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1. INTRODUCTION

Bhutan has seen rapid  progress inits socio economic development  over
the past decades . This has been possible due to the farsighted
leadership that has consistently emphasized on development that is

holistic, balanced, sustainable and inclusive. The generous support,
cooperatio n and goodwill of our development partners have also been
i nstrument al i n Bhutanb6s success.

The socio economic development path pursued by Bhutan is guided by
the development philosophy of Gross National Happiness (GNH)

conceived by His Majesty the Fourth Druk Gyalpo Jigme Singye
Wangchuck inthe early 1970s.  Core dimensions of GNH were grounded
in the country 6 s early devel opment exXx par i ence

governance, environmental conservation, balanced and equitable

socioeconomic development, and preservation and promotion of culture

saw clearemphasis as Opriority areasod6 essenni al t o
of its Five Year P lans (FYP), especially following the focus on building

basic infrastructure in  the first decade of planned development.

1.1 Development Trajectory

Since then , Bhutan has made remarkable progress through a series of

five-year plans . Poverty has declined rapidly given
focus on a broad -based and inclusive economic growth, complemented

by targeted poverty red  uction programmes. The share of population

living below the national poverty line was halved from 23.3 percent in

2007 to 12 percent in 2012 1, with a further drop in poverty figures

anticipated from the National Housing and Population Census slated to

take place in 2017.

Bhutan has achieved or surpassed targets in five of eight Millennium
Development Goals (MDGs), n  otably achieving the target for halving
extreme poverty ahead of time, reaching gender parity in primary
education, and significantly re ducing maternal mortality rates. At the
same time, concerted efforts continue towards addressi ng chronic
malnutrition am ong children below the age of five , ratio of female to
male in tertiary institutions, under -five mortality rate, infant mortality

rate, number of HIV cases detected , and growing youth unemployment. 2

1 Bhutan Poverty ssessmerReport2014 National Statistics BurealRGOR
2 Eleventh Five YedPlan. Volume 1: Main Document (202818) GNH Commission, RGOB.



With a population of 757,042 (projected for Year 2015 )3, Bhutparn 0 s
capita Gross Domestic Product (GDP) in 2015 was Nu. 174,400.66 (US
$2,719.11) 4. The economy has grown at an average of 5.5 percent over
the past five years 5, with the expansion of hydropower projects,
improved performance of the tourism sector and associated services
making significant contribution s to its growth. According to the World
Bank classification , Bhutantoday is alower middle -income country. The
United Nations Committee for Development Policy (CDP), based on the

March 2015 Tri ennial Review, has also assessed Bhutan for being eligible

for graduation for the first time from the Least Developed Country (LDC)
categorization of the United Nations.

With a constitutional mandate to maintain at least 60 percent of the
country under fo  rest cover for all times, and an international pledge to

remain carbon neutral in perpetuity , Bhut anods soci oeconomic
continue to be delicately balanced with a strong focus on environmental

conservation. Climate change considerations are already well integrated

across main sectors including the agriculture, economic, disaster , and

climate information services.

Bhut am@ds have the capacity to sequester 6.3 million tons of

carbon dioxide 0 three times more than what it emits 0 making it the only
carbon negative country in the world. With a healthy forest cover of 71
percent and sound water shed management , Bhut a

potential is estimated at 30,000 Megawatts (MW) of which 23,760 MW

is assu med technically exploitable. 6 More than half of its total land area
has been set aside as national parks, biological corridors and other
protected area , and biodiversity conservation is a core mandate of the
renewable natural resource sector.

In stark con trast to the struggles associated with instituting democracies
elsewhere, Bhutan transitioned to a democratic setup under the
meticulous planning and foresight of His Majesty the Fourth Druk
Gyalpo , who gradually devolved executive powers while strengthening
the foundations for democratic institutions at local and national levels.

Since transition ing to a Democratic Constitutional Monarchy in 2008,
Bhutan has continued to strengthen these governance systems and
processes .

3 National Statistical Bureau

4 National Accounts Statistics 2Q1ational Statistics BurealRGOR

5 Ministry of Finance, RGOB.

6 Integrated Energy Management Master Plan for Bhul2@E,MOEA, RGOB. 2010.



Significant developme nts include the successful conduct of the Local
Government elections and Parliamentary elections; the establishment of
constitutional bodies such as the Election Commission of Bhutan, Royal
Audit Authority and Anti - Corruption Commission; and the passing of
important legislation including the Civil Society Act of 2007, and the
Anti - Corruption Act of 2011. As it nears the completion of ten years of
democracy in 2018 , Bhutan is gradually moving from a status of a
transitioning democracy to one that is working to deepen its democracy,
with the roles of media, civil society, and civic participation coming to

the fore.

The financial landscape of Bhutan has also undergone substantial
changes over time, both in terms of the magnitude of the Plan outlays

as well as its funding, especially its own contribution. This is evident
from the table below:

Table 1: Change in Outlay and Funding of FYP Periods

Five Year Plan | Outlay (Nu. RGoB Gol UN and
Period in million) funding funding other
development

partners

1% plan (1961 - 107 - 100% -

66)

2" plan (1966 - 202 1% 99% -

71)

3" plan (1971 - 475 7% 90% 3%

76)

4™ plan (1976 - 1,106 5% 77% 18%

81)

10" plan (2008 - 148,000 61% 23% 12%

13)

11" plan (2013 - 213,000 65% 21% 7%

18)

Source: Plan Documents, GNHC

1.2 Progress in the 11* Five-Year Plan

The 11 ™ FYP, which has been underway since July 2013, has made
significant progress in further advancing social and human

development. A mid -term review report states that the country is well
on track to achieving the objectives set out for the Plan period , as
indicated by an assessment of key performance indicators for national
development priorities that were found to be mostly on track or
achieved.



Some of the key socioeconomic achie vements so far include an increase
in per capita income from USD 1,968 in 2012 to USD 2,719.11in 2015 ;
expansion of the economy from Nu.104.47 billion in FY 2012 -13 to Nu.
125.18 bhillion in 2014 -2015; and a steady increase in HDI value
assessed atover0. 605in 2014 as compared to 0.589 and 0.582in 2013

and 2012 respectively. 7

Bhutan is currently in the Medium Human Development Index (HDI)
countries category. These HDI gains were realized largely on account of
relentless pursuit of pro -poor policies an d program mes focused on
poverty reduction, increasing educational enrollments, reducing child
mortality and maternal mortality , and significant improvements in
access to safe drinking water and sanitation facilities.

However, complex challenges to sustainable economic growth and
inclusive development  remain . Regional disparities persist with poverty
rates considerably higher in rural than in urban areas, and levels of

multidimensional poverty still remain a cause for concern. Thecoun t r y o0 s
biodiversity faces threat from rapid demographic changes and
urbanization, as large tracts of forest areas are either lost to fires or

cleared for essential infrastructure like road s as well as for economic
activities including  mining and quarrying. In addition to its vulnerability

to impacts of climate change, it also has to contend with structural
weaknesses in its economy.

1.3 Guiding Framework for Development

Itis precisely in  the face of such tension s that the guiding principles of
GNH become eve n more relevant, as it pushes the country to look
toward innovative means and solutions to ensure development activities

continue to be pursued sustainably and responsibly . Today, GNH is
enshrined in the Constitution of Bhutan, making it the collective
responsibility of the state and polity to ensure that unbridled economic

growth does not compromise the social, ecological and spiritual
wellbeing of the country.

Since its | aunch in the year 2000, Bhutan 2020 7 A Vision for Peace,
Prosperity and Happiness has formed a basis for the formulation and

implementation of successive FYPs. While the timeline for implementing
Vision 2020 is rapidly coming to an end in 2020, the main dev elopment
goals and guiding principles it envisioned continue to be relevant. These

" Mid-Term Review Report of the"1Eive Year PlanGNH Commission, RGoB, 2016.



include the overarching goal of ensuring the independence, sovereignty,
and security of the nation, and the six main principles of Identity, Unity
and Harmony, Stability, Se  If-reliance, Sustainability and Flexibility.

Il n I'ine with Article 9.2 of the Constitutio
promote those conditions that will enable the pursuit of Gross National
Happinesso, the operational aspected of GNH

most notably with the introduction of the GNH Index in 2008 and the
GNH Policy Screening Tool in 2009. The GNH Index is based on biennial
surveys and provides an overview of performance across nine domains

that include health, education, living standar ds, ecological diversity and
resilience, good governance, psychological wellbeing, time use,
community vitality and cultural diversity and resilience. 8

The nine domains of GNH and their survey results, which are intended

to facilitate assessment of wellbe ing conditions, are increasingly used in

i nforming the formulation of Bhutands more 1
draft Strategy for GNH (SGNH) 0 formulated in 2008 as a comprehensive

development strategy to provide broad -based national development

trajectory by building on the opportunities and anticipating the

challenges for the next 20 years 0 is also used as a guiding framework.

The Royal Addresses delivered by His Majesty the King Jigme Khesar

Namgyel Wangchuck are constantly referredto as asource ofins piration

and important reminder of national priorities, as well as clear and frank

assessment of the nationds many successes an

In addition , with the global adoption of the Sustainable Development
Goals (SDGs) since 2015 and their high level of synergy with GNH
principles, Bhutan in its formulation of the upcoming 12 h FYP is taking

into consideration the SDG goals and targets, and is exploring means

for their deeper integration into the national planning framework. At the

same tim e, it takes into account the agreements and recommendations

set out by the Addis Ababa Action Agenda (AAAA) in development
financing.

Itis at this juncture and a gainst this backdrop  that the 13 ™ Round Table
Meeting (RTM) between Bhutan and its develop ment partners is being
held.

8 Eleventh Five Year Plan. Volume 1: Main Document (22083) GNH Commission, RGOB.



1.4 GNH for the Global Goals: The 13™" RTM Between
Bhutan and its Development Partners

Since the 1970s, Bhutan has been inspired by His Majesty the Fourth

Druk Gyal pods vision of GNH as a superior m
national progress. This vision has translated into a concrete, progressive

development agenda and given rise to a set of robust metrics to

A

measure the nationds progress.

Bhutanbtés experience has inspired policy mak:é
around the world, including Agenda 2030 with its 17 integrated and

indivisible SDGs, signed in September 2015 by 193 world leaders. The

gl obal communi tyds acceptance of Agenda 203
development agenda, which sets standards for society as a whole to

aspire and adhere to, is significant for a nation that has long championed

the need for a higher purpose for development, as expressed by the

GNH vision.

As one of the signatories to the SDGs, the Royal Government of Bhutan

(RGoB) has chosen the theme of AGross Nat.i
Gl obal Go al s o" Round Tabld Meetitg3(RTM) °, welcoming
together the partners i n Bhutands devel opment journey

relationship between GNH and the SDGs, identify common interests,
engage in dialogue, and strengthen cooperation.

RTMs were initiated in the early 1980s and are typically held twice over
the course of a  five -year plan period. This 13 ™ RTM, taking place on 15 -

16 March 2017, falls at the mid -pointofthe1l " FYPOGs i mpl ement at i c
and as preparations c¢onth FYB,evhidhasrset Bhut ands
commence in 2018. This provides the RGoB an opportunity to take stock

of development progress to date, review challenges, and work on
strategies to ensure the full alignment of development assistance for
achievement of national priorities and the Global Goals.

As a holistic and responsible approach to sustainable dev elopment, GNH

is, in the words of His Majesty the King ,Aidevel opment with wval
Having guided the countryds socioeconomic pr
GNH continues to find expression in its policies and programmes,

including in the current and upcomin g FYPs. Given such an orientation,

the nationébés existing policy framework demo

*Having |l ong guided the countryds approach to devel op
principles, Bhutanés GNH presents a | ocalized means



level of integration of SDG goals and targets, as will be explored in the
paper, with integration set to deepen through the development of the

12t FYP.
Within this context, the objectives of the 13 th RTM are:
fTo increase awareness of Bhut ard"6BYP progres

period, and of the opportunities and remaining challenges; and

fTo recognize and highlight the contributio
partners to date, assess remaining financing gaps, and strengthen
the foundation for continued and future partners hip in the
socio economic development of Bhutan.

This paper complements presentations to follow from the RGoB at the

RTM by providing the tec  hnical backdrop for dialogue with development

partner s, including on how Bhutands path t
Happiness will aid progress against the Global Goals.

Subsequent sections of this paper present an overview of broad progress
made within the  current 11 ™ FYP period. In keeping with its underlying
objective and strategic thrusts to work towards inclusive social
development and green economic growth, which also correlate with core
dimensions of the global goals, particular focus is given to deve lopments
in the social, environmental and economic spheres.

Given its centrality to successful and responsible  socioeconomic
development , an overview of advances made in democratic governance
is also included. Remaining challenges to development , as well as
emerging opportunities for Bhutan within the context of the new global
agenda are discussed, as are  national priorities being fine -tuned in
preparation for the upcoming 12 ™ FYP.



