000, and the rate of employment of VET graduates is targeted to increase from 50 percent to 80percent.

The newly formed Government-to-Citizens (G2C) implementation unit, with support from McKinsey, is currently 
involved in simplifying of up to 110 processes including some licenses commonly concerning micro and small 
businesses. The G2C mandate does not include policy or regulatory changes. 

This ICA, including its core chapters on labor and skills, access to finance, and business government relations, provides 
a compliment to the work commissioned by the Royal Government to McKinsey. The ICA’s policy recommendations 
will inform RGOB's policy work on the investment climate, while the ICA’s data analysis can substantiate McKinsey's 
diagnostic. The ICA report can also be used to inform choice of and baselines for key performance indicators to 
monitor the implementation of the existing compacts. 

c) What’s New in the Second Bhutan Investment Climate Assessment?

Expanded coverage.1.7  The 2002 Private Sector survey (based on a survey conducted in 2001) 
provided an assessment of the situation of the private sector along the Thimphu-Paro corridor that 
could support formulation of meaningful policies and strategies. In line with this objective, the 2010 
Investment Climate Assessment takes a more comprehensive look at the business environment 
by extending beyond the Thimphu-Paro region to the Central and Eastern part of the country. 
The assessment includes four metropolitan areas of Bhutan (see map below) and expands the list of 
surveyed firms from 100 in 2001 to 250. In addition, a complementary employee survey provides 
data from the point of view of employees on labor markets issues, such as labor protection, income, 
working conditions, and skills and gauges the employees’ point of view with respect to labor/industrial 
relations (see Annex 1 for detailed methodology).7 

7 The methodologies used for the 2001 and 2009 surveys do not allow panel data analysis; however, the questionnaires do allow for 
broad comparisons in terms of perceptions of the investment climate.
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Box 1.4: International Comparisons with South Asia Region and the Rest of the World

Throughout the ICA report, Bhutan is benchmarked against the South Asia region and against six non-South Asian 
countries which include (from larger to lower GNI per capita): Botswana, Mauritius, Costa Rica, Cape Verde, Lesotho 
and Lao PDR. South Asia was compared against in general as the regional benchmark. Benchmark indicators present 
relevant objective and perception questions from the enterprise surveys in order to derive the position of Bhutan rela-
tive to these countries with similar factor endowments. The six non-South Asian countries were selected due to their 
similarities to Bhutan in terms of structure of factor endowments, using the following criteria: enterprise survey data 
available, good rule of law, island or landlocked economy, trade links with a large neighboring country, large natural 
resource tradable sector and large share of tourism sector revenues in country’s output.8 

 
Thimphu/Paro Gelephu/Sarpang

Phuenthsoling Samdrup Jongkhar

d) Overall Findings of the 2010 Investment Climate Assessment

This year’s ICA shows that Bhutan continues to fare much better than the region on aspects 1.8 
of the investment climate that only long term policies can improve, while the main impediments 
that remain can be addressed in the short and medium term.9  Bhutan, in comparison to the 
South Asia region and lower middle income countries, has an outstanding advantage in terms of 
good governance, political stability, low levels of corruption and crime, theft and disorder, access 

INDIA

CHINA

8  Defined as the relative composition of natural resources, labor, human capital and physical capital. Lin, Justin Y. (2010)
9  World Bank (2002), Pilot Investment Climate Assessment
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to electricity, and customs and trade regulations. In addition, preferential access to the large Indian 
market and easy access to skilled and unskilled labor from India continue to offer unique advantages 
for the private sector in Bhutan. It is important to note that Bhutan has embarked on significant 
reforms over the last several years in its legal and regulatory environment, helping to create a more 
business-friendly environment. Some of these reforms and their impact were not captured in the 
Enterprise Survey as they were about to be introduced at the time of the survey. 

Key findings of the 2010 ICA on the structure of the industry in Bhutan highlight that the 1.9 
Private Sector has grown rapidly and is creating jobs (Figure 1.1). The median Bhutanese firm 
reported an increase of 36 percent in sales and 25 percent in employment between 2006 and 2008. 
Large firms of 100 workers or more reported the fastest increases in sales and employment. Job 
creation was fastest in the Gelephu/Sarpang and Thimphu /Paro regions.

In addition, Bhutanese firms are young and changing fast; 1.10 a quarter of enterprises are less 
than 5 years old. A quarter of young firms are large, employing 100 workers or more (60 workers 
on average). The ICA also reveals that more than half of new enterprises are in manufacturing, in 
contrast to older firms, which tend to be more in the construction and trade sectors. 

Figure 1.1:  Growth and Age of Bhutanese Firms

The Private Sector has grown rapidly and is creating 
jobs (2006-2008)

Sector-wise distribution of firms by age (%)

Source: Enterprise Survey data Source: Enterprise Survey data

The productivity of Bhutan’s labor force compares well with the region.1.11 10 While labor costs 
are higher in Bhutan than in neighboring countries, the investment climate assessment shows that 
these are offset by higher productivity, especially in the services sector. With competitive unit labor 
costs and cheap electricity, the ICA findings support the Royal Government’s vision, captured in 
EDP. The EDP promotes the expansion of niche services as potentially high growth sectors and 
supports their expansion. The success of this strategy will, however, crucially depend on improving 
connectivity via telecom and internet and bringing down these costs.

Challenges: Access to capital and labor are the two main investment climate impediments

The biggest impediments for the private sector come from factors of production, in 1.12 
particular access to capital and to labor. Bhutan slipped from 124 to 126 out of 186 economies in 
Doing Business 2010 (on account of licensing and access to finance).
10 The data collected through the indicator survey does not permit total factor productivity calculations.
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When asked to rank the severity of access to finance as a constraint, almost one third of 1.13 
firms report it is a major or very severe obstacle. This is a paradox because Bhutan compares 
well to the region and the rest of the world in terms of firm linkages with the formal banking sector.  
The issue of access to finance is perceived to be particularly acute for younger firms and small and 
medium firms.  

Constraints linked to an inadequately skilled workforce are the single largest obstacle 1.14 
reported by medium and large firms and by established firms (10-19 year-old).  Almost one third 
of medium and large firms report the issue of hiring foreign workers and an inadequately educated 
workforce as major or very severe business environment constraints.  

Infrastructure presents a mixed picture in the business enabling environment. 1.15 In stark 
contrast with the region, electricity is not reported as a constraint to Bhutanese firms as of 2009.11 
Access to land, while reported as a major obstacle by only one tenth of firms, affects one fifth of medium 
or large firms, and one fifth of firms located in industrial estates in a major way.12 Transportation is the 
biggest infrastructure problem encountered by firms and the fifth highest business constraint, affecting 
large firms in particular. Forty percent of all firms (70 percent of large firms) experienced losses due 
to ground transportation difficulties. While exporters are particularly hit, all firms are affected since 
domestic and export-led firms equally import a large part of their inputs. Transportation issues could 
be linked to the heavy regulations that currently govern movements of goods within Bhutan. 

In general, the time spent by firms to comply with Government regulations and associated 1.16 
costs are much higher compared to regional and international averages. The complexity of 
regulatory procedures is a burden for older firms in particular. 

The data suggest that firms are not taking advantage of Bhutan’s open access to the large 1.17 
Indian market and of other important regional opportunities. While trade flows are highly 
concentrated on imports from India, sales remain domestic. Enterprise Survey results highlight that 
imported inputs from India represent more than 80 percent of all imported inputs in Bhutan. However, 
over 93 percent of sales revenues are generated by domestic sales. Encouraging developments include 
the expansion of the preferential trade agreement with Bangladesh.13

e) Perceptions of the Investment Climate

In addition to collecting information on productivity, firms are also asked about the 1.18 
investment climate—including competition from the informal sector, crime, taxation, worker 
education and skills, corruption, regulation, and infrastructure. Although most of the questions are 
quantitative (such as how many times did power go out in the previous month, how much the firms 
spend on security, and how much time do senior managers spend dealing with regulations), managers 
are also asked what they see as the biggest problem that they face (Figure 1.2). Although questions 
about firm perceptions have proven less robust than objective data collection, it is a natural to start any 
analysis of the investment climate by looking at what firm managers said were the biggest problems 
that they faced. Objective data are discussed in greater detail later in this report.

11 An electricity deficit is; however, projected from 2010 until 2015 when the Dagachu power plant has beenbuilt and is operational. 
12 Land issues may be underreported due to the focus of the survey on existing firms, as opposed to new entrants. 
13 Bhutan and Bangladesh recently renewed their bilateral trade agreement, expanding the list of tradable items from 27 to 90 and elimi-

nating a 15 percent tariff on 18 agricultural Bhutanese export products; therefore, opening new markets for Bhutanese products



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 8

Perceptions do highlight that remaining challenges include access to finance, access 1.19 
to a domestic and foreign labor force, labor regulations, transportation issues, and tax rates. 
In addition, the market would greatly benefit from the simplification of regulatory and licensing 
procedures.

Figure 1.2: Perceived Investment Climate Constraints by Firm Size

Source: Enterprise Survey data (2009)

Figure 1.3, below, summarizes the perception of investment climate constraints by Bhutanese 1.20 
firms against regional and lower middle income country benchmarks. The figure is based on a question 
that asks firms to choose the main business environment obstacle from a list of 15 obstacles.
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Figure 1.3: Firm Perceptions of Business Constraints

Source: Enterprise Survey data (2009)



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 10

CHAPTER 2: CHARACTERISTICS OF THE INVESTMENT CLIMATE

a) Macroeconomic Perspective 

2.1 Bhutan’s recent growth performance has been driven largely by hydropower 
development, as the Kingdom has started to effectively tap into its 23,760 MW hydropower 
potential.  Following average annual real economic growth of 9 percent during the years of the Ninth 
Five Year Plan (9FYP) (2002/03–2007/08, extended by one year), the early years of the Tenth Five 
Year Plan (10FYP) (2008/09-2012/13) have seen some slowdown. The 1020 MW Tala hydropower 
project came onstream in 2006/07, trebling Bhutan’s power generation capacity (Figure 2.1).  As a 
result, the economy grew over 13 percent in 2006/07 and 11 percent in 2007/08.  However, real growth 
rates in 2008/09 and 2009/10 declined to about 6-8 percent, as the effects of the Tala hydropower 
project wore off, although construction work on new hydropower projects continued to drive the 
economy forward.  To sustain a targeted real growth rate of around 8 percent during the 10FYP, the 
RGOB intends to focus on electricity, transport, and construction of hydropower projects as its main 
sources of growth. 

Figure 2.1: Trends and Growth Rates in Real Gross Domestic Product
(2000 Prices at Factor Cost)
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Source: Royal Government of Bhutan, National Statistics Bureau.  Figures for 2008/09 and 2009/10 are provisional.

2.2 Bhutan has tried to diversify its production base to develop higher value added skill 
and technology based economic activities.  The secondary and tertiary sectors have grown faster 
over the last decade than the primary sector.14 Compared to annual real growth of respectively 9 and 
8 percent for the industry and services sectors, agriculture grew at only 1.5 percent over the decade.  
The share of the primary sector in GDP has declined from 25 percent to 15 percent over the decade.  
In contrast, there has been double digit growth in sub-sectors like tourism, finance, and electricity 
(Table 2.1).  In recent years, relatively new economic sectors, like financial services and the hotel and 
restaurant sectors have grown well.

14 The tertiary sector is defined as: wholesale and retail trade; hotel and restaurant; transport, storage, and communication; finance, 
insurance, and real estate; community and social services, and private, social, and recreational services. The primary sector as: 
agriculture; livestock production; forestry and logging; and mining and quarrying. The secondary sector as: manufacturing; elec-
tricity; and construction.
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Table 2.1: Real Annual Growth Rates in Selected Sub-Sectors

2005/06 2006/07 2007/08 2008/09 2009/10
Mining and quarrying 18.1 20.8 19.3 11.6 7.0
Manufacturing 9.5 18.6 18.3 9.8 7.0
Electricity, gas and water 20.4 78.5 38.7 3.4 7.8
Hotel and Restuarant 26.0 18.1 27.1 21.5 6.5
Transport, storage and communication 8.0 7.7 5.7 6.9 10.0
Finance 30.0 14.8 21.8 16.9 3.6

Source: RGoB, Macroeconomic Framework Coordination Committee.  May 2010.

2.3 The electricity sector is projected to be a major driver of the economy over the medium 
term.  The Kingdom has the potential to develop 23,760 MW of capacity, of which only five percent 
has been tapped so far.  Under the 10FYP, the installed hydropower generation capacity is targeted to 
go up from 1,488 MW in 2007 to 1,602 MW, with the planned commissioning of the 114 MW Dagachu 
hydropower project in 2012/13.  In addition, the RGOB proposes to add 10,000 MW of capacity 
by 2020.15  Towards this end, construction work on the 1200 MW Punatsangchhu I, the 720 MW 
Mangdechhu, and the 1000 MW Punatsangchhu II hydropower projects has already commenced, and 
they are targeted to come online by 2017/18.  Detailed Project Reports (DPRs) are under preparation 
for several other projects.   Bhutan has limited domestic demand, and surplus power is exported to 
India at pre-negotiated prices.  In fact, export prices are higher than the average domestic price at 
which energy is sold within Bhutan.  

2.4 Electricity and budgetary grants have been the key sources of government revenue, and 
this pattern is expected to continue over the medium term. Bhutan’s tax base is small, and revenues 
from personal income tax and business income tax have shown very modest growth in recent years.  
In contrast, the average share of electricity in aggregate revenue has been almost 30 percent over the 
last decade — and this is projected to hold during the 10FYP period.  Absolute revenues from the 
electricity sector are estimated to grow at over 7.5 percent per annum over the period.  Similarly, 
almost 40 percent of aggregate revenues have come from grants, and grants account for over 37 
percent of Bhutan’s projected revenues during the 10FYP.  About 80 percent of these grants are 
expected to be tied to specific projects.  India alone accounts for almost 70 percent of grants expected 
during the 10FYP.  

2.5 Even though fiscal and external balances have remained under control, volatility has 
been a cause for concern in recent years.  The fiscal balance has shown an average deficit of 2.5 
percent of GDP between 2002/03 and 2008/09. In fact, strong fiscal discipline and donor assistance 
have resulted in fiscal surpluses during the last three years, although a deficit of more than 6 percent 
of GDP is expected for 2009/10.16 However, there have been strong fluctuations on account of 
Bhutan’s small size and economic base. The fiscal balance has varied from a deficit of 12 percent 
of GDP in 2002/03 to a surplus of over 3 percent of GDP in 2006/07.17 The RGOB’s fiscal stance is 

17 When Tala came on-stream on 2006/07, it boosted domestic revenues by 45 percent, and contributed to the surplus.  In 2002/03, 
purchase of aircraft led to a high deficit.

16 Capital expenditures have been revised upwards by more than a quarter (compared to initial budget estimates for 2009/10) on 
account of land acquisition for green zone areas of Thimphu city, construction of cottages for nuns in Punakha, and expenditures 
incurred to host the South Asia Association for Regional Cooperation (SAARC) summit in April 2010. 

15 Bhutan and India have agreed on a list of 10 hydropower projects to be developed — six under an ‘intergovernmental model’ of 
financing through a mix of grants and loans, and four under the joint venture model whereby public sector companies from both 
countries will implement the project. 
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grounded in the prudent policy of maintaining current expenditures in line with domestic revenues.  
Likewise, the overall balance of payments has remained positive, and foreign reserves have grown 13 
percent annually since 2001/02, largely on account of aid inflows.  However, there has been extreme 
volatility in the current account.  The current account deficit reached a high of 30.4 percent of GDP in 
2004/05, when there were large imports due to the RGOB’s purchase of aircraft.  The current account 
subsequently showed rapid improvement and in 2006/07, Bhutan’s current account balance ended 
in a surplus of more than 14.3 percent of GDP due to robust growth in export of goods and services, 
and delay in Tala’s hydropower interest payments.  India is Bhutan’s main trading partner, accounting 
for more than 80 percent of trade.  Exports tend to be concentrated in goods, while services currently 
represent a relatively small share of exports.  Services exports have been largely stagnant as a share 
of GDP (Figure 2.2).
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Figure 2: Exports as Share of GDP

Goods Services

2.6 The role of Foreign Direct Investment (FDI) in the economy has been increasing (Figure 
2.3).  Prior to 2001/02, there were little or no FDI inflows.  However, following the formulation of 
the FDI Policy of 2002, there have been increased inflows.  The tourism and hospitality sector has 
attracted significant FDI, while ferro-silicon industries and food processing have also been important.  
The 10FYP targets a 10 percent rate of growth in FDI inflows.18

2.7 Bhutan’s overall macroeconomic outlook is positive. The IMF’s 2009 Article IV staff 
consultation also confirms that Bhutan’s macroeconomic outlook remains bright, even though there 
are several challenges.  The hydropower sector remains the key driver of growth given the planned 
expansion in electricity generation capacity. Inflation is expected to trace India’s CPI, averaging 
about 6 percent for the remaining years of the 10FYP period.  The current account is expected to be 
in deficit over the medium-term as new hydropower projects begin construction; however, adequate 
external financing, in the form of capital transfers from India, FDI, as well as loans and grants from 
development partners, is likely to result in overall surpluses and adequate international reserve cover.  
At the same time, implementation of the development agenda is subject to: (i) economic constraints 
including those associated with debt sustainability, and potential overheating due to spillovers from 
hydropower and development spending; (ii) resource constraints from uncertain donor support, 
especially in the aftermath of the financial crisis; and (iii) implementation capacity constraints within 
Bhutan.  On the upside, however, faster private sector growth could result in higher productivity, 
which could deliver added growth dividends without inflationary pressures.

Figure 2.2:

18 This target is backed by a revised Foreign Direct Investment Policy, aimed at attracting more FDI.
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Figure 3: FDI Inflows in US$ Millions
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Figure 4: Unemployment Rate
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2.8 While Bhutan is enjoying substantial growth, driven by strong hydropower performance, 
unemployment is increasing.  Unemployment rates are low overall, but appear to be going up.  It 
should be noted that unemployment data presented in Figure 2.4 comes from various sources, making 
overall comparability difficult.  However, data for 2001, 2004, 2006, and 2009 from various rounds 
of Labor Force Surveys, and from 2003 and 2007 from the Bhutan Living Standard Surveys, point 
to an increasing trend.  Unemployment rates for both men and women have been going up.  Further 
analysis shows unemployment among youth to be particularly high (13 percent) and increasing, and 
is reflective of skills mismatches.

Figure 2.3:

Figure 2.4:
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Box 2.1: Dutch Disease Effects

Small economies relying on specific natural resources for its growth — much like Bhutan depends on hydropower — 
can potentially be affected by Dutch Disease.  The Dutch Disease effect would manifest itself in symptoms like real 
exchange rate overvaluation, high unemployment, lagging growth in tradables, and a shift away from manufacturing.  
However, the limited available data does not show this to be an issue yet in Bhutan.  The IMF’s Article IV staff consul-
tations did not find any evidence to this effect.  The real exchange rate is broadly in equilibrium with the Indian rupee.  
Hydropower revenues have India as the dominant and stable market, which was not affected even during the global eco-
nomic crisis.  While youth unemployment is an issue, general unemployment rates of around 4 percent compare favor-
ably, even with developed countries.  In fact, the ICA Enterprise Survey data show that private formal firms in Bhutan 
are growing rapidly, with the median firm reporting an increase of 36 percent in sales and 25 percent in employment 
between 2006 and 2008 (albeit from low base levels).  The manufacturing, trade, tourism, and ICT sector firms showed 
significant growth.  Young firms, established five years ago or less, report the largest increases in sales and employment 
over the past two years.  The RGOB uses its revenues from hydropower to finance its budgetary expenditures, with the 
social sectors being major areas for government spending.  While this is not yet an issue as per available data, it would 
be useful to monitor closely to guard against Dutch Disease effects.

2.9 In order to generate sustained growth in income and employment, Bhutan recognizes 
the need to diversify its economy.  Blessed with abundant resources, strategic location, cultural 
and religious heritage, and a prudent government committed to the welfare of its people, there is an 
exceptional foundation on which to build.  Given its small size and economic base, the Bhutanese 
economy will continue to remain dependent on hydropower revenues and external grants.  Revenues 
from both hydropower and grants flow into the RGOB’s budget, more than a quarter of which is 
dedicated to the social sectors; education and health.  While Dutch Disease effects are not yet visible 
in the data, it would be important to ensure that this does not become an issue going forward.  It is 
necessary to promote economic diversification for employment generation, as hydropower development 
directly generates only limited additional employment opportunities.  Economic diversification would 
also limit the risks of macroeconomic volatility, arising from delays in hydropower projects coming 
onstream or external assistance failing to materialize as projected.

b) Characteristics of the Private Sector at the Firm Level

2.10 This section examines the characteristics of the private sector in Bhutan. The Bhutan 
Enterprise Survey 2009 sampled enterprises across a range of sectors and regions.19 Interviews 
were conducted between April and June 2009.  Annex 1 shows a breakdown of the sample along 
different dimensions. Most firms surveyed or in the census are located in Thimphu (34.4 percent) and 
Phuentsholing (39.6 percent), followed by Samdrup Jongkhar (18.8 percent); Gelephu has the lowest 
proportion (7.2 percent). 

2.11 The vast majority (83 percent) of the sampled enterprises remains sole proprietorships 
headed by experienced decision makers.   One third of the firms surveyed are owned by women 
(this result is further explored in Chapter 6). On average, the main decision makers have 16 years of 
experience (Annex 1, Table 4).  There is little variety in location or the size of firms.  The experience 
of the main decision makers increases with the age of the firm. 

19 In line with standard enterprise surveys, the Bhutan Enterprise Survey does not include the mining and agricultural sectors and 
targets firms with five employees or more, see Annex 1 for the survey’s methodology.
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2.12 Manufacturing firms are the majority among exporters (90 percent of all exporters), among 
firms located in industrial estates (78.5 percent of all firms in industrial estates), firms younger than 
five years old (54.6 percent of all young firms), and large firms (45.7 percent of all large firms and 
37.2 percent of medium firms). The manufacturing sector is the biggest sector in Phuentsholing and 
Gelephu.

2.13 Construction is the second most frequent sector for large firms after manufacturing (40 percent 
of large firms) and medium firms (36.2 percent of medium firms), while it is the most popular sector 
among firms located in Thimphu (47.7 percent).

2.14 In contrast, Trade is the most frequent sector for small firms (37.2 percent of all small firms), 
older firms (38 percent of firms older than 20 years are traders) and  firms located in Samdrup Jongkhar  
(68.1 percent are traders). 

2.15 The Trade, Transport and ICT (TTICT) sector currently represents the lowest share of 
economic activity in terms of the number of firms, although more than one firm out of five (22.1 
percent) irrespective of size in Thimphu is in TTCIT. TTICT also has a substantial share (22.7 percent) 
of young firms.

c) Changes in the Business Enabling Environment over the Past Years

2.16 Comparisons between the 2002 Private Sector Survey and 2010 ICA help explain changes 
in Bhutan’s business environment. In 2001, Bhutan was the scene of a relatively new, small, 
and underdeveloped private sector. While the number of registered companies has remained about 
the same, they have grown in size. In the manufacturing sector, for example, the number of licenses 
issued increased from 528 in 2004 to 716 in 2007.

2.17 Since then, there has been substantial progress in implementing reforms related to PSD, and 
Bhutan was noted as one of the top reformers in South Asia in the 2008 Doing Business Report. The 
RGOB has developed a rich agenda of policy and institutional reforms, covering labor market issues, 
skill shortages, access to finance, and regulations for facilitating domestic and foreign investment. 
Box 2.5 outlines the major reforms and categorizes them into the primary themes of this report: Labor 
Productivity and Skills; Access to Finance; and Government Business Relations.
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Box 2.2: RGOB Reforms

Many key reforms recently undertaken by the government are likely to change the landscape in which the 2001 and 
2009 enterprise surveys were conducted. In particular, the Cabinet has approved the Economic Development Policy 
(2010), the Mineral Development Policy, and the amended FDI Policy (2010).

Labor Productivity and Skills: The RGOB has embarked on major regulatory reforms to improve the functioning of 
the labor market through the development of flexible labor and employment laws.  Until the Labor and Employment 
Act was enacted in 2007, there was no legislation or policy framework governing labor markets in the country. The Labor 
and Employment Act and its Rules and Regulations have increased worker protections without compromising labor 
market flexibility. In particular, an online recruitment system cut the time needed to obtain permits for foreign workers 
from three months to three weeks by mid-2006, and further to nine days, by February 2007. However some issues 
remain, including the dissemination of the Act and regulatory issues such as stringent restrictions on the recruitment of 
foreign workers. 

Access to Finance: Expanding the range of financial services being offered, particularly through the use of ICT, and 
improving the efficiency of the sector—which until recently was dominated by public sector institutions and lacked 
competition—is a key priority.  The RGOB has encouraged competition by allowing more private financial institutions 
to enter the sector.  Under the new Royal Monetary Authority (RMA) Act, the RGOB has strengthened the legal and 
regulatory framework for the RMA’s the supervisory function with regard to the expansion of financial services and the 
use of electronic payment practices in commercial banks.  This entails the amendment of the Negotiable Instrument Act 
of 1997, and the enactment of the Financial Service Act (FSA), currently at final consultation stage. 

Government and Business Relations: As part of its efforts to reduce the costs of doing business, the RGOB has 
sought to simplify business registration procedures.  Reforms have included initiatives by the Department of Industries 
to streamline the registration process for micro enterprises (enterprises with investments of less than Nu 1 million), to 
build capacity of key staff of the Registrar of Companies, and to initiate a diagnostic of business registration processes 
for medium and large firms governed by the 2001 Companies Act.  The Registrar of Companies no longer requires 
approval for the company’s name from the Intellectual Property Division of MTI.  This step has been eliminated from 
the registration process.  The 2010 Economic Development Policy targets the the burden of compliance through the 
elimination of overlapping approvals and streamlining requirements for business start-up and operations by 2011.  
The newly created Cottage and Small Industries (CSI) department under the Ministry of Economic Affairs (MoEA) is 
taking the lead on completing the legal framework for registration of non-corporate entities. Currently, no agency has a 
mandate to develop an electronic portal (e-Portal) on information related to business licenses.

The Private Sector Development Committee (PSDC), originally established in 2000 as a public-private consultative 
forum for maintaining regular and structured dialogue on cross-cutting and sector-specific policies and strategies for 
facilitating private sector development, had ceased operation in 2003.  The PSDC has recently been re-constituted.  It 
is chaired at the ministerial level with large private sector participation and the Bhutan Chamber of Commerce and 
Industry as its Secretariat. 

In the area of implementing corporate sector reforms, amendments were proposed to the Companies Act in 2000. The 
RGOB established Druk Holding and Investments (DHI) in November 2007 and shifted the shares of most state owned 
enterprises (SOEs) to DHI, to improve corporate governance and operational efficiency.  
Sector Specific Reforms:
To promote tourism, a Tourism Development Master Plan has been finalized and shared with stakeholders. The Plan 
provides a vision, roadmap, and regulatory framework for encouraging private sector entry and growth in the sector. To 
provide legal underpinnings, a Tourism Act has been prepared, and is expected to be in place by 2011.  The sector has 
been very dynamic over the past several years, with tourist arrivals rising from 9,249 in 2004 to 21,094 in 2007.

To foster the ICT sector, the RGOB enacted the Bhutan Information, Communication & Media Act in 2006.  The Act 
encourages local and foreign investment in the ICT and media industry by providing a modern regulatory framework 
that fosters a convergence of information, computing, media, and communications technologies, and facilitates 
privatization and competition. 
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d) Impact of the Global Financial Crisis on the Bhutanese Private Sector

2.18 While the overall effect of the financial crisis on Bhutan has been small due to Bhutan’s 
limited global integration, Enterprise Survey data shows adverse effects on firms in the tourism 
sector. The Enterprise Survey is not designed to access the impact of a crisis. Nevertheless, the 2009 
Bhutan Enterprise Survey included one question which asked firms what has been the main effect 
of the financial crisis on their businesses. Responses indicated that the hotel sector has been most 
affected by the financial crisis, with over 90 percent of firms reporting a reduction in sales as the main 
effect of the crisis. It is also notable that the transport, storage and communications, and the computer 
and business sectors have also been substantially affected, with over 50 percent reporting a reduction 
in sales as the main effect of the crisis. With respect to the tourism industry, data on tourism revenues 
show a decline of 18 percent compared to 2008, corroborating firms’ responses (Figure 2.5).20

Figure 2.5: Convertible Currency Tourism Revenues in Bhutan
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e) Strategic Infrastructure Enabling Environment

2.19 While there are significant regional differences, average delays in getting electrical, water 
and telecommunications services do not appear very severe and are lower than the region; 
14.7 days for an electricity connection, 20 days to obtain water connection, and  3.4 days to obtain 
telephone connection.  Informal gift payments are not widespread.  

