
118 2017 Index of Economic Freedom

 

ECONOMIC FREEDOM SCORE

FREEDOM TREND QUICK FACTS

80706050 1000

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

40

50

60

70

80

WORLD AVERAGEREGIONAL AVERAGE
(ASIA-PACIFIC REGION)

60.4 60.9

58.4
( ▼ DOWN 1.1 POINTS )( ▼ DOWN 1.1 POINTS )

MOSTLY UNFREE

21107
ECONOMIC FREEDOM STATUS:

REGIONAL RANK: WORLD RANK: 

2015 data unless otherwise noted. Data compiled as of September 2016

BHUTAN

BACKGROUND: Bhutan is a small Himalayan constitutional monarchy that made the transition from 
absolute monarchy to parliamentary democracy in March 2008. In July 2013, it completed its second 
democratic handover of power after Prime Minister Tshering Tobgay’s People’s Democratic Party won 
the majority of seats in the National Assembly. Bhutan has one of the world’s smallest and least-devel-
oped economies. Until a few decades ago, it was agrarian with few roads, little electricity, and no modern 
hospitals. Recent interregional economic cooperation, particularly involving trade with Bangladesh and 
India, is helping to encourage economic growth. Connections to global markets are limited and dominated 
significantly by India.

Bhutan has made progress in modernizing its economic struc-
ture and reducing poverty. The public sector has long been 

the main source of economic growth, but the government now 
recognizes that private-sector growth is crucial. Higher priority 
is being given to economic diversification, particularly in light of 
demographic shifts that will bring more young people into the 
labor market.

The government has taken steps to ensure greater security for 
property rights. However, lingering constraints on private-sector 
development include an inefficient regulatory framework, per-
vasive nontariff barriers to trade, and a rudimentary investment 
code. The financial sector remains small and without adequate 
regulation or supervision.

NOTABLE SUCCESSES:
Tax Policy and 

Government Spending

CONCERNS:
Investment Freedom, Financial 

Freedom, and Government Integrity

OVERALL SCORE CHANGE 
SINCE 2013:

+3.4

POPULATION: 
0.8 million

GDP (PPP): 
$6.4 billion
7.7% growth in 2015
5-year compound 
annual growth 7.1%
$8,201 per capita

UNEMPLOYMENT: 
2.6%

INFLATION (CPI): 
7.2%

FDI INFLOW: 
$12.1 million

PUBLIC DEBT: 
115.7% of GDP
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Introduction of a computerized land informa-
tion system has made it easier to transfer property. 
Since 2007, Bhutan has moved decisively toward the 
judicially based rule of law, and its judiciary is now 
considered generally independent. The law provides 
criminal penalties for corruption by officials, and the 
government generally implements those laws effec-
tively, although there are isolated reports of govern-
ment corruption.

The top income tax rate is 25 percent, and the 
corporate tax rate is 30 percent. Other taxes include a 
property tax and an excise tax. The overall tax burden 
equals 13.0 percent of total domestic income. Govern-
ment spending has amounted to 29.6 percent of total 
output (GDP) over the past three years, and budget 
deficits have averaged 3.4 percent of GDP. Public debt 
is equivalent to 115.7 percent of GDP.

A modern regulatory framework has not been fully 
developed. Despite recent efforts, the business climate 
remains hampered by inconsistent enforcement of 
regulations and a lack of transparency. The labor 
supply-and-demand imbalance persists. India provides 
subsidized liquefied petroleum gas and kerosene to 
Bhutan and is cofinancing numerous hydropower 
projects. The state maintains significant financial and 
commercial controls.

Trade is extremely important to Bhutan’s economy; 
the value of exports and imports taken together equals 
116 percent of GDP. The average applied tariff rate is 
10.0 percent. Investment in some sectors is restricted. 
Bhutan needs a more efficient banking sector to 
mobilize savings and channel long-term capital to facil-
itate private-sector development. An underdeveloped 
regulatory framework limits access to capital.
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