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In accordance with the Royal Monetary Authority Act of Bhutan 2010, the Royal 
Monetary Authority (RMA) issued the first Annual Monetary Policy Statement in 
June 2011. Coinciding with the 9th Session of Parliament, I am pleased to present the 
second issue of the Monetary Policy Statement to the people of Bhutan. The past year 
has been an eventful one for the nation, wherein the role and responsibilities of the 
RMA have come to the fore. Transparency is an important aspect of the democratic 
process, and monetary policy is an important determinant of macroeconomic 
performance. Therefore, I hope that this Monetary Policy Statement will enhance 
general understanding through a comprehensive overview of the policy actions 
taken by the central bank over the past year. 

At the outset, I would like to highlight that the RMA, in its role as policy and 
regulatory body in the country, supports the overarching economic policies of the 
government aimed at poverty reduction and sustainable socio-economic growth, 
and is empowered with operational independence to pursue long-term horizon 
goals. Chapter II, Section 5 of the Royal Monetary Authority Act of Bhutan 2010 
stipulates that “the Authority shall be an autonomous body. The Authority shall support the 
general economic policy of the Royal Government as far as it is possible without endangering 
the ability of the Authority to achieve its tasks and purposes pursuant to this Act.” Section 
9 of the Act goes on to explain that in the pursuit of price and financial sector 
stability, the RMA shall have the authority to act as banker, adviser and financial 
agent to the Royal Government, issue foreign exchange regulations, and manage the 
international reserves of Bhutan. 

When the Ngultrum was introduced as Bhutan’s national currency in 1974, a 
conscious decision was made to peg the external value of the Ngultrum at par to the 
Indian Rupee for the numerous socio-political and economic arguments in its favor. 
As a new currency, a fixed exchange rate regime ensured greater confidence by the 
Bhutanese public in the Ngultrum, preserved the external value of the Ngultrum 
against other major international currencies, while providing much-needed stability 
in commodity prices to facilitate trade with neighboring India. The rationale for the 
selection of the Indian Rupee as a nominal anchor for the Ngultrum holds as true 
today as it did back then. 

Over the years, this exchange rate system has helped increase our economic 
engagement with India, who remains our dominant trading partner today 
accounting for over 70% of trade and continues to provide substantial budgetary 
support through grant and aid for large development projects. Since 1974, the 
Indian Rupee has assumed the status of a de-facto legal tender, circulating freely 

STATEMENT BY THE GOVERNOR
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with the Ngultrum within Bhutan. And for the last 4 decades, the Bhutanese public 
had been provided an informal facility of free and unlimited convertibility between 
the two currencies to allow the economy to import goods and services necessary 
for consumption, investment, and growth. Free and unlimited access to the Indian 
Rupee was considered a necessary exchange arrangement measure to support 
overall development.

Today, we face increasing challenges associated with the changing structure of the 
Bhutanese economy. Corresponding to the growing dynamism of the economy, 
improvements in general living standards and income levels, the propensity to 
consume versus our national capacity to earn has deepened our dependence on 
external development assistance and borrowing. Widening external imbalances has 
made it inevitable to re-think and evolve our exchange arrangements within the 
current exchange rate system, while safeguarding our close bilateral trade relations 
with India.

Bhutan’s current exchange rate system within the international monetary system 
is classified as that of a “conventional peg” by the International Monetary Fund 
(IMF). In the past, the de facto informal exchange arrangements resembled that of a 
currency board exchange rate system. Technically, a currency board explicitly states 
in its law, and maintains absolute and unlimited convertibility between its notes and 
coins and the currency against which it is pegged, at a fixed exchange rate, with no 
restrictions on current or capital account transactions.

In Bhutan’s case however, the choice of a conventional peg merely anchors the 
nominal value of the Ngultrum against the Indian Rupee without the premise of 
unlimited convertibility, but by supporting it through prudent foreign exchange 
management and adequate reserve backing. This distinction is now vital because 
while Bhutan maintains current and capital account restrictions for all convertible 
currency related international payments and transactions; access to and the use of 
the Indian Rupee for all transactions were largely permissible for reasons already 
outlined. Today, we need to reiterate that the Indian Rupee is first and foremost a 
foreign currency that needs to be earned.

In December 2011, when the nation faced huge external imbalances with India, 
taking advantage of favorable exchange rate conditions, the RMA and the Royal 
Government sold USD 200 million from Bhutan’s international reserves to finance 
balance of payments (BOP) transactions with India. At that time, Bhutan’s short-
term Indian Rupee debt with the State Bank of India (SBI) had already reached a 
critical level of J8 billion, raising concerns on its implications for short-term external 
debt sustainability. The sale of reserves was considered a final option given that 
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Bhutan’s international reserves are hard earned and largely sourced from official 
development assistance rather than export performance. Similarly, continued short-
term overdraft Indian Rupee borrowing from the SBI at a cost of 10% interest p.a. 
is not preferred as it places undue pressure and burden on future generations since 
much of it is incurred to finance current liberal consumption. End of May 2012, 
when the SBI ODF was approaching the J10 billion limit, the RMA sourced a new 
overdraft facility from the Punjab National Bank, India, of J2 billion (10.5% interest 
p.a.) to secure additional funds for balance of payments transactions. As of June 2, 
2012, Bhutan’s SBI overdraft facility outstanding totaled J6.5 billion. 

In retrospect, while many view the 2011 sale as a wake-up call for Bhutan, the tell 
tale signs of overheating on the external account was visible in the years preceding. 
In terms of early detection, signs of ballooning external imbalances were long 
identified as early as 2005, at which time the RMA took the initiative to invest in 
key financial infrastructure to support financial sector development and to facilitate 
efficient payments and settlements systems for easy and affordable cashless 
transactions. This has been successfully accomplished over the years through 
numerous improvements in cheque truncation, introduction of ATMs, debit and 
credit cards, electronic funds transfer system, and the Bhutan financial switch. The 
move towards a cashless economy and the routing of payments through the formal 
banking system will be instrumental in promoting transparency, disclosure, the 
enforcement of exchange arrangements, and especially in the monitoring of Indian 
Rupees flows through improved and timely statistics today.

When the RMA joined the newly constituted RGOB Indian Rupee Task Force in 
January 2012 under the directives of the Prime Minister, the Task Force was mandated 
to study the origins of the Indian Rupee BOP problems and to recommend fiscal, 
real, and monetary policy measures for Bhutan. In addition to the spillover impact of 
government expenditure and investments in large projects, private consumption and 
rapid credit expansion were identified as some of the key factors driving Bhutan’s 
external imbalances. Unlike other countries, the overall credit of the financial sector 
in Bhutan is not only influenced by banking sector activities, but also by the non-
bank FIs, including the pension fund and insurance companies who are actively 
engaged in lending. While this is not the case in other countries, Bhutanese non-
bank FIs were allowed to lend given market-size constraints and limited investment 
avenues. The RMA has directed all non-bank FIs to re-orient their business plans 
and to suspend all lending activities by June 1, 2014. To the extent that local currency 
credit translated into imports from India, there were corresponding pressures in 
the form of indirect Rupee debt, because subsequent shortfalls in Indian Rupees 
experienced by the banks was then financed by the RMA through short-term Rupee 
borrowings from the SBI. Published statistics on external debt do not incorporate 



Monetary Policy Statement | June 2012VIII

this, and this helps explain the transmission of credit growth to the pressure on 
demand for Indian Rupees. 

Thereafter, from March 2012, the RMA initiated foreign currency exchange 
measures to streamline public access to the Indian Rupee in line with our mandate 
of foreign exchange management under the Royal Monetary Authority Act of 
Bhutan 2010. As custodian and manager of the nation’s available Indian Rupee and 
convertible currency reserves, the RMA is empowered to invest reserves abroad 
in line with the key objectives of safety, liquidity and yield (in that order), while 
also prescribing essential controls on the access to foreign exchange in line with 
the Constitution, Bhutan’s requirements, and the international monetary system of 
exchange arrangements. Since Bhutan’s reserves form the cornerstone of the nation’s 
economic policies, prudent management of reserves is paramount; and learning 
from the Asian Financial Crisis, if a country is running huge debt levels, maintaining 
adequate foreign exchange buffers become a necessity.

