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ABSTRACT

The monetary and tax system of a nation impacts the everyday life of not only its citizens
but also the peoples around the world. It is the soul of the socio-economic conditions of a
country.

The sovereignty of a nation too, in diverse means, is dependent on the

efficiency and justice in the system. Such being the importance, the monetary and tax
subject is recognized as the ever increasing crucial field of studies.

This research on the topic was to relate the classroom theories with the real world.
Bhutan provides a suitable object for the purpose: The monetary and tax system of
Bhutan evolved from birth to maturity in a short period of three decades. This situation
renders the scope to look at what the period was like before the monetary system. There
are also the materials available for analysis to predict the future of the system. Life is ups
and downs and so could be with the monetary and tax system of Bhutan. It is worth

discovering them so to prepare better for the future world. EU is of vast contrast to
Bhutan in terms of sophistication, advancement and characteristics. Comparison of EMU
with the Bhutan ' s system further increases the scope of subject studies.

At the end of every beginning there are fruits. What fruits he wants depends upon how
rightly he chooses the beginning. . Bhutan looks for a society that is contented,
harmonious and just. Gross National Happiness (GNH) is the goal of all its development
policy. This Paper, therefore, attempts to tell the monetary and tax system of Bhutan is
on the right track or not for its fruit - GNH.

It too, among other, identifies the

weaknesses and proposes the humble recommendations that might, believed, aid in the

-,....

enhancement of GNH.
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Chapter 1
Introduction

1.1

Background of the Research Theme

The transformation of Bhutan as a nation happened in a short span of time. From a
traditional State of functioning, Bhutan went into a State of modern functioning. This
situation provides a bird-eye view of the monetary and tax system in whole - from
birth to growth to maturity.

"Most Bhutanese alive today were born within the last 20 years. They have grown up
in a world that, in many respects, would have been unimaginable to their
grandparents.

While many of our people have yet to reap the full benefits of the

process of development, it is no exaggeration to suggest that, when viewed from the
perspective of social and economic development more has happened in our nation in
1

the past 3 decades than in the previous three centuries" . This statement is relevant
for many fields in private and public life. As to the latter, it is foremost the economy
and within this context the monetary and tax system.

The monetary and tax system of Bhutan of today was not imported and introduced. It
evolved on its own in isolation with gradual adaptation along with the development of

l

Bhutan 2020 - A vision for Peace, Prosperity and Happiness (Thailand: Keen Publishing Co.Ltd., c.
1999.), p. 20.

2

the country. This evolution was evident from the trading in barter and taxation in
kind and labour to money.

Ever since · the 1960s after opening its door to the forces of changes and
modernization, many things have happened. But, Bhutan was always cautious of its
choices.

1.2

Hypothesis of the Research

No system is a flawless system.

The monetary and tax system of Bhutan is no

exception to it. There are flaws . It is even truer when every thing in the system is
new. But then, Bhutan itself is young as a nation - not even 100 years old. As a late
beginner, it has its advantage too. There are experiences to be learned from others
mistakes. The currency notes as money were introduced to the country in 1974. The
tax reforms were gradually introduced phasing out taxes in kind with major reforms
being undertaken in 1989 and 1992. The monetary and tax reforms, like all other
reforms, were undertaken with the objective for Gross National Happiness.

With those facts in consideration, this Paper is an effort to trace whether the monetary
and tax system of Bhutan has evolved in consistence with its development policy for
Gross National Happiness and /or is it consistent with external trade and commercial
relations. It is also an effort to compare the system of a small country like Bhutan
with that of a giant and advanced body of the EMU (Economic and Monetary Union),
especially if lessons could be learned from the difficult way the European Union had

3

undergone.

In other words: Are there general principles which apply to a small

country also apply to a grand one?

1.3

Objectives of the Research

This research was carried out with the following objectives:
(1)

The economy of a country, a concept by modem world, is considered very
important. .

At the heart of this economy, one of the most important

components is the monetary and tax system. In fact, the monetary and tax
system is the life blood of the entire buzz about economy. Therefore, it is one
priority to study the constitutional and historical facts about the monetary and
tax system as the research can not only be an economical one.
(2)

Bhutan embarked on a unique and distinctive path of development. Its central
development concept is of maxim izing Gross National Happiness. It is to
study whether the monetary and tax reforms of Bhutan are in consistence with
its development policy.

(3)

I

1

r-

1

OAO

Can experiences or principles of the monetary and tax system of a much larger
unit be used for a small country? These aspects can only be realized with a
stringent historical view. Therefore, to research historically the:
(a) Taxation in non-monetary period.
(b) Needs of the monetary system.
(c) Transition period - non-monetary to monetary system and the future
(Constitution era of Bhutan).
(d) Analysis of, within the scope, the selected comparisons with the EMU.

4

(4)

Recommendations.

1.4

Research Methodology

This Research Paper was written on a documentary based research. The documents
include books, acts, and other. The websites on the internet were of immense source
for information.

\"ERSJ1"y
1.5

Scope of the Research

().A'

This Research Paper traces the history of monetary and tax system of Bhutan from
barter economy to monetary economy. The Paper compares the selected comparisons
of the system with that of the EMU. Documents form the major sources of material
referred in writing the Paper while first hand experiences of the situation, too, had
been useful in the research. More than anything else, it is a Paper of the studies by the
student on the subject with preset objectives. It, therefore, may be concluded that the
scope of the Paper is not exhaustive and authoritative on the topic. It is just another
new area of subject brought-forth on which further research could be thought of in
future.

1.6

Expectation of the Research

In general, at the end of this research work, it is expected as intended by the
requirement to be accustomed with research works that other research in future could

5

be independently carried out.

In particular, it is expected to understand how the

fundamental concept of monetary and tax system functions in real world. To be
specific, the following expectations may be stated:
(a) Historical evolution of monetary and tax system with focus on Bhutan
(b) Challenges encountered in transition
(c) Relevancy of monetary and tax system with the policies of the
government
(d) Commonalities among the monetary and tax systems, no matter in
what diverse forms of government and country they are in.
(e) Importance of the monetary and tax system to a country for its
development.
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Chapter 2

Of Monetary and Tax System

This chapter contains basic general concept of monetary and tax subject. It forms a
basis on which the study of this Paper is founded. Thereafter, the chapter traces the
history of monetary and tax system of Bhutan in the non-monetary economy where
then everything was barter practice.

2.1

Background - the Subject Concept

Money, as a medium of exchange, has played a very important role in the
development of human society. It has, in fact, helped to develop bilateral contracts in
early times and nowadays globalization. There is no country today whose economy is
not monetary. The two main reasons that make money indispensable in our world
are: (1) money is quite special in its role as a crucial intermediary object that is
involved on one side of most transactions that takes place in today's market
2

economies ; and (2) a majority of analysts - including professional economists,
journalists, policymakers, and financial market participants - believe that monetary
policies have an overwhelmingly important impact on the economic life of a nation

2
3

Bennett T . McCallum, Monetary Economics -Theory and Policy (New York: Macmillan, 1989), p.
3.
Ibid.

3

7

Within this framework taxation is the part of a monetary. They complement each
other and are indispensable affairs of State as a nation.

2.1.1

Monetary Economy

Monetary economy has drastically simplified not only the shopping problem, but the
State affairs. as well. Had there not been money, the citizen had to spend a large
fraction of his time and energy in shopping around fo partners whose desires are such
as to satisfy the condition, necessary for any trade to be made, of the so-called
"double coincidence of wants". Now with money, life is easier and different that
enables peoples to enjoy the consumption of greater aggregate quantities of goods and

-

leisure.

r-

~

Money typically has 3 distinct roles: (1) Medium of exchange; (2) Medium of account
that helps to express the price of other commodities in terms of money; and (3) Store
of value thereby saving his income.