2.20 Major progress has been achieved on both pricing and infrastructure issues to ensure 
good telecommunications connectivity in Bhutan. A tariff order placing a price cap on wholesale 
bandwidth tariffs was issued by the ICT and media regulator of Bhutan (BICMA) in June 2009. 
The new ceiling price for leased lines in Bhutan, a reduction of 67 percent of previous bandwidth 
prices, would change Bhutan’s competitive position in the provision of connectivity. The new tariff 
order would make Bhutan’s international bandwidth prices lower than regional averages, including 
Bangladesh (by 32 percent), Pakistan (by 12 percent), and Sri Lanka (by 20 percent).21 This in turn, 
would allow the private sector to fully embark on productivity upgrading, while strengthening 
Bhutan’s comparative advantage as a location for export-oriented IT services.  The challenge now 
lies in the implementation of the tariff order. In addition, the roll-out of additional communication 
infrastructure for a second international telecom gateway is expected to be completed by early 2011. 

21 Source: BICMA Tariff Order, June 2009

20 Data from the first half of 2010 suggests that the sector might be recovering from the effects of the crisis.



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 18

2.21 The incidence of power outages in particular, though experienced by 27 percent of firms 
in 2008, is much lower than regional averages.  Firms that suffered such incidents reported that this 
caused a loss of 4.3 percent of sales on average.  Costs incurred by small firms (5.3 percent of annual 
sales) have been much higher than large firms (0.8 percent of annual sales). In line with the regional 
disparity in power outage incidents, a disproportionately high percentage of firms in Gelephu (30.4 
percent) owns or shares a generator, compared to the national average (17.8 percent).  In contrast, 20 
percent of firms in Samdrup Jongkhar own or share a generator and only 14 percent in Thimphu (see 
Annex 4 for more detail).  

2.22 The availability of low-cost hydro-power energy and resource endowments, deriving from 
electricity export revenues, are anticipated to help transform the industrial landscape in Bhutan 
with the development of a wide range and host of clean industries and high-technology enterprises. 
However, the availability of electricity in Bhutan is subject to seasonal changes and supply 
constraints are expected from 2010 until 2015 (see Box 2.3, below).

Box 2.3: Bhutan’s Power Supply Constraints

Consultations with Bhutan Power Corporation (BPC) underscored the characteristics of electricity generation in 
Bhutan, which is derived from run of the river hydropower plants for which energy generation in the winter months 
is only about 25 percent of energy generation during monsoon season. As a result, until the pipeline of planned power 
projects is brought to fruition, power production during the winter months may be inadequate to meet the demand 
of proposed power intensive industries.  Discussions with the Ministry of Economic Affairs highlighted a projected 
electricity deficit between 2010 and 2015 and outlined strategies to address the shortfall including energy banking 
from India, curtailing usage, and supporting captive power. The Bhutan Department of Energy puts current firm power 
supply at 288 MW and projects energy shortfalls in both optimistic and worst case demand scenarios from 2010 to 
2015 when capacity addition is expected with the commissioning of the 1200 MW Punatsangchhu-I hydropower 
project. Bhutan has 23,760 MW of hydropower potential.

Current Power Capacity (MW)  

Firm Power Generation Capacity at Present (2010)

Generation plant Firm power (MW)

Chukha Hydropower Plant (336 MW) 84

Basochhu (I&II) Hydropower Plant (64 MW) 15

Kurichhu Hydropower Plant (60 MW) 15

Tala Hydropower Plant (1020 MW) 170

BPC's own generation through mini/micro hydro plants 4

TOTAL 288

Source: Bhutan Energy Department

Power Demand Projections (MW)

Source: Bhutan Energy Department

2.23 Unsurprisingly, given Bhutan’s landlocked geography, ground transportation problems 
cause significant losses for all firms in Bhutan. Almost half (45.6 percent) of Bhutanese firms 
reported losses due to ground transportation in 2008, while 11.1 percent reported air transportation 
losses. Ground and air transportation constraints were by far the most serious problem for TTICT 
firms.  The larger the firm, the more likely it suffered losses due to transportation.  Fifty-two percent 
of exporters experienced losses due to ground transportation difficulties, only slightly more than non 
exporters (40 percent), and were little impacted by air transportation losses (experienced by only 2.3 
percent of exporters).   With almost two thirds of Bhutanese firms importing inputs from outside Bhutan, 



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 19

it is unsurprising to find that all firms are impacted by transportation issues. Perceptions confirm the 
losses experienced by Bhutanese firms due to transport difficulties. Transport is a bigger obstacle to 
the business environment than customs and trade regulations (Figure 2.6). Heavy regulations on the 
transportation of goods within the country was also identified in focus group discussions as a major 
barrier and likely a significant cause for the losses due to ground transportation experienced by a high 
proportion of firms in Bhutan. 

Figure 2.6: Firms With Losses Due to Air/Ground Transportation Difficulties

Source: Enterprise Survey data (2009)

2.24 International comparisons confirm the assessment provided through the Enterprise 
Survey. Compared to the rest of the world, Bhutan fares very well in terms of access to electricity, 
but transportation constraints remain relatively high (Table 2.2). Regionally, Bhutanese firms are 
the least concerned about access to electricity. In terms of perception of electricity as a constraint, 
Bhutan does better than the region and almost all comparator countries except for Botswana, which 
also ranks quite similarly at 6.77 percent. However, firm perception of transportation as a major 
constraint remains relatively high at 17 percent, which is in line with the regional perception (but 
interestingly not worse), as well as with all comparator countries (with the exception for Mauritius, 
where almost half of the private sector rates transportation as a major constraint). 



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 20

Table 2.2: Electricity and Transportation Constraints

Country Number of Power 
Outages in a Typical 

Month

Value Lost Due to 
Power Outages (% of 

Sales)

% of Firms Identifying 
Electricity as a Major 

Constraint

% of Firms Identifying 
Transportation as a 
Major Constraint

South Asia 42.2 10.8 53.4 18.6

Bhutan 3.14 4.33 5.83 17.01

Botswana 1.74 1.4 6.77 13.39

Cape Verde 12.53 8.85 65.31 18.56

Costa Rica ... 1.94 16.62 15.74

Lao PDR 1.71 n.a. 22.2 11.79

Lesotho 7.17 6.65 44.25 19.77

Mauritius 3.57 2.23 42.94 45.77

Source: Enterprise Survey data

2.25 The next four chapters analyze the key themes of this year’s ICA, focusing on the main 
business enabling environment constraints reported by firms (labor and skills, finance, and 
regulations) and exploring gender issues within the Bhutanese private sector.
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CHAPTER 3: LABOR PRODUCTIVITY AND SKILLS 

“The role that quality human capital can play in promoting innovation, creativity and enterprise is 
crucial.”22

3.1 The creation of good employment opportunities is one of the important goals of the 
RGOB. The 10FYP attaches high priority on tackling Bhutan’s rising unemployment problem, 
particularly among youth, by helping create high quality jobs for labor market entrants while 
enhancing productivity of the workforce. With public sector employment not growing rapidly, it is 
the private sector that is expected to play an important role in creating these jobs.  However, despite 
rapid economic growth and the relatively rapid development of the formal private sector over the past 
few years, the overall unemployment rate rose to 4 percent in 2008 from 3.7 percent in the preceding 
year.  Unemployment has risen especially rapidly among youth 15-24 years old, from 2.2 percent in 
1998 to 9.9 percent in 2007, and 13 percent in 2008.23 This is of concern given that 15 to 24 year-olds 
represent a fifth of the Bhutanese population.24 Rising levels of youth unemployment is an alarming 
trend that the government is paying close attention to. At the same time, private sector firms report 
the unavailability of adequately trained workers.  This is surprising given that Bhutan has one of the 
most highly educated workforces in the region, which should be an attraction and not a constraint for 
businesses.  

3.2 This chapter attempts to use the results of the indicator survey and the employee survey 
to shed some light on these apparent paradoxes. It argues that while the private sector in Bhutan 
is growing fast and is optimistic about the future, its competitiveness will depend critically on its 
ability to innovate and move up the productivity ladder. This will depend on raising the capacity of 
firms to absorb innovation, for which a growing, skilled, and happy workforce will be key. Currently, 
however, labor skills are emerging as a constraint. Easier access to foreign workers can help alleviate 
the problem in the short run. In the long run, the government and the private sector will need to work 
together to address these issues.

Can the Private Sector create Jobs?a) 

3.3 The survey shows that private formal firms in Bhutan are growing rapidly and creating 
jobs. The median firm reported an increase of 36 percent in sales and 25 percent in employment 
between 2006 and 2008.25 In terms of sales growth, the firms in the construction sector, and those 
in the tourism and ICT sector, reported the largest increases. The median firm in this sector reported 
63 percent growth (Table 3.1). Even the median firm in the manufacturing and trade sectors, which 
grew less rapidly, showed 25 percent growth over two years. Most firms seem to be on a growth 
path and are optimistic about their short-term prospects.  75 percent of all firms and 87 percent of 
manufacturing firms expect an increase in sales in fiscal year 2010.  

22 Tenth-Five Year Development Plan 2008-2013, Chapter 3 Strategic Framework
23 Ministry of Labour and Human  Resources, Labor Force Surveys
24 In 2007, 15 to 24 year-olds accounted for over 130,000 people or 20 percent of the total population surveyed, large compared to 

the age groups 25 to 34, 35 to 44, 45 to 54, and 55 to >60 which accounted for between 10 percent and 15 percent of the population 
surveyed. National Statistics Bureau (2007)

25 We use the median firm for analysis because there is wide variation in the size of firm, and using the average gives more weightage 
to outliers.
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3.4 Employment growth was also reported across the board, with all sectors reporting fairly 
robust job growth.  Growth is a dynamic process, and not all firms grow. In our sample, about 18 
percent of firms reported cutting down their workforce.  At the same time, 46 percent reported more 
than a doubling of their workforce in just two years.  Surprisingly, large firms, employing 100 workers 
or more, reported among the fastest increases in sales and employment, suggesting a rapid scaling 
up.26  Construction and trading enterprises reported among the largest increases in employment.  These 
are also the sectors that have potential for creating the most jobs as they grow because their elasticity 
of employment and the percentage increase in employment for every one percent increase in sales 
turnover is the highest among the four broad sectors. Job creation was fastest in the Gelephu/Sarpang 
region, and in Thimphu/Paro.  

Table 3.1: Employment and Sales Growth by Firm Type (2006-2008)

Median Sales  
Growth (%)

Median Employment 
Growth (%)

All 36 25

Small 27 15

Size Medium 44 25

Large 41 104

Manufacturing 25 11

Sector Construction 73 50

Trade 25 23

Transport and ICT 63 14

Thimphu/Paro 67 30

Location Phuentsholing 31 12

Gelephu/Sarpang 41 117

Samdrup Jongkhar 23 20

Young 63 40

Age of firm Midage 33 30

Established 31 12

Source: Enterprise Survey data

3.5 The private sector is relatively young and changing rapidly.  The survey reveals that a 
relatively large number of private enterprises in Bhutan, about 24 percent, are less than 5 years old. 
It is hard to call them start-ups because about a quarter of them are large, employing 100 workers or 
more (The average size is around 60 workers). Interestingly, young firms report among the largest 
increases in sales and employment over the past two years. The average young firm added about 21 new 
workers over the past three fiscal years, compared to 10 for mid-age firms (between 5 and 15 years), 
and 15 for established firms. There is also an interesting difference with their older counterparts: more 
than half the new enterprises are manufacturing firms, in contrast to older firms which tend to be more 
concentrated in the construction and trade sectors (Figure 3.1).  The survey thus gives the impression 
of an emerging private sector taking root, shifting to new grounds, and slowly coming into its own.

26 These results are based on recall data: the respondents were asked to recall their sales and employment two years back.
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3.6 Most firms seem to be on a growth path and are optimistic about their short-term 
prospects.  Fifty-two percent of firms report that sales increased in fiscal year 2008 and 75 percent 
of firms expect an increase in sales in fiscal year 2010.  While only 44 percent of manufacturing 
firms report that sales increased in 2008, 87 percent of them expect an increase in 2010.  

3.7 The private sector appears to have the potential to become an engine of job growth. 
The increased dynamism in the private formal sector, in terms of both the entry of new firms and the 
growth of existing ones, suggests that with a little support, the private sector has the potential to grow 
rapidly and create jobs.

Figure 3.1: Sectoral Distribution of Firms by Age 

Source: Indicator Survey, 2008

Emerging Labor Market Constraintsb) 

3.8 The rapid growth of the private sector has created demands which the labor market in 
Bhutan has not been able to meet fully yet.  The development of the private sector in such a major 
way is a recent development for Bhutan.  The institutions for training workers and for regulating 
the employer-employee relationship, consequently, require support to change and sustain this 
development.  In the meantime, however, workforce related issues have become a major constraint 
for business.  The percentage of Bhutanese firms identifying labor skills as a major constraint remains 
relatively high at 12.63 percent.  Another 10 percent of respondents cited “labor regulations” as a 
major problem.

3.9 Labor costs are higher in Bhutan than in neighboring countries, highlighting the need 
to raise productivity to remain competitive.  A common complaint of Bhutanese businesses is that 
labor costs in the country are higher than in the region.  Similar surveys conducted in neighboring 
countries confirm this:  average labor costs in Bhutan works out to be almost 45 percent higher than in 
India (Figure 3.2). However costs alone do not determine competitiveness; these need to be weighed 
against labor productivity. The survey results show that labor productivity is also high in Bhutan, 
and that the unit labor cost (the amount of value generated by a typical worker paid back to her as 
wages and salaries) is correspondingly lower than in many neighboring countries.27  Disaggregating 
further, unit labor costs are significantly lower than in the region for service sector firms, and about 

27 Comparability to the larger set of comparator countries is limited by data availability.
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the norm for manufacturing. The implication is that for Bhutan’s current industrial structure, labor 
costs are competitive in general, but especially in services. Another implication is that for Bhutan 
to become more competitive, firms have to move into higher productivity activities and adapt and 
innovate faster than its competitors. For example, firms in Bhutan using internet access or an office 
management system have significantly higher than average labor productivity. For firms to move into 
higher productivity activities, an educated and skilled workforce is a pre-requisite. It is also important 
to keep training the workforce in these new activities.

Figure 3.2: Labor Costs and Unit Labor Costs for Bhutan and Neighbors

Source: Staff Estimates based on Bhutan Indicator Survey (2009); Investment Climate survey of India (2004), Bangladesh (2006), 
Sri Lanka (2003). 

3.10 Increasing the capacity of private firms to absorb technology and innovate is critical.  
Bhutanese firms currently have amongst the lowest usage levels of foreign technology, or internationally 
recognized quality certification. Only rarely do firms located in Bhutan license technology from a 
foreign-owned company (in 6.9 percent of cases). Similarly Only 5.4 percent of Bhutanese firms have 
internationally recognized quality certification which is almost half the regional average of 9.5 percent 
(Table 3.2). International evidence supports that ISO certification has a positive correlation with 
productivity levels. The Bhutanese market is, therefore, not taking advantage of foreign technology 
use or international quality certification as a way to better compete in domestic or international 
markets. Why? In part, the absorptive capacity of firms is determined by conditions internal to the 
firm, such as the presence of foreign investors and engagement in foreign trade. FDI acts as a channel 
of technology transfer when investors introduce product and process technologies from their home 
countries to their domestic subsidiary. Not only can a multinational corporation introduce technology 
within the subsidiary, but spillovers, including backward and forward linkages, transmit technology 
to domestically-owned firms.28  Facilitating FDI and encouraging trade can potentially improve firms’ 
capacity to innovate. Another important determinant is the technological capacity of local industries 
in terms of skill levels of the workforce. 

28 Borensztein, Gregorio and Lee (1998)
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Table 3.2: Quality Certification and Technology

Country % of Firms With 
Internationally-

Recognized Quality 
Certification

% of Firms Using 
Technology Licensed 

from Foreign 
Companies 

% of Firms using its 
Own Website

% of Firms 
Using Email to 

Communicate with 
Clients/suppliers

South Asia 9.5 5 35.5 52.7

Bhutan 5.37 6.92 30.11 58.49

Botswana 12.66 22.15 13.32 44.22

Cape Verde 12.24 2.13 21.28 44.68

Costa Rica 10.45 32.36 76.92 87.19

Lao PDR 7.24 ... 22.95 28.84

Lesotho 24.67 11.45 22.08 44.3

Mauritius 11.14 14.4 35.91 69.33

Source: Enterprise Survey data

3.11 An inadequately trained workforce is a major complaint of businesses. For businesses to 
remain competitive, they have to engage in high productivity activities, for which a skilled labor force 
is necessary. At the same time, one in ten firms in Bhutan feels that the low level of workforce skills 
is the biggest obstacle they face in their operations.  These findings resonate with discussions with 
industry representatives who, across industries, reported the lack of skilled professionals as a serious 
issue.  Workforce training was the problem most commonly reported by enterprises engaged in the 
construction sector, and among the top three concerns of manufacturing firms.  Medium and large 
firms were also more likely to report this to be the biggest problem they face, as were exporting firms. 
These findings merit concern because these are among the fastest growing segments of the private 
sector.  Unless the issue of skills mismatch is understood and tackled head-on, it has the potential of 
becoming a binding constraint for the most dynamic segments of the private sector.

Figure 3.3: Percentage of Firms reporting Workforce Skills as Major Constraint

Source: Enterprise Survey data (2009)

3.12 Attrition rates are high in certain segments. The survey asked firms about the permanent 
full-time workforce they had at the beginning of fiscal year 2008, and how many workers left the 
establishment during the year. This allows a rough calculation of the attrition rates.  While the median 
attrition rate, 3.8 percent, is not high, almost a quarter of firms reported attrition rates in excess of 
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14 percent.  Attrition rates were reported to be very high in the tourism and ICT sector, and also in 
the construction sector. What could be behind these? High attrition rates could reflect emerging labor 
shortages. There is some support for this because turnover rates were highest in the Gelephu/Sarpang 
region, and in the Thimphu/Paro region, both regions where firms also reported high job creation. 
Focus group discussions with industry also highlighted labor shortages of both highly skilled and 
unskilled workers. Alternately they could arise from lack of clarity in employer-employee mutual 
expectations.  If so, one would expect them to be higher for young firms than for older firms, where 
relations would be more established. The survey does find higher turnover rates for younger firms 
(Table 3.3).  High turnover rates can be a problem because they reduce firms’ incentives to invest in 
worker training, an urgent priority in Bhutan.

Table 3.3: Median labor Attrition by Firm Characteristic, 2008

All 3.8

Manufacturing 3.7

sector Construction 4.7

Trade 0.0

Trade and ICT 10.0

Thimphu/Paro 4.8

Location Phuentsholing 1.1

Gelephu/Sarpang 7.9

Samdrup Jongkar 0.0

Young 5.7

Age of firm Midage 4.0

Established 0.8

Source: Enterprise Survey data

3.13 The Indicator survey further suggests issues in the institutional framework governing 
labor relations. About 10 percent of firms cited “labor regulations” as a major problem for them. 
This is surprising because the survey was conducted in 2009, before the implementation of the 
Labor and Employment Act (2007). Prior to this, there was no labor market legislation in Bhutan, 
with the exception of some fragmented regulations pertaining to minimum wages and, since 2006, 
occupational health and safety. It is unclear; therefore, what firms meant by this response. Subsequent 
follow-on discussions reveal that in part, firms are confused about labor rules, immigration, and other 
regulations relating to hiring foreign labor (see section C below). Another possibility is that firms 
were actually complaining about the lack of an institutional framework which specifies the rights and 
responsibilities of both employers and employees and brings an element of predictability into their 
relationship. Lack of clarity on the rights and responsibilities of employers and employees creates 
unfulfilled expectations, and could lead to worker dissatisfaction and high labor turnover.   

3.14 Access to Finance and reliable power supply also increase labor productivity.  Analyzing 
the survey data shows that after controlling for other firm, sector and locational factors, firms which 
have better access to finance have significantly higher labor productivity.29 (See Chapter 4 for more 

29 Access to Finance measured as proportion of working capital financed by bank loans
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discussion on access to finance)  This probably reflects their ability to invest in better technology. In 
addition, firms that have more reliable power supply are associated with higher labor productivity.30 

3.15 Solving these issues will require action on part of both the government and the private 
sector.  The long term solution to Bhutan’s labor problems lies in (a) increasing the pool of workers 
willing to work in the private sector and (b) training workers to meet the requirements of the sector. 
This will require concerted action by both the public and private sectors. The next section discusses 
these issues in greater detail.  

Increasing the Supply of Workers for the Private Sectorc) 

3.16 Firms can attract workers by improving working conditions and focusing more on 
human resource development.  Many Bhutanese are not attracted to work in the private sector 
on account of perceptions of low quality jobs, lack of career opportunities, and poor remuneration.  
The employee survey conducted alongside the Enterprise indicator survey reveals that 36 percent 
of employees were dissatisfied with their salary (Figure 3.4). Women in managerial or professional 
positions earn less than their male counterparts (see Chapter 6 for more details). Another 22 percent 
were unhappy with their benefits and working conditions. Analyzing the potential reasons for this, 
more than two-thirds of employees reported that they were not entitled to any remuneration if their 
contract was prematurely terminated. More than a quarter did not get any paid leave.  Half of the 
employees worked more than 48 hours per week. Unless the private sector can improve employee 
satisfaction, it will be difficult to attract workers, especially the more educated and skilled, given 
that the public sector dominates employment and offers better terms of employment. Focus group 
discussions with industry pointed in the same direction; the private sector could not compete with 
the public sector in terms of opportunities for career advancement and further learning. The public 
sector remained the sector of choice for most graduates, and the private sector could only get what 
was left. 

3.17 Salary caps constrain the ability of the private sector to recruit talent in some areas. 
Enterprises reported that regulations imposed caps on the salary that could be paid to professionals 
depending on firm size and whether it was incorporated. In some sectors, like ICT, these caps were 
lower than market rates for skilled professionals, which limited the ability of employers to recruit or 
retain skilled personnel.
 
3.18 The Government also has a role to play through creating a labor code to improve 
employment conditions in the private sector. Such a code, by laying down the basic rules of the 
employer-employee relationship, has the potential to build trust between the two, and protect the 
rights of the worker. This is ultimately in businesses’ own interest.  The introduction of the Labor and 
Employment Act (2007) is an important strategic initiative in this respect. It encourages job creation 
and efficient labor allocation while simultaneously protecting fundamental rights of workers. This 
survey was conducted prior to the implementation of the Labor and Employment Act. Its findings can 
be used as a baseline for comparison with future surveys in order to assess the extent to which it has 
fulfilled its promise. 

30 This is measured as the number of hours of power outage in a year.



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 28

Figure 3.4: Major Problem Identified At Work Place

Source: Employee Survey (2009)

3.19 Easier access to foreign workers can help alleviate the problem. Bhutanese enterprises are 
very heavily dependent on foreign labor.  Foreign workers account for a fifth or more of all workers in 
half of the surveyed enterprises, and in about 10 percent they dominate. Overall, the demand is higher 
for skilled workers from abroad, which is understandable given that the shortages in Bhutan are most 
acute for skilled and experienced workers.  At the same time, manufacturing and trade sector firms 
tend to employ more unskilled foreign workers.  The government has taken steps to facilitate access 
to foreign workers, most notably through establishing an online system for applying for such workers. 
Most respondents felt that this was working well. However, there were a number of other regulations 
in place which businesses felt were constraining.

3.20 Some regulations, however, hinder the employment of foreign workers.  These regulations 
govern restrictions on the number of foreign workers a firm can employ, and the establishment 
of a system of labor hiring agents (Box 3.1).  The number of foreign workers an establishment is 
permitted to hire is determined by the Ministry of Labor and Human Resources.  However, in follow-
up discussions it emerged that businesses were unclear about basis for their allocation and many 
complained that approvals were much lower than the number they actually needed. There was also 
an issue with the duration of work permits. A permit is issued for only one year, renewable up to 
three years. However, for each renewal/extension, an additional fee is levied, which is substantial. 
Another issue pertained to the requirement that all semi-skilled and unskilled foreign workers be 
hired through agents licensed by the government.  Businesses expressed their dissatisfaction with this 
regulation because they felt that agents offered no real service but were costly.  The objective of these 
regulations, to protect jobs for the Bhutanese, is understandable. However, consulting businesses in 
the framing of these regulations, and establishing clear guidelines, could go a long way in meeting the 
government’s concerns along with those of the private sector.
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Box 3.1: How many foreign workers are allowed into Bhutan?

The Royal Government has approved 30,000 foreign workers as the maximum ceiling till further notice. The ceiling 
can be changed by the government from time to time depending on economic activities, national security, and supply 
of Bhutanese workforce who need to be provided with gainful employment. The various restrictions and limitations 
imposed on recruitment of workers must be understood within this context.
According to the Ministry of Labor and Human Resources (MOLHR) Foreign Workers Statistics, as of 20th January 
2010:

Current Foreign Workers in the Country: 26,388 1. 
No. of Female Foreign Workers = 231 2. 
No. of Male Foreign Workers = 26,157 3. 

Source:  Hand Book: Recruitment of Foreign Workers (MOLHR)

Improving Worker Training and Skill Developmentd) 

3.21 Bhutan’s workforce is by and large well educated. A survey of employees reveals that 
40 percent of workers have completed secondary education. Another 15 percent have a university 
degree or higher (Figure 3.5). This is significantly better than regional standards, and indeed could 
be one of the big attractions for skilled labor intensive businesses.31  In India, for example, in 2004, 
just 16 percent of the population aged 15 or more had completed secondary education and 5.5 percent 
had attained higher degrees.32 In 2000 in Bangladesh, the figures were 14 percent and 3 percent 
respectively.33 At the same time, however, a very small segment of the workforce has vocational or 
technical training. This could represent a major constraint as the private sector grows and diversifies 
into new areas. The lack of training and experience is likely to be behind the complaint of inadequate 
labor force skilling identified by private firms. 

Figure 3.5: Workers’ Completed Level of Education

Source: Employee Survey (2009)

31 For more detailed discussion on women in the workplace, please see Chapter 6.
32 This is not an exact comparison because we are comparing educational attainments among the workforce in Bhutan to those of 

the working age population in other South Asian countries.
33 Riboud, Savchenko and Tan (2007)
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3.22 Many labor market entrants have poor or the wrong set of skills, and there is a substantial 
mis-match between the skills supplied by jobseekers and those demanded by the market. While 
the survey did not go deeper into the specific problems faced by firms, some issues raised by them in 
an industry forum and a follow-up survey were: 

There is a skills mismatch issue as workers coming from the educational and vocational •	
training system were not up to industry requirements. 
The vocational training imparted by Bhutan Training Institutes (i.e. the courses on offer) is •	
often not relevant for industry. At the same time, other areas where there was strong industry 
demand were not on offer. 
There is also a problem with the certification system because even certified workers lacked •	
basic skills. Such quality assurance and training also could not be provided by professional 
associations because these did not exist in many cases. 
There are no providers of mid career re-skilling or training. •	

3.23 Firms do not, however, invest in skills development for their workforce. When the workforce 
is relatively well educated, but has insufficient exposure to practical and applied studies that equip 
them for employment in the private sector, firms have trained workers themselves.  However, few 
firms, less than a quarter of firms in the survey, have formal training programs for their employees.  As 
could be expected, this varied a lot across sectors. The incidence of training was high in the tourism 
and ICT sector (41 percent), but very low in the trade sector (14 percent).  Larger firms were more 
likely to train than small firms (Figure 3.6).  A survey of employees points to the same trend: only 
around 14 percent have received formal training through their establishment. These results suggest 
that most training happens informally on the job.  

