
 
   

 
 
 
May 30, 2012 

Bhutan’s reserves ought to be in Rupee  

    

Although the spending was debt finance, if the government was spending on high 
return investments, Professor Joseph Stiglitz said the country’s balance sheet was 
improving. 

Sometimes, he said, putting the economy into balance required increased government 
spending. 

Taking the most conspicuous example of how Bhutanese spent excessively in 
purchase of cars, he said one remedy was high taxes on automobiles to discourage 
private cars, especially luxury ones, and using some of that revenue to expand public 
transportation. 

“Such a shift can lead to overall better economic performance, but this would require 
expanding government spending,” he said. 

In relation to that, Prof. Stiglitz then spoke about reserve management, and how it was 
related to necessary purchases. 

Reserves, he said, were there to manage any short-term economic volatility. 

“Size of reserves should be focused on essentials,” he said. “Countries can easily give 
up the import of luxuries.” 

Reserves, he also said, should be held disproportionately in the currency in which the 
goods were imported. 

“When it comes to currencies, countries face the risk of exchange rate,” he said, 
adding that, for Bhutan, since most imports were in Rupee, the focus of reserves 
ought to be in Rupee from a risk management perspective. “If you put the money in 
USD, you’re getting close to zero returns, in fact, you’re getting a negative return.” 

Relative to the value of the Rupee, he said the Dollar was certainly going to fall, 
because the long-term trend of the Dollar, relative to the emerging markets, was 
falling. 



“There is a lot of volatility,” he said. “Therefore you’re getting a negative return.” 

He cited a Chinese friend of his, who told him how his government’s injecting money 
in the dollar reserves was like putting meat in a refrigerator, but unplugging it and 
pulling out rotten meat at the end. 

“Putting excessive amount in dollars isn’t the best way of creating reserves,” he said. 
“Around the world countries are moving away from dollars.” 

He spoke of two ways to pumping money into reserves. 

One was, he said, by exporting more than what the country imported, and building the 
reserves with the excess. 

The other way, he said, was borrowing. 

The second way of building the reserve, Prof Stiglitz said, left the country no better 
off, because, while it increased the country’s reserves, it also increased its debt. 

“Your balance sheet is unchanged,” he said. “It’s just a fictional kind of transaction, 
because what matters in your net reserves – what you have, minus what you owe.” 

A word of caution from the Nobel laureate on the issue of reserves was that the notion 
of borrowing reserves was something the country ought to be skeptical about. 

“You should be particularly skeptical about borrowing at a high interest rate, and 
putting it in reserves that are yielding very low interest rates,” he said. 

By Samten Wangchuk 
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A manageable ‘crisis’  

    

At yesterday’s economic forum on ensuring a sound macroeconomic policy for 
Bhutan’s next five-year plan, it was once again reiterated that the Rupee situation the 
Bhutanese economy is grappling with is not a crisis. 

Nor is it a balance of payment problem.  It was more of a current account deficit 
situation that the Bhutanese economy has been experiencing every time huge projects 
are undertaken. 

Bhutan experienced a steeper current account deficit in 2004-05 when Tala was being 
built, because almost everything has to be imported from India. 



A diagnosis of the Rupee shortage problem by a UN economist at yesterday’s forum 
showed that the current shortfall is mainly because of the recent surge in hydropower 
project-related imports, which was Nu 12.37B in 2010-11, which is more than 17 
percent of the GDP.  Imports of cars, fuel and services had also contributed a bit to 
the current account deficit. 

With several more projects to start up in the coming years, this probably means that 
the current account deficit and the so-called Rupee shortage that has already deflated 
the Ngultrum by around 10 percent is going to get even more intense. 

But the experts, including Nobel laureate Joseph Stiglitz, laid out several options to 
tackle the situation.  A key one was a more strategic management of Bhutan’s 
international reserves, taking into account the size, timing and external financial 
obligations. 

Like some Bhutanese economists did, when the Rupee shortage first hit in the first 
week of March, recommendations were made to rethink the level and composition of 
the country’s reserves, most of which are in US dollars. 

While the government has maintained that the reserves, made up by grant and aid 
money, are in convertible currency, since Bhutan hardly earns hard currency on its 
own, it was recommended that at least 30 percent of it be held in Rupee, because it is 
the currency in which Bhutan does most of its imports.  Holding reserves in Rupee 
would also allow investing in INR bonds, and earning some interest income, thereby 
reducing the deficit. 

As the Nobel Laureate pointed out, keeping the economy in balance requires a 
balance between government spending and private sector credit creation. 

If the economy is overheating, where it should cut and increase expenses should be a 
matter of public discussion and debate, keeping in mind the kind of growth Bhutan 
wants. 

 
May 30, 2012 

Hoarding Dollars and bleeding Rupees  

    

INR Crunch: The Bhutanese economy has enough cash in its wallet, yet it has 
declared that it has run out of money to pay for imports. 