C E1 9 6 9

ol. - '
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2.1.2

Taxation

Tax is concisely defined as, "a compulsory levy, imposed by the government, on
either income, expenditure or capital assets, for which the tax payer receives nothing
specific in return. The primary purpose of imposing a tax is to raise money for public

8

purposes".

4

Tax indeed is an evil necessity or the other way around - a necessary

evil.

Ever since people started to live together in groups and provide resources for the
community such as defense, taxes need to be raised in order to pay for such services.
It is the source of fund for State affairs. Today, taxes are levied to achieve number of

government objectives. It is the fundamental and the constitutional rights of the
government to impose taxes on the subject. And the government has freedom to levy
taxes in different forms and degrees. Nonetheless, the government is accountable to
the tax payers for the way the tax money is spent.

Tax policy, all the time and

everywhere, had been a primary agenda in election campaigns the party would adopt
if elected. This shows how important the tax subject is to the people.

There are two forms of taxation - direct and indirect. Direct taxes are imposed on the
income of the tax payer. As such, it has to be progressive in proportion to the income.
Indirect taxes are pas ed on to the final consumer - that is the tax on the expenditure.
The three principles of. taxation usually applied are (1) Income at source, (2)
Residence and (3) Nationality.

Tax is a burden and it being so needs careful assessment. Irrational taxation leads to
social discontent and often collapses the economy of the country in the longer run.
Double Tax Agreement (DTA) is signed between two countries to avoid people being
taxed twice under two tax systems, for example if a citizen is a resident in two
4

Dora Hancock, An Introduction to Taxation (London: Chapman and Hall, 1994), p. 2.

9

countries. DTA helps in the proper application of the different domestic tax laws.
The two types of DTA are the Economic Double Taxation (e.g. Tax on profit and
dividend) and International Double Taxation (source and the residence principle).
DTA gives jurisdiction to only one country, source or resident country. In case the
tax has been imposed at the source, the tax payer has right under DTA to claim tax
credit in the residence country against the tax already paid in the source country. Tax
credit is usually asked in the residence country.

2.2

Bhutan and the Non-monetary Economy

In view of the principal background, it is necessary to focus the view on an individual
country:

r-

Before the advent of monetary system, Bhutan adopted everything that was regarded
as practical. There was no money then. The trade transactions were carried out in
barter and the taxes were raised in kind and in labor form. Officials, too, were paid in
kinds. There was no definite bases on which the taxes were levied. It was ad hoc and
often arbitrary in strict sense. Tax was a huge burden on the people. However, the
people were contended and they paid the taxes without objection.

In return, the

Government provided security both from the internal and external threats which was
then very important for to the people.

The affair of State, in absence of money

medium, was hard for the State and the people. Tax collection was a hard work.
They were all perishable goods which were inconvenient to transport and store. It
may virtually be said that Bhutan before 1960s lived in an awesomely strange period

10

of its own. Life was hard for every one but then they never knew there existed easylife. That was the charm.

2.2.1. Barter System

Barter was the way of life for Bhutan of early 1970. There were though limited uses
of coins as money, barter form of transaction was the predominant means.

The

"Commerce in Bhutan was traditionally carried out through a system of barter in rice,
butter, cheese, meat, wool, hand-woven cloth and other local produce". 5 Even the
trade with then Tibet and India were in barter.

(a)

Trade

For barter trade, Bhutan was blessed with climatic conditions that favored growth of
varieties of crops.

Pristine forests, too, provided many products for trade and

livelihood. The forests of then Bhutan can be compared to the grocery shops in
today's market. It provided everything people needed for sustenance of life - food,
shelter and clothes.

Whatever, there were things so basic in life and were not

available in Bhutan. One of such commodity was salt. People had to trade for salt
and like products with its only two trading countries - Tibet (now China) and India.

5

A Brief History of Currency in Bhutan. In http://www.rma.org. bt/aboutrma/currency. htm, Access
date June 21, 2006.
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The earliest trade was with Tibet. The trade with India started later. "Traditionally,
most foreign trade was with Tibet. By 1960, however, following the closing of the
Bhutan-China border and the development of closer ties with India, formal trade with
India replaced that with Tibet. Although banned by the Bhutan government by 1961,
barter trade with Tibet has persisted".
agriculture.

6

Tibet lived more on livestock than on

Its climate did not favor the growth of food cereals like rice except

buckwheat. Forests too were rare in Tibet. Bhutan bartered its rice and natural dyes
in Tibet for salt and wool. The salt from Tibet was actually not real salt. It was called
borex that had the characteristic of salt and lacked iodine. Due to borex many older
generation of Bhutan suffered with goiter, a disease caused by lack of iodine in the
salt. The trading place was Phera and the traders come there to barter their goods.
The trade be ween Bhutan and Tibet was a great one. They bartered for what other
did not have. Trade with India was salt and factory goods like clothes.

J857 (. l
Animals were of inevitable part of life in Bhutan. The animals like horses and yaks
were the priced possession and they were used for transportation in the barter
economy. "A complete list of the caravan might have included a hundred ponies
carrying food and clothes, two hundred people and ten mules carrying the tents. The
muleteers and the mules had the most rigorous job. The tents were packed after the

6

Trade. In http ://countrystudies.us/bhutan/38.htm, Access date June 15 , 2006.
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king left, but the muleteers had to overtake the main caravan to pitch the tents before
the entourage got to the next camping spot".

(b)

7

Hardship

The trade involved a lot of physical hardship and great risk of life. It was a man's job
unlike today. Woman looked after the house and the farms. Trade on foot often took,
for single trip, weeks and months on stretch. People went in a group of two or more
since the j ourney involved a lot of risks through dense forest, wild rivers, steep cliff
and harsh weather. There often was a risk of robbers and wild animals too. Goods
were carried on back whilst at the same time herding animals with goods along
difficult terrain. Often the trail was too narrow to let pass the caravan coming from
opposite s\de. It was all risks - risk of life and death. Always the night halts were in
isolated place with shelter under a tree or a cave. The day on good times begun with
breakfast of a humble porridge and ended with diner of another humble food. Often
they went without lunch. The dinner was prepared after a tiring day of rigorous walk.
There was no blanket or mattress to sleep. They slept only with their wearing clothes
and nothing except fire, fueled by abundance of wood around, to keep them warm in
cold weather. Such was the barter system of economy.

7

Karma Ura, The Hero with a Thousand Eyes: A Historical Novel (Thimphu: Centre for Bhutan
Studies, 1995), p. 206-207.
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2.2.2

In-kind Taxes

When there was no money medium, "before 1960, taxes were collected in kind and in
form of labor contribution".

8

In-kind taxes were extremely oppressive. They were

imposed arbitrarily without justifying the capability of the tax payers. The tax system
too was not uniform and it varied from place to place.

This variation of taxes

depended on what products were common to that place. For instance, people of Gey
Nyenkha village were taxed of pig iron as they were a community of ironsmiths.

(a)

Agents for tax collection

Taxes were paid to the officials in the local Dzong (e.g. people of Bumthang paid
their taxes to the officials in Bumthang Dznong) and Punakha. There were people,
suma, who paid taxes directly to one of the aristocratic families in Wangduecholing
and Lame Gonpa. Zongpon (Fort Governor) was the highest official in the Dzong
who look after the taxation in his jurisdiction.