2. PROGRESS IN SUSTAINABLE SOCIOECONOMIC

DEVELOPMENT
2.1 Overview of the 11" Five Year Plan and Mid-Term

Progress
The 11" FYP(2013-2018) is Bhutanés second Plan to
since the introduction of democracy in 2008. Guided by the GNH vision ,

the Plan is based on the Results Based Planning (RBP) framework, which
articulates the outcomes and outputs that need to be achieved within

the plan period to achieve its overall objective of i S e lelfance and
Inclusive Green Socio -economic Development 0 .

Self-r el i ance i s defined as nt he ability t
devel opment needs as articulated t°hlrough 5
was identified as a priority in recognition of the need to diversify the

Bhutanese economy, create more productive em ployment

opportunities, ensure a broader tax base, and provide an enabling

environment for private sector development. It is also in keeping with

the reality of the imminent phasing out of development assistance as

indicated by some its traditional develop ment partners.

|l ncl usive devel opment refers to Areducing

enhancing the standard of living and the quality of life of the most

vul nerabl e sect i ontsThsfelatesuathes ofaci that whie
significant progress has been made in poverty reduction and other social
indicators, disparities exist within regions, area of residence and gender.

Green development refers to ensuring the integration  of Green or
Carbon Neutral strategies in all development activities. 12 This is in
keeping with Bhutands pursuit of sustai
Plans with adherence to rigorous environmental standards.

To realize this overall objective, the 11 ' Plan identifies 16 National Key
Result Areas (NKRAs) to be  achieved within the plan period. These are
categorize d under the four pillars of GNH to ensure that development is

holistic and sustainable without compromising cultural, environmental
and good governance principles.

10pg. 111Eleventh Five Year Plan. Volume 1: Main Do@&nn(20132018) GNH Commission, RGOB.
1 bid.
12 |bid.
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As such, crosscutting issues like gender, env ironment, disaster
management, climate resilient development, poverty, disabilities,
unemployment and income, food and nutrition, health and sanitation,

water security, culture , and governance are also identified as national
key result areas. Recognizingt he need to address increasing challenges
posed by inextricably linked environmental, social and economic issues,

the 11 ™ FYP seeks to mainstream these crosscutting issues at all levels
of decision -making and planning.

These priorities are illustrated in the table below ( a more detailed listing
of Key Performance Indicators or KPIs along with baseline and targets
can be viewed inthe 11 ™ FYP document ):

Table 2.1: Priorities in the 11t FYP

H National Key Result Areas | Key Performance Indicators (KPIs)

(NKRAS)

Sustainable and Equitable Socio  -economic Development

1 Sustained Economic Growth GDP growth rates; inflation; poverty;

2 Poverty Reduced and MDG Plus enrollment; mortality; employment; cereal
achieved sufficiency target; etc.

3 Food Secure and Sustained
4 Full Employment

Preservation and Promotion of Culture

5 Strengthened Bhutanese Cultural diversity & resilience Index
Identity, Social Cohesion and sustained (GNH 2010 Index) ; rural
Harmony households engaged in  cultural industries

6 Indigenous Wisdom, Arts and and jobs created
Crafts Promoted for Sustainable
Livelihood

Conservation and Sustainable Utilization and Management of the Environment

7 Carbon Neutral/Green and Ambient air quality sustained or reduced;
Climate Resilient Development Proportion of forest area under sustainable

8 Sustainable Utilization and forest management; 24 hour availability of
Management of Natural drinking water; Disaster response teams
Resources trained and equipped, response time.

9 Water Security
10 | Improved Disaster Resilience and
Management Mainstreamed

Good Governance

11 | Improved Public Service Delivery Reducing turnaround time for Government

12 | Democracy and Governance to Citizen, Government to Business and
Strengthened Government to Government services;

13 | Gender Friendly Environment for monitoring government performance;
Womenbs Parti ci pa t draftinglegislation to ensure quota for

14 | Corruption Reduced women in elected offices; reducing female

15 | Safe Society unemployment; implementation of national

16 | Needs of Vulnerable Group anti - corruption strategy; and reducing
Addressed crime per 1,000 population

10



While the actual implementation of the 11 " FYP started only in 2014

given that the first year focused on spillover activities from the 10" FYP,
a mid -term review (MTR) of the 11 ™ FYP reports the implementation of
the current Plan to be well on -track. * This is based on an  assessment

of a total 6,154 Key Performance Indicator s (KPIs) across Ministries,
Local Governments and  Thromdes (municipalities) , most of which were
reported to be on track or achieved

However, a total 190 KPIs across the various sectors and agencies were
foundto be atrisk . Reasons for their being at risk include issues relating

to data (poor baseline information , poor management and reliability ),
inability to coordinate on cross cutting matters among various
stakeholder s, ambitious targets and change in priorities of some sector
plans, a lack of ownership of some of the key result areas, delay in

release of funds, among others.

As for financial progress , the first two financial years (2013 -14, 2014 -
15) saw a 34 percent delivery against the approved total plan outlay,
and an 89 pe rcent delivery against the total approved budget as
presented in the table below . The total expenditure in the two f inancial
years averaged at 30.2 percent of GDP.

Figure 2.1: Financial Progress of Central Agencies and Local Governments

Plan Outlay, Approved Budget and Expenditure as of MTR (in

Million Nu.)
250000
Qo 200000
= 150000
0 100000
2 50008 I
Total Central Agencies Local
Governments
E Total Plan Outlay 213291.49 151662.09 61629.33
® Approved Budget 79571.078 58633.09 20937.99
Total Expenditure 71069.324 51005.14 20064.19
Source: MTR Report
The social sector continued to be accorded high importance as in past

FYPs, and was allocated the largest share of the budget in the first two

years of the Plan. Government spending for the social sector averaged

25 percent of total expenditure, with the education  sector accounting
for 18.5 percent  of total expenditure and 5.8 percent of GDPin FY2014 -
15. This was followed by the agriculture (R enewal Natural Resources
sector) , which also received an increased share of the budget, and

3 The 11" FYP MTR was conducted from August 2015 to May 2016.
11



accounted for an average 10.65 percent of total expenditure in the first
two years of the Plan, and 3.3 percent of GDP in FY 2014 -15. The
transport and communication sectors received 11.5 percent of the total
budget in the same period

While central agencies received a significant prop ortion of the budget,
the MTR assessed that only a few of the agencies had achieved the
expected financial expenditure of at least 35 percent and above in the

first two years. However, even as overall spending of many agencies
were assess edto be be low the acceptable limit, the MTR report does not
view this as a cause for concern. This is because similar trends have

been noted across past Plan cycles, and financial progress is expected

to pick up significantly in the remaining plan period with most of the
capital -intensive projects  under implementation

In all, most of the planned development activities are reported to be on
track, with significant progress noted in advancing social and human

development conditions in the country. The next subsequent sections
look mor e broadly at the count r ymndusivepsomagr ess i n
development, environmental commitment , macroeconomic -fiscal

outlook , good governance, and SDGs integration in the current national

policy framework . This is in keeping with the 11 " FYPO6s underl ying
objective and strategic thrusts to work towards inclusive social

development and  green economic growth , which also correlate to core

dimens ions of the sustainable development agenda .

2.2 Social Development

Bhutan has always accorded high priority to the social sector in all its

FYPs, with a view to continually improve social conditions of its people.

Given its strategic thrust towork towards inclusive social development &
i.e. to focus on  further reducing inc  ome and multidimensional poverty,
addressing emerging social issues; and improving outcomes in the social

sectors of health and education 0 Bhutan has made impressive progress

as indicated by the high achievementin human development indicators.

However, t o achieve GNH, it is important to ensure that social
development reaches all, including children, especially the most
vulnerable and disadvantaged, in an equitable manner. Having good

social policy interventions can ensure inclusion of all sections of soci ety,
includi ng the most remote, the poorest, and the most vulnerable in the
countryés devel opment .

Towards this end, I n order to buil d key stakehol c
understanding, analyzing and influencing social policies, a Social Policy

12



Certificate Co urse (SPCC) targeting policy makers, parliamentarians,
private sector and civil society has been introduced by the Sherubtse
College, while a Social Protection Policy for Workers has been drafted
by the Ministry of Labour and Human Resources

2.2.1 Education and Literacy

The Basic Net Enrolm ent Ratio has increased from 94 percent in 2012
to 97 percent meeting the target of 96 percent by the end of the 11 ™
FYP. Almost every child isin school given the rapid increase in enrolment
along with significant ~ expan sion and up -gradation of schools.  There has
also been significant improvement in t he primary and secondary
completionrates:t he completionrate at  the primary level stands at 111
percent against the target of 100 percent , While the completion rate at

the secondary level is currently at 93.1 p ercent againstthe targetof 95
percent .

Complementing the achievements and also supporting the
improvements in primary and secondary education are the Early
Childhood Care and D evelopment (EC CD) programmes , as
demonstrated by the gross enrolment rate of 18.6 percent in ECCD,
which surpasses the Plan target of 10 percent . Additionally, the Plan
target of enrolling 500 special needs students has been exceeded with
611 children enrolled in Special Education Nee ds (SEN) schools in 2016

Notable progress has also been made in the ratio of females to male in

tertiary educati on, attaining 74.5 percent against the target of 90
percent . The target of 90 percent attendance rate  has also been
reached, whichis anindic ator of improvement s in health and wellbeing

of school children. The improvements in the educational outcomes have

been possible because of the sustained commitment of the government

to invest in education. The expenditure on education sector alone in
FY2014-15was 18.5 percent of the total expenditure and 5.8 percent of
the GDP, which is by any standard highest in the region.

2.2.2 Health and Nutrition

Given the constitutional right that all Bhutanese enjoy in avail ing free
health services, and the sustained level of investment in this sector by

the government, achievements in the health sector have also been

notable.

The immunization coverage at 96 percent has exceeded the Plan target
of 95 percent . Maternal mortality  rate has seen considerable reduction

13



with ¢ urrent MMR per 100,000 live birth s reported at 86 percent
achieving the plan target of <100 MMR. Nearing the target of 100
percent, 97.7 percent of the population has access to improved drinking
water supply , and access to improved sanitation has increased to 70.6

percent against the plan target of more than 80 percent . Bhutan is also
on track to achievin g the target of reducing under -five and Infant
Mortality Rates to 30 per 1000 live birth and 20 per 1000 live birth
respectively.

Commendable success has been achieved in nutrition with reduction in
stunting to 21.2 percent in 2015 , as compared to the plan target of less
than 30 percent.

To further improve maternal and newborn health services and to prevent
maternal and newborn deaths, postnatal home visits have been initiated
across the country, and a mother and child health tracking system has

been piloted in three districts to be scaled up nationwide. As a part of
the Polio Eradication and Endgame Strategic Plan 2013 -2018, the Royal
Government of Bhutan successfully introduced the Inactivated Polio
Vaccine (IPV) in the routine immunization programme in 2015, and
switched from trivalent O ral Polio Vaccine (tOPV) to bivalent Oral Polio
Vaccine (bOPV) in 2016. Given the high disease burden of mumps,
Bhutan also introduced the mumps vaccine in combination with measles

and rubella (MMR) in 2016.

2.2.3 Poverty

Building up on the significant progres s in poverty reduction from 23.2
percent in 2007 to 12 percent in 2012, the government continues to
accord high priority to reduction of income and multidimensional poverty

inthe 11 ™ FYP as one of the national key result areas . With a target to
reduce in come poverty levels from 12 percent down to five percent, and
multidimensional poverty from 25.8 percent to less than 10 percent by

2018, major init  iatives have been taken in the P lan period.

The Rural Economy Advancement Programme (REAP) seeks to addres s
extreme poverty by targeting the poorest villages and was first piloted
during the 10 ™ FYP. The National Rehabilitation Programme (NRP) was
initiated by the Office of the Gyalpoi Zimpon and coordinated jointly with

the National Land Commission Secretariat and the GNH Commission
Secretariat. The objective of the program is to reduce poverty by
enhancing the productive asset base of marginalized households
through provision of land, transitional and livelihood support and
socioeconomic facilities.

14



These initiatives are focused solely on addressing the socioeconomic
needs of the poorest villages and household s in the country . Pro -poor
interventions ranging from construction/renovation of houses, to supply

of agricultural inputs, to capacity buildi ng of the farmers  and income
generating interventions are implemented under  these programmes.

In the first two years of the 11 " FYP, under the REAP -Phase Il , 75
villages have been identified as requiring targeted support from the
Government. The Targete dHousehold Poverty Program (THPP) was also
introduced in  the current Plan period to further augment poverty
alleviation, with 3154 ofthe poorest households identified and surveyed
so that targeted interventions can be developed in the near future

Royal interventions continue to play a critical role in poverty reduction

efforts. His Majesty the King provides land kidu (grants) to the landless,
scholarships to children from poor families, and monthly stipends to
senior and disadvantaged citizens who cannot fend for themselves.