Figure 3.6: Share of Firms Offering Formal Training

Source: Enterprise Survey data

3.24 Few firms have benefited from government training programs. If individual firms are 
unable or unwilling to invest in training their workforce, the government potentially has an important 
role to play. However, few firms reported benefiting from government training programs, with the 
notable exception of firms in the tourism and ICT sectors. Another anomaly is that large firms, with 
100 workers or more, report having benefited more from these. Thus, government programs seem to 
be missing small and medium enterprises, presumably the segment that needs this support the most. 



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 31

Box 3.2: Government’s Training Initiatives

The RGOB offers support to the private and corporate sector for training in two ways:  it runs its own training programs 
and offers financial support in the form of full or partial scholarship depending on the relevance of the course.

Training is provided directly by the government through mobilizing funds from donor agencies. These are based on 
market needs as communicated by industry and trade associations, by other stakeholders, and through market surveys. 
The trainings are aligned with the government’s priority areas like hospitality, ICT and construction. To the extent that 
these are provided by different agencies/ministries, there is a need to coordinate so that there is no duplication and 
wastage of resources.

The government also receives ad hoc scholarships from donor agencies. MOLHR facilitates the distribution of these to 
individuals after receiving nominations from relevant sectors or agencies. Sometimes these are advertised in the media 
and awarded on a competitive basis. 

The budget for training is allotted between corporate, and micro, small, and medium enterprises in the ratio of 30:70. 
However, very few enterprises in the latter category usually show interest in taking up training on a cost sharing basis, 
and as a result is the remaining budget is often reallocated to the corporate sector.

No impact assessment studies have yet been conducted on the government’s training programs.  The only feedback is 
from participants who share their experiences and give recommendations to the government. 
Source:  World Bank secondary research (January 2010)

 
3.25 Some important new initiatives of the RGOB in this respect are outlined below. The 
government realizes the necessity of focusing on enhancing employability, matching demand and 
supply, and easing labor market imperfections. 

Improving quality of vocational education and training (VET)•	 . In order to improve quality of 
and accessibility to VET, the RGOB proposes to establish a quality assurance process, and 
will undertake medium term measures including, the analysis of labor market trends and a 
subsequent development of occupational standards for about 100 trades, and of respective 
curricula for training programs. The Department of Occupational Standards will define 
applicable standards for all priority occupations and the Department of Human Resources 
will develop the revised curricula, so that all courses in VTIs are in line with the occupational 
standards by the end of the 10FYP. 
Expanding the Apprenticeship program•	 . The RGOB has taken steps to introduce pre-
employment programs to improve skills and employability. Among them, the Apprenticeship 
program has shown good results as placement rates of its graduates exceeded those of graduates 
from VTIs. This program is set to be expanded further over the next two years. 
Monitoring and evaluation of training programs•	 . To improve monitoring and evaluation 
(M&E) of training programs, the MOLHR plans to develop a Concept Note for M&E activities. 
A tracer study for the VET and Apprenticeship programs has already been designed and will 
be carried out in late 2008, and other programs will also be evaluated. This is expected to lead 
to better design of programs. 
Pioneering Corporate Social Responsibility•	 . MOLHR has recently pioneered corporate social 
responsibility programs through the Bhutan Private Sector Development Program, funded by 
the World Bank. RGOB has signed several MoUs with large established multinationals who 
may be interested in locating some activities in Bhutan in the future. 
Certification. •	 To achieve success in exporting high value niche products, certification is a 
prerequisite (for example verifying its eco-friendly character, fair trade, organic, etc). Similarly 
for service exports, international recognition of qualifications is critical. 
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Conclusionse) 

3.26 As the private sector grows and develops in Bhutan, a supportive labor market will be 
necessary to sustain its dynamism. To remain competitive, Bhutanese enterprises need to raise 
productivity through moving into higher productivity sectors, upgrading technology, and innovating.  
An educated and skilled labor force is, therefore, a prerequisite. Worker training is also essential 
to upgrade skill levels. Currently, however, while the workforce is well educated, very few have 
vocational or technical training. When they do have vocational and technical training, it is not up to 
market requirements. The consequent shortage of skilled workers is reflected in high labor costs and 
attrition rates. These in turn, reduce incentives for training, particularly for smaller enterprises.  

3.27 Another issue is that in the past, the lack of an institutional framework specifying the rights 
and responsibilities of employers and workers, and the dominance of the public sector, has created 
expectations that the private sector does not have the tools to meet. Therefore, the private sector has 
been unable to attract and retain the best talent in the country. 

3.28 The government has an important role to play in alleviating these problems. First, it has 
to improve the skill provision system to increase both the number of people getting trained, and the 
quality of the training by aligning it more closely to market needs.  Second, it has to create the basis 
for harmonious employer-employee relations by implementing the Labor and Employment Act in 
consultation with businesses and workers. Third, by alleviating temporary labor shortages through 
improving access to foreign workers, keeping in mind both national imperatives but also business 
needs. 
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CHAPTER 4: THE ACCESS TO FINANCE PARADOX

“Financial sector management and reforms must be in tandem with developments in the real 
economy given that the real sector is market-driven and operates in a highly competitive 

environment.”34

4.1 There is a noticeable discrepancy between the perceived level of access to finance and the 
actual level of financial outreach. Bhutan is in a superior position to other South Asian countries in 
terms of financial outreach at the firm level. For example, it has a high ratio of firms with loans and 
bank accounts, and of firms using banks to finance investment and expenses. However, the firms in 
Bhutan have in both the 2001 and 2009 Enterprise Surveys, perceived access to finance as a major 
constraint, and this perception has grown over the last few years. How can we explain why this 
perception persists when Bhutanese firms have much better financial outreach than other comparable 
countries? This chapter attempts to resolve this paradox and proposes a way forward to support access 
to finance in the Bhutanese private sector.

a) Overall Financial Sector in Bhutan

4.2 The financial system in Bhutan was, until January 2010, composed of a central bank, five 
financial institutions (FIs), a pension fund, and a securities exchange. 35  The supervision and regulation 
of all these institutions is the responsibility of the Royal Monetary Authority of Bhutan (RMA). The 
two commercial banks dominate the financial sector, holding 85.5 percent of the sector’s total assets 
as of June 2008. An efficient financial system triggers savings, investment, and economic growth by 
easing information, enforcement, and transactions costs.36

4.3 The financial sector in Bhutan has experienced rapid growth in the provision of credit 
over the years but does not yet fully meet the needs of the real sector. As shown in Figure 4.1, 
the total volume of credit provided by the financial sector has increased from Nu.8.15 billion to 
Nu.27.5 billion between 2003 and 2009.  Credit to the private sector accounted for about 93 percent 
of the total outstanding credit as of December 2009, and increased by 22 percent from 2008. In 
line with the trend observed worldwide, growth in personal consumption loans has been faster than 
growth in commercial lending and now represents almost a fifth of commercial banks’ investments. 
The sector-wise break down of total outstanding credit to the private sectors shows that, as of June 
2009, the building and construction sector constituted the highest share with 29 percent, followed 
by manufacturing with 21 percent, trade/commerce sector with 17 percent, and service and tourism 
sector with 13 percent. However, this rapid credit growth has not fully met the financial needs of the 
real sector, resulting in the continued and growing perception by firms of access to finance as a major 
obstacle.  Until recently, while the economy grew at a fast pace, the financial sector remained almost 
unchanged in terms of the number of commercial banks, variety of innovative financial products, and 
necessary financial sector infrastructure. 

34 Royal Government of Bhutan (2009) Tenth Five Year Development Plan, Section 4.6 Financial Intermediation
35 These include: two commercial banks, the Bank of Bhutan (BOB), and the Bhutan National Bank (BNB); the Royal Insurance Cor-

poration of Bhutan (RICB); the Bhutan Insurance Limited (BIL); and the Bhutan Development Financial Corporation (BDFC).
36 Levine (2005) puts forth a classification of the functions provided by the financial system: (i) produce information ex ante about pos-

sible investments and allocate capital; (ii) monitor investments and exert corporate governance after providing finance; (iii) facilitate 
the trading, diversification, and management of risk; (iv)  mobilize and pool savings; (v) ease the exchange of goods and services.
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Figure  4.1: Credit Growth Trend in Bhutan

Source: World Bank analysis based on RMA data, July  2010

4.4 The amount of credit to the private sector in Bhutan has remained low compared to its 
GDP size and has lagged regional counterparts and regional averages. As an economy grows, 
and the share of the private sector increases, the financial sector is expected to provide necessary 
funds to support the growth of private sector businesses. Credit to the private sector grew rapidly, 
at 27.3 percent on average, between 2003 and 2009. However, the growth of private credit has not 
matched the overall economic growth in Bhutan. This is reflected in Bhutan’s ratio of private credit 
to GDP, which has consistently been lower than the South Asian average. The private credit to GDP 
ratio in Bhutan stands at 29.7 percent (2008), which is lower than the South Asia regional average of 
51.0 percent (Figure 4.2). Increase in this ratio has been a causal factor in sustaining fast growth and 
improving incomes of the poor.37 According to the Doing Business report 2010, Bhutan ranks 177th 
out of 183 countries on the ease of getting credit. 

Figure 4.2: Private Credit / GDP (%)

Source: Al-Hussainy, E., A. Coppola, E. Feyen, A. Ize, and H. Ren (2010).  FinStats 

4.5 The Royal Government of Bhutan identified the financial sector as one of the key cross-
cutting development themes in the 10FYP and has instituted major financial sector reforms to 
increase competition and improve access to finance by the private sector. Several financial sector 

37 Levine, R., N. Loayza and T. Beck (2000)
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reforms have recently been in progress including amendment of the RMA and Financial Services 
Acts, issuance of additional banking and insurance licenses, and development of a Credit Information 
Bureau (CIB) and a modern payment and settlement system. The RMA granted Bhutan Insurance 
Limited a new insurance license in August 2009. Tashi Bank and Druk Punjab National Bank, two 
new private commercial banks, launched operations in the first quarter of 2010, close to the same 
time that Bhutan Development Finance Corporation acquired a specialized bank license.  In addition, 
Bhutan launched its first CIB in September 2009, which offers products including Consumer Credit 
Information Reports and Self Inquiry Reports. Bhutan’s 2010 Economic Development Policy allows 
for external borrowing as well as inter-corporate borrowings by the private sector. Both will be subject 
to rules and regulations developed by the RMA in 2010. Rules and regulations for external borrowing 
are already formulated and those for inter-corporate borrowing are currently in the process of being 
formulated.38  For additional information on Bhutan’s financial sector reforms, see Chapter 2, Box 
2.2. 

b) The Positive: Relatively High Depth of Financial Sector Outreach among Businesses

4.6 Enterprise Survey data shows that firms in Bhutan have much better access to banking 
services than other comparable countries in terms of (i) holding a bank account, and (ii) using 
the banks to finance investments and expenses. It is noteworthy that 92.6 percent of the surveyed 
firms in Bhutan have a bank account, more than the regional average of 79.9 percent and more than 
any other country in the region except Bangladesh (Figure 4.3).39 In addition, many firms in Bhutan 
have relatively good access to commercial banks to finance working capital and investments, more so 
than in comparable countries (Figure 4.4 and 4.5)   Firms in Bhutan also rely on commercial banks 
for a relatively high proportion of their working capital (32 percent) and investments in fixed assets 
such as machinery, vehicles, equipment, land, or buildings (40 percent) (Figures 4.6 and 4.7). This 
compares favorably to the OECD averages of 15 percent and 20 percent, respectively.  External finance 
plays an important role in growth. Specifically, access to bank finance is positively and significantly 
associated with average productivity. Econometric analysis in the Bhutan ICA confirms that firms 
that finance a higher proportion of working capital by bank borrowing tend to have higher labor 
productivity.40Conversely, financing from internal funds, friends, family, and other informal sources, 
is typically negatively associated with growth and firm performance.41 While financing from internal 
sources is more prevalent than bank financing among firms in Bhutan, they rely less on retained 
earnings and more on commercial banks for their businesses than firms in comparable countries. 
However, access to external resources other than commercial banks such as private equity, is less 
diversified in Bhutan. Firms in Bhutan rely on other sources to fund only 4 percent of investments 
compared to the OECD average of 12.7 percent. In addition, the range of products and services 
offered by commercial banks in limited. For example, factoring is currently not practiced in Bhutan. 
Factoring – the sale of credit-worthy accounts receivable at a discount for immediate cash – can open 
up additional financing for small and medium enterprises by relying on the credit-worthiness of the 
firm’s customer rather than the firm itself.42 

38 Royal Government of Bhutan (2010). Economic Development Policy of the Kingdom of Bhutan, 2010, Section 7.12.1 Financial 
Services (part v & vi).

39 This does not include India and Sri Lanka for which Enterprise Survey data on this statistic is not available.
40 See Table 1 in Annex 8.
41 Levine, R. (2005)
42 Klapper, Leora (2006)
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Figure 4.3:  Percent of Firms with a Checking or Savings Account

Source: Enterprise Survey data

Figure 4.4: Percent of Firms using banks to finance 
investment

Figure 4.5: Percent of Firms Using Banks to Finance 
Expenses

Source: Enterprise Survey data Source: Enterprise Survey data

Figure 4.6: Proportion of Funding for Working Capital Figure 4.7: Proportion of Funding for Fixed Assets

Source: Enterprise Survey data (2009) Source: Enterprise Survey data (2009)
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c) The Access to Finance Paradox 

4.7 Despite relatively high levels of financial outreach compared to the rest of South Asia, 
firms in Bhutan increasingly perceived access to finance as a major constraint from 2001 to 
2009.  When asked to rank the severity of access to finance as a constraint, the percentage of firms 
responding that access to finance is a major obstacle more than doubled from 14.3 percent to 30.3 
percent between 2001 and 2009, independently of firm size (Figure   4.8).43 A separate Enterprise 
Survey question indicates that 21.7 percent of surveyed firms identified access to finance as their 
biggest obstacle to doing business, more than all other obstacles in the Enterprise Survey. Among 
comparable countries, the access to finance obstacle in Bhutan is more acute (Figure 4.9). While 
analyses of Enterprise Survey perception data on financing constraints have shown that firms with 
access to credit are more likely to list “access” as a bigger obstacle, these perceptions are matched by 
objective data, as discussed later in this chapter.44

Figure 4.8: Access to Finance as a Major Obstacle Figure 4.9: Access to Finance as Biggest Obstacle

 

Source: Enterprise Survey data Source: Enterprise Survey data

4.8 There are marked variations in access to credit across sectors, regions, and firm size. In 
particular, in Bhutan, small and medium firms and the trade sector consider access to finance 
their biggest obstacle. Twenty-three percent of small and medium sized firms cited inadequate access 
to finance as their biggest obstacle compared to all other business constraints. Conversely, only 6.1 
percent of large firms identified access to finance as their biggest obstacle (Figure 4.10).45 While 
lack of access to finance tends to hurt small firms the most in countries with underlying weaknesses 
in their institutional environment, empirical evidence also suggests that the benefit to small firms is 
disproportionately greater (in terms of having their constraints relaxed) as financial systems develop.46 

Across sectors, 32.1 percent of firms in the trade sector, and 26.9 percent of firms the manufacturing 
sector consider access to finance as the biggest obstacle to their business (Figure  4.11). Conversely, 
a more modest 16.7 percent and 13.9 percent of firms in the ICT sector and the construction sectors, 
respectively, see access to finance as their biggest obstacle. 

43 This increase applies to all sizes of the firms: large firms from 9.1 percent to 20.2 percent; medium firms from 15.2 percent to 30.4 
percent; and small firms from 17.1 percent to 31.2 percent. 

44 Hallward-Driemer (2007)
45 For the large firms, inadequately educated workforce (26.5 percent), transport (18.1 percent), tax rate (12.5 percent), access to land 

(9.1 percent), and business licensing and permits (8.4 percent) were cited as more severe constraints than access to finance.
46 Beck, Thorsten, Aslı Demirgüç-Kunt, and Vojislav Maksimovic.



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 38

4.9 Although the Bhutanese economy is heavily dependent on trade, especially with India, 
provision of financial services to the trade sector has continued to remain minimal. While 86.7 
percent of construction firms had a credit line or loan from a financial institution, only 20.3 percent 
of trade firms had a credit line or loan. This result is consistent with the perception data where the 
proportion of trade firms that consider access to finance as their biggest constraint is more than twice 
as large as for construction firms. Trade finance has started in Bhutan but is still at an inception 
stage. The International Finance Corporation (IFC) has supported the introduction of trade finance 
as a product offered by the two incumbents. The IFC Global Trade Finance Program (GTFP) is 
extended to both Bank of Bhutan (BoB) and Bhutan National Bank (BNB). The program supports 
trade by providing guarantees for risk coverage of trade transactions.  Follow-up research to the 
Enterprise Survey indicates that there could be more demand for these types of products in Bhutan in 
the future.

4.10 There are also notable regional variations: 80.0 percent of the firms in Thimphu, the capital, 
have access to credit compared with 20.0 percent of firms in Samdrup region. Similarly, 79.3 percent 
of large firms have credit lines or loans compared to only 64.5 percent and 54.8 percent of medium 
and small firms, respectively. It is also notable that firms in industrial estates are likely to have better 
access to bank financing (See Annex 8).

Figure 4.10: Access to Finance as Biggest Obstacle 
(across firm size)

Figure 4.11: Access to Finance as Biggest Obstacle 
(across the sectors)

Source: Enterprise Survey data (2009)  Source: Enterprise Survey data (2009)

4.11 While a relatively high percentage of firms are banked in Bhutan, firms see loan 
procedures as complex and lacking in transparency.  Financial inclusion literature has established 
that complexity of loan procedures, recurrence of costs, multiple fees, and lack of transparency tend 
to be associated with reduced access to banking services.47  In Bhutan, 37 percent of surveyed firms 
responded that they had not applied for any loan in 2008, although they needed a loan for their 
businesses. Of these firms, 17.2 percent also revealed that they did not apply for a loan because 
application procedures for loans or lines of credit are complex and difficult to understand. Follow-
on research to the Enterprise Survey, conducted in January 2010, corroborates firms’ perceptions of 
access to finance as complex and lacking transparency. 48 Firms see repayment schedules as rigid, 
such as banks not allowing any midterm modifications (early repayments, etc.) once terms and 
conditions are established at the signing. The firms also complained that the banks sometimes change 
the loan conditions in the middle of a loan period. This is considered as a great risk to entrepreneurs, 
47 World Bank. Banking the Poor, 2009.
48 Follow-on survey methodology included desk research, follow-up interviews with a sub-sample of nine firms in Thimphu included 

in the April to June 2009 Enterprise Survey, and interviews with Bank officials and officers.
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particularly start-ups, as they normally invest the most in the early stages of their businesses. Box 4.1 
provides specific examples of clients experiencing confusing, rigid, or unclear loan procedures. Box 
4.2 outlines the cost and time required to process an industrial loan in Bhutan, which requires between 
12.5 and 19 days. As a reference, best practice among more than 80 countries for time required to 
process a business loan application is 2 days (5th percentile).49   

4.12 Borrowers complain of high interest rates. Industry strongly feels that loan interest rates are 
high.50 Interest rates of industrial and business loans in Bhutan currently range between 12 percent and 
14 percent depending on the sector (Table 4.1 below). The lending-deposit spread in Bhutan is high 
compared to the region, substantiating firms’ complaints that banks have room to lower interest rates 
(Figure 4.12).51 Firms also responded that it is very difficult to understand interest rate calculations, 
and information provided to the borrowers is vague (Box 4.1, Part C).  

Table 4.1: Selected Interest Rates in Bhutan

Source: RMA, Monthly Statistical Bulletin, December 2009

49 Follow-on survey methodology included desk research, follow-up interviews with a sub-sample of nine firms in Thimphu included 
in the April to June 2009 Enterprise Survey, and interviews with Bank officials and officers.

50 Enterprise survey perception data collected from April to June 2009 does not reflect recent financial sector reforms to increase 
financial sector competition.

51 In follow-up consultations to the Enterprise Survey, banks reported that RMA requirements for the cash reserve ratio (17 percent) 
and statutory liquidity ratio (20 percent) are too high and limit the amount of deposits available to lend to clients, causing them to 
increase interest rates to protect their margins.
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Figure 4.12: Lending-Deposit Spread

Source: Al-Hussainy, E., A. Coppola, E. Feyen, A. Ize, and H. Ren (2010).  FinStats

Box 4.1: Examples of Confusing, Rigid, or Unclear Loan Procedures

Communicating with Customersa) 
A respondent shared his recent experience while applying for an enhancement of his overdraft account. He said that 
one thing that really confused him was that after submitting all the documents to the bank, the file is sent “on a round” 
(where the file is passed from one officer to another). He was informed that once the file is on “the round”, no one is 
certain how long it will take to complete it and that it is very difficult to trace the file. He said that whenever he followed 
up on the status of his loan with the Relationship Manager, he was informed that it was on round. He found out one 
day that his overdraft account had been enhanced and that the money had already been there for a while. He could not 
understand why the bank had not informed him.  

Rigid Proceduresb) 
Another respondent said that the loan repayment system is very rigid and does not reward businesses that pre-pay 
their loan repayments.  She explained, “for instance, if the repayment is done in advance, there is no effect on the loan 
account, as the system credits the account only on the repayment due date” which, she felt was unfair to the customer.  

Transparency and Disclosurec) 
Other respondents felt that the banks were not transparent, especially with regard to loan approval, loan repayments, 
and interest calculations. For example, they said that no matter how timely they pay their loan installments, loan 
deductions still tend to be erratic, bringing their accuracy into doubt. They said they have repeatedly approached bank 
officers requesting clarification on these matters, but that so far, even top management of the banks has been unable to 
provide a satisfactory explanation. The respondents stated that whenever they approach the banks to clarify these issues, 
the usual explanation is that “it is the system; the system has generated it.” The respondents were of the opinion that the 
capacity of the staff was the primary problem rather than the system.

Source: World Bank secondary research (Jan 2010)
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Box 4.2: Industrial Loan Procedures are Costly and Time Consuming

According to the follow-up survey, procedures for obtaining an industrial loan (for purchasing heavy equipment such 
as an excavator) are costly and time consuming for firms. For example, the procedure at one bank requires submission 
of 6 documents, payment of up to Nu. 2100 in fees, and processing time of up to 19 days. These expenses are detailed 
below: (See Annex 6 for the full text of the loan procedure.)

Payment of Fees 
Application Fee       Nu. 100             (USD 2.07)
Service Charge for Client Asset Valuation     Nu. 1000 to Nu. 2000     (USD 20.66 to 
41.31)
Total Fees:       Nu. 1100 to Nu. 2100    USD 22.73 to 43.39

Documents Required
Two Passport Sized Photos
Original Citizenship Identity Card
Loan Application Form
Work Order for machinery
Supply Order/Invoice for machinery
Letter of Credit
Total No. of Documents Required:    6 Documents

Days Required
Clearance from other Financial Institutions    5 to 7 days
Loan Approval Process      3 to 4 days
Legal processing        2 days
Hypothecation of Mortgage and Insurance on Machinery    2 to 3 days
Loan Disbursement Order Circulation and Signature   0.5 to 3 days
Total No. of Days Required:            12.5 to 19 days
-----------
Source: World Bank secondary research (Jan 2010)
Nu. 48.41/ USD
Source: RMA, Monthly Statistical Bulletin, December 2009 (avg. exchange rate for calendar year 2009)

4.13 In addition to perception data, results of the Enterprise Survey data confirm that access 
to finance is restricted and costly for firms due to very high systematic collateral requirements. 
Overall, 97.3 percent of the surveyed firms responded that they had provided collateral in order to 
obtain their recently approved loans or lines of credit. All of the firms in the TTICT, manufacturing, 
and trade sectors provided collateral. This collateral requirement applies to all borrowers regardless 
of the sectors, regions, and size, with little variation. In Bhutan, past creditworthiness does not seem 
to be considered in the loan approval process.

4.14 The value of collateral needed for a loan is close to the highest in the world. The average 
value of collateral needed for a loan in Bhutan, as measured by a collateral-to-principal ratio, is 283.4 
percent. In addition, 46 percent of loans had collateral-to-principal ratios exceeding 300 percent. 
Among comparator countries, Bhutan has the second highest collateral to principal ratio, with only 
Lao PDR ranking higher at 312 percent (Figure 4.13). All firms, independently of their size, voiced 
concerns about banks’ high collateral requirements. They also reported that banks’ valuation of assets 
is much lower than market value. The January 2010 follow-up survey provides supporting anecdotal 
evidence of these concerns (Box 4.3).
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Box 4.3: Examples of Collateral and Valuation Concerns

Undervaluation of Immovable Collaterala) 
One of the respondents who recently took out a loan said that the biggest problem that she faced was due to inadequate 
security coverage for her loan. She told the interviewer that her three storied building with land at a prime area in 
Thimphu was pledged as collateral against her loan and that the bank appraised the land and building at less than one 
fourth of the market value. 

High Collateral as a Limiting Factorb) 
The respondent said that banks’ valuations of collateral are too low and that banks should review their current valuation 
methods. He felt that individual creditworthiness of borrowers, especially those that had been clients for a long time, 
should be taken into account. The respondent felt that the banks’ high collateral requirements have been one of the 
limiting factors for most of the business people in Bhutan wanting to start new businesses. 

Source: World Bank secondary research (Jan 2010)

4.15 The survey confirms that in Bhutan, collateral currently acceptable by the banks is 
limited to movable and immovable assets under ownership of the borrowers, and accounts 
receivable and inventories are not widely used as collateral. Personal assets are the most frequently 
used collateral in Bhutan; used 73.0 percent of the time, followed by machinery and equipment, and 
land and buildings used 62.8 percent and 45.1 percent of the time, respectively (Figure 4.14). Firms 
responded that they had pledged account receivables and inventories in very few cases. Enabling 
firms to utilize a broader range of business assets (such as accounts receivable and inventory) to 
secure loans, would help facilitate access to credit, as the recent World Bank “Banking the Poor” 
report demonstrates.52

Figure 4.13: Value of collateral needed for a loan (as 
% of the loan amount)

Figure 4.14: Form of Collaterals

Source: Enterprise Survey data Source: Enterprise Survey data (2009)

d) The Banking Sector Perspective

4.16 Banks attribute the wide use of collateral based lending and the risk aversion of the 
system to the lack of financial information on firms in Bhutan. At the time of the survey, the 
absence of a credit information bureau, coupled with the absence of a national accounting standard 

52 World Bank. Banking the Poor, 2009 (p 53-60).
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and financial statements, has made it very difficult and costly to assess the credit risk of borrowers 
and to provide credit based on creditworthiness rather than entirely on collateral.53 As a result Banks 
require borrowers to provide large amounts of collateral, increasing the cost of loans. Until recently, 
there were only two major banks and the financial sector lacked competition to drive innovation and 
new financial products. This is expected to change as three new financial institutions have entered the 
market. For more information on reforms see Chapter 2, Box 2.2. 

4.17 From the perspective of commercial lenders, the absence of financial statements, national 
accounting standards, and borrower credit histories, makes it difficult for commercial banks to 
carry out a proper loan appraisal of borrower creditworthiness, thus more collateral is required 
from the borrowers.54 Overall, only half of surveyed firms in Bhutan prepare certified financial 
statements with a moderate degree of variation across sectors and firm size. As one may expect, the 
smaller the firm is, the less likely it prepares financial statements. Bhutan has a lower percentage of 
firms with annual financial statements reviewed by an external auditor compared to regional averages 
and comparator countries (Figure 4.15). The Government has established an Accounting and Auditing 
Standards Board of Bhutan (AASBB) and prepared a medium term road map towards the adoption 
of standards aligned to IAS/IFRS.  The RGOB plans to notify new standards in a phased manner 
in line with the road map, and this will eventually form the basis for financial statements prepared 
by companies, which will help increase the reliability of financial information and reduce collateral 
requirements.  

Figure 4.15: Percent of firms with annual financial statements reviewed by external auditor

Source: Enterprise Survey data

4.18 Like other large firms in Bhutan, commercial banks also face a lack of skilled workers to 
support the expansion of their financial products. The need for capacity building of financial sector 
staff has become increasingly important for providing efficient and transparent banking services, 
particularly in an environment of increased competition among banks, due to the new entrants. 

4.19 In terms of the policy and regulatory environment, the banks consider that some of 
the prudential regulations from the RMA limit the expansion of credit to industry. RMA is 

53 The CIB was launched in September 2009, and the system has been operational since November 2009, with products including 
Consumer Credit Information Reports and Self Inquiry Reports. Data on more than 44 percent of accounts with different financial 
institutions have been input into the CIB system already. A Membership Agreement will be signed between the RMA and Financial 
Institutions, which will include necessary code of conduct, data submission guidelines, and other important regulatory terms.

