CHAPTER 1: BACKGROUND

Introduction

Bhutan is a small Himalayan kingdom situated between China and India. A conscious policy of
isolation complemented by formidable geographical barriers enabled the kingdom to maintain its
independence throughout its history. Ancient stone implements and other archaeological findings
indicate that there were settlements in the country dating back to 2000 B.C. The chronicled
history of the kingdom, however, begins with the advent of Buddhism in the 8" Century.

In 747 A.D. the Buddhist sage, Padmasambhava, popularly revered in Bhutan as Guru Rimpoche
or the Precious Master, visited the country and introduced Buddhism. Since then, Buddhism has
occupied a predominant role in shaping the social, political, economic and cultural evolution of
the country. In the centuries that followed, various Lamas or Buddhist teachers and local nobility
established their own separate domains throughout the country.

In the 17" Century, Zhabdrung Ngawang Namgyal (1594-1652), a leader of the Drukpa Kargyu
school of Buddhism consolidated the country under a unified power and established the Chhoesi
or dual system of the Royal Government, whereby both the temporal and religious authority were
separated and vested in the Druk Desi and Je Khenpo respectively. By the end of the 17" century,
the country emerged with a distinct national and cultural identity as well as an unprecedented
degree of political stability.

By the second half of the 18" century, the country witnessed a resurgence of political instability.
The unity of the country was affected by internal dissent. External threats in the latter half of the
19" century added a new dimension to the political quandary. It was against this background that
the need for strong national leadership emerged. Peace and stability was restored with the
enthronement of His Majesty King Ugyen Wangchuck as the first hereditary monarch of the
kingdom in 1907. The establishment of the monarchy ushered in a new era of peace and stability
and most significantly unified the country under a central authority. It also set in motion a steady
process of engagement with the outside world and laid the foundations for the country as a
modern nation state.

During the reign of the second King, His Majesty Jigme Wangchuck (1926-1952), the country
took its first steps towards modernization by sponsoring a program of education and training of
Bhutanese abroad. The third King, His Majesty Jigme Dorji Wangchuck (1952-1972) instituted
far-reaching political, social and economic reforms. He instituted the National Assembly, the High
Court, the Royal Advisory Council and a system of Government which would be responsive to
the social and economic needs of the country. He started the planned development process in
1961. He also guided Bhutan to membership in the UN in 1971, ensuring the kingdom a place in
the international community.

Since his coronation in 1974, His Majesty Jigme Singye Wangchuck, the present king has dedicated
himself to defining and realizing a long-term vision and direction for the country. He promoted an
approach of development which calls for careful balance between creation of material wealth
and the spiritual, cultural and social needs of the society. He set up a system of Government
which is responsive to the political, social and development needs of the country. The functions
of state were clearly defined and divided among the various organs of governance. He also
pursued a process of democratization and involvement of the people in their own affairs from the
national to the community level. His Majesty’s philosophy and approach have been clearly
established and increasingly been recognized, enhancing the country’s identity and role in the
international community.



Geography

Bhutan has a land area of 38,394 square kilometres bordered by Tibetan autonomous region of
China in the north and by India in the south. The country is not only landlocked but has one of the
most formidable mountainous terrains in the world, ranging from 100 metres to 7,500 metres in
height. The climatic conditions vary due to the mountainous nature of the country. The country is
subject to the monsoon rain in summer, with a relatively dry winter. About 72 percent of the land
area is covered by forests of temperate and sub-tropical species that are a natural habitat of a
diversity of flora and fauna. The country has one of the richest biodiversity in the world with about
3,281 plant species per 10,000 square kilometres and has been declared as part of one of the
ten global biodiversity ‘hotspots’.

The country is also endowed with a river system that has an estimated potential to generate
30,000 MW of hydroelectricity. The four major rivers, Amo Chhu, Wang Chhu, Punatsangchhu,
and the Drangme Chhu and their tributaries have carved fertile valleys in central and western
parts of the country, and provide irrigation to the southern and eastern plains before flowing into
the Brahmaputra river basin. The steep and unstable terrain and the relatively young mountain
system however render the country to be ecologically very fragile. Agricultural production is also
severely constrained, as only around 16 percent of the land area is cultivable.

The population of the country was estimated to be 658,000 in the year 2000. The population is
largely rural with 79 percent of the population still living in villages despite a growth in urban drift
in recent years. It is estimated that 39.1 percent of the population is under the age of 15. While
there are several language groups and communities, the country is essentially composed of two
broad ethnic groups, the Drukpas who are mongoloid and are of Buddhist faith making up 80
percent of the population, and people of ethnic Nepalese origin who are mainly indo-aryan and of
Hindu faith. Administratively, the country is divided into 20 Dzongkhags composed of 201 Gewogs.

Institutions

The establishment of the Chhoesi by Zhabdrung Ngawang Namgyal was a significant landmark
in the evolution of the political and administrative institutions of the country. The Chhoesi,
complemented by a code of law and an administrative system, provided the basic system of
governance for the newly unified nation. A network of Dzongs or fortresses located in strategically
important regions which seated both the temporal and religious administrators, were constructed
to facilitate governance. This theocratic and dual system of governance prevailed for almost two
and a half centuries before it gradually became untenable due to internal dissension and strife.
While the Chhoesi suffered from fundamental weakness when it came to the question of peaceful
transition of succession, it continued to play a significant role in shaping the evolution of the
country’s political and administrative institutions. Some primary aspects of the Chhoesi continue
to exist today.

In 1907, Ugyen Wangchuck, then Trongsa Penlop was unanimously elected by the Penlops,
Dzongpons, and representatives of the clergy and public as the first hereditary King of the country.
The establishment of the hereditary monarchy in 1907 is a historic landmark in the evolution of
the political system of the country as it laid the foundations of modern Bhutan under the Wangchuck
dynasty and ushered in an era of unprecedented peace and political stability that continues to
this day. Far-reaching initiatives were undertaken by successive monarchs to strengthen the
kingdom’s political and legal institutions and establish an effective democratic framework. The
most significant political change was initiated by His Majesty King Jigme Singye Wangchuck in
1998, devolving full executive powers to a Council of Ministers elected by the National Assembly.
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The Tshogdu or National Assembly was established in 1953 by His Majesty King Jigme Dorji
Wangchuck. The Tshogdu, which is the highest legislative body, comprises of 150 members, 105
Chimis who are directly elected representatives of the public with a tenure of three years, 10
elected representatives of the clergy, and 35 representatives of the Royal Government of which
29 are nominated by the King and six are elected Cabinet Ministers who serve for a term of five
years.

With the establishment of the Thrimkhang Gongma or High Court in 1968 comprising of the Chief
Justice and seven Dungthrims, and Thrimkhangs in all 20 Dzongkhags, the Judicial System has
been separated from the Executive and Legislative branches of the Royal Government. His Majesty
King Jigme Singye Wangchuck introduced further reforms to enhance the institutional capacity
and independence of the judiciary. The laws of the country have been codified in the Thrimzhung
Chhenmo, which was enacted by the National Assembly during several sessions in the 1950s,
and some subsequent Acts passed by the National Assembly provides the basis for administration
of justice.

The Lhengye Zhungtshog or the Cabinet was established in 1968. With the devolution of power
by His Majesty King Jigme Singye Wangchuck in 1998, the Lhengye Zhungtshog is now the
highest executive body in the country. It consists of the Council of Ministers and members of the
Royal Advisory Council. Its members are collectively responsible to His Majesty the King and the
National Assembly.

The Lodey Tshogdey or Royal Advisory Council was established in 1965 and consists of six
elected representatives of the public, two elected representatives of the clergy, and one nominated
by the government who functions as Chairman of the Council. The Lodey Tshogdey advises His
Majesty the King on matters of national importance, acts as a bridge between the Royal
Government and the people, and ensures that the laws and decisions of the National Assembly
are implemented.

Pursuant to the policy of decentralization, Dzongkhag Yargye Tshogchungs (DYT) or District
Development Committees with a total of 572 elected members was established in 1981. The
decentralization policy was further strengthened with the establishment of 201 Gewog Yargye
Tshogchungs (GYT) or Block Development Committees comprising of 2,614 elected members,
in 1991. These local level institutions were established under the personal initiative of His Majesty
King Jigme Singye Wangchuck with the objective of strengthening traditional local institutions
and enhancing their role in development policies and activities.

Given the long religious history of the country, the Dratshang or the Monastic Body, continues to
play an important role in the spiritual and cultural life of the people. It not only engages in religious
practices, but also participates in important state institutions such as the Tshogdu and the Lodey
Tshogdey.

The country has seen numerous institutional changes in the last four decades. These institutions,
many of which had to be nurtured and developed, have contributed to the security, stability and
advancement of the country. Society and history are dynamic and the country will continue to see
maturing of its present institutions as well as other changes emerging. What has been important
is the capacity of the country to foresee, plan and bring about institutional changes consistent
with the needs and aspirations of the people.



CHAPTER 2: DEVELOPMENT PHILOSOPHY

Gross National Happiness

Gross National Happiness is the overarching development philosophy of Bhutan. With the inception
of planned development in 1961, the country opened its doors to the forces of change and
modernization. While the country was prepared for changes, it was essential to have a clear-cut
perspective on the objectives and the guiding principles for change. It became evident quite early
that for a holistic development of the society, it was essential that development must be both
social and economic and that it was necessary to give equal importance to the spiritual, emotional
and cultural needs on the one hand and the material well-being of society on the other. It was
also recognized that at heart of the society is the individual whose welfare and well-being must
be provided for by society. It was recognized that economic growth is essential to support and
nurture the spiritual and social needs of the community. This has led the country to clearly stipulate
that economic growth, while essential, is not an end in itself but is one among many means of
achieving holistic development. This has led to the declared objective of viewing development as
a continuous process towards a balance between material and non-material needs of individuals
and society.

The country’s philosophy of development was most clearly enunciated by His Majesty King Jigme
Singye Wangchuck when he stated that “Gross National Happiness is more important than Gross
National Product”. This statement has been the guiding principle of the country’s development
efforts for the last two decades. It recognizes that there are many dimensions to development
and that economic goals alone are not sufficient. All development efforts must seek to contribute
to both the material and spiritual well-being of the person to enhance Gross National Happiness.

Having accepted that the maximization of Gross National Happiness is a philosophy and objective
of the country’s development, it was necessary to more clearly identify the main areas, which
would most contribute towards furthering this philosophy and objective. Recognizing that a wide
range of factors contribute to human well-being and happiness and that it may not be possible to
fully and exhaustively define or list everything for the purpose of its development planning, the
country has identified four major areas as the main pillars of Gross National Happiness. These
are economic growth and development, preservation and promotion of cultural heritage,
preservation and sustainable use of the environment, and good governance.

Economic Growth and Development

To foster and enhance economic growth, it is necessary to first and foremost provide the capacity
to engage in economic activities. This must be followed by identifying those areas of the economy
which can be developed and contribute to national economic wealth. The country has always
paid particular attention to the development of its human resources. This is evident by the fact
that in successive plans almost one-fourth of the Royal Government’s Plan budget is allocated to
health and education sectors. Considerable efforts have also been made in training and developing
the capacity of the country in the professional and specialized skills that are required for the
development and management of economic activities.

The creation of physical infrastructure such as motorable roads, telecommunications, energy, air
links, etc, is also essential to enhance the productive capacity and to avail of the economic
opportunities in the country. Added to this is the need to identify and invest in growth sectors such
as the energy sector, tourism, utilization of mineral resources, enhancement of agricultural
production and other service sectors that will contribute to economic wealth.
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Prudential government rules and regulations together with development of financial services are
also necessary to create an enabling environment for the enhancement of economic growth. The
development of private initiative and capacity is necessary, but the creation of economic
opportunities must be equitable so as to prevent wide disparities in income and opportunities.

Preservation and Promotion of Cultural Heritage

For a small country like Bhutan, preservation of its rich cultural heritage is critical to its very
survival as a nation state. In addition to safeguarding a sense of identity in a rapidly globalizing
world, the living cultural heritage is a source of human values and beliefs that are of eternal
relevance and critical for sustainable development. The traditional beliefs and customs underpinned
by a strong reverence for all sentient beings and the environment promotes tolerance, compassion,
respect, and charity, which are fundamental values for harmonious co-existence between
humankind and nature.

In addition to providing a strong identity and a sense of values to all Bhutanese, the preservation
of the rich cultural heritage also provides a strong link and support between the individual and the
society at large acting as an effective social security net. The pursuit of individual self-interests
during modernization often threatens the rich bonding of individuals as members of extended
families and communities. It is necessary to preserve social bonds in which every one, whether
children or elderly, are honoured and respected. The breadth and quality of social relations also
lie at the root of happiness throughout a person’s entire life cycle, from childhood to old age.
Traditional social values and thoughts provide a benign and supportive role to social change and
development.

Preservation and Sustainable Use of the Environment

Sustainable development and environmental care is in the interest of every being. Strong ethics
of conservation, underpinned by the traditional reverence for nature, have influenced the country’s
environmental ethics and practice long before global concerns for environment were raised. The
country’s first national park, Manas was established as early as 1966. Today, more than 26
percent of the country’s area is managed as protected areas to preserve the country’s rich
biodiversity. 72 percent of the country is under forest cover, most of it in pristine condition. Although
forest is one of the main natural resources of the country, one of the basic tenets of the country’s
development philosophy is not to exploit it indiscriminately.

The natural environment has become an important economic asset to the country, particularly in
the field of energy and tourism. The ethics of conservation must now go beyond the natural
environment to cover emerging new areas such as waste management, pollution, recycling, and
related areas, which will increasingly impact the quality of life in the future.

Good Governance

An individual’s quest for happiness, and inner and outer freedoms, is the most precious endeavor.
It follows then that society’s idea of governance and polity should promote this endeavor. The
country is dedicated to establishing a system of governance that promotes well-being and
happiness of its citizens. His Majesty the King continues to guide the country towards the fulfillment
of that vision in the evolution of its political and social structures, encompassing both the strengths
of the country’s resilient and ancient society, and genuine virtues of democracy.

Even before the advent of modernization in 1961, the country consisted of self-reliant and self-
subsistent communities, possessing well-defined community based rules and institutions to
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facilitate the use of common resources. In 1981, His Majesty the King initiated a vigorous program
of administrative and political decentralization. The decentralization policy has enhanced the
democratic powers, social responsibilities, transparent processes, and structures of villages and
communities to make decisions at the grass-root levels. The Royal Government and its institutions
are making every effort to serve the people with integrity, accountability and transparency.

The greatest change in the devolution of power took place in June 1998 when His Majesty the
King voluntarily devolved full executive powers to a Council of Ministers elected by the National
Assembly. On the 15" day of the 10" Bhutanese month corresponding to November 30, 2001 His
Majesty the King took another historic step. He commanded the drafting of the constitution of the
country by the drafting committee of the constitution. The scope and the magnitude of the initiative
were unprecedented. While addressing the committee members a day earlier, His Majesty the
King stated: “It is my duty, as the King, to strengthen the nation so that the people can develop in
security and peace, and the nation becomes more prosperous and secure than before. During
the past years of my reign, | have made constant efforts to empower the people by delegating
authority, resources and responsibility to them. Reforms on decentralization and devolution of
powers have been quiet but continuous. We took steady steps towards democracy with the
establishment of Dzongkhag Yargye Tshogchungs and Gewog Yargye Tshogchungs, and
devolution of executive power to the Council of Ministers. While promoting the people’s participation
in the decision-making process, | have always trusted our people to make their own choice. My
kingship cannot be worthy of the people if it is not based on mutual trust and confidence. We
must have full faith in the integrity of our people, their capability, and their commitment and loyalty
to the Palden Drukpa. | have always maintained that the destiny of the country lies in hands of the
people. We must therefore draw up a written constitution and establish a political system which
will enable the Bhutanese people to shoulder this sacred responsibility.

“The constitution should not be considered as a gift from me to the people: it is my duty to initiate
the constitutional process. The sovereignty, stability and well-being of the country is always more
important than anything else: the country is more important than the King. The basic purpose of
the constitution must be to ensure the sovereignty and security of the nation and the well-being of
the Bhutanese people for all time to come. The political system of the country must evolve so that
the people will continue to enjoy peace and prosperity, justice, and the fundamental rights which
have always been enshrined in the Bhutanese system. It is important for us today to look into the
future and to take the necessary steps to shape the destiny of our country. We must move with
the times to ensure that our nation not only overcomes all internal and external threats but continues
to prosper in an atmosphere of peace and stability.

“We should not be deterred by the fact that the democratic political systems have not been working
in some countries. The principles and ideals of democracy are inherently good, and a democratic
system is desirable for Bhutan. If the lessons of some democracies are not encouraging, it is not
because the concept of democracy is flawed: it is because of mismanagement and corruption by
those who practice it.

“The constitution must create a structure, a framework, that will make democracy effective in our
country. It must embody the expectations and aspirations of the people, and draw on the wisdom
of the existing system, the existing laws, and the lessons learned by other countries around the
world. Bhutan is in a unique position today, with the time and opportunity, to develop a system of
governance which will be in the best interest of the Bhutanese people and the country. It is of
utmost importance for us to utilize this opportunity to frame a constitution that will ensure a
dynamic system of governance which will uphold the true principles of democracy. The constitution
must go beyond mere words and become the golden pillar which will support and enable the
political system to safeguard the sovereignty of the country and the rights of the people”.
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PART I
DEVELOPMENT REVIEW






CHAPTER 3: REVIEW OF ECONOMIC PERFORMANCE

Introduction

The economy grew by 6.5 percent in the first four years of the Eighth Plan. Including the final
year, the growth is expected to exceed the projected rate of 6.5 percent over the plan period.
While the growth of the economy as a whole exceeded the projections, the sector-wise performance
was mixed. The economy experienced relatively steady performance during the first three years.
The growth in the fourth year fell short by more than 2 percent due to the disruption caused by
heavy monsoon. However, the economy is projected to grow by 7.3 percent during the last year
of the Plan.

Figure 1: GDP Growth during the Eighth Plan - Planned and Actual
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The construction sector, with an estimated growth rate of 17.3 percent, had a major influence on
the GDP growth rate. This was mainly due to the on-going construction of large hydropower
projects such as Kurichhu, Tala and Basochhu. The agricultural sector as a whole performed
well, exceeding the projected target by 1.3 percent over the plan period. The main impetus of
growth in the sector came from forestry and cash crop production.

Growth in other major sectors, which includes mining, manufacturing, trade and commerce and
finance etc., fell short of the targeted growth rates. In particular, mining and manufacturing sectors
fell significantly short of their targets, mainly due to the suspension of the Dungsam Cement
Project.