(b)

Ncrr

Kind of taxes

In-kind taxes depended upon what the tax payers produced. They included whole
range of edible and non-edible things. For instance, during the Second King Jigme
Wangchuk (1926-1952) taxes included "foods grains like wheat, buckwheat and rice;
yak-meat and beef; mustard oil and butter; textiles of raw silk, cotton and wool; bark
of paper plants and ash; pig iron; lac; firewood and building timber; gun powder;

8

Taxation System in Bhutan, Historical Background. In http://www.mof.gov.bt/drc/taxation.html,
Access date June 17, 2006.
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animal feed and fodder (grass and hay); baskets, mats and ropes and leather bags and
pelts".

9

Tax in labor form was then very important to transport goods to the place of

consumption; husk the rice; look after the livestock; serve the officials; work in the
farm ; and work in construction. Labor tax known as mewang was imposed to guard
and clean the Dzongs. This kind of Labor Tax was known in medieval Europe as
well, where castles and military fortifications have been built by this form of forced
and taxed labor.

(c)

Tax payers

There could be, in a village, three types of households paying taxes. First, the trelpa
household paid full taxes to three authorities - local authorities of the Dzong, to
Punakha and to members of the aristocratic families. Second was zurpa (setting up a
new household) or moringmo (only females and no male in the family) and they paid
partial taxes to local authorities of the Dzong, to Punakha and to the members of the
aristocratic families. These two categories of tax-payers were subjected to taxation by
multiple sources of authorities. Third type was suma liousehold and they borne the
lowest tax burden. They became suma by declaring that they would like to pay taxes
directly to the aristocratic family. Once they were issued a letter of so by whoever
they approached, that had the power to remit their taxes and other obligations to
authorities and Dzongs, they paid taxes directly to the aristocratic families. Many
tried to become suma as they got sense of belonging to a certain powerful authority.
Many suma often climbed the social ladder by transferring their loyalty to the king,
the highest authority. They were found in Eastern and Central part of Bhutan.
9

Ura, op.cit., p.118 .
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( d)

Tax Burden

The tax burden was heavy and often people were crushed under it. The amount of tax
paid by a tax payer could be: "three hundred eighty five je (462kg) of paddy; 34
sangs (28 kg) of butter; 120 pairs of wooden shingles; 7 boobs of textile; sixty
baskets; 10 joey of bark for paper; 10 joey of ash; 100 joey of paddy straw; 300 joey
of dry grass; one Je of mustard; 5 je of dry chillies and 5 jaams of dry sliced
pumpkins.

\\JERS/

"As labour tax, every tax payer was obliged to husk over 360 je (over 432 kg) of
paddy .. . transporting over 1000 je (1200 kg) of cereal from one place to another,
besides being subjected to other kinds of labour taxes".

10

The tax burden varied from

place to place. For instance in Bumthang: there were two types 0f food grain taxes wangyon (blessing offering) and thobjab. This thobjab tax was not there in Kurtoe
and Mandue.

It was introduced much later there.

Wangyon did not bear any

correlation with the landholding or output. Thobjab was based on land holdings.
Three dres were paid as thobjab tax on a plot of land capable of producing twenty dres
of grain. There were annual and monthly butter tax - benda and khodrup. The annual
butter tax was levied according to the number of cows in the herd. Five sangs (1.5
kg) of butter was paid for each cow in a year. The annual butter tax was also not there
in Kurtoe and Khenrig Namsum. It was introduced later in these places with less
burden of three sangs a cow in a year. Every month, a geog in Bumthang had to
supply one hundred sangs of butter as montly butter tax and another one hundred
sangs of butter as monthly butter tax to Jakar Dzong. On account of beef animal tax,
10

Ibid., p. 1 15.
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each geog had to provide a certain number of bullocks every year. Each geog in
Bumthang paid ten bullocks for Trongsa Penlop, four bullocks for Jakar nyerchen
(store master), four bullocks for Jakar Zimpon (chamberlain) and one bullock
collectively for Jakar gorap (gate controller), tsanyer (fodder master) and shanyer
(meat master).

Another picture of. tax burden during in-kind taxes was depicted in the reply
submission (1946) made to His Maj esty by Khoma geog in Kurtoe in obedience to
His Majesty's writs whereby the king directly seeking from the people the accurate
details of each household's tax obligations:

'To the lotus feet of the most high golden throne of the ruler of the land, the Precious
kusho of the Dual System, who is the master of fortune and powe:t;:

'We the six tax paying subjects ofKhoma would like to submit the list of taxes levied
on each taxed person (head of the household).

'To begin with, tax payer Taula is levied one shey of butter for Punakha Domchoe
and Lhamo Domchoe (Thimphu Domchoe) and four shey of butter for Tshongjur.

'Further, on each trelpa (tax paying household) is levied five boobs (a boob of textile
is the length of the textile sufficient for the dress for a man or a woman) of textile for
Punakha Domchoe and Lhamoi Domchoe two boobs of textile, seven sangs of butter
as seemar and eight sangs of butter as tomar for Tshongjur; fifty two je of paddy
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towards the cost of one meat animal for Punthangpa (Desi of Shabdrung in Punakha);
fifty two je of paddy towards the cost of one bullock for Puthangpa; twenty je of
paddy towards the cost of one jatsa (castrated mithun); and fourteen je of paddy
towards the cost of one calf bullock. A calf bullock is also supplied collectively by
the serfs of Khoma to Puthangpa. When the monks of Trongsa move to Bumthang
from Trongsa, each tax payer delivers at Gyetsa in Bumthang five je of dry chillies
and five jams of sliced and dried pumpkin. In addition, each tax payer supplies some
amount of fruits, five je of green chillies and five jams of fresh pumpkin.
'The following are the taxes paid to the lower part (occupied by the administration) of
Lhuntsi dzong: forty je of paddy as wangyon; one large heap of firewood; sixty
baskets; ten joey of paper bark;twenty of ash; a hundred joey of paddy straw in the
eleventh

month~

three hundred joey of green fodder in the second month; one

rope; one bucket and trough for the tapon (chief of constable) of Lhuntsi; twenty one
je of paddy towards the cost of one pig for blessed Rainy Day festivity for the Khoma
Sasungpa (official based at Khoma) The chipon of Khoma is responsible for the
payment of one boob textile; one pitcher of araa and one bangchung (small basket) of
rice snacks towards the cost of tsendar and mdar (ceremonial standards) for the
Khoma Sasungpa. Further, each tax payer has to supply to Lhuntsi one hundred and
twenty zungs (pair) of shingles; and forty-six of paddy to make up for not raising a
pig for Lhuntsi dzong.

'As porterage tax (labour tax to move goods), each tax payer has to transport: forty je
of rice from Lhuntsi to Khomteng Lhakhang (a Tibetan settlement across the border)
and forty-four je of salt back from Khomteng Lhakhang to Lhuntsi; eight hundred and
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forty je of paddy collected as thojab tax from Takmachu area to Lhuntsi dzong; one
hundred and eighty je of paddy for trelpa households (full fledged tax payers), and
one hundred and twenty je of paddy for moringmo (partial tax payers) households
from Dromshong to Lhuntsi dzong.

'Moreover, each tax payer has to pay to Lhuntsi one shey of butter as tax for each
head of cattle and one je of paddy in lieu of another form of butter tax known as tsa
mar (butter which might have 'been exchanged with salt distributed by the Lhuntsi
dzong could have commuted to a butter tax payer).

Whenever there are double

months (e.g. two seven months which is possible in Bhutanese calendar) in a year,
each tax payer has to pay fourteen je of paddy and six shey of butter as entitlements
on account of the extra month to Lhuntsi Zongpon. Each tax payer pays twenty je of
paddy towards the cost of a pig for Lhuntsi Zongpon.
I.