54 The January 2010 follow-up survey included interviews with banks which corroborated banks’ difficulty in evaluating creditwor-
thiness of borrowers in the absence of financial statements and requiring the use of collateral.



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 44

the financial regulatory authority in Bhutan. It issues various prudential regulations such as, among 
others, minimum capital requirements, single borrower limits, and required cash reserve ratio (CRR). 
While these regulations have been successful in ensuring a sound and robust financial system, banks 
report that the regulations have impaired the level of access to finance. This feedback is shared by the 
private sector who is advocating a review of prudential regulations to meet the strong financial needs 
of the private sector. For example, because of the rapid increase of private sector credit, RMA raised 
the CRR from 15 percent to 17 percent in the middle of the global financial crisis when other SAR 
countries loosened the credit policy to provide more liquidity to the industries. The industries feel that 
the current CRR level, which is the highest in the region55, limits the financial institutions’ capacity 
to provide more loans to the firms. Finally, while a law titled “Bankruptcy Act of the Kingdom 
of Bhutan 1999” provides for a regulatory framework for insolvency in Bhutan, it is unclear how 
widely implemented the insolvency framework is.56 An insolvency regime, which is important for 
both entrepreneurship and access to credit, can give comfort to creditors on a speedy recovery process 
in case of loan defaults and thereby reduce the need for such high over-collateralization.

e) Recommendations

4.20 The financial sector in Bhutan has reached a tipping point where it needs to move to 
the next stage of financial development to effectively meet the financial needs of the private 
sector and contribute to economic growth. Of particular importance are (i) the introduction of 
modern lending practices and a set of innovative financial services; (ii) streamlining loan application 
procedures and improving customer service; (iii) modernizing instruments for payment transactions; 
and (iv) expanding financial services to the underserved (particularly the trade sector, SME sector, 
and remote areas).

4.21 While important financial sector reforms hold promise to increase competition, drive 
innovation, and develop the financial sector infrastructure in Bhutan, further action from the private 
sector and the Government are needed to fuel private sector growth. The following is an outline of a 
proposed way forward for Government:
 
4.22 Facilitate the adoption of modern risk-based lending practices beyond the current 
collateral-based lending. Most of the lending in Bhutan is collateral-based with high interest rates, 
and does not take into account creditworthiness of customers in determining loan terms and conditions. 
These practices lead to inefficient resource allocation and reduced growth potential among firms. The 
credit information bureau (CIB) infrastructure recently launched by the RMA should further support 
the financial system to move away from heavy collateral requirements and high interest rates. Specific 
recommendations are as follows:

Short Term (less than 2 years)
Include 100 percent of account data in the Credit Bureau.•	
Support Financial Institutions Association of Bhutan.•	
Review cash reserve ratio and statutory liquidity ratio•	  prudential requirements, with a view to 
increase lending.

55 CRR in other South Asian countries ranges from 5 percent to 8 percent, as compared to 17 percent in Bhutan. (Afghanistan: 8 
percent, Bangladesh: 5 percent, India: 5 percent, Nepal: 5.5 percent, Pakistan: 5 percent, and Sri Lanka: 7 percent)

56 Part IV, “PETITION”, of the Act and other related provisions allow a creditor to recover liabilities in line with the provisions of the Act.
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Medium Term (2-5 years)
Support non registered firms in maintaining accounting and auditing standards; develop a •	
banking training institution.
Encourage new product development,•	  e.g., loans for exports based on confirmed supply order 
or letter of credit

 
4.23 Streamline loan application procedures and improve customer service. As previously 
noted, complex and time consuming loan procedures are associated with lower access to finance. 
The following are specific recommendations to streamline these procedures and improve customer 
service: 

Short Term (less than 2 years)
Consult private sector before finalizing External Commercial Borrowing regulations•	
The financial sector, championed by the Financial Institutions Association of Bhutan and in •	
coordination with the Central Bank and the RGOB, should focus on establishing a “Code 
of Conduct” regarding requirements on disclosure of bank products, prices, and procedures, 
including real interest rates, interest calculation, repayment application against loans, and 
other technical issues. 
Financial institutions should establish and strengthen “Customer Help Desks” to provide •	
customers with relevant and comprehensive information on products and to ensure that banks’ 
procedural guidelines are accessible to all.
Increase the awareness of the Central Bank’s “Grievance Cell”•	

Medium Term (2-5 years)
Finalize the Consumer Protection Act.•	

4.24   Modernize instruments for payment transactions, supporting the movement away from 
the heavy use of paper based instruments. This will help stimulate commercial and financial 
transactions in Bhutan.

Short Term (less than 2 years)
The RGOB and RMA should work to develop electronic payment systems in Bhutan.•	

Medium Term (2-5 years)
The RGOB and RMA should facilitate the development of a national switch to support credit •	
card transactions.

4.25 Expand financial services in rural areas and to underserved sectors, especially the trade 
and SME sectors. The anticipated increase in financial sector competition will be most prevalent 
in urban areas, like Thimphu, Phuentsholing, and Paro, and benefits of this competition may not be 
reaped in other areas where major SMEs are located. Thus, it is necessary to formulate a framework 
to ensure that SMEs also benefit from the expected lower interest rates and collateral requirements, 
irrespective of their location (urban, semi-urban or rural). Bhutan Development Finance Corporation 
Ltd. (BDFCL) has a mandate to expand into rural areas and is aiming to acquire over 50,000 rural 
credit customers by 2013.57

 

57 BDFCL (2010).
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Short Term (less than 2 years)
RMA should draft branchless banking/business correspondent regulations to encourage mobile •	
banking (both low tech and high tech) and other innovative practices for reaching remote 
businesses. This could be particularly effective in Bhutan given the difficult geography and 
relatively high usage of ICT among firms, including small firms.
BDFCL has acquired a banking license, leading to the introduction of greater efficiencies into •	
its operations, and creating a window of opportunity for additional enhancements. BDFCL 
should encourage the transfer of expertise with leading apex institutions in the region (e.g., 
SIDBI in India can provide lessons learned on expanding reach in Indian provinces with 
similarities to Bhutan).
Awareness campaign on financial inclusion (there is an ongoing exercise, partly financed •	
by ADB, undertaken by the RMA). This campaign could be expanded and adapted to best 
practice.

Medium Term (2-5 years)
Build capacity for bank downscaling through trainings on assessing loans based on project •	
viability and cash flows (particularly for MSMEs) and segmenting borrowers by risk (e.g., 
higher risk, higher interest rate). Each bank should institute a committee to study projects in 
detail to assess potential cash flow generation, thereby mitigating the risk of lending.
Support public-private partial loan guarantee schemes that would incentivize participating •	
financial institutions to stimulate access to credit for SMEs by sharing risk 
Reward risk takers and first movers to improve productivity and develop new industries through •	
a combination of i) credit line facilities to financial institutions to encourage the provision of 
longer term financing to SMEs, ii) competition and innovation grants to businesses, and iii) 
venture capital to encourage investments.
Establish “incubators” to promote entrepreneurship and support and nurture good ideas, and •	
to help grow their ideas into successful businesses (particularly in rural areas).
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CHAPTER 5: BUSINESS GOVERNMENT RELATIONS
“Regulation of private behavior has become a fundamental tool of government in managing 
more complex and diverse societies and for allowing competing interests to be balanced. Yet 

most governments experience frequent regulatory failures – due to persistent patterns of over-
regulation, under-regulation, and poorly designed regulation and implementation – that undermine 
policies important to citizens and consumers, and that increase the costs and risks of commercial 

activities.”58

Introduction/Background: the private sector and government initiatives in Bhutana) 

5.1 Bhutan’s government has prioritized the business environment, but much remains to 
be done for Bhutan’s private sector to reach its potential. The private sector in Bhutan is in the 
early stages of growth, following the Government’s decision to accord priority to the sector just over 
two decades ago.  During this period, there have been substantial changes to the overall business 
environment, with major and important legislation introduced, regulations promulgated and, the civil 
service restructured to facilitate increased levels of private sector activity (see Box 2. 2 for more 
details on these reforms).  Among various initiatives, the Improving Public Service Delivery Systems 
(IPSDS) Government team, hosted under the GNH Commission, is at the forefront of implementing 
an assessment of administrative burdens imposed on businesses, and their mandate under the Cabinet 
has recently been expanded to cover an ambitious regulatory reform agenda. In addition, the Ministry 
of Information and Communication has launched a vast e-government initiative. Other ministries, like 
the Ministry of Economic Affairs, are also playing a key role in regulatory reform initiatives, including 
a leading business licensing reform program.59 Furthermore, the RGOB has sought out support from 
the management consulting firm, McKinsey & Company, to support public sector delivery and help 
promote investments in Bhutan.

5.2 The findings of the Enterprise Survey and the World Bank Group’s Doing Business 
Indicators show that some licensing and regulation issues still burden the private sector in 
Bhutan. The findings highlight that Bhutan continues to fare much better than the region on aspects 
of the investment climate that only long term policies can improve such as peace and stability and 
good governance. However, firms remain burdened with administrative costs and opportunity costs (in 
terms of lost business opportunities) caused by unclear licensing procedures and lack of information 
on licensing requirements.60 The most recent World Bank Doing Business survey (Doing Business 
2010) shows that, out of the 183 economies surveyed, Bhutan is ranked at 126th place overall.61  This 
is a slight drop from the previous year’s ranking of 124th place (Table 5.1).  

58 ”Regulatory Governance in Developing Countries”. Paper published by the Investment Climate Advisory Services of the World 
Bank Group in 2010 (available at www.ifc.org/brg)

59 This program was funded by the IFC.
60 Lack of transparency creates higher costs because firms have to deal with higher risks, and may deter new firms from entering 

the market due to information asymmetries benefiting market incumbents. See e.g. OECD, 2002: “Foreign direct investment for 
development.”

61 http://www.doingbusiness.org/
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Table 5.1: Doing Business Rankings for Bhutan and Comparator Countries

TABLE 1. DB RANKINGS FOR BHUTAN AND COMPARATOR COUNTRIES

Economy
OVERALL 
RANK

Ease of 
starting 
RANK

Ease of 
licenses 
RANK

Ease of 
Employing 
RANK

Ease of 
Property 
RANK

Ease of 
Credit 
RANK

Ease of 
Investors 
RANK

Ease of 
Taxes 
RANK

Ease of 
Trading 
RANK

Ease of 
Contracts 
RANK

Ease of 
Closing 
RANK

Bhutan 126 80 127 12 41 177 132 90 153 33 183
Afghanistan 160 23 149 69 164 127 183 55 183 164 183
Bangladesh 119 98 118 124 176 71 20 89 107 180 108
Botswana 45 83 122 71 44 43 41 18 150 79 27
Cape Verde 146 136 83 167 126 150 132 110 58 38 183
Costa Rica 121 127 129 110 49 61 165 154 60 132 101
India 133 169 175 104 93 30 41 169 94 182 138
Lao PDR 167 89 115 107 161 150 182 113 168 111 183
Lesotho 130 131 155 67 142 113 147 63 143 105 72
Maldives 87 49 9 41 183 150 73 1 126 92 126
Mauritius 17 10 42 36 66 87 12 12 19 66 73
Nepal 123 87 131 148 26 113 73 124 161 122 105
Pakistan 85 63 105 146 119 61 27 143 78 158 56
Sri Lanka 105 41 168 96 148 71 73 166 65 137 45

bottom third of all 183 countries, bottom half of Bhutan + 13 comparator countries
bottom third of all 183 countries, top half of Bhutan + 13 comparator countries
middle third of all 183 countries, bottom half of Bhutan + 13 comparator countries
middle third of all 183 countries, top half of Bhutan + 13 comparator countries

Source: Doing Business (2010)

5.3 This Chapter analyzes the results of the Enterprise Survey as a way to understand the 
state of business and government relations in Bhutan and provides recommendations on how to 
improve the firms’ enabling regulatory environment.  

Where Bhutan Business-Government Relations have been Enabling: Peace, stability and b) 
low corruption environment

5.4 A recent IFC study on the business licensing and regulatory regime in Bhutan revealed 
a number of positive aspects.62 The study was undertaken for the IFC SouthAsia Enterprise 
Development Facility (SEDF) and the RGOB by Druk Associates, in close cooperation with the 
Ministry of Economic Affairs of Bhutan. There was a general perception among government agencies 
that licenses existed not only for regulation and control of businesses, but also as a tool that could 
potentially assist the business in setting up and running its operations properly Thus, the process 
of obtaining the license could support the applicant in preparing for his  business.  This suggests 
that many government representatives in Bhutan recognize that regulatory instruments, like licenses, 
should not be seen as punitive or revenue-generating instruments, but rather as a tool for strengthening 
the business enabling environment. In contrast to many other countries, where licenses are often 
treated more as revenue collection instruments rather than regulatory instruments, the study found 
that in Bhutan, licensing fees are typically not high, and in some cases licenses are issued to firms free 
of charge.63

63 The use of regulatory instruments as a tool to generate revenue is generally not recommended. Taxation is a more effective 
instrument for this purpose. See Corthay, L. (2009).

62 Business licenses are defined broadly as: “any ex-ante authorizations required for any business activity to commence.” This 
includes all licenses, authorizations, agreements, permits, and fees. Licenses as defined here may also include licensing activities 
with de facto functions as revenue generating mechanisms (i.e. as a tax). In other words, where the commencement of a business 
activity is contingent on the payment of a particular fee, this fee or tax is considered a license.
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5.5  In addition, Bhutan benefits from a very safe and stable environment compared to 
comparator countries, having the lowest percentage of firms paying for security and relatively 
low losses due to theft, robbery and vandalism.64 Only 33.3 percent of firms in Bhutan reported 
paying for security, less than the average for South Asia (49.7 percent) and all comparator countries 
(Figure 5.1).  Only 16.5 percent of surveyed firms reported losses in the previous year as a result of 
theft, robbery, vandalism or arson. Breaking it down by sector and location, the construction sector 
(26.7 percent) and the capital, Thimphu (20.2 percent), have the largest proportion of firms that have 
experienced losses due to theft, robbery, vandalism or arson, while the TTICT sector (9.3 percent) 
and Gelephu (8.7 percent) have the smallest.  These losses, in Bhutan, amount on average to only 0.6 
percent of total annual sales which is on par with the region and lower than all comparator countries 
except Lao PDR (0.3 percent) and Costa Rica (0.4 percent) (Figure 5.2).  

Figure 5.1: Percentage of Firms Paying for 
Security65

Figure 5.2: Losses Due to Theft, Robbery, Vandalism, and 
Arson Against the Firm (% of Sales)

Source: Enterprise Survey data Source: Enterprise Survey data 

5.6 Perception data confirms that crime, theft, and disorder are generally not considered as 
major obstacles. Fewer Bhutanese firms perceive crime, theft, and disorder as constraints to doing 
business than in other countries in South Asia and in all comparator countries.  On average, only 4.9 
percent of firms perceive them as major obstacles compared to 21 percent in the region and even 
higher levels in the benchmarked countries. Only Lao PDR has a smaller percentage of firms which 
perceive crime, theft, and disorder as major constraints (0.9 percent) (Table 5.2). While they are 
considered to be major obstacles by over 12 percent of construction firms, no firm in the trade sector 
reported crime as a major obstacle.  Industrial estates are even safer havens. 
 

Table 5.2: Firm Perception of Crime, Theft and Disorder as Constraints
Country % of Firms Identifying Crime, Theft and 

Disorder as Major Constraints
South Asia 20.9
Bhutan 4.9
Botswana 24.1
Cape Verde 27.6
Costa Rica 28.0
Lao PDR 0.9
Lesotho 33.5
Mauritius 41.5
Source: Enterprise Survey data 

64  See Box 1.4 for an explanation of the selection of comparator countries.
65  No data for India and Maldives
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5.7 In addition to its stability, Bhutan fares extremely well against all comparator countries 
and the region by having the lowest levels of corruption.  This offers Bhutan a significant 
advantage of being able to market itself as a transparent country for foreign investors to conduct 
business in. In terms of the percentage of firms required to pay informal payments to public officials, 
Bhutan ranks the lowest of the region at 10.1 percent, and can be compared to Mauritius, Cape Verde, 
and Lesotho in its relatively low levels of corruption in the government. In terms of firm perception 
of corruption as a major constraint for doing business, Bhutan stands out as having the lowest levels 
of perceived corruption (6 percent) 66 in the region and among comparator countries.  This paints a 
favorable image of domestic firms. In the same vein, the result for “the percentage of firms expected 
to give gifts to secure a government contract” was only 7 percent (Table 5.3). Informal payment to 
government officials in order to “get things done” is negligible and bribery is uncommon in Bhutan. 

5.8 In line with the Enterprise Survey findings, Bhutan scored relatively high (5) on 
Transparency International’s 2009 Corruption Perception Index (CPI) compared to regional 
comparator countries such as India (3.4), Bangladesh (2.4), Pakistan (2.4), and Nepal (2.3) (Figure 
5.3).67

Table 5.3: Low Corruption Environment Figure 5.3: Transparency International’s 2009 
Corruption Perceptions Index

Source: Enterprise Survey data Source: Transparency International (2009) 

5.9 Bhutan also fares comparatively well on issues such as access to land. Both Doing Business 
and the Enterprise Survey indicate that access to land is not a major constraint to firms in Bhutan, 
but it is a constraint that should be monitored going forward. Access to land ranks as the 12th of 15 
business environment obstacles for firms operating in Bhutan, according to the Enterprise Survey, 
and Bhutan ranks 41 out of 183 for the Doing Business registering property indicator (Table 5.4). 
However, it is important to note that the Enterprise Survey does not capture the views of potential 
foreign direct investors. Follow-up discussions with investors have indicated that limited access to 
land and the lack of a competitive land market with transparent prices and secure property rights are 
two factors making access to land an obstacle. A complementary analysis of Enterprise Survey data 

66 12% among construction firms.
67 The Corruption Perceptions Index (CPI) measures the perceived level of public-sector corruption in 180 countries and territories 

around the world. The CPI is a “survey of surveys”, based on 13 different expert and business surveys. The vast majority of the 180 
countries included in the 2009 Corruption Perceptions Index (CPI) score below five on a scale from 0 (perceived to be highly cor-
rupt) to 10 (perceived to have low levels of corruption). http://www.transparency.org/policy_research/surveys_indices/cpi/2009
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across countries, highlights that foreign owned firms are indeed more likely to own land (54 percent 
own land vs. 46 percent lease land). Outdated land laws and cumbersome procedures for leasing 
government land create challenges for all firms. While not yet a major constraint for domestic firms 
in Bhutan, access to land is an issue to monitor closely. 

5.10 Enterprise Survey results also indicate relatively high confidence in the court system, 
which is consistent with Doing Business results.68   Three quarters of Enterprise Survey respondents 
agreed with the statement that “the court system is fair, impartial and uncorrupted,” the highest 
percentage among international and regional comparators (Figure 5.4). Across the regions in Bhutan, 
firms in Phuentsholing have the most confidence in courts (80.8 percent) and firms in Gelephu have 
the least confidence in courts (52.4 percent).  
      

Table 5.4: Registering Property Figure 5.4: Confidence in Court System (%)

Source: Doing Business (2010) Source: Enterprise Survey data 

Trade Facilitationc) 

5.11 In addition to advantages in terms of peace, stability, and low corruption, Bhutan’s trade 
facilitation status in terms of customs clearance delays fares well, but the cost of trading is 
high.

5.12 All industries are affected by trade in Bhutan despite the small share of exporters, as 
almost two thirds (63 percent) of material inputs or supplies are imported, independently of the 
firms’ sector.  The percentage of formal exporters is low (8.6 percent) and almost all are manufacturers 
(90 percent)  The percentage of formal exporters in Bhutan is half the regional average and may have 
potential for growth in Bhutan’s economy, in line with renewed and strengthened trade agreements 
with India and Bangladesh.  

5.13 Bhutan ranks well in customs clearance delays in imports and particularly in exports. 
On average, it takes businesses 5.6 days to clear imports, about half the regional average. Bhutan does 

68 Doing Business 2010 indicates that procedures, costs, and faith in the courts for resolving legal disputes do not appear to be 
obstacles for Bhutanese firms.
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exceptionally well in the time to clear exports: 2.2 days compared to the 8.4 day regional average 
and better than all comparator countries except for trade-friendly Botswana. In addition, in line with 
results at the domestic level, losses from direct exports due to theft, though higher than in comparator 
countries, constitute a low 1.5 percent of sales, or half the regional average (Table 5.5). These results 
contrast with Bhutan’s Doing Business rankings on the ease of trading, in which Bhutan ranked 
153rd out of 180 countries. This can be explained by the fact that the indicators used in the Doing 
Business methodology include the cost of trading and the number of procedures required. While 
delays are short to clear imports, the cost of importing is high, almost twice the OECD average 
and approximately one-third higher compared to the South Asia average.69 

Table 5.5: Customs Clearance Delays for Imports and Exports

Source: Enterprise Survey data 

Obtaining an Operating Licensed) 

5.14 Bhutan fares well in terms of days to obtain a business license compared to the global 
average. While the processing time for an operating license (known as a “business license” in Bhutan) 
in Bhutan is higher than in most benchmark countries and just on par with regional averages, it is 
well below world averages. The results of the Enterprise Survey show that firms in operation waited 
on average 19.3 days to obtain an operating license (Table 5.6) compared to a global average of 27.4 
days. A recent inventory of licensing in Bhutan confirmed that 69 percent of identified licenses are 
processed in 30 days or less (Figure 5.5).70 Obtaining an operating license is the fastest for construction 
companies (10.3 days). This result is surprising because construction procedures are often perceived 
in other countries as the most complicated and lengthy.  The longest delays experienced are among 
exporters (55 days) and manufacturers (38 days). Bhutan also fares better with respect to days to 
obtain an import license compared to the region and all comparator countries except for Lesotho. 
Furthermore, perception data shows that only 10 percent of firms in Bhutan identify business licensing 
and permits as a major constraint. This is on par with the region and comparatively better than most 
comparator countries (Table 5.6).   The licensing inventory does indicate that delays to obtain a 

69 Note that the Doing Business standardized case study involves moving a cargo container of goods to/from the port of exit/entry 
by ocean transport.  More information is needed to determine why the inland transportation and handling costs are much higher 
for importing compared to exporting.

70 IFC South Asia Enterprise Development Facility(SEDF).
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license could be due to the lack of clarity on licensing requirements and because additional licenses 
are often required.

Table 5.6 Obtaining and Operating License Figure 5.5 Processing time of licenses (% of licenses)

Source: Enterprise Survey data Source:  IFC SEDF (2010)

Challenges:e) 

5.15 Enterprise Survey results show that while not ranked as a top business environment 
constraint, business licenses and permits are still ranked 6th out of 15 constraints and rank even 
higher in the trade sector. In many developing countries, licenses are the most important regulatory 
instrument used to ensure compliance with rules, and therefore it is important to track the burden that 
they impose.

5.16 Bhutanese firms have a high cost of regulatory compliance. A significant amount of 
senior management’s time is spent to meet regulations; 16 percent of senior management’s time 
is spent overall on regulations (Table 5.7).71   In particular,  7 percent of senior management’s time 
is spent to meet environmental regulations alone.    The construction sector is the most impacted (22  
percent overall, 11  percent for environmental regulations). The trade sector is the least impacted (9 
percent overall and 2 percent for environmental regulations). An analysis of Doing Business data on 
dealing with construction permits in Bhutan corroborates these findings showing that the number of 
procedures for dealing with construction permits in Bhutan is higher than the world median (Table 
5.8). Senior management time spent dealing with regulations is an important overall indicator of 
the regulatory burden because it represents an opportunity cost or “time tax”. This “time-tax” can 
prevent the entrepreneur from focusing on the day-to-day matters involved with the operation and 

72 It is important to note that some of the relatively large amount of time spent by senior management on meeting regulations could 
also be attributed to the fact that 83 percent of the Bhutanese firms sampled are sole proprietorships.

71 Enterprise Survey firms were asked “over the last two years, did this establishment submit an application to obtain a business 
license?” and the follow up question “Approximately how many days did it take to obtain this business license from the day of 
the application to the day it was granted?”
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strategic decisions of his or her business.  In addition, the fulfillment of some regulatory requirements 
should typically not require senior management’s attention.  Compared to the regional average and 
the comparable countries, senior management of firms in Bhutan spend the most amount of time 
dealing with requirements of government regulation. With that said, it is important to note that senior 
management should attend to some regulatory matters. It cannot be reduced to zero. However, some 
requirements tend to be technical and administrative tasks that should be undertaken by lower-ranking 
staff. Bhutan’s high ranking could also be associated with the size of firms (i.e. senior managers of 
small firms usually dedicate more time to these issues since they do not have staff to delegate the 
administrative work to).  

Table 5.7:  Senior Management Time 
Spent Meeting Regulations

Table 5.8: Dealing with Construction Permits

Dealing with Construction Permits

Region or Economy Procedures (number) Time (days) Cost (% of income per capita)

Afghanistan 13 340 12,877.60

Bangladesh 14 231 645.1

Bhutan 25 183 149

Botswana 24 167 246.2

Cape Verde 18 120 523.3

Costa Rica 23 191 183.6

India 37 195 2,394.90

Lao PDR 24 172 144

Lesotho 15 601 670.4

Maldives 9 118 21.9

Mauritius 18 107 35.5

Nepal 15 424 221.3

Pakistan 12 223 716.3

Sri Lanka 22 214 1,458.80

Median 18 193 384.75

High

Low

Median

Source: Enterprise Survey data Source: Doing Business (2010)

5.17 Firms’ licensing procedures are unclear and firms lack information on licensing 
requirements. The high cost of compliance for firms is corroborated by a recent report which 
undertook an inventory of licensing requirements on firms in Bhutan.73 Firms are subject to a total 
of 72 ex-ante licenses, issued by 23 different agencies which use 11 different terms for “license”.74  
Of these 72 licenses, 13 have no legal basis (Table 5.9).  While many individual licenses can be 
processed relatively quickly, one of the reasons why procedures may be burdensome is that many 
licenses require multiple inputs or clearances from other agencies along with the application. For 
example a firm seeking a license from Regulator A would need to include documents from agencies 
B, C, and D, which may also require documents from agencies E and F, etc. The recent inventory 
report of licenses in Bhutan describes some of the most common documents required from regulatory 
agencies, and for how many licenses they are needed (Table 5.10). While this data does not allow 
for quantitative international comparisons, in the next section we discuss how Doing Business ranks 
Bhutan’s regulatory burden to the region and comparable countries. 

73 IFC South Asia Enterprise Development Facility (2010)
74 Please note that the 72 are ex-ante licenses (i.e. the inventory did not include post registration or operational licenses), and that 

not every company is required to obtain all 72 licenses to start operations.
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Table 5.9: Bhutan’s Ex-ante Licensing Requirements
                                         

Table 5.10: Common requirements & number of 
agencies which require them:

         
Source:  IFC SEDF (2010)

5.18 Doing Business indicators for starting a business provide supplemental analysis on the 
ease of starting a business in Bhutan. This is not captured in the Enterprise Survey data which 
focuses only on existing firms. Compared to the time to obtain an operating license, Bhutan 
fares worse in terms of starting a business according to Doing Business indicators.  Doing 
Business data show that Bhutan has improved since 2007 on time to start a business and number of 
procedures to start a business (Figures 5.6 and 5.7). However, at 46 days, Bhutan still ranks worse 
than the regional average of 28 days on time required to start a business. Interestingly, at 8 procedures 
on average, Bhutan is close to the average of 7 in terms of the number of procedures required to start 
a business. This suggests that the most potential for improvement may lie in improving the efficiency 
with which firms are able to fulfill all procedures, since other countries have shorter times to start a 
business even though they are subject to similar numbers of procedures.

Figure 5.6: Time in number of days required to 
start a business 

Figure 5.7: Number of procedures to start a business

Source: Doing Business Source: Doing Business

Recommendations:f) 

5.19 In some aspects, the business licensing environment in Bhutan is friendlier to business 
than in many other countries. However, there are several areas where the country can do better. 
In particular, formal consultations between the Government and the private sector are nascent, and firms 
remain burdened with administrative costs caused by unclear and multiple licensing procedures. 