Table 1: GDP at Factor Cost in 1980 Prices during Eighth Plan (Projected and Actual)

Years Sector

Compound
Growth rate

Sector Projected| Actual
8FYP Compound

97/98| 97/98 | 98/99 | 98/99 | 99/00 | 99/00| 00/01 | 00/01| 01/02| 01/02 G
Planned | Actual |Planned|Actual [Planned | Actual |Planned | Actual |Planned |Projected| Planned | Actual

Agriculture |1182.9 | 1245.0 |1212.4 |1279.8 | 1242.7 (1348.2| 1273.7 | 1411.2|1305.3 | 1445.9. 2.5 3.8

-Crop

Production| 634.8 | 625.3 | 650.7 | 646.8 667 | 678.5| 683.7 711.5| 700.7 729.3. 2.5 3.9

-Livestock

Production| 263.3 | 259.7 | 271.2 | 263.0 | 279.4 | 279.7| 287.8 | 289.7| 296.4 298.4. 3 3.5

Forestry

and logging | 284.8 360.0 | 290.5 | 370.0 | 296.3 | 390.0| 302.2 | 410.0| 308.2 418.2. 2 3.8

Mining,etc.| 51.8 43.7 54.4 50.8 56.2| 100.4 4791 119.9 50.3.| 194 3.6

Manufac-

turing 327.8 | 292.0 | 350.7 | 297.9 | 410.2 | 308.9| 514.7 | 398.2| 540.5 418.1. 12 9.3

Electricity | 273.4 | 353.6 | 277.5 | 367.2 | 3055 | 400.6| 316.4 398.2 348 422.1. 7 4.5

Construc-

tion 368.3 | 266.5 | 394.1 | 3223 | 421.6 | 393.2| 4512 | 466.7| 482.7 504.0. 7 [17.3

Trade and

Commerce| 190.6 | 218.2 | 198.2 | 2245 | 206.1 | 231.8| 2144 | 2451 223 254.9. 4 4.0

Transport

and com-

munication| 273.6 308.9 301 | 350.1 331 | 381.6| 364.2 | 400.2| 400.6 428.2. 10 8.5

Finance,

etc 338.3 319.9 | 372.1 | 3491 409.3 | 339.0( 450.3 | 419.8| 495.3 440.8. 10 8.3

Governm

-ment

services 355.4 360.5 | 376.7 | 362.9 | 399.3 | 401.7| 423.2 411.9| 448,6 422.2. 6 4.0

Less

Imputed -75.8 -106- 83.4 | -90.3 -91.7 | -87.8| -100.9 | -104.1 -111 | -111.0. 0.2

Bank

Services

charge

GDP

Growth 3286.2 | 3302.4 [3453.6 [3515.2 | 3705.5 |3773.3| 4007.4 | 3989.4(4252.9 | 4275.5. 6.5 6.7

GDP 5.7 7.6 5.1 6.4 7.3 7.4 8.1 5.7 6.1 7.3

Source: National Accounts, CSO, 2001

As evident from the sectoral composition of the GDP shown below, a gradual transformation of
the Bhutanese economy has been taking place. In particular, the share of electricity, construction,
trade and commerce and transport and communications sectors have grown and exceeded the
projected targets. Agriculture sector, however, continues to dominate the economy and still
accounted for around 34 percent of GDP at the end of the Eighth Plan.
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Table 2: Share of Sectors’ Contribution to the GDP at the end of the Eighth Plan

Sector Sectoral composition of GDP year at
the end of Eighth Plan (%)
Planned Actual
Agriculture 30.7 33.8
-Crop Production 16.5 17.0
-Livestock Production 7.0 7.0
-Forestry and logging 7.2 9.8
Mining etc. 28 1.2
Manufacturing 12.7 9.8
Electricity 8.2 9.9
Construction 11.3 11.8
Trade and Commerce 5.2 6.0
Transport and communication 94 10.0
Finance, etc 11.6 10.3
Government service 10.5 9.9
Less Imputed bank services charges -2.6 -2.5
GDP 100.0 100.0

Source: National Accounts, CSO.

Most of the growth in GDP over the period 1993-2000 was used to increase private consumption,
with public consumption and investment remaining moderate. Private investment dropped notably

between 1995-97 but increased sharply in 1999.

Figure 2: Use of GDP for Consumption and Investment (Percent)
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Foreign Trade and Balance of Payments

Imports have grown faster than exports since 1995, and as a consequence, the trade deficit
increased from its lowest point of 4.8 percentin 1994 to 18.9 percent of GDP in 1999. Imports of
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durables, machinery and equipment saw a steep increase in 1996 on account of investment in
telecommunication and tripling of vehicle purchases. Since then, such imports have stabilized
while imports of non-durable consumer goods continue to grow.

While non-durable consumer goods, machinery and transport equipment dominated imports, the
sale of electricity to India dominated exports. The share of electricity to total exports grew from 27
percent in 1993 to 40.6 percent in 1999. The increase was mainly due to the rise in export price.

Figure 3: Import by Major Categories 1993-98 (Nu. Million)
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Figure 4: Growth in Export by Major Categories 1993-98 (Nu. Million)
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Figure 5: Balance of Payment 1993/94-2000/01 (Nu. Million)
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In addition to the trade deficit, the services and transfer payments to the rest of the world exceeded
the receipts, thereby widening the current account deficit from Nu. 1,900 million in 1993 to Nu.
6,800 million in 1999. Nevertheless, capital inflows, mainly in the form of grants and concessional
loans, was not only sufficient to cover the current account deficit but also enabled the country to
build up additional foreign exchange reserves.

Public Finance
The Royal Government pursued prudent fiscal management by meeting all recurrent expenditures
out of current revenues and mobilizing external assistance for capital investment. Overall, the

budget deficit during the Eighth Plan remained under 1 percent of GDP, with the exception of
1999/2000 when it increased to 4 percent.
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Figure 6: Government Finance 1993/94-2000/02 (Nu. Million)
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The domestic revenue has grown steadily over the period, accounting for 20 to 23 percent of
GDP. A large part of the receipts continued to come from non-tax sources such as transfer of
surpluses from the government corporations. Improvements in tax collection and administration

have also contributed to the growth in revenue over the years.

Figure 7: Government Revenue 1993-2000 (Nu. Million)
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Monetary and Credit Developments

During the Eighth Plan, the monetary expansion measured by the growth in Broad Money Supply
(M2)" averaged 23 percent per annum, well in excess of the growth in nominal GDP. The
development was mainly fueled by significant and sustained surpluses in the Balance of Payments.
On an average, over the last five years, the growth in Net Foreign Assets contributed to about 32

percent of the monetary expansion.

1 Excluding Indian Rupees in Circulation Outside Banks.
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While the surpluses enabled the country to build up additional foreign currency reserves, it has
created excess liquidity in the banking system due to the limited domestic absorptive capacity,
particularly in the private sector. The Royal Government and the major corporations remained
net creditors to the banking sector during the period. Despite the banking sector’s move to reduce
the interest rates on corporate deposits by 1-2 percent and declining to accept deposits over six-
months maturity, corporate deposits increased at a rapid pace. The position of the private
companies and individuals were not very different with deposits outpacing the advances. However,
from 2000/01 onwards, the credit to the private sector began to pick-up, mainly due to construction
activities stemming from large power projects and partly in response to the reduction in interest
rates on some consumer-oriented financing schemes introduced by the financial institutions.

As part of the financial sector reforms, interest rates were deregulated in 1997. However, due to
lack of competition in the financial sector, there was little change to the structure of interest rates
in Bhutan. Inflation in the Eighth Plan period remained relatively low. The annual rate of inflation
as measured by CPI averaged 6.5 percent during the plan period.
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CHAPTER 4: DEVELOPMENT PLANNING AND MANAGEMENT

Introduction

Bhutan’s Development is guided by the document “Bhutan 2020: A Vision for Peace, Prosperity
and Happiness”, that sets out the national goals, broad targets and overall policy principles for
the next two decades. This document was the culmination of intensive consultations between
communities, Royal Government agencies and private and non-governmental organizations. It
provides a clear framework for development of the five-year plans and is operationalized through
the annual budgets approved by the National Assembly.

Overview of the Planning Process

The planning process involves decision-making in formulating plans and programs, the
responsibility of which is shared among a number of institutions. The main institutions are the
Gewogs, Dzongkhags and the central ministries and agencies. Most programs originate from the
community level though nation-wide and thematic plans and programs can originate from the
agencies at the centre.

Planning is based on a matrix structure with area based planning undertaken at the Dzongkhag
and Gewog level and sector based planning undertaken at the central level. The sectoral based
planning at the ministries complement and support the area based Gewog and Dzongkhag
programs. As a result of this approach, coordination is a key and common theme in the country’s
planning process.

The country’s planning is a cyclical and continuous process that defines and refines future plans
and programs at all levels. Resource availability is one significant factor around which the plans
and programs eventually crystallize. Actual implementation begins with the approval of the five-
year and annual plans by the National Assembly.

A key feature of the Ninth Plan will be its Gewog-based approach. This is expected to further
strengthen the planning process with a special focus on Gewogs as the main basis for development
planning. In addition, the introduction of the two-year rolling budget at the start of the Ninth Plan
is also expected to strengthen the planning process further by providing a medium term framework
that will improve linkages between annual and five-year plans as well as between changing
priorities and resource availabilit.

Formulation of the Five-Year Plans

The preparation of the five-year plans begins at least two years ahead of the scheduled launch.
It normally follows a mid-term review of the on-going plan where the Gewogs, Dzongkhags and
sectors are involved.

The first step involves the Planning Commission providing policy framework, plan size and general
direction for the Plan, which is largely influenced by the outcome of the mid-term review of the
previous Plan.

Following this, the Dzongkhags, Gewogs and sectoral agencies begin the preparation of their
plans and programs. Numerous consultations are held at all levels to ensure proper coordination,
complementarity and consistency in the plans and programs.
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Since changing priorities and resource situation would alter the Plan, it will be reviewed frequently
and the changes will be captured through the two-year rolling budget process. Thus the plan is
not rigid. Annual planning process will be streamlined so that reprioritization and resource position
on an annual basis can be taken into account.

Monitoring and Evaluation

Monitoring and evaluation is accorded high priority. For the plan as a whole, a mid-term review is
carried out halfway through the Plan. For the Dzongkhag, the mid-term review of the plan is
undertaken in individual Dzongkhags and is attended by representatives of the people. The review
is presided by His Majesty the King and is chaired by the Chairman of the Council of Ministers.
This has been one of the most effective monitoring and evaluation mechanisms and the outcome
is fed back into the remainder of the Plan. In this manner, the five-year plan is kept flexible and
responsive to changes.

The large number of programs supported by various donors has resulted in the emergence of
different monitoring and evaluation systems over the years. It has been recognized that the
present system has to be improved and a standardized system institutionalized. This will include
afocus on real assessment of developmental impact in place of the current bias towards numerical
accounts of developmental expenditure.

The Fifth National Planning Symposium held in 1999 recommended the establishment of a
standardized national monitoring and evaluation system. The Planning Commission Secretariat
is currently working on the recommendation.

The Royal Government also fully recognizes the severe limitations of a poorly integrated database
for its developmental planning. Accordingly, efforts will be made throughout the government and
at the Dzongkhag and Gewog levels to improve information systems and networks through the
use of web portals and the expansion and enhancement in the capacity and availability of trained
statisticians.
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CHAPTER 5: GOVERNANCE
Introduction

Good governance is an inherently important goal in Bhutan. The overall aims of the state are to
develop the country as a vessel of enlightened civilization, to develop the human mind and to
realize its innate human qualities. These are achieved primarily by providing the opportunity for
individuals and society to grow in structure governed by laws and socially responsive. In the
Ninth Plan, in good governance, the following strategies will be pursued.

Legislative Reforms
Rule of Law and Judicial Reforms

The Rule of Law has always existed in the country. Systematised legal codes instituted basic
rights of property ownership and basic obligations and duties within social institutions like family
and marriage in an explicit and formal fashion. Marriage and inheritance laws are de-genderized,
making men and women equal, and a Royal Decree established equality of wages between male
and female labour legally in 1993.

Laws have been enacted to govern the functioning of important national institutions such as the
National Assembly and the Cabinet. Revised laws governing the Dzongkhags and Gewogs will
be enacted shortly. In commercial law, legislations covering many areas of commercial and
economic activities have been adopted by the National Assembly, which is also considering
many other issues for legislation.

The adjudication process has undergone steady reforms to regulate the court system by
strengthening courtroom procedures. The Code of Civil and Criminal Procedure was adopted in
2001 by the National Assembly. A separate judicial cadre has been formed to enhance the
independence of the judiciary. The effort to computerize the court record system has speeded up
the processing time and reduced the cost of litigation.

Traditional laws were widely understood so that judges were not the sole arbiters of the legal
code. Public understanding was facilitated by wide dissemination of laws and legal documents
that were a mandatory hand out to each Gup and Chimi. This tradition is being continued. Recent
changes consist of a gradual shift in the composition of the judges of Buddhist institutional
background to modern law-graduates. At the same time, there is also renewed attempt to bridge
the modern legal system with the traditional system.

All of these areas will continue to remain the focus of judicial reforms in future. The purview of law
enforcement has tended to grow every year with the passage of new legislations, which requires
the expansion for judicial services. This requires infrastructure such as courtrooms and Information
and Communication Technology (ICT).

Accountability and Transparency

An important aspect of good governance is integrity, transparency and accountability. In public
administration, decision-making and administrative processes must be clear and transparent to
ensure efficiency. Many reforms in the civil service have been implemented as a result of the
1999 restructuring exercise. For example, internal auditors have been appointed in each
organization since 1999 and an Auditor General's Act is being drafted for submission to the
National Assembly.
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The administrative and financial management capacity of the bureaucracy to account for public
funds is an important aspect of governance and standards will be raised upwards periodically to
capture best practices.

Procedures exist for procurement of goods, award of contracts, bidding, licensing, and privatization
and divestment. However, cumbersome processing and response time for official clearances
and permits are being revised to rationalize administrative control. Transparent standards are
being established for the promotion, training and recruitment in the public enterprises and the
civil service.

The Constitution of the Kingdom

While the country has had no written constitution, there exists a set of fundamental laws and
Buddhist values that have guided the relationship between the state and the people. The concept
of what is consistent with Bhutanese cultural values and ideology have set the limits to what any
individual or organisation could and could not do, even in the absence of a written constitution.

However, with the modernisation of the country, and globalization, there is a greater need to
protect the cohesion and sovereignty of the country and one of the primary means of doing so is
to have a written constitution that not only lays down the basic structures of the state like the
Monarchy, the National Assembly, the Cabinet, Judiciary and so forth, but also enshrines the
basic values and vision toward which the nation strives to evolve. Therefore, a constitution is
being drafted by a broad based 39 member Drafting Committee composed of representatives
from the monk body, people, judiciary and the Royal Government.

Decentralization and Devolution

People’s active participation in their own development has been a key policy of His Majesty the
King since the Coronation in 1974. Toward this end, several institutions have been established
and legislations enacted to empower people, evolving a representative system of governance.
The formal organizational structure and procedures for decentralization have evolved over the
last three decades, and continue to do so. The first step in the process was taken in 1981 with the
introduction of the Dzongkhag Yargye Tshogchung and the process was consolidated in 1991
with the establishment of the Gewog Yargye Tshogchung. These two institutions involve the
people in political, social and economic decisions making thus increasing their capacities to set
their collective priorities and to initiate means for their fulfilment. Two decades of decentralization
and participatory development has brought about the following changes:

) Devolution of administrative and financial powers, and human resources from the capital
to the Dzongkhag administration;
) Increased capacity of GYT and DYT to make collective decisions regarding their

development plans and its implementation; and
) Autonomy of GYT and DYT to make regulations and legislations applicable within their
jurisdictions.

Experiences over the past decades have reinforced the confidence of the Royal Government in
the capacities of the communities to plan and implement development activities on their own.

Dimensions of Decentralization and Development

Decentralization in the Bhutanese context began with the delegation of various functions from
the central government to the Dzongkhags. With increasing capacity at the Dzongkhags to carry
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out the functions, the shifting of authority for decision-making has begun. It also became apparent
that further delegation of functions and devolution of authority were necessary from the Dzongkhags
to the Gewogs. The revised draft GYT and DYT Chathrims institutionalizes changes in the
decentralization process whereby greater authority, responsibility and resources for several
functions are handed over to the sub-national bodies. The new approach will trigger a gradual
conceptual shift from a sector approach to a more Gewog needs based system. It will promote
self-organization at the micro-level, deepening house-to-house direct participation. It will spur
greater effort from the communities including better use of their own resources as well as enhance
their capacity to absorb more resources from the Royal Government. It will also enhance the
roles and scope of GYT and DYT members. Since the local conditions vary from Gewog to
Gewog and among different Dzongkhags, the pace and manner of implementation is expected to
be uneven across the country, at least in the initial years. In the context of urban areas, it is
necessary to provide the same level of decentralization as in the case of the Dzongkhags.
Accordingly, the Municipal Act was enacted in line with these changes.

Political Decentralization

At the heart of decentralization is political decentralization whereby the powers in decision-making
are vested in the people or their elected representatives. Involvement of the people in decision-
making is expected to evoke greater participation in their own development process and lead to
greater responsibility.

For matters of local nature that are best resolved at the local level, such authority will be devolved
to GYT and DYT, both of which consists of elected functionaries. The powers of the central,
Dzongkhag and Gewog agencies will be delineated so that each level develops its own
competencies and jurisdictions. At the same time, the interface and linkages between them will
be defined to make the whole structure cohesive and complementary.

The power, authority, functions and responsibilities of elected officials of DYT and GYT will be
enhanced. These will include the power to decide, implement and maintain development activities
to serve their needs, the power to adopt regulations which are applicable within their own
jurisdictions, the authority to hold officials with frontline local services related to environment,
water, rural communication, health, forest, livestock, and agricultural services accountable, and
the authority to retain and use revenue from local taxes and levies from local utilities.

The election procedures for the members of both the GYT and DYT will be further streamlined.
With greater responsibilities and thus to attract more competent members, the allowances for the
elected officials will be raised.

Administrative Decentralization

Administrative decentralization will be strengthened to keep pace with the political
decentralization. The staff currently with the central agencies will be gradually transferred
to the Dzongkhags, Gewogs and beyond where they will be closer to the point of delivery of
services. Personnel management of the staff posted in the Dzongkhag administrations will
be vested in the chief executive of the Dzongkhag rather than central sectoral agencies to
improve performance and accountability. The scope of administrative and technical sanctions
of the Dzongkhag administrations will be enhanced to enable decision of greater magnitude
to be taken without referring to the central agencies. This should expedite decision-making
and reduce administrative costs.
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The process of political and administrative decentralization has been based on the existing number
of Dzongkhags and Gewogs. However, during the Ninth Plan, there will be proper re-demarcation
of Dzongkhags and Gewogs boundaries to facilitate meaningful political and administrative
decentralization.

Regulatory Decentralization

The delegation of powers to adopt rules and regulations adapted to local circumstances is an
integral aspect of decentralization. Where there are no conflicts with national laws either allowing
or prohibiting certain course of actions, DYTs can adopt their own regulations. Such civic-oriented
regulations have already been enforced and these usually pertain to issues related to social ills.
For instance, the designation and protection of certain local historical and religious sites that are
of significance to the local population, but that is unlikely to be a subject of national law. This will
also include regulations pertaining to sharing of local waters, harvest of local forest produce,
operation of cooperatives, protection of streams and rivers, disposal of wastes, control of pollution
etc. which are micro-management issues whose detailed regulations will be left to the local
communities.

