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EXECUTIVE SUMMARY

EXECUTIVE SUMMARY

Trade policies tend to have strong redistributive im-
pacts, which favour some groups or individuals, while
penalizing others. The aim of this report is to deter-
mine who would benefit from further trade liberaliza-
tion or facilitation in Bhutan and, in particular, to ana-
lyse whether there is a gender bias in the gains from
trade. The Bhutanese economy is characterized by a
fair degree of openness in terms of import tariffs or
quantitative restrictions, since the bulk of Bhutan's im-
ports is sourced from countries with which Bhutan en-
joys free or preferential trade. Similarly, major destina-
tions of Bhutan’s exports are countries where goods
originating from Bhutan enter duty free or under pref-
erential arrangements. Accordingly, in this study, trade
liberalization is intended to broadly cover aspects of
trade facilitation — in the areas of customs procedures,
transport and standards compliance, for example. In
these areas, Bhutan suffers from high transaction
costs associated with customs clearance, transport
bottlenecks and other non-tariff barriers (see chapter
2). Policies aimed at reducing these constraints would
boost Bhutan's export competitiveness and have a
significant trade-enhancing effect. The analysis is also
relevant to assess the gendered impact of a reduction
in most-favoured nation (MFN), or non-preferential,
tariff rates, which are relatively high in Bhutan. The
report also sheds some light on tariff liberalization in
sectors of potential export interest to Bhutan, such as
handicraft textiles.

A review of the documents of the Royal Government
of Bhutan reveals a long-standing commitment to
gender equality. Yet, there are still questions about
how effectively these commitments have been trans-
lated into practice, particularly in the economic and
trade domains. For example, it appears that gender
considerations were not taken into account prior or
during the negotiations of the trade agreements to
which Bhutan is a party. The inclusion of a gender
perspective in the design and implementation of trade
policies is a way to give substance and meaning to
commitments.

The conceptual framework underlying this study is that
trade policies affect economies through their effect on
prices of goods and factors of production and by their
effect on government revenues. Three main effects on
household can be discerned: (a) the consumption ef-
fect, which refers to the manner in which trade policies
affect the price of the goods consumed by the house-

holds; (b) the income effect, which refers to changes
in household income, including earnings, sales of ag-
ricultural products or any other goods, farm profits (if
the household produces the goods) and other forms
of income including government transfers; (c) the rev-
enue effect, which refers to how trade policies affect
government revenues and how those revenues are
redistributed to households. The quantitative analy-
sis was conducted in three steps. First, the analysis
sought to measure the extent to which trade policies
affect domestic prices of goods and factors of pro-
duction. This included making estimations of or as-
sumptions on the extent to which international prices
affected the domestic prices of goods and factors of
production. Estimations and assumptions were also
made in an effort to determine to what extent trade
policy affects government revenues. The second step
was to identify and quantify the sources of income
and the consumption basket for each household.
This provided a measure of the dependence between
household real income and changes in the price of a
particular good of factor of production attributable to
trade policy. Third, the price changes in goods and
factors of production prompted by trade policies were
mapped into each household’s budget and income
shares. This allowed for the calculation of any positive
or negative effect of trade policy on the real income of
the household. Results were then aggregated by the
relevant dimension —region, gender, poor or non-poor
—s0 as to better identify any subgroup that would gain
or lose from the trade policy.

The main findings of the analysis are summarized
below. Given that data was available and that most
households, including female-headed households,
work in the agricultural sector, a particular focus was
given to this sector.

Hydropower resources and the mineral sector

Data from the Labour Force Survey Report 2009 (Royal
Government of Bhutan 2009a) show that only 1.1 per
cent of the total population work in this sector, and
only 0.4 per cent is represented by women. As a re-
sult, plans and policies related to this sector contribute
to achieving economic self-reliance and overall socio-
economic development, but have little direct effect on
women'’s employment. There are nonetheless some
important gender-specific aspects to consider. In par-
ticular, modern energy services would help women
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meet their practical and educational needs. Women
would also indirectly benefit from the expansion of
this sector, via government spending and spillovers.
Well-managed public spending can be translated into
high-quality public services that can benefit the whole
population, and women, in particular.