To enable a more vibrant private sector in Bhutan, the following is a proposed way forward for the 
Government: 
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5.20 Facilitate the expansion of consultations between the private sector and the Government in 
order to improve the investment climate enabling environment. While improvements to the business 
licensing environment are beneficial, alone they are not enough to have a long term impact on private 
investment in Bhutan. It is also necessary to ensure that the business environment is a priority in future 
policy making. This can be achieved by building relationships between businesses and government 
through public private dialogue. 

Short Term (Less than 2 years)
Develop an implementation blue print for the Economic Development Policy, prioritizing the •	
needed amendments of relevant rules and regulations.
Support the Private Sector Development Committee to improve public private dialogue and •	
build confidence that the business environment is a priority in policy making.
Support the Bhutan Chamber of Commerce and Industry (BCCI) as the APEX agency to •	
represent the private sector.

Medium Term (2-5 years)
Support public private investment promotion to increase market access for the Bhutanese •	
private sector.

5.21 Adopt a comprehensive top-down reform approach to business licensing. This is not only 
best practice; it would also get the most mileage out of the ongoing business registration reform. Due 
to the current momentum in the administration, this reform could be accomplished within a relatively 
short period of time.

Short Term (Less than 2 years)
0-3 months:

Policy Adoption.•	  This report recommends adopting a licensing reform charter as a base 
for the reform efforts.  The charter, preferably adopted in an official policy statement of the 
RGOB, would set the stage for the licensing reform.  In our view, the key elements of such a 
statement would be to state the purpose of the reform as well as the requirements, standards 
and criteria for the use of licenses.
Better Disclosure of procedures and requirements.•	  One of the major flaws of the current 
system is the lack of reliable information.  Businesses complain that it often takes them a 
substantial amount of time to obtain information on where to go, what to submit, and how 
long to wait for a clearance.  This report recommends making such basic information for 
each procedure publicly available in a standardized form.  Disclosure channels could 
include:

Leaflets with basic information provided onsite;o 

Posters hung at the entrance of the issuing authority;o 

Website information with forms.o 

It is important that such means include reliable, updated, and complete information on the 
procedures.  This can be guaranteed if the Working Group develops a template on licensing 
information and rules for making them public.75   The Working Group would ensure that the 
information is complete and well displayed.

75 An inter-ministerial working group (WG) named Registration and Licensing Core Working Group or RLC WG has been formed 
as part of ongoing efforts to reform registration and licensing of businesses in Bhutan.
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This recommendation will show tangible results (increase transparency, reduce time, etc.) 
and should be addressed early on.  It is also a litmus test for the cooperation of the various 
institutions and their capacity.  It is clear that the information to be provided to the public will 
change with the reform, but updating the template will not require much effort.  In addition, 
changing the information will document improvements and can create additional reform 
momentum.  

License evaluation•	 . A recommended short term measure is to eliminate ex-ante clearances 
without sufficient regulatory function, amalgamate redundant licenses, and streamline the 
remaining licenses. 

Eliminate licenses without any regulatory functiono .  Each of the 72 clearances 
identified should be evaluated according to their purpose and function.  The new 
licensing reform charter will be the yardstick for the evaluation.  This evaluation will 
be done in the Working Group with the participation of the involved institutions.
Amalgamate redundant licenses and requirements (streamline).  o We recommend 
abolishing superfluous and redundant licenses and requirements.  Justified but 
redundant licenses should be collapsed (amalgamated) to one, if possible.  Redundant 
requests or to hand in clearances from other authorities should be streamlined.  If such 
requests are either not justified, because the information, document, etc. is actually 
not needed to assess the application, or the information can be obtained internally, 
then the requirement should be abolished.  This makes the life of the applicant as 
well as the official much easier.  It also ensures the use of more consistent data by the 
administration.
Keep licenses with regulatory function that are not redundant, but consider o 
streamlining or strengthening them. Most of the entry licenses (47 out of 72) have 
potentially a regulatory function.  However, some of the licenses appear to be issued in 
rather an automatic fashion and, in practice, do not achieve their regulatory function.  
These licenses have to be strengthened to avoid that they become a mere formality 
without protecting health, safety, or the environment.  For example, the food handler’s 
license is important to ensure the health of the population.  But if the license is issued 
to every applicant without the application of reasonable standards, then the license 
is superfluous.  Instead, the procedures and enforcement have to be strengthened.  
Another example is the Tour Guide license.  It makes sense to have well educated tour 
guides in a country which caters to tourism.  However, issuing the license without 
any quality control does not serve the purpose.  Other licenses may be streamlined 
by eliminating certain meaningless documentation requirements, obtaining other 
requirements internally, or by reducing procedural time by organizing the process 
more efficiently.

 3-12 months:
One Stop Window & Enterprise registry. The administration of Bhutan collects•	  a lot of data 
on businesses in the course of implementing the licensing regime.  Much of the data is collected 
at multiple points.  A way to make the collection of data more efficient is to create a data pool 
at the entry level of each business.  This database would contain basic data of each existing 
business.  Resources would be used to maintain and update the database constantly.  Efforts 
would need to be made to ensure that the data is correct and uniform through various validation 
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mechanisms, including compatible databases and standard information-gathering procedures 
such as regular reporting to a single government entity that enters the data, possibly through 
coordinated on-site inspections, and ensuring that the data is secure within the government 
system. It would be helpful to disseminate updated relevant business data to relevant issuing 
agencies and other stakeholders with an interest in private sector development. This would 
improve efficiencies among the issuing agencies and cut down on cost to the private sector.

Licensing Portal•	 . Electronic portals for regulation are used in an increasing number of 
developed and developing countries. A common feature and main goal of the registers is to 
centrally collect and publish information about regulatory requirements imposed on businesses 
and citizens.

Licensing portals come in different designs and degrees of sophistication.  In general, there 
are two categories of licensing portals: (1) the Informational Portal, and (2) the Transactional 
Portal. We recommend to start with a basic Informational Portal, which contains for all entry 
licenses, complete and reliable information on eligibility criteria, licensing requirements, 
documentation requirements, issuing authority, time and costs, etc.  Either immediately 
or at a later stage, the Informational Portal should be developed into a more sophisticated 
Informational Portal with add-ons like the individualization of the information, i.e., a user can 
plug in information on his/her specific situation and the website would provide the information 
tailored to his/her business activity/location.  Further add-ons should be the possibility to 
download applications and other forms.  In a final step, the website should be transformed 
into a Transaction Portal with the user being able to apply and pay online as well as receive 
the licensing certificate online. Firms in Bhutan have relatively good internet access, so a 
web-based platform for business licensing information and processing could provide a good 
solution. The ‘Bhutan Portal,’ the official website of the Bhutanese government, is an ambitious 
effort to provide better information, including licensing and business registration, but needs to 
be maintained and updated.

Medium Term (2-5 years)
 

Create or amend legal base. •	 Each ex-ante requirement for businesses should have a legal 
base.  According to the inventory, 15 licenses either lacked such a legal base or the legislation 
was not known/available.  The legal base can be one of several types of legal instruments, 
including a Parliamentary law, governmental regulation, or ministerial decree, depending 
on the legal tradition and appropriateness in Bhutan.  It is important that the selected legal 
instrument is public and binding.  The creation of the legal instrument is only due after the 
new shape of the licensing regime is decided.  Some of the currently applied licenses without 
legal base might be abolished and will not need a legislative effort.  Others might be reshaped 
and existing legislation would need to be altered.
Introduce Risk-based Inspection System •	 where possible (e.g. labor, environment, 
statutory audits inspections, forest permits, food inspections)
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Box 5.1: Good practice in implementation of regulatory reforms

The following components are critical for successful implementation of regulatory reforms in any country: 
The need for political will to champion and lead the reform agenda. a. 
The need for institutional drivers and support to manage the day-to-day implementation as well as coordination b. 
across institutions.
The need for a comprehensive understanding of the regulatory landscape, including an inventory of regulatory c. 
requirements, an estimate of the administrative and other costs imposed by the regulatory requirements, and 
identification of fields where there are regulatory gaps or underregulation. 
The involvement of the private sector in the reform process and a structured and results-oriented public-private d. 
dialogue. 
A regulatory reform strategy to provide the policy underlying the regulatory reform agenda. e. 
Communications and public relations management, as well as information dissemination to both the public f. 
and private sectors.
An information and communications technology system that is appropriate to the level of development and g. 
supports the regulatory reform agenda and the improvement of systems linking government institutions. 
Systematic rule-making processes, including tested instruments like regulatory impact assessments. h. 
Monitoring and evaluation systems to track performance and identify bottlenecks.i. 
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CHAPTER 6: WOMEN IN BUSINESS IN BHUTAN 

“The key challenges for gender mainstreaming in the employment sector include promoting greater access 
for females to economic opportunities and dignified employment.”76

6.1 This chapter analyzes the gender dimension of the main constraints to firms in Bhutan 
and of the workforce in order to better understand the challenges faced by women in the private 
sector and identify potential areas for improvement. While the report finds that almost one-third 
of businesses are owned by women, a relatively high share compared to its neighbors, Bhutan lags 
its peers in terms of female workforce participation.  The Enterprise Survey data indicate that female 
entrepreneurs experience business environment constraints such as access to credit, labor regulation, 
and transportation difficulties more acutely than their male counterparts.  The corresponding Workers 
Survey data indicate that overall, female employees are more educated than their male counterparts; 
however women are predominantly in the lowest-paying job categories.  This chapter provides data and 
analyses from these two different perspectives: entrepreneurship via the firm-level Enterprise Survey 
and labor via the employee-level Workers Survey. At the end of the chapter, policy recommendations 
are provided to improve the economic opportunities for women in business.

Introductiona) 

6.2 Participation of women as business owners and in the workforce is important to achieving 
the third Millennium Development Goal (MDG) of gender equality and empowerment of women.  
By benchmarking indicators on women in business for Bhutan and across comparator countries, 
the chapter seeks to investigate how Bhutan fares in achieving the third MDG. There is extensive 
literature providing evidence and support for the notion that increasing economic opportunities for 
women is important for overall effective development.77  In addition to comparing indicators across 
countries, disaggregating the Enterprise Survey data by gender also provides evidence on how male 
and female entrepreneurs compare in regards to perceived obstacles to business performance and in 
topical indicators such as corruption and access to finance.  The Workers’ Survey, simultaneously 
conducted, provided data from the labor force perspective.

6.3 Bhutan leads its South Asian neighbors in the share of female business owners but 
the participation of women in the workforce lags compared to Bhutan’s peers.  How does 
Bhutan compare with its neighbors and comparator countries?  Enterprise Survey data provides two 
indicators on gender which are broadly comparable across countries: 1) the percentage of firms with 
female participation in ownership, and 2) the percent of full-time permanent workers.  As we see in 
Table 6.1, compared to its South Asian neighbors, Bhutan has the highest percentage of firms with 
female participation in ownership (31 percent); a strong sign of entrepreneurial opportunities for 
women in Bhutan as compared to its neighbors.  Four of the six non SAR comparator countries have 
higher percentages than Bhutan, although Cape Verde leads Bhutan by only two percentage points.   
However, on the flip side regarding employment, Nepal, Sri Lanka, and Bangladesh as well as all 6 of 

77 King et al. (2001)

76 Tenth Five Year Plan (10FYP) 2008-2013, Section 5.3.  Note that Article 7 of The Constitution of the Kingdom of Bhutan, 
Fundamental Right No.15 states “All persons are equal before the law and are entitled to equal and effective protection of the 
law and shall not be discriminated against on the grounds of race, sex, language, religion, politics or other status.”  In addition, 
Article 7 Fundamental Right No. 11 states “A Bhutanese citizen shall have the right to equal pay for work of equal value.”  In 
Section 5.2 of the 10FYP, female unemployment and underemployment are discussed along with the need for strengthening the 
private sector in order to provide jobs for women and educated youth
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the non SAR comparator countries all have much higher levels of permanent, full-time employment 
among women.  Bhutan’s lower percentage in this measure (14 percent) provides empirical evidence 
to Section 5.3 in the 10FYP identifying the nation’s challenge of greater employment for women.  The 
2009 Labour Force Survey Report (MOLHR) provides additional evidence that in the nonagricultural 
private sector, disproportionally more men are employed.  Despite overall labor force participation 
rates (which includes agricultural employment) of 73 percent for men and 65 percent for women, 
which would suggest near gender parity, 30 percent of employed men are regular paid employees vs. 
10 percent of  employed women.  In addition, 72 percent of employed women are in the agricultural 
occupations compared with only 59 percent of employed men78.  

Table 6.1: Enterprise Surveys Gender Indicators in Bhutan and Peer Countries

                  Source: Enterprise Survey data79

Characteristics of Firms Owned by Women and by Gender Density in Workforceb) 

6.4 Sector composition of firms differs between firms with and without female participation 
in ownership.  What are the characteristics of Bhutanese firms that have female participation in 
ownership?  Comparing the 168 firms with male-only ownership with the 82 firms with female 
participation, there are striking differences in terms of sector and size differences (Figure 6.1).  In 
some of the sectors such as construction and the sale and repair of motor vehicles, we see that there 
is proportionally less female participation in ownership as expected.  Econometric analysis shows 
proportionally more female participation in ownership in manufacturing as a whole, hospitality 
industry (restaurants and hotels) and transportation/storage/communications/IT and other business 
activities.80  We also see that firms with female participation in ownership tend to be larger (12 percent 

78 Labour Force Survey Report 2009, Ministry of Labour and Human Resources.
79 Due to the nuances of the implementation of the India and Pakistan surveys, those surveys mostly interviewed manufacturers, 

and hence the point estimates for India and Pakistan relate to manufacturing firms. Otherwise for all other countries in the Table 
1, the point estimates relate to manufacturing and services combined.

80 p=0.08 from Pearson’s Chi-Square
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of firms with female participation are large vs. 5 percent of male-owned firms).81  Given that the 
majority of firms in Bhutan are sole proprietorships, an analysis of survey results shows that female 
entrepreneurs are not restricted to small firms or sectors such as hospitality; female entrepreneurs are 
succeeding in manufacturing and other services sectors.  There does not appear to be a difference in 
prevalence of female-owned enterprises across geographic regions or according to the firm age. This 
indicates that the participation of women as business owners is not a recent phenomenon.

Figure 6.1: Sector Breakdown of Firms by Female Participation in Ownership

Source: Enterprise Survey data (2009)

6.5 Sector composition of firms is different between firms with no, “low”, and “high” levels 
of women in the workforce.  What are the characteristics of Bhutanese firms that employ more 
female workers (permanent full-time and also temporary)?  To answer this question, the sample was 
divided into three equal groups: firms with “no” female workers, firms with “low” levels of female 
workers (1-14 percent of women in their full-time workforce) and firms with “high” levels of female 
workers (firms with 15+ percent of women in their full-time workforce).  In Figure 6.2, we see 
that certain manufacturing subsectors tend to rely on all male workforces such as wood, paper, and 
recorded media.  We see hospitality firms associated with being higher users of female workers. As 
discussed in Chapter 2 Section D, Enterprise data indicate the hotel industry was hit particularly hard 
by the global financial crisis of 2008/2009, putting female workers more at risk. As Table 2 indicates, 
the majority of large size firms are ‘low’ employers of women (65 percent), whereas small firms tend 
to be ‘no’ or ‘high’ employers of women.  The majority of medium-sized firms are either “low” or 
“high” employers of women.  There are also striking regional differences (Table 2); Thimphu/Paro 
has higher percentages of ‘high’ employers of women, where as Gelephu/Sarpang predominantly 
hosts firms that do not employ women.  These data suggest that if female job placement programs are 
to be implemented, certain firms, such as larger firms (which tend to be low employers of women) 
and firms in the Gelephu/Sarpang area can be targeted for placement of female workers.82 Overall, 
45 percent of firms reported hiring temporary workers and of those, a little over a third hired at least 

81 p=0.10 from Pearson’s Chi-Square
82 The observed regional differences are likely due to the types of firms which choose to locate in these particular regions due to 

their business activity.  Job placement programs should take into account these sector-specific firm characteristics.
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one temporary female worker.  Men are significantly more likely to be temporary workers compared 
to women.  Of all four regions, Phuentsholing had the highest proportion of firms that used female 
temporary workers.

Figure 6.2. Sector Breakdown by No, Low, and High Proportion of Female Full-Time Employees

Source: Enterprise Survey data (2009) Source: Enterprise Survey data (2009)

Source: Enterprise Survey data (2009)

Table 6.2: Distribution of No, Low, and High Users of Female Full-Time Employees by Firm Size and Region
Table 2. Distribution of No, Low, and High Users of Female Full-Time Employees by Firm Size and Geographic Region

No Low High (15+%) No Low High (15+%)
Small 45% 14% 41% 100% Thimphu 33% 21% 46% 100%
Medium 23% 40% 36% 100% Psholing 34% 32% 33% 100%
Large 6% 65% 29% 100% GelSar 61% 30% 9% 100%

p<0.001 SJong 48% 19% 33% 100%
p=0.12

Source: Enterprise Survey data (2009)
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Do Firms Owned by Women Face Greater Obstacles/Differ in the Survey Topics?c) 

6.6 The top constraints as perceived by female owned firms are access to finance, transport, 
and labor regulations- specifically hiring foreign workers.  To ascertain which business environment 
elements are perceived to be barriers to growth and productivity for women, we looked at only sole 
proprietorships.83  Table 6.3 provides the percentages of sole proprietorships that perceived each 
business environment obstacle as a “major obstacle” or “very severe obstacle” to their current 
operations.  The perceived obstacles which significantly differ between men and women are not 
among the top obstacles to businesses in Bhutan and are less frequently reported by female owned 
firms (access to land, customs and trade regulations, and tax administration).  The top perceived 
constraints for women entrepreneurs are similar to those perceived by all the firms surveyed, with 
the exception of practices of competitors in the informal sector.  Hence, we conclude that among the 
perceived major constraints for female entrepreneurs, these perceptions do not significantly differ 
from their male counterparts. However, our analysis does show that top constraints – in particular 
access to finance, hiring foreign workers and transportation– are more acutely reported as obstacles 
by female owned firms. 

Table 6.3: Comparisons of Perceived Business Environment Obstacles by Gender84

Male Female
unadjusted 
p-value

adjusted 
p-value

Access to finance 26.4% 37.0% 0.311 0.291
Hiring foreign workers 14.8% 25.3% 0.265 0.412
Transport 12.7% 21.2% 0.313 0.344
Labor regulations 13.2% 18.7% 0.5 0.249
Practices of competitors in the informal sector9.9% 13.0% 0.685 0.724
Tax rates 19.1% 11.8% 0.295 0.145
Business licensing and permits 10.7% 8.4% 0.655 0.464
Inadequately educated workforce 12.8% 8.3% 0.339 0.215
Electricity 5.6% 7.1% 0.751 0.791
Access to land 14.3% 4.6% 0.04 0.015
Courts 9.0% 3.8% 0.408 0.313
Customs and trade regulations 10.5% 2.8% 0.032 0.024
Tax administration 18.1% 2.2% 0.001 0.002
Crime, theft, and disorder 6.4% 1.6% 0.123 0.276
Corruption 7.4% 1.5% 0.054 0.082
Political instability 2.5% 0.9% 0.458 0.441
Telecommunications 4.3% 0.7% 0.094 0.057

   Source: Enterprise Survey data (2009)

6.7 There is mild evidence that female entrepreneurs have less access to finance and face 
greater losses due to air transportation difficulties.  In addition to comparing perceived obstacles, 
survey questions that asked the respondent for his/her opinion, comparisons are also made of more 

83 Focusing on sole proprietorships allows for a pure comparison between male and female-owned firms. Out of 208 sole propri-
etorships that were interviewed, 55 are female-owned.

84 The table is sorted by the female column.  Unadjusted and adjusted p-values are provided.  Adjusted p-values are derived from 
a probit regression model which controls for business sector (manufacturing, construction, trade, TTICT) and firm size (small, 
medium, large).
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objective information obtained from the Enterprise Survey.  In order to prioritize, only topics where 
10 percent or more of men/women perceived an item as a major obstacle are considered.  In line with 
perception questions, comparisons of quantitative-derived business environment indicators do not 
indicate major significant differences between male and female entrepreneurs (Table 6.4).  However, 
when looking at most of the access to finance indicators, women have less access to finance.   For 
example, 63 percent of male sole proprietorships have a loan or line of credit from a financial 
institution compared with 47 percent of female owned firms (adjusted p-value=0.224). Chapter 4 
provides recommendations on reforms needed to provide better access to finance to the Bhutanese 
private sector.  Further research is needed to understand why female entrepreneurs perceive and 
experience less access to finance compared to their male peers.85  Regarding labor regulations, female 
sole proprietorships rely on fewer seasonal and foreign employees compared to their male counterparts.  
For example, the average ratio of foreign employees to full-time staff is 59 percent for female owned 
firms versus 86 percent for male owned firms. It is unclear whether these lower percentages indicate 
that female managers are more constrained in terms of dealing with labor regulations.  However, 
as indicated above, female participation in firm ownership is associated with larger firms and with 
manufacturing firms. Larger manufacturing firms along the border with India require a third-party 
agency when obtaining foreign workers; therefore, it is understandable that female entrepreneurs cite 
hiring foreign workers as a major obstacle.  Also noteworthy is the gender disparity in terms of firms 
that have suffered losses due to difficulty with air transportation; this is likely related to the higher 
proportion of female led firms in the hospitality and other services industries (tourism-related).

6.8 Analyzing gender dimensions of firm productivity, there is no evidence that firms with 
female owners are less productive compared to male -owned firms.  In Annex 8, which contains 
the econometric analysis, models that look at firm performance as a function of firm characteristics 
and investment climate variables do not indicate that firms with female participation in ownership 
are less productive than male-owned firms (hence these models do not indicate that firms with 
female participation in ownership are significantly constrained after adjusting for investment climate 
variables such as infrastructure, regulatory “bureaucracy”, and access to finance).  The coefficient for 
‘ownership includes females’ is near 0 in all of the models and is never statistically significant.   

85 Both qualitative (focus groups) and quantitative (more in-depth firm-level surveys) research should be conducted to tease out the 
factors that could contribute to decreased access to finance: awareness of financing options, ability to navigate application pro-
cesses, credit-worthiness of the individual/company, cost of financing, and collateral requirements are all possible factors.
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Table 6.4: Comparisons of Objective Business Environment Indicators by Gender

Male Female
unadjusted 
p-value

adjusted 
p-value

ACCESS TO FINANCE
% firms using banks to finance investments 71.5% 60.7% 0.443 0.952
% firms using banks to finance expenses 59.3% 56.4% 0.786 0.937
% firms with loan/line of credit from financial institution 62.7% 46.8% 0.138 0.224
Firm's recent loan/line of credit required collateral (%) 59.5% 46.8% 0.24 0.347
Value of collateral needed (% of the loan amount) 280% 292% 0.867 0.83

LABOR & WORKFORCE
% firms with formal training program for FTEs 21.3% 20.7% 0.949 0.869
% firms benefit from govt training programs for FTEs 19.0% 15.6% 0.726 0.277
Avg. ratio of foreign employees/FTEs 86.1% 59.4% 0.543 0.935
Avg. ratio of seasonal employees/FTEs 46.5% 39.8% 0.689 0.86

TRANSPORT
% firms with losses due to air transport difficulties 7.4% 21.4% 0.098 0.326
% firms with losses due to ground transport difficulties 37.0% 40.0% 0.779 0.725

INFORMAL SECTOR
% firms competing against informal firms 14.7% 27.9% 0.122 0.283

BUSINESS GOVERNMENT RELATIONS
Avg. senior management time dealing with regulations (%) 16.1 15.6 0.91 0.838
Avg. time dealing with environemental regulations (%) 8.7 5.5 0.129 0.261
Avg. days to obtain business expansion permissions 32.5 19.9 0.081 0.051
% firms with 1+ meetings with labor officials 58.8% 44.3% 0.188 0.444
% firms with 1+ meetings with environment/safety officials 41.5% 48.2% 0.542 0.362
% firms with 1+ meetings with statutory compliance officials 22.4% 39.7% 0.083 0.098

ACCESS TO LAND
% firms applied for construction-related permit 22.0% 16.9% 0.542 0.8

CUSTOMS AND TRADE REGULATIONS
Avg. days to clear customs (importing) 6.0 2.7 0.015 0.009
% firms applied for import license 23.9% 20.8% 0.753 0.765
Avg. days to obtain import license 10.5 12.7 0.609 0.746

TAX ADMINISTRATION
% firms with 1+ meetings with tax officials 74.1% 74.3% 0.978 0.845
Avg. number of meetings with tax officials (0s excluded) 2.2 2.0 0.697 0.441

 Source: Enterprise Survey data (2009)

Workers Survey: Employee-Level Data Disaggregated by Genderd) 

6.9 The Workers Survey was conducted simultaneously during the fieldwork for the 
Enterprise Survey in order to provide a perspective from labor regarding issues such as educational 
attainment, wages and benefits, reliance on foreign workers, job satisfaction, and workers’ concerns 
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regarding their jobs such as skill development.86

6.10 Overall, women in the labor force sample are younger, more educated, and in more 
non-production type occupations (with the exception of management positions).  Of the 486 
interviews, 132 were with non-Bhutanese individuals, and of these, 5 percent (n=7) were with women.  
Overall, the foreign workers were much less educated than the Bhutanese.  In order to derive policy 
implications for the RGOB, by focusing on individuals educated and trained mostly in Bhutan, we 
exclude these 132 non-Bhutanese when exploring the differences between men and women from the 
Workers Survey data.  In this sample, the average age for women is 26 years, which is significantly 
less than the male average of 32 years (p<0.001). Overall, women are significantly more educated; 
(p<0.001) a much larger proportion have completed secondary school compared to men (Figure 6.3).  
Men may be leaving school prematurely, before completing primary and secondary education, in 
order to find work, or perhaps there may be other reasons for this sizeable education discrepancy 
between men and women.  Significantly more women are in non-production type jobs and the ratio of 
men to women in management positions is three-fold (p<0.001), which represents the highest gender 
gap by job categories (Figure 6.3).87

Figure 6.3: Education Attainment and Job Categories by Gender

Source: Enterprise Survey data (2009)

6.11 There is evidence of underemployment amongst female workers.  Underemployment is 
defined as worker possessing skills that are not are not fully utilized in their jobs.  To ascertain 
this, the authors look within each occupation classification, and compare the highest completed 

86 Employees of large firms were targeted for the survey and a total of 486 interviews with employees were obtained.  This represents 
61 firms with an average of 8 interviewed workers per firm (median is 9).  The implementing contractor was asked to interview one 
manager and randomly select the remaining employees from a list.  67 percent of the interviews were obtained by randomly select-
ing employees from a provided list and 31 percent were obtained from the enumerator walking through the establishment; only 2 
percent of the employees were handpicked by the manager.  Please refer to Appendix 1for more detail on the survey methodology

87 Non-production jobs include health workers, office and sales workers, and preparers/servers. 
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level of education between men and women (Table 6.5). Amongst non-production workers, there 
are highly significant differences in educational attainment between men and women; the majority 
of women have at least graduated from secondary school, whereas 43 percent of men have either no 
or only primary school education.  Similarly, female skilled production workers are more educated 
(87 percent have achieved secondary school or higher compared to 61 percent for men) (p=0.084).  
Among professionals, there is also evidence that women are more educated than men; however, 
there is no statistical significance and this may be due to the small sample size for this job category.  
Unskilled production workers is the only category where men tend to be more educated than women.  
Regarding non-production workers and skilled production workers, there are a few possible scenarios: 
1) among employers, there may be stricter job admittance criteria for female workers, 2) men may 
be leaving school early (before completion of secondary school) for work and picking up on-the-
job skills at earlier ages compared to women,  3) women do enter these occupations with more 
“higher-level” academic skills compared to men, and 4) within these occupational groupings, there 
are different types of jobs, and women may be working in those jobs that do require more academic 
training compared to men.  The reality may encompass all four of the above scenarios.  More research 
is suggested to determine whether there are some latent biases among employers for job admittance- 
that is stricter requirements for women.