Fiscal and Financial Decentralization

The GYT will now retain rural taxes and user charges. The main contributions of the rural population
have been labour and local materials in beneficiary schemes, which in monetary terms can be
quite substantial. Allowing the GYT to retain these revenues will foster a greater spirit of ownership
and participation in development activities.

The financial powers of the elected bodies, like the DYT and GYT, will be broadened to include
prioritization and allocation of annual budget, reappropriation of budget, review and ratification of
accounts of Gewog and Dzongkhag administrations. The GYT tender committee will be empowered
financially to award works or procurement orders of a magnitude that were previously reserved
for Dzongkhag tender committees. In addition, powers of the Dzongkhag tender committees, in
which the elected DYT members participate as members, to award works or procurement order,
will be enhanced.

Management of Public Services

National prosperity hinges on quality and effectiveness of governance. Responsiveness and
accountability to the people are basic requirements for good governance. Fulfilling people’s needs
and aspirations is essentially linked to the delivery of quality services.

For the delivery of quality services such as land records and survey, immigration, utilities, litigation,
licensing, administrative support, credit, agriculture, livestock, forestry, health, education, etc.
shift towards customer relationship management principles is imperative. This is consistent with
the Royal Government’s efforts towards effective decentralization. Process and rules driven
management paradigm with an emphasis on hierarchical decision-making and control will have
to give way to a decentralized result-oriented system based on principles that centre on
entrepreneurial dynamism and competition. The shift will necessitate a critical review of the
structure of the Royal Government machinery, its organizational culture and leadership.

The Royal Government’s restructuring initiative of 1999 defined efficiency, accountability and
transparency as the underpinning values of good governance. New institutions responding to
emerging needs, some organizational restructuring and mechanisms for internal accountability
were established.
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Public service organizations will have to redefine their purpose by establishing clear vision to
give direction to their efforts, proactively responding to the changing expectations of the Royal
Government and society. Well-defined services and better coordination of the range of services
through one-stop counter wherever possible will be explored.

The quality of public services will continue to be improved through the introduction of competition
and choice, along with a number of other initiatives to facilitate customer access to services and
make service provision more accountable to customers.

People who manage service organizations are central to ensuring quality of services. The head
is the primary lever of organizational change and building high performance organizations in a
changing environment. The critical importance of building new leadership not only for service
organizations but the overall governance will be a priority in the Ninth Plan.

Public accountability will form an integral component of performance management systems, which
is currently being reviewed by the Royal Civil Service Commission (RCSC). New structure, effective
performance evaluation systems, rewards, improved organizational culture, position classification,
training, better post retirement schemes, etc. are expected to generate a renewed sense of
responsibility, job enrichment and job satisfaction.

While it is recognized that rules and regulations are a major instrument of the Royal Government
policy, their quality will be ensured by a process of regular review focusing on their objectives,
costs and benefits. Compliance with the increasing volume of regulation without any clear benefit
or purpose can be costly to both the Royal Government and the public.

Bureaucracy and existing organizational structures at various hierarchical level of governance,
which may be barriers to effective integration of customer relationship management, will be
reviewed to devolve services nearer to the point of delivery.

Publicimpact assessment will be undertaken to see how the services and activities of organizations
impact on the problems and needs of the public and to help fill the gap in the knowledge of public
services organizations through the National Assembly, DYT, GYT and other redressal mechanisms.

It will be the Royal Government’s endeavour to promote governance that is characterized by
effective performance and a high level of trust and confidence from the people.

Policy Measures
Enactment of GYT and DYT Chathrims

At the start of the Ninth Plan, the draft revised Chathrim of GYT and DYT will be proposed to the
National Assembly. The harmonization of the political, administrative, regulatory and fiscal elements
of decentralization will be the major focus of the legislation. One of the immediate challenges
after the enactment of the Chathrim will be to raise the general awareness of the implications of
the revised Chathrim. The management of the transition to Gewog based planning and
implementation and crystallizing the new roles and relationships between central agencies,
Dzongkhag and Gewog administrations will be part of the immediate program to raise awareness.

Shifting Resources to the Dzongkhags and Gewogs

Decentralization calls for reorganization and restructuring of the line ministries as many
responsibilities and functions will shift from the central government to the sub-national levels.
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A number of functions and processes carried out at present at the central level will be reviewed
and re-designed to facilitate decentralization and deconcentration. Many programs will continue
to be carried out by the central government through its line ministries, especially those involving
economies of scale and externalities. Line ministries will continue to play an important role in
creating clear frameworks and norms within which it is easier for Dzongkhag and Gewog
administrations to operate.

In addition to the transfer of functions, deconcentration of resources such as human resource,
finances, transport facilities, and offices from Thimphu will be made. This will be implemented
cautiously as it can otherwise undermine decentralization.

Capacity Development

With decentralization and increase in the share of total budget, more programs and human
resources will be managed at the Dzongkhag and Gewog levels. It will be crucial to improve the
capacity of both the Dzongkhag and Gewog administrations for which considerable capacity
development will have to take place. Capacity will be augmented partly by transfer of resources,
including human resources, from the central line agencies.

The management of plans and programs by the Gewogs will enable the development of local
skills in many fields through experience. However, as the Gewogs take on more responsibilities
there will be need to upgrade skills such as basic financial management, and accounting, as well
as abstract skills like problem solving and community mobilization. This will be facilitated, wherever
possible, by technical assistance and training conducted primarily by the central agencies and
Dzongkhag administrations. Dzongkhag capacity itself is one of the most important factors in
terms of facilitation and implementation of the Ninth Plan.

Communication and Coordination

A proper system of communication and coordination will have to be established for decentralization
to be effective. Coordination and cooperation at both the Dzongkhag and Gewog levels will become
much more important for training, dissemination of information and innovations during the
implementation of the Ninth Plan. Communication of new roles and responsibilities, progress
made, problems encountered and lessons learned is important not only to ensure that stakeholders
at all levels are adequately informed, but also to avoid duplication of work and redundancy of
information.

The Royal Government will ensure that appropriate mechanisms of communication, interaction
and coordination are developed between the central government agencies, Dzongkhag and Gewog
administrations. The government will promote extensive use of information and communication
technologies at different levels of government including the use of internet and web-portals.

Accountability

To ensure accountability under the new environment created by decentralization, the government
will focus on the following:

(] Strengthening the political accountability of elected officials towards the communities in
the Gewogs;

® Making local extension staff and administrators at the Gewog and Dzongkhag levels more
accountable; and

o Conducting ex-post audits by the Royal Audit Authority.
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The functionaries of the Dzongkhags and Gewogs will be fully responsible to the DYT and GYT
respectively. Mechanisms for ensuring accountability including redressal will be enshrined in the
DYT and GYT Chathrims.

Auditing will be strengthened to scrutinize the management of finances in the Gewog and
Dzongkhag administrations and to provide recommendations to the Royal Government on cost-
effective ways of improving performance. This will be an essential part of the oversight mechanism
that can help the Gewog, Dzongkhag and central government improve their programs and facilitate
rapid dissemination of best practices. As an oversight tool, monitoring and evaluation will also be
important in providing feedback. The Royal Government will strengthen the capacity of key
agencies involved in monitoring and evaluation. At the same time, the number and quality of
finance personnel will be improved at every level of the Royal Government so that every
organization prepares a multi-year rolling budget geared towards performance and output.
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Chapter 6: PRESERVATION AND PROMOTION OF HISTORICAL AND
CULTURAL HERITAGE

Introduction

For Bhutan, the cultural heritage of the country is of such importance that it is considered the
foundation upon which the identity of the people and the country as a sovereign and an independent
nation is built. Due to its self-imposed isolation from the international community until the 1950s,
the cultural heritage of the country has remained to a great degree unaltered. Unlike many
countries, traditional arts, age-old ceremonies, festivals, social conduct and structures are not
remnants of a bygone age. Traditional arts and crafts are still practiced as they were done hundreds
of years ago, vibrant festivals are still celebrated and social principles like the Driglam Namzha
are still evident because they continue to have special significance in the daily lives of the people.
Being the last surviving Mahayana Buddhist kingdom in the world, Buddhism, with its simple
values of peace, compassion and harmony among all sentient beings, has shaped all its institutions
including arts, drama, music, literature, architecture, social principles and social structures.

Culture and spirituality are the fabrics of society, which provide cohesion and identity. Within
Bhutanese culture, inner spiritual development is as prominent a focus as external material
development. Promotion of spirituality and culture therefore touch and penetrate almost every
aspects of development. Economic and technological progress will be pursued hand in hand with
the preservation of spiritual and cultural heritage of the country. Both of these contribute to the
well-being and happiness of the people.

The country’s modern economic, social and technological development has been planned so
that it does not impair its traditional and cultural values. However, as cultural traditions have been
mainly passed down through oral communications and have not been inventoried and documented,
there is grave danger that many traditions may be lost forever if these changes are not addressed
properly. Modern development is also leading to a certain extent to the replacement of traditional
skills in various areas like architectural designs, construction methods, farming methods, textiles,
arts and crafts, performing arts etc. Free communication and exposure has given rise to many
positive consequences and is enriching the lives of the people, but the exposure also has its
negative consequences, especially among the youth. Abuse of drugs, loss of respect for honest
labour, respect for other community and social values are all becoming more pronounced. These
social changes need to be addressed seriously in the coming years.

As the economic and social transformation gathers momentum and the country becomes
increasingly integrated with the outside world, people’s lifestyles are subject to rapid change.
‘While development is being ushered in, by far the most ambitious national goal is that of cultural
preservation. While globally, life styles may be imploding or converging rather than diversifying,
traditional values get relativised, recomposed or submerged under the weight of the global culture.
The diffusion of trans-national culture can set in motion forces of silent dissolution of local
languages, knowledge, beliefs, customs, trades, institutions and communities. Assimilating these
changes without losing the country’s unique culture and identity is one of the main challenges
facing the country today.

The efforts of the Royal Government are to assimilate the positive forces of change within its
distinctive model of development. This requires that the value of cultural heritage be interpreted
in dynamic and development-oriented terms so as to ensure that it maintains its relevance as a
source of values and inspiration for a society in transformation. Without such efforts, the country’s
rich legacy could lose its value as a positive force and a source of inspiration, especially for
younger generations. This would mean that we must look forward as well as in the past while
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formulating future policy measures. Some priorities such as inventory of heritage and culture will,
therefore, relate to the past. Other set of priorities will look more to the future and seek to maintain
the relevance and vitality of the country’s rich heritage.

Policy Measures

Physical heritage traditions like architectural designs that are unique, environmentally friendly,
and built from local materials by local craftspeople and villagers are being replaced by concrete
structures. Beautiful houses and whole villages with traditional structures are slowly disappearing
with the introduction of new materials and construction methods. Concerted efforts will be made
in the Ninth Plan to identify, declare and maintain traditional architectural settings that should be
preserved as cultural heritage and sites. To maintain sites in their original state, a legislation to
prevent encroachment to these cultural and historical sites, will be brought out.

The country has over 2,000 ancient Buddhist temples and monasteries and over 10,000 Chortens
(Buddhist stupas). Many of these structures date back to medieval ages and house rare objects,
ancient paintings, sculptures, and unique manuscripts. These architectural treasure-houses are
largely located in remote and some in almost inaccessible places, causing many constraints in
maintenance, safety and restoration. With the displacement of traditional skills in various areas
like architectural designs, construction methods and materials, in reality, often leads to
reconstruction. Therefore, the government will make adequate provisions for their safety and
strict norms of restoration will be regulated in the Ninth Plan.

Most cultural properties like temples and monasteries belong to the communities and there’s a
tradition of their maintenance by the communities themselves. Over the years, however, due to
lack of resources, many communities have been seeking assistance from the government. The
government will endeavor to encourage the communities to uphold their tradition of maintaining
their own temples and monasteries given its importance in their daily lives. The government will,
however, provide the necessary technical assistance in their restorations.

The traditional arts and crafts and performing arts are popular and continue to retain their spiritual
significance in the lives of our people. As cultural traditions have been mainly preserved through
oral transmission, there is grave danger that such traditions will be lost forever if they are not
inventoried and documented. The intangible aspects of the country’s heritage which include
folklores, myths, legends, dances, poetry, and festivals that together add richness to the nation’s
cultural tapestry. The Royal Government will endeavor to document and promote these ancient
traditions and practices so that it continues to live in the minds and the imagination of our younger
generation. Adequate provisions will be made to support Dzongkha and other traditional regional
languages and dialects.
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Chapter 7: ENVIRONMENT
Introduction

The Government and people of Bhutan have shown an extraordinary commitment to the
conservation of natural resources and the balance between economic development and
environmental conservation-The Middle Path. The preservation of the country’s rich natural
resources can be attributed to the enlightened leadership of His Majesty the King and the strong
conservation ethic of the people. His Majesty the King has categorically stated that development
must not take place at the expense of our natural resources. The highest legislative body, the
National Assembly had mandated that the country should maintain at least 60 percent of the land
area under forest cover (National Forest Policy, 1974) for all time to come.

During the Eighth Plan, the Royal Government formulated the National Environment Strategy
(NES). Finalized in 1998, the NES is a policy document designed to guide environmental
conservation in Bhutan. The Environmental Assessment Act, 2000 approved by the National
Assembly, ensures that environmental assessments will be implemented for all activities that
have potentially significant environmental impact. Formulation of the National Environmental Action
Plan and the National Environmental Protection Act are currently underway.

Conservation of natural resources continues to remain a priority for the Royal Government. At
present Bhutan has 72 percent of its land area under forest cover that includes 26 percent as
protected areas and biological corridors comprise an additional 9 percent of the land area. The
country has very high levels of biological diversity at the ecosystem, species and genetic levels.
Bhutan ranks in the top ten percent of countries with the highest species density (species richness
per unit area) in the world, and it has the highest fraction of land in protected areas and the
highest proportion of forest cover of any Asian country.

With the rapid pace of economic development, pressures on the natural environment continue to
increase and are fuelled by a complex array of forces. They include population pressures,
agricultural modernization, hydropower and mineral development, industrialization, urbanization,
and infrastructure development.

Land degradation in the country is manifested primarily in displacement of soil material through
water erosion and internal biophysical deterioration. Human induced activities mainly trigger soil
erosion in the mountainous terrain. Loss of vegetation due to deforestation, over cutting beyond
silviculturally permissible limits, livestock rearing, unsustainable fuel wood extraction,
encroachment into forest land, forest fire, over grazing, extension of cultivation onto lands of low
potential or high natural hazards, lack of adequate soil conservation measures and improper
crop rotation are some of the important factors contributing to land degradation in Bhutan. Mining
and quarrying, developmental activities like road construction; transmission lines, etc. also
contribute to land degradation and loss of forest cover. Land-use change and land-use conversions
and forest activities need continued monitoring for assessment of cumulative impacts from all
developmental activities including roads, forestry and other extractive industries.

Bhutan’s First National Inventory of Greenhouse Gas Sources and Sinks to the United Nations
Framework Convention on Climate Change, with the baseline of 1994, shows that Bhutan
sequestered 3,321 kilotonnes of carbon. Therefore, at the global level, we remain a net sequester
of greenhouse gases. However, air pollution is emerging as a significant issue in urban centers
and near industrial and mining sites. The major factors responsible for deteriorating urban air
quality include vehicular growth and wood burning in bukharis. Poor air quality at industrial and
mining sites is attributed to the absence/inadequate pollution control equipment and lack of
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awareness. Occupational health and safety standards are also generally low or non-existent. As
a result, air pollution has a negative impact on human health with an increase in respiratory
diseases observed in industrial areas.

Bhutan has rich water resources consisting of major river systems, ground water aquifers, and
springs. However, the mountainous terrain of the country makes it vulnerable to ecological
degradation, including accelerated soil erosion, landslides and rapid loss of habitat and genetic
diversity because of forestry, agriculture, urban development and other human interventions.
Challenges are to establish water quality standards and to conduct river quality monitoring and
surveys of aquatic macro-faunal diversity of rivers.

Bhutan’s urban areas are under pressure for development of infrastructure such as roads,
telecommunication facilities, water supply and drainage, solid waste disposal, and housing facilities.
Urbanization results in decreased forest, increases pressure on agricultural land, and increases
the risk of erosion, floods and landslides. It is important that adequate emphasis be given to
urban environmental management issues; the promotion of mechanized and environmentally
friendly road construction. In addition, environmental surveys for all medium and large projects
should be carried out to reduce adverse environmental effects and hence the need for even more
expensive remedial actions.

Additional areas of focus are key cross-sectoral issues that are essential to the successful
integration of environmental concerns with economic planning. These include: (i) the need for
baseline information on key environmental indicators; (ii) the need for environmental legislation
based on environmental quality standards; and (iii) the need for effective monitoring mechanisms
and effective enforcement procedures.
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CHAPTER 8: POVERTY
Introduction

Poverty is the most pervasive among all the cross-cutting issues in development. The alleviation
of poverty therefore lies at the heart of every development strategy. Poverty manifests itself in
many different dimensions, which are different in different levels of development.

The traditional forms of social cohesion and low population have largely prevented the emergence
of abject poverty in Bhutan. Over the last three and half decades, the dedicated pursuit of His
Majesty’s wise and farsighted policies has markedly raised the living standards/quality of life of
the Bhutanese. However, poverty in its conventional definition is still a reality in contemporary
Bhutan. The income of people has remained low due to limited cultivable land holding, low
productivity of land, poor access and lack of technical know-how.

Until recently, surveys on poverty in the country had not been conducted largely owing to paucity
of information and technical capability. After four decades of planned development and with
enhanced technical capability and modest information base, surveys are felt necessary both to
assess the impact of development efforts towards achieving the indices of Gross National
Happiness, income being one amongst others, to facilitate the Royal Government in reviewing
policies, strategies and determining investment priorities and to also foster better coordination of
sectoral policies and initiatives. The growing focus on poverty also calls for a more comprehensive
Bhutanese definition of poverty that embraces its development philosophy, values and realities.

The Household Income and Expenditure Survey was undertaken in 2000, which revealed that
the average per capita income was Nu. 1,200 per month. This translated into less than US $ 1
per day. A more recent study namely the Poverty Assessment and Analysis, 2001 (PAA 2001),
indicated the relative incidences of poverty in the different parts of the country and more importantly
the striking correlation between income levels and development facilities.

The study investigated the relative differences of living conditions among 201 Gewogs based
upon 10 basic facilities such as education, health, transport, motor road, telecommunication,
water, sanitation, postal services, etc. being considered as main development indicators of an
area. The study provides important quantitative and qualitative information related to distribution
of service facilities to the Gewogs across the country. Some of the main findings of the study are
the following:

) 63 out of 224 respondent Gewogs and towns report food insecurity; 65 percent of the
Gewogs have no access to electricity;
o One-third of the Gewogs are not connected to feeder roads, and most of these Gewogs

are in Mongar, Zhemgang, Pemagatshel and Samdrup Jongkhar;

) 45 Gewogs are below the national average for primary enrolment rate;

) Gasa and Zhemgang account for the lowest level of modern sector economic activities,
and

) While there are pockets of poverty nationwide including in the urban areas, majority are in
the southeastern parts of the country within 53 Gewogs, and about 75 percent of poor
households live in Pemagatshel, Zhemgang, Mongar, Samdrup Jongkhar and Trashigang.