Since March, the RMA has undertaken a number of policy measures to cool down 
immediate aggregate demand for Indian Rupees and to safeguard financial sector 
soundness. These measures are expected to help rationalize, monitor and streamline 
access to Indian Rupees for essential international transactions. Simultaneously, the 
RMA has conducted mass awareness building campaigns through print and audio 
visual media; producing educational material, and holding rounds of discussions 
with stakeholders in the financial, public and private sectors, all in the interest of 
participation, dialogue, and transparency. Nevertheless, even these measures must 
be supplemented by other durable short-term to long-term policy measures by the 
Royal Government since monetary policy alone cannot resolve the current situation. 
Monetary policy measures initiated by the RMA shall be covered in more detail 
within this issue of the Monetary Policy Statement. 

Overall, reforms implemented over the last few months have been timely and 
has provided all stakeholders with the opportunity for collective and remedial 
action. Policy measures taken need to be viewed as corrective measures that are 
in Bhutan’s long-term interests to expand trade and economic engagement with 
our major partners. Ultimately, a sustainable solution to the current economic 
conundrum is strengthening our macroeconomic fundamentals, requiring targeted 
long-term policy intervention in the real and fiscal sectors to promote and boost 
domestic investment, production, and employment. One of the key issues that have 
emerged is re-emphasis on self-sufficiency, especially in sectors such as agriculture, 
as a means to support growth, employment and domestic demand. However, all 
this will take time particularly when part of the solution lies in altering entrenched 
mindsets surrounding existing Indian Rupee exchange arrangements, consumption, 
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and investment perceptions in the country. 

A decade ago, when Bhutan’s BOP situation with India was more comfortable, it 
would have been challenging to prescribe exchange measures on the access to and 
use of the Indian Rupee, given that the economy was still growing; during that 
period, the cost of short-term Rupee borrowing from the SBI was manageable and 
had to be borne. It takes difficult times to initiate difficult measures. However, today, 
Bhutan must pursue growth with discipline, calibrated with balanced development 
across sectors, so as to avoid risks associated with the consumption-debt trap that 
has swept across Europe. 

Given the current scenario, it is expected that upward pressures on prices shall 
continue in the near-term not only on account of general food and fuel price escalation 
in India which is transmitted through Bhutan’s external account, but also because 
we are currently maneuvering through an adjustment phase. Monetary policy alone 
will not be effective to contain inflation in the short-term given our trade dimensions 
with India and the low level of domestic production to meet domestic demand. 
Therefore, the cooperation and understanding of all our stakeholders, the general 
public, and our domestic and international partners is vital for us to move forward. 

Throughout, the RMA shall pursue a multi-faceted monetary policy strategy aimed 
at price and financial sector stability, with inclusive growth. While the rest of the 
world, particularly the U.S. and Europe, is focused on loosening credit conditions 
to boost growth and domestic demand, in Bhutan, the RMA is undertaking macro-
prudential measures to deal with over exposure of the financial institutions to credit 
in concentrated sectors, including that of housing and personal loans. In March 
2012, the RMA launched the policy rate with plans to introduce base rates for 
lending institutions from July 2012. With Bhutanese banks presently facing liquidity 
constraints, the RMA has had to balance support measures with macro-prudential 
tools to shore up their reserves against the risks of future asset-liability mismatches.

And, RMA’s monetary policy continues to place great emphasis on sustainable and 
inclusive growth, hence our commitment and leading efforts in the development 
of a strong Financial Inclusion Policy for Bhutan with support from the Royal 
Government. By July 2012, the RMA plans to introduce a deposit insurance scheme 
to protect small depositors in the financial industry and to boost public confidence in 
the financial sector. Meanwhile, to address short-term Indian Rupee requirements, 
the RGOB and RMA have successfully negotiated several facilities. These include 
the enhancement of the Government of India Standby Credit Facility (SCF) to J10 
billion and the Rupee Swap arrangement under SAARCFINANCE. The SCF is 
preferable over the SBI overdraft facility, as the latter is a highly costly and short-
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term imperative, while the SCF is a long term obligation with a 5-year tenure at a 
lower interest rate of 5% p.a.

On the issue of the prevailing exchange rate system, it is the RMA and RGOB’s 
consensus to maintain and support the peg arrangement with the Indian Rupee, in 
light of India’s economic resilience despite recent volatility in exchange rates and 
Indian markets’ exposure to the Euro zone. Any changes to Bhutan’s current exchange 
rate system would result in a devaluation of the Ngultrum, the consequences of 
which would be detrimental for Bhutan, who remains import and aid dependent 
with weak external competitiveness. 

Moving forward, the RMA shall continue to work closely with the Royal Government 
to resolve current challenges. The Indian Rupee has gained renewed importance 
as a reserve currency which must be earned and spent prudently. Optimism 
surrounding Bhutan’s prospects, underpinned by expectations from investments in 
the hydropower sector, should be tempered with potential risks to external debt 
from rapid expansion in this sector. While the development of Bhutan’s hydropower 
sector is vital for socio-economic growth and represents a strong and legitimate 
source of export revenue, given the current economic scenario, investments need to 
be strategically calibrated in a gradual manner to minimize adverse consequences 
in the long term. 

Bhutan without India is not a true dream. Operating on an informal basis has 
continued for a long time, and now in the interest of transparency and disclosure, 
improvements in Indian Rupee management is not only essential, but key to tackling 
the current environment. Across sectors, investments in institutional capacity 
reforms and policy synchronization shall also be vital for economic development. 
Till date, the RMA has taken necessary corrective measures to contain domestic 
demand for Indian Rupees. Measures that streamline access to Indian Rupees in 
keeping with its status as a foreign currency shall continue; other interim measures 
shall be gradually reversed in line with the government’s plans to introduce fiscal 
and real policy initiatives and instruments. And in time, with the collective efforts 
from the Royal Government and the cooperation from stakeholders and the public, 
the Bhutanese economy can be steered on a more sustainable path while increasing 
our trade and financial engagements within the region and abroad.

Daw Tenzin
Governor
June 2012
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I. Overview of RMA’s Monetary Policy Framework

1. The Royal Monetary 
Authority Act of Bhutan, 
2010, empowers the RMA to 

formulate and implement monetary 
policy in order to achieve and 
maintain price stability as its primary 
objective. Since its introduction, the 
Ngultrum has been pegged at par to 
the Indian Rupee in a conventional 
peg arrangement. The fixed exchange 
rate serves as an explicit nominal 
anchor and the intermediate target 
for achieving and maintaining price 
stability in Bhutan. 

2. Bhutan’s monetary policy of 
Exchange Rate Targeting precludes 
an independent monetary policy 
stance and limits monetary policy 
flexibility, implying the loss of a first 
line of defense in response to adverse 
sector and country-specific shocks. 
Under these circumstances, changes 
in net foreign assets and reserve 
money are largely exogenously 
determined; interest rates and prices 
in Bhutan track developments in 
India. 

3. The RMA is accorded instrument 
independence in the conduct 
of monetary policy. Decisions 
regarding the choice of instruments 
of monetary policy are made by the 
RMA’s Board of Directors, chaired by 
the Governor of the RMA and aided 
by the RMA’s Executive Committee. 

4. The RMA conducts monetary policy 
operations through capital and 
prudential controls and reserve 
management, by influencing 
the level of bank reserves, and 
management of banking system 
liquidity to regulate credit expansion 
and its impact on Bhutan’s external 
position, price levels, and the health 
of the financial system. Monetary 
policy is currently implemented 
through the use of direct and indirect 
instruments such as the statutory 
liquidity requirement (SLR) and 
the cash reserve ratio (CRR). The 
RMA also strengthened its monetary 
policy tools through the introduction 
of the policy rate in March 2012 and 
the base rate system to be launched 
in July 2012. The policy and base 
rates will signal the RMA’s monetary 
policy transmission and promote 
transparency and competiveness in 
the financial sector. 

5. The policy rate is the rate at which 
the RMA injects liquidity into the 
financial sector and shall act as the 
primary instrument of monetary 
policy, supplemented by the CRR. 
The policy rate shall be determined 
based on the overall macroeconomic 
situation and shall signal the change 
in the stance of RMA’s monetary 
policy. The base rate is the minimum 
rate below which it will not be 
viable for financial institutions to 
lend. It also serves as the reference 
benchmark rate for floating rate loan 
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products, apart from other external 
market-based benchmark rates. In 
the monetary policy transmission 
mechanism, changes in the policy 
rate are expected to influence the cost 
of lending by financial institutions 
through the base rate.

6. Under the SLR, all financial 
institutions are required to maintain 
minimum liquidity at all times to 
meet anticipated and contingent 
obligations in the form of quick 
assets. The SLR is set at 20% for 
commercial banks and 10% of total 
liabilities for non-bank financial 
institutions. 