Additional programs have also been introduced to increase economic
opportunities, share benefits, generate income, and improve livelihoods
of the rural people and farmers. These include the establishment of

Gewog Banks and Farm Shops in each Gewaog ; provisi on of 100 units of
free electricity to each rural household; provision of power tillers to each
Gewog ; tax exemption for micro -trade businesses in rural areas;

promoting rural enterprises; and construction and blacktopping of farm
roads and Gewog Centrero  ads.

In 2016, based on the Alkire - Foster methodology for multi -dimensional
poverty measures, the National Statistical Bureau (NSB) brought outthe
first ever multi  -dimensional child poverty index (C-MPI) in the world.

The C-MPI study focused exclusively on children and their experiences
of overlapping deprivations.

2.2.4 Emerging Social Issues

The 11 ™ FYP identifies a range of issues such as problems faced by
persons with disabilities, youth, senior citizens, and domestic violence

and child protection as some of the emerging social challenges. The Plan

further acknowledges the important policy and norma tive/legal
framework established to address some important challenges such as
domestic violence and child protection.

Significant gains have been made in the past few years to address these
issues. The Royal Bhutan Police has established dedicated Women and
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Child Protection Units/Desks in 11 of the 20 districts, and has introduced
specialized training programmes for police personnel who come in
contact with women and children. The National Commission for Women

and Children (NCWC) has taken lead in creatin g awareness about laws
that protect women and children.

A number of government and non -governmental organizations (NGOs)
have undertaken extensive work related to adolescents and youth. The
Department of Youth and Sports (DYS) has initiated integrated on e-stop
youth friendly service centres. The Dratshang Lhentshog ( Central
Monastic Body ) and the Bhutan Nuns Foundation (BNF) have established
programmes that work towards improving the quality of facilities and

services within monasteries and nunneries. Sim ilarly, the government
as well as NGOs are systematically addressing challenges posed by
substance abuse among young people, through the establishment of
prevention as well as rehabilitation services.

2.2.5 Vulnerability Assessment

Against the backdrop of the 11"™ FYP objective of inclusive social
development, there is a special focus on addressing the needs of
vulnerable groups by conducting comprehensive studies to set baseline
targets and formulate appropriate interventions. As such, the

government in collaboration with UNDP Bhutan carried out a
Vulnerability Baseline Assessment for Bhutan in 2015 with a basic
framework to work with vulnerable groups 14

The assessment covered 14 vulnerable groups as identified through

various stakeholder consultations. The draft report also identifies

AFemal e workers working at Drayangs (Danci
parents (mot her s) and t heir chil dreno as
populations among 14 groups.

2.3 Good Governance

2.3.1 Democratic Governance and Institutions

As with GNH, the SDGs conceptuali ze HAsust a
terms much broader than a mere focus on gross national economic

output. Both frameworks recognize the role of inclusive, democratic

governance, with responsive institutions, and access to jus tice for all as

paramount. Both frameworks focus on the importance of reducing

14 The report is still in draft form and not as yet published.
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vul nerabilities, a key obj ectRAYR. &hisisman Bhut ano s

I nherent opportunity for partners t o cont.i

deepening of its democratic progress

Bhutan is now entering the ninth year of Democratic Constitutional
Monarchy and important institutions continue to be strengthened. On
completion of ten years of democracy in 2018, Bhutan will have its third

general elections . From justtwo politicalp  artiesin 2008, there are today

five political parties. In 2014, the Bhutan Democracy Dialogue (BDD)

forum was set up as a multiparty platform to enable political parties to

engage in dialogue, build cooperation and partnership across party lines.

Beside s regular engagement with all political parties, the Election

Commi ssi on of Bhutan (ECB) also initiated
2015, as ameansto educate young people about democratic processes
in deepening and sustaining democracy. This builds up o n the ECBOGs

establishment of democracy clubs in  schools across the country since
2013 ,to engage youth in active civic learning and skills development in
preparation for their roles and responsibilities in a democratic Bhutan. 15

In line with the constitut ion and to facilitate the direct participation of
people at the grassroots, considerable power and authority have been
devolved to local government. This includes Plan -to-Plan increase in
budget allocated to local governments, as well as the provision of a nnual
Dzongkhag Development Grants (DDG) and Gewog Development Grants
(GDG) . Similarly, administrative responsibilities have also been
devolved. @ The second Local Government (LG) elections were
successfully conducted in 2016 , during which a total of 1,439 candidates
were elected as LG leaders including 164 women.

Envisioned by His Majesty the King, the Royal Institute for Governance

and Strategic Studies (RIGSS) was established in 2013 to train both
incumbent and potential leaders in matters of governance , public policy
and leadership, aided by result -oriented research to influence and shape
real -life public policy decisions. ' Towards strengthening the judicial
system, His Majesty the King issued in 2015 aroyal Charter to establish

t he count ryodsshod itor mavide llegalveducation and facilitate
research , towards promoting the rule of law for afair and just society.

Constitutional bodies such as the Royal Civil Service Commission
(RCSC), Election Commission, Anti -Corruption Commission, and the
Royal Audit Authority continue to be strengthened to enable the
provision of proper checks and balances in national and local governance

15 http://www.ech. bt
16 http://www.rigss.bt/aboutigss/
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systems. The Organizational Development (OD) exercise initiated by the
RCSC in 2014 is an important reform initiative to wards improving the
efficiency of the  Bhutanese civil service.

As part of the Government Performance Management System (GPMS),

the Annual Performance Agreement (APA) was initiated in 2014 -15 and
continues to be implemented by all ministries, autonomous agencies,

and Dzongkhags. The Government to Citizen (G2C) Office w as
established directly under the Pri me

public service delivery through the review of systems and services as
well as infrastructure enhancement and capacity development.

The role and impact of Civil Society Organiza tions (CSO) in the country
are increasingly being recognized since the i nstitution of the CSO Act in
200 7. There are now 47 registered CSOs, with many having registered

in recent years. Several of these CSOs work specifically towards
enhancing critical are  as of democratic governance including looking into
corruption, civic education in media and democracy, capacity building of
women and girls to facilitate their increased political participation,
facilitating growth and vibrancy of the media, among others

As testament to the generally good state of governance in the country,

Bhutan was ranked the 27 ' least corrupt out of 176 countriesin 2016 17;
94" out of 180 countries in the World Press Freedom Index ; 13™ most
peaceful country in the world out of 163 countries '8;and 84 ™ out of 157
countries according to the 2016 UN World Happiness Report.

Mi ni st e

2.3.2 Gender and Womends Empower ment

Bhutanés constitution provides the overal/l I
empowerment, with fundamental rights equally bestowed on men a nd

women; abuse of women not to be tolerated as a fundamental duty of

every Bhutanese; principles of state policies geared towards guiding

actions to eliminate discrimination against women and children; and

explicit recognition of ratified international tr eaties such as the
Convention for the Elimination of Violence Against Women (CEDAW)

The 11 ™ FYP has placed even greater focus on gender than in past Plans,
with AGender Friendly Envi riocninpeantdentdfiedd
as a National Key Result Area (NKRA). Gender mainstreaming is
emphasized as a key crosscutting issue, and Gender R esponsive
Planning and B udgeting (GRPB) has been introduced as a tool to

17 https://www.transgrency.org/country/BTN
18 10" edition of the Global Peace Index
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strengthen gender mainstreaming at the sectoral level. In addition,
regular gender awareness programmes are conducted, and sectors are
encouraged to generate and make use of sex disaggregated data

The midterm gender appraisal for the 11 " FYP report s significant
progressingenderma instreaming thr oughimplementation of the GRPB
For instance, important developments include the inclusion of
mandatory gender equality indicators in the 2016 -17 APA of all the
Ministries and sector -specific indicators for education, health,
agriculture and National Statistics Bureau (NSB). Capacity building
interventions  continue for substantial numbers of programme, budget
and planning officials and those involved in data collection , Which is
critical to effective gender mainstreaming. In addition toth  ese sectors,
gender analysis has also been initiated for the Ministry of Labour and
Human Resources, which is important given the 11 ™ FYP target to
reduce female youth unemployment.

Bhutan continues to strengthen its gender -related legal and policy
framework with the passage of the Domestic Violence Prevention Act

2013 followed by the Domestic Violence Prevention Rules and
Regulations 2015; and the Child Care Protection Act 2011 followed by

the Child Care and Protection Rules and Regulation of Bhutan 2 015, and
the Child Adoption Rules and Regulation of Bhutan 2015 . These are
instruments designed to help reduce the prevalence and acceptance

rates of domestic violence, whil e Bhutanos

will be drafted in 2017.

The importance a ttributed to gender equality is further illustrated by the

deci si on t o i nclude AfGender Equality

Empoweredo as o nMNKRAsfof themew, diat 12 ™ Five Year
Plan. The year 2016 saw an increase in the number of women elected

to local government, moving from five to over 11 percent from the 2011
local government elections, while the Royal Government also approved

an increase from three to six months maternity leave for women, and
so implementing one of the recommendations of the National Plan of
Action for Gender (2008 -2013).

However, such investments will need continued attention and support

t o transl at e i nto gender equal ity
empowerment. Bhutan ra  nks 121 out of 144 countries on the Global
Gender Index report on account of disparities in health, education,
economic participation and political participation. 19 These findings of the
international index reinforce the results of the GNH survey from 2015 :

19 hitps:/ireports.weforum.org/globgendergapreport2016/economies/#economy=BTN
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which says that overall women are less happy than men . Three years
ago, Bhutan ranked 93 '™ among 136 countries in the Global Gender
Index. Since then, the workforce gender gap has widened, while
womenods acceptance r @léeneeinecréased rome s@8tod4 v
percent .

A diagnostic assessment as to why the acceptance rate of violence

against women has increased is planned by the National Commission for

Women and Children( NCWC) in 2017, asis a comprehensive Prevalence

of Violence Against Women study. However, some of the reasons
emerging from Bhutano6s EDAWNSuggestghatrweakt o t he C
mechanisms of address, such as the limited provision of shelters for

women who suffer from violence, are contributing factors.

The NCWC wi | | | ead B hess$taaddress tipesecclgallenges, and

so meet the NKRA on gender equality and empowerment. This agenda

has strong advocates and leadership from the highest level: in a gesture

to recognize womeno6és role and encoumage thei
making, i n 2016 H is Majesty the King awarded Gyantag d an insignia

equivalentto the  Patang or sword worn by men 0 to women in positions

of authority, including the Honorable Chair of the NCWC.

2.4 Green Status

Bhutan has long placed  environmental conservation at the cen tre of all
its development policies , recognizing its direct bearing on the wellbeing
of all life. Bhutanese society has traditionally respected the natural

environment and has so far managed well in terms of  ensuring the
sustainability of  essential ecosystem services such as clean air, water,
and other natural resources for livelihood and sustainabl e development.

Given the increasing sustainability challenges posed by socioeconomic
development & which must also be justifiably pursued 0 the Constitution
explicitly identifies environmental stewardship as a duty of every
Bhutanese citizen and government, and mandates that at least 60
percent of the country remain under forest cover in perpetuity. With
51.32 percent of the country under a protected area net work, which
include ten protected areas and biological corridors, Bhutan is host to

one of the highest percentage of protected areas in the world.

On the international front, Bhutan is signatory to all the three Rio
Conventions : the United Nations Framewo rk Convention on Climate
Change (UNFCCC), the United Nations Convention on Biological
Diversity (UNCBD) and the United Nations Convention to Combat
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Desertification (UNCCD). It is now also party to 15 regional and
international environment agreements and tr eaties .

Today, while the country  moves forward on a path of rapid
socioeconomic development it does so in keeping with its strong ethos
of environmental conservation and commitment to relevant global
processes . While it first declared its commitment at Copenhagen to
remain a net carbon sink in perpetuity atthe 15 ™ Conference of Parties
(COP)tothe UNFCCCin 2009,it reaffirmed this pledge toremain carbon
neutral and pursue low -emission and climate -resilient development  at
COP 21 in Paris in 2015 . According to the Energy and Climate
Intelligence Unit (ECIU), Bhutan is also considered a carbon sink
absorbing three times mor e CO2 emissions than it emits.

Bhutan revised its National Biodiversity Strategies and Action Plan
(NBSAP) in 2014 ensuring full alignment with the Global Aichi
Biodiversity Targets under the UNCBD. Bhutan also revised its National
Action Programme in 2013 drawing on the national objectives of
environmental sustainability and the UNCCD objectives. The
governmen t is also implementing climate change adaptation and
biodiversity conservation project s through various financing windows
such as Global Environment Facility (GEF) to combat climate change
issues in the country.