Following this study, discussions among a wide range of stakeholders were held at the Bhutan
Poverty Forum (Thimphu, April 2001). Amongst others, this led to a Poverty Reduction Partnership
Agreement where the Royal Government committed to the attainment of the International
Development Goals for 2015 as enunciated at the World Summit on Social Development in
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1995, and a number of other targets for 2012 such as reducing population growth rate to 1.3
percent, increasing life expectancy to 77 years, increasing average rural per capita income to
Nu. 3,000 per month, 100 percent adult literacy and maintenance of no less than 60 percent of
forest cover.

Determinants of Poverty

From the qualitative surveys conducted across the country of individuals, respondents who
considered themselves poor and the recent study on urban poverty, one or more of the following
main reasons were prominent:

Lack or inadequate size of land holdings;

Inability to own a decent house;

Vulnerability to food shortage; and

Lack of sufficient resources to send children to school.

Of these, the lack of sufficient resources to send children to school is a relatively new factor for
some families to call themselves poor. To the extent that the education of children is both a cause
and consequence of wealth, it is not surprising that the inability to educate children is considered
a distinguishing feature of the poor.

Bhutan recognizes the multi-dimensionality of poverty. There are diverse indigenous notions of
relative poverty in the country. However, landlessness and limited rural access emerge as the
more pronounced causes of poverty.

Spatial Based Poverty

Landlessness or limited size of land holdings is one of the main causes for poverty in Bhutan and
as such, it was cited in the Planning Commission’s Poverty Assessment Analysis study as one of
the main indicators of poverty. Given that 79 percent of the population depend on agriculture for
their livelihood, though the total arable land available is only 16 percent, the Royal Government
recognizes that land distribution and its proper use, will be important for alleviating poverty in the
country.

Among people living off the land, those living in new-settlements known as pam, practicing bush-
fallow cultivation, are considered poorer than those in the villages. Tropical villages often have
satellite pam villages, composed of thatched huts in the margins of forests and farmland.

The yak herding pastoralists and agro-pastoralists in high alpine regions were considered relatively
poor in the country. The hardships associated with their non-sedentary occupations and the poor
yields from the lands they occupy were the main causes of their relative poverty. Those living on
maize are considered better off than pastoralists but worse off than rice farmers. Now, with the
rise in the price of dairy products, the economic status of pastoralists has begun to show significant
improvement, perhaps surpassing that of maize farmers.

Poverty due to Inaccessibility

Every aspect of development is predicated on the ability to gain access to goods and services.
The importance of this is evident from the pattern of change and growth along the motor roads,
compared to interior regions that are served only by mule tracks. Those communities further from
roads are in general poorer than those at closer proximity to the road. Remote areas lag behind
the rest of the country in terms of food security, income generation, and school enrolment.
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Employment opportunities and wages are also less in areas lacking roads. Most of the modes of
modern transportation, however, such as railroads and waterways, so important elsewhere in
linking the parts of a nation to the whole, are presently not feasible in the country. Thus, it is the
road that determines whether, and to what extent, participation in the broad trends of development
is available to the people.

The Seventh Round Table Meeting in November 2000 identified rural access as one of the key
concerns to be addressed during the Ninth Plan. The lack of a proper road infrastructure has
been identified repeatedly as the most critical obstacle for increased agricultural production due
to high transportation costs that severely reduces farmers’ incentives to produce and market
their surplus. Improved rural road infrastructure will also increase the reach and efficiency of
frontline extension services as well as reduce the transaction costs related to the supply of inputs.

Poverty due to Shortage of Labour within the Household

In rural settings where physical labour is necessary for livelihood, a lack of sufficient workforce
for an extended period of time in the family can mean rapid decline into poverty. There is tradition
of granting exemptions from many local contributions and taxes for a family facing such a severe
lack of human resources, but that alone cannot always put the family on the path of recovery. The
loss of a principal worker in the family is a severe constraint in contemporary rural communities.
Farm labour shortage is already quite pronounced throughout the country largely prompted by
rural-urban migration. In the revised legislation, community decision-making bodies such as the
Gewog Yargye Tshogchung has been given greater powers to make further exceptions to families
suffering from loss of their main workers.

Poverty due to Disaster

Climate induced disasters like floods and landslides can reduce the affected families to poverty.
In recent years, agriculture land and houses have been lost among some communities to floods
and landslides. Other causes of poverty can be wild life depredations of crops, pest outbreak,
and crop failure particularly for those whose holdings are very small.

Fire and deaths are more common disasters. To provide some degree of security against these
occurrences, the Royal Government initiated the rural insurance scheme. Under this mandatory
scheme, all rural houses are insured against fire and people have life insurance as well. The
premiums are low and uniform. Irrespective of the duration of insurance paid, a fixed sum, largely
funded by the Royal Government, are paid in case of deaths or destruction of houses by fire.
These insurance policies have reduced the hardships that families face in times of such
misfortunes.

Policy Measures

With Gross National Happiness as the key development philosophy and planning objective, the
Royal Government has in practice prioritized and addressed a wide range of broad poverty
concerns over the past decades, ranging from the improvement of reach and quality of basic
services to the promotion of participation in formal political and administrative processes. An
example of the Royal Government’s broad poverty targeting is the concentration of public spending
in areas such as primary health care and primary education that are relatively more beneficial to
the poor.

Given the nature of poverty in Bhutan, comprehensive rural development supported by emphasis
on infrastructure including social infrastructure, private sector-led income and employment
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generation and good governance will remain the main strategy for reducing poverty in the Ninth
Plan. Overall, the Royal Government will continue to focus on long-term preventive anti-poverty
strategies including rapid economic growth, structural reforms and macro-economic stability,
conditions within which any poverty that may be present is reduced. The Royal Government will,
however, continue to monitor poverty against the goals that have been established to ensure that
poverty is being addressed.

Land is the primary asset in the composition of wealth in agrarian societies like Bhutan. Land
ownership continues to be a central issue because of the overwhelming, subsistence farming
population whose well-being and prosperity is linked to land ownership. Although there are
emerging sources of wealth such as manufacturing and services, land ownership is still a valuable
indicator of wealth or poverty. Both the late and the present King have initiated land reform
measures which have been the main poverty alleviation instruments. Land-use policies and related
legislation will be reviewed during the Ninth Plan.

Homelessness and chronic hunger have been absent in the country, and relief measures were
generally not required. The most targeted poverty projects are systematic land distribution, and
resettlement of poor rural farmers. In the resettlement programs, allocation of free land is
complemented by a range of subsidies and infrastructure to make the settlers self-reliant. Such
measures are taken because they benefit only those who have little or no land assets.

Given the strong correlation between poverty and access to infrastructure as seen in the PAA
study, the Royal Government places great emphasis on the construction of new roads in the
Ninth Plan, especially farm and feeder roads. The Ninth Plan includes proposals for more than
500 km of farm roads, 60 percent of which will be constructed in the four Dzongkhags (Mongar,
Zhemgang, Pemagatshel and Samdrup Jongkhar) that includes one third of Gewogs not connected
to feeder roads. In a similar vein, more than 123 km of new feeder roads have also been proposed,
most of which will again be constructed in these Dzongkhags. Around 77 km of new all-weather
roads have also been planned for addition to the national highway network in the Ninth Plan.
Significantly, the 45 km Gomphu-Panbang highway will eventually connect larger tracts of the
four poorest Dzongkhags to the national highway. This is expected to usher in great opportunities
that will alter the poverty profile of these four Dzongkhags as well as the extent of poverty in the
country.

Other initiatives in the Ninth Plan that will have a large impact on the poor include the policy of the
Royal Government to cater to remote areas through a combination of schools with boarding
facilities and construction of new schools within 3 km or one hours walking distance. Some
schools in selected Dzongkhags will also be equipped with appropriate resources to enable
disabled children to access education locally.

Statistical and monitoring and evaluation capabilities will also be strengthened to facilitate
monitoring of the impact of programs and progress against long-term goals and to foster better
coordination amongst the main sectors. The Royal Government will initiate more detailed analytical
work during the Ninth Plan by strengthening research and diagnostic work to provide benchmarks.
A Household Income and Expenditure Survey will be undertaken sometime in the year 2002/3.

Poverty in the urban areas is also emerging as a key concern for the government. To assess the
magnitude and situation of urban poverty and thereafter to frame relevant strategies, an urban
poverty study is being launched.

Some of the other strategies to raise the general standard of living throughout the country include
further shifting of decision-making powers to the people with the revision of the GYT and DYT
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Chathrim, effective delivery of agricultural extension services and agricultural inputs, expansion
of education and training programs, and support to income generating activities like cottage
industries and eco-agro tourism. The Royal Government will also continue to ensure the provision
of quality health services, while expanding infrastructure such as telecommunications, electricity
and housing and other urban facilities. Micro-credit facilities will also continue to be provided
while maintaining low rural taxes. The Royal Government is also targeting a 100 percent provision
of piped potable water supply by the end of the Ninth Plan.
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CHAPTER 9: EMPLOYMENT
Introduction

The country has undergone a major transformation since the launch of planned socio-economic
development in 1961. In the early 1960s, the country’s entire population was dependent on
agriculture for its livelihood and during the same period, the country had 11 primary schools that
catered to less than 500 children. It was only in 1968, that the first 20 students completed high
school education within the country.

The result of the priority accorded to human resource development (HRD) by the Royal Government
is now visible with thousands of students graduating from various levels of the education system,
with almost all of them migrating into urban areas. In addition, around 3,800 rural people migrate
to urban areas annually. As a result, only 79 percent of the population is now dependent on
agriculture. The decline in the rural population is likely to be accelerated over the years as the
current trend of rural- urban migration continues unless, suitable jobs both farm and off-farm can
be created in rural areas. But at the same time, development efforts in the country continue to be
constrained by shortage of human resources as is evident from the presence of over 50,000
foreign workers in the country.

It is estimated that around 50,000 students will enter the labour market in the Ninth Plan, which
will increase to 100,000 by the year 2010. In addition, if the present trend of rural-urban migration
continues, it is estimated that around 19,000 economically active rural persons will migrate seeking
employment in the urban areas by the end of the plan period. Thus, approximately 70,000 jobs
will need to be created outside farming by the end of the Ninth Plan or approximately 14,000 jobs
every year. One of the numerous challenges that the country will be confronted with will therefore
be creation of adequate gainful employment opportunities for the exponentially increasing
Bhutanese work force. The challenge is further aggravated by diminishing employment
opportunities in the public sector, the traditional employer of literate population. Unemployment,
a phenomenon unknown to the country till recently, will soon be a reality that the country will be
forced to grapple with. The need to create new employment opportunities in the country from
now on have become particularly urgent.

The emerging unemployment, which currently is more frictional than structural, is exacerbated
by the mismatch between supply and demand and the reluctance of the school leavers to take up
blue-collar jobs in the private sector. The employment and working conditions in the private sector
are still developing. Lack of social standing, low wages, job insecurity, lack of career advancement
opportunities, training opportunities and post retirement benefits in majority of the private sector
firms are the perceived reasons for the school leavers’ reluctance to join the private sector. The
private sector on the other hand finds the school leavers either not equipped with the necessary
skills or experience required, or reluctant to perform manual works.

Policy Measures

Given this situation, one of the urgent strategic options that will be considered during the Ninth
Plan is the expansion of skills development program to equip the new generation of labour force
with the skills demanded by the labour market. At the same time, in addition to creation of additional
employment opportunities through accelerated growth and development of the private sector,
both on-farm and off-farm employment opportunities will be created through appropriate policy
interventions including land reforms, extension of credit facilities, crop diversification, rural
infrastructure, development of improved marketing facilities and promotion of co-operative
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organizations with an aim to make rural life and employment more attractive to youth. Therefore,
increasing the labour absorption capacities of both the urban and rural economies is a critical
concern that will be addressed during the Ninth Plan.

Other employment creation measures such as establishment of handicrafts and small-scale
industries both in the rural and urban areas will be considered on priority and the enterprises will
be assisted to adapt themselves to technological advances and changes in the market conditions.
At the same time the construction industry will be encouraged to adopt improved and labour
saving technologies to attract the literate workforce into the industry as well as to enhance the
quality of construction in the country. In addition, service industries such as tourism, which have
good potential for additional employment generation, will be promoted. Tariffs, tourist destinations,
infrastructural development and enhancement of quality of services will be reviewed and considered
on priority to accelerate the growth of this industry. Simultaneously, employment and working
conditions in the private sector will be improved through policy interventions and enactment and
enforcement of laws, rules and regulations.

The Department of Employment and Labour which is mandated to provide a wide range of services
and labour market interventions to promote employment, and facilitate a more efficient operation
of the nation’s labour markets will pursue this mandate by supporting policy, legal and operational
interventions related to its functional responsibilities in the following areas:

° Employment services, human resource development and skills enhancement, related to
labour market realities;

L] Labour market information and applied research, directed to generating timely and relevant
information to assist all interested parties to make informed decisions in relation to existing
and projected labour market conditions;

) Labour protection, related to formulating and implementing policies and laws directed to
ensuring fair conditions of employment, and a working environment that encourages safety
and health in all work places; and

) Labour relations, directed to encouraging and promoting policies and practices for
harmonious relations under employment contracts, with a view to preventing labour-
management disputes and resolving fairly and quickly any disputes that do arise.

More specifically, the operational strategies of the Department of Employment and Labour will
concentrate on the following services and interventions during the Ninth Plan:

) Encouraging and supporting consultation and coordination between all government and
private agencies concerned with employment promotion and creation;

) Facilitating the formulation and implementation of workable policies for employment
promotion and generation;

) Facilitating the development and availability of suitably skilled workers to support national
development;

) Preparing manpower forecasts to indicate future quantitative and qualitative requirements
for various categories of labour;

) Preparing and distributing information on labour market trends in the form of regular labour
market information bulletins;

) Monitoring the employment of foreign workers with a view to ensuring that available and

qualified nationals are not disadvantaged in their quest for suitable employment
opportunities;

) Providing employment exchange services directed to registering job seekers and job
vacancies, and facilitating the matching of the qualifications, experience and expectations
of job seekers with the requirements of employers;
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Providing and ‘networking’ vocational guidance, information and employment counseling
services in close cooperation with educational institutions and training providers, in both
State and private sectors;

Conducting and supporting job fairs and job bazaars, directed to promoting awareness of
job vacancies and job opportunities, and encouraging direct contact between job seekers
and potential employers;

Preparing and distributing ‘user-friendly’ pamphlets and brochures on career opportunities,
and the education and training requirements to access such opportunities;

Preparing, in consultation with other concerned Ministries and agencies, policies, laws
and regulations concerning the terms and conditions of employment for workers, based on
the principles of fairness and justice;

Facilitating the preparation of a national wage policy and implementation strategy taking
due account of minimum wage, productivity, competitiveness, and equity considerations;
Preparing, in consultation with other concerned Ministries and agencies, policies, laws
and regulations concerning the safety and health of workers in all areas of work;
Encouraging and monitoring compliance with policies and laws concerning terms and
conditions of employment, safety and health, in all workplaces covered by such policies
and laws;

Encouraging harmonious relations between workers and employers within enterprises with
a view to preventing labour conflict and disputes;

Providing the machinery, in cooperation with other agencies as appropriate, for the resolution
of labour disputes, both individual and collective; and

Researching and examining the potential role of the private sector in the delivery of labour
and employment services, as traditionally provided by the State labour administration
system.
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CHAPTER 10: WOMEN, CHILDREN AND GENDER
Introduction

People have always been central to the socio-economic development efforts of the Royal
Government and human development remains one of its important strategies. Socio-economic
development policies and strategies, and ratification of international instruments such as the
UN’s Convention on Eliminating all forms of Discriminations Against Women (CEDAW) and
Convention on the Rights of the Child (CRC) confirm the high value attached to women and
children in the country.

Bhutanese women do not face any institutionalised form of discrimination- politically, socially,
economically or legally. Law treats women and men equally and many of its provisions protect
the rights and interests of women and children.

Mortality Rates

Child survival is a public health priority. Survival rates have improved with effective primary health
care system (90 percent coverage), mother and child care initiatives, sustained immunisation
program and increased access to safe drinking water (77.8 percent) and improved sanitation.
Infant mortality rate and under five mortality rates dropped from 71 and 97 per 1,000 live births in
1994 to 60.5 and 84 respectively in 1999. The sex specific mortality rates in age group above
nine reveal that in each group, death rates are lower for women. This is an indication that factors
influencing the survival of women are as good as they are for men. For the whole population,
women out number men and on average, there are 100 women per 94.7 men.

Table 3: Mortality Rates (Per 1,000 population)
Age group Mortality Rates Total
Male Female
<9 7.0 7.2 7.1
10-19 1.5 1.1 1.3
20-29 2.8 1.6 22
30-39 29 1.9 24
40-49 8.6 7.7 8.15
50-59 8.4 8.1 8.25
60-69 22.3 19.7 21.00
70+ 81.5 55.4 68.45

Source: The National Health Survey, 2000

Establishment of facilities and intensification of programs related to maternal and child health
during the plan will further decrease the mortality rates of women. Besides this, the increase in
the number of trained birth attendants, and antenatal services will be key program activities to
further reduce maternal mortality rates. Today the proportion of births attended by a trained person
is only about 24 percent.
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Reproductive Health and Family Planning

There is no significant preference for male child over female among most sections of the population
and sex-biased abortions are unknown among the Bhutanese. Effective service delivery and
aggressive advocacy campaign in important areas of safe motherhood, concept of small family,
women empowerment, adolescent reproductive health and prevention of STD/HIV diseases have
also attributed to general improvement of the health of women and children. Population growth
rate has declined from 3.1 percent in 1994 to 2.5 percent in 1999. Considering the importance of
an adolescent’s awareness in reproductive health and family planning as an individual and as a
potential advocate, it forms a part of the school, non-formal education curricula as well as teachers’
training curriculum.

Nutritional Status

Nutritional status of people have improved over the years, more significantly for women and
children due to an effective network of health care services, increased awareness in health care
and growing economic prosperity. Nutrition is an integral component of primary health care. Breast-
feeding in the country is universal and efforts are being made to encourage mothers to breast
feed exclusively for four months and continue this for two years. Knowledge on complementary
feeding and other aspects of care are also emphasized.

The nutritional status of female children is better than male and their improvement are also more
marked. However, the overall nutritional status of the population is still unsatisfactory, which may
be attributed to food shortage, exposure to adverse conditions, infections, poor dietary habits or
other factors such as low birth weight.