7. The CRR was introduced in 1984 
and revised several times to manage 
liquidity in the banking system. The 
RMA has been tightening monetary 
conditions from September 2007 by 
raising the CRR from 13% to 15% and 
then to 17% in 2008. However, recent 
episodes of liquidity shortfalls in the 
banking system have necessitated 
downward revisions in the CRR to 
10% in March 2012 and further to 5% 
in June 2012 (see Section III).

8. Other instruments at the discretion 
of the RMA include the enforcement 
of micro and macro prudential 
measures and guidelines as 
embodied in the RMA’s Prudential 
Regulations 2002, to influence the 
operations of depository institutions, 
as well as the prudent management of 
Bhutan’s foreign exchange balances. 
The RMA is the owner, depository 

and manager of the nation’s official 
external assets, and under Article 14 
of the Constitution is mandated to 
maintain foreign currency reserves 
adequate to meet not less than 1 year 
of essential imports. Maintaining 
adequate foreign exchange reserves 
remains the cornerstone of Bhutan’s 
monetary policy.

9. Monetary operations can include 
the sale or purchase of government 
securities by the central bank, 
changing the monetary base and 
domestic money supply, either 
contracting or expanding it. The 
issue of RMA Discount Bills which 
was launched in 1993 was replaced 
by the issue of RGOB Treasury 
Bills by the Ministry of Finance and 
the RMA at the end of 2009. This 
was a step towards establishing a 
short-term market-based borrowing 
program in the domestic market, and 
to be used both as a short-term deficit 
financing source as well as liquidity 
management instrument. The first 
issue of the T-Bills worth Nu.2 billion 
was auctioned on December 14, 2009 
and sold at a discount rate of 2.5%. 
As of May 2012, twelve series of the 
T-Bills amounting to Nu.11 billion 
have been issued by the RMA.

10. The introduction of T-Bills is an 
integral element in the country’s 
process of liberalising interest rates 
and promoting capital and debt 
market development. The sale or 
auction of government securities not 
only helps the RGOB to borrow funds 
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at a market-driven price, it also assists 
in creating additional investment 
opportunities for domestic investors 
and fund managers in the financial 
market. In order to set up a credible 
domestic debt market, both from the 
perspective of issuing agents and 
market participants (as a reliable 
source of funds and investment 
avenues), the RMA proposed that 
the RGOB issue debt securities 
(government papers) on a regular 
basis to benefit the budget process 
and liquidity management. 
Nonetheless, institutionalization 
and operationalization of debt 
markets, particularly, short term 
debt securities remains an essential 
part of fiscal and monetary policy 
management. 

11. Maintenance of the conventional 
peg arrangement has been beneficial 
for Bhutan especially in its trade 
with India. Trade diversification 
over the years in Bhutan has been 
minimal, and as such the current 
policy supports Bhutan’s close 
economic and financial relationship 
with its neighbor, eliminating any 
uncertainty about exchange rate 
developments between the two 
trading partners. India’s dominance 
in Bhutan’s trade and investment 
flows is expected to continue in 
the future, and consequently, the 
exchange rate peg provides clear 
benefits in tying Bhutan to a credible 
nominal anchor with relatively stable 
monetary and financial conditions. 
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12. Real GDP growth in Bhutan 
remained robust at 11.8% 
during 2010. The electricity 

and water, and construction sectors 
continued to dominate output, with 
shares of 17.6% and 14.2% to GDP, 
respectively. Improved performance 
in these sectors reflects ongoing pre-
construction as well as construction 
works on new hydropower projects. 

13. While growth was robust, 
inflationary conditions in Bhutan 
worsened during the year due to 
generalized inflationary pressures, 
largely carried over from across the 
border in India. Food commodities 
constitute 27.7% of Bhutan’s CPI’s 
basket weights, and 95.6% of all food 
and processed foods and beverages 
imports are derived from India. Price 
levels in India as featured by their 
WPI (RBI) grew by 7.9% for the first 
quarter of 2012, an improvement 
over the spike in WPI by 8.9% during 
the same period in 2011. Annual 
inflation in Bhutan declined slightly 
to 9.5% during the first quarter of 
2012, against 9.6% during the same 
period in 2011. 

14. As of March 2012, broad money 
supply (M2)2 continued to decelerate 
and growth of M2 decreased to 5.4% 
from 13.7% (year-on-year growth) from 
March 2011.  Lower growth in M2 
was attributed mainly to the decline 
in the growth of overall credit by 
the financial institutions (excluding 
the NPPF) to the private sector from 
36.2% as of March 2011 to 32.1% as 
of March 2012. Correspondingly, a 
steady decline in the growth of quasi-
money (QM) and net foreign assets 
(NFA) also contributed to the slow-
down in the growth of M2. In keeping 
with past trends, the composition of 
lending of the financial institutions 
continued to dominate in sectors 
such as building and construction 
(25.5%), personal loans (16.5%), 
manufacturing (14.6%), and service 
and tourism (11.2%) sectors. 

15. Within the domestic financial system, 
as of March 2012, the combined 
assets of the financial sector3 grew by 
13.8% to Nu.68.5 billion from March 
2011, of which 89.7% belonged to the 
commercial banks and the residual 
to NBFIs. During the same period, 

1  Please see Annex 1 for a summary of Bhutan’s latest Key Economic Indicators and charts. More recent 
information is provided where available.

2  For monetary analysis, the balance sheet data of financial corporations are classified within the framework 
of the Monetary and Financial Statistics Manual (MFSM 2000) of the IMF. Please note that the data 
classification done here by the Research and Statistics Department are not directly comparable to those 
compiled and published by the Financial Regulation and Supervision Department of the RMA.

3 This excludes the NPPF.

II. The State of the Bhutanese Economy:  
Recent Developments1
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banking sector assets grew by 13.9%  
to Nu.61.4 billion, while that of the 
NBFIs grew by 13% to Nu.7 billion. 
With the growth in financial sector 
lending, the NPL ratio increased to 
10.2% at the end of March 2012, from 
9.2% in the same period last year. In 
particular, high NPLs were recorded 
for the trade and commerce, 
manufacturing and industry, and 
transport sectors. 

16. While structural liquidity (Nu.2.6 
billion) is dominated by a select 
commercial bank, other banks have 
experienced intermittent liquidity 
shortages in the past year. General 
volatility in structural liquidity has 
been influenced by volatility in the 
cycle of aid flows into Bhutan and 
the seasonality of corporate deposits. 
To address the immediate short-
term liquidity needs of the banks, the 
RMA reduced the CRR from 17% to 
10% end of March 2012, and further 
to 5% effective from June, 2012. 
In addition, the RMA introduced 
the RMA Short Term Liquidity 
Adjustment Window Facility 
(RSTLAW), while encouraging inter-
bank market operations among 
financial institutions. 

17. Developments in Bhutan’s external 
sector as indicated by the balance 
of payments were characterized by 
a widening in the current account 
deficit to 25.7% of GDP during 
FY 2010/11 (Nu.18.6 billion) from 
10.8% of GDP in 2009/10. This has 
been underpinned by a substantial 

widening of the trade deficit to 
32.5% of GDP (Nu.23.5 billion) due 
to rapid growth in merchandise 
imports. Overall imports increased 
by 36.5% to Nu.53.7 billion driven by 
a huge jump in imports from India 
(from Nu.28.3 billion in FY 2009/10 
to Nu.40.6 billion).  Much of the 
surge in commodity imports can be 
attributed to recent developments in 
the hydropower sector and its related 
industries. India remains Bhutan’s 
largest trading partner, accounting 
for 88.7% of commodity exports and 
75.1% of commodity imports during 
FY 2010/11. Hydropower exports to 
India continue to be Bhutan’s largest 
export, accounting for 35.5% of total 
exports during the year.

18. It is essential to note that as a 
predominantly import and aid 
dependent economy, trends in 
Bhutan’s BOP reflect large trade 
deficits that extend to the services 
and invisibles accounts, resulting in 
persistent current account deficits 
that are financed by substantial 
inflows of official aid in grants 
and concessional loans as opposed 
to export performance, with 
subsequent spillovers to reserve 
accumulation. As such, the BOP also 
mirrors Bhutan’s vulnerability to 
corresponding developments in the 
hydropower sector. Concessional 
convertible currency loans of the 
Royal Government and construction 
of new hydropower projects (namely 
Punatsangchhu I and II and the 
Mangdechhu projects) have meant 
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4  This is inclusive of the RMA and the commercial banks, and is net of their Rupee obligations.
5  Source: National Budget Report for the FY 2011/12, Ministry of Finance.

large corresponding inflows of 
capital grants and loans, helping 
drive up the capital and financial 
account balance to Nu.21.1 billion 
from Nu.9.6 billion in FY 2009/10. 
As a result, despite the huge jump 
in the current account deficit, the 
overall balance has been positive at 
Nu.4.5 billion.