At the same time, the government communica ted its Intended

Nationally Determined Contribution (INDC) to the UNFCCC in September

2015. Bhut anods | NDC reiterated i ts commi t m
neutral by ensuring that its green house gas emissions do not exceed

the sink capacity of its forests. Also , given its fragile mountain

ecosystem and vulnerability to climate change impacts, both adaptation

and mitigation strategies are emphasized. 20 These strategies and action

plans cover a wide range of sectors and draw on existing legislation,
policies and strategies

With field survey conducted from 2012 to 2015, the nati onoéeverfirst
comprehensive national forest inventory was also completed a nd the

report recently launched . It confirms t he f orest cover (as ©pe
definition) to be 71 percent of the total geographical area. The report

provides crucial baseline information required for the proper monitoring,

planning and sustainable managemen t of forests, which is integral to

upholding the constitutional mandate of maintaining 60 percent forest

cover for all times.

20 Intended Nationally Determined Contribution (INDC) of the Kingdom of Bhutational Environment
Commission (NEC), RGOB. 2015.
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The report is also important in providing a clearer picture of the state of

forest resources in the country, at a time of increas ing economic
development activities that have reached rural pockets and make
conservation efforts mor e challenging , even as large portions of the
population continue to rely on forest resources for their livelihood.

In addition, the nation  wide survey on water resources inventory has also

been completed. Two recent separate comprehensive nation -wide tiger

and snow leopard surveys revealed 103 tigers and 96 snow leopards in

the country, with the latter being the first full census by any snow

leopard range country. These national surveys will provide useful

information in advancing conservation and sustainable management of

the countryds rich biodiversity, efh@® system
government in the last two years has also launched t he Clean Bhutan

and Green Bhutan Movement initiatives.

The Bhutan State of the Environment Report (BSER) was also released

in 2016 to report on the current environmental condition , and inform
decision makers on environmental issues in relation to relevan t
socioeconomic development activities. 21 The report is the third edition

of the periodic reports on Bhutsmee®8lstate of
with the second edition of 2008 drawn upon to provide inputs towards

formulation of the current 11 " FYP. Further, the government is also

working with various multilateral agencies to access clima te finance and

to support its five -year plans , and to integrate and pursue climate -

resilient and low carbon development pathways.

2.5 Macroeconomic and Fiscal Outlook

The Bhutanese economy is characterized by a predominance of the
hydropower sector , with heavy reliance on imports for both consumption

and capital goods needs. With the private sector still underdeveloped,
dependence on development aid is high. Therefore, one of the thrust
areas of the 11 ™ FYP is economic diversification, focusing on developing
non - hydropower sectors and fostering the growth of a dynamic private

sector that catalyzesa transition to a green economy.

One of the main policy initiatives on this front is the Economic
Development Policy (EDP) 2016, which has been revised from its 2010

version to facilitate significant reforms in various sectors. Besides
hydropower, particular focus is placed on developing cottage and small
industries, mining, tourism, and agriculture; as well as reducing red tape

21 Bhutan State of the Environment Re®11.6 NEC, RGOB.2016
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and other restrictions. Fiscal priorities include enhancing the tax base
creating fiscal space, and exploring incentives for economic activities
that generate employment and are carbon neutral. Key performance
indicators include economic growth rate, fiscal deficit, inflation, exports,
employment, total expenditure financed through domestic revenue,

amo ng others. 22

The following subsections look at key performance indicators of
relevance tothe 11 ™ Plan as well as the long -term goal of self -reliance ,
as understood in terms of ability to meet national needs from domestic
resources.

25.1 Gross Domestic Produc t (GDP) and Growth

Following the economic slowdown in 2013 when growth was at 2. 14
percent, real GDP gradually recovered to growth of 5.7 5 percentin 2014
and to 6.5 percent in 2015. The growth is attributable to important
initiatives ~ undertaken by the government including an economic
stimulus plan, lifting credit and import restriction S, improving ease of
doing business, infusing commercial orientation in the agriculture

sector, accelerated hydrop ~ ower development, among others. In nominal
terms, GDP incr eased by 10.4 percent to Nu.132 billion in 2015 from
Nu.119.5 billion in 2014, following a 13.4 percent increase from
Nu.105.4 billion in 2013.  2° However, average GDP growth rate in the
first three years of the 11 h FYP stood at about five percent, which is

much lower than the planned growth rate of 10 percent. 24
Figure 2.5.1: GDP Growth Rate
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Growth in 2014 -15 was largely driven by the tertiary sector with a

22 Eleventh Five Year Plan. Volume 1: Main Document (22AB3) GNH Commission, RGOB.
23 |bid.
24 Eleventh Five Year PlaMlid-Term Review ReporGNH Commission, RGOB. November 2016
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contribution of 3.8 percentage points. This was due to better
performance of hotels and restaurants with a growth of 17.4 percent;

the mining sector with a growth of 17 percent; and wholesale and retail

trade with a growth of 13.7 percent. 25 |In 2015 -16, growth was driven
mainly by the s econdary sector with a contribution of 3.5 percentage
points . Within the sector the leading growth driver was the construction

sub -sector, which contributed 3.42 percentage points followed by
electricity with a contribution of 2.9 percentage points.

Table 2.5.1: Contribution to Real GDP Growth by Sector 2008-2015
Real Contribution to GDP Growth

Sector
2008 2009 2010 2011 2012 2013 2014 2015
I. PRIMARY SECTOR 0.1 0.4 0.1 03 03 0.3 0.3 0.6
1. Agriculture, livestock & forestry 0.1 04 0.1 03 03 03 0.3 06
1.1 Crops 0.2 0.2 0.1 0.2 02 0.2 0.3 0.4
1.2 Livestock 0.0 0.1 0.1 0.0 0.1 0.1 0.1 0.1
1.3 Forestry & logging (0.1) 0.1 (0.1) 01 01 0.0 (0.0) 0.1
Il. SECONDARY SECTOR 2.8 1.6 5.5 1.8 29 1.7 1.6 3.5
2. Mining & quarrying* 0.4 (0.1) 0.2 04 (0.0) 0.7 0.4 0.4
3. Manufacturing 0.7 0.6 1.8 0.7 06 (0.5) 0.8 0.4
4. Electricity & water 3.0 (0.6) 12 (1.1) (0.1) 18 (0.5) 13
5. Construction (1.3) 1.7 24 18 24 (0.3) 0.9 15
Ill. TERTIARY SECTOR 1.8 4.7 6.1 5.7 19 0.1 3.8 24
6. Wholesale & retail trade 0.0 0.3 1.0 1.1 11 05 1.0 1.0
7. Hotels and restaurants 0.3 (0.1) 0.0 0.3 02 02 0.2 02
8. Transport, storage & communication 0.5 0.8 1.0 12 0.5 0.4 09 09
9. Financing, insurance & real estate 0.5 0.6 0.8 19 (0.7) 02 0.3 05
9.1 Finance 0.4 0.5 0.7 18 (0.7) 0.1 0.3 04
9.2 Real estate 0.0 0.1 0.0 01 (0.0) 0.1 0.1 0.1
9.3 Business services 0.0 0.0 0.0 0.0 0.0 (0.0) 0.0 00
10. Community, social & personal services 0.3 31 1.7 05 (0.8) (0.6) 0.7 06
10.1 Public Administration 0.2 14 10 03 (0.4) (0.4) 04 05
10.2 Education & health 0.1 17 07 0.2 (0.4) (0.3) 0.2 02
11. E'n'\.rate social, personal & recreational 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
services - : . - - . - :
12. Plus indirect taxes less subsidies 02 (0.0) 16 08 1.6 (0.5) 0.7 (0.8)
Total (Real GDP Growth in %) 4.7 6.7 11.7 79 51 21 5.7 6.5

Source. National Statistics Bureau.
* Mining and Quarrying is now included in the secondary sector. The series was revised from 2012 and backtracked to 2000. Hence the

share and composition of the primary sector to the total GDP will be different from the past reported figures. (Note: An entry of "0.0" indicates
a marginal value compared to "-" which indicates no value for that particular item)

25.2 Price and Inflation

Year on year inflation rate reduced from 11.31 percent in the last

quarter of 2013 to 5.15 percent in the second quarter of 2015. 26

Consumer price inflation slowed to 3.2 percent in January 2016 ?’. The

moderation in general price levels was mainly due to substantial decline

in price of crude oil and I ndiabs easing of

exchange rate with India, from where it imports more than 70 percent

25 Annual Report 2014/2018hdAnnual Report 2015/201Royal Monetary Authority of Bhutan.

26 Eleventh Five Year PlaMlid-Term Review ReporGNH Commission, RGOB. November 2016
2’Bhutan Public Financial Management Performance Re@eptember 201Ministry of Finance, RGOB
and World Bank Group
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of its consumption, and its overall inflation is intimately linked to that of
India.

253 Fiscal Situation

The first three years of the 11 ™ FYP has seen an average fiscal surplus

of 1.3 percent of GDP, exceeding the target of containing fiscal deficit

to an average of three percent of GDP. The FY 2013 -14 ended with a
fiscal surplus of Nu. 4 ,296.2 90 million (3. 8 percent of GDP); and the FY
2014 -15 ended with a fiscal surpl us of Nu. 1 ,896.79 4 million (1.5
percent of GDP) .

However, public financial management assessments show that  Bhutan
faces a large fiscal gap with domestic revenues funding only two -thirds
of public expenditures. Grants finance about 30 percent of the total
budget. Over the last four years, revenue from tax has been declining

relative to GDP from 15.2 percent to an estimated 13.7 percentin 2015 -
16. Itis noted that this decline results from policy decisions that totally

or partially exempt specific groups of taxpayers through tax holidays,
exemption and other incentives, and not from changes in tax
instruments or rates. %8

254 Foreign Reserve

Gross international reserves have consistently increased since 2013 -
2014 from USD 982.1 million to USD 1,022.3 million by the end of
February 2016 .2° At the end of the fiscal year 2015 -16, gross
international  reserves stood at USD 1 ,118.8 million. Reserves were
sufficient to finance 13.2 months of merchandise imports while covering

48.5 percent of public external debt. Of the total, USD 811.0 million

were convertible currency reserves while INR 20.8 billion we re Indian
Rupees. 3 However, the gross international reserves are mainly built

from inflows of grants and loans.

255 Balance of Payments

In the 11 ™ FYP, the Bhutanese economy has continued to witness
significant deficit on both trade and current accounts, at over 20 percent
of GDP. The current account deficit increased from 28.3 percent of GDP

in FY 2014 -15 to 29.1 percent of GDP in FY 2015 -16. The trade deficit
as percent of GDP was 25 percentin FY 2013 -14 and 24.6 percent in FY

28 |bid.
29 Eleventh Five Year PlaMlid-Term Review ReporGNH Commission, RGOB. November 2016
30 RMA Amual Report 2015/1@Royal Monetary Authority of Bhutan.
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2014 -15. While deficits cont  inued to persist in the services and primary
income accounts, surplus in the secondary income increased to 9.6
billion from 5.1 billion, mainly driven by grants for budget support. 31

256 Debt Position

Total outstanding external debt stood at an equivalent of USD 2.3 billion

in June 2016, recording an increase of 24 percent from June 2015. Of
this, an equivalent of USD 622.2 million was outstanding on non -hydro
loans and the remaining USD 1,679.9 million was outstanding

hydropower loans.

As of June 2016, Bhutan's total debt outstanding stood at 113.5 percent

of GDP, and debt service ratio was 14.8 percent, which is below the

threshold of 25 percent. The World Bank <c¢l assified Bhut
debt distr ess as moderate given that a large portion of it is based on

commercial viability of the hydropower projects. Due to rapid

hydropower development, substantial buildup of external debt in the

medium term is foreseen, but Bhut anodbs debt
significantly improve over the long run.

Figure 2.5.6: Debt Outstanding as % of GDP
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2.5.7 Employment

Thell™ FYP has a target to achieve AFull Empl o
and reduce the overall unemployment rate to less than 2.5 percent.

Since 2013, there has been a reduction in the overall unemployment

rate, with the rate declining from 2.6 percent in 2014 to 2. 5 percent in

2015.

31 1bid.
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On the other hand, youth unemployment continues to be a major
concern with the rate increasing from 9.4 percent in 2014 to 10.7

percent in 2015.  In an effort to address this situation, the government
initiated a number of schemes inclu ding the Direct Employment Scheme,
Overseas Employment Program, Employment Skills Schemes 0 including
a Graduate Skills Program, Youth Employment Skills and Skills for
Employment and Entrepreneur Development d among others.

Figure 2.5.7: Unemployment Rate from 2011 to 2015
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2.5.8 Share of Domestic Revenue and External Funds to
Expenditure

In the first two years of the P lan period, domestic revenue share to
financing total expenditure averaged 68 percent. The coverage of
current expenditure was about 130 percent in the first year, and 120
percent in the second year. This met the constitutional requirement of
meeting recur rent expenditure from internal resources.