Table 6.5: Comparisons of Highest Completed Level of Education by Gender within Job Categories

N None
Primary 
School

General 
Secondary 
School

Technical 
Training Unversity p-value

Managers 0.475
Men 37 0% 11% 35% 3% 51%

Women 4 0% 0% 75% 0% 25%
Professionals 0.332

Men 29 0% 10% 21% 21% 48%
Women 10 0% 0% 30% 0% 70%

Skilled Production Workers 0.084
Men 79 8% 32% 49% 8% 4%

Women 30 3% 10% 77% 7% 3%
Unskilled Production Workers 0.233

Men 63 44% 32% 21% 2% 2%
Women 12 67% 8% 17% 8% 0%

Non-production Workers <0.001
Men 40 18% 25% 53% 5% 0%

Women 50 2% 4% 94% 0% 0%
Source: Enterprise Survey data (2009)
p-values are obtained from Fisher’s Exact test.  technical training includes technical secondary school, vocational training, and other 
education (monk: n=3)

6.12 While the report shows evidence a wage gap of 10 percent between men and women in 
the Bhutanese private sector, it compares favorably to the best OECD benchmarks.  Comparing 
male and female unadjusted wages by job category for management, unskilled production workers, 
and for professionals, men on average earn more than women (Table 6.6).  Men and women are near 
wage parity for skilled production worker and non-production worker positions.  The majority of 
the interviewed women were in skilled production worker and non-production worker categories 
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which on average, overall, have the lowest monthly wages compared to the other 3 job categories.  
The chapter conducts a regression model that controls for highest educational attainment and other 
relevant variables.  As a proxy for years of work experience, worker’s age is used.  In terms of firm-
level characteristics, size of the firm is used.  Table 6.7 provides the regression coefficients and 
model-fit statistics for a series of wage gap regressions where the outcome variable is Log (Monthly 
Wages).  In the full model, the coefficient for female is just significant (p=0.05).  After controlling for 
education, age, job category, and firm size, women’s wages are approximately 10 percent less than 
those of men. This finding provides evidence of a mild gender wage gap.88 Comparing this wage gap 
to world benchmarks, it is important to note that Bhutan’s gender wage gaps compares favorably to 
countries with the highest gender parity. Amongst OECD countries, the average wage gap is 17.6 
percent between male and female full-time employees’ median earnings.  Belgium, which has the 
smallest wage gap amongst the OECD group, has a wage gap of approximately 9 percent.89

Table 6.6: Average Monthly Wage by Job Category and Gender
Male Female Total Female-to-Male Ratio

Management Mean 16220 7750 15373 0.48
N 36 4 40

Professionals Mean 13126 9766 12264 0.74
N 29 10 39

Skilled Production 
Workers Mean 5539 5614 5560 1.01

N 78 30 108
Unskilled 
Production 
Workers Mean 6723 3682 6236 0.55

N 63 12 75
Non-production 
Worker Mean 5120 4747 4908 0.93

N 38 50 88
Total Mean 8257 5458 7409 0.66

N 244 106 350

       Source: Enterprise Survey data (2009)

88 These results are robust when considering 1) the alternative outcome variable Log(Month Wages + Monthly Allowances) as well 
as 2) removing 2 outlier male wage earners (monthly wage > 50,000BNU).

89 OECD Family Database: Gender pay gaps for full-time workers and earnings by educational attainment.  Note that these wage 
gaps reported by the OECD are unadjusted.
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Table 6.7: Wage Gap Regressions- Outcome Variable is Log(Monthly Wage)

(1) Wage (2) Wage (3) Wage (4) Wage (5) Wage (6) Wage
Female -0.281 *** -0.140 * -0.147 * -0.035 -0.082 -0.111
Age 0.024 *** 0.027 *** 0.021 *** 0.024 *** 0.023 ***
Primary 0.049 0.055 0.059
Secondary 0.319 *** 0.307 *** 0.305 ***
Technical 0.638 *** 0.562 *** 0.572 ***
University 1.098 *** 0.764 *** 0.737 ***
Management 0.832 *** 0.419 *** 0.416 ***
Professional 0.684 *** 0.224 * 0.187
Skilled -0.004 -0.146 * -0.172 *
Non-production -0.047 -0.161 * -0.154 *
Large firm 0.139 **

N 350 350 350 350 350 350
R-squared 0.046 0.1568 0.4592 0.4399 0.5263 0.537

Source: Enterprise Survey data (2009)
Reference categories are male, no education, unskilled production worker job category, and medium-sized firms (20-99 employees).  
*** corresponds to p<.001, ** p<0.01, and * p<0.05.

6.13 Despite a possible wage gap, employers provide similar non-wage “benefits” to male 
and female employees, though women significantly report differential treatment regarding 
premature termination.  We also compare how much non-wage “benefits” employers are providing 
women compared to men.  There are no significant differences in terms of permanent full-time status, 
number of paid leave days per year, and receipt of training at the establishment (Table 6.8).  However 
only 27 percent of women report that they would receive financial compensation in case their contract 
is terminated, compared to 42 percent of men.  In terms of employee longevity at the establishment, a 
significantly higher share of men have been working at the same establishment a year ago compared 
to women; correspondingly, 8 percent of men were not working a year ago vs. 18 percent of women.  
Considering that, on average, women are slightly newer employees to the firm compared to men, this 
could potentially explain the difference in premature termination policies for their contracts, but this 
is unclear.  According to the data, employers are providing the same non-wage “benefits” in their 
employees; however, it is unclear why women significantly report differential treatment regarding 
premature termination.

Table 6.8: Comparisons of Non-Wage Benefits by Gender
Men Women p-value

Permanent full-time status 91% 88% 0.335
Numer of paid leave days/yr 20.5 18.1 0.166
Received training at the firm 14% 12% 0.642
Financial compensation upon 
premature termination 42% 27% 0.008

Worked at least 1 yr at the firm 81% 70% 0.03
Worked at a different firm 1 yr ago 10% 12%
Not working a year ago 8% 18%

Source: Enterprise Survey data (2009) 

6.14 Men and women generally do not differ in their concerns regarding employment and 
overall job satisfaction.  Men and women are quite comparable in their membership of workers 
associations (3 percent overall) and in their belief that more workers’ associations should exist (68 
percent overall).  There are no significant differences regarding what they see as the major problem in 
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their job (Figure 6.4); overall, salary is the main concern (perhaps unsurprisingly) and the next most 
cited option is, “there are no problems”.  Men and women are also comparable in terms of overall job 
satisfaction (Figure 6.4); however, men are slightly more satisfied with their employer (50 percent) 
compared to women (39 percent) (p=0.068); note that satisfaction is defined by responding “very 
satisfied” or “somewhat satisfied”.  Men and women don’t significantly differ in terms of wanting 
to migrate for work (5 percent of men and 3 percent of women are considering migrating to another 
country).

Figure 6.4: Major Job Concern and Job Satisfaction by Gender

Source: Enterprise Survey data (2009)

Conclusions e) 

6.15 The Enterprise and Workers Survey data for Bhutan provide a mixed portrait of 
women in business.  While Bhutan leads its South Asian neighbors in terms of the proportion 
of firms with female participation in ownership, Bhutan lags its peers in terms of overall 
female employment.  Female entrepreneurs share many of the same business environment concerns 
as their male counterparts, although particular constraints are felt more acutely.  These constraints 
include access to finance, labor regulations (hiring foreign workers), and transportation difficulties.  
Objective business environment indicators  (although not statistically significant) would indicate that 
female entrepreneurs may be more credit constrained and face higher losses due to transportation 
difficulties compared to male entrepreneurs.  Addressing the endemic issue of reduced access to 
credit in the Bhutanese private sector will help all businesses and prospective entrepreneurs.  An 
improved transportation infrastructure will also help tourism and other services firms overall. 

6.16 Regarding women in the labor force sample, women tend to be more educated compared 
to men (much higher completion rates of general secondary education), although women 
predominantly are in the job categories of non-production and skilled production worker 
positions.  Not only do these two categories have on average the lowest monthly wages, but the wage 
models provide evidence that even after controlling for job category, education, age, etc., women earn 
on average 10 percent less than their male counterparts.  Do women not enter the nonagricultural, 
formal workplace because they know that despite their academic achievement, they will not be 
satisfactorily compensated?  Does the Bhutanese educational system equip individuals with the skills 
to thrive in the competitive private sector?  Are there simply not enough jobs for Bhutanese graduates?  
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Further research is needed to determine whether there are latent hiring biases among employers 
in terms of educational requirements for non-production jobs and why women report differential 
treatment regarding premature termination. It is important to note that gender wage gaps are prevalent 
throughout the world; amongst OECD countries, the average (unadjusted) wage gap is 17.6 percent 
between male and female full-time employees’ median earnings.  Belgium, which has the smallest 
wage gap amongst the OECD group, has a wage gap of approximately 9 percent.  Also note that in 
the labor force sample, there were proportionately fewer women in management and professionals 
job categories; women should be strongly encouraged to pursue post-secondary education so that they 
are equipped with the skills and experience to succeed in higher paying professional occupations.

6.17 Specifically in the context of increasing female employment in the nonagricultural, formal 
economy, there are steps the RGOB can take to achieve the third MDG of gender equality 
promotion and empowerment of women:

Short term recommendations that can be implemented within 2 years
1. Collection of gender data for mainstreaming.  As part of the usual information that businesses 
are required to report to the government, providing a breakdown of firm’s employees by job category 
and gender will enhance data collection efforts in order to monitor levels of female employment 
across business sectors and across job categories.
2. Job placement programs for women.  Through small grant programs, for example, 
businesses can be incentivized to provide meaningful, dignified employment for women.  Job fairs 
and recruitment programs are another way the private sector can reach out to prospective female 
employees.  The public sector can also lead by example through outreach campaigns to prospective 
female public servants.
3. Evaluate whether the reconstituted PSD Committee includes women’s voices and 
concerns.  The public private dialogue (PPD) is typically composed of private sector advocates, 
business association representatives, government representatives, and sometimes donors.90  The 
PPD helps bridge the concerns of the private sector with government regulators with the goal of 
improving the overall business environment and investment climate.  Are there members of the PPD 
that represent the interests of businesswomen?  Have any activities been undertaken to identify and 
lessen the specific barriers faced by women in business?

Long term recommendations that can be implemented within 2-5 years
4. Government-funded scholarships for women.  Government-funded scholarships for 
academic training in scientific disciplines (engineering, biology, chemistry, physics) or professional 
career tracks (medicine, law, business management) in prestigious academic institutions, with the 
caveat that the individual devote part of their career in public service, are an effective way to channel 
motivated, bright, youth to more lucrative careers.
5. Promotion of mentorship programs for female youth.  Women (and men) employed in 
the more highly paying management and professional job categories are encouraged to enter the 
classroom setting and engage and inspire female youth to pursue post-secondary education and 
professional careers.  “Bring your daughter to work day” and summer internships are ways to expose 
youth to professional careers.91  Who are the nationally-recognized role-models for young women and 
are they in the private sector?

90 Simavi et al. (2010), Module 2
91 Dinolfo, S. and Nugent, J.S., (2010)
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Other recommendations

6. Assess how “female friendly” the workplace is.  Are laws and regulations in place that make 
the workplace female friendly?  If a woman goes on maternity leave, is she allowed adequate leave, 
and will her job still be there upon her return?92  Does the public sector lead by example and provide 
on-site day care to working mothers?  Are laws that deal with sexual harassment or job discrimination 
in place and enforced?
7.  Encourage businesses to hire individuals who have completed, at a minimum, secondary 
education.  This will encourage both men and women to complete their secondary education 
studies.
8. Conduct research on the career options for female youth.  Through both quantitative and 
qualitative research, studying young women’s decision-making when it comes to pursuing post-
secondary education or obtaining jobs upon completion of secondary school, is a way to help determine 
how the government can help increase levels of dignified, female employment in the private sector.

92 World Bank (2010) “Women, Business and the Law”
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ANNEX 1: METHODOLOGY OF ENTERPRISE AND EMPLOYEES SURVEYS

Methodology

The main sources of information for the ICA are two surveys. The World Bank Group (WBG) and local partners 
conducted from mid-April to mid-June 2009 a nationally-representative Enterprise Survey of approximately 250 
small, medium and large establishments across the manufacturing and services sectors. in the following four regions 
of Bhutan: Thimphu/Paro, Phuenthsoling, Gelephu/Sarpang, Samdrup Jongkhar. The survey follows a 2001 private 
sector survey along the Thimphu-Paro and Puentsholing industrial areas, with expanded coverage. The second covered 
486 employees sampled from the larger firms surveyed across sectors.  Information from the surveys is supplemented 
with information from other sources, including the Doing Business Report; analytical reports by the World Bank, the 
International Monetary Fund, other international organizations and the Royal Government of Bhutan; and academic 
papers and reports.
 
One of the advantages that the World Bank’s Enterprise Surveys have over other firm-level surveys is that similar 
surveys have been conducted in a wide range of countries. It is therefore possible to benchmark Bhutan against other 
countries with respect to both firm performance and measures of the investment climate. Throughout the report, firm 
performance and the investment climate in Bhutan is benchmarked against other countries of the South Asia Region 
(SAR) and other economies with comparable factor endowments: Botswana, Mauritius, Costa Rica, Cape Verde, 
Lesotho and Lao PDR.  As discussed in more detail in Volume 2, many aspects of the investment climate are favorable 
in Bhutan. Subsequent to the completion of the Enterprise Survey, stakeholder workshops and focus group discussions 
were conducted throughout the drafting of the ICA  to inform and validate the report’s results. 

Survey Target Population

The Survey is meant to be representative of the manufacturing and services sectors of the economy.  
It comprises: all manufacturing sectors according to the ISIC Revision 3.1 group classification 
(group D), construction sector (group F), services sector (groups G and H), transport, storage, and 
communications sector (group I), and sub-sector 72 which is IT firms. Note that this population 
definition excludes the following sectors: financial intermediation (group J), real estate and renting 
activities (group K, except sub-sector 72 which is IT firms), and all public or utilities-sectors.  Please 
refer to the United Nations Statistics Division website (http://unstats.un.org/unsd/cr/registry/regcst.
asp?Cl=17) for the full classification list.   

For Bhutan, the sectors included in the sample by two-digit ISIC code are as follows:

Manufacturing: 15, 16, 17, 18, 19, 20, 21, 22, 23, 24, 25, 26, 27, 28, 29, 30, 31, 32, 33, 34, 35, 36, 37
Services: 45, 50, 51, 52, 55, 60, 61, 62, 63, 64, 72

The Indicator Survey for Bhutan targeted 250 registered establishments.  Only establishments with 
5 or more employees are eligible to be interviewed.  The Employee Survey targeted 350 employees- 
approximately 10 employees in 35 firms.  

In the Enterprise Surveys methodology, the requirements for registration are defined on a country-by-
country basis using the information collected by Doing Business and information from the in-country 
contractors.  Registered firms were defined as licensed manufacturing and services enterprises in 
Bhutan, as recorded in the quarterly updated master database of the Ministry of Economic Affairs 
of the Royal Government of Bhutan (the latest available dating from June 2008). The database also 
includes the companies listed with the Registrar of Companies.  
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Sampling for Registered Establishments

The survey sample for establishments in Bhutan was selected using stratified random sampling 
with replacement, following the methodology explained in the Sampling Manual.93 Three levels of 
stratification were used in the Bhutan sample: firm sector, firm size, and geographic region. 

Industry stratification was designed at two levels: the universe was stratified into manufacturing and 
services industries. The initial sample design had a target of 125 interviews in manufacturing and 125 
interviews in services.    

Size stratification was defined following the standardized definition used for the Enterprise Surveys: 
small (5 to 19 employees), medium (20 to 99 employees), and large (100 or more employees).  For 
stratification purposes, the size of the firm was obtained by a proxy firm size variable in the database 
obtained from the Ministry of Economic Affairs. 

Regional stratification was defined in terms of the geographic regions with the main economic activity 
in the country:  Paro/Thimphu, Phuentsholing, Gelephu/Sarpang, and Samdrup Jongkhar  Jongkhar 
were the four metropolitan areas selected in Bhutan.

Sampling implementation

Given the stratified design, sample frames containing a complete and updated list of establishments as 
well as information on all stratification variables (firm size, industry, and region) are required to draw 
the sample for the Enterprise Surveys. 

The frame for Bhutan was obtained from the Royal Government of Bhutan, Ministry of Economic 
Affairs (MoEA). Other sector-specific lists of registered companies were sought to cross-check the 
accuracy and completeness of the list obtained from MoEA.  A list of construction companies and a 
list of hospitality firms (restaurants, hotels, tourism, etc.) were successfully obtained.  All three lists 
contained firm name and limited contact information, ISIC code, and a proxy variable for firm size.  

The local contractor noted, through the course of survey fieldwork, that the list was not accurate; they 
found that many firms listed in the sample frame had discontinued business or had incorrect contact 
details.  In some cases, the proxy firm size variable in the frame differed from the firm’s actual size.  
Also there were repeated entries in the list, firms that were ineligible due to their actual sector of 
activity (e.g. education and financial services), and many firms were simply unable to be located.

Counts from the sample frame are shown below.  

93 The complete text of the Sampling Manual can be found at  http://www.enterprisesurveys.org/documents/Sampling_Note.pdf
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Original Universe Figures for Bhutan

Given the Enterprise Surveys methodology of 
oversampling large sized firms and given the 
suboptimal sample frame, midway through 
fieldwork when the contractor was struggling 
to meet the targeted number of large firms and 
the targeted number of firms in the more remote 
geographical areas, the contractor was given 
permission to interview eligible firms that were 
not in the original, provided sample frame.  28 
firms that were not in the original sample frame 
were identified and successfully interviewed.

Sector
Region Size Manuf Services Total
Thimphu/Paro Small 42 458 500

Medium 2 38 40
Large 2 31 33

46 527 573
Phuentsholing Small 48 149 197

Medium 23 7 30
Large 21 8 29

92 164 256
Gelephu/Sarpang Small 15 20 35

Medium 0 1 1
Large 1 1 2

16 22 38
Samdrup Jongkhar Small 6 197 203

Medium 2 10 12
Large 3 16 19

11 223 234
Grand total 165 936 1101

Achieved Sample 

Given the impact that non-eligible units 
included in the sample universe may have 
on the results, adjustments were made 
when computing the appropriate weights 
for individual observations. Breaking down 
by industry, the following numbers of 
establishments were surveyed:

Sector
Region Size Manuf Services Total
Thimphu/Paro Small 14 25 39

Medium 7 29 36
Large 1 10 11

22 64 86
Phuentsholing Small 16 20 36

Medium 24 19 43
Large 12 8 20

52 47 99
Gelephu/Sarpang Small 6 1 7

Medium 1 9 10
Large 1 0 1

8 10 18
Samdrup Jongkhar Small 1 32 33

Medium 5 8 13
Large 0 1 1

6 41 47
Grand total 88 162 250

Sample Eligibility and Universe Estimates

Special care is given to the correct computation of universe estimates and weights in the Enterprise 
Surveys. Considering the varying quality of sample frames across countries, it is important to accurately 
adjust the universe totals within each region/industry/size stratum to account for the presence of 
ineligible units in the sampling frame.   Information on ineligible firms in the sample frame is used to 
scale down the universe estimate for each cell by the observed proportion of ineligible units within 
the cell. 

Information on the eligibility of all contacted firms in the sample frame is collected during the 
screening process.  Each contacted firm is assigned a status detailed in the table below.  The contractor 
indicated that they made several efforts to complete incomplete firm contact information and to track 
down firms listed in the sample frame.  It is estimated that 50 percent of firms that could not be located 
were very likely out of business altogether.  
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Weights 

Since the sampling design was stratified and employed differential sampling of the strata, individual 
observations should be properly weighted when making inferences about the population. Under 
stratified random sampling, unweighted estimates are biased unless sample sizes are proportional to 
the size of each stratum. With stratification the probability of selection of each unit is, in general, not 
the same. Consequently, individual observations must be weighted by the inverse of their probability 
of selection (probability weights or pa in Stata.)94 

Weights for each cell were computed using the weak and median assumptions on establishment 
eligibility. The universe cell estimates are divided by the achieved cell counts.  Appendix C shows the 
cell weights for registered establishments in Bhutan.  

Non-response

The Enterprise Surveys, along with all other surveys, suffer from both survey non-response and item 
non-response.  The former refers to refusals to participate in the survey altogether whereas the latter 
refers to the refusals to answer some specific questions.  Different strategies were used to address 
these issues.  The overall survey response rate for the Bhutan Indicator Survey was 72 percent (250 
completed interviews / 345 eligible firms).   

Survey non-response was addressed by maximizing efforts to contact establishments that were initially 
sampled.  When the survey frame was extracted from the sampling frame, several establishments with 
the same strata characteristics were randomly selected for each interview and each establishment was 
assigned a preference number.95  Substitutions of replacement establishments were made in order 
to help achieve targets on the number of interviews for each stratum.  Extensive efforts were made 
to complete interviews with each first preference establishment before contact with a replacement 
establishment was allowed.  At least four attempts were made to contact each sampled establishment 
for an interview at different times/days of the week before a replacement establishment was allowed 
to be contacted for an interview.  

The Bhutan Indicator Survey response rate was quite high for establishment-level surveys and the 
contractor did an excellent job at encouraging respondents to respond to sensitive questions (thereby 
minimizing item non-response).  For example the item response rate for variable d2, establishment’s 
total annual sales in the last fiscal year, one of the most sensitive questions, had a 100 percent item 
response rate.  

In completed surveys, item non-response was addressed by two strategies: 
For sensitive questions that may generate negative reactions from the respondent, such as a- 
corruption or business-government relations, enumerators were instructed to collect the 
refusal to respond (-7) as a different option from don’t know (-9). 

94 This is equivalent to the weighted average of the estimates for each stratum, with weights equal to the population shares of each 
stratum.

95 In cases where the number of contacts initially drawn from the sample frame are insufficient to obtain an interview with the 
targeted number of establishments in a given strata, additional contacts for that strata may be drawn from the sampling frame.  
When all establishments in strata had already been contacted and the sample target had not been reached, the contractor was 
encouraged to identify and interview eligible firms that did not exist in the original sample frame as presented to them by the 
World Bank. 
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Establishments with incomplete information on critical productivity variables including b- 
total sales, cost figures and employment levels were re-contacted in order to complete this 
information and minimize item non-response. However, re-contacts did not fully eliminate 
low response rates for some items. 

Distribution of firms by region, size, age and by industry
The sample was chosen in order to be representative of industries in Bhutan. Table 3 presents the 
distribution of firms across sector by region, size, age, industry and also segments firms across 
exporters and firms location in industrial estates. The same segmentation is used throughout the 
report.

Table 1: Distribution of firms by region, size, age and by industry (% firms)

Manufacturing Construction Trade TTICT Total

Total 38.0 25.6 23.6 12.8 100
Region

Thimphu 27.9 47.7 2.3 22.1 100
Phuentsholing 55.6 13.1 23.2 8.1 100
Gelephu 44.4 33.3 11.1 11.1 100
Samdrup Jongkhar  Jongkhar 17.0 8.5 68.1 6.4 100

Size

small (<20) 36.4 13.2 37.2 13.2 100
medium (20-99) 37.2 36.2 12.8 13.8 100
large (100>=) 45.7 40.0 5.7 8.6 100

Age

<5 yrs 54.6 6.9 16.0 22.7 100
5-9 yrs 41.1 25.0 23.2 10.7 100
10-19 yrs 33.3 44.0 12.1 10.6 100
20+ yrs 31.7 20.3 38.0 10.1 100

Exporter

Exporter 90  0 10 0 100
Non-exporter 78.5 6.2 12.3 3.1 100

Estate

Industrial 78.5 6.2 12.3 3 100
Non-industrial 23.8 32.4 27.6 16.2 100

 Note: unweighted number of observations
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ANNEX 2: FIRM PERCEPTIONS OF BUSINESS CONSTRAINTS

Table 2: Most important perceived obstacle faced by the business (% firms)
Access to 
finance

Business licensing 
and permits

Inadequately educated 
workforce

Labor 
regulations

Tax 
rates transport

Total 21.7 7.3 10.5 9.7 12.6 9.1
Region
Thimphu 16.0 2.1 12.4 9.9 13.9 8.5
Phu 28.3 6.7 12.3 12.6 14.6 7.2
Gelephu 39.1 0 8.7 26.1 8.7 8.7
Samdrup 
Jongkhar 25.8 22.0 4.3 3.4 8.0 12.3

Size
Small (<20 ) 22.8 8.1 6.4 8.5 13.6 8.5
Medium(20-99) 22.9 4.5 19.1 15.1 8.9 8.0
large (100<=) 6.1 8.4 26.5 5.9 12.5 18.1
Age
<5 yrs 41.6 1.1 5.4 6.0 24.8 7.9
5-9 yrs 16.9 5.7 3.4 14.9 4.2 7.3
10-19 yrs 19.3 2.6 19.8 9.8 5.8 9.0
20+ yrs 15.7 16.3 10.3 7.7 19.3 11.5
Industry
Manufacturing 26.9 4.4 14.8 10.3 8.5 10.5
Construction 13.9 1.3 16.4 13.3 8.6 3.8
Trade 32.1 21.0 4.0 5.4 11.1 7.1
TTICT 16.7 4.0 4.3 8.4 24.6 18.3
Exporter
Exporter 16.5 6.8 16.6 12.9 17.3 16.5
Non-exporter 22.1 7.4 10 9.5 12.2 8.4
Estate
Industrial 17.5 4.3 12.9 6.3 28.2 8.1
Non-industrial 22.5 8 10 10.4 9.3 9.3

Source: Enterprise Survey (2009)
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ANNEX 3: MAIN EFFECTS OF THE FINANCIAL CRISIS (%)

Source: Enterprise Survey (2009)
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ANNEX 4: STRATEGIC INFRASTRUCTURE IN BHUTAN

The recent Private Sector Survey conducted by BCCI highlighted the following main constraints 
to business infrastructure (see Box 1). Initial results from the Enterprise Survey can inform these 
impediments.

Main infrastructure impediments reported by the BCCI Private Sector Survey
slow development of industrial estates and the lack of dry ports; •	
limited access to land and the lack of a competitive land market with transparent prices and secure property •	
rights; 
complicated transactions for transfer of property, making the negotiating process long, cumbersome and frequently •	
corrupt; 
lack of reform of land laws and difficulty of accessing land for the private sector•	
limited reach of essential infrastructure, in particular air and ground transport which negatively impact supply •	
chain management and increase costs of production; 
limited tourism infrastructure; •	
limited exploitation of natural resources, especially hydropower and forests; •	
imperfect markets for local raw materials, especially sand, stone and timber coupled with lengthy procurement •	
procedures

Infrastructure in Bhutan

Source: Enterprise Survey (2009)
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Bhutan’s Trade and Foreign Investment Environment

High transportation costs combined with the poor reliability of roads due to their vulnerability to 
landslides and adverse climatic conditions make it difficult for local industries to compete efficiently 
in exporting goods. Transportation also adds considerably to inflate import costs for various 
commodities, materials and goods needed in the country that not only raises the cost of living but adds 
immensely to development costs. Similarly, the weak air transport system, including the absence of 
domestic air services, has proved to be a major bottleneck for the further development of the tourism 
sector and high value niche exports. However, the relative high value added of workers in Bhutan as 
highlighted in Chapter 3 could position Bhutan well in a number of exports sectors. The RGOB hired 
the consulting firm McKinsey India to identify niche market segments where Bhutan’s exports are 
competitive and investments in these sectors.

Bhutan’s national development plan clearly envisions that RGOB’s efforts will focus on diversifying 
exports and trading markets through securing a better integration into the regional and international 
trading regime. Bhutan is currently a member of SAFTA and negotiations on the BIMSTEC Free 
Trade Agreement and accession to the WTO are at an advanced stage. Bhutan is also considering 
membership in the Bangkok Agreement. Bhutan shall continue to play an active role in all regional 
forums such as SAARC & BIMSTEC.

Exports to international markets of high-value Bhutanese niche and eco-based products are also 
projected to contribute significantly to the national economy and gain notable prominence for their 
quality. Direct hydropower revenues (25 percent of GDP) and tourism revenues (8 percent of GDP) 
currently represent the bulk of export earnings. Other export clusters expected to significantly grow 
over the next few years include IT enabled Services and hydro-power intensive industries  (such as 
steel, parasilicone and data recovery centers). These industries are expected to boost other domestic 
industries such as construction.