'Each tax payer has to husk forty je of paddy (which is extremely time consuming

'Further, each tax payer pays to the upper part (occupied by the monk body) of
Lhuntsi dzong the following:four sangs of butter; one je of mustard; one hundred and
five je of paddy towards the cost of meat; twenty five je of paddy towards the cost of
one pig. Every six months, each tax payer ha sto husk one hundred and eighty je of
paddy. The six tax payers ofKhoma supplied collective two hides as hide tax.

~..!'.ASSUMPTION UNlVERSITY LIBRAll'
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' The drami (serfs) of Khoma collectively pay twelve shey of butter and thirty boobs
of textile. The serfs of Drakgong collectively pay twelve shey and two sang of butter
and twelve boobs of textile.

' Ugyen, moringmo household of Khoma, pays two sheys of butter and four boobs of
textile for Punakha Domchoe and Lhamoi Domchoe; one shey of butter, two matam
and one boob of textile for Tshongjur. Katala, zurpa (not a full-fledged tax paying
household) of Khoma pays one boob of textile and one shey of butter; twenty je of
paddy in lieu of labour mobilized for work on shifting cultivation land of the dzong;
and six zung (pairs) of shingles.

Katala has to transport as porterage tax three

hundred and sixty je of paddy from Takmachu to Lhuntsi and one hundred je of paddy
from Dromshong to Lhuntsi.

We are all liable also for dzongsel woola (dzong

maintenance labour). Wherefore, we - the tax paying subjects of Klio ma - submit for
.
. -~
• ' 11
your gracious
Irnormatlon
.

When looking at that time taxation, it gives a feeling that the people of Bhutan
worked half their time not for their livelihood or welfare. They worked to pay huge
taxes to sustain the officials of the Governme,nt. But then it had to be as there was no
revenue generation like today by exporting the natural resources or foreign aid.

2.2.3

Tax Reforms during In-kind taxes

Second King recalled that his father, First King Ugyen Wangchuk (1907-26), wanted
the tax burden to be lowered and made equitable throughout the country. He knew

11

Ibid., p. 112 - 114.
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that people in some part of the kingdom were crushed by the weight of the tax system
and he voiced the concern of it. 'All that accrues to me is the butter tax. I was not
aware that my people have been paying so much taxes in terms of both commodities
and labour. Dzongkhags have absorbed a lot by compelling my people to pay too
many taxes. Who are ones to consume these taxed goods? This must be accounted
.c. ' 12
1or.

He issued writs directly to the people seeking accurate details of each

household's tax obligations.

The writs asked them to send their replies without

consulting any officials in tlie D zongkhag who might make the report biased. He
undertook a huge task of reforming the tax system. The first tax reform was initiated
in Bumthang Dzongkhag (district). Once the tax system in Bumthang was made
equitable and uniform among geogs and households, the work was started in Trongsa
Dzongkhag and then gradually continued in the rest of the country.

(a)

Changes in Taxes
INcrr

The major steps undertaken to reform taxes were (1) abolishment of many offices that
drained on the rural economy, (2) reduction in the number of staff maintained on inkind taxes (3) regulation of admission of monks maintained on in-kind taxes (4)
equitable and uniform taxes among geogs and households, (5) and, severe punishment
for those who infracted tax limit.

Offices like dungpas were gradually abolished

which had no deleterious effect on the national interest but were of a huge tax burden.
"In Bumthang alone, there were three dungpas.. .. All three posts were abolished to

12

Ibid., p. 111.
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cut down the labour requisition and in-kind taxes"

13

Once the post of Zongpon (fort

governor) fell vacant, Dzongtsabs (in-charge) were appointed instead of full-fledged
fort governor. The number of attendants working for an official was also limited who
were fed out of the in-kind tax resources. Certain norms for food allowances for
various officials were applied to estimate the amount of tax reduction. Monks, as
today, were maintained at the State's cost. "Nyerchens were responsible for boarding
and lodging of monks in their respective dzongs.

. .. admission into the Gendup,

Rabdey and Rabjung were meticulously controlled and restrained because of its
14

implication on in-kind taxes which had to be generated to support them" . These
reforms were introduced after comprehensive study of the multiplicity of goods and
labour services requisitioned in various parts of the Dzongkhag (e.g. tax reform in
Bumthang was introduced after study of the taxes levied in Bumthang Dzongkhag) by
both district and sub-district functionaries.

0

(b)

Implementation

1j>.

NCrT

0

~

A

SINCF1969

The tax reforms were communicated to the officials and tax payers through a circular
called Cheta Kasha. Cheta Kasha was written on a big writing material. "Each Cheta
Kasha ran to four big square pages of bark paper, measuring 2.5 feet by 2.5 feet"
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It contained detailed information on the reduced tax liabilities in terms of both labour
and goods. Scores of Cheta Kasha were issued jointly to dungpas and the people.

13
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Ibid., p. 125 .
Ibid., p. 136.
Ibid., p. 126-127.
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The reforms had reduced the tax burden on the people and made taxes less iniquitous.
However, the reform of the tax system could not be completed during the second
king's reign.

2.3

Bhutan and the Transition

Things changed radically when the Third King Jigme Dorji Wangchuk (1952-72)
came on the throne. The reign of the 1'hird King can be called the transition period from traditional economy to modem economy.

The capital was moved from

Bumthang to Thimphu. From this new capital the process of modernization started.
Many institutions, including the National Assembly, were established.

These

institutions strengthened the government and enhanced the capacity for developing
the country.

A Council of ministers was appointed for the first in the history of

Bhutan. Diplomatic ties were established with many countries and it was a historic
moment when Bhutan became member of the UN on September 21, 1971. Many
Bhutanese childreilc,_ were sent abroad to study.

In J 962, the motor road was

constructed that connected Bhutan with the Indian boarder. It had great impact on the
socio-economy of Bhutan.

The Third King continued with the tax reforms left unfinished by his father. Taxes
too were gradually monetised. The Speaker in 1972 addressed the National Assembly
Session: 'The chief sources of hardship for people in the olden days were the heavy
taxes in terms of both labour and material resources. The burden was inequitable:
severe for some and trifling for others. Taxes were made equitable and uniform, and
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lowered to one quarter of what people used to pay. For convenience, by 1968, in-kind
taxes were fully commuted to cash taxes, which were uniform and equitable.
Conscripted labour tax was completely abolished.

Moreover, as all of you will

remember, in the last session of the National Assembly, His Majesty declared that
taxes on (rural) people may be reduced, but never increased' .

16

The country

underwent a sea change towards development - from non-monetary to monetary
economy. Today Bhutan is a social welfare State and the people owe gratitude for
everything to the monarchs.

ROr1t

ABO
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Ibid., p. 285.
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Chapter 3

Bhutan and the Monetary Economy

3.1

Background

History reveals that the concept of money was there in Bhutan long ago. Bhutan first
began to produce coins in silver towards the end of the 18th century, mainly for use in
trade with the plains of India. These were followed by coins struck in alloyed silver,
copper or brass, which were used for minor local purchases. These pieces, known as
"Ma-trum" or "Chhe-trum" were struck by several local chieftains, rather than by the
central government. Coin production continued into the 20th century under the reign
of the First King (1907-26), who gradually improved the quality of striking. In
1928/29, during the reign of the Second King (1926-52) fine machine struck silver
and copper coins were introduced into circulation, marking the beginning of modem
coinage in Bhutan. However, throughout this period the use of coins remained
limited, and barter remained the predominant means of carrying out transactions, and
even government officials were paid in kind, rather than in cash. In the mid 1950's,
during the reign of the third King, Druk Gyalpo Jigme Dorji Wangchuck (1952-72),
the economy gradually started to become more widely monetised, with further issues
of "silver" coins. In 1968, the Bank of Bhutan was established as a further step
towards full monetisation. By this time most salaries were paid in cash, rather than in
kind.
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Monetary reform commenced in 1974, during the reign of the present King, Druk
Gyalpo Jigme Singye Wangchuck, with the issue by the Ministry of Finance of the
first bank notes in 1974 coinciding with His Majesty's Coronation. The unit of
currency was accordingly standardised with 100 Chhetrum being equal to 1 Ngultrum.
In 1982 the Royal Monetary Authority of Bhutan (RMA) was established to act as the
central bank of Bhutan. The RMA commenced its operations in 1983, when it
assumed liability for all notes and coins previously issued by the Ministry of Finance.