The total expenditure in the second FY 2014 -15 was Nu. 36,475.849
million. About 68.92 percent (Nu. 25,141.030 million) of the
expenditure was met from domestic revenue, while external grant
financed about 27.29 percent and the remaining were met from
borrowings. The total expenditure in the first FY 2013 -14 was Nu.
34,609.902 million. Of this, 67.16 percent (Nu. 23,244.610 million) was

met from domestic revenue, while about 41.13 percent was met from

external gra nt, and the remaining from borrowings.

While the coverage by domestic revenue in total expenditure improved
over the first two years of the Plan, it is projected to decline in the
remaining years. This indicates that the 11 " FYP target of meeting at
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least 85 percent of total expenditure from internal resources will not be
achieved, and is due to delay in commissioning of the Punatshangtshu
|, Punatshangtshu Il and Mangdechu hydropower projects. 32

The reduced domestic revenue estimate againstitsinitial  projection has
been compensated by additional grants committed by various
development partners, enabling the government to embark on new
initiatives such as School Reform Program, widening of the North East -
West Highway, and construction and blacktopping o f Gewog Centre
roads. The average fiscal deficit as a percentage of the GDP is expected

to remain within the 11 ™ FYP target of three percent. The public debt
for the first two years of the plan averaged at 96 percent of GDP and it

is projected to cross 10 0 percent of GDP in the remaining years of the
plan period. However, majority of the debt is hydropower debt, which is
considered as self -liquidating. 33

2.5.9 Revised Fiscal Projection forthe 11 ™ FYP

The completion of the mid  -term review resulted in reprioritization of
activities and outlay revisions, using fiscal parameters of fiscal deficit,
resource gap and the absorptive capacity of the implementing agencies

The revised capital outlay following the mid -term review is Nu.
109,866.153 million, which is an increase of Nu. 17,866.15 million from

the initial approved outlay of 92 million. The upward revision is largely

on account of additional outlays toward constr uction of national
highways, district hospitals, Dzongs/Lhakhangs, construction and
blacktopping of Gewog Centre roads, urban infrastructure development

in thromdes and districts, School Reform Program, and accelerated
livestock development program. Revise d capital also includes
expenditure related to the Economic Stimulus Plan (ESP).

32 Ministry of Finance, RGOB.
33 |bid.
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Table 2.5.9: Revised Projection of Public Finance (Nu. in Millions)34

Particulars Original Re\{ised
Estimate
Revenue & Grants 198,455.038 196,131.907
Domestic Revenue 139,816.338 127,024.528
Tax Revenue 93,602.704 99,252.975
Non -tax Revenue 46,213.634 27,771.553
Grants 58,638.700 68,469.727
Outlay 213,966.690 218,158.186
Total Expenditure 213,291.490 215,793.239
Current 121,291.490 105,927.086
Capital 92,000.000 109,866.153
Net Lending (excl. hydro principal
recovery) 675.200 912.155
Advance/Suspense (Net) - 1,452.793

Fiscal Balance

(15,511.652)

(22,026.279)

Net Borrowing 16,672.816 7,037.946
Borrowings 21,493.147 11,423.345
Repayments (excl. hydro

repayments) 4,820.331 4,385.399
Resource Gap 1,161.164 (14,988.333)
In percent of GDP -

Fiscal Balance (2.3) (2.6)

Resource Balance 0.1 1.7)

Coverage by Domestic Revenue
Current expenditure 113.7 120.6
Total Expenditure 64.4 50.8

Source: MFCC

34 Fiscal figures are subject to change and have been updated by MoF up to the point of preparing this
report.
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On the resources front, total resources for the 11 " FYP has been revised
downward to Nu. 196.131 billion from Nu.198.455 billion. The domestic

revenue projection has been revised downward to Nu.127 billion from

Nu.139.8 hillion due to delay in commissioning of hydropower projects,

while the commitment of g rants revised upward from Nu.58.6 billion to
Nu.68.5 billion after the 12 th RTM. As such the fiscal deficit for the 11 th
FYP is projected to average at 2.6 percent of GDP, which would still be

within the target of maintaining three percent of GDP, provided all the
committed grants and loans are disbursed by development partners

within the stipulated time.

2.6 Integration of SDGs into the 11* FYP

Given the synergies between GNH and the
current policy framework demonstrates an already high level of

integration of the SDG targets. A rapid assessment conducted by UNDP

Bhutan found that 134 out of 143 relevant SDG targets are already

embedded in the 11 ™ FYP (see Table 2.6 which is a snapshot of the

exercise) , excluding targets related to SDG 14 on Oceans and SDG 17

on Means of Implementation. 3

Table 2.6: Rapid Integrated Assessment
RAPID INTEGRATED ASSESSMENT - BHUTAN SDG PROFILE (134 targets prioritized out of 143 - excluding SDG-17 on Mol and SDG-14 on Oceans)

# Policy Areal | SDG-1: Paverty 3DG-2-Hunger 3DG-3: Health 5DG-4: Education S0G-3: Gandar S0G-6: Water and Sanitation
Sector 1412013141521 |22 |23 |24)25)31(3233|34|35]|368)37)38 (3041424344 |45(46(47)51|52 |53 )54)55 |56)61]62|63|64]65]66
1. | Education X D | T 1T T 1 W[ HE [ WE [ 7 | ME [ e [ xm | Xz EIEN
[2 | Health X X¢ | A0 X0 | X% | XB | X0 | X2 | X3 | | xE A EE EEEE
3. | HR X
Developments
|___| Management
| 4. | Employment x¥
3. | Renawabla X x| xm XM | ) e
Natural
| | Resources
| 6. | Touriam = x®
.| Trade, » X9 I
Industries &
Minss
8. | Hydropower,
Renawabla
Energy and
Hydromet
ICT and Media
Transport X2
Roads &
Bridges
Conatruction m X4 X& Xu
Human w ol
Settlement and
Housing || |
14. | Emerging x= MR | XE XE3 | N XE X | X7 | xm X8 x| xm
Social
Challenges
Sports x= I X W |
Pressrvation X xee il

-

I
=1=[

=]

=

o

=

and Promotion
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of Environmant
18. | Good Xn X fid
Governancs

Source: UNDP Bhutan/GNHC
The assessment also revealed a few gaps against some SDG targets, for
example in respect to social protection of the rural populace which has

35 Ref.: http://www.gnhc.gov.bt/sdp/
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high poverty rates, and working environments for migrant workers.
However, while a specific written social protect ion policy may not exist,
it should be noted that social protection measures are being
implemented in accordance with the constitutional mandates for free

health and education; with the provision of kidu (grant/welfare)
programmes from the throne; through targeted poverty intervention
programmes of the government; and through the provisions of the
Labour and Employment Act of Bhutan 2007 which covers the need to
ensure safe and secure working environment for all workers.

Figure 2.6 shows the  alignment between SDGs and 11 ™ FYP targets
including the gaps 1 shown as red as highlighted earlier. For example,
target 5.4 (unpaid care and domestic work) is not addressed in the 11 th
FYP.

Figure 2.6: Alignment between SDGs and 11" FYP targets
Theme  SDGs Targets

21 22 23 24 25

124 125 126 127 128

Planet

Prosperity

m "Nz 13 14 15 16 1.7

Partnership
Source: UNDP Bhutan
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3. CHALLENGES AND PROSPECTS

While Bhutan has seen significant socioeconomic gains over the years
coupled with steadfast commitment to environmental health , it
continues to face  many difficulties . The multidimensional poverty index
reflects that 12.7 percent of Bhutanese still fall below the threshold in

terms of hea Ith, education and living standards. 36 Regional disparities
persist s as poverty d despite its reduction 0 is still considerably higher in
rural areas at 16.7 percent than in urban areas at 1.8 percent. This is
accompanied by rural  -urban migration and rising youth unemployment

in urban areas. Such issues are exacerbated by structural weaknesses
presenting numerous challenges to development, s ome of which are
outlined below.

3.1 Challenges to Development

3.1.1 Economi c¢ V ulnerabilities

The Bhutanese economy has seen significant structural changes over

the decades of planned development 8 moving from primary towards
secondary and tertiary sectors 0 driven primarily by the public sector
through hydropower projects and the financial support of development
partners. However, such structural change and robust growth over the
years have not translated into corresponding increase in secondary and
tertiary sector jobs

Figure 3.1.1: Economic Structure in 2000 and 2015

1. Primary
2 Secondary

B 3 Tertiary

Source: National Statistical Bureau, National Accounts Statistics 2016

36 Poverty Analysis Report 2018SB, RGOB. 2012.
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With economic growth largely financed by external aid, sustainable
economic growth remains a challenge. In addition to widening current

account deficit, weak balance of payments, mounting public debt, and
difficulty in sustaining foreign exchange reserves through exports,

Bhutan continues to face a host of other issues. These include a small
domestic market, narrow export product base and markets, inadequate
infrastructure, high tr  ansportation costs, difficult ies with accessing
finance, inconsistent policies/lack of coordination, lack of management

skills and professionals, low labour productivity, absence of R&D

capability, and limited access to land. 37

Its economic vulnerability is heightened due to  an over dependence on
hydropower revenues, while the sustainability of this sector is itself
inextricably linked to climate change impacts . Growth has also been
highly capital intensive and driven by sectors that are not immediately

and directly relevant for the poor. For instance the agriculture sector
which is critical for livelihoods of the rural poor , continue s to be
challenge d by low growth rates. While it employs about 60 percent of

the population, these are mostly in subsistence farming with

significantly lower returns.

The other major economic harbinger, tourism , experienced serious
impact from the 2015 Nepal earthquake. Within 20 days of the
earthquake, the Bhutanese tourism industry saw over 150 tour
cancellations at an estim  ated loss of Nu. 17.40 million 38

3.1.2 Geographic  Constraints

Bhutan continues to face disadvantages that are inherently linked to its

small size, landlocked situation, remoteness and distance from global

and regional markets. It suffers from diseconomies of scale given its
small population and limited domestic market , and faces exorbitant
costs and difficulties in trying to diversify its narrow economic base.

Trading costs are much higher for a country that has to factor in high
transportation costs, given its landlocked situation and a harsh
geographical terrain and scattered settlements. These factors also add

to costs of delivering social services and other development activities,
impacting not only trade but also rural communities who have to bear

the re sulting hike in consumption prices. The small economy and
domestic market also makes it highly challenging to attract Foreign

37 Economic Development Policy 20 RGOB.
38 http://bit.ly/2mFHpsR
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Direct Investment (FDI), and to expand its domestic industries and
service sectors.

Demographic shifts and population movements continue to pose a
challenge to programmes and interventions, and to address poverty , as
this creates changes in location and situation of vulnerable groups.

3.1.3 Vulnerability to Climate C hange and Natural D isasters

The potential fo r glacial lake outburst ~ flood or GLOF is one of the critical
threats facing Bhutan. Bhutan has some 677 glaciers and 2,674 glacial

lakes in its northern region, of which 25 glacial lakes are situated on the

high mountain catchment areas of its five major river basins. The

increas ed risk of GLOF dueto glob al warming and melting glaciers could
be detrimental to downstream human settlements, agriculture
resources and vital socioeconomic infrastructure.

Bhutan also liesin one of the most active seismic zones in the world and

is th us vulnerable to major earthquakes. Its experience of a 6.1
magnitude earthquake in 2009 not only affected lives but also caused
damage to structures, est  im ated at around US$ 52 million. The tropical
cyclone Aila also impacted Bhutan with significant damag e caused to
important infrastructure like roads, bridges, irrigation channels and
homes, and affected hydropower projects with massive clogging and

silting. Bhutan is also susceptible to frequent forest fires, monsoon flash

floods and landslides, crop depr edation by wildlife, droughts and
windstorms.

Bhut anods vul nerability was demonstrated by
monsoon flooding and related landslides of July 2016: torrential rains

took the lives of four people, destroyed towns and agriculture lands, cu t

of f water to the population and institutior
urban centre 6 Gelephudand washed away sections of B h
trade artery with India of essential commodities, including fuel and

essential medicines.

Such climatic impacts, as we Il as extreme drought and severe
fluctuations in seasonal weather patterns, could have huge
consequences for highly nature -dependent livelihoods in Bhutan and

affect long -term sustainability of its hydropower and agricultural based
economy. Both these sectors are highly sensitive to climate change with
water resources critical to their flourishing and existence.
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3.14 Pressures on the Natur al E nvironment

B h u t arapédconomic growth correlates with pressures on the natural
environment. For a country with a large proportion of its area under
forest cover and protected areas, the management of co -benefits, trade -
offs, and balancing conserva tion and development has always been a
challenge. The human -wildlife conflicts and pressure from
developmental activities are key prominent challenges. From 2008 -
2013, more than 15,618 hectares of forestlands were converted into

other land uses , such as for farm roads, electricity
transmission/distribution lines, industries and urbanization ; 474 cases
of human -wildlife conflict , and 239 fire incidences were reported.