19. Corresponding to the surplus in 
the balance of payments, Bhutan’s 
official international reserves 
grew to USD 906 million for the 
year ending June 2011, sufficient to 
finance 9.1 months of commodity 
imports. Following the sale of USD 
200 million in December 2011, 
international reserve levels as of 
March 2012, dropped to USD 769.1 
million, adequate to finance 8.7 
months of commodity imports. 
Entrusted with managing the 
nation’s international reserves, 
this responsibility has become 
immensely challenging for the RMA, 
due to the need to ensure adequate 
Indian Rupee reserves to safeguard 
the integrity of the exchange rate peg 
with India. And a minimum of USD 
448.9 million reserves is currently 
necessary to meet the Constitutional 
requirement of 12 months of 
essential imports. With the nation’s 
widening current account deficit 
with India, the Ngultrum’s fixed 
peg to the Indian Rupee has placed 
additional pressure to ensure 

adequate Indian Rupees to meet the 
economy’s requirements. Recent 
data indicates that the net Indian 
Rupee balance available4 with the 
RMA is negative at J9.2 billion as of 
June 2, 2012, with substantial short-
term borrowings being undertaken 
by the RMA to address the external 
imbalances with India.

20. Bhutan’s external debt obligations 
continue to grow with the 
commencement of new hydropower 
projects. As of June 2012, Bhutan’s 
external debt outstanding totaled 
USD 1.3 billion, increasing by 
50.1% from the previous year. Of 
the total, 41.9% were convertible 
currency loans and the remaining 
58.1%, Indian Rupee denominated 
debt (mostly for hydropower 
development). Corresponding to the 
expansion in public external debt, 
debt servicing for the FY2011/12 
up to the third quarter (March 2012) 
amounted to USD 15.1 million on 
convertible currency debt and J30.5 
billion on Rupee denominated debt. 

21. Meanwhile, on the fiscal front, the 
national budget deficit expanded 
to 5% of GDP for the FY 2010/11 
(revised budget ) from a surplus of 
1.8% of GDP as of FY 2009/10. In 
percentage terms, total expenditure 
grew by 47.2% of GDP during 
2010/11 compared to 48.8% of GDP 
in 2009/10, attributed to an increase 
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in total outlay from Nu.29.9 billion to 
Nu.34.2 billion as of 2010/11. On the 
other hand, total revenue including 
grants, decreased from 50.6% 
of GDP to 42.2% of GDP during 
2010/11. Current expenditure was 
estimated at Nu.15.8 billion, and was 
completely financed by domestic 
revenue amounting to Nu.17.2 

billion, while capital expenditure 
was revised to Nu.18.4 billion. Grant 
support helped finance almost 40% 
of total expenditure. Of the total 
deficit, 20.8% was financed through 
external concessional borrowing 
and the remaining through domestic 
sources.  
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6  Please see Annex 2 for supplementary data.

22. The RMA took several 
monetary policy and 
exchange arrangement 

measures in the recent past to 
address the balance of payments 
problem with India and resulting 
shortage of Indian Rupees, as well 
as to address imbalances in the 
banking system (see paragraph 30).  
These have been designed following 
collaborative consultations with key 
stakeholders and studies of best 
practices in the region. 

23. An important issue that came 
to the fore was associated with 
the exchange arrangements 
corresponding to the conventional 
peg of the Ngultrum to the Indian 
Rupee. Misperceptions had arisen 
because of the hitherto availability 
of free and unlimited convertibility 
between the Ngultrum and the 
Indian Rupee. When the Ngultrum 
was first issued, the RGOB initially 
guaranteed free and unlimited 
convertibility between the two 
currencies for current account 
transactions to facilitate trade, instill 
confidence in the domestic currency 
and to avoid currency substitution. 
However this facility had continued 
into the present despite structural 
changes in the economy. 

24. Moreover, Bhutan is a member of 
the IMF and operates under the 
international monetary system, 
governed by the IMF articles of 
agreement. Currently, Bhutan is 
under IMF Article XIV status which 
is a “transitional arrangement” that 
allows Bhutan to maintain exchange 
provisions on current and capital 
transactions until its BOP position 
permits further liberalization. 
However, while Bhutan maintains 
current and capital account 
restrictions for all convertible 
currency transactions, there had 
been de-facto full convertibility for 
Indian Rupee current and capital 
transactions. The recent revision 
in exchange measures by the RMA 
therefore have been put in place to 
remedy this de facto arrangement 
of unlimited access to and full 
convertibility of the Ngultrum to 
the Indian Rupee and to create 
awareness on the status of the 
Indian Rupee as a foreign currency 
that needs to be earned. 

25. While the Indian Rupee had been 
circulating freely within Bhutan, the 
Rupee is a de facto and not de jure 
legal tender. The only de jure legal 
tender in Bhutan is the Ngultrum. 
Chapter V, Section 94 of the Royal 

III. RMA Monetary Policy Operations:  
FY 2010/11 – 2011/126

The Balance of Payments with India and Indian Rupee Shortage
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Monetary Authority Act of Bhutan 
2010 stipulates that “Currency notes 
and coins issued or deemed by the 
Authority to have been issued by it 
shall be the legal tender in Bhutan.” 
The implications of this is that while 
informal use of the Indian Rupee 
had initially been permitted within 
Bhutan to boost confidence in the 
Ngultrum, there is no legal provision 
today which supports and enforces 
the use of the Indian Rupee as legal 
tender in Bhutan. It also implicitly 
follows here, and from paragraphs 
23 and 24 that the circulation of 
Ngultrum outside of Bhutanese 
borders remains the jurisdiction of 
foreign authorities. In the case of 
the latter, the RMA cannot be held 
liable for the non-convertibility of 
Ngultrum into Indian Rupees.

26. In addition to the issue of 
convertibility between the Ngultrum 
and the Indian Rupee, high credit 
growth, especially towards housing 
and construction, was also identified 
by the RGOB Indian Rupee Task 
Force as an important contributor to 
the external imbalances with India. 
Moreover, large imports of fuel 
and motor vehicles were identified 
as causing significant Indian 
Rupee outflows. In collaboration 
with the financial institutions, 
access to Indian Rupees for the 
import of construction materials 
for new housing and for personal 
transport vehicles were temporarily 
suspended in March 2012. 

27. However, even as credit expansion 
needed to be cooled down, 
issues on the management of and 
mismatches in the assets vis-à-vis 
liabilities of the banking system 
emerged, manifesting in an acute 
short-term liquidity shortage in the 
banking sector (see paragraph 16). 
Subsequently, the RMA reduced the 
CRR from 17% to 10% in March 2012 
and further to 5% in June 2012. 

28. In addition, the RMA also introduced 
the RMA Short Term Liquidity 
Adjustment Window Facility 
(RSTLAW) on March 29, 2012 to 
provide short-term liquidity to 
liquidity-deficient banks to meet daily 
operational requirements and short 
term outstanding liabilities and not for 
long term lending activities. To ensure 
that liquidity injected through the 
RSTLAW was prudently utilized and 
not directed towards further credit 
creation, prudential guidelines and 
criteria were issued. For instance, the 
risk-weights on loans and advances 
issued by banks availing the RSTLAW 
were raised according to the degree of 
sector exposure; banks availing the 
RSTLAW were not permitted to lend 
to a particular sector above 30% of 
its total loan portfolio and could not 
declare any dividends or bonuses for 
the previous year.

29. Similarly, when the CRR was further 
decreased to 5% effective from June 
2012, this was based on the condition 
that any liquidity so freed up would 
not be used to support new loans.
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30. The following time-line highlights some of the recent key measures taken by 
the RMA:

Date Measures Taken

March 8, 2012 A circular was issued to Financial Institutions titled “Circular on 
Foreign Currency” explicitly stating that the Indian Rupee is a foreign 
currency. The Circular outlined the eligibility and limits for access to 
Indian Rupees by residents; closure of the accounts of non-resident 
foreigners; and the requirement for the channeling of all export 
proceeds via the banking channel within 91 days of the date of export. 
Specifically:

(i) Ceiling on the withdrawal of INR from credit/debit/pre-paid cards 

were set at J10,000 per instance with a maximum limit of  J50,000 
per month.