3.2

Institutions

Institutions for monetary function were established. They are Ministry of Finance
(MoF), Royal Monetary Authority (RMA), Bank of Bhutan (BOB), Bhutan National
Bank (BNB), Bhutan Development Finance Corporation (BDFC),
Corporation of Bhutan (RICB) and Pension Board.

oyal Insurance

While MoF and RMA are

regulatory bodies on monetary, others are monetary service providers both for the
government and the public. Fallowin g the achievement of UN membership in 1971,
Bhutan gained seats in the majority of UN's specialized and related agencies,
including the International Monetary Fund and the World Bank.

It also has

established relation with the Asian Development Bank and the European Community.
It is worth and relevant to quote here the World Bank's 1989 appraisal: 'Coming late

to the development scene, Bhutan was eager to avoid mistakes committed elsewhere.
Although strongly dependent on foreign aid, it was determined to follow its own set
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of priorities, keep public finance on an even keel, build up a well trained but lean
bureaucracy, and prevent environmental damage from over exploitation of the forests
or uncontrolled growth of tourism. To help avoid further mistakes, the government
used traditional social institutions and involved people at the local level in planning
and implementation for their own district, subdistrict, or village. As a result of these
factors development in Bhutan has been remarkably free from seeing economic,
social, or cultural disrupt ion'.

3.2.1

17

Ministry of Finance

The Ministry of Finance is the highest body in the government that deals with the
monetary policies of the country. It is also the body that liaises with other countries
and institutions with regard to financial matters. The Ministry is headed by a Minister
who is assisted by the permanent Secretary.

There are 5 Departments under the

Ministry each headed by a Director General or Director. The Departments are the
Department of Revenue and Customs, Department of Debt and Aid Management,
Department of Budgets, Department of Public Accounts and, Department of National
Properties. The Minister is also the Chairperson of the Planning Commission.

17

Role of the Government, Planning and Reform . In http://www.countrystudies.us/bhutan/32 .htm,
Access date June 27, 2006.
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Most foreign-exchange transactions once handled by the Ministry of Finance were
now delegated to the Royal Monetary Authority in 1985.

3.2.2

Royal Monetary Authority

The Royal Monetary Authority was established in 1982 to serve as the central bank of
Bhutan. It is responsible for issuing currency, implementing monetary policy,
coordinating financial institution activities, and holding the government's foreign
exchange earnings. Among its initial duties was the administration of financial
assistance to rural development, a duty later delegated to the Bhutan Development
Finance Corporation when it was founded in 1988. Over the years, the RMA has
been involved in the process of building the institutional and operational framework
for the purpose of assuming an increasingly active Central Banking role. Furthermore,
commensurate with its mandate, the RMA was also actively involved in strengthening
the Country's Financial Sector. In 1993 the RMA organised the establishment of the
Royal Securities Exchange of Bhutan to begin a small capital market for the purpose
of facilitating public participation in the holding of securities of public and private
companies.

3.2.3

Banks

The Bank of Bhutan, the nation's first commercial bank, was established in 1968 as a
joint venture with the Chartered Bank of India, which owned 25 percent of the bank.
In 1970 the State Bank of India took over the Bhutanese assets controlled by the
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Chartered Bank of India. Since its establishment, the BOB's board of directors has
been composed of key officials from the economic ministries and departments and
two officials from the Indian banks. The bank was restructured in 1971. To ensure
that it would have sufficient funds at its disposal, government departments were
required to deposit all of their accounts with the government-run bank until 1982,
when the Royal Monetary Authority was established. Since 1982 the Bank of Bhutan
has served as the retail banking agent for the Royal Monetary Authority. It has its
branch offices through out the country. Among its retail banking activities was the
issuance of rupee-denomination travelers' cheques started in 1974. Subsequently,
another BNB was established to meet the needs of the monetary activities.

3.2.4

Other Institutions

-

~

Non-bank financial institutions were set up as part of the economic modernization
process. In 1988, Bhutan Development Finance Corporation (BDFC) was established
to take over the administration of rural financial assistance from the RMA. BDFC
rendered loans for improving farmlands, acquiring livestock, and meeting short-term
and seasonal requirements. Some of the funding for BDFC came from the Asian
Development Bank, including an initial US$2.5 million loan for the expansion of
small and medium sized private-sector industrial development. In 1991 BDFC was
privatized. Royal Insurance Corporation of Bhutan (RICB) was established in 1975
to offer insurance facility in the country. For individual savings, the Unit Trust of
Bhutan (later converted into BNB) was established in 1980. The trust channeled
invested funds, for which it issued shares called units, into industrial and commercial
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development.

Pension Board is also established m 1990s.

They, as part of the

monetary system, served nation well.

3.3 Legislation

National Assembly is the highest legislative body in the country. Since its inception
in 1952 there convened 85 sessions so far (last session in June - July, 2006). Many
laws were then enacted by the National Assembly including laws on monetary and
taxation methods.

3.3.1

Legislation on the Monetary

Article 14 of the draft Constitution is dedicated to Finance, trade and commerce.
Among many provisions laying down what to do with the monetary system and
commerce, Article 14 (7) specially enshrines, "A minimum foreign currency reserve
that is adequate to meet the cost ofless than one year's import must be maintained".
" I
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The first monetary legislation was the Royal Monetary Authority Act which was
endorsed as law by the National Assembly in 1982. This Act gave birth ofRMA that
brought many positive changes in the monetary system of Bhutan. The main features
of the Act are to regulate the availability of money and its international exchange; to
promote monetary stability; to supervise and regulate banks and other financial
institutions; and to promote credit and exchange conditions, and a sound financial
structure conducive to the balanced growth of the economy.
18
The Constitution ofthe Kingdon of Bhutan (Thimphu: Royal Government of Bhutan, 2005), p. 21.

30

Subsequently other laws were enacted to supplement the Act.

The Financial

Institution Act was enacted in 1992, Foreign Exchange Regulations in 1997, and
Prudential Regulations in 2002. These laws encompass all the policies and regulatory
power on the issues of monetary. Bhutan now has capacity and conveniently deals
with other international financial bodies like Bank of International Settlement and
other.

3.3.2

Legislation on the Tax

ERS/

After the introduction of monetary economy, taxation was also monetised. But, the
legislation on taxation took fairly a long time till the Income Tax Act of the Kingdom
of Bhutan was first enacted in 2001.

Before this legislation, taxation was done

through administrative circulars issued by the Department of Revenue and Customs.
Rules were subsequently framed for the implementation of the Act. The purpose of
the legislation is explicitly stated in the Preamble· of the Act: "to promote social
justice, general welfare and the adoption of a tax system that is fair, uniform,
equitable, efficient, and just, thereby securing equal distribution of wealth, financial
sustainability, growth, progress and prosperity" .