A major issue emerging is waste management, with poor management
practices posing a threat to public health as well as contributing to
pollution of water, air and greenhouse gas emission. While organic

wastes constitute more than half of municipal waste co mposition,
increasing amounts of hazardous waste come from medical facilities,
industries and used electronic items. Air pollution is also an emerging
issue with quality deteriorating particularly in urban centres, industrial
areas and al ong the c¢ountLlkewiss wadeoqualityer n bor de
is deteriorating in and around urban areas, while shortages are
frequently experienced in local areas owing to adverse climate change
impacts and imbalance in geographical and temporal distributions. 39
Preliminary findings of the Reducing Deforestation and Forest
Degradation (REDD) study in Bhutan indicate that deforestation as a
land use or land cover change is not a serious conce rn with net gains in
forest cover in the recent decades. However, forest degradation is
occurring to an extent from various anthropogenic pressures resulting

in significant changes in forest crown cover and carbon stocks , and
implications on forest functio ns/health and biodiversity. Additional
challenges include occurrence of invasive species, and dealing with
problems of increased visitation in parks resulting in overcrowding, solid

waste generation, and wildlife disturbance.

3.1.5 Social Issues

While commendable  progress has been achieved during the 11%" FYP
period, it mustalso be noted that achievements tend to mask challenges

that are hidden in the averages. The range of issues identified in the

11" FYP, especially those faced by vulnerable g roups, further need s to
be addressed. Assessment of many of the issues remains a challenge in

39 Bhutan State of the Environment Re®fii6 NEC, RGOB.2016
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light of limited data and evidence.

Today, still one in five children under five in Bhutan are stunted. The
stunting rates are not evenl y distributed: children i n the E astern region
are twice more likely to be stunt ed compared to children in the W estern
region, and childrenint  he poorest wealth quintile are seven times more
likely to be stunted compared to children in the richest wealth quintile.

Despite aremark able reduction, neonatal mortality 0 deaths occurring in
the first 28 days of birth 0 is still high, accounting for 70 per centofin fant
and more than half (56 per cent) of under -five deaths. Access to proper
water, sanitation and hygiene 0 key drivers of health and nutrition
outcomes for childr  en and the general population 0 continue to constrain
progress in all other areas.

Therise inincidence of non  -communicable diseases, shortage of doctors
and other health personnel, and sustainability of healthcare financi ng
are additional challenges.

Key issues of quality and inclusiveness also remain in the education

sector. Ensuring equitable and quality education learning outcomes still

remains a challenge, as does the issue of ensuring that the la st out -of -
school child is enrolled. While increase in school enrolment indicates
improved access, it does not indicate the actual progress in terms of
education quality. Quality of education is major concern with increasing

numbers of Bhutanese students, including graduate s from vocational
and tertiary institutions, not adequately prepared to enter the

workforce. Gender parity at tertiary levels has not been achieved,
indicating that additional measures have to be instit uted to frame and

implement sol uti ons f odpatigni r1 s6 parti

Quality ECCD programmes generally improve school readiness and
reduce the chances of repetition and drop out, thereby increasing the
chances for better learning outcomes and a better future for the child.

However , currently only one in five child ren have access to ECCD,
limiting many children from benefiting fr om this window of opportunity.
One in five children in Bhutan aged two to nine years have at least one

form of disability and many of them are not in school. Moreover, there
arenoorvery |l imited policies and services to meet the needs of disabled
populations. This limits the opportunity for people living with disabilities

to benefit from an inclusive quality education and, as a consequence, to
access the means to lead a dignified and indepe ndent life.

Gender -based violence remains a significant concern. The NCWCb s
recent research on violence against children raises important concerns
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related to child protection, and identifies lack of reporting, absence of

services, and update of existing services as major challenges. Increased
community engagement, and the use of media and other innovative
communication approaches is essential to reduce incidence of domestic
violence and violence against children. Likewise, it will be important to

focus on building resilience of children and young people through
educational and awareness interventions that are key to address ing
issues such as substance use and suicide among young people.

3.1.6 Preparedness for LDC Graduation

Closely tied in with all the economic vulnerabilities discussed above,

among other factors, i s Bhutanodés | evel of p
from the group of Least Developed Countries (LDC). While Bhutan was

found eligible for graduation for the first time in the 2015 triennial

revie w, fulfilling the Gross National Income (GNI) and Human Asset

Index (HAI) criterion , the 11 ™ FYP has identified graduati on from the

LDC category by 2021  as one of three milestones to be achieved.

However, d espite tremendous achievements , Bhutan continue s to face

serious structural challenges especially in addressing its economic

vulnerability and exposure to shocks, as earlier outlined. In addition,

challenges to sustaining high quality social services and further

improving their quality remain significa nt. Diminishing interest among

development partners puts achievements in social sectors at risk, for

example in key areas like mother and child health, nutrition,

immunization, and early childhood care and development. Reduced

i nvest ment in these key sectors would negat.
social and economic development in the short, medium and long term.

A 2013 assessment of the potential impacts of graduation for Bhutan 4°

indicates that while loss of preferential market accessis u nlikely to have

a major impact 8 given its free trade agreement wit h India where more

than 90 percent of its exports are bound , as well as major supply  -side

constraints that prevent its utilization of preferential market access

coupled with de clining trends in global tariffs d it can still play a critical

roleinthecountr yoés efforts to diversify its econom

While not yet a WTO member , Bhutan as a country currently in the
accession process may lose out upon gradation on the various
concessions available to LDC countries. Concessions include : greater

40 Richard MarshallGraduation from the Group of Least Developed Countries: Prospects and Challenges
for Bhutan.12" Round Table Meeting, 112 December 2013, Thimphu, Bhutan.
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flex ibility in rules and disciplines governing trade measures; extension

of longer transitional periods , including lead -in periods of ten years on
compliance with Trade Related Intellectual Property Rights (TRIPs) and

Trade Related Investment Measures (TRIMS), both of which are critical
to economic diversification ; greater flexibility in the application of
Sanitary and Phyt o-Sanitary (SPS) standards; provision of technical
assistance ; and additional measures to alleviate difficulties that LDCs

face in their accession process.

The probable impact on Officia | Development Assistance (ODA) inflows
to Bhutan is notseento be hugely significant , largely due to the higher
proportion of Go vernment of India budgetary  support for whi ch
considerations are different. LDC statusis also not necessarilya deciding
factor for all development partners , with the scaling down process
already underway in consideration of the countryos adwawanpc e ment
fromalower income country (LIC) status . It is likely however, thatsome
sectors such as education may be disproportionately affected by ODA

losses, and would require further study . As for multilateral assistance,
support from the UN system is expect ed to slow after graduation given
that LDCs are beneficiaries of several targeted technical cooperation
programmes and other forms of special support measures

Going forward, it will thus be important for Bhutan to consider all the
potential impacts of graduation. The wider context in which its
graduation would occur will need to be considered, which includes
strengthening its democratization processes, and ensuring the
development of a strong and diversified economy that is inclusive and
based on health y levels of labour market participation and
productivity. 4

A sound transition strategy , which takes into careful consideration the
persistent and emerging challenges Bhutan continues to face, will be
critically important  and will need to be worked out in due course . In this
regard, B h ut a Yubnerability Profile  being prepared by UNCTAD 0 as
one of the main inputs for the UN Committee for Development Policy
(CDP) Review in 2018 & would help the Royal Government make an
informed decision on the appropriate dur ation of its transition period to
graduation

3.2 Opportunities Going Forward

41 1bid.
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While development in Bhutan is riddled with challenges that at times
appear overwhelming, it has nonetheless made remarkable and rapid
progress over its successive five -year plan cycles. This has been possible
due to the guidance of visionary leadership, ¢ lear objectives, stable
government, strong policies, and the generous support of development
partners over the last five decades.

With the preparations for the next five -year plan underway, Bhutan is
fortunate as it continues to enjoy these critical enab ling factors, while
also recognizing the additional opportunities arising from new
developments on the global front as well as from its own development
gains.

3.2.1 Building on Implementation Lessons from 11 th FYP

With a good network of basic infrastructure
development efforts are now increasingly being geared towards

addressing more nuanced and complicated challenges associated with

implementation capacities. For instance, the need to improve and

ensure the delivery of quality education, health and other essential

public service s are more acutely felt and acknowledged now more than

ever before . This pronounced need for enhanced capacities is informed

by the lessons learned so far from the implementation of the 11 " FYP.

These include the need to

- Shift from a quantitative to a more qualitative development
approach that consolidates multi -dimensional development gains;

- Strengthenthe ¢ o u nt dajaéce®system to supportevidence -based
decision - making;

- Strengthen results -based management, prioritizing and sequencing
in the face of limited financial and human resource capacity, as well
as monitoring and evaluating for effective program implementation;

- Address emerging social challenges and rising inequalities in a
context of rapid development as reflected in the 11 " FYP and
assessments on vulnerabilities; and

- Strengthen a robust and coherent coordination framework, across
different sectors.

In tacklingthes eissues Bhutan has the opportunity to tap into a number
of resources , some of which include new financing and partnership
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prospects available to all nations with their adoption of the Global Goals
or Agenda 2030.

3.2.2 Strengthening Foundations  for Broader Par tnerships
While the Bhutanese government works on developing a 12 th FYP that
Is results -oriented, inclusive, financially viable and sustainable, and

focus ed on evidence -based decision -making, notable progress has been

made in recentyears  towards creating a greater sense of ownership and

participation  from the wider population in the nationédés devel o
These initiatives, some of which are outlined briefly below, are in

alignment with the expectation of realizing GNH and SDG through the

inclusive involvement of all stakeholders including government, civil

society, private sector, and others. Some of these initiatives are outlined

briefly below :

a) Improv ingthe enabling environment for the private sector

To augment economic growth and social development gains in the
country, the government is adopting supplementary and innovative
methods by leve raging private sector resources. Public Private
Partnerships (PPPs) have taken place mai  nly in economic infrastructure
such as transport and power prod uction, and more recently in social
infrastructure  such as health and education, as well as other services
like facilities management

While the government will pursue PPPs where they represent priority
projects that are affordable for all concerned and  represent Value -for -
Money, it will also provide grants, subsidies and other support to enable

projects that may not be financially feasible but are otherwise
compelling in their social and economic viability. The interests of end -
users, project -affected pe rsons and all other stak eholders will be
protected by the government in its undertaking of PPPs. 42 In order to
facilitate the growth and effectiveness of PPPs, the government
approved the PPP Policy in 2015.

In addition, the adoption of the SDGs reinforce s efforts to change
government 6s role from boddange nanlel of O fipadvi e
role of the private sector is particularly critical to achieving SDG 8, 9

and 12.

42 Royal Government of BhutaRublic Private Partnership PolicyApril 2015.
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b) Recognizing the role of civil society

As civil society organizations (CSOs) play increasingly important roles in

local and national objectives, their contributions to improving Bhutanese

society are also being recognized and appreciated more widely. The

greatest testimony to this fact comes from Hi s Maj esty the
granting of a National Order of Merit Award for CSOs, during the 109 th

National Day Celebrations in Trongsa on 17 h December 2016. A total of

22 CSOs and one religious organization received the award.

The CSOs were commended for fivolunteering time and effort towards

promoting humanitarian values, our culture and tradition, and our

national objectives; for working passionately and tirelessly for the

benefit of others; for taking on the responsibility to provide support and

assista nce wherever the government is unable to reach, and for keeping

alive the sacred values of ®ompassion and

c) Under st andi ng Bdtaedosystains d

Recognizing the importance and demonstrating commitment to
evidence -based decision -making, Bhutan is working on strengthening
its data ecosystem. This includes the mapping of  official statistical
capacity at the national and local levels, legal and policy frameworks on

open data, entry points and obstacles for multi - stakeholder engagement
on data fori mplementation , and monitoring of the upcoming 12 " FYP.

The 11 ™ FYP acknowledges the existence of data gaps with regard to

emerging social challenges, as well as the absence of a centralized
agency within the government to cater to the needs of the growing
number of vulnerable groups .4 With the data ecosystem initiative,

specific data needs will be mapped with a view to bridge the gaps.

With reliable disaggregated data available, including on the situation of

vulnerable groups, Bhutan will be able to measure progress towards

GNH and the SDGs sot hat fAno one i sAswal,flttwilbaldoi ndo.
have the knowledge necessary to implement legislation and policies

protecting the rights and addressing the needs of women, children an d
marginalized groups in line with international standards and national

priorities.

43 http://bcmdbt/bhutancentrefor-mediaanddemocracyreceivesthe-nationalorderof-merit/
44 11" FYP main document. Vol. 1. Pg.228
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d) Updating p oliciesfori  nvestment: Economic Development
Policy (EDP)

Bhutan also has in place an updated Economic Development Policy
(EDP), which sets the agenda for stimulating economic growth in
consonance with GNH principles. The EDP 2016 calls for an integrated
and coordinated approach from all stakeholders, in a departure from the

usual sector or agency approach. With a goal to achieve a minimum
average economic g rowth rate of 10 percent by 2020, it also aims at
economic self -reliance and full employment.