Similarly, the mineral sector offers few direct employ-
ment opportunities, especially for women. Only 0.2 per
cent of the workforce is in mining and, within manu-
facturing, employment in cement-related industries is
also negligible (Royal Government of Bhutan 2009a).
As in the case of hydropower resources, there will not
be sizeable quantifiable impacts on female employ-
ment. However, women would indirectly benefit from
the expansion of this sector, via government spending
and spillovers.

Manufactures and tourism

As in the cases of electricity and cement, available data
do not allow to generate a meaningful quantification of
the likely gender impacts of trade liberalization or facili-
tation in manufactures and tourism. Nevertheless, the
inclusion of these sectors is important because of their
potential source of growth for the country.

On aggregate, only 4.7 per cent of total Bhutanese em-
ployment is in the manufacturing sector (Royal Gov-
ernment of Bhutan 2009a). At first glance, this may
indicate that trade liberalization or facilitation will have
only small impacts at the national level. However, this
aggregate picture conceals the dynamic potential of
specific subsectors, such as textiles and handicrafts
and agro-processing.

The Bhutan Living Standard Survey Report 2007 (Royal
Government of Bhutan 2007) indicates that almost half
of the employment in manufacturing is in textiles. The
textile sector has important gender-specific aspects,
accounting for 85.7 per cent of all women employed
in the manufacturing sector. The domestic market for
traditional garments is sizeable, as all Bhutanese citi-
zens must wear the appropriate national dress in all
public areas. Bhutan’s textile handicraft could expand
significantly if certain conditions were met. It would first
be necessary to establish trademark protection for the
traditional textile designs. This will help reposition Bhu-
tanese textile handicrafts as differentiated products of
superior quality. A second key issue is to establish link-
ages with key tourist outlets, as well as with strategic
off-takers in global supply chains: branded retailers,
specialized wholesalers and traders.

Processing of fruit products in Bhutan also has signifi-
cant potential, particularly if linkages with the tourism
sector are operationalized, for example, food supplies
to hotels and catering for meetings or workshops. This
will be contingent on the ability of local suppliers to
meet stringent food safety and quality standards, in
addition to requirements for timely deliveries, as well as
quantity and consistency of delivery.

Like textiles, tourism is a source of potential gains from
trade. The promotion of community-based tourism and
forms of ecotourism is viewed as an effective catalyst
for poverty reduction, promotion of cultural heritage and
environmental protection in rural areas (Royal Govern-
ment of Bhutan 2009b). A survey on tourism in Bhutan
presents evidence of a large proportion of women in
employment (UNCTAD 2007), supporting the view that
women may benefit from the expansion of this sector.

Agriculture

From an employment perspective, agriculture is the
most important sector of the economy, absorbing
65.4 per cent of the total workforce and 72.1 per cent
of the female workforce (Royal Government of Bhu-
tan 2009a). The sector is particularly important from
a poverty perspective, owing to a higher incidence of
poverty in rural areas and low education levels among
those engaged in subsistence farming.

The study identifies key agricultural products where
the impacts of trade are first, potentially sizeable —
and thus meaningful for analytical purposes — and,
second, quantifiable in the following areas:

e Exports of potatoes, oranges, and apples, the ma-
jor export crops in which Bhutan shows a revealed
comparative advantage;

e Imports of paddy rice, the Bhutanese staple food,
and the major imported crop, in which Bhutan has a
comparative disadvantage.