19

The mean features of the Act were

identification of the tax payers, tax liabilities, and procedure of taxation and default
penalties.

Bhutan does not have Double Tax Agreement (DTA) with any country. There was of
DTA with India but it is yet to materialize. In the recent National Assembly in JuneJuly, 2006 a multilateral agreement was ratified to ensure that professors, teachers,
19

Income Tax Act of the Kingdom of Bhutan 2001 (Thimphu: Royal Government of Bhutan, 2001),
p. 1.
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research scholars and students/trainees of any SAARC (South Asian Association for
Regional Co-operation) country residing in any other member country is not taxed
. twice by both countries. It is said, "resident of a SAARC member country working in
another member country would be taxed only by the home country of the resident and
not by the country where he is residing. Thus, 'double taxation' could be avoided".

20

The tax seen important, it is enshrined in the draft Constitution of Bhutan.

Draft Constitution

3.4

\\J ERS/r,

Article 14 of the draft Constitution contains provisions on the State's finance and
taxes.

A little about the draft Constitution is pertinent here before Article 14 is

analyzed. The Constitution of Bhutan was entrusted to the Drafting Committee of
thirty nine members representing people from all parts of Bhutan, the Royal
Government and the Clergy on November 30, 2001. The first Draft was submitted to
His Majesty on December 12, 2003. It is said to have been drafted referring more
than hundred others Constitutions. Whatever, the drafting of the Constitution was not
influenced, in any way, by any othen Constitutions.

It may be said that the

Constitution was drafted on its own that was believed to serve Bhutan well. After the
first draft was produced, the experts on Constitutions were consulted. The final draft
of today was then distributed to all the people in the country for their views. His
Majesty and the Crown Prince led the consultation of the draft Constitution with the
people in all twenty Dzongkhags. It is now to be tabled in the National Assembly in
2008 for debate and enactment.
20

SAARC teachers, scholars will not be taxed twice. In
http://www.kuenselonline.com/modules.php?name=N ews&file=article&sid=7201, Access date July
14, 2006.
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Article 14 (1) states, "Taxes, fees and other forms of levies shall not be imposed or
altered except by law"

21

.

It may be interpreted that in the Constitutional Bhutan taxes

levying will not be at the whims and caprices of the government. For any change in
taxation, increase or new income liabilities, it has to be done with law. That means it
is the people who will decide whether the change is appropriate or not through their
elected representatives in the National Assembly.

At the same time, the people cannot arbitrarily reject the proposed change in taxation
by the government. People can only decide and reject inappropriate taxation, but are
obliged to endorse the proposal which is necessary in light of Article 14 (6) of the
Constitution. Article 14(6) provides, "The government shall ensure that the cost of
recurrent expenditure is met from the internal resources of the country".

22

This

provision gives the government the ground on which the taxes may be increased or
imposed. A care is also being taken that the government does not misuse Article
14(6) by incorporating Article 14(5). It requires the nroper management of the public
finance by the government. Therefore, accountability of the government is demanded
on the use of the public finance. Article 14 (5) reads, "The Government shall exercise
proper management of the monetary system and public finance. It shall ensure that
the servicing of public debt will not place an undue burden on the future

21
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The Constitution of the Kingdom of Bhutan, op.cit., p. 21.
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generations" . It mandates the government to manage the monetary system efficient
and the taxation done in just and equitable manner.

Nonetheless, people can't challenge the taxation, which is endorsed by their
representatives, through National Referendum. Article 32 (3) states, "A referendum
shall not be held on the question of imposition, variation or repeal oftaxes".

24

3.5 Policy

GNH - the Gross National Happiness is the central development policy of the Royal
Government of Bhutan. All other development policies are geared towards achieving
GNH. The monetary and tax policies, too, are formulated in that direction. GNH is a
development concept that endorses balanced and holistic (both physical and mental
being) approach to development.

Bhutan attempts to provide an enabling

environment for GNH through a set of policies in four key areas:
(1) Sustainable and equitable socio- economic development
(2) Conservation of environment
(3) Preservation and promotion of culture and
(4) Promotion of good governance (Transparency, accountability and efficiency)

The monetary policy of Bhutan is, in near future, able to finance its development
activities entirely from its resources and have to be sustainable. "The principle of
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sustainability must pervade all our thinking on the future development of the
kingdom".

25

These policies are vigorously pursued through the financial institutions

to stimulate the economic growth of the country.

The tax policy is formulated in the same vein as that of all other policies. While
raising revenue for self sufficiency for finance, it is to nurture an egalitarian (citizens
with equal rights) founded on the principles of justice, harmony and unity.

A

progressive tax system with extended tax base is adopted to contain the growth of
income disparities. The policy is also sees that no punitive rates are imposed on the
most talented and able entrepreneurs.

3.6

Tax Reforms

It was in Trashigang Dzongkhag in 1955 that the in-kind taxes were for the first time

commuted to cash taxes (coins).

This was followed by monetization of taxes in Haa

and then gradually all over the country.

The monetization of taxes was finally

adopted throughout the country only in 1968. Today, there still existed pockets of
region that paid taxes in kind. As taxes in kind were gradually phased out, it was
replaced by nominal monetised tax on land, property, business income and
consumption of goods and services.

(a)

25

First Major Tax Reform in 1989

Bhutan 2020, op. cit., p. 45.
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The first major tax reform was undertaken in 1989 to take stock of various tax
measures; develop a coherent and rational tax system; establish a system of tax in
fair, equitable and efficient manner that minimises the need for frequent change; and
fully document the system in a way that promotes tax payer awareness.

The main features of the reform were:

•

BIT on net profit replaced 2% turnover tax

•

Export income exempted

•

Plant machinery exempted from sales tax and import duty

•

other nuisance taxes were abolished

(b)

Tax Reform in 1992

The second ax reform was undertaken in 1992 soon after the first reform. This time,
it was to rationalise and streamline/simplify the procedures in line with the
development objective enshrined in the 7th Five Year Plan (FYP). The reform was
guided by the principles of:

SINCE1969
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•

Rationalisation of tax structure

•

Expansion of tax base

•

Promotions of savings and investments

•

Correct trade imbalances

•

Ensure equity

•

Simplify administrative procedures for compliance and transparency

This reform has brought uniform and equitable taxation.
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(c)

Tax Structure

The tax structure of Bhutan, like in other countries, can be identified as direct and
indirect taxes.

The direct tax includes urban and rural taxes.

The 2005 national

census shows that 69.1 % of the people live in rural areas. They form the greater
population of tax payers, though the collection from them is insignificant. Rural taxes
are levied on land, house and cattle. The indirect taxes are Bhutan Sales Tax (BST),
Customs Duty (DT) and Excise Duty (ET).

(d)

Agents for Tax Collection

Department of Revenue and Customs, under the Ministry of Finance, has a Division
called "Tax Administration Division".

This Division is entrusted with the

responsibility to form ulate policy, draft legislation and guidelines; ensure a uniform
and fair approach in taxation matters across all regions; interpret and clarify existing
legislation, rules and regulation; develop and compile performance indicators for
monitoring

*

0

and

evaluation

purposes; deal with appeal and tax dispufes cases whether received directly from the
taxpayers or refereed by the regional offices; monitor the regional offices with regard
to assessment and collection of taxes; notify the public of changes in rules and
procedures and promote tax awareness.

There are 6 Regional Revenue and Customs Offices established for efficient taxation.