The EDP proposes major reforms toward economic diversification
through the promotion of the Afive |Jewel so:
cottage and small industries, tourism, and mining. Other areas include
finance, construction, ICT, trade, industry, transport, education, health

and other legislative initiatives. The strategy also seeks to diversify the
economic base with minimal ecological footprint; harness and add value
to natural resources in a sustainable manner; increase and diversify

exports; promote Bhutan as an organic brand; promote industries that

build the Brand Bhutan image; reduce dependency on fossil fuel; and

promote industries through a cluster effect and championing
approach. #

Bhut ands most r ec e ikaseaf@omdgBusingssi ispronfismg.
It ranked 71 St out of 189 countries in 2016, as compared to 125 t out of
189 countries in 2014. The Wdkasteof Dadngnkds st
Business sheds light on how easy or difficult itis for a local entrepreneur

to open and run a small to medium -size business when complying with
relevant regulations. It measures and tracks changes in regulations
affecting 11 areas in the life cycle of a business: starting a business,
dealing with construction permits, getting electricity, registering
property, getting credit, protecting minority investors, paying taxes,

trading across borders, enforcing contracts, resolving insolvency and

labor market regulation. T he indicators are used to analyze economic
outcomes and identify what reforms have worked, where and why.

e) Regional c ooperation
Bhut anbs geogr ap hi cvuleembilgytorclanatechasigeand d
natural disasters  require regional and international solutions. Its success
particularly in overcoming these challenges and achieving SDGs will
depend on converting itself from a landlockedintoaland -linked country

45 Economic Development PolidgGoB, 2016.
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forming a part of regional value chain in the production and service

network , and tackling regional challenges such as preservi ng the
Himalayan water towers. There are several regional initiatives and
opportunities such as through the South Asian Association for Regional
Cooperation (SAARC), the Bay of Bengal Initiative for Multi - Sectoral
Techni cal and Economic Cooperation (BIMSTEC) , among others

4. WAY FORWARD: THE 12™ FIVE YEAR PLAN

The planning processfor B h ut a n® BYPA which will startfrom1 st July

2018 and end on 30 ™ June 2023 8 began in January 2016 with a series

of consultations  with all relevant stakeholders including government

agencies, local governments, private sector, civil society organizations

political parties , youth, among others . Inspiration forits formulation  are

drawn from various Royal Addresses made by His Majest y the King,

constitutional obligations, issues and challenges drawn from the 11 th FYP

mid -term review as well as those raised during the consultative

meetings, and Bhut anos commi t ment to I nt
development goals.

The resulting Guidelines for Preparation of the 12 ™ Five Year Plan
outlines the strategic planning framework, objective, national key result
areas , preliminary fiscal projections and resource allocation framework,

among others . This presents a fairly comprehensive picture of med ium
and long -term national priorities  , and the requirements for development
financing .

4.1 Strategic Framework and Priorities

The goal ofthe 12 ™ FYP is to maximize Gross National Happiness (GNH),

and the objective is to achieve a fAJust, H
Soci ety through enhancedn dowmmrdanaetwithathis zat i ono.
objective , several national priorities are identified as presented b elow:
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Table 4.1.1: Priorities in the 12t FYP

Just Society

A society where every citizen has
equitable access to resources and
opportunities to pursue and realize
individual and national aspirations

Harmonious Society

A society where every individual lives in
harmony with oneself; with community;
with nature; and with culture and

traditions

employment

Eradicating Poverty and Reducing Preserving and promoting our culture
Inequality and traditions
Creating productive  and  gainful Maintaining healthy eco -system and

carbon neutral & climate resilient
development

Access to quality health services

Promot ing healthy and caring society

Improving the quality of education

Strengthening democracy and
decentralization

Reducing corruption

Improving justice system

Promoting gender equality

Ensuring livability, safety and
sustainability of our human settl ements

Sustainable Society

A society able to sustain its social,
economic and environmental
development needs

Decentralization

Empowering Local Governments through
provision of greater financial Planning
and administrative responsibilities and
authority

Ensuring macro -economic stability

Improving Public Service Delivery

Enhancing economic diversity and
productive capacities

Ensuring Water, Food and Nutrition
Security

Improving effectiveness and efficiency in
public service delivery

Increased Decentralization

The strategic framework

for the Plan
GNH, and identifies 16 National Key Result Areas (NKRAS).

integrates the nine domains of
In a shift

from the 11 ™ FYP, its adoption of the nine domains formulation allows
greater focus on important areas of GNH such as psychological
wellbeing, community vi  tality and time use. It also allows for the most
recent GNH survey results to be taken into account in the formulation

of key result areas, progress indicators and programmes.
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Figure 4.1: Strategic Framework for the 12t FYP
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In addition to considering

there is

financi

ng, and process

-related issues.
e mp h a @ icaprdimation, tcdmsoliddtidnr i p | e

the various development challenges facing the
country , the Plan also places particular emphasis on
implementation, data,
strong

and collaboration & across all sectors and development actors in order to
enhance efficient implementation of policies and programmes.

This is i mportant given the
; the need to
infrastructure for optimal utilization and

as implementation

and the eventual decline in O

the greater importance that the
assume i n

should/ woul d

At the same time,

technical and economic cooperation

the 12 ™ FYP recognizes that
will need to be strengthened

other development partners.
seen as significant , particularly in the context of trade, transit, and
energy cooperation in South Asia. Expansion in regional economic
give rise to new opportunities as well as

cooperation

respond to promptly
Corresponding with

is expected to
competitive challenges, for which
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current lack of

fficial Development As

The direction of regional cooperation

priorities

coordination in
strengthen existing socio

to avoid continued expansion;
sistance as well as
private sect or and civil society
t h ecomomia mtocesséEss

Bhutan will need to be

listed earlier , 16 national key

result areas ( NKRAs) are identified as shown in the table below:

46 Guidelines for Preparation of the #Five-Year Plan GNHC, RGOB.December 2016.

mutually beneficial
with
is also

underlying
As such

policy as well

-economic
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Table 4.1.2: National Key Result Areas for the 12" FYP

5. Healthy 9. Infrastructure, 13. Democracy
1. Macroeconomic Ecosystem Communication and | and
Stability Ensured Services Public Service Decentralization

Maintained Delivery Improved Strengthened

6. Carbon
2. Economic Neutral, Climate 10. Gender Equalit
Diversification and and Disaster Promoted, W((Jl)meny . _Health;_/ i)

- - X Caring Society

Productivity Resilient and Girls Enhanced
Enhanced Development Empowered

Enhanced

15. Livability,
3.Poverty 7. Quality of 11. Productive & gigetgi/nzl?lity of
Eradicat_ed & Edycation and Gainful Employment Human
Inequality Reduced | Skills Improved Created Settlements
Improved

4. Cu_lt_ure & 8. Water, Food _ 16. J_ustlce
Traditions Anr 12. Corruption Services and

and Nutrition o
Preserved & Security Ensured Reduced Institutions
Promoted Strengthened
Source: Guidelines for Preparation of the 12" Five-Year Plan, GNHC.

In addition, several high priority multi -sector interventi

pr ogr amshighlighted , based on national significance, potential for
high socioeconomic impact, and where an integrated approach will be a
defining success factor. Such programs  will include : integrated water

security; economic diversification; quality of education including the
development of relevant knowledge and technical skills geared towards
greater innovation ; livelihood of vulnerable groups; improving highlands

livelihood program; and national human resources development.

As well, the Plan seeks to mainstream crosscutting themes such as
environment, disaster management, gender, vulnerable groups, and

sports , in programmes and projects of all agencies and at the local
gov ernment level to ensure alignment with the GNH approach.

As such, there is a heightened recognition and effort towards integration

as an effective means of implementation, as Bhutan gears up for its 12 th
Plan. The importance of the issues listed above, and the need to
transcend agency and sector silos to address them in an integrated

manner, is evident from fact that flagship programs are to be monitored
closely by the Prime Minister 6 s O fahdithe €abi net. While there has
also been an awareness of the need for integration in the 11 ™ FYP, it
clearly figuresas amore pr ominent andurgent priority forthe next Plan.
Going forward,t hereis therefore aclearneedforan integrated structure
for financing and implementation  as well .
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4.2 Integration of SDGs into the 12t FYP

As with the 11 ™ FYP, preliminary assessment of the 12 " Plan under
formulation  shows high integration of the SDGs in its framework, with

the 16 key result areas closely related with 16 of the 17 SDGs (excepting
SDG 14: Life under water ) and close to 100 SDG targets and indicators
integrated into the national key result areas and prog ress indicators.

Further integration of the SDGs is expected as sector and local
government KRAs and KPIs are formulated and finalized.

Table 4.2: GNH-SDG Synergy in the 12" FYP

16 National Key Result Areas 16 Sustainable Development Goals
NERA_1.Macroeconomic Stability Ensured Goal 8,10 & 17
NKRA_2. Economic Productive Capacity Enhanced Goal 1,10, 12
NKRA_3. Poverty and Inequality Reduced Goal 1 & 10
NEKRA_4. Culture and Tradition Preserved and Promoted
NKRA 5. Healthy Ecosystem Services Maintained Goal 6
NERA 6. Carbon Neutral, Climate and Disaster Resilient
Development Enhanced Goal 9 & 13
NEKRA_7. Quality of Education and Skills Improved Goal 4
NEKRA_8.Food and Nutrition Security Enhanced Goal 2
NKRA_9. Efficiency and Effectiveness of Public Service
Delivery Improved Goal 16
NERA_10. Gender Equality and Women and Girls
Empowered Goal §
NEKRA_11. Productive and Gainful Employment Created Goal 15
NKRA_12. Corruption Reduced Goal 16
NERA 13. Democracy and Decentralization Strengthened Goal 16
NKRA_14. Healthy, Safe and Caring Society Enhanced Goal 3
NKRA _15. Livability and Sustainability of Human
Settlements Improved Goal 11 & 12
NKRA_16. Justice Services and Institutions Strengthened Goal 16

Source: GNHC

Given this level of alignment, the Royal Government has identified three
SDGs for showcased medium  -term results as a starting point. These are
SDG 1 on ONo Povertyé (identified on the bas

i ssue) ; SDG 13 on oOClItiinfiateed Aocnt itohne6 b(ai sdiesn o f
commitment to the global community to remain carbon neutral at all
ti mes); and SDG 15 on ¢6Life on Landd (identi

biodiversity and ecosystem services).

Considered together, a focus on these three SDGs will support Bhu:
efforts to advance growth and improve development gains across all

SDGs. Bhutan will reduce poverty without unraveling its environmental

resources, and so continue to carve its unique path as a prosperous,

carbon -negative nation , guided by GNH. Indeed, the prioritization can
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act as SDG accelerators that can help increase or boost SDG
implementation.

The 12 ™ Plan, and the manner in which it is developed, will therefore
advance an inclusive development agenda that addresses the needs of
the most wvulnerable sections of the society and protects the
environment. Inclusiveness will transcend the planning stage suc
the Pl ands i mplementation i s

5?‘ l"%’A L S
'*'f"ni'-‘
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Figure 4.2: Global Goals
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Source: https://sustainabledevelopment.un.org/sdgs

4.3 Data Ecosystem

The importance of data and statistics for development is stressed in the

mid -term review meeting of the 11 ™ FYP as well as the December 2014
report of the UN Secretary
Group (I EAG) on the Data Revol
Worl d That Countso, which
and strengthen national statistical capacities while assessing new
opportunities linked to innovation, technological progress, and the surge
of new public and private data providers.

uti on

Bhut an® &§YPhdknowledges the existence of data gaps with regard
to emerging socioeconomic  challenges, including the lack of
coordinating agencies within the government. It is recognized that
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institutional and technical capacity of data management and usage
needs t o be further st rengthened at all levels.

As such, t he data ecosystem initiative in the 12 " Plan is expected to:

- Review institutional capacity of the National Statistics Bureau
(NSB), coordinate mechanism for data collection, production and
dissemination , and r ecommend data policy for Bhutan;

- Assess 12 " FYPindicators for baseline data, data gaps ; and

- Develop development indicator bank as reference for sectors to
develop indicators.

This will enhance monitoring and reporting progress against SDG
indicators but  will require rigorous advocacy and partnerships at all
levels.

4.4 Fiscal Projection

Preliminary total outlay for the 12™ FYP has been projected at about Nu.
292 billion , of which N u. 177 b illion is for current expenditure, and N u.
115 Billion is for capital expenditure. This amounts to about 33.9 percent
more than the outlay of 11 " FYP, comprising of 67 percent increase in
current expenditure and about five percent increase in capital
expenditure.