(ii) Resident foreigners working in Bhutan without bank accounts are 
permitted to remit/access INR on validation from their employers.

(iii) Indian Rupee denominated transactions with documentary evidence 
(including but not limited to pro-forma invoice/invoice/tax receipts) 
and routed through the banking channel were permitted for 
the following: payments related to government and public sector 
corporations; for the import of capital goods, spares, raw materials and 
other inputs for industries (manufacturing and services); for import of 
oil and fuel products; for medical supplies and equipment; for import 
of construction materials for housing constructions approved as on 
March 8, 2012 by individuals/business entities; for imports of all goods 
excluding personal transport vehicles; payments for education/training 
and medical expenses.

Use of the banking channel for all Indian Rupee transactions is being 
encouraged for its added benefits in terms of disclosure, transparency, 
and safety as well as enhanced tax revenue generation.    

March 9, 2012 All non-resident foreigner accounts in Bhutan were closed. Equivalent 
Indian Rupees were refunded for current and savings accounts 
(CASA) and term deposits closed between 9th and 11th March, 2012. 
Fixed deposits held to maturity by non-resident foreigners shall be 
paid in Indian Rupees. 

March 23, 2012 RMA Imprest Accounts were opened in all bank branches to facilitate 
all non-resident foreigners still holding Ngultrum in cash, to deposit 
their Ngultrum for a one-off exchange into Indian Rupees (the settle-
ment commenced from June 1, 2012).
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March 29, 2012 The CRR was reduced from 17% to 10% to address liquidity shortages 
in the banking system, with retroactive effect from March 2012. The 
RMA also introduced a Short Term Liquidity Adjustment Window 
Facility effective March 29, 2012, to provide short-term liquidity to 
liquidity-deficient banks.

May 1, 2012 RMA issued the official Operational Guidelines for Indian Rupee 
Transactions to facilitate the operational arrangements relating to the 
access of Indian Rupees for transactions. The Guidelines were made 
available to the commercial banks and is readily available from the 
Foreign Exchange Department of the RMA.

May 24, 2012 In accordance with Chapter II, Section 3(i) of Financial Services Act 
of Bhutan 2011, the RMA issued a notification cautioning the public 
against money laundering activities for third parties.

May 31, 2012 The CRR was reduced from 10% to 5% to address the continued li-
quidity shortage in the banking system, with effect from June 2012.

Effective June 1, 
2012

The RMA, in collaboration with the DRC and the banks, designed and 
installed a software system to monitor trade flows. The software will 
assist the relevant authorities to monitor Indian Rupee inflows of sales 
proceeds from exports and movement of imports based on import 
payments in line with the 91-day stipulation for flows. In line with 
RMA’s Foreign Exchange Regulations, all foreign currency export pro-
ceeds are now required to be repatriated back to Bhutan within 91 
days from the date of export. Similarly, any Indian Rupee import pay-
ments should result in the entry of goods into Bhutan within 91 days.

February-May 
2012

During this period, the RMA embarked on an extensive awareness 
building and consultative campaigns with the following major stake-
holders: (i) the Royal Government and its line ministries, including 
the Ministry of Economic Affairs, Ministry of Agriculture and Forests; 
(ii) Financial institutions; (iii) DHI; (iv) BCCI and private sector repre-
sentatives; (v) Educational institutes (vi) International organizations 
and representatives; (vii) Representatives from Parliament and the 
National Council; (viii) Media representatives (print and television). 

Effective early 
July 2012

By Executive Order from the Prime Minister of Bhutan, all public util-
ity companies and service providers (example, Bhutan Power Corpo-
ration Ltd, Bhutan Telecom and Road Safety and Transport Author-
ity), fuel outlets and retailers shall install point-of-sales machines to 
facilitate sales transactions electronically from July 10, 2012. This ini-
tiative is being implemented as part of the RMA’s improvements in the 
overall payments and settlements system to reduce cash transactions 
and risks associated with it.

Date Measures Taken
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Foreign Exchange Management

31. The RMA Act of Bhutan 2010 
entrusts the RMA with the 
management of the nation’s 
international reserves to maintain 
“safety, liquidity and yield,” in that 
order; while the Constitution of 
Bhutan stipulates that “a minimum 
foreign currency reserve that is adequate 
to meet the cost of not less than one year’s 
essential imports must be maintained.”

32. In that respect, the RMA has always 
followed a cautious approach in the 
management of the international 
reserves. Reserves have been 
accumulated over many years 
through official development 
assistance; the country’s convertible 
currency export earning capacity 
has been limited while earnings 
from the tourism sector, the highest 
convertible currency earner, has 
been growing slowly, averaging 4% 
of GDP over the last five years.

33. International reserves are maintained 
in the original currency of aid 
disbursement because of several 
reasons, including minimizing 
exchange rate risks because of 
repayment obligations. Notably, a 
majority of Bhutan’s reserves are 
held in US Dollars because of large 
settlement obligations in US Dollars: 
second to the outstanding Indian 
Rupee debt, over 75% of the nation’s 
convertible currency external debt 
service obligations is denominated 
in US Dollars. 

34. However, increasing current 
account deficits with India and 
recent Indian Rupee demand 
pressures have underscored the 
importance of the Indian Rupee as 
an important reserve currency for 
Bhutan. Nonetheless, for reasons 
already highlighted above, most 
of Bhutan’s international reserves 
are maintained in US Dollars as the 
US Dollar is still the most widely 
accepted international reserve 
currency. Moreover, since the Indian 
Rupee is a non-convertible currency 
and given the recent and prolonged 
volatility in the INR exchange rate 
vis-à-vis major currencies, it will 
be costly and imprudent to convert 
and hold portions of the reserves 
in Indian Rupees. While Bhutan’s 
US Dollar reserves can easily be 
converted into Indian Rupees and 
other currencies when necessary 
and as has already been resorted to 
recently, the reverse may not be easy.

35. Therefore, selling Bhutan’s US 
Dollar reserves to address the 
external imbalances with India 
should be considered only as a 
final option in the absence of more 
viable alternatives. Against Bhutan’s 
gross international reserves of USD 
769.1 million as of March 2012, 
USD 196 million is pledged against 
the Indian Rupee overdraft facility 
from the SBI. Moreover, USD 448.9 
million must be set aside to meet 
the Constitutional requirement 
of 12 months of essential import 
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7 Source: RGOB Indian Rupee Task Force estimate.

payments7, while USD 120 million is 
needed as reserve to back Ngultrum 
in circulation.           

Financial Sector Supervision, 
Regulation and Reform 

36. In light of recent developments, 
the RMA is working towards 
strengthening its macro-prudential 
policies to mutually reinforce 
monetary policy operations, keeping 
in mind the close nexus between 
the macro-economy and financial 
system.

37. Measures taken by the RMA on 
this front during FY 2010/11 
have focused on the drafting and 
initiation of several necessary 
legal frameworks and other 
infrastructure. The Financial 
Services Act of Bhutan, 2011 was 
formally endorsed by the Parliament 
of Bhutan on May 26, 2011 and came 
into effect on July 5, 2011. The FSA 
repeals the Financial Institutions 
Act, 1992 and strengthens the RMA’s 
role as Bhutan’s integrated financial 
regulator, bringing all financial 
service providers under a single 
regulatory and supervisory body. 
The FSA, 2011 is more comprehensive 
and also explicitly spells out the 
RMA’s role as the Insurance and 
Securities Commissioner. Under 
the provisions of the FSA, 2011, 
the RMA also set up a Financial 
Intelligence Unit in 2010 to combat 
terrorism and money laundering. 

Preparations are underway to draft 
regulations and guidelines to prevent 
money laundering and financing of 
terrorism with assistance from the 
ADB. 

38. Several regulations were issued 
under the provisions of the FSA, 
2011. The first set of regulations 
was aimed at financial service 
providers and covered the following 
categories of providers, related to the 
insurance and securities business: 
Fund Management Companies, 
Insurance Brokers, Securities 
Brokers, and Investment Advisors. 
The regulations were drafted with 
technical assistance from the ADB. 
The second set of regulations related 
to corporate governance and apply 
to all FIs, any other licensees licensed 
by the RMA and all companies listed 
on the RSEBL. The regulations 
were also drafted with assistance 
from the ADB. In addition, the 
Regulations for Establishment of 
Reinsurance Business in Bhutan 
and the Regulations for Branchless 
Banking in Bhutan were also issued 
in October 2010 and November 2010, 
respectively. As of May 29, 2012, the 
RMA has made available the Draft 
Loss Adjustor Regulations, 2012, on 
the RMA website for public feedback 
and comments.