It is generally observed that there is no differential access to food between women and men.
Malnutrition in women is mainly due to lack of awareness of special dietary needs for expectant
and postpartum mothers and weaning and feeding practices of children.

Particular attention has been paid to addressing anemia, which has been prevalent widely among
both women and children, by iron and folic acid supplements, and by promoting vegetable
consumption. A multi-sectoral effort is being made to improve the nutritional status of families, in
particular women and children.

Early Childhood Care and Development

Early childhood requires a conducive and stimulating environment for enhancement of emotional,
intellectual and physical development. A child in a family, which is traditionally extended, is the
centre of attention, love and affection. Every family member, siblings to grandparents, plays a
role in childcare and development. It is generally perceived that child development is a natural
process and the variety of activities that stimulate child development are carried out more
instinctively than consciously.

In urban centres, the emerging trend of working parents, and extended family system gradually
shifting to nuclear families, pose challenges to child development. The traditional childcare support
is also disappearing in the emerging situation.

Recognizing the importance of Early Childhood Care and Development (ECCD), the Royal
Government has taken initiatives to build on the positive practices of childcare and development
and addressing the emerging needs and those aspects of the tradition that require interventions.
The Ministry of Health and Education’s Ninth Plan accords priority to ECCD and integrated
initiatives will be taken.
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Children with Disability

Itis estimated that about 3.5 percent of the total population has some form of disability. Disabilities
are acquired before or after birth as a result of childhood iliness, genetic factors, micro-nutrient
deficiencies and accidents. Prevention of physical and mental disability and rehabilitation form
an important component of primary health care. The National Institute for the Disabled, which
currently educates and trains visually impaired children, is being diversified to include programs
for children with other disabilities. The Royal Government’s strategy is based on integration of
disabled children into regular classrooms, instead of taking them away from their families and
communities. A multisectoral group has been formed to initiate community-based rehabilitation
programs, endeavoring to integrate health care, education and training with the ultimate objective
of helping disabled children to become productive members of the society.

Access to Basic Facilities

Equal access to health and education facilities is fundamental to the transformation of society
towards gender equality. The gross primary enrolment rate as of 2001 was estimated at 72 percent.
Girls’ enrolment in primary level is 46 percent in 2000 and it is increasing faster than boys’
enrolment. The dropout rates are higher for girls once they pass the primary education level.
Gender disparities are higher in the higher secondary schools, tertiary, technical and vocational
institutes. Girls constitute about 35 percent of the total student population in the higher secondary
levels while they form 28.4 percent of the enrolment in Sherubtse College. They also constitute
24 percent of the total enrolment in the institutes providing technical education. Consequently,
female literacy rate is only close to half that for men. Improving enrolment of girls in schools, in
particular their proportion in higher education levels, in vocational training, science and technology
are important areas of current action to ensure development and empowerment of women.

With respect to health services, programs on reproductive health care, safe motherhood, family
planning and prevention of sexually transmitted diseases, focus on women. The budgetary
allocation in health sector has also supported women and child-centered programs. In addition,
considering that the incidence of iliness is higher for women, the Royal Government will encourage
among women in rural areas to seek medical services more frequently. At present, surveys reveal
that there is no significant difference in use of modern health services between men and women.

Professional Equality and Representation in Public Life

In recent years, there has been a rapid increase in the number of women in the legislature. 14 out
of the 99 people’s representatives in the National Assembly are women. One of the six Royal
Advisory Councilors elected by the people is a woman. Number of women with law degrees in
the legal system are also on the increase.

Women constitute 19 percent of the civil service. The small number of women in senior positions
of the bureaucracy is a reflection of the lower enrolment of women in tertiary education. The lack
of primary schools nearby was the main reason for lower enrolment of girls in the early years of
development. The other reason was that many qualified women have resigned from their jobs to
raise families.

The Royal Government continues to promote wider representation and participation of women in
broader decision-making bodies as well as the civil service. The situation is already improving
with the increase of enrolment of girls in the higher secondary levels. Further, with the growing
number of educated women, there will be a need to pay special attention to their employment
needs. Women entrepreneurs are prominent in retailing, hotels, travel and tourism, construction,
and consultancies.
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Ownership and Household Equality

In traditional society, bulk of which is matriarchal, women were expected to hold the house and
landed property while sons would leave home and settle in their wives’ houses. This custom is
based on the belief that women need more economic security to enable them to take care of their
parents and raise children. This has led to customary right of inheritance by daughters. It is
estimated that almost half of land registration titles, which is an index of property distribution, are
recorded in favour of women. A gender pilot study conducted in 2001 reported that in rural areas,
60 percent of the land ownership registration was recorded legally in favour of women and in the
urban areas, 45 percent of property titles such as shares, building and business licenses was
registered in favour of women.

The concept of the ‘head of households’ is a relative one. Household decision-making varies
from issue to issue and on the capability of the individual. There is no fixed appointment of roles
to either the wife or the husband. In case of divorce, laws provide for fair share for equitable
spousal and child support.

Policy Measures

As the economy and society modernizes, diverse needs emerge prompting shifts in traditional
roles and responsibilities, values systems, transformation of family patterns, rural-urban migration,
amongst others. Experiences have revealed that during such a transition, women and children
are particularly vulnerable. The Royal Government acknowledges the emerging economic and
social trends and has committed resources and directed its plans and programs to improve mother
and child health and mainstreaming gender needs and interests. Efforts will be made to maintain
family values as a core issue.

Provision of quality service will be accorded priority. All will have access to potable water supply
and sanitary facilities by the end of the Ninth Plan. Multi-sectoral initiative on Health and Nutrition
will be reinvigorated. Reproductive health services and family planning strategies will be intensified.
Surveillance system and prevention of STD/AIDS through education and advocacy will be
strengthened. Establishment of child care centres and nurseries will be encouraged. Some schools
in the Dzongkhags will be equipped with appropriate resources to enable disabled children to
access education locally.

In order to cater to remote places, schools will be constructed within 3 kms or one hour’s walking
distance. Counseling and guidance catering to the special needs of students and girls in particular
will be strengthened in the schools. More non-formal education (NFE) centres will be established
to cover half of the population by the end of the Plan. Favourable employment conditions will be
formulated to enable women to pursue their career and raise children.
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CHAPTER 11: PRIVATE SECTOR
Introduction

As the private sector plays an important role in fostering economic growth as well as creating
employment, renewed emphasis will be given to the development of a dynamic and strong private
sector in the Ninth Plan. Recognizing the profound changes that are taking place with the process
of global economic integration, Bhutan’s private sector has to develop to take advantages of the
immense opportunities presented by trade liberalization as well as to compete in the international
markets.

The private sector continues to face several constraints arising from the small size of the domestic
market, lack of labour, underdeveloped infrastructure and the disadvantages associated with
landlockedness among other factors.

Policy Measures
Strengthening the Legal and Regulatory Environment

In an effort to create an enabling environment for the private sector, several legislations were
enacted during the Eighth Plan period. They include: the Bankruptcy Act, 1999; The Movable and
Immovable Property Act, 1999; The Negotiable Instruments Act, 2000; revised Companies Act,
2000; Copyright Act, 2001; Industrial Property Act, 2001; Commercial Sales of Goods Act, 2001
etc. In addition, rules governing imports and import licensing were streamlined.

Measures will be taken to further strengthen the regulatory environment during the Ninth Plan.
Simplifying procedures and removing administrative bottlenecks will form the key policy measures.
Some of the legislations that will be introduced or streamlined include the following: Business
Licensing Act, Foreign Investment Act, Occupational Safety and Health Act, Consumer Protection
Act and Contract Act.

The proposed Foreign Investment Act will be one of the most significant legislations for private
sector development, as it will affect the private sector both in terms of opportunities and competition.
The Act will clearly define the scope and modality of foreign direct investment and ensure greater
transparency.

Infrastructure Development

As a landlocked and mountainous country, the development of road infrastructure is of great importance
for Bhutan for the delivery of social services as well as the development of the private sector. The
existing road infrastructure has to be improved to reduce transportation costs and enable the
transportation system to carry greater load capacity. Therefore, the construction of new roads,
improvement and maintenance of existing roads will be given high priority in the Ninth Plan.

Recognizing the importance of improving and expanding the road infrastructure, Royal Government
plans to invite participation of the private sector in infrastructure development by using a build-
operate-transfer approach. While the full modalities are yet to be developed, such partnerships will
facilitate overall infrastructure development as well as create more opportunities for the private sector.

Efforts will be made to expand the air transportation system, including domestic helicopter services,
as it will help boost the tourism sector and also help for marketing high value agricultural products.
A civil aviation master plan including the feasibility study of an alternative all-weather airport is
being formulated for this purpose.
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In order to overcome the constraints arising from landlockedness, a dry port facility will be
established in Phuentsholing. This will enable the use of containerized transport and will lower
the transaction costs involved with longer transportation time and handling charges currently
incurred.

To boost industrial development, five industrial estates will be developed around the country in
Chhukha, Sarpang, Samdrup Jongkhar, Mongar and Zhemgang Dzongkhags. The establishment
of the industrial estates with provisions for power, telecom and water facilities will reduce the
initial development costs faced by entrepreneurs. At the same time such estates will offer
advantages for sharing costs of pollution mitigation and other economies of agglomeration.

Support to Enterprises

The private sector is reluctant to invest in pre-feasibility studies as it is considered a risky and an
expensive investment. Thus government support in carrying out such studies will have a catalytic
impact for the development of the private sector. To explore and map the comparative advantages
and opportunities for the private sector development, industrial investment study will be conducted
for every Dzongkhag in the Ninth Plan period.

Continued support will be extended to encourage the growth of small and micro-industries,
particularly those which are rural based. Efforts will be made to promote industries in the interior
of the country to provide off-farm employment opportunities in rural areas. For example, the
essential oils industry already provides employment to over 2,000 people. To multiply the economic
benefits from this industry, more downstream processing capacity will be created along with the
establishment of a quality control laboratory.

Support to the private sector will also include the provision of business development advisory
services. The focus on rural-based industries will be on the establishment of traditional skill-
based enterprises along with related training and technical assistance for product development
and marketing. Loans for such enterprises will continue to be provided by the Bhutan Development
Finance Corporation.

The private sector will also benefit through greater support to the tourism industry and its immense
potential given its many backward linkages. The activities in the Ninth Plan includes: the formulation
of a long-term tourism development plan; addressing the sector’s seasonality issue; providing
training in the hospitality industry; improvement of amenities at festivals and along the national
highways; standardization and certification of tourist accommodation; development of new trekking
routes; and participation in international fairs and other venues to promote the country as a
tourist destination.

Partnership between the Financial and Private Sectors

Lack of adequate finances or access to finances, coupled with high interest rates and high collateral
requirements, have often been cited as significant drawbacks for entrepreneurs. At a broader
level, the problem also seems to owe to the lack of competition among the financial institutions,
which has in turn hindered the development of more banking products and services.

Lending based on high collateral requirements was mainly due to the high risks involved due to
weak legal framework. This concern has now been addressed to a great extent with the enactment
of legislations such as the Bankruptcy Act (which defines the roles and responsibilities of the
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lenders and borrowers). To foster venture capital companies, more cash flow based lending,
rather than collateralized lending, and at a later stage, the public issue of private debt and equity
instruments - will be appropriate. In the Ninth Plan, stronger partnership between the financial
sector and private sector will be promoted by encouraging more interaction and innovative financing
packages.

Integration in Regional and Global Markets

Continuous efforts will be made to gain access to markets and opportunities through enhanced
trade liberalization initiatives at bilateral, regional and international levels. While Bhutan has a
strong trade link with India facilitated by a Free Trade Arrangement, efforts will be made to deepen
the trade links with Bangladesh and enter into bilateral trading arrangements with Nepal and
Thailand. Bhutan will also seek to diversify its export market to include other international markets.
Bhutan has initiated the accession procedures to become a member of the World Trade
Organization and seeks to complete all the required accession formalities to become a member
in the Ninth Plan.

The Bhutan Export Promotion Centre will continue to conduct studies, and mount market research,
trade missions and international trade fairs delegations to extend the reach of Bhutanese products.
The Centre will continue to provide matching grants to enable interested private sector firms
participation in international fairs. To promote export-based industries, the establishment of an
Export Credit Guarantee Scheme will be explored.

Human Resource Development

The lack of managerial and technological skills continues to be a major cause for the slow
development of the private sector. To address this constraint, a specific human resources
development plan for the private sector will be drawn up in the Ninth Plan. The Royal Government
will seek grants from international agencies, and provide tax incentives for bona fide training
expenses for firms. In addition, in-country entrepreneurial development courses will be developed
and expanded. Reflecting the high priority accorded to human resource development in the private
sector, 50 percent of the total HRD outlay for the Ninth Plan, has been earmarked for the private
sector.

To address the shortage of skilled and unskilled labor, the National Technical Training Authority
(NTTA) will conduct vocational skills training in various places around the country. Skills certification
will also be introduced to ensure closer alignment between the skills of the workers and the
needs of the employers as well as to establish reference for wage levels. The Department of
Trade will conduct basic training courses for traders to develop skills such as bookkeeping, business
management and marketing.

Privatization and Divestment

To foster competition, better services, higher growth, and wider ownership, the Royal Government
will continue to privatize and divest its holdings in the various corporations in the Ninth Plan. The
Royal Government will focus on regulation, supervision, monitoring and provision of public goods
and infrastructure and will continue its emphasis on demonopolisation and ensure that no
monopolies emerge. The licensing approach will be made more transparent and liberal and the
viability of an enterprise will be the responsibility of the entrepreneur.

Besides privatization by transferring ownership and encouraging entry, more opportunities will
be made available to the private sector by the Royal Government by outsourcing works such as
road constructions and other services.
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CHAPTER 12: THE NINTH PLAN
Goals
The Ninth Plan has five overall goals:

Improving quality of the life and income, especially of the poor;

Ensuring good governance;

Promoting private sector growth and employment generation;

Preserving and promoting cultural heritage and environment conservation; and
Achieving rapid economic growth and transformation.

The economy is projected to grow at an annual rate of 7-9 percent. To achieve this growth
projection, efficient and reliable infrastructure services, sound macro-economic policies and a
strong domestic revenue base will be required. The financial outlay of the Ninth Plan has made
provisions to support these mutually reinforcing requirements.

Strategies
Infrastructure Expansion

The plan accords high priority to improve and expand the road network, particularly feeder roads
to improve rural access. Thus the road sector receives the largest share of the Ninth Plan financial
outlay. The Road Sector Master Plan will offer opportunities to foster coordinated developments
in other sectors such as agriculture and industry.

The plan outlay also provides for expansion of power transmission lines and national grid(s) to
facilitate export of power and to promote growth and development of power intensive industries
in the country. Provisions have been made to provide electricity to about 15,000 rural households
during the Plan.

As telecommunication infrastructure and information technology are vital for economic growth and
evolution of the country into a knowledge based society, the plan provides for nationwide expansion
as well as improvement of quality of these services. This will include expansion of telecommunication
facilities to all the Gewogs and invitation of private sector participation in this sector.

Urban infrastructure particularly housing has also been accorded high priority in the Ninth Plan.
This has become necessary to accommodate urban growth and related demand for services.

Sound Macro-economic Policy

To maintain a steady and stable rate of economic growth, it is important that appropriate macro-
economic policies are formulated. The size of the budget deficit on the current account has,
therefore, been set at 2-3 percent of GDP to ensure a stable macro-economic environment.
Inflation rate is expected to average at around 7-8 percent per annum. An expansion of bank
lending to the private sector for domestic investment projects at competitive interest rates, without
threatening the inflation rate target, will be a major monetary and fiscal policy goal in the Ninth
Plan. The maintenance of a healthy level of foreign exchange reserves, and sustainable level of
domestic and external debt will continue to be important macro-economic strategies.

The objective of meeting recurrent expenditures with domestic revenue has been met successfully
during the past three fiscal years. The current expenditure growth has averaged 10 percent per
annum and domestic revenue growth at 20 percent per annum during these three years. The
Royal Government will continue to aim to meet the entire recurrent expenditures by domestic

49



revenue in the Ninth Plan, and progressively move towards recurrent budget surplus. Further
efforts will be made to increase revenue yield through improved tax administration and introduction
of new tax sources to broaden the revenue base.

Ensuring Good Governance

The Ninth Plan represents yet another watershed in the political and administrative reforms that
have been initiated by His Majesty the King in the past two decades. The process of decentralization
will receive a new thrust with the introduction of the revised GYT and DYT Chathrims concurrently
with the launch of the Ninth Plan. The DYTs and GYTs will be granted autonomy to make plans,
allocate resources as well as frame rules and regulations applicable within their respective
jurisdictions. To enable financial decentralization, the plan allocates separate budget for activities,
which will be directly formulated, approved and executed at the Gewog and Dzongkhag levels.

The most significant reform initiated by His Majesty the King thus far, will be the adoption of the
constitution during the Ninth Plan, fully elaborating on the legislative, executive, and judicial
powers as well as rights and responsibilities of individuals. Anticipating these changes, the plan
foreshadows the requirement of new structures and processes to be introduced. In addition, the
budget strategy accords substantial allocation to the agencies enforcing accountability and law,
such as the administration of justice, law enforcement, public accounts and auditing, research
and policy analysis, and other key agencies which bring catalytic interventions towards increasing
the transparency, efficiency and effectiveness of the Royal Government.

These social and political reforms will help to further the people centered development approach
as well as ensure that the cohesion security and the sovereignty of the country is protected.

Improving Access and Enhancing Social Services

As majority of the Bhutanese people depend on agriculture and its allied activities for their livelihood,
the Ninth Plan will place priority to improve rural road infrastructure combined with multi-sectoral
plan for the modernization of agriculture. These interventions are aimed to enhance agricultural
productivity as well as improve farmers’ access to the markets. The plan also has provision to
create opportunities for entrepreneurs in agro-business, horticulture, and small-scale handicraft
industries.

Access to primary education, primary health care and safe water and sanitation has a major
impact on the quality of peoples’ lives. The plan supports these social sector programs and major
emphasis will be given to improve the quality of services and consolidate the achievements in
terms of physical expansion.

The consistently higher budget allocation to the social service sector is a reflection of the priority
attached to human resource development and a continuation of the tradition of welfare entitiement.

Challenges to Development

Profound political and economic changes combined with rapid technological advancements in
the world over the last quarter of the 20th century have ushered in new challenges and opportunities
and have compelled big and small nations alike to re-examine their development policies. Political
strategies are giving way to economic imperatives and opportunities. Many still continue to
struggle to establish a stable political environment which is critical for sustained economic growth.
Population explosion, environmental degradation, growing poverty and economic disparities,
asymmetrical economic development within and among nations, and their volatile consequences
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pose formidable challenges to global sustainable development. The world is also seeing a surge
in terrorism and conflicts along ethnic, cultural and religious lines, many of which have their roots
in complex historical, social, political and economic causes. In an era of growing interdependence
with the onset of globalization, socio-economic and political problems that were once geographically
isolated are increasingly assuming a transnational nature.