In terms of resources, domestic revenue is projected at about Nu. 214

billion, and grants at about Nu. 54.414 billion.  Without grants, the 12 ¥
FYP would require about Nu. 78 billion . Without development assistance
from development partners and financing, average f iscal deficit as
percentage of GDP is projected to be a tabout six percent.
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Table 4.4: Preliminary Fiscal Projections*’

Particulars 11 FYP Estimate 12. FY!D
Projection
Revenue & Grants 196,131.907 268,978.430
Domestic Revenue 127,024.528 214,563.490
Grants 68,469.727 54,414.940
Other Receipts 637.652 -
Outlay 218,158.186 292,424.571
Total Expenditure 215,793.239 292,424.571
Current 105,927.086 177,100.268
Capital 109,866.153 115,324.303
Net Lending 912.155 -
Advances & Suspense (Net) 1,452.793 -

Fiscal Balance

(22,026.279)

(23,446.142)

Fiscal Balance without Grants

(91,133.658)

(77,861.082)

In percent of GDP

Fiscal deficit (2.631)

Fiscal balance without Grants (12.439) (6.317)
Coverage by Domestic Revenue

Current Expenditure 120.581 119.145

Total Expenditure 59.775 71.235

Source: MFCC

Domestic revenue
119 percent,
domestic revenue
expenditure is

per centincrease from the 11 ™ Plan.

which is a marginal decline

coverage of current expenditure

is projected to be

from the 11 ™ FYP. Similarly,

per cent,

coverage of total expenditure including capital

projected to be at about 71 which is a n 18

The rising public debt, and need for consolidation rather than expansion
in the 12 ™ Plan was an expressed concern of many of the stakeholders

at the consultative meetings.
increase, the current expenditure
significantly by about 67 percentin 12
current expenditure is expected to contin

expenditures is therefore recognized as

Although domestic revenue is expected to
is also expected to
" FYP. This trend of in  creases in

increase

ue in the coming years, while
increase in domestic revenue may not follow suit as quickly until the
new hydro projects are commissioned. Rationalizing and managing

essential in the 12

As such , the 12™ FYP capital expenditure is projected at

billion based on inflation

of completing

4T The figures presented here are based on recent projections and therefore differ from those presented in

the 12" FYP Guidelines.

will be

h FYP.

around Nu. 115
and the 11" FYP capital outlay.
resource allocation for capital expenditures, priority
11" FYP spillover projects; flagship programs, annual

In terms of
in the order
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grants to local governments; and programs or projects that contribute

to the direct achievement of national key result areas. The allocation of
the indicative outlay of Nu. 115 billion Is pr esented in the following
diagram:

Figure 4.4: Allocation of Indicative Outlay for 12t FYP

Capital Outlay (IPF)- Nu. 115 Billion

Unemployment,
Quality of
education,
Economic

diversification etc

Billion
CMMI for 16 existing
municipalities(Nu.5 b

Criteria:
1. National Issues
2. Multi -Sectorial
3. Potential for ¥
gl SeEe- 1. Priority Projects 80% Dzongkhags Nu.
economic (National highways, 25 Billion
Impact hospitals, schools, colleges
etc) to be planned in the
beginning of FYP
2. Untied- 20% ad-hoc Gewogs Nu. 10
projects to be planned Billion

Source: Guidelines for Preparation of the 12" Five-Year Plan, GNHC.

45 Fiscal Decentralization

In the move towards fiscal decentralization, key initiatives include : a
formula -based annual grant system based on Annual Grant Guidelines

for Local Governments (Dongkhags and Gewogs (2010); Thromde
Finance Policy (2012); the Local Development Planning Manual for
Dzongkhags and Gewogs (2010); and Division of Respons ibilities
between Local Governments and National Government (2012).

As p er the Local Government Act 2009 , I ocal government has autonomy
of planning, regulations and raising taxes in accordance with  rules in
force within the existing framework of FYP prog rams and budgetary
ceilings. There is increased decentralization of financial powers and
responsibilities as evidenced by the increase in local government
expenditure as a proportion of total government expenditure.

However, with the exception of the Thromdes financing their annual
programs with their own revenue and subsidy grant from the
government for capital investments, Dzongkhangs and Gewogs do not
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have substantial local revenue resources. Dzongkhangs and Gewogs are
financed primarily from the ce ntre in the form of Annual Capital Grants
(ACG), and DDG for Dzongkhangs and GDG for Gewogs. The ACGs are
a share of the national budget allocated to local governments based on
a Resource Allocation Formula , which currently includes population,
area, Multi dimensional Poverty Index, and Transport Cost Index (the
latter two having been added in the 11 " FYP). DDG and GDGs are
provided annually to generate income and employment and for disaster

relief activities. 48

In an effortto move towards local fiscal accoun tability , the 12 ™ Plan will

allocate greater responsibility and resources to local governments. A
division of responsibility framework @ initially developedinthe 11 ™ FYP
and now revised toaccommodate the increasing responsibilities of local
governments and to improve the framework overall 0 seeks to
decentralize expenditures with assigned functions to local government.
This is to allow greater autonomy and flexibility in priority setting, as
well asin implementation and provision of goods and services . It isalso

to strengthen the coordination and implementation of policies, plans and
program messamongst various levels of government by providing clarity
and distinct division of responsibi lities.

Broad responsibilities clarifying and specifying Awho should do what
who wi |l | p ay infhe 12 "W¥Paaredassigned along five multi -

dimensional attributes i.e . who will 1) regulate, 2) finance, 3) plan,

budget and supervise, 4) provide external technical support required,

and 5) produce, implement and deliver goods and services. Based on

the division of responsibility framework, the outlay for local

governments  will be doubled from Nu. 25 billion in the 11 " FYP to Nu.

50 billioninthe 12" FYP.

4.6 Financing for Development

Against the backdrop of challenges and opportunities, implementing the

12™ plan and SDGs will also require exploring innovative ways of

financing for development. The Addis Ababa Action Agenda (AAAA) 99

signed in July 2015 by Bhutanés Mini-ster of
makers from other nations 0 set out or reiterated a number of

agreements related to development financing including:

48 Bhutan Public Financial Management Performance Report, Septemberidistry of Finance,
RGOB and World Bank Grou016
49 https://sustainabledevelopment.un.org/frameworks/addisababaactionagenda
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- The importance of international public finance, including Overseas
Development Assistance (ODA), in complementing the efforts of
nations to mobilize public resources domestically towards
development results;

- The importance of efforts by countries to set nationally defined
domestic targets and timelines for enhancing dome stic revenue as
part of their national sustainable development strategies, with a
commitment to support developing countries in need in reaching
these targets;

- The importance of engaging with the business community as

partners towards achieving public res ults, leveraging their creativity
and innovation and incentivizing their investment in sustainable
practices;

- The commitment to strengthen international efforts to address
financing gaps and low levels of direct investment faced by
landlocked developing  countries and many middle  -income countries
T both categories relevant to Bhutan; and

- The importance of encouraging innovative mechanisms and
partnerships to encourage greater international private financial
participation in these economies.

While Bhutan continues to grow its domestic revenue to support its

development objectives 9 in line with one of the key Addis

recommendations 0 the close alignment between GNH and the SDGs

along with Bhutands pledge to be a carbon n
inv esting in Bhutan is investing in global public goods, with benefits far

beyond the countryodés borders.

As Bhutanés financing | andscape shifts, it
investment case to attract diversified sources of financing for the
nati onb6éephentl Efforts currently wunder way t

expenditure and future costing in both biodiversity and climate change
will strengthen this investment case, for example.

The innovative, combined global Biodiversity Finance Initiative (BIOFIN)

and Climate Public Expenditure Review (CPEIR) will help define Bhut anés
current investment in biodiversity conservation and climate change;

identify its financial needs and gaps through national assessments;

identify resource mobilization challenges and oppor tunities including

potential revenue streams; and expand the traditional boundaries of
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development finance to consider private sector, and other partners, in
line with the blended finance vision of Agenda 2030.

The aim is to build an evidence -based invest ment case to attract

l nvestors to partake in the nationb6s uni que
doing so support the achievement of SDG 15 on Life on Land, along with

SDG 13 on Climate Action, and SDG 1 on poverty eradication with their

intricate linkagesto  multiple SDGs.

Similarly, path -breaking initiatives such as Bhutan for Life also has
potential to leverage green and innovative financing. The ultimate goal

of this initiative is to enable Bhutan to maintain its commitment to
conservation and sustainable development in a self - sustaining way. This
innovative approach, the first of its kind in the region, is based on the
principle of Project Finance for Permanence (PFP) and is committed to
mobilize a USD 40 million transition fund to combat climate change and

bi odiversity issues in the countryds protect
corridors, which together cover over® 51 perc
Additional opportunities for Bhutan include t he Global Environment

Facility (GEF), Green Climate Fund (GCF), Climate Investment Fund,
Adaptation Fund, and Multilateral Fund of the Mon treal Protocol (MLF),
among others

50 http://iwww.bfl.org.bt
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5. CONCLUSION

Bhut anos devel opment pl anning framewor k
comprehensive and inclusive, taking into account not only national

priorities guided by GNH, but also integrating international and regional

goals. For instance, as with the MDGs in its earlier and cu rrent FYPs, the

government is already moving forward in integrating the SDGs into its

current and upcoming development plans. Bhutan is ahead in this

process given its GNH approach, which presents a localized means to

achievement of the Global Goals.

As in past periods, the 11 ™ FYP has so far made significant progress in

advancing human and social development indicators. Efforts are being

strengthened to assess and address emerging social issues, to ensure

that essential services are provided inclusively and equitably. Gender

equal ity and womends empower ment continue to
at all levels .Asthe nation moves towards its tenth year as a Democratic

Constitutional Monarchy in 2018, important democratic institutions and

processes continue to be strengthened.

Impor tant initiatives have also been ta ken on the environmental front,

with Bhutan reiterating its commitment to remain carbon neutral in
perpetuity . The economy has recovered f rom a low growth in 2013, and
a mid -term review of the Plan has assessed that most o f the planned

development activities are under implementation, with key targets
either achieved or on track to being achieved.

However, structural challenges to development persist, and economic
growth continues to be driven by a single sector and largel y financed by
external aid. With a significant current account deficit, the balance of
payment remains weak. Public debt continues to increase and while
foreign exchange reserves are reported to have increased consistently

since 2013, it is not built throu gh domestic exports and will be difficult

to sustain in the future. And even as overall unemployment rate has
reduced since 2013, youth unemployment continues to be an important
issue .

Although the reducti on in national poverty level has been significant |,
disparities exist across regions , and incidences of multidimensional
poverty is also of concern . Existing e fforts towards targeted

interventions are  therefore being intensified , with plans to take such
programmes further from the household to individual levels.
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To achieve GNH and the SDGs, it is important to ensure that social

development reaches all in an equitable manner, and that

socioeconomic gains are made through pursuit of well -thought out and

sustainable plans . However, with increasing pressure on the natural

environment, sustainable economic growth and inclusive development

IS a major challenge for Bhutan, making it difficult for the country to

fully realize critcal components of its over-eliahce obj ect i \
and inclusive green socioeconofmFY®. devel opmen

As such, the national priorities and strategies going forward, in the form

of the 12 ™ FYP currently under formulation, are critically important. The
planning process o which is results -based and has adopted a highly
consultative and vigorous approach in its assessment of needs and
prospects d has uncovered sophisticated and nuanced challenges that
Bhutan must address. These include underlyin g implementation, data,
financing, and process -related issues.

Therefore , a strong emphasis is being placed on t he ATriopl e Co
coordination, consolidation, and collaboration 0 across all sectors and

actors in tackling development priorities . There is alsoa move towards

greater fiscal decentralization in the 12 th FYP, with the enhancement of

Annual Capital Grants and allocation of greater responsibility and
resources t o | ocal governments under a
framewor k6.

(@}
o

As the current macro  economic scenario and fiscal projections indicate,

Bhutan will not be able to sustain the financing of its necessarily

ambitious 12 ™ FYP from domestic revenues alone. Given the various

challenges it faces, while also recognizing the imminent withdrawal of

development assistance, it will be prudent for Bhutan to explore

diversified sources and innovative ways of financing for development.

That the beginning of the 12 "Plan period coincides with t
third general election period is also an importa nt point to consider, in

terms of potential disruption to proper commencement of the Plan.

Moving forward, it is important to recognize the many opportunities
available  for Bhutan 6 s conti nued Thesse cincldes the
strengthened foundations for broader partnerships including the role of

the private sector, civil society, regional cooperation, mu Iti - stakeholder
engagement, among others. There are also prospects for integrated and
innovative financing mechanisms including various green financing
opportunities . Such approaches could be further explored to not only

meet financial requirements but also drive positive outcomes across

56



GNH-led key result areas  thereby contributing to the Global Goals.

Given that there is less than ayear and a h
FYP period and the beginning of the 12
sustained flow of financing for the 12

alf befo re the end of the 11
th FYP, efforts to ensure the
h Plan must be prioritized.

th
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