39. A training institute for banking 
and finance was established as an 
autonomous organization jointly 
owned by the RMA and the FIs. 
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The institute will be under the 
management of the RMA until June 
2013. The board of the institute 
consists of 10 members including 
CEOs of all the FIs with the Governor 
of the RMA as the Chairman. The 
training institute will conduct 
training for the financial sector on 
an annual basis. As of April 2012, the 
RMA has already contributed Nu.40 
million towards the construction of 
the training institute.

40. With assistance from the ADB, 
the RMA is also in the process of 
establishing a Central Registry for 
secured transactions in Bhutan. 
The main purpose of establishing 
a Central Registry is to encourage 
secured transactions and ease 
collateral requirements in movable 
and immovable property of the 
borrower to avail any kind of loans. 
The Central Registry will also 
help in monitoring and securing 
lender-borrower/creditor-debtor 
transactions and effectively improve 
access to credit. 

41. On April 23, 2012, the RSEBL 
launched its Integrated System, a 
web-based system that will enable 
online trading, provide real time 
market information for investors, 
making the securities market more 
organized and visible through 
a more formal and systematic 
mechanism with enhanced market 
outreach and participation. The 
RSEB Integrated System consists 
of an Automated Trading System, 

Electronic Depository System, 
Clearing and Settlement System, 
Broker Back Office System, IPO 
Engine and Market Surveillance 
System. Another key feature is 
the introduction of Bhutan’s 3 
Market Index – which comprises 
of the RSEB Composite Index, the 
RSEB Total Return Index and the 
Financial Institution 5 Index. These 
indexes shall provide a historical 
perspective of Bhutan’s securities 
market performance, providing 
investors with valuable information 
to benchmark and compare the 
performance of their individual stock 
portfolios, thereby assisting them in 
making sound investment decisions. 
The RSEB Integrated System was 
developed and jointly financed by 
the World Bank, RMA and ADB for 
a total project cost of USD 329,000.

Toward Financial Inclusion

42. One of the primary development 
objectives as encapsulated in the 
RGOB’s Vision 2020 road map for 
Bhutan is to ensure that “the benefits 
of development are shared equitably 
between different income groups and 
regions in ways that promote social 
harmony, stability and unity and 
contribute to the development of a just 
and compassionate society.” Consistent 
with this vision, the goal of financial 
inclusion is to ensure and improve 
access to financial literacy and 
financial services for the poor, the 
vulnerable and the marginalized 
segments of the population. 
Financial services for this group shall 
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be tailored to their specific needs as a 
means to improve their livelihoods, 
raise their income levels, reduce 
vulnerability, and bring them into 
the fold of mainstream economy and 
society as economically productive 
citizens.

 
43. Under the RGOB’s initiative a 

Financial Inclusion Policy (FIP) for 
Bhutan is currently being drafted, 
with the RMA appointed as lead 
agency to develop the policy in 
coordination with stakeholder 
agencies. The main objective of the 
FIP will be to make basic financial 
services accessible and affordable 
to a large segment of the Bhutanese 
population. The formulation of a 
formal policy shall promote and 
mainstream the informal sub-sector 
into the financial sector and bridge 
the increasing gaps between the 
rich and the poor while ultimately 
securing growth that is balanced 
and inclusive. Preliminary findings 
on the subject indicate that the core 
problem of financial inclusion in 
Bhutan is the lack of access to a range 
of appropriate financial services, 
particularly among low-income 
people and in remote rural areas. 

44. Under the FIP, the RMA is 
currently assessing the promotion 
of microfinance and microfinance 
institutions, while regulations for 
branchless banking have already 
been issued. Another key initiative 
being taken is the promotion of 
financial literacy to ensure that 
clients are able to make productive 
use of the services that are provided 
to them. With assistance from 
the World Bank, the RMA has 
been conducting financial literacy 
programs and awareness campaigns 
in order to enhance the public’s 
understanding of the financial sector, 
and improve their skills to make 
sound financial decisions while 
avoiding predatory lending and 
credit scams. The first phase of the 
program was completed in 2010, and 
covered the western dzongkhags 
of the country. The second phase 
covered the districts of Dagana, 
Tsirang, Zhemgang, Trongsa, 
Punakha, Gasa, Sarpang, and Samtse 
during July-August 2011. The RMA 
is also designing programs tailored to 
different segments of the population 
with pilot programs in schools on 
financial management and mass 
media campaigns (television, print, 
and radio). 
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45. On the whole, growth prospects 
appear favorable for Bhutan, 

with real GDP growth expected to 
average 10.6% over the medium 
term (until FY 2013/14). Growth is 
expected to peak in FY 2012/13 to 
12.5% based on the momentum of 
activities in the electricity and water, 
and construction sector. 

46. The outlook for inflation remains 
uncertain, reflecting substantial 
movements in food and fuel 
commodity prices especially in India 
and its influence on domestic price 
levels for both goods and services. To 
the extent that fuel prices continue 
to face upward pressures in 2012, 
inflation in Bhutan is projected to 
rise in tandem with developments 
in India; domestic inflation has 
already hit 9.5% as of the third 
quarter of FY 2011/12 (March 2012). 
According to the April 2012 World 

Economic Outlook of the IMF, geo-
political supply risks in global oil 
markets are expected to continue; 
these upside risks are also reflected 
in the RBI’s latest Monetary Policy 
Statement as of April 2012 (80% of 
crude oil in India is imported). 

47. Over the medium term, Bhutan’s 
current account deficit is projected 
to moderate to an average of 27.5% 
of GDP, underpinned by a persistent 
trade deficit. However, the trade 
deficit is expected to improve 
slightly to an average of 24.3% of 
GDP over the period, reflecting the 
impact of recent policy measures 
to address the external imbalances 
with India. Nevertheless, with 
construction works projected 
to commence on six new power 
projects from 2012/13, in addition 
to ongoing construction works on 
the Dagachhu, Punatsangchhu I and 

IV. Medium Term Outlook for Bhutan8: 

 FY 2011/12 - 2013/14

Macroeconomic forecasts for Bhutan’s medium-term are prepared by the multi-sectoral 
MFCTC taskforce and endorsed by the high-level RGOB Macroeconomic Framework 
Coordination Committee (MFCC) chaired by the Finance Secretary. The compilation of 
macroeconomic and fiscal projections involves estimating revenues, issuing a statement of 
strategic fiscal policy, and establishing a budget envelope for the medium-term period. The 
MFCTC and MFCC facilitate the regular preparation of reliable and systematically compiled 
macroeconomic and fiscal projections. Careful monitoring of possible policy changes is vital to 
prepare and address emerging issues in the Bhutanese context, where a few variables can have 
a dramatic effect on the overall macroeconomic and fiscal picture.

8 Please see Annex 3 for a summary of Bhutan’s macroeconomic projections from FY2011/12. Kindly note 
that macroeconomic projections are subject to sector-wise revisions as and when new data are available, 
thus potentially generating variations in different forecasts published.
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II, and Mangdechhu hydropower 
projects, commodity imports are 
forecast to rapidly increase towards 
the end of the projection period 
(2013/14). Notably, sustained and 
large deficits in Bhutan’s current 
account could potentially impact 
long-term growth prospects. 

48. External grant support (current 
and capital) will continue to play 
a significant role in Bhutan’s BOP 
partially offsetting the deficits in the 
trade and invisibles accounts. Official 
inflows in the capital and financial 
account in the form of capital 
transfers (grants for hydropower 
development) and external loans of 
the RGOB are expected to continue 
to finance the current account deficit. 
Consequently, with anticipated 

surpluses in the capital and financial 
account, Bhutan’s overall balance is 
forecast to be positive from 2012/13 
(2.8% to 7.9% of GDP), implying 
growth in the nation’s gross 
international reserves (USD 989.9 
million by the end of the projection 
period).

49. On the domestic front, the RGOB 
anticipates a fiscal deficit of 4.3% 
of GDP at the end of FY 2011/12 
declining to 3.2% by 2013/14. 
Domestic revenue receipts are 
expected to average 20.2% of GDP 
over the medium term while capital 
expenditure is expected to average 
16.9% of GDP in line with the 
inflow of external project-tied grants 
resulting in the decrease in fiscal 
deficit during the projection period. 
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Outlook for India: FY 2012/13

According to the Reserve Bank of India (RBI), India’s macroeconomic outlook for 
2012/13 is forecast to remain favorable, although upward pressures and volatility in 
high oil prices will pose hurdles to growth and inflation. 