The Government Departments/Agencies with substantial revenue collections are
nominated as revenue agencies responsible for collection and deposit of government

37

revenue like tax deduction to be done at the source. The collections are deposited in to
separate Bank Account styled RGR Accounts maintained in the respective Bank of
Bhutan. However, those agencies, which are not allotted with RGR accounts are
required to deposit their collections in the nearest Regional Revenue & Customs
Office. There are, as of now, more than 300 Revenue Agencies responsible for such
collection .and deposit of revenue.

The Dzongkhag and Dungkhag Authorities are responsible for assessment, collection
and deposit of rural tax in the RGR accounts allotted to them. There are 201 Geogs
under 11 Dungkhags and 20 Dzongkhags. In case of rural tax collection the gups
(village leader) use Rural Tax Receipt unlike other revenue collections where revenue
money receipt is used. At present there are 29 rural tax officials working in various

r.2::lt

Dzongkhags and Dungkhags.
eRIE'L.
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3.7

Comparisons w ith the EMU
Nert
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The Economic and Monetary Union (EMU) of the European Union (EU) was
conceptualized with the idea of "One Union, One Monetary System". EU today is a
body of 25 nations with future scope for expansion. Of the 25 member countries,
only 12 of them are able to adopt one currency. The diverse economic policies and
monetary systems of member countries often impede the purpose of a Union. In 1979
the European Monetary System (EMS) was set up to integrate the different monetary
systems of the EU members. This interest grew largely in response to the increasing
instability in the international system and the perceived need to insulate Europe from
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the vagaries of the US dollar. Though EMU was critiqued " ... an economic means to
a political end, rather than an end in itself'

3. 7.1

26

finally gave way under market pressure.

Similarities

At first, one could think there is no possibility or even no sense of in comparing
Bhutan' s system and history with the EMU. But there is on the contrary an important
fact to identify, namely if there are some fundamental issues which apply generally
notwithstanding what kind of country is involved.

(a)

Monetary System

There are a few commonalities worth noting, among many, in between the EMU and
the Monetary System of Bhutan. First, the central objective of the systems is same social and economic prosperity. Second, there is one supra regulatory authority in
both, European Central Bank (ECB) in the EMU and the RMA in Bhutan. Third,
single currency for their system was the truth.

Though EU member countries have

their own currencies, they are gradually integrated into the EMU of one currency.

(b)

Tax System

26

Helen and William Wallance, eds., Policy - Making in the European Union,
University Press, 1996) p. 292 .

3rct

ed. , (Oxford: Oxford
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The tax systems of the EU and Bhutan share a few fundamental similarities. In
principle, tax policies are non-discriminatory and equitable in both. The Single EU
Act says, " ... article 95 imports the principle of non-discrimination into the field of
taxation of imported goods. Taxes on such goods can be levied, but only in the same
measure as the internal taxes on similar goods" .2

7

There is in both the systems the

essence of justice. For instance, article 95 of the Single European Act provides that
any refund of internal tax in respect of exported goods shall not exceed the internal
tax imposed upon such goods whether directly or indirectly. Article 97 of the Single
European Act

state s~

" ... a single tax on imports according to products or groups of

products. By the same token, tax refunds on exports should be subject to uniform
average rates".

3.7.2

28

Contrasts

ROT1t

There are a few major contrasts between the two systems. Unlike Bhutan, the EU was
formed for more important purposes than merely for economic prosperity. The main
aim was formed for the unification of Europe with the hope to prevent another world
war.

(a)

Monetary System

27

..
th d
d
D.Lasok and J. W.Bridge, Law and Institutions of the European Commumt1es, 5 e . (Lon on:
Butterworths, 199 l ), p. 530 .

28

Ibid.

40

EMU is an advanced and complex system while Bhutan's system is humble: (l)
"EMU imposes strict rules about government deficits".

29

A member state can't print

money to cover up the deficit. While Bhutan too is careful of the government deficit,
there never are such strict rules. (2) There is no such "no bail out" rule in the
Bhutanese system which is the cardinal rule in EMU. It is said that "One member
state will not be responsible for the public indebtedness of another".

30

(3) In the

EMU there is no common fiscal policy. A member state has to tackle its situation by
domestic measures. But then there are external constraints on it. (4) The fulfillment
of convergence criteria for single currency by the member state in the EMU is
unreality in Bhutanese system.

(b)

Tax System
ROT:

RI I.

The fundamental contrasts between the two tax systems are: First, it was never the
objective of the BU to have a uniform tax system through out the Community. It only
wanted to harmonize the tax system relevant to the Common Market. On the other
hand, Bhutan's tax system is uniform through out the country. Second, all member
countries of the EU are free to determine their rates of tax and exceptions which is
alien in Bhutan system. Third, there is in principle a common value added tax (VAT)
assessed on a uniform basis in the EU system. VAT is not there in Bhutan. Fourth,
the tax provisions of the EU are "relative to the free movement of goods, persons,

29
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Andrew Duff, Reforming the European Union (London : Sweet and Maxwell, 1997), p. 25 .

Ibid.

41

services and capital"

31

while the tax provisions of Bhutan covers everything. Fifth,

the penalties for tax offences are subject to national law of the member countries
which is not so with the tax system of Bhutan.

3.7.3

summary

The two systems though exist to serve two different conditions are in many ways
fundamentally similar because of the same central purpose - social and economic
prosperity. They are also in many ways different because of the nature (complexity)
of the body. Whatever, they have both gone through their own share of difficulties to
reach where they are today. In the case of Bhutan, the difficulties encountered were
merely due to the illiteracy of the population. EMU encountered greater obstacles the two major obstacles were the (1) public opinion and (2) the divergent economies
of the member states. The public resisted for single currency as they perceived their
currency the national symbol of sovereignty and identity. United Kingdom did not
agree to single currency though it q_ualifies. Others, they simply could not qualify at
the moment.

31

Lasok and Bridge, op.cit., p. 529
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Chapter 4

Analysis of the Problems

This Research Paper is done somewhat different from the traditional practice of such
scope of the research requirement. Unlike the usual practice of picking up a legal
problem or two and analysing them, the Paper studies the subject topic in nutshell the
whole. Therefore, the contents of this Chaeter 4, besides legal problems, studies the
problems associated with the system in whole.

4.1

Population of Old System

Swift changes had taken place in the history of Bhutan in a short period.

The

development changes have over taken many traditional ways of life. The majority of
the population find difficult to cope with life in an environment which has changed
drastically. This situation has created what many

te~d

"old wine in new bottle".

They are resistant, especially in remote villages, to accept the changes and many more
are unable to adopt the changes even if they want. This factor impedes the efficient
implementation of the new system though the good signs are showing with the
passing time.

4.2

Education

43

People in those days of Bhutan perceived education not important. Modern education
was introduced much later. People who studied in monastic education were purely to
pursue faith in the religion. "For the vast majority of people, however, education was
either simply unavailable or a luxury that had no place in family survival strategies.
32

Few Bhutanese were able to read or write, and most of those who could were men" .

It was not until 1968 that the first 20 Bhutanese completed high school education

within the country. Given this scenario, the implementation of the new system was a
Herculean task.

People, with no education, are not able to grasp the benefit of

changes introduced. For instance in 2003, the members of the National Assembly in
81 Session made the PIT on the highest income level to 15% from the proposed 25%.
They thought that the Royal Government was putting burden on the people while they
have not realized only a handful of people in Bhutan will pay that t~ . It was too late
when they realized it.