The 10FYP highlights the need to jumpstart Foreign Direct Investment (FDI), which can help to 
broaden the employment and revenue base. FDI has shown a positive growth trend during 9FYP, 
but has largely been directed into the hospitality sector, and grown slowly. In order to achieve an 
annual target 5 percent growth of FDI, and actualize the benefits of foreign investments for export 
and employment growth, it will be necessary to simplify and streamline the FDI regulations and 
procedures so as to create a more investor-friendly environment and diversify investments. With an 
objective of encouraging more FDIs to broaden the employment and revenue base, to benefit from 
technology transfer, and to increase foreign exchange earnings, the RGOB is in the final stage of 
revising the 2002 FDI policy and Rules and Regulations (2005) with an intention that the revised 
policy will lead to the introduction of an FDI Act. RGOB has also drafted an Economic Development 
policy which provides a broad enabling environment for domestic and export industries.
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ANNEX 5: LABOR PRODUCTIVITY

Graphs1. 

Country Comparisons(i) 

(2) Size comparisons
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(4) Industry comparisons

Unit labor cost when taking group mean of value added per worker and labor cost per worker first.
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Notes2. 

Unit costs have been calculated using group mean of value added per worker and labor cost per 
worker

Original data for each country were in local currency units.  For value added per worker, the results 
have been converted to 2000 U.S. dollar terms using official exchange rate for the relevant year 
and GDP deflator.  The source of the official exchange rate and GDP deflator is IMF’s International 
Financial Statistics.

For India, service sector includes only ICT.  For Sri Lanka, all observations are in manufacturing 
sector.

Year the data was taken is the following: Bhutan (2008), Bangladesh (2006), India (manufacturing 
2004, ICT 2005), Sri Lanka (2003)
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ANNEX 6: PROCEDURES FOR GETTING A BUSINESS LOAN

Industrial loan procedures (eg: loan for purchasing an excavator)

The client approaches the Business Development Division and collects loan application form. •	

The client pays the bank an application fee of Nu. 100 and service charge of Nu. 1000 to 2000 for estimating/•	
valuating the assets of the client.  Two passport sized photographs, original citizenship identity card (CID) copy and 
legal stamps are required.

The Relationship Manager (RM) explains the application form/requirements to the client, if required •	 (it takes around 
15 minutes). 

The client has to also bring work order, supply order /invoice for the machinery from the distributor.•	

RM of the Branch Office collects all the required documents from the client and sends for clearances to other FIs. •	
(Clearances from other Fis are sought only in the case of new client, new mortgage or if additional mortgage are 
required (takes 5 – 7 days).

Once all the documents are ready, the RM Branch Office passes the file to the Risk Officer (RO) of the Branch Office •	
and the RO carries out the loan appraisal. The loan amount to be sanctioned to the client will depend on the appraisal 
carried out at this stage. Usually, for machinery, loans are given at debt equity of 50:50 or 60:40.

After RO Branch Office appraises the loan proposal, it is put up to the Committee for approval. The committee •	
members consist of RO Branch, Legal Officer, Branch Manager, Legal Head (HQ), Risk Officer (HQ) and depending 
on the loan amount, at times approval has to be even sought from CEO or the Deputy CEO. During this process, the 
documents/file of the client passes from Branch Office to Head Office and the file gets passed from one officer to 
another (time taken is 3-4 days).

RM, Branch Office makes appointment with Legal Officer for the client and as per the appointment, the RM and the •	
client meets with the Legal Officer and the client signs loan documents, mortgage deeds etc. In case a guarantor is 
involved, then the guarantor has to also physically present himself/herself, sign and complete all formalities at this 
stage. (it takes approximately 2 days)

Once loan is approved in principal by the committee, loan clearance are all submitted, legal officer send the registration •	
of mortgage to Road Safety and Transport Authority for hypothecation. The client also does comprehensive insurance 
on the machinery and submits the document to the bank. (it takes 2-3 days)

Once all the required documents are submitted to the Legal Officer, they are passed on to the RM, Branch.•	

RM, Branch prepares a Loan Disbursement Order (LDO). LDO is circulated and signed by the following officials •	
– RM, RO, Legal Officer, Branch Manager. (it takes less than half a day if officers are in the office) (maximum 3 
days)

Then the RM sends the file to the Financial Control Unit (FCU) at the HQ to initiate the loan in the system. The FCU •	
deposits the fund in a routine account. (5 minutes)

After initiation, FCU passes the file to Accounts Division to open a loan account in the name of the client. •	 (5 
minutes)

File comes back to the RM, Branch Office from the HQ•	

RM Branch calls the client and prepares Letter of Credit to the supplier of the machinery, in case of International •	
Supplier. The actual loan is disbursed to the supplier only when the machinery is delivered. In case of a local supplier, 
money is directly disbursed to the supplier.
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ANNEX 7:  CALIBRATING DOING BUSINESS AND ENTERPRISE SURVEY DATA 

Despite their very different approaches and methodologies, Doing Business and Enterprise 
Surveys can complement each other and provide a more comprehensive evaluation of a country’s 
business environment.  Enterprise Surveys (http://www.enterprisesurveys.org/) and Doing Business 
(www.doingbusiness.org) both provide tools to measure the quality of the business environment in 
a country.  Their respective approaches are quite different- Enterprise Surveys generally conducts 
hundreds of face-to-face interviews with business owners and top managers – 250 in the Bhutan 
2009 Enterprise Survey - in the main economic cities/regions within a country. In comparison, in a 
small country like Bhutan, Doing Business surveys 10-15 experts- lawyers, architects, bankers, etc. 
on standardized case-scenarios and looks at the underlying laws and regulations in the main capital 
city of a country.  Enterprise Surveys measures the day-to-day experiences firms whereas Doing 
Business measures what a ‘standardized’ firm should expect to happen, assuming that firms are aware 
of and comply with all formal regulations and assuming that all regulations are enforced.  Despite 
their very different approaches and methodologies (http://www.enterprisesurveys.org/Methodology/
Compare.aspx), the two can complement each other and provide a more comprehensive evaluation 
of a country’s business environment. Through its use of rankings, DB has engaged with governments 
in a dialogue of reform where a country can learn the best practices of other countries in addressing 
specific business environment issues.

Given the legal status of firms in Bhutan, the Enterprise Survey data can provide a diagnostic 
beyond the standard cases proposed by DB. Each of the 10 topics in DB relies on a standardized 
case-study and 9 of these 10 case-studies assume the legal status of the company of interest is a limited 
liability company.  In the Bhutan 2009 Enterprise Survey, over 80 percent of the firms interviewed 
had a legal status of sole proprietorship.  Since the laws and regulations in Bhutan may differ between 
sole proprietorships and limited liability companies, one should use the DB project’s measures as a 
diagnostic tool.

According to DB, the top 3 priorities for business environment reform are bankruptcy procedures, 
getting credit, and trading across borders.  According to the Doing Business methodology, each 
of the ten topics is given equal weight in computing the overall score.  For DB2010 report, Bhutan 
was ranked 126 out of 183 economies in the overall ease of doing business.  We compare Bhutan’s 
DB rankings with 13 other economies in order to identify the bottlenecks per the DB methodology.  
We compare Bhutan with its South Asian neighbors along with Botswana, Mauritius, Costa Rica, 
Cape Verde, Lesotho, and Lao PDR in order to identify the potential reform priorities per DB.  As 
indicated in Table 1, Bhutan appears to be doing well, i.e. ranks in the top one-third across the world, 
in the following three DB domains of ease of doing business: 1) Employing Workers, 2) Enforcing 
Contracts , and 3) Registering Property.   Given the equal weighting of the ten topics, according to 
DB, the 7 domains that lead to Bhutan’s below-average overall ranking of 126 in order of priority 
are: 1) Closing a Business, 2) Getting Credit, 3) Trading Across Borders, 4) Protecting Investors, 5) 
Dealing with Construction Permits, 6) Paying Taxes, and finally 7) Starting a Business.
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TABLE 1. DB RANKINGS FOR BHUTAN AND COMPARATOR COUNTRIES

Economy
OVERALL 
RANK

Ease of 
starting 
RANK

Ease of 
licenses 
RANK

Ease of 
Employing 
RANK

Ease of 
Property 
RANK

Ease of 
Credit 
RANK

Ease of 
Investors 
RANK

Ease of 
Taxes 
RANK

Ease of 
Trading 
RANK

Ease of 
Contracts 
RANK

Ease of 
Closing 
RANK

Bhutan 126 80 127 12 41 177 132 90 153 33 183
Afghanistan 160 23 149 69 164 127 183 55 183 164 183
Bangladesh 119 98 118 124 176 71 20 89 107 180 108
Botswana 45 83 122 71 44 43 41 18 150 79 27
Cape Verde 146 136 83 167 126 150 132 110 58 38 183
Costa Rica 121 127 129 110 49 61 165 154 60 132 101
India 133 169 175 104 93 30 41 169 94 182 138
Lao PDR 167 89 115 107 161 150 182 113 168 111 183
Lesotho 130 131 155 67 142 113 147 63 143 105 72
Maldives 87 49 9 41 183 150 73 1 126 92 126
Mauritius 17 10 42 36 66 87 12 12 19 66 73
Nepal 123 87 131 148 26 113 73 124 161 122 105
Pakistan 85 63 105 146 119 61 27 143 78 158 56
Sri Lanka 105 41 168 96 148 71 73 166 65 137 45

bottom third of all 183 countries, bottom half of Bhutan + 13 comparator countries
bottom third of all 183 countries, top half of Bhutan + 13 comparator countries
middle third of all 183 countries, bottom half of Bhutan + 13 comparator countries
middle third of all 183 countries, top half of Bhutan + 13 comparator countries

When possible we explore each of the 10 topics further by looking at empirical data as obtained 
from the Bhutan 2009 Enterprise Survey along with Enterprise Surveys conducted in other 
comparative emerging markets96.  Looking at empirical data from existing companies along with 
the DB indicators will provide a more comprehensive view of the overall business environment.  
These findings are reflected in the various chapters of this report .

96 We use indicator data obtained from www.enterprisesurveys.org for the comparison country statistics. Note there is no empirical 
data in the Enterprise Survey to compare with the two DB topics “Closing a Business” and “Protecting Investors”.  For Closing a 
Business, Bhutan was ranked last along with 25 other countries as they were labeled as “no practice.”  In the DB methodology, it 
states: “If an economy has had fewer than 5 cases a year over the past 5 years involving a judicial reorganization, judicial liquida-
tion or debt enforcement procedure, the economy receives a ‘no practice’ mark. This means that creditors are unlikely to recover 
their debt through the legal process (in or out of court).”  Being ranked at the bottom for this topic impacts Bhutan’s overall ranking 
in DB.  Through its data collection efforts in Bhutan regarding the Closing a Business topic, according to DB there were fewer than 
5 bankruptcy cases in Bhutan.
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ANNEX 8: ECONOMETRIC ANALYSIS

PRODUCTIVITY ECONOMETRIC ANALYSIS

1. Specification
A poor investment climate is likely to negatively impact firm productivity. We try to measure this 
association between a firm’s performance and investment climate variables through regression 
analysis.  the chosen measure of firm performance is labor productivity/value added per employee 
(P).  This is because we lack data on capital stock to estimate a full production function and total 
factor productivity, Labor Productivity is defined as the following:

i

ii

employment of Size
cost good teintermedia-Sales

=iP
   

The chosen specification controls for observable firm characteristics, region and industry,  ..  In 
particular, the following specification is estimated using ordinary least squares:

iεγγγ +++= i2i10i CIC)log(P     

For infrastructure, we  include  annual number of hours of power outage    and a dummy variable 
for difficulty in ground transportation.97  Both are expected to have a negative effect on firm 
performance.  

For measuring ease of access to formal finance, we use two alternatives.  The first is a dummy variable 
for constrained access to bank loans as described in Escribano and Guasch (2005)98 (specification (1), 
(3)) and the second uses the proportion of working capital financed by banks (specification (2), (4)).  
The former is expected to be negatively related to access to finance, while the latter is expected to be 
positively related to access to finance.  

For bureaucracy/corruption, we include senior management’s time spent on regulations and time to 
obtain an operating license.  Both are expected to have a negative effect on firm performance.

We include firm size among firm characteristics in some specifiations (specification (3), (4)) but not 
in others (specification (1), (2)) in order to test the robustness of our results.  The firm size variable 
has 3 categories (small, medium, and large firms) measured by percentile rank of turnover.  We do not 
measure firm size in terms of employment because wage is already included in the controls. 
There is possible endogeneity of, because the firms that are more productive may be more willing 
to spend time to deal with regulations or wait until an operating license is obtained.  Thus, we test 
alternative specifications: (i) include the establishment-level observations in the regression: and (ii) 
include the region-industry-size mean as the explanatory variable in the regression.  It turns out that 
for the specification that uses the establishment-level observations for the bureaucracy variables, the 
coefficient for senior management’s time spent dealing with regulations is positive and significant.  
This suggests that the above mentioned endogeneity likely exists.   In the following, we focus on 
specification (ii).  

Results from different specifications are presented below.  
97 A dummy variable takes the value 1 if an observation belongs to a category and 0 otherwise.
98 The dummy variable=1 if (i) the establishment did not ask for a loan (except if the establishment did not ask for a loan because it 

did not need it) or (ii) the establishment asked for a loan but was refused by the bank.
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2. Relevant results

Table 1. Estimation of  Determinants of Productivity
(1) (2) (3) (4)

VARIABLES
Firm characteristics
Small (=<33.6 percentile) a  -2.975*** -2.923***

(0.375) (0.351)
Medium (>33.6 percentile and =<66.8 percentile) a -1.678*** -1.652***

(0.329) (0.313)
Log wage 0.686*** 0.639*** 0.331** 0.321**

(0.187) (0.180) (0.145) (0.134)
Phuentsholing -0.247 -0.293 -0.531** -0.561**

(0.326) (0.323) (0.243) (0.239)
Gelephu 0.147 -0.144 -0.0794 -0.193

(0.404) (0.391) (0.283) (0.284)
Samdrup -0.0344 -0.0647 -0.240 -0.210

(0.373) (0.365) (0.287) (0.282)
Construction 0.644** 0.440 0.0863 -0.0961

(0.292) (0.302) (0.219) (0.234)
Trade 0.970** 0.840** 0.768*** 0.702**

(0.396) (0.390) (0.282) (0.277)
TTICT 0.538 0.367 0.693*** 0.579**

(0.329) (0.309) (0.253) (0.243)
Foreign-owned 0.918 0.857 0.0778 0.210

(0.585) (0.574) (0.431) (0.438)
Exporter 0.271 0.316 -0.168 -0.153

(0.396) (0.399) (0.302) (0.303)
Ownership includes female 0.0379 -0.0278 -0.0465 -0.101

(0.225) (0.218) (0.180) (0.177)
Industrial estate 0.553 0.427 0.270 0.207

(0.446) (0.438) (0.282) (0.260)
Firm age -0.0160 -0.0135 -0.0227* -0.0222**

(0.0175) (0.0159) (0.0124) (0.0112)
Top manager’s experience 0.0203 0.0238 0.0116 0.0105

(0.0172) (0.0169) (0.0120) (0.0113)
Training provided to workers 0.278 0.206 0.416* 0.375

(0.280) (0.274) (0.235) (0.233)
Email, website, or office management software 0.884*** 0.811*** 0.124 0.0276

(0.293) (0.262) (0.184) (0.171)
Investment in software, hardware, or network technology -0.292 -0.211 -0.268 -0.267

(0.307) (0.279) (0.232) (0.203)
Foreign consultants/advisors 0.280 0.290 -0.0153 -0.00766

(0.321) (0.281) (0.252) (0.240)
Technology licensed from foreign firms -0.607 -0.457 -0.559** -0.544**

(0.378) (0.288) (0.269) (0.244)
Bureaucracy/corruption
Senior management’s time spent on regulations b 0.127 0.107 0.638 0.727

(1.275) (1.351) (0.742) (0.748)
Time to obtain operating license b -0.000230 -0.000175 -0.00340 -0.00380

(0.00438) (0.00481) (0.00269) (0.00293)
Infrastructure
Annual number of hours of power outage -0.00234** -0.00229** -0.00196** -0.00181*

(0.00114) (0.00115) (0.000988) (0.000987)
Difficulty in ground transportation dummy variable -0.0359 -0.0670 -0.0829 -0.110

(0.232) (0.223) (0.175) (0.167)
Access to finance
Constrained access to loan dummy variable -0.423 0.0575

(0.260) (0.175)
Proportion of working capital financed by bank loans 0.00875* 0.00728**

(0.00485) (0.00366)
Constant 4.187** 4.348** 10.96*** 11.06***

(1.970) (1.875) (1.760) (1.642)
Observations 234 236 234 236
R-squared 0.305 0.316 0.583 0.598

Standard errors in parentheses
*** significance at 1%, ** significance at 5%, * significance at 10%

Underlying variables for firm characteristics are: firms with large turnover, Thimphu region, manufacturing sector, non-foreign owned firms, non-
exporters, firms that do not include female as ownership, firms that are not in the industrial estate, firms that do not provide training to workers, firms 
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that do not use email, website, or office management software, firms that have not employed foreign consultant/advisors, and firms that do not use 
technology licensed from foreign  firms.

a. Firm size is measured by percentile rank of turnover.
b. These variables are industry-region-size average.

Note that the coefficient for annual number of hours of power outage has a negative sign that is 
statistically significant throughout the specifications, as expected.    

The coefficient for working capital financed by banks has a positive sign that is statistically significant, 
as expected.   This suggests that easier access to finance is associated with higher labor productivity.

Note also that smaller firms tend to have lower labor productivity.  We also find that non-manufacturing 
sectors in general and trade sector in particular are associated with higher labor productivity.  As shown 
by other econometric analyses, however, this could be the artifact of differences in capital intensity 
among different industries.  Capital intensive industries tend to have higher labor productivity.  

References
Escribano, Alvaro, and J.Luis Guach (2005) “Assessing the Impact of the Investment Climate on   

Productivity using Firm-Level Data: Methodology and the Cases of Guatemala, Honduras, and 
Nicaragua “ Policy Research Working Paper 3621, World Bank, Washington, DC

FINANCIAL SECTOR ECONOMETRIC ANALYSIS

3.  Specification

Access to finance is perceived to be the biggest obstacle in the business environment in Bhutan’s 
enterprise survey.  In this section, we explore how access to finance is related to firm characteristics 
using alternative measures of access to finance.  We use the following list of dependent variables as 
alternative measures of access to finance.99

   
constrained access to finance (perceived)(1) 
constrained access to loan(2) 
proportion of working capital financed by banks(3) 
proportion of fixed capital financed by banks(4) 
log of collateral value(5) 
level of collateral/loan ratio(6) 

(1) and (2) are both binary dependent variables constructed from the enterprise survey.  (1) is 1 if the 
establishment perceives the access to finance to be a major or very severe obstacle, 0 otherwise.  (2) 
is 1 if i) the establishment did not ask for a loan (except if the establishment did not ask for a loan 
because it did not need it) or ii) the establishment asked for a loan but its request was refused by the 
bank. 

We adopt Probit estimation for (1) and (2) because they are binary dependent variables, and use OLS 
for the rest.  

99 Refer to the variable number in the following tables.
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We test for 3 scenarios.  In scenario 1, we test for a set of firm characteristics as independent 
variables.    Scenario 2 adds the log of sales (a measure of firm size in terms of sales) to scenario 
1.  Lastly, in scenario 3, we add the log of collateral value to scenario 1 as an independent variable.  
For each specification, we break down sectors into 2 (manufacturing and service) and also 4 sectors 
(manufacturing, Construction, Trade, and TTICT).

4. Relevant results

(1) Scenario 1

(i) Probit (Dependent variable: (1), (2))

Coefficients for the regressions for alternative dependent variables generally have the same signs, 
although their statistical significance is different.  For (1), financial statements audited and TTICT have 
negative signs with 5 percent significance level100.  This shows that firms whose financial statements 
are audited and the firms in the TTICT sector are relatively less constrained in their access to finance.  
For (2), no coefficients are statistically significant either at the 1  percent level or the 5 percent level.  
While not being statistically significant, coefficients for being small and medium consistently has 
positive signs for both (1) and (2).  This indicates that access to credit may be more constrained for 
smaller firms. 

(ii) OLS (Dependent variable: (3), (4)) 
Coefficients are broadly consistent between (3) and (4).

Regarding (3), being in the construction sector and being in an industrial estate have a positive effect 
at 1 percent and being in the TTICT sector, and expectation of a sales increase have a positive effect 
at 5 percent.  Thus, these firm characteristics are associated with higher proportion of working capital 
financed by banks.

Regarding (4), being in the construction and TTICT sectors, and having a government contract have 
a positive effect at the 1  percent level and firm age, having female ownership, being in an industrial 
estate, and expectation of a sales increase have a positive effect at the 5 percent level.  Thus, firms 
with these characteristics are associated with higher proportion of fixed capital financed by banks.  
Manager’s experience has a negative effect at the 5 percent level.   Thus, this firm characteristic is 
associated with lower proportion of fixed capital financed by banks.

(iii) OLS (Dependent variables: (5), (6))
Regarding (5), being Small has a negative effect at the 1 percent level.  Firm age has a positive effect 
at the 1 percent level. As expected, smaller firms tend to have smaller collateral and older firms tend 
to have larger collateral when measured in values.  Regarding (6), no independent variables generate 
statistically significant coefficients.

(2) Scenario 2 (Dependent variable: (1), (2))
(i) Probit 
Regarding (2), firm size in terms of sales has a negative effect at the 5 percent level.  This suggests 
that the negative correlation between firm size and access to credit that we observe in scenario 1 is 
100 Statements in the text are based on the 4-sector breakdown case.
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robust to changing the measure of firm size from employment to sales.

(ii) OLS (Dependent variables: (3), (4)) 
Log (sales) has positive signs for both (3) and (4), and is statistically significant at the 10 percent level 
for (3).  Thus, firms with larger sales size tend to have higher proportion of capital financed by banks.    
Other results remain  essentially the same as scenario 1. 

(iii) OLS (Dependent variable: (5), (6))
Regarding (5), being in the Trade sector has a negative effect at the 5  percent level.  The log  (sales) 
has a positive effect at the 1 percent level.  Compared with scenario 1, size effect is captured by sales 
size instead of employment size.  Regarding (6), financial statements audited has a negative effect at 
the 5 percent level.

(3) Scenario 3

We add the log of collateral as an independent variable to scenario 1.  Note that the addition of 
collateral as independent variable reduces the number of observations to at most 114 because  we can 
include only those firms that have information on the most recent loan and its collateral.

(i) Probit (dependent variable: (1), (2))
Regarding (2), past increase in sales, expectation of sales increase, and log of collateral has a negative 
effect  at the 5  percent level.  Thus, the firms with these characteristics are relatively less constrained 
in their access to finance.  Other results are broadly consistent with scenario 1.

(ii) OLS (Dependent variable: (3), (4)) 
Log of collateral has a positive effect on (3) at the 5  percent level.  Thus, the firms with higher 
collateral value tend to have a higher proportion of working capital financed by banks.  Other results 
are broadly consistent with scenario 1.
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Table 2. Probit Estimation of Determinants of Access to Finance (Scenario 1, Dependent 
Variables= (1), (2))

(1) (1) (2) (2)
DEPENDENT VARIABLES
Small (<20) a 0.0863 0.0619 0.739** 0.686*

(0.356) (0.368) (0.360) (0.365)
Medium (>=20 and <100) a 0.320 0.319 0.425 0.408

(0.349) (0.346) (0.346) (0.344)
Phuentsholing -0.0144 -0.174 0.345 0.224

(0.266) (0.292) (0.274) (0.299)
Gelephu 0.422 0.389 0.673* 0.634

(0.436) (0.461) (0.404) (0.412)
Samdrup -0.0524 -0.347 0.849*** 0.672*

(0.314) (0.351) (0.320) (0.380)
Construction -0.576 -0.0623

(0.386) (0.366)
Trade -0.255 0.249

(0.349) (0.346)
TTICT -0.836** -0.0387

(0.419) (0.398)
Firm age -0.0199* -0.0216* -0.00380 -0.00536

(0.0116) (0.0117) (0.0119) (0.0119)
Exporter -0.589 -0.639 -0.232 -0.241

(0.399) (0.396) (0.368) (0.369)
Top manager’s experience 0.0144 0.0122 -0.0218 -0.0228

(0.0144) (0.0143) (0.0151) (0.0155)
Financial statements audited -0.598** -0.652** -0.465 -0.468

(0.282) (0.294) (0.293) (0.285)
Foreign consultants/advisors -0.262 -0.214 -0.109 -0.0935

(0.292) (0.291) (0.304) (0.305)
Government contract -0.246 -0.279 -0.121 -0.0789

(0.273) (0.323) (0.277) (0.290)
Ownership includes female 0.330 0.353 0.0917 0.0870

(0.270) (0.263) (0.284) (0.282)
Industrial estate -0.503** -0.484* -0.0379 -0.0248

(0.255) (0.259) (0.350) (0.351)
Sales increased -0.0431 -0.0605 -0.396 -0.402

(0.251) (0.246) (0.246) (0.246)
Sales expected to increase 0.134 0.0794 -0.0183 -0.0437

(0.252) (0.253) (0.259) (0.264)
Service -0.549* 0.0425

(0.285) (0.277)
Constant -0.0201 0.197 -0.233 -0.0851

(0.567) (0.601) (0.522) (0.547)

Observations 247 247 244 244
Standard errors in parentheses

***significance at 1%, ** significance at 5%, * significance at 10%
The coefficients represent the marginal effects for the probit model, probability weighted.