The RBI has lowered its growth forecast to 7.2% from 7.3% for the year 2012/13. RBI 
forecasts, assuming a normal monsoon, agricultural growth is expected to stay close to 
trend levels (at around 2-3.5%). On the other hand, industrial performance is expected 
to be better than the previous year; leading industrial indicators suggest a turnaround 
in the IIP (Index of Industrial production). The expected slowdown in overall growth 
has been driven by a sharp fall in investment, some moderation in private consumption 
and a fall in net external demand. RBI’s consultations with industries and banks have 
suggested that new project investments will continue to be sluggish. The main reason 
for the decline in the trend rate of growth relative to the pre-crisis period was due to the 
emergence of significant supply bottlenecks on a variety of fronts such as infrastructure, 
energy, minerals and labor. Therefore, a strategy to increase the economy’s potential by 
focusing on these constraints is now believed imperative.

India’s growth prospects are subject to several risk factors. A major risk to growth 
and inflation projections shall stem from the expectations of global oil prices. Another 
source of risk to inflation is the possible upward revision in coal and electricity prices 
due to higher input costs. Meanwhile, uncertainty in India’s fiscal situation and any 
upward revisions in the fiscal deficit could have further implications for inflation, while 
challenges in financing a huge current account deficit prevail.

Quarterly and Annual Forecasts of Selected Economic Indicators

 2011-12 
(Annual) 2011-12 2012-13

 Q4 Q1 Q2 Q3 Q4

Real GDP growth rate (%) 6.9* 6.9 6.6 7.1 7.4 7.5

Inflation, WPI (average, %) 8.8 6.7 6.6 6.9 6.7 6.7

Exchange Rate (INR/USD, 
end period) 51.2** 51.2** 49.5 48.8 48.0 47.8

1) The annual forecasts for 2011-12 and Q4 of 2011-12 are based on the latest round projection, 
except where - *: Advance estimate; **: Actual figure.
2) Inflation and exchange rate projections for 2011-12 and Q4 of 2011-12 are actual figures. 
3) All the projections for Q1-Q4 of 2012-13 are based on the latest round projection.
4) India’s fiscal year runs from April-March end.

Source: All excerpts and tables are from the RBI Macroeconomic and Monetary Developments in 
2011-12, April 16, 2012 (Issued with the Monetary Policy Statement 2012-13).
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ANNEX 1 
 

BHUTAN: KEY ECONOMIC INDICATORS 

 

Indicator 2008/09 2009/10 2010/11 (p) Mar'12

GDP Growth and Prices (% change)
GDP at Constant (2000) Price (a), (b) 4.7 6.7 11.8 n/a
Consumer Prices (c) 3.0 6.1 8.3 9.5
Wholesale Prices (India) (d) 0.5 10.6 9.9 7.9

Government Budget (in millions of Nu.) (e)
Total Revenue and Grants 23443.0 30990.7 30549.7 n/a

Of which: Foreign Grants 6575.1 11118.9 13314.0 n/a
Total Expenditure and Net Lending 22350.5 29888.9 34196.6 n/a
Current Balance 5806.5 6969.1 1463.4 n/a
Overall Balance 1092.5 1101.8 -3647.0 n/a

(In % of GDP) 2.0 1.8 -5.0 n/a

Money and Credit (% change, end of period) 
Broad Money, M2 24.6 30.1 21.2 5.4
Credit to Private Sector 31.1 38.6 31.6 34.4

Interest Rates (%, end of period)
One Year Deposits 4.8 4.8 5.0 5.0
Lending Rate 10.00-16.00 10.00-16.00 9.75-16.00 9.75-16.00
91-day RMA Bills/ Treasury Bills 6.0 2.0 1.5 5.0

Balance of Payments (in millions of Nu.) 
Trade Balance -4322.4 -13938.2 -23544.9 n/a

(In % of GDP) -7.9 -22.8 -32.5 n/a
With India -278.6 -4933.6 -15160.0 n/a

Current Account Balance -664.3 -6634.9 -18623.6 n/a
(In % of GDP) -1.2 -10.8 -25.7 n/a
With India -798.8 -3493.7 -14434.8 n/a
(In % of GDP) -1.5 -5.7 -19.9 n/a

Foreign Aid (Concessional Loans net) 1207.1 3859.9 12467.9 n/a
Of which: India 163.1 794.2 7870.0 n/a

Errors and Omissions 919.6 1987.0 2014.5 n/a
Overall Balance 5479.2 4973.4 4473.2 n/a

(In % of GDP) 10.0 8.1 6.2 n/a

External Indicators (end of period)
Gross Official Reserves  (in millions of USD) 704.4 791.6 906.0 769.1

  (In months of merchandise imports) 13.9 11.2 9.1 8.6
  (In % of external debt) 88.6 90.6 69.1 59.5

External Debt (% of GDP) 69.5 66.6 80.9 91.2
Debt-Service Ratio (f) 30.5 29.7 51.7 123.2
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Indicator 2008/09 2009/10 2010/11 (p) Mar'12

Memorandum Items:
Nominal GDP (in millions of Nu.) (a), (b) 54713.0 61222.6 72477.6 n/a
Ngultrum per USD (fiscal year period average) 47.8 46.7 45.3 50.3
Money Supply, M2 (end of period) 32114.83 41778.7 50641.1 53144.5
Money Supply, M1 (end of period) 18375.0 22537.7 30271.6 33269.6

Counterparts (in millions of Nu)
Foreign Assets (Net) 32720.6 34918.5 35144.5 32639.2
Domestic Credit 16259.9 23136.5 30620.4 45011.8

Claims on Private Sector 18216.0 25246.1 33234.7 42646.8

Components (in millions of Nu)
Currency Outside Banks 4541.8 5386.5 6893.7 6597.83
Demand Deposits 13833.2 17151.2 23377.9 26671.8
Quasi-Money 13739.8 19241.0 20369.5 19874.9

Reserve Money , M0, of which 14696.5 20574.7 19727.6 18161.4
Banks' Deposits 9810.2 14683.9 11927.4 10697.8

Money Multiplier (M2/M0) 2.2 2.0 2.6 2.9
Income Velocity (GDP/M2) 1.7 1.5 1.4 n/a
Population Growth Rate (a), (g), (h) 1.3 1.3 1.8 n/a
Unemployment Rate (a), (h) n/a 4.0 3.3 n/a

a) On a calendar year basis, e.g., the entry under 2010/11 is for 2010.  b) Source: National Accounts Statistics 
2010, NSB c) The CPI reflected in this table is for the last quarter of each fiscal year. d) Source: Reserve Bank of 
India. Wholesale Price Index of All Commodities, Base = 2004-05. Effective August 2010, the RBI revised the 
base year from 1993-04 to 2004-05, creating a break in the continuity and comparison of data. The newly-
recalculated WPI commences from April 2004; reference period same as for Bhutan CPI. e) Fiscal data for 
2010/11 are as of the National Budget Report for the FY 2011/12. f) Debt service payments in percent of exports 
of goods and services. g) Data on calendar year basis; sourced from NSB; h) Updates sourced from Labour 
Market Information System, MOLHR.
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MONETARY AGGREGATES (y-o-y Growth in %) 

 
 
 

MONETARY AGGREGATES (% Share of M2) 
 

 
 
 
 
 
 
 
 

2009 2010 2011 Mar'12
Nu. in Millions 

M2 43862.8 51112.1 53205.7 53144.5
Domestic Credit 17763.3 27345.7 39246.5 44690.9
Credit to the Private Sector * 19818.6 30038.5 39697.7 42646.8

% growth rates
M2 39.7 16.5 4.1 5.4
Domestic Credit 73.0 53.9 43.5 51.0
Credit to the Private Sector 19.2 51.6 32.2 34.4

% share of M2
Domestic Credit 40.5 53.5 73.8 84.1
Credit to the Private Sector 45.2 58.8 74.6 80.2
CD ratio (%)** 54.0 69.1 90.7 96.6
CA ratio (%)*** 46.1 53.7 70.3 73.2
*/ Includes only banking sector credit. 
**/ CD ratio refers to credit to deposit ratio of commercial banks.
***/ CA ratio refers to credit to asset ratio of commercial banks.