As a small landlocked country, lacking in political, economic and military resources, the external
challenges that Bhutan faces are indeed daunting and in some cases threaten its very existence.
Of significance is the problem of United Liberation Front for Assam (ULFA) and National Democratic
Front of Bodoland (NDFB) militants from the Indian state of Assam, who taking advantage of the
porous border are using the thick forests along southeastern parts of the country as safe havens.
The intrusion of militant cadres of ULFA and Bodo into these jungles, and the issues related to
the people in the camp in eastern Nepal remain two major security threats to the country. The
presence of militants along the border is not only a constraint to the country’s development
process but poses a serious threat to peace, security, and the territorial integrity of the country.
The atrocities carried out against Bhutanese citizens traveling via Bhutan-Assam border in 2000
and 2001 illustrate the threat it poses. Measures to remove them from the country is high national
priority. If the on-going efforts to resolve the problem peacefully fail, Royal Government will be
compelled to exercise the military option, in which case the development process of the country
will be critically affected.

For a country thinly populated, ecologically fragile, and with limited resources, the issue of large-
scale illegal immigration through its porous borders is another serious challenge to the development
process. This problem has already manifested itself in the past in the form of terrorist activities
and violent demonstrations that eventually led to the problem of the people in the camps in
eastern Nepal. The capitalization of the problem of illegal immigration into a political and human
rights issue by dissidents with ulterior motives was a major set back in the country’s development
process and continues to be a matter of national concern.

Ninth Plan Outlay

The Seventh Plan outlay was Nu. 15,590 million: Nu. 6,980 million was allocated for capital
expenditure and Nu. 8,610 million for current expenditure. Since domestic revenue was insufficient,
external assistance supported both recurrent and capital expenditures.

At around Nu. 40,000 million, the Eighth Plan expenditure represented a significant increase
from the Seventh Plan. Domestic revenue could comfortably meet current expenditures, while
external assistance played a very important role in financing the Plan.

The total Ninth Plan outlay is Nu. 70,000 million, of which Nu. 31,682 million is for current
expenditures, Nu. 34,869 million is for capital investments and Nu. 3,449 million is earmarked for
debt servicing. Major investment projects, such as the Tala, Mangdechhu and Punatsangchhu
Hydroelectric Project and other major private investments has been kept outside the framework
of the plan outlay.

While the Nu. 70,000 million plan outlay represents an increase of over 75 percent of the Eighth
Plan expenditure, it is only about Nu. 54,000 million in real terms after allowing a projected 7
percent inflation rate over the Ninth Plan.

The estimated domestic revenue of Nu. 32,000 million is expected to cover the current
expenditure, while external assistance amounting to Nu. 35,000 million would be necessary
to meet the capital expenditure.
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Bhutan received generous external assistance during the Eighth Plan with over 60 percent of
plan expenditures financed by external aid. Continued good will and assistance of the development
partners will be necessary to successfully implement the Ninth Plan. As and when resources are
forthcoming, additional programs which are proposed in the sectoral plans but could not be included
within the resource allocation of Nu. 70,000 million, would be taken up. Moreover, the ceiling
necessary to be applied on the annual expenditure shall not be applied on donor-funded programs.

The Ninth Plan accords priority to infrastructure and social sectors. Development of infrastructure
is accorded priority to create productive capacity both in the economy and the people. In the
social sector, focus will be on consolidation and improvement of quality of services. Hence
proposals for expansion in this sector will be considered judiciously.

Table 4: Ninth Plan Outlay and Allocation (Nu. Million)
ORGANIZATION RECURRENT | CAPITAL TOTAL |Percent

1 | Autonomous Agencies 4,649.248 | 4,972.517 | 9,621.765 | 13.7
a | His Majesty’s Secretariat 77172 3.950 81.122 0.1
b | National Assembly Secretariat 83.058 6.720 89.778 0.1
¢ | Royal Advisory Council 52.183 1.300 53.483 0.1
d | Council for Ecclesiastical Affairs 719.926 77.657 797.583 1.1
e | National Commission for

Cultural Affairs 193.974 215.831 409.805 0.6
f | Judiciary 364.164 125.966 490.13 0.7
g | Royal Audit Authority 190.578 24.500 215.078 0.3
h | Royal Civil Service Commission 64.075 | 3,000.000 | 3,064.075 4.4
| | Bhutan Olympic Committee 166.483 43.720 210.203 0.3
i | Dzongkha Development Commission 48.464 10.000 58.464 0.1
k | National Environment Commission 29.240 31.728 60.968 0.1
| | Cabinet Secretariat 16.277 1.300 17.577 0.0
m | Bhutan Broadcasting Service 0.000 348.000 348 0.5
n | Planning Commission Secretariat 63.955 45.000 108.955 0.2
o | Police, Jail and Fire Services 2,064.353 355.010 2,419.363 3.5
p | Royal Institute of Management 156.345 149.000 305.345 0.4
g | National Technical Training Authority 335.925 500.000 835.925 1.2
r | Office of the Legal Affairs 17.709 17.595 35.304 0.1
s | Centre for Bhutan Studies 5.367 15.240 20.607 0.0
2 | Ministry of Home Affairs 486.384 130.569 616.953 0.9
a | Secretariat 230.469 30.661 261.13 0.4
b | Department of Survey and

Land Records 183.647 22.845 206.492 0.3
c | Department of Registration 72.268 77.063 149.33 0.2
3 | Ministry of Finance 1,257.252 354.865 1,612.117 23
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a | Secretariat 675.892 27.500 703.392 1.0
b | Department of Budget and Accounts 44.263 17.800 62.063 0.1
¢ | Department of National Properties 150.992 25.330 176.322 0.3
d | Department of Revenue and Customs 357.346 257.535 614.881 0.9
e | Department of Aid and Debt

Management 28.759 26.700 55.459 0.1
4 | Ministry of Foreign Affairs 1,278.692 176.209 1,454.901 2.1
5 | Ministry of Health and Education 4,581.093 | 2,893.409 | 7,474.502 | 10.7
a | Secretariat 129.076 0.000 129.076 0.2
b | Department of Health 2,802.426 | 1,703.409 | 4,505.835 6.4
c | Department of Education 1,598.485 998.476 2,596.961 3.7
d | Department of Employment

and Labour 51.106 191.524 242.630 0.4
6 | Ministry of Agriculture 2,548.361 | 2,000.000 4,548.361 6.5
a | Secretariat 435.063 - 435.063 0.6
b | RNR 2,113.298 | 2,000.000 | 4,113.298 5.9
7 | Ministry of Trade and Industry 2,210.434 | 6,351.081 8,561.515 12.2
a | Secretariat 112.070 371.320 483.390 0.7
b | Department of Trade 73.129 384.252 457.381 0.7
c | Department of Industry 110.277 900.000 1,010.277 14
d | Department of Power 1,717.949 | 4,500.000 6,217.949 8.9
e | Department of Geology and Mines 138.846 70.000 208.846 0.3
f | Department of Tourism 58.163 125.509 183.672 0.3
8 | Ministry of Communication 1,710.618 | 8,672.516 (10,383.134 14.8
a | Secretariat 111.265 38.112 149.377 0.2
b | Department of Urban Development 187.379 | 2,400.000 2,587.379 3.7

and Housing
¢ | Department of Roads 1,136.165 | 5,524.094 6,660.259 9.5
d | Department of Civil Aviation 127.206 403.920 531.126 0.8
e | Standard Quality and Control Division 21.491 45.100 66.591 0.1
f | Road Safety and Transport Authority 89.666 162.112 251.778 0.4
g | Bhutan Telecom Authority 17.646 21.050 38.696 0.1
h | Division of Information Technology 19.800 60.000 79.800 0.1
i | Construction Development Board - 18.128 18.128 0.0
9 | Others 5,156.921 | 3,449.046 8,605.97 | 123
a | Debt Servicing 393.240 | 3,449.046 | 3,842.286 5.5
b | Common Public Expenditure 2,009.804 0.000 | 2,009.804 29
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¢ | Contingency for Remuneration 2,753.877 0.000 | 2,753.877 3.9
| | Total (Central,Autonomous and

Others) 23,879.003 |29,000.212 |52,879.215| 75.5

10 | Dzongkhags 7,655.281 7,224.734 |14,880.015 | 21.3

11 | Gewogs 147.183 | 2,093.587 | 2,240.770 3.2

Il| Total (Dzongkhags and Gewogs) 7,802.464 | 9,318.321 |17,120.785 | 24.5

lll| Total Plan Outlay (1+11) 31,681.467 |38,318.533 |70,000.000 | 100.0
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CHAPTER 13: MACRO-ECONOMIC SCENARIO IN THE NINTH PLAN
Macro-economic Outlook

Economy

Based on preliminary projections, real GDP is expected to grow by between 7-9 percent per
annum, with the average annual rate of growth projected at 8.2 percent during the plan period.

The production and sale of hydropower will provide the main impetus to the growth.

Figure 8: Projected Annual Real GDP Growth during the Ninth Plan.
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Furthermore, the availability of additional hydropower is expected to have a positive impact on
the manufacturing sector, and the construction, transport and trade sectors are expected to benefit
from on-going hydropower development activities.

Table 5: Sector-wise Ninth Plan Projections

%

% Share
8th | share o Fyp| to
Plan of 2002/03 | 2003/04 | 2004/05 | 2005/06 | 2006/07 |growth GDP
growth | GDP 9 (%) at the
(%) in ° end of
2000 Ninth
Plan
1. Agriculture 2.5 | 34.5 |1483.0 {1520.0 | 1558.0 | 1597.0 |1636.9 | 2.5 | 25.3
-Crop Production 24 | 174 | 750.1 768.1 786.5| 805.4 | 824.7 | 2.4 | 127

-Livestock Production| 3 | 7.1 | 3074 | 316.6 | 326.1| 3359 | 3459 | 3.0 | 53
-Forestry and logging| 2.4 | 10.0 | 429.9 | 440.2 | 450.8 | 461.6 | 4727 | 2.4 | 7.3

Mining etc. 59 | 1.2 53.7 57.2 60.8 64.7 | 80.0 (105 | 1.2
Manufacturing 47 | 71 | 375.0 | 3934 | 4127 | 4333 | 4549 | 49 | 7.0
Electricity 93 | 9.7 | 598.7 | 676.5| 764.5| 863.9 | 9494 (12.2 | 14.6
Construction 16.3 | 11.4 | 629.6 | 7329 | 853.1| 993.0 11559 (16.4 | 17.8

Trade and Commerce| 4.5 6.0 | 267.6 | 279.7| 292.3| 3054 | 319.1 | 4.5 49
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Transport & communi-
cation 114 | 9.8| 494.8| 553.2| 6185 691.5| 773.1 11.8| 11.9

Finance, etc 8 [(10.3| 489.7 528.8 571.2 616.8| 678.5 | 8.5| 10.5
Government service | 4.4 [10.1| 448.9 472.3 496.8 522.7| 555.0 | 54| 8.6

Less bank services

charges 0.1 -118.0| -118.6| -119.2| -119.8| -1204 | 0.5| -1.9
GDP in 1980 prices 4723.1| 5095.5| 5508.7 | 5968.5| 6482.5 | 8.2 (100.0
GDP growth 11.0 7.9 8.1 8.3 8.6

GDP at current prices 26779.8|30878.5 |35751.3 | 41481.2|48165.1 15.8
Deflator 567 606 649 695 743

Agriculture

The agriculture sector is expected to benefit from the increasing emphasis being given to rural
development activities, which will result in improved access to inputs, services and markets.
However, natural constraints such as limited arable land, water scarcities, and limitations on the
use of farm machinery will make it difficult for the sector to surpass the growth of 2.5 percent per
year, which was achieved during the previous plan period.

Mining

With the growing emphasis on the environment, only a few new mining licenses were issued
during the Eighth Plan period. The trend is expected to continue during the Ninth Plan period,
thereby limiting the scope for growth in this sector. With improvements in technical know-how for
the environmentally more sustainable exploitation of natural resources, the mining sector is
projected to grow by 10.7 percent during the plan period.

Manufacturing

The manufacturing sector is dominated by a few medium and large-scale industries, which account
for the bulk of all manufactured products. In order to achieve economies of scale, manufacturing
industries must target their products at the export markets. The Indian market, which until now
provided a ready market for finished and semi-finished products from Bhutan, is becoming
increasingly competitive due to trade liberalization. Labour constraints both in terms of numbers
and productivity, poor infrastructure, and the lack of technical and managerial skills impede the
manufacturing sector. Despite these constraints, this sector is projected to grow at an average
annual rate of 4.9 percent during the plan period. The participation of private direct foreign
investment, the establishment of new industrial estates, and the increased availability of power
are all expected to have a positive impact on the manufacturing sector.

Power Sector

The main impetus to growth during the Ninth Plan period will be provided by the commissioning
of two medium sized hydropower projects at Kurichhu and Basochhu, which are currently in the
implementation phase. With the operational efficiency of the plants gradually increasing to the
same level as that of Chhukha, the average annual rate of growth of the sector is projected at
12.2 percent. It is expected that the real price of electricity will increase during the period.
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Construction

The emphasis on infrastructure development during the Ninth Plan will provide greater opportunities
for the construction companies. The growing demand for housing, and the recently approved
new housing policy are also expected to spur the development of urban housing projects. Based
on these factors, the construction sector is projected to grow at an average of around 16.4 percent
per annum.

Trade and Commerce

Trade and commerce is projected to achieve an average annual growth rate of around 4.5 percent.
The tourism sub-sector is expected to provide a major boost to growth in the sector. While tourism
has an immense potential for employment and growth, it is constrained by natural limitations
related to accessibility to the country and the under developed infrastructure. The recent entry of
foreign joint venture companies in the hotel industry is expected to have a positive impact on
improving the hotel infrastructure.

Transport and Communication

The planned investment in improving the national highways, the establishment of a dry port, and
the construction of an all weather airport are expected to provide a boost to the transport sector.
However, prospects for the sector will depend on developments in other sectors such as
manufacturing, trade and commerce and tourism. On the basis of projections for these sectors,
the transport and communication sector is projected to grow at an annual average of about 12
percent.

Savings and Investment

After many years of steady increases, the ratio of savings to GDP is estimated at approximately
20 percent. Reflecting the lack of productive investment opportunities, private consumption rose
sharply during the Eighth Plan period. The trend will need to be reversed during the Ninth Plan
through fiscal and monetary policy initiatives. Presently, most savings are corporate savings and
personal savings are expected to improve in the coming years through increased economic
activities. On the investment front, while public investment will continue to be financed mainly
from external sources, private investment is expected to improve as a result of the implementation
of the Foreign Investment Act in the Ninth Plan.

Public Finance and Fiscal Policy

The Royal Government will continue to manage the public finances in a prudent and judicious
manner. The objective to meet at least the recurrent expenditure with domestic revenues will be
pursued while external assistance will be sought for capital investments. The corporatisation of
telecommunications, postal services, and power generation and distribution are changing the
structure of the government revenues and expenditures as well as enhancing efficiency. In addition,
the introduction of new taxes, such as the personal income tax, improvements in tax and fee
collection system, and the expansion of the tax base through increased economic activities, will
result in higher tax revenues during the plan period. The total domestic revenue receipt of the
Ninth Plan is estimated at Nu. 31,522 million. However, the ratio of domestic revenue to GDP,

is expected to decrease from 21 percent to about 15 percent by the fiscal year 2006/7.

Capital expenditures are projected at Nu.38,319 million, or about 55 percent of the total Ninth
Plan outlay. Since it is beyond the domestic financing capacity, it will be necessary to mobilize
external assistance from our development partners.
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Wages and salaries, which constitute the bulk of current expenditures, will amount to about 47
percent of the total outlay for recurrent expenditures. Other significant current expenditure will be
on travel, rent, supplies and materials and operating and maintenance costs. Interest payments
will comprise about 1.5 percent of total current expenditures.

Table 6: Projections of Public Finance in the Ninth Plan (Nu. Million)
2002/03 | 2003/04 | 2004/05 | 2005/06 | 2006/07 Total

Domestic Revenue Receipt 5,451 5,964 6,492 6,616 6,999 | 31,522
External Resources (Grants) 6,065 6,066| 6,066 6,066 6,066 | 30,329
TOTAL RESOURCE 11,516 | 12,030| 12,558 | 12,682 | 13,065 | 61,851
TOTAL EXPENDITURE (A+B) 11,978 | 12,494| 13,296 | 14,039 | 14,744 | 66,551
A. Recurrent Expenditure 5,190 5,607| 6,484 6,964 7,436 | 31,681
Personal Emoluments 2,418 2,591 3,256 3,353 3,431 15,049
Interest Payments 96 96 96 102 102 492
Travel, Utilities and Rent 868 957| 1,007 1,120 1,252 5,204
Supplies and Materials 618 636 718 797 890 3,659
Operations and Maintenance 673 736 785 903 1,002 4,099
Grants/Transfers and other
expenses 517 591 622 689 759 3,178
B. Capital Expenditure (includes
net lending) 6,788 6,887| 6,812 7,075 7,308 | 34,870
OVERALL FISCAL POSITION | - 462 | - 464| - 738| - 1,357 | -1,679 |- 4,700
FINANCING 462 464 738 1,357 1,679 4,700
Repayment of debt principal - 617 | - T724| - 697| - 676 | - 735 |- 3,449
Project related external
borrowings 1,003 1,003| 1,003 1,003 1,003 5,015
Resource Gap - 76| - 185 - 432|-1,030 | -1,411 |- 3,134
Deficit as a percent of GDP - 17{- 15/ - 21| - 33| - 35

Fiscal Policy

The Royal Government will embark on pursuing a more pro-active fiscal policy aimed at overall
macro-economic management. With growing economic complexities, it is no longer enough to
pursue an expenditure policy aimed at a balanced budget. It is now necessary to recognize the
economic linkages between the various sectors, and the accelerator effects of the government
expenditure. Continuous efforts will be made to rationalize expenditures and to optimize the use
of revenues for promoting economic growth. The introduction of the two-year rolling budget is
also expected to further improve resource allocation and its use.

Due to the higher capital investment proposed, an overall deficit of 2-3 percent of GDP is projected
during the Ninth Plan. This mainly represents the projected disbursement of borrowings on
concessional terms from international financial institutions. The resource gap - which is minimal
- will be financed through domestic borrowing by issuing government bonds.

58



Money, Credit and Prices

The rapid expansion of the monetary base emanating from balance of payments surpluses,
coupled with limited lending opportunities in the economy has resulted in growth of excess reserves
in the banking sector. The scope for effective financial inter-mediation will remain limited without
some basic structural reforms. In addition to reforms in the policies of key economic sectors, the
financial institutions need to develop new financial products, improve services, and adopt a more
proactive attitude. These can only be brought about through enhanced competition and
specialization. On the basis of the framework for liquidity management for the Plan, financial
sector growth is projected between 6-11 percent a year, averaging around 8.5 percent during the
plan period.