Economists from the United Nations, led by Nobel Laureate Joseph Stiglitz, said the 
Rupee shortage could be solved to some extent by proper management of the foreign 
currency reserves at yesterday’s forum on ensuring a sound and development-oriented 
macroeconomic policy for Bhutan in the 11th plan. 



Senior advisor for macroeconomic policy for the UN economic and social affairs, 
Hamid Rashid, said that the country’s reserve levels are higher, compared to other 
similar economies around the world. 

“It would make sense if a certain portion of Dollar reserves, say 30 percent, were 
converted as Rupee reserves,” he said. 

Today, Bhutan has Rs 1,064M and USD 720M as reserves.  Rupee borrowings from 
the government and commercial banks in India has reached Rs 15B. 

Joseph Stiglitz said that Bhutan borrowed Rupees from Indian banks, paying a ten 
percent interest rate, while the Dollars in its reserves earned minimal interest rates. 
“This made little sense,” he said. 

Rupees, he said, was more important than Dollars, because of the huge trade 
integration with India. 

“Most imports are in Rupees, so the currency that ought to be the focus of the reserve 
should be Rupee,” he said. 

Hamid Rashid pointed out that maintaining USD as the sole reserve currency would 
have made sense, if Bhutan was carrying out most of its international transactions in 
USD. 

The finance secretary, Lam Dorji, said the reason for Bhutan to hold its Dollar 
reserves so dear was because most of it was built on grants and donor funds, which is 
declining, as donor agencies are starting to withdraw. 

Hamid Rashid, however, said that, although the money came as grants, it belonged to 
Bhutan, and that it must be used during rainy days. 

He said that, compared to similar other economies like Nepal and Bangladesh, 
Bhutan’s international reserves, as percentage to GDP, was comparatively higher.  
Countries with similar level of trade dependence maintained a significantly low level 
of reserves. 

“I would want to urge the government to reconsider on Bhutan’s reserves to be 
sufficient enough to cover 12 months import expenditure,” he said. 

Based on the recent definition of essential imports by the task force, Bhutan’s reserves 
are sufficient enough to cover around 20 months of import expenditure.  The new 
definition requires a minimum foreign reserve of USD 500M to meet the 
constitutional requirement. 

If Bhutan sold USD 200M in the Indian market today, it would fetch the government 
Rs 11.1B, considering the exchange rate at Rs 55.72 for a Dollar. 

However, selling Dollars has been recognised as a short term measure, given the fact 
that Bhutan uses almost Rs 14B in a matter of weeks to pay for import payments.  



Since December last year, when Bhutan sold USD 200M in the Indian market, the 
Rupee borrowings has touched Rs 12B. 

As long term measures, the panelist at the forum suggested reduction in unnecessary 
expenditures, and selective credit sanctioning. 

Hamid Rashid said money supply in the economy should be properly managed.  
When there are Rupee inflows through grants and hydropower sale to India, the 
amount of inflows could be pulled out of the system by floating government treasury 
bills. 

By Nidup Gyeltshen 
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Nobel laureate certifies it’s not crisis  

    

The country, Prof. Stiglitz said, borrowed prudently for investments that will bring 
income in future   
Rupee Crunch: The word “crisis” to describe the current issue of Rupee crunch the 
country was faced with, Professor Joseph Stiglitz said, was a “misnomer”. 

That confirmation, coming from an economist, a Nobel laureate and a professor at 
Columbia University in the US, came as a breather. 

A breather for people, who were unsure if the country was in an economic crisis of a 
sort, and particularly to the government that has been continually reiterating it was a 
problem, and not a crisis, per se. 

Crisis, Prof. Stiglitz went on to elaborate, could occur, when countries spent on 
consumption far beyond their means, and lenders then demanded the borrowed money 
back. 

“That’s what’s been happening in Europe today,” he filled in Cabinet ministers, 
government secretaries, representatives from financial institutions and others from 
various business houses. 

“Bhutan has, by and large, been borrowing as a nation, prudently for investments that 
will bring income in future years,” he said. 

There was, however, some evidence, he said, of excess borrowing by private sector 
for cars and housing. 

“But every loan has a willing borrower and a willing lender, and the fault is then as 
much with the borrower as with the lender,” he said, before delving into the banking 
system, and the role of the financial sector regulators. 



Prof. Stiglitz provided the example of US and Europe, where its central bankers, he 
said, came to think too much like the bankers they were supposed to regulate. 

“They failed to realise that a financial sector is intended to serve the people and the 
economy and not the other way around,” he said. 

Banks, he said, made money from what they could borrow cheaply, and lend at a 
higher rate, provided they were repaid. 

In Bhutan, he said banks had access to funds at below or zero rate that was then lent at 
a higher rate, which made lending highly profitable. 