End of the period

2008/09 2009/10 2010/11 Mar'12
M2 24.6 30.1 21.2 5.4
Reserve Money 14.2 40.0 -4.1 -7.9
Net Foreign Assets (% growth) 25.4 6.7 0.6 -8.2
Net Domestic Assets 89.4 -1232.5 125.9 38.0
  Domestic Credit 21.7 42.3 32.3 51.0
     Credit to the private sector (% growth) 31.1 38.6 31.6 34.4
     Credit to the public sector (% growth) -145.3 -13.3 -0.4 178.8
Source: RMA.
*/ Includes only banking sector credit.
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SECTORAL CREDIT OF FINANCIAL INSTITUTIONS 
 

 
 

NON-PERFORMING LOANS OF FINANCIAL INSTITUTIONS 
 

 
 
 
 
 
 
 

Sector 2009 2010 2011 Mar'12 % of total
Agriculture/Animal Husbandry 205.3 110.0 131.2 153.9 3.0
Trade & Commerce 382.9 216.0 625.2 996.6 19.5
Manufacturing/Industry 1099.0 244.5 546.1 723.4 14.1
Service & Tourism 774.2 424.4 255.1 411.9 8.1
Housing 763.2 726.0 436.6 537.2 10.5
Transport 151.2 178.4 300.8 676.0 13.2
Loan Against Shares 41.7 1.2 7.6 27.8 0.5
Personal 316.0 303.9 416.8 597.2 11.7
Government (short term) 0.0 0.0 0.0
Credit Card 2.2 2.2 0.0
Others 9.0 15.3 738.0 987.9 19.3
Overdraft/Working Capital 696.1 799.3 0.0 0.0 0.0
Total NPL 4438.4 3018.9 3459.5 5114.0 100.0
Total Loans of FI 24256.7 29775.8 40645.6 50309.5
Total NPL Ratio 18.3 10.1 8.5 10.2
Source: Financial institutions (excluding NPPF).

June-end; Millions of Ngultrum

Sector 2009 2010 2011 Mar'12 % of Total 

Agriculture 658.1 492.2 657.5 953.3 1.9

Trade & Commerce 4,231.3 4,761.7 5,806.6 5,296.7 10.5
Manufacturing 4,702.0 5,085.7 7,093.3 7,332.7 14.6
Service & Tourism 3,177.6 4,352.8 4,889.8 5,627.5 11.2
Building & Construction 6,072.6 7,615.8 10,287.5 12,851.6 25.5
Transport 1,515.2 2,298.7 4,042.9 4,895.0 9.7
Personal Loans 3,367.9 4,552.5 6,516.0 8,295.0 16.5
Others 531.9 616.3 1,352.1 5,057.9 10.1

Total Loans of FIs 24,256.7 29,775.8 40,645.6 50,309.5 100.0

Source: Financial Institutions (excluding NPPF).

June end; Millions of Ngultrum
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ANNEX 2 

2008/09 2009/10 2010/11 Mar '12

Total External Debt Outstanding (in USD millions) 795.3 873.7 1311.8 1291.6
(Growth in %) -3.0 9.9 50.1 -1.5

Rupee Debt Outstanding (in INR millions) 21400.7 22777.9 34062.3 38798.6
o.w. Hydropower Debt 17483.4 18277.6 24647.5 27031.7
o.w. SBI Overdraft 917.3 1500.3 4914.8 6846.9

CC Debt Outstanding (in USD millions) 347.4 385.4 550.1 533.2

Hydropower debt (in Nu millions)* 20551.9 20980.1 31376.8 34870.7

Rupee Debt Service (in INR millions) 7741.9 7481.4 16522.5 30524.7
Interest 1598.4 1686.2 1825.6 2039.9
Principal 6143.5 5795.2 14696.9 28484.8

CC Debt Service (in USD millions) 12.7 22.0 21.4 15.1
Interest 4.2 10.4 6.5 5.3
Principal 8.5 11.6 14.9 9.9

Fiscal Balance (in Nu. millions) 1092.5 1101.8 -3647.0 n/a
External financing -1218.7 82.0 758.3 n/a
Internal financing 126.2 -1183.7 2888.6 n/a

Source: Department of National Budget and Department of Public Accounts, Ministry of Finance and 
Private Enterprises for Commercial Debt data. Fiscal data for the year 2010/11 are revised estimates.
* Includes  the Rupee hydropower debt and convertible currency debt on Dagachhu and Basochhu 
hydropower projects.
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ANNEX 3 

 

Nu. in millions Jun'09 Jun'10 Jun'11 Mar'12
Amount of Sterilization 6,001.9        6,846.9        8,286.8        7,050.7      

Of which :
1) CRR 5,256.0        6,846.9        8,286.8        5,071.0      

Percentage share 87.6             100.0           100.0           71.9           
2) RGoB T-Bills 745.8           -              -              1,979.7      

Percentage share 12.4             -               -               28.1           

Indicators (%) Bhutan India 
Policy Rate 6.00 8.00
RSTLAW Rate 7.00 9.00
CRR 5.00 4.75
SLR 20.00 24.00
Deposit Rates 5.5-8.00 8.50-9.25
Lending Rates 9.75-16.00 10.00-10.75
Government T-Bill Rate (91 days) 5.00 8.31
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Chart 9: Operations  of Treasury Bills
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Amount of Sterilization 6,001.9        6,846.9        8,286.8        7,050.7      

Of which :
1) CRR 5,256.0        6,846.9        8,286.8        5,071.0      

Percentage share 87.6             100.0           100.0           71.9           
2) RGoB T-Bills 745.8           -              -              1,979.7      

Percentage share 12.4             -               -               28.1           

Indicators (%) Bhutan India 
Policy Rate 6.00 8.00
RSTLAW Rate 7.00 9.00
CRR 5.00 4.75
SLR 20.00 24.00
Deposit Rates 5.5-8.00 8.50-9.25
Lending Rates 9.75-16.00 10.00-10.75
Government T-Bill Rate (91 days) 5.00 8.31
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MACROECONOMIC FORECAST: FY 2011/12 - 2012/13 

 
 

2010/11 2011/12 2012/13
Prov.

Output and Prices
Nominal GDP at market prices (mn. of Nu)  76595.3 86828.7 102362.7
Real GDP (annual % change) 8.4 7.6 12.5

Agriculture & Allied 1.2 2.0 2.0
Industry 7.5 7.9 18.9
    Manufacturing 15.7 12.0 12.5
    Electricity & water -3.0 -5.3 9.9
    Construction 19.7 23.8 34.4
Services 10.6 9.4 9.3

 CPI (annual % change) 8.3 9.1 7.6
Balance of Payments and Reserves (mn. of Nu)
Current account balance -18623.6 -18664.2 -23713.6

(as a % of GDP) -24.3 -21.5 -23.2
Merchandise exports 30160.1 32582.0 35613.7
(growth in %) 18.7 8.0 9.3
Merchandise imports (c.i.f.) -53705.0 -56625.6 -59880.0
(growth in %) 36.5 5.4 5.7

Trade balance (% of GDP) -30.7 -27.7 -23.7
Current and capital grants 14149.7 18513.6 18614.3

Capital and financial account balance 21082.3 15409.6 26609.1
Overall balance (mn. of Nu) 4473.2 -3254.6 2895.5
International Reserves (mn. of USD) 906.0 782.5 806.6

(months of merchandise imports) 9.2 7.9 8.1
National Budget (mn. of Nu)
Total Resources 28171.8 33337.0 31891.0

(as a % of GDP) 36.8 38.4 31.2
Domestic revenue 17458.8 19154.8 21157.5
(as a % of FY GDP) 22.8 22.1 20.7
Grants 10497.7 13496.9 10691.2

Total expenditure 29521.9 37892.5 34515.3
Current 14735.1 17336.3 18262.4
Capital 14786.8 20556.2 16252.9

Fiscal balance -1670.7 -3752.4 -1595.2
(as a % of GDP) -2.2 -4.3 -1.6

Data as of the FY ending June, including GDP which is also on FY basis . Source: MFCTC, Ministry of 
Finance. 1) Fiscal data for FY 2010/11: Revised figures as of date by the Ministry of Finance (MFCTC). 
Fiscal projection source: Ministry of Finance. Capital expenditure is inclusive of net lending. 2) BOP data 
source: RMA. 3) GDP and CPI data source: NSB. Note: Any data for 2010/11 in this table as a percent of 
GDP uses FY GDP and are not comparable with the table in Annex I which uses CY GDP.
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