Monetary policy

Under the current exchange rate arrangement, the Ngultrum is pegged at par and is freely
convertible with the Indian Rupee. While this has constrained the use of monetary policy to some
extent, the advantages provided by tying to the relatively stable monetary conditions in India, is
seen to far outweigh the disadvantages. Most significantly, the exchange rate system provides a
stable platform for trade with India, which accounts for over 80 percent of Bhutan’s external
trade. Thus the peg will continue to be maintained.

Despite the limited scope for a flexible monetary policy, the Royal Monetary Authority (RMA) will
play an important role in monetary and credit control. With the elimination of direct credit controls,
it has developed and increasingly relied on more indirect instruments of monetary management.
In particular, to reduce the growth of excess liquidity in the banking sector, it has resorted to
changes in reserve requirements, sales of RMA bills, and sales of foreign exchange to the banks.
Itis currently playing a key role in introducing and establishing a market for the Royal Government
securities - a development that will pave the way for open market operations in due course.

Based on projected overall deficit, the Royal Government is expected to raise domestic debt of
around Nu. 3,134 million during the plan period, and with credit growth of about 15 credits is
expected to grow significantly during the Plan.

Inflation

Given the close economic ties with India, facilitated by the free trade arrangement, inflation in
Bhutan closely tracks the inflation rate in India. Inflation in India has been relatively low in recent
years and thus, the average annual rate of inflation in Bhutan has been projected at around 7-8
percent throughout the plan period.

Foreign Trade and Balance of Payments

India continues to be Bhutan’s major trading partner with food, fuel, consumer goods and capital
equipment as the main items of import. Imports from India in nominal terms are projected to grow
in line with growth of GDP. Imports from other countries are projected to increase at 12 percent
per annum.

With the commissioning of the new hydropower plants at Kurichhu and Basochhu, electricity
sales to India will continue to be the main export item. Thus, a key factor in export performance
will be the price of electricity and it is expected that the real price of electricity will increase during
the plan period. On the whole, Bhutan'’s exports are projected to grow only marginally faster than
imports.
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The current account deficit is projected to decrease slightly after 2003 and 2004 - with the
commissioning of Basochhu and Kurichhu hydropower projects, and will remain below 21 percent
of GDP. As in the past years, capital inflows in the form of external loan and grant assistance, is
likely to more than offset the deficit and result in a positive overall balance. The level of foreign
reserves is projected to grow by about 10 percent a year.

External Assistance Management

As the attainment of economic self-reliance remains the major objective of the country’s
development process, continuous efforts are being made to harness and utilize the available
resources in the most productive and judicious manner. Consequently, the domestic revenue
generation has increased over the years. However, the domestic resources are still not sufficient
to meet all the development needs of the country. Therefore, the country will continue to seek the
good will and assistance from its development partners in the Ninth Plan.

The total external assistance for the Ninth Plan is projected at Nu. 35,344 million, (including
concessional borrowings). It is expected to finance around 45 percent of the total plan outlay. The
Royal Government will seek grant financing before resorting to loans, which will be sought mainly
for revenue-generating projects in the economic sector. Loan financing in the social sector will be
resorted to only if grant financing is not available.

With significant improvements in financial reporting and accountability systems made over the
years, funding from donors is now increasingly being sought on a program-funding basis. Among
the many advantages of such an approach is the opportunity to focus on larger goals and objectives
and benefit from economies of scale and scope.

However, as in the past, project assistance is still likely to form the largest type of external
assistance in the Ninth Plan. Projects will continue to be nationally executed in close collaboration
with the development partners. The accounting and reporting requirements of projects will be
made to meet the requirements of both the Royal Government and its development partners to
avoid the establishment of parallel systems.

While the Royal Government’s technical capacity is rapidly expanding, external expertise will still
be required in various specialized fields in the Ninth Plan. The use of external expertise will be
carried out judiciously to ensure both its proper use as well as transfer of knowledge to the
Bhutanese counterparts.

Assistance provided in the form of food items will mainly be aimed at improvement of general
nutrition intake and meeting other objectives such as encouraging primary school enrolment or
community participation. Food aid assistance is anticipated to be less than 2 percent of total
external assistance.

As the success of the Ninth Plan will depend on external assistance, the Royal Government will
continue to place the highest priority on proper management and coordination of development
assistance. The Royal Government plans to host frequent sector and thematic donor coordination
meetings, as well as continue the two-and-a-half-yearly Round Table Meetings. Such forums
provide all development partners an opportunity to gauge and discuss the progress and problems
in the implementation of the Plan.

The main agencies involved in mobilizing external assistance are the Ministry of Finance, the
Ministry of Foreign Affairs and the Planning Commission. The Planning Commission will determine
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the main priority sectors and programs which needs to be accentuated. The Ministry of Finance
will assess the requirement of external assistance and its utilization together with the line agencies.
The Ministry of Foreign Affairs will be given the responsibility of dialogue with the development
partners.

The Royal Government will ensure the highest level of accountability for the external assistance
received and the financial and accounting rules and procedures of the Royal Government will be
strictly followed. The Royal Government will also ensure that the mandatory audits are carried
out on a regular basis by the Royal Audit Authority.
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Chapter 14: DZONGKHAG AND GEWOG PLANS
Introduction

A significant change during the Ninth Plan will be the introduction of the ‘Gewog Plan’. As authority
continues to devolve from the centre to the Dzongkhag and further to the Gewog levels, devolution
will also be reflected in decision-making and financial powers. In order to strengthen autonomy,
human resources and equipment will be transferred to the Dzongkhag level where the lack of
these poses a major constraint. The legal basis for Dzongkhag and Gewog authority and
administrative powers including responsibilities of plan preparation and implementation will be
enshrined in the revised DYT and GYT Chathrim.

Dzongkhag Plan

The Dzongkhag Plan consists of separate Dzongkhag and Gewog programs. Dzongkhag programs
will constitute development activities that have relevance to the Dzongkhag as a whole but are
not necessarily applicable to a specific Gewog. The Dzongkhag Plan to a large extent includes
programs geared towards institutional strengthening and capacity development of their sectoral
human resource. Dzongkhag programs also include coordination, supervision and quality control
services for Gewogs and inter-Gewog activities along with technical backstopping support, which
shall be executed and implemented by the Dzongkhag either independently or jointly with the
sectors in the centre.

Since most of the RNR activities are implemented in the Gewogs, the Dzongkhag RNR programs
consist of providing coordination for inter-Gewog activities and technical backstopping support to
the Gewogs.

With regard to the education programs at the primary level, Dzongkhag shall only provide general
support to the establishment of primary schools in terms of construction materials, school plans,
budgetary support to meet some of the costs related to skilled labour and look after the school
administration and management. At the secondary level, the Dzongkhag shall be responsible for
establishing and maintaining the educational infrastructure at the lower secondary, middle
secondary and higher secondary school levels. The Dzongkhag education programs shall include
the establishment of non-formal education centres.

The Dzongkhag health sector will mostly focus on enhancing the quality of health services. Priority
will also be accorded in the field of ensuring quality of curative care services and human resource
development in the Dzongkhag hospitals and BHUs. The construction of Dzongkhag hospitals
and BHUs will be part of Dzongkhag programs.

The development of satellite townships in the Dzongkhags will be the responsibility of the
Dzongkhag and will be part of the Dzongkhag plan with necessary technical support from the
central sectoral agencies. Development infrastructure programs such as rural electrification, rural
telecommunications and the construction of feeder roads and bridges will be executed and
implemented by the respective central departments.

Gewog Plan

Gewog Plan mostly consists of social and rural infrastructure development. Farm roads, out-
reach clinics, primary schools and rural water supply schemes along with RNR programs are
some of the major activities. The facilities for the Gup’s office and the GYT have been given
priority underscoring the importance of effective administration and coordination of Gewog level
programs.
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Gewog programs have been developed taking into account their priorities and potential. Gewogs
have prioritized their activities based on their ability to participate in terms of labour contribution
and responsibility pertaining to land acquisition and resolution of disputes, etc. The Gewog Plan
outlays have not been included in Dzongkhag Plans. Gewogs will be fully responsible for their
activities.

Outlay for Dzongkhag and Gewog Plans

In terms of financial outlay, the Dzongkhag and Gewog Plans constitute Nu. 17,120.785 million,
which is about 24.5 percent of the overall Ninth Plan outlay. While the percent of plan outlay
allocation to the Dzongkhags and Gewogs seem small, it must be viewed in totality with other
programs and projects, which directly benefit the Gewogs. These programs and projects are
being implemented by respective central sectoral agencies because of large investment sizes,
requirements for high technical expertise and inter-Dzongkhag coordination requirements. While
the estimates are only indicative, taking into account only current costs, the actual financial
requirement may vary depending on the feasibility studies and location specificities. Therefore,
within the prioritized program, enough flexibility for reappropriation will be maintained subject to
availability of resources.

In addition, the central government will implement the following programs to the extent of over
Nu. 3,000 million which directly benefit Dzongkhags and Gewogs:

Rural electrification for 15,000 households (Nu. 1,500 million);

Rural Access Roads (Nu. 517.8 million);

Rural Telecom (Nu. 21.05 million);

Purchase of Farm machineries and equipment (Nu. 601.514 million); and
Dzongkhags and Gewogs HRD (Nu. 500 million).

Furthermore, most of the programs of the sectors such as construction and maintenance of
national highways, referral hospitals, research centres, training institutions etc. also benefit the
Dzongkhags and Gewogs, though the plan outlay for such large activities are reflected with the
respective central sectoral programs.

Table 7: Outlay for All Dzongkhags (Nu. Million)
SL# Sector Outlay
Current Capital Total
1 Agriculture 423.635 248.175 671.810
2 Livestock 409.914 256.523 666.437
3 Forest 120.066 103.102 223.168
4 Education 3,748.513 3,515.653 7,264.166
5 Health 1,131.365 551.028 1,682.393
6 Roads 132.655 2.995 135.650
7 Telecommunications - - -
8 Power 139.435 2.500 141.935
9 Trade and Industry 3.500 53.600 57.100
10 UDHS 132.861 1,359.411 1,492.272
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SL#| Sector Outlay
Current Capital Total
11 Dzongkhag Administration. 1,413.337 1,131.747 2,545.084
Total 7,655.281 7,224.734 14,880.015
Table 8: Outlay for All Gewogs (Nu. Million)
SL#| Sector Outlay
Current Capital Total
1 Agriculture 3.653 854.213 857.866
2 Livestock 0.216 102.271 102.487
3 Forest 3.015 81.547 84.562
4 Education 4.410 343.867 348.277
5 Health - 229.846 229.846
6 Suspension bridges + Mule Tracks - 204.347 204.347
7 Geog Administration 135.888 277.496 413.384
Total 147.183 2,093.587 2,240.770
Table 9: Outlay for All Dzongkhags and Gewogs (Nu. Million)
SL# Sector Outlay
Current Capital Total
1 Agriculture 427.288 1,102.388 1,529.676
2 Livestock 410.130 358.794 768.924
3 Forest 123.081 184.649 307.730
4 Education 3,752.923 3,859.520 7,612.443
5 Health 1,131.365 780.874 1,912.239
6 Roads + Susp. Bridges+ M.tracks 132.655 207.342 339.997
7 Telecommunications - - -
8 Power 139.435 2.500 141.935
9 Trade and Industry 3.500 53.600 57.100
10 UDHS 132.861 1,359.411 1,492.272
11 Dzongkhag Administration. 1,549.225 1,409.243 2,958.468
Grand Total 7,802.464 9,318.321 17,120.785
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SECTORAL OBJECTIVES AND STRATEGIES






CHAPTER 15: EDUCATION

Current Situation

The tradition of entittements and welfare in the country has emphasized free education even in
the medieval period when the state supported free monastic education. Similarly, in modern
Bhutan, education is accessible to everyone. Free tuition, textbooks, sports equipments, meals
and boarding facilities where required, are important means of ensuring this. The Royal
Government also provides free stationery to rural schools. This free provision is balanced by
appropriate contributions from the parents to engender a sense of participation amongst the
communities.

The gross primary enrolment ratio was estimated to be 72 percent in 2001, and enrolment is
increasing annually at a rate of 6-7 percent. Girls now constitute 46 percent of enrolment. In
2000, there were 110,000 students being provided free education, spread over 382 schools and
institutes. In addition, there were 5,000 students enrolled in the formal monastic order supported
by the Royal Government while an estimated 10,000 were enrolled in village temples as private
students. Another 3,000 students were enrolled within the vocational and other training institutions
run by various government agencies.

Table 10: Summary of Student and Teachers Enrolment, as of August 2001

SI.No.| Level of schools Nos. Enrolment
Boys Girls Total | Teachers | Total

1 Community Primary School |268 |26,891| 22,763 | 49,654 |1,436 1,436
2 Junior High School 64 22,773| 20,502 | 43,275 |1,234 1,234
3 High School 31 11,816| 9,628 | 21,444 | 807 807
4 Private School 12 1,534 1,393 2,927 | 163 163

Sub-Total 375 |63,014| 54,286 (117,300 | 3,640 3,640

Institutions directly administered by Education Department

Sherubtse College 1 451 172 623 |61 61

NIE (Paro and Samtse) 2 563 412 975 |77 77
7 Inst. for Language and

Cultural Studies 1 134 71 205 |26 26

Nat. Inst. For the Disabled |1 2512 37 8 |8

Sanskrit Patshala

(Surey and Dhoban) 2 57 33 90 4 |4

Sub-Total 7 1,230 700 1,930 | 176 176

Total 382 |64,244| 54,986 | 119,230 | 3,816 3,816

Non-Formal Education

Programs 195 |2,210 5,278 7,488 | 156 156

Source: Department of Education, Ministry of Health and Education
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Furthermore, the adult literacy programs, initiated in 1993, continues to provide literary course to
those who have not taken part in the system of formal education as well as early school drop-
outs. About 10,000 adults attained literacy in Dzongkha, the national language, through this
program.

However, retention of those who enroll is a major challenge. Currently, only 69 percent of those
entering primary school complete the seven years of primary education, 54 percent complete
class VIl and 39 percent reach class X. In addition, 12-13 percent students repeat grades every
year. This stems in large measure from the inability of the system to provide adequate professional
support including deployment of sufficient number of teachers.

Students all over the country are subject to national examinations at the end of grades VI, X,
and XII. At present, 85 percent of those that reach VIII continue to IX, 30 percent that reach X
continue to Xl and another 30 percent that reach Xll continue to general academic degree
programs. The education structure is a steep pyramid with students leaving the system at every
stage. Less than 1 percent of total enrolment is in higher education (degree level in college and
above).

The success of expanding primary education is now placing enormous pressures on the secondary
and post-secondary levels with an ever-increasing number of students moving up the education
ladder, in spite of raising admission standards every year. About 12 private schools have been
established easing the pressure on the public schools. However, in the system as a whole, there
is a critical shortage of secondary education facilities as well as the lack of an adequate number
of qualified and competent teachers. The pressure is ultimately transmitted to a lower quality of
education, which is a major concern. The difficult terrain and widely dispersed population have
been the primary hurdles to achieving an economy of scale in educational and social services. It
calls for new ways of organising education in order to take advantage of new technologies and
research on best practices for improved learning.

Although those who leave schools are increasingly encouraged to enter vocational training, the
present vocational education system is both inadequate and inefficient. It is also an unpopular
option for most students perhaps due to poor working conditions, and social misperception of
blue-collar jobs and working in the private sector.

Higher education is still in its infancy. But, the rapid expansion of the secondary level will, in a few
years’ time, manifest itself in a large number of students seeking higher education, placing further
demands for the expansion of the higher education sector. Hence, a careful plan to cope with this
is necessary.

Paying attention to early childhood development can enable children to grow with the opportunities
for realising their intellectual, ethical, emotional and physical potential. Early childhood care and
development have so far not been considered a priority given the strength of traditional practices
of child rearing in the extended family system. But, with social transformation and added pressure
on parents working in the formal sector, this has to be considered an important area for the
future.

Objectives

The following are the key goals and objectives set out for the Ninth Plan:

) Providing support mechanisms for early childhood care and development for children
between 0-6 years on a pilot basis;
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o Enhancing enrolment of children between 6-12 years of age in primary schools to 90-95
percent by 2007;

° Enhancing the quality of education comparable to international standards;

° Improving and expanding youth guidance and career counseling and values education for
wholesome development of the youth;

[ Increasing the basic level from class VIII to X;

] Increasing promotion proportion from class X to Xl from 38 percent to 56 percent by 2007;

® Developing a higher education system under the umbrella of a National University;

° Enhancing the literacy rate from 54 percent to 80 percent and establish a system of
continuing and life long education opportunities;

L] Establishing a program of inclusive education for children who are physically and mentally

challenged;

® Strengthening and improving the education management system with particular emphasis
on the school level management; and

® Developing a more sustainable education system through the introduction of private
participation and cost sharing measures.

Ninth Plan Outlay (Nu. Million)
Recurrent Capital Total
Centre 1,598.485 998.476 2,596.961
Dzongkhag 3,748.513 3,515.653 7,264.166
Gewog 4.410 343.867 348.277
Total 5,351.408 4,857.996 10,209.404

The total outlay for the education sector is Nu. 10,209.404 million of which, Nu. 2,596.961 million
is for the central programs, Nu. 7,264.166 million for Dzongkhags, and Nu. 348.277 million for
Gewogs.

Strategies
Early Childhood Care and Development (ECCD)

There is currently no policy framework for education-related early childhood care and development.
However, there is an increasing understanding and acceptance of early childhood growth
requirements and the importance of a positive and stimulating environment to enhance their
intellectual, emotional and physical development. Focus of early childhood care and development
will be placed on the family as the place and process for interventions in childhood development.
Early childhood care and development will be seen primarily as the domain of parents, thus
avoiding to the extent possible, the establishment of formal institutes or delivery systems that
provide a poor substitute for parenting. Initially, the program will identify good childcare and
development practices both in the country and in other countries, and share this with communities
through multi-media public information programs including radio, television, the national newspaper
and other emerging technologies. A unit will be established within the sector to spearhead the
development of policy, programs and implementation of ECCD related activities.

To meet the special needs of urbanization and social transition, private initiatives to establish
childcare centres and nurseries, either on profit or non-profit basis, will be encouraged, based on
strict regulations on the quality of service. In particular, the right of children to play and enjoy will
not be sacrificed under pressure to study to achieve head start in schools.
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The primary teachers’ training curriculum already includes some early childhood care content.
This will be reviewed and strengthened to provide a better understanding of early childhood care
and development principles and pedagogy. The Royal Government will provide training of
specialized professionals as early childhood educators, who will form the professional base to
spearhead development of early childhood care and development in the country.

A series of programs highlighting good child rearing practices will be developed and aired on the
national TV as well as the radio. These programs will be targeted both at rural and urban parents
and family members.

Another activity will be directed at strengthening early childhood care and development through
non-formal education programs to create a critical mass of knowledgeable persons. A parallel
program will be directed at teachers, health workers and agriculture extension staff who will
become active participants in improving such practices as well as promoters of best practices
within communities. A priority target group to be addressed by the early childhood care and
development program will include those living in both rural and urban areas where changing
lifestyles have disrupted traditional child-rearing and care practices.