Underlying variables for firm characteristics are:  large firms, Thimphu region, manufacturing sector, non-exporters, firms without audited financial 
statements, firms that have not employed foreign consultant/advisors, firms that did not secure or attempt to secure a government contract,firms that 

do not include female as ownership, firms that are not in the industrial estate, firms whose sales did not increase, firms whose sales are not expected to 
increase

a. Firm size is measured by the number of employees.
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Table 3. OLS Estimation of Determinants of Access to Finance (Scenario 1, Dependent Variables= 
(3), (4))

(3) (3) (4) (4)
DEPENDENT VARIABLES
Small (<20) a -5.655 -3.322 5.315 7.643

(8.092) (8.072) (10.06) (9.907)
Medium (>=20 and <100) a -2.656 -2.119 -10.50 -8.876

(7.589) (7.539) (9.764) (9.634)
Phuentsholing -6.332 -0.747 -5.125 4.860

(6.235) (6.291) (9.156) (8.398)
Gelephu 11.24 13.14 0.573 7.787

(8.332) (7.982) (15.33) (15.13)
Samdrup -19.17** -10.70 -14.70 6.626

(7.410) (7.278) (11.19) (13.93)
Construction 24.43*** 34.25***

(7.593) (11.74)
Trade 9.549 1.037

(7.115) (12.74)
TTICT 21.05** 49.77***

(9.878) (13.89)
Firm age -0.158 -0.104 0.541 0.785**

(0.277) (0.279) (0.381) (0.382)
Exporter 6.521 6.505 8.019 6.374

(8.169) (8.267) (12.38) (11.68)
Top manager’s experience -0.0759 -0.0456 -0.966** -0.906**

(0.358) (0.353) (0.414) (0.423)
Financial statements audited -0.799 -1.004 -21.21* -15.61

(7.719) (7.762) (12.47) (10.65)
Foreign consultants/advisors 4.327 3.854 -5.208 -6.921

(6.875) (6.766) (7.663) (6.769)
Government contract 4.435 1.770 17.07* 23.67***

(6.168) (5.973) (9.503) (8.375)
Ownership includes female 6.474 6.937 17.92** 18.50**

(6.233) (6.040) (8.310) (7.476)
Industrial estate 17.16*** 16.40*** 15.19* 18.61**

(5.337) (5.325) (8.019) (9.305)
Sales increased -1.419 -1.223 0.705 1.057

(5.888) (5.810) (6.640) (6.208)
Sales expected to increase 10.58* 11.63** 11.83* 14.32**

(5.639) (5.892) (6.899) (6.789)
Service 18.83*** 34.26***

(6.168) (12.28)
Constant 16.59 10.85 -3.155 -19.53

(11.54) (12.14) (17.02) (16.42)
Observations 247 247 120 120
R-squared 0.181 0.192 0.333 0.395

Standard errors in parentheses
***significance at 1%, ** significance at 5%, * significance at 10%

Underlying variables for firm characteristics are:  large firms, Thimphu region, manufacturing sector, non-exporters, firms without audited financial 
statements, firms that have not employed foreign consultant/advisors, firms that did not secure or attempt to secure a government contract,firms that 

do not include female as ownership, firms that are not in the industrial estate, firms whose sales did not increase, firms whose sales are not expected to 
increase

a. Firm size is measured by the number of employees.
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Table 4. OLS Estimation of Determinants of Access to Finance (Scenario 1, Dependent Variables= 
(5), (6))

(5) (5) (6) (6)
DEPENDENT VARIABLES
Small (<20) a -1.859*** -1.724*** -0.737 0.571

(0.549) (0.551) (6.649) (6.724)
Medium (>=20 and <100) a -1.130** -1.083* 5.092 5.555

(0.555) (0.561) (7.176) (7.229)
Phuentsholing 0.149 0.391 4.770 5.707

(0.395) (0.377) (6.382) (7.065)
Gelephu -0.501 -0.457 -5.523 -5.488

(0.633) (0.607) (4.507) (4.199)
Samdrup -0.874** -0.329 -5.353 -2.213

(0.419) (0.467) (3.730) (3.128)
Construction 0.496 5.242

(0.438) (6.597)
Trade -0.524 -1.025

(0.575) (4.980)
TTICT -0.0179 -2.044

(0.529) (5.495)
Firm age 0.0619** 0.0629*** 0.312 0.294

(0.0241) (0.0239) (0.276) (0.273)
Exporter 0.953 0.933 -5.577 -7.347

(0.592) (0.624) (7.444) (7.356)
Top manager’s experience -0.0116 -0.0107 -0.137 -0.141

(0.0209) (0.0199) (0.177) (0.177)
Financial statements audited -0.234 -0.210 -8.318* -8.001*

(0.460) (0.445) (4.431) (4.439)
Foreign consultants/advisors -0.417 -0.397 0.949 1.638

(0.449) (0.467) (3.904) (3.932)
Government contract 0.253 -0.145 7.006** 2.208

(0.417) (0.382) (3.500) (3.329)
Ownership includes female -0.153 -0.152 -0.979 -0.802

(0.503) (0.501) (4.004) (4.005)
Industrial estate 0.0835 0.0205 3.931 3.502

(0.296) (0.285) (5.853) (5.814)
Sales increased -0.231 -0.182 -2.701 -2.357

(0.345) (0.336) (4.782) (4.750)
Sales expected to increase -0.323 -0.294 -2.433 -2.563

(0.366) (0.376) (4.675) (4.681)
Service 0.0682 1.237

(0.428) (5.066)
Constant 17.10*** 16.96*** 3.965 4.819

(0.809) (0.775) (10.34) (10.60)
Observations 114 114 113 113
R-squared 0.303 0.320 0.103 0.113

Standard errors in parentheses
***significance at 1%, ** significance at 5%, * significance at 10%

Underlying variables for firm characteristics are:  large firms, Thimphu region, manufacturing sector, non-exporters, firms without audited financial 
statements, firms that have not employed foreign consultant/advisors, firms that did not secure or attempt to secure a government contract,firms that 

do not include female as ownership, firms that are not in the industrial estate, firms whose sales did not increase, firms whose sales are not expected to 
increase

a. Firm size is measured by the number of employees.
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Table 5. Probit Estimation of Determinants of Access to Finance (Scenario 2, Dependent 
Variables= (1), (2))

(1) (1) (2) (2)
DEPENDENT VARIABLES
Small (<20) a -0.165 -0.198 0.353 0.302

(0.407) (0.414) (0.412) (0.413)
Medium (>=20 and <100) a 0.141 0.134 0.141 0.124

(0.363) (0.360) (0.361) (0.358)
Log of sales -0.0870 -0.0925 -0.150** -0.153**

(0.0697) (0.0696) (0.0731) (0.0741)
Phuentsholing -0.00795 -0.162 0.372 0.255

(0.266) (0.285) (0.279) (0.303)
Gelephu 0.318 0.283 0.523 0.486

(0.431) (0.454) (0.407) (0.416)
Samdrup -0.0780 -0.372 0.842*** 0.666*

(0.310) (0.340) (0.321) (0.379)
Construction -0.480 0.0882

(0.380) (0.386)
Trade -0.187 0.368

(0.339) (0.349)
TTICT -0.786* 0.0277

(0.412) (0.407)
Firm age -0.0182 -0.0196* -0.00222 -0.00399

(0.0113) (0.0114) (0.0121) (0.0122)
Exporter -0.475 -0.524 -0.00975 -0.0265

(0.402) (0.398) (0.364) (0.364)
Top manager’s experience 0.0147 0.0122 -0.0212 -0.0224

(0.0140) (0.0138) (0.0154) (0.0160)
Financial statements audited -0.563* -0.622** -0.404 -0.412

(0.289) (0.304) (0.311) (0.301)
Foreign consultants/advisors -0.238 -0.181 -0.0895 -0.0637

(0.289) (0.286) (0.321) (0.320)
Government contract -0.234 -0.283 -0.0845 -0.0740

(0.271) (0.316) (0.281) (0.289)
Ownership includes female 0.341 0.367 0.0922 0.0950

(0.268) (0.261) (0.286) (0.285)
Industrial estate -0.473* -0.451* -0.00582 0.00654

(0.255) (0.258) (0.364) (0.361)
Sales increased -0.0267 -0.0436 -0.376 -0.385

(0.250) (0.245) (0.248) (0.249)
Sales expected to increase 0.184 0.133 0.0790 0.0521

(0.257) (0.256) (0.270) (0.274)
Service -0.480* 0.153

(0.277) (0.290)
Constant 1.435 1.742 2.256* 2.453*

(1.297) (1.325) (1.335) (1.377)
Observations 247 247 244 244

Standard errors in parentheses
***significance at 1%, ** significance at 5%, * significance at 10%

The coefficients represent the marginal effects for the probit model, probability weighted.
Underlying variables for firm characteristics are:  large firms, Thimphu region, manufacturing sector, non-exporters, firms without audited financial 

statements, firms that have not employed foreign consultant/advisors, firms that did not secure or attempt to secure a government contract,firms that do not 
include female as ownership, firms that are not in the industrial estate, firms whose sales did not increase, firms whose sales are not expected to increase

a. Firm size is measured by the number of employees.
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Table 6. OLS Estimation of Determinants of Access to Finance (Scenario 2, Dependent Variables= 
(3), (4))

(3) (3) (4) (4)
DEPENDENT VARIABLES
Small (<20) a 3.442 5.396 12.72 14.79

(9.866) (9.878) (11.27) (11.17)
Medium (>=20 and <100) a 3.983 4.334 -4.762 -3.334

(8.438) (8.400) (11.04) (10.82)
Log of sales 3.263* 3.231* 2.960 2.851

(1.810) (1.819) (2.015) (1.841)
Phuentsholing -6.404 -0.996 -4.494 5.432

(6.124) (6.200) (9.230) (8.386)
Gelephu 14.98* 16.70* 3.073 10.16

(8.967) (8.573) (15.67) (15.98)
Samdrup -18.18** -9.830 -11.77 9.404

(7.249) (7.307) (11.62) (14.13)
Construction 20.69*** 32.71***

(7.166) (11.15)
Trade 6.851 -0.498

(7.333) (11.90)
TTICT 19.29** 47.92***

(9.778) (13.39)
Firm age -0.213 -0.157 0.435 0.684*

(0.265) (0.267) (0.372) (0.373)
Exporter 1.831 2.090 4.137 2.591

(7.699) (7.828) (13.04) (12.27)
Top manager’s experience -0.0933 -0.0570 -1.008** -0.947**

(0.329) (0.330) (0.405) (0.415)
Financial statements audited -2.345 -2.325 -20.90* -15.42

(7.041) (7.029) (11.59) (10.00)
Foreign consultants/advisors 3.902 3.243 -5.808 -7.451

(6.748) (6.667) (7.395) (6.572)
Government contract 3.671 1.708 15.57 22.07***

(6.094) (5.880) (9.495) (8.142)
Ownership includes female 6.141 6.443 18.54** 19.13**

(6.265) (6.021) (8.278) (7.516)
Industrial estate 16.03*** 15.33*** 11.55 15.08

(5.846) (5.867) (8.471) (9.576)
Sales increased -1.936 -1.710 0.639 0.985

(5.878) (5.811) (6.601) (6.214)
Sales expected to increase 8.364 9.511* 9.536 12.10*

(5.479) (5.681) (7.161) (7.069)
Service 15.93*** 32.56***

(6.003) (11.71)
Constant -37.37 -42.71 -51.50 -66.03*

(32.62) (33.46) (39.11) (37.38)
Observations 247 247 120 120
R-squared 0.202 0.212 0.344 0.406

Standard errors in parentheses
***significance at 1%, ** significance at 5%, * significance at 10%

Underlying variables for firm characteristics are:  large firms, Thimphu region, manufacturing sector, non-exporters, firms without audited financial 
statements, firms that have not employed foreign consultant/advisors, firms that did not secure or attempt to secure a government contract,firms that do not 

include female as ownership, firms that are not in the industrial estate, firms whose sales did not increase, firms whose sales are not expected to increase
a. Firm size is measured by the number of employees.
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Table 7. OLS Estimation of Determinants of Access to Finance (Scenario 2, Dependent Variables= 
(5), (6))

(5) (5) (6) (6)
DEPENDENT VARIABLES
Small (<20) a -0.663 -0.613 2.387 3.030

(0.590) (0.589) (8.240) (8.204)
Medium (>=20 and <100) a -0.336 -0.324 7.188 7.258

(0.482) (0.486) (6.387) (6.420)
Log of sales 0.507*** 0.501*** 1.333 1.119

(0.0967) (0.0989) (1.753) (1.778)
Phuentsholing -0.00595 0.205 4.279 5.242

(0.349) (0.315) (6.824) (7.538)
Gelephu -0.234 -0.190 -4.839 -4.900

(0.543) (0.536) (4.081) (3.888)
Samdrup -0.474 -0.0835 -4.285 -1.596

(0.362) (0.372) (3.602) (3.137)
Construction -0.304 3.397

(0.349) (8.225)
Trade -1.019** -2.277

(0.485) (6.202)
TTICT -0.387 -2.879

(0.496) (6.393)
Firm age 0.0328* 0.0355* 0.235 0.233

(0.0182) (0.0183) (0.222) (0.228)
Exporter 0.116 0.221 -7.735 -8.859

(0.478) (0.511) (5.963) (6.236)
Top manager’s experience -0.0248 -0.0232 -0.174 -0.172

(0.0168) (0.0164) (0.181) (0.180)
Financial statements audited -0.547 -0.531 -9.322** -8.903**

(0.449) (0.440) (4.074) (3.950)
Foreign consultants/advisors -0.547 -0.570 0.612 1.247

(0.411) (0.430) (3.776) (3.734)
Government contract -0.00997 -0.130 6.373* 2.319

(0.357) (0.284) (3.565) (3.353)
Ownership includes female -0.149 -0.160 -0.946 -0.802

(0.447) (0.441) (3.888) (3.909)
Industrial estate -0.154 -0.193 3.312 3.026

(0.272) (0.272) (6.498) (6.392)
Sales increased -0.0627 -0.0319 -2.304 -2.064

(0.310) (0.307) (5.158) (5.083)
Sales expected to increase -0.356 -0.314 -2.553 -2.631

(0.321) (0.330) (4.587) (4.609)
Service -0.521 -0.376

(0.346) (6.460)
Constant 9.185*** 9.059*** -16.74 -12.76

(1.860) (1.910) (31.92) (32.48)
Observations 114 114 113 113
R-squared 0.468 0.476 0.111 0.119

Standard errors in parentheses
***significance at 1%, ** significance at 5%, * significance at 10%

Underlying variables for firm characteristics are:  large firms, Thimphu region, manufacturing sector, non-exporters, firms without audited financial 
statements, firms that have not employed foreign consultant/advisors, firms that did not secure or attempt to secure a government contract,firms that do not 

include female as ownership, firms that are not in the industrial estate, firms whose sales did not increase, firms whose sales are not expected to increase
a. Firm size is measured by the number of employees.
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Table 8. Probit Estimation of Determinants of Access to Finance (Scenario 3, Dependent 
Variables= (1), (2))

(1) (1) (2) (2)
DEPENDENT VARIABLES
Small (<20) a -0.351 -0.391 0.140 0.247

(0.457) (0.469) (0.665) (0.673)
Medium (>=20 and <100) a 0.229 0.208 0.201 0.261

(0.432) (0.431) (0.553) (0.561)
Phuentsholing -0.0631 -0.146 -0.0618 -0.0272

(0.370) (0.380) (0.479) (0.475)
Gelephu 0.113 0.111 -0.532 -0.520

(0.610) (0.613) (0.710) (0.684)
Samdrup -0.700 -0.888 0.574 0.584

(0.650) (0.634) (0.531) (0.624)
Construction -0.939** 0.199

(0.472) (0.515)
Trade -0.548 0.0489

(0.571) (0.655)
TTICT -0.684 -0.378

(0.529) (0.620)
Firm age -0.0213 -0.0207 0.0165 0.0157

(0.0221) (0.0221) (0.0225) (0.0225)
Exporter -0.243 -0.222 0.237 0.0227

(0.699) (0.695) (0.601) (0.623)
Top manager’s experience 0.0155 0.0160 -0.0582** -0.0589**

(0.0188) (0.0187) (0.0241) (0.0250)
Financial statements audited -0.520 -0.504 -1.011*** -1.027***

(0.446) (0.443) (0.384) (0.368)
Foreign consultants/advisors -0.327 -0.339 -0.811 -0.788

(0.396) (0.397) (0.496) (0.498)
Government contract 0.559 0.731 0.557 0.205

(0.390) (0.484) (0.507) (0.556)
Ownership includes female 0.956** 0.953** 0.783* 0.853*

(0.370) (0.372) (0.469) (0.447)
Industrial estate -0.309 -0.286 0.266 0.289

(0.350) (0.346) (0.398) (0.394)
Sales increased -0.150 -0.171 -1.376*** -1.379***

(0.368) (0.363) (0.378) (0.376)
Sales expected to increase 0.244 0.240 -0.914** -0.967**

(0.303) (0.308) (0.373) (0.389)
Log of collateral -0.187* -0.178* -0.312** -0.333**

(0.103) (0.104) (0.147) (0.145)
Service -0.760* -0.0782

(0.402) (0.440)
Constant 2.588 2.438 6.443** 6.886**

(1.845) (1.852) (2.648) (2.661)
Observations 114 114 114 114

Standard errors in parentheses
***significance at 1%, ** significance at 5%, * significance at 10%

The coefficients represent the marginal effects for the probit model, probability weighted.
Underlying variables for firm characteristics are:  large firms, Thimphu region, manufacturing sector, non-exporters, firms without audited financial 

statements, firms that have not employed foreign consultant/advisors, firms that did not secure or attempt to secure a government contract,firms that do not 
include female as ownership, firms that are not in the industrial estate, firms whose sales did not increase, firms whose sales are not expected to increase

a. Firm size is measured by the number of employees.
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Table 9. OLS Estimation of Determinants of Access to Finance (Scenario 3, Dependent Variables= 
(3), (4))

(3) (3) (4) (4)
DEPENDENT VARIABLES
Small (<20) a 19.77* 22.59** 24.64* 24.73*

(10.31) (10.19) (12.51) (13.19)
Medium (>=20 and <100) a 6.453 7.231 -0.972 -0.482

(8.584) (8.475) (12.43) (12.15)
Phuentsholing -2.214 0.418 -7.070 2.757

(9.019) (8.348) (10.62) (10.26)
Gelephu 8.565 8.367 -4.587 -3.759

(14.24) (14.10) (17.47) (17.61)
Samdrup -9.100 -0.419 -5.649 23.27

(9.761) (9.950) (22.13) (23.43)
Construction 27.09*** 23.95

(8.200) (16.08)
Trade 8.897 -13.94

(10.21) (15.63)
TTICT 5.761 37.95***

(12.01) (13.34)
Firm age 0.167 0.148 0.375 0.510

(0.435) (0.429) (0.411) (0.422)
Exporter 18.04* 13.40 13.00 11.36

(10.33) (10.71) (17.32) (17.51)
Top manager’s experience -0.464 -0.488 -0.657 -0.562

(0.447) (0.442) (0.512) (0.509)
Financial statements audited 4.136 4.631 -8.797 -7.241

(10.42) (10.88) (13.18) (13.00)
Foreign consultants/advisors 2.439 4.262 0.992 -0.767

(8.845) (9.299) (9.346) (9.334)
Government contract -4.194 -17.99* 17.25 28.05*

(10.90) (9.252) (12.11) (14.51)
Ownership includes female 12.34 12.82 26.34*** 26.04***

(8.386) (8.305) (9.202) (9.263)
Industrial estate 12.29* 11.09 8.408 9.425

(6.899) (6.833) (9.304) (9.458)
Sales increased -5.426 -4.624 1.697 1.217

(8.056) (7.781) (7.406) (7.460)
Sales expected to increase 18.58** 17.97** 12.97 11.86

(7.740) (7.799) (9.354) (8.594)
Log of collateral 4.962** 4.446** 3.312 2.875

(2.145) (2.215) (2.587) (2.515)
Service 15.48** 27.53**

(7.790) (13.03)
Constant -68.08* -56.49 -69.58 -72.49

(39.91) (39.07) (49.54) (48.69)
Observations 114 114 77 77
R-squared 0.245 0.276 0.367 0.421

Standard errors in parentheses
***significance at 1%, ** significance at 5%, * significance at 10%

Underlying variables for firm characteristics are:  large firms, Thimphu region, manufacturing sector, non-exporters, firms without audited financial 
statements, firms that have not employed foreign consultant/advisors, firms that did not secure or attempt to secure a government contract,firms that do not 

include female as ownership, firms that are not in the industrial estate, firms whose sales did not increase, firms whose sales are not expected to increase
a. Firm size is measured by the number of employees.



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 102

REFERENCES

Al-Hussainy, E., A. Coppola, E. Feyen, A. Ize, and H. Ren (2010).  "FinStats: A ready-to-use tool to 
benchmark financial sectors across countries and time," World Bank mimeo.

Baldwin, Richard E. and Paul R. Krugman (May 1986). “Market Access and International Competition: 
a Simulation Study of 16k Random Access Memories,” NBER Working Paper Series, Vol. w1936.

Bardasi, E. and A. Getahun (2009).  "Unlocking the Power of Women," in Toward the Competitive 
Frontier: Strategies for Improving Ethiopia's Investment Climate.  Washington DC: The World 
Bank.

Bardasi, E. et al.  (2009).  "Other Aspects of the Investment Climate: Functioning of the Labor Market, 
Micro Enterprises, and Gender Differences," An Assessment of the Investment Climate in Nigeria.  
Washington DC: The World Bank.

Beck, Thorsten, Aslı Demirgüç-Kunt, and Vojislav Maksimovic (2005). “Financial and Legal 
Constraints to Firm Growth: Does Firm Size Matter?” Journal of Finance 60 (1): 137–77.

Beck, Thorsten, Asli Demirguc-Kunt, and Maria Soledad Martinez Peria. 2007a. “Banking Services 
for Everyone? Barriers to Bank Access and Use around the World.” Policy Research Working Paper 
4079, World Bank, Washington, DC.

Bertrand, Marianne, Simeon Djankov, Rema Hanna, and Sendhil Mullainathan (2007). “Obtaining a 
Driver's License in India: An Experimental Approach to Studying Corruption,” Quarterly Journal of 
Economics, Vol. 122, No. 4, 1639–1676.

Bhagwati, Jagdish (2004). “In Defense of Globalization.” Oxford University Press.

Borensztein, E., J. De Gregorio and J. W. Lee (1998). "How Does Foreign Direct Investment Affect 
Economic Growth?" Journal of International Economics, v45 (1, Jun), 115-135.

Canuto, Otaviano, Mark A. Dutz, and José Guilherme Reis (2010). “Technological Learning and 
Innovation: Climbing a Tall Ladder” Economic Premise, no. 21, Poverty Reduction and Economic 
Management Network. The World Bank.

Ciccone, Antonio and Marek Jarocinski (2008). “Determinants of Economic Growth: Will Data Tell?” 
ECB Working Paper No. 852.

Corthay, L. (2009). “Local Taxes, Regulations, and the Business Environment (Investment Climate 
In Practice No. 5).”

Dinolfo, S. and J.S. Nugent (2010). “Making Mentoring Work.”  New York: Catalyst.

Dixit, Avinash (2007). "Evaluating Recipes for Development Success," World Bank Research 
Observer, Oxford University Press, vol. 22(2), pages 131-157, June.



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 103

Doppelhofer, Gernot, Ronald I. Miller, and Xavier Sala-I-Martin (2004). "Determinants of Long-
Term Growth: A Bayesian Averaging of Classical Estimates (BACE) Approach," American Economic 
Review, American Economic Association, vol. 94(4), pages 813-835, September.

Durlauf, S. and P. Aghion, with P. Johnson and J. Temple (2006). “Growth Econometrics,” in Handbook 
of Economic Growth, Amsterdam: North Holland.

Easterly, William & Michael Kremer & Lant Pritchett & Lawrence H. Summers (1993). "Good policy 
or good luck?: Country growth performance and temporary shocks," Journal of Monetary Economics, 
Elsevier, vol. 32(3), pages 459-483, December.

Easterly, William, Ariell Reshef and Julia M. Schwenkenberg (2009). “The Power of Exports,” World 
Bank Policy Research Working Paper Series.

Escribano, Alvaro, and J. Luis Guach (2005). "Assessing the Impact of the Investment Climate on 
Productivity using Firm-Level Data: Methodology and the Cases of Guatemala, Honduras, and 
Nicaragua." Policy Research Working Paper 3621, Washington, DC: The World Bank.

Hallward-Driemeier, Mary and Reyes Aterido (2009). “Comparing Apples with… Apples: How to 
Make (More) Sense of Subjective Rankings of Constraints to Business.” Policy Research Working 
Paper 5054, The World Bank.

Harrison, Ann, and Andres Rodriguez-Clare (2009). “Trade, Foreign Investment, and Industrial Policy 
for Developing Countries.” NBER Working Paper No. w15261.

IFC SEDF (2010). “Reforming Business Start-up Procedures of Bhutan: Inventory, Analysis and 
Recommendations.”

International Monetary Fund (2010). World Economic Outlook. 

James, Sebastian (2009). “Incentives and Investments: Evidence and Policy Implications.” World 
Bank Group Advisory Services Investment Climate.

King, E. M. and A. D. Mason (2001). “Engendering Development Through Gender Equality in Rights, 
Resources, and Voice.”  Washington DC: The World Bank and Oxford: Oxford University Press.

Klapper, Leora (2006). "The role of factoring for financing small and medium enterprises," Journal of 
Banking & Finance, Elsevier, vol. 30(11), pages 3111-3130, November.

Levine, R., N. Loayza and T. Beck (2000). “Financial Intermediation and Growth: Causality and 
Causes.” Journal of Monetary Economics, 46, 31-77.

Levine, R. (2005). “Finance and Growth: Theory and Evidence.” In E. P. Durlauf, Handbook of 
Economic Growth. Amsterdam: North-Holland Elsevier Publishers.

Levine, Ross & David Renelt (1992). "A Sensitivity Analysis of Cross-Country Growth Regressions," 
American Economic Review, American Economic Association, vol. 82(4), pages 942-63, 



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 104

September.

Lin, Justin Y. (2010). “New Structural Economics: A Framework for Rethinking Development.” 
World Bank Policy Research Working Paper Series. 

Lin, Justin Y. & Ha-Joon Chang (2009). "Should Industrial Policy in Developing Countries Conform to 
Comparative Advantage or Defy it? A Debate Between Justin Lin and Ha-Joon Chang," Development 
Policy Review, Overseas Development Institute, vol. 27(5), pages 483-502.

Lin, Justin Y. (2009) Economic Development and Transition: Thought, Strategy and
Viability. Cambridge: Cambridge University Press.

Luzio, Eduardo and Shane Greenstein (1995). “Measuring the Performance of a Protected Infant 
Industry: The Case of Brazilian Microcomputers.” The Review of Economics and Statistics, Vol. 77, 
No. 4, pp. 622-633 Published by: The MIT Press.

Myrdal, Gunnar (1956). “An International Economy, Problems and Prospects.” Published by Harper 
& Brothers Publishers.

OECD (2002). “Foreign direct investment for development.”

--------- (2009). OECD Family Database: Gender pay gaps for full-time workers and earnings by 
educational attainment.  (www.oecd.org/els/social/family/database).

Riboud, Michelle, Yevgeniya Savchenko, and Hong Tan (2007). “The Knowledge Economy and 
Education and Training in South Asia.” Washington, DC: The World Bank.
     
Rodríguez, Francisco, and Dani Rodrik (2001). “Trade policy and economic growth: A skeptic's guide to 
the cross-national evidence.” In Ben S. Bernanke and Kenneth Rogoff (eds). NBER Macroeconomics 
Annual 2000. National Bureau of Economic Research, Cambridge, MA.

Royal Government of Bhutan. "Economic Development Policy of the Kingdom of Bhutan, 2010." 
Section 7.12.1 Financial Services (part v & vi).

-------- Ministry of Labour and Human Resources. Labour Force Survey Report 2009.

--------- National Statistics Bureau. “Population and Housing Census of Bhutan 2005.”

--------- National Statistics Bureau. Bhutan Living Standard Survey 2007 Report.

--------- (2010). Royal Monetary Authority, Annual Report 2008/2009

--------- (2010). Royal Monetary Authority, RMA Monthly Statistical Bulletin, December 2009

--------- (2009). “Tenth Five Year Development Plan 2008-2013,” Section 4.6 Financial Sector 
Intermediation.



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 105

--------- (2009). “Tenth Five Year Development Plan 2008-2013,” Section 5.2 Employment.

--------- (2009). “Tenth Five Year Development Plan 2008-2013,” Section 5.3 Women in 
Development.

--------- (2009). “Tenth Five Year Development Plan 2008-2013,” Chapter 3 Strategic Framework.

--------- (2009). “Tenth Five Year Development Plan 2008-2013,” Lyonchhen Jigmi Y. Thinley, Prime 
Minister of Bhutan, Preface of Bhutan’s Tenth Five Year Plan. 

--------- (2008). The Constitution of the Kingdom of Bhutan, Article 7, Fundamental Right No. 11.  

--------- (2008). The Constitution of the Kingdom of Bhutan, Article 7, Fundamental Right No. 15.

Simavi, S., C. Manuel, and M. Blackden (2010). “Gender Dimensions of Investment Climate Reform: 
A Guide for Policy Makers and Practitioners.” Washington DC: The World Bank.

Transparency International (2009). “Corruption Perceptions Index 2009.” Transparency International: 
Berlin, Germany. 

World Bank. (2010). “Women, Business, and the Law: Measuring Legal Gender Parity for Entrepreneurs 
and Workers in 128 Economies.”  Washington DC: The World Bank.

--------- (2009). “Banking the Poor: Measuring Banking Access in 54 Economies.” Washington, DC: 
The World Bank.

--------- (2009). “Doing Business 2010: Reforming through Difficult Times.” A co-publication of The 
World Bank, IFC and Palgrave MacMillan. Washington, DC.

--------- (2010) “Regulatory Governance in Developing Countries” (World Bank Group Advisory 
Services Investment Climate). (available at www.ifc.org/brg)

--------- (2009). “Global Investment Promotion Benchmarking 2009: Summary Report.”  IFC  World 
Bank Group Advisory Services Investment Climate. 

--------- (2002). “Pilot Investment Climate Assessment: Challenges and Opportunities for Private Sector 
Development in Bhutan,” South Asia Finance and Private Sector Development Unit, Washington, 
DC.

--------- (2008). “Harnessing Competitiveness for Stronger Inclusive Growth, Bangladesh Second 
Investment Climate Assessment,” South Asia Finance and Private Sector Development Unit, Washington, 
DC.

--------- (2009). “Investment Climate Assessment Mauritius 2009,” East and Southern Africa Finance 
and Private Sector Development Unit, Washington, DC.

--------- (2007). “An Assessment of the Investment Climate in Botswana,” East and Southern Africa 



Bhutan Investment Climate Assessment Report: Vitalizing the Private Sector, Creating Jobs 106

Finance and Private Sector Development Unit, Washington, DC.

--------- (2009). “Sierra Leone Investment Climate Policy Note (Draft),” Africa Finance and Private 
Sector Group, Washington, DC.