“It’s a sign of something not necessarily working well,” he said. “You’re borrowing 
high and lending low, which is, in fact, a giveaway at the expense of taxpayers.” 

By Samten Wangchuk 
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‘Pledged’ dollars can’t be sold  

    

Some of the USD in reserve is already tied to Rupee borrowings 
Press Conference: Although economists, both local and international, have suggested 
selling off dollar reserves to ease pressure on rupee demand, it cannot be done, 
because some of the reserves have already been pledged against Rupee borrowings 
from the State Bank of India. 

According to details available with the central bank, Bhutan has a gross international 
reserve of around USD 740M.  Of this, roughly USD 200M has been pledged against 
borrowings from SBI.  This leaves a reserve of USD 540M. 

“An equivalent amount of dollars has to be pledged against Rupee borrowings made, 
which today stands at Rs 10B until it’s repaid,” finance secretary Lam Dorji said, 
during a press conference with local reporters yesterday. 

Lam Dorji said the idea of selling USD must be analysed properly, since Bhutan does 
not have a large reserve. “In my opinion, I don’t see this as a very appropriate 
solution,” he added. 

Earlier this year, the government redefined what constitutes essential imports to find 
out the level of foreign reserves the economy needs.  According to the new definition, 
Bhutan must maintain at least USD 300M in its foreign reserves to meet 12 months of 
essential import expenditure. 

When redefining essential imports requirements, three options were explored, and out 
of that the USD 300M option was chosen. 



This means Bhutan is left with USD 240M, after meeting the constitutional 
requirement.  Out of that, around USD 60M was pledged against the recent Rs 2B 
borrowing made from the Punjab National Bank in India. 

According to an official from the central bank, the remaining dollar reserve must be 
kept to support the currency in circulation, in case the Ngultrum loses its value. 
“We’re left with a small amount of dollars in our reserve, and buying rupees with that 
amount won’t solve our problem,” the official said. 

He further said that, although the dollars kept as mortgage can be used to liquidate the 
borrowings from central bank, it would then become impossible for the central bank 
to make any more borrowings, because there will be no more dollars to pledge against 
more Rupee borrowings. 

Selling dollars in the Indian market to create a Rupee reserve was suggested by 
various economists, including renowned economists and Nobel laureate Joseph 
Stiglitz, during the recent forum on Bhutan’s macroeconomic policy on Tuesday 

Stiglitz had said that it was economically not prudent for Bhutan to borrow rupees 
from the State Bank of India at a high ten percent interest rate, while its dollars earned 
minimal interest rates. 

Hamid Rashid, senior economic adviser of UNDESA also suggested a recomposition 
of the foreign reserve, as 30 percent in rupee and 70 percent in dollars. 

By Nidup Geltshen 
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Regulated better than independent, says Stiglitz  

    

Countries, where this is the case, generally fare better 
Central Bank: While some agreed to the statement made by renowned economist 
Joseph Stiglitz, on having a regulated central bank, a few local economists say the 
model may not work necessarily in the Bhutanese economic context. 

Joseph Stiglitz, during the forum on Bhutan’s macroeconomic policy on Tuesday, 
said that countries, in which central banks were regulated by the government, 
performed far better than countries with independent central banks. 

He referred to countries like China, Brazil and India, where central banks were 
regulated, and the economy performed much better, compared to countries in Europe 
and the United States, where central banks were independent. 

Local economists, Kuensel talked to, said that, while it was important to have close 
coordination between the central bank’s monetary policy and the government’s fiscal 



policy, it was also important for the central bank to be independent enough to 
question the government if it was overdoing. 

“The central bank should be independent to keep the government from inflating the 
money supply in the economy, so that the economy isn’t disturbed,” said the 
economist. 

Joseph Stiglitz said that, in a bid to have successful economic management, there 
should be close coordination between monetary and fiscal authorities.  He argued that, 
in the end, it had to be the government, which was elected by the public to make the 
final decision. 

Another local economist, who did not want to be named, said that a central bank 
should not be fully independent, nor should it be isolated in the Bhutanese context.  
Bhutan’s economy was relatively small, and it was not prudent to have such an 
important entity isolated, and operating on its own. 

“The central bank should be partly independent, and regulated at the same time,” he 
said, adding that, when it came to credit control, it must be given full authority, but 
when in terms of controlling overall money supply in the economy, it should work 
closely with the government. 

He said that, in case of Bhutan, the central bank did not have much control over 
money supply, as most of it came from foreign assistance, which is handled by the 
government.  Therefore, the central bank and the government must work together, so 
that the supply of money in the economy is properly managed. 

Bhutan’s central bank became independent on August 2010, when the authority’s 
managing director was appointed, as the governor, who also held the position of 
chairperson, which previously belonged to the finance ministry. 

By Nidup Gyeltshen 

 

 

 