4.3

or,.,,
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Small Society
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The Bhutanese society is small and every body knows every one. The national census
conducted in 2005 showed the population of Bhutan 634,928

33

(just over half a

million). People are related to each other in many ways through blood and marriages.
There is a joke which says that if the relation is counted, it would go round and round,
that even your mother/father becomes marriageable. This joke shows how complexly
the Bhutanese society is intertwined.
32
33

While there were many advantages of small

Bhutan 2020, op.cit., p. 16.
Population and Housing Census Report. In http://www.bhutancensus.gov.bt/census_results .htm
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society, there were also disadvantages. Enforcement of laws was always difficult in
such society. Breach of tax law and other monetary fraud could not be enforced
effectively. Even if the action was taken, it delayed due to involvement of many
unwanted people in the case.

4.4

Topography of the Country

Bhutan is a mountainous country. The population were scattered along the habitable
terrace of the country often inaccessible to communication and transportation
facilities.

The collections of rural taxes which are done at the door-step for the

convenience of the people were tedious and time consuming. Often the information
on the tax collection date communicated was miscarried. Taxes on import and export
taxes were mostly evaded due to porous border with India. The Royal Government
was not able to construct check posts at the borders that would prevent the goods
bypassing the check posts.

Construction of check posts at the borders that could

control effectively the entry and exit of goods were difficult in the mountainous
topography. This is a concern eeds to be viewed seriously by the authority.

4.5

Generosity and the Mentality

Bhutanese were by nature generous people. This generosity was costing a lot to the
nation as a whole. In fact, the authorities were sometimes too generous to be ruinous
to the nation. Often the tax evaders and the violators of monetary system were let go
free with reprimand besides the strong law in place. If penalized, it was so lenient
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that the punishment did not at all commensurate with the offense committed. There
was also a mentality that often dictated people's thinking that anything belonging to
government was not theirs. This mentality was really causing impediment to the over
all development of the country in general and in specific the monetary and tax system.

4.6

Buddhism

Buddhism is more a way of life than a religion in. Bhutan. It is about forgiveness and
compassion - always do others the good at self sacrifice. This indoctrination in the
psyche of the people poses inability in the implementation of good policies. The
legislations on tax and monetary were not bad, only the lapses are at the implementing
level. Often violators caught were sent off with "chances". Always there were 3
chances - first, second and third. This approach by the dealing authorities never let
the people take anything seriously. Except grave offenses, minor are let off with
reprimand not to repeat again. Even the grave offences were not penalized as needed.
This is one concern that may take time to get rid off slowly.

THE ASSUMPTION UNIVERSITY LmRA11
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Chapter 5

Conclusion and Recommendations

5.1 Conclusion

Treading down the historical lane of monetary and tax evolution of Bhutan to where it
stands today, with a side look at similar system of EMU, it gives one the confidence
to infer "so far, so good". It confirms the truth that dog gives birth to dog and cat to
cat. No matter for how small a country and in what envi ronment the system is
evolved, it always evolves into as it would any where. The comparative studies of it
with the EMU system, a Union so giant and advanced, show that. One principle is
general: that taxation has to be just and equitable in principle. The studies also show
that good things in life come with the price. To achieve this level of the monetary and
tax system, both the government and public had to undergo much hardship.

It was not

over night work. The monetary system is simple and efficient. The tax system too is
equitable and just.

These are definitely the signs that affirm the system is in

consistent with GNH policy of the government. Change is the only permanent thing
with time. There are still rooms for improvement in the system. Implementation part
needs concerted effort and attention.

5.2 Recommendations

There was so far no fundamental complaints/disputes ensued with regard to monetary
and tax system. Any cases encountered were due to the lapses of the people. The
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people themselves accepted theirs fault. Nonetheless, the system is not flawless. It
can be improved. The following recommendations are worth proposing:

(a)

Implementation

Every time there was a case, it was of a similar story. Tax payers, except rural tax,
had to pay their taxes in time to the authority. Besides the existence of provisions for
severe fines for late payment or non-payment, often people default timely payment.
And often the defaulters could go unpunished or with nominal penalties of fines. For
the good of monetary and tax policies, authorities need to implement the system in
accordance with laws.

There are laws well in place and they need only to be

followed.

(b)

Border check posts
AB

NCIT

Almost everything, even a match stick, Bhutan needs to import from outside. 90 plus
% of our imports were from India. There was an understanding that whatever Bhutan

import from India, India Government will refund 60% of the value of goods. This
assessment was based on the records of the import at border check posts. The Royal
Government could not at many points of check posts put up check posts that
effectively control the goods. People often take other outlets, other than check posts,
to evade the taxes.

This evasion is costing Bhutan a lot of revenue.

Therefore,

concerted effort and investment is needed to come up with proper check posts.
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(c)

Awareness

Division of Tax Administration was doing a good job in the public awareness
campaign on taxation.

But, they need to realize at what time, what awareness is

appropriate. Just now they were propagating only the existing tax system. They have
not done same with what changes are in pipeline. This need is pertinent to let people
know the logic and benefit of changes in propose. These lapses caused a great loss to
the nation when proposal or higher rate of tax on income of individual of certain
amount was reduced drastically by the people's representatives in the National
Assembly. Therefore, awareness of objectives and consequences of new tax proposal
need same awareness campaign.

(d)

Review of the system
f,RI I.

Complacency is one that eats up the system anywhere. The Royal Government is
delegated with the legislative aut?ority to frame rules- and regulations both for the
monetary and taxation under the Acts enacted by the National Assembly.

This

opportunity should constantly be utilized by the authority, which at the moment does
not seem to be done. They were more involved in collection works than reviewing
the system sometime.

(e)

DTA
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Bhutan does not have DTA with any country. As Bhutan is interdependent on trade
with other countries, it is time that it has DTA with other countries, especially with
India, Bangladesh and Thailand for these are the countries Bhutan mostly trade with.
Of course, the DTA among SAARC countries confining only to scholars was
endorsed by the National Assembly in July 2006 Session.

(f)

Personal Income Tax (PIT) Rate

Bhutan was traditional an egalitarian society in which difference between rich and
poor were never pronounced.

There were a lot of opportunities with late

modernizations and few people grasped those opportunities. Though reliable data are
not available, evidence suggests that income disparities appear to be on the increase.
For progressjve taxation, the tax rate at certain level above must be increased. Today,
the highest i ncome group does not pay more than that of the general income group.
To contain social discontent, the leaders need to look at this disparity. In comparison
with the harmonization of taxes in the framework of the EMU, it is fundamental that
there is a progressive tax - justice: it;neans that he who earns considerably more has
to pay higher taxes. A small income will perhaps be taxed with 15%, a millionaire
with45 %.

(g)

Penalties for rural tax collectors

Given the nature of our nation set up, there are taxes which need to be collected at the
door step of the tax payers.

Villages were grouped into geog (block) for
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administrative purposes.

Each geog might consist of 5 to 10 or more villages

depending upon convenience. Each geog is headed by a Gup (leader) elected among
them for a tenure of 3 years. The tax called the rural taxes is collected by the Gup.
From one village to another takes him few hours to a day's walk. Often before he
could deposit the rural taxes into the government accounts, he exhausted them. There
was neither dateline for him to deposit the taxes collected nor penalties for misuse.
This loopholes need to be addressed.

(h)

Education

The national census conducted in 2005 shows that 69.1% are rural and only 33.1% is
34

urban out of 634,928 populations . There is quite a portion of this population alive
born and grown up when there was no education system in Bhutan. There are more
again who missed the education under many circumstances. If the monetary and tax
policies are to be achieved fully, this group of people must be educated at least to the
level of literacy where they can read and write. The government policy of education
for all must be strengthened.

Non-formal education also is further improved. Little

about non-formal education was that it was introduced so that people who missed the
education could learn now. Royal Government posts a teacher in each village who
takes classes at night every day for two hours or more. People are to attend the
classes and be literate at least to read and write the basic things like receipts and so
on.

34
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