The analytical framework used in this report implies
that net producers of export goods, such as pota-
toes, oranges, and apples, and net consumers of im-
ports, such as rice, will gain from trade. By combining
trade and microsurvey data, the analysis attempts to
identify and compare these net producers and net
consumers: women versus male, rural versus urban,
poor versus non-poor. By doing so, the report sheds
some light on the potential beneficiaries of agricultur-
al trade liberalization or facilitation in Bhutan and, in
particular, whether there is a gender bias in the gains
from trade. With specific reference to the major agri-
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cultural exports and imports, the principal conclusions
that emerge from the analysis are as follows:

e The Bhutanese population would stand to gain po-
tential benefits from trade liberalization or facilitation
in these commodity sectors;

e There appears to be little or no gender bias in the
gains from trade;

e Trade liberalization or facilitation would have a pro-
poor impact where potatoes and oranges are con-
cerned, while it appears that non-poor households
would benefit relatively more than poor households
from an expansion of exports of apples. Import liber-
alization or facilitation in rice will benefit net consum-
ers. Since the share spent on rice sharply declines
with the level of household well-being, lower rice
prices will have a pro-poor bias for net consumers.
The impacts on net producers of rice were not docu-
mented. It is important to note that 75 per cent of
farming households are engaged in rice production,
and thus may be affected by a change in the price
of rice due to trade liberalization.

Hence, the analysis highlights that Bhutan would ben-
efit from further diversifying into higher-value com-
modities that have the most dynamic export potential:
oranges, apples and potatoes. There are, however,
some important concerns that should be taken into
consideration.

First, the ability to expand export trade in high-value
products will be contingent on overcoming supply-
side obstacles at home, such as increasing productiv-
ity, boosting trade infrastructure and building human
and institutional capacities, and meeting stringent
entry and quality requirements in export markets.
From a policymaking perspective, this calls for (a) the
mobilization of internal resources (transfer of resourc-
es within the economy, across sectors) and (b) the
pooling and alignment of external funds. A number of
Aid for Trade initiatives, including the Enhanced Inte-
grated Framework — can catalyse development as-
sistance in support of Bhutan’s efforts to develop the
basic economic infrastructure and tools the country
needs to expand its exports of apples, oranges and
other high-value products. Where specific gender is-
sues arise, it will be important to incorporate them in
the design and implementation of support schemes,
not to have mute supply-side responses to policy in-
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a sustainable manner. Examples of such policy op-
tions are outgrower schemes, supermarket and off-
taker-driven supply chains, as well as supply chains
facilitated by non-profit organizations. The feasibility
of these options should be explored.

Enhancing women’s participation in the production
and export of agricultural and food products, including
through the integration in international supply chains,
would be contingent upon enhanced education and
skill accumulation. This is of special importance, con-
sidering that 87 per cent of women who head house-
holds in rural areas have no schooling.

Second, questions arise as to how to reconcile a fo-
cus on dynamic export crops with considerations of
food security, equitable development, biodiversity
conservation and cultural heritage, which play a key
role in the distinct development strategy of Bhutan.
The integration of these aspects calls for a holistic ap-
proach that attempts to strike a balance and eventual-
ly unleash synergies between dynamic export sectors
and traditional ones. A key component of this strategy
is the creation of linkages between dynamic export
sectors and traditional ones. High-value niches within
the traditional sector should be identified — for exam-
ple, the collection and sale of mushrooms, medicinal
plants and plants for the extraction of essential oils.
These niche sectors in agriculture can provide em-
ployment for women, and build upon their traditional
knowledge. Synergies and complementarities should
be established with other dynamic activities, for exam-
ple, low-impact, high-value ecotourism.

The scope and reach of this report is limited by some
methodological constraints.

First, the core analysis focuses on specific trade sec-
tors (the major exported and imported agricultural
commodities) for which the available microsurvey
data allow to generate a meaningful quantification of
the likely gender impacts of trade liberalization or fa-
cilitation. Due to lack of microsurvey data, the report
does not provide an in-depth quantitative assessment
of other sectors in which Bhutan is either currently
competitive or where there is a potential to become
competitive in the future, including high-value organic
niche products, particularly forest-based products;
handicraft textile manufactures; mineral waters; and
community-based tourism and ecotourism. These are
promising areas into which Bhutan may wish to diver-
sify and broaden its economic and export base so as
to generate quality employment, including for women.