Primary Education

In order to address the issue of access to and high demand for primary schooling, approximately
120 more community primary schools will be built during the Ninth Plan. Universal primary
education by 2007 can only be realized if the dropouts level is brought down to zero. Primary
education will be expanded to provide access to children within one hour’s walking distance of
their homes. Additional classrooms will also be built in the existing schools to ensure that class
sizes do not swell beyond 40 children, although the average should be 36. By 2007, primary
schools will be staffed with National Institute of Education trained teachers at a 1:32 teacher-
pupil ratio. Every primary school will be fully staffed by trained and qualified teachers, and no
school will have less than two teachers to allow peer professional support and interaction.

Pre-service teacher training capacities in the country will be expanded from 600 to 980 at the
National Institute of Education, Paro, and from 300 to 490 at National Institute of Education,
Samtse. This will be achieved by adding new facilities, adopting flexible timings and adjusting
teaching practice to allow the use of institute space for additional enrolment. Opportunities for
teachers to upgrade their education and training will be provided through both in-service trainings
and trainings abroad. Annually, at least 5 percent of teachers will benefit from external fellowships.
In addition, a comprehensive in-service training program consisting of national, cluster and school
level training shall be developed and implemented.

The Primary Teacher Training Certificate Course for class X teacher candidates will be discontinued
and replaced by B.Ed. programs for class Xll leavers by 2003. An external fellowship program
will be implemented covering 5 percent of the teachers every year.

Existing curriculum across grades and subjects will be reviewed and revised to enhance mastery
of literacy and numeracy, greater choice within the curriculum, computer literacy, values education,
multi-grade instruction and continuous formative assessment. A key objective of primary education
will be to instill values in children of the way of life based on the principle of achieving human
happiness.

School-based methods for assessing quality and standards will be developed using continuous
assessment and intervision. Apart from the existing learning resources in schools, every primary
school will have access to additional resources in terms of learning materials, teaching aids and
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professional guidance within the resource centres. All the schools in the country will be organised
into defined geographical school clusters. A centrally located school within a cluster will be
developed as resource centre for the cluster. To start with, 30 centres serving the most
disadvantaged groups of schools will be developed.

Table 11: Enrolment Projection for General Education

Class/Level 2000 2002 2007
PP 15,451 17,695 24,112
I 14,263 15,004 22,600
Il 13,323 14,642 21,093
1] 12,240 12,946 18,822
v 11,389 13,297 17,576
Y 9,712 11,296 14,978
VI 8,714 9,495 12,624
Primary 87,092 96,377 133,812
VI 7,999 9,320 13,080
VI 6,430 7,490 11,544
Junior Secondary 14,429 16,810 24,624
IX 5,506 6,538 10,781
X 3,366 5,640 9,917
Middle Secondary 8,872 12,178 20,698
Xl 1,226 1,920 4,799
Xl 832 1,615 4,198
Higher Secondary 2,058 3,535 8,997
Total 112,451 128,900 188,131

New technologies, especially those related to computers and information technology, offerimmense
opportunities for expanding the horizons of learning, both for students and teachers. This also
offers an opportunity to obviate distance and isolation of remote schools where teachers are
often far from their peers and the benefit of professional support services. An increasing array of
learning aids and materials will be available to students and teachers. Internet facilities will provide
enrichment and additional learning resources as a supplement to school libraries. These would
be developed so that full internet connectivity is attained by 2010.

Secondary Education

General academic education till class X is free and forms the minimum basic education level and
this shall be extended to class Xll in a few years. Classes XI and XlI will be split into academic
and vocational training programs and the Royal Government scholarships for academic studies
will be provided on merit basis to a progressively larger body of students each year.

It is projected that the number of students at the secondary level (classes VII-XII) will grow from
32,525 in 2002 to 54,319 by 2007, or almost four times. This means that secondary education
facilities will have to be expanded based on a proper study of the catchments area to ensure

71



maximum population coverage while minimizing the need for boarding. Facilities equivalent to 26
lower secondary and 23 middle and higher secondary schools will have to be created to
accommodate the projected demand for student places at the secondary level. Most of this will
include upgrading of existing facilities to include the next level of educational programs. In addition,
a few new schools will also be constructed. Special priority will be accorded to the development
of secondary schools in the rural and more remote parts of the country to address the larger
national policy of improving the quality of life in these places and stemming rural-urban migration.

The high costs of developing new infrastructure and comparatively higher unit costs of secondary
education will require the use of more cost-effective building materials and designs without
compromising either quality or durability. New school building designs based on economic
construction methods and more efficient use of space will be established.

Donor involvement at the secondary level has been limited in comparison to the primary, technical
and vocational education. However, the success of the past decade in increasing primary enrolment
and greater completion rates bring enormous pressure for rapid expansion at secondary and
tertiary levels. In order for the Royal Government to meet this demand, substantial donor support
will be necessary.

To promote the establishment of private schools, a policy framework for their establishments will
be formulated. It will include rules governing the acquisition and use of the government land for
schools, the use of a prescribed curriculum, accreditation requirements including minimum
standards for both physical facilities and the overall functioning of schools to ensure the smooth
development of private schools.

A major shift in secondary schools will be to bring teaching and learning processes and the
content of secondary education more in-line with the future demands of job market. This is an
undertaking that will have to be carried out in stages over a number of years.

Development of core competencies to be achieved through secondary education as well as the
forging of closer ties between schools, communities and the world of work will require systematic
monitoring and response to labour market characteristics and demands. The education sector
will have to institutionalize mechanisms to allow secondary schools to continuously adapt and
change in line with the understanding of the labour market. Career guidance will become an
integral part of secondary education service. In addition, every secondary school will have a
qualified counsellor who will help provide for special counselling needs of adolescents in schools.

Secondary schools will also broaden their reach to include the continuing education programs to
allow people who have left the system of formal education to resume their studies. This will
require the expanded use of secondary school facilities as well as the increased use of teachers
in an extended range of professional roles.

The promotion of value education is important at all levels of education. However, in light of the
special challenges of adolescence, it is considered especially important for this age group in
secondary schools. Therefore, value education will be integrated into school life through exemplary
activities, participatory rules and organizational models in classrooms and schools.

Tertiary Education

At present, approximately 1,000 students are enrolled in the degree programs. The institutes of
higher learning, which award degrees, are Sherubtse College, the National Institutes of Education
(Paro and Samtse), the National Institute of Traditional Medicine, and the Royal Institute of Health
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Science. Sherubtse College awards Bachelor’s degrees of the University of Delhi in Humanities,
Science, Commerce and Computer Science. Royal Institute of Health Sciences offers nursing
degree from the LaTrobe University, Australia. The Institute of Language and Culture Studies,
the National Institute of Education (Paro and Samtse) and National Institute of Traditional Medicine,
offer their own degrees and are not affiliated to any University. The Royal Bhutan Polytechnic
offers diploma-level and degree courses. Likewise, the National Resource Training Institute offers
diploma level training programs, but given the demand for higher qualified personnel in agriculture,
there is a need to upgrade this to offer higher degrees.

Higher education needs to be expanded based on the explicit demand of an increasing number
of students graduating from secondary schools and aspiring to higher education and also in line
with the needs of the economy and industry. Based on projected needs, facilities in Sherubtse
will accordingly be expanded to enhance its enrolment from 600 at present to 1,000 by 2007. It
will also introduce Masters level courses towards the end of the Ninth Plan.

The most important step in tertiary education will be establishing the National University of Bhutan.
The National University will consist initially of eight institutions: Sherubtse College, two National
Institutes of Education, Royal Institute of Health Sciences, National Institute of Traditional Medicine,
Royal Bhutan Polytechnic, Institute of Language and Culture Studies and Natural Resources
Training Institute. They will be united as a federation under the auspices of a Council for Higher
Education and a University Secretariat. Relying on advanced information technologies, faculties
and specialized schools, they will be linked for multi-media course delivery and administrative
functioning. Mutually beneficial alliances with top-quality universities and institutions around the
world will be established. Similarly, in order to establish logical pathways into the world of work,
relationships will be established with private businesses and industries to share knowledge, provide
apprenticeships and for financial support.

Although the foregoing structural framework for the National University is envisaged, the main
task in the Ninth Plan is to develop a master plan for each of the institute identified to become
member college of the National University. The master plan will ascertain the present status of
prospective member colleges and prepare for their evolution into a federated University, with
special reference to the development of infrastructure, curriculum and human resources.

Adult Literacy and Continuing Education

Currently, the adult literacy rate is estimated at 54 percent with women’s literacy as low as 20
percent. The adult illiterate population above 18 years is estimated to be about 150,000 to 180,000.
It is the aim of the Royal Government to create learning opportunities for all people at any stage
of life so that the entire population will be literate in the national language, Dzongkha, and numerate,
by 2012. This will contribute to the establishment of a culture of reading and learning. Opportunities
will be created for those outside the formal system of education to learn new skills and knowledge
through a system of community-based continuous education. In light of the important development
outcomes and effect on the overall well-being of the family, greater emphasis will be placed on
the learning needs of women.

In August 2001, there were 7,488 (5,278 women) learners enrolled in the 12-month basic literacy
course. In November 2000, there were 590 (510 women) in the 9-month post-literacy course. So
far, 8,086 have successfully completed the course, accounting for 65 percent of the total enrolment.

Policies will be drawn up which address the structural and organizational framework in which a
system of continuing education will co-exist with the systems of formal, non-formal and vocational
education and training. For future development of post-literacy support at the community level,
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national NGOs will be encouraged. These could be possibly organized by retired teachers,
education personnel and the government officials interested in and capable of supporting learning
in communities.

In the light of serious resource constraints, the use of existing government facilities and personnel
to provide new education services will be emphasized. Basic literacy and post-literacy centres
will be established in a phased manner to cover half of the illiterate population by the end of the
Ninth Plan. Post-literacy activities will support the continued teaching of Dzongkha and the
introduction of English. Libraries in primary schools will be upgraded to make them useful for
non-formal education students. Where feasible, information technology will also be introduced to
serve as a resource for non-formal education students.

Special Education

At present, there is one facility, which addresses the needs of visually impaired children, the
National Institute for the Disabled (NID). The NID provides instruction in reading and writing
Braille so that children skilled in Braille can be integrated into regular schools toward the end of
the primary cycle.

All children with disabilities and special needs - including those with physical, mental and other
types of impairment - should, therefore, be able to access and benefit from education. This will
include full access to the curriculum, participation in extra-curricular activities and access to
cultural, artistic, recreational and leisure activities.

A small number of schools in each Dzongkhag will be equipped with appropriate resources for
enabling children with disabilities to access education locally. This will have to be rationalized
based on population and may be linked to resource centres. The National Institute for the Disabled
will be developed as a resource center to support education for the visually impaired children and
a Braille production unit will be set up at NIE Paro to ensure that all curriculum and other relevant
materials are available in Braille for these children. A support center for the deaf will also be set
up in one of the schools to support the hearing impaired children. A special education unit will be
established within the Department of Special Education.

To ensure that disabled children receive good quality education within pilot centres and later in
any school where they are enrolled, a process for identifying disabled children at pre-school age
and for assessing their educational and health needs will be established. Cooperation of the
parents of disabled children to send their children to school will be sought. This will require
intensive advocacy work to develop positive attitudes toward disability among heads of schools
and teachers, as well as within the general public, in order to gain commitment to the overall
policy. Schools’ physical infrastructure must be modified to allow access for disabled children,
with suitable classroom equipment, and transport to allow disabled children to travel from home
to school. A specific section of the curriculum, teaching and learning resources will reflect the
needs of disabled children.
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CHAPTER 16: HEALTH

Current Situation

The importance attached by the Royal Government to health services in the past plans has led to
remarkable progress. The health status of the population has improved markedly, especially in
the last decade. National surveys conducted in 1984, 1994, and 2000 show dramatic decrease in
mortality and morbidity. The following health indicators of the National Health Survey Report,
2000, show the progress made since the last National Health Survey conducted in 1994.

Table 12: Health Indicators for 1994 and 2000

Indicator 1994 2000
Sex ratio, males per 100 females 91.0 94.7
Overall dependency ratio 91.7 77.4
Sex ratio at birth (males per 1000 females) 105.1 106.6
Infant Mortality Rate per 1000 live-births 70.7 60.5
Under five Mortality Rate per 1000 live-births 96.9 84.0
Maternal Mortality Rate per 1000 live-births 3.8 2.55
Crude Birth Rate per 1000 population 39.9 34.09
Crude Death Rate per 1000 population 9.0 8.64
Contraceptive Prevalence Rate (percent) 18.8 30.7
Access to Safe Drinking Water (percent) NA 77.8
Sanitation (latrine) Coverage (percent) NA 88.0
Life Expectancy at birth (Average male and female) 66 NA
Population Growth Rate (percent) 3.1 25

Source: National Health Survey 1994 & 2000

While infant and maternal mortality rates have declined substantially since 1994, they are still
considered high. One of the key indicators relevant for maternal mortality reduction is that of
trained birth attendance. Similarly, infant mortality needs sharp reduction.

Among the leading causes of infant mortality under five are respiratory infection, pneumonia,
diarrhoea and dysentery, the most notable being respiratory infection. Child immunization has
been maintained above 85 percent, with high coverage for BCG, OPV, DPT and hepatitis B.
Poliomyelitis is under close surveillance. There has been a marked reduction in mortality due to
malaria. To make total control of malaria tenable, it will be necessary to continue and enhance
the mutually beneficial cross-border cooperation of these efforts.

In the Basic Health Units (BHUs), the morbidity pattern reveals that cough and cold, diarrhoea,
dysentery, skin infections and otitis media are the most common conditions. Respiratory tract
infection and diarrhoeal diseases are leading causes of morbidity and mortality. These diseases
are seasonal and there is a marked fluctuation in the number of outpatients between summer
and winter, respiratory infections being prevalent in the winter and diarrhoeal diseases during the
monsoon period. Some diseases such as skin infections are mainly due to un-hygienic conditions
and habits. But the incidences of these diseases will be reduced rapidly with the expansion of
safe drinking water supply and sanitation programs.
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Access to safe drinking water has increased to 77.8 percent of the households, average of 73.2
percent in rural and 97.5 percent in urban areas. Safe drinking water is defined as piped water
from protected spring source, available to the household within 50 metres vertical height and 100
metres horizontal distance.

Population growth rate has been brought down from 3.1 percent in 1994 to 2.5 percent in 2000.
This has happened mainly because of the fall in crude birth rate, there has been no noticeable
change in crude death rate. Fall in the crude birth rates can be attributed to many factors, but
above all to the knowledge of family planning and increase in contraceptive prevalence rate.
Reaching an inflexion point in population growth curve has major demographic significance.
Already, the proportion of the population under 15 years of age has come down from 43.5 percent
in 1994 to 39.1 percent in 2000. Child dependency, which is the proportion of children under 15
years of age to that of the working population between the age of 15 and 64 has declined from 78
percent in 1997 to 67.9 percent in 2000. As expected, aged dependency (ratio of people over 65
to working population between the age of 15 to 64) has increased from 8 percent to 9.4 percent
in 2000.

Health infrastructure has expanded rapidly since the 1970s. BHUs were established from the
early 1970s in certain areas. However, the main expansion of the infrastructure began only in the
1980s. Following the Alma Ata Declaration in 1978, the primary health care approach was formally
adopted in the country in 1979. In line with this, the country has committed to establish a relevant
and cost effective health care delivery system based on primary health care approach that
effectively delivers health care services to all people. The low density of population, spread over
mountainous terrain, raises costs of infrastructure and health services delivery. People can be
reached only if facilities were set up even though the users are relatively low by regional
comparisons. The national health care delivery system is characterized by the central level being
responsible for administration, training and major referrals, and the Dzongkhag managing the
delivery of basic services to the population through a network of Dzongkhag hospitals, BHUs and
outreach clinics (ORCs).

Table 13: Health Facilities in 2000

Resources Numbers
Doctors 109
Drungtsho 31
Dzongkhag health supervisory officers 22
General mid nurse and health assistants 294
Technicians 226
Others 576
Total workers 1258
Health Infrastructure 2000

Hospitals 29
Indigenous hospital 1
Basic health units 160
Out-reach clinics 447
Indigenous hospital units 18
Total facilities 655

Source: Department of Health, Ministry of Health and Education
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There is a fairly uniform spread of BHUs, Dzongkhag hospitals and regional referral hospitals.
78.2 percent of the villages have access to health care services centres within two hours walking
distance, and 89 percent have such services within three hours walking distance.

Along with the expansion of health infrastructure, human resources in the health sector have
been enhanced steadily, though medical personnel are in short supply at this stage. With only
109 doctors, the number of doctors per 10,000 is approximately 1.8. Developing human resources
for health has become a key factor if the country is to enhance the quality and self-reliance of the
health services. In addition to the regular health staff, community participation in the health care
delivery system has been encouraged, with over 1,327 trained village health workers providing
elementary medical attention.

Herbal based, traditional medicine system is well established. Indigenous medical services are
now available in 18 Dzongkhags. After the pharmaceutical and research units of the Indigenous
Hospital in Thimphu were established, the supply of medicines has increased to meet widespread
demand, both in urban and rural areas.

As a precursor to the spread of tele-medicine, a tele-link between the Mongar Regional Referral
Hospital and the Jigme Dorji Wangchuck National Referral was established in November 2000.
Tele-medicine technology is expected to have highly beneficial impact on diagnostic capacity,
given the shortage of specialists. Its introduction was aimed at facilitating specialized consultative
opportunities for the regional hospitals, continuation of medical education, and access to
information from abroad.

To ensure financial sustainability, especially for the procurement of essential drugs and vaccines,
the Health Trust Fund was established. The Fund, with the target of US$ 24 million has accumulated
US$ 10 million and is already operational.

Objectives
Besides the long term objective of attaining a healthy living standard by the people within the

broader framework of overall development of the country, the specific objectives set out for the
Ninth Plan are:

) Enhancing the quality of health services;

) Targeting health services to reach the unreached;

) Strengthening traditional medicine system and its integration with the overall health services;

) Enhancing self-reliance and sustainability of health services;

) Intensifying human resource development for health and establish a system of continuing
education;

) Strengthening health management information systems and research and their use;

) Intensifying reproductive health services and sustain population planning activities;

) Promoting community based rehabilitation and mental health, and find innovative means
to enhance the mental well-being of people;

) Developing appropriate secondary and tertiary health care services, while maintaining the
balance between primary, secondary and tertiary health care; and

) Intensifying the prevention and control of prevailing health problems and the emerging

and re-emerging ones.
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Ninth Plan Outlay (Nu. Million)

Recurrent Capital Total
Centre 2,802.426 1,703.409 4,505.835
Dzongkhag 1,131.365 551.028 1,682.393
Gewog 0.000 229.846 229.846
Total 3,933.791 2,484.283 6,418.074

The total outlay for the health sector is Nu. 6,418.074 million of which, Nu. 4,505.835 million is for
central programs, Nu. 1,682.393 million for Dzongkhags, and Nu. 229.846 million for Gewogs.

Strategies

The m