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Abstract 
Bhutan Development Finance Corporation (BDFCL) is the only development banking which is meeting the financial needs of the 
commercial sector as well as the needs of the rural communities in Bhutan. It promotes and facilitates expansion of the economic 
and social advancement of Bhutanese people by providing loans advances, technical, and advisory assistance to potential 
entrepreneurs. The major objective of this paper is to study and analyze the trend and growth of operational variables such as 
disbursements of loans, assets, loans and advances, outstanding loans and recovery position of loans, reserves and surpluses, 
number of employees and number of beneficiaries of BDFCL.  The lending operations are given due emphasis. The advances 
made by Bhutan Development Finance Corporation Limited (BDFCL) under the different programmers with reference to 
collection and recovery conditions are scrutinized. The parameters, perspectives and problems pertaining to repayment and 
recovery of loans will also be highlighted. The period of the study for this research is taken from 1998 to 2007. The arithmetic 
mean and co–efficient of variation and compound growth rate are used to study operational variables such as e trend and growth, 
disbursements of loans, assets, loans and advances, outstanding loans and recovery position of loans, reserves and surpluses, 
number of employees and number of beneficiaries of BDFCL. 
 
Keywords: Development Banks, Finance Corporation, operational variables, outstanding and disbursement of loans 
 
1. INTRODUCTION 
Financial institutions are classified into banking and non-banking institutions. In Bhutan, commercial banks had not 
penetrated into the rural and semi-urban areas and institutional credit was not available to agriculture, small industries, 
self-employed entrepreneurs, artisans and small traders. Therefore, development banks are expected to play a more 
positive role in aiding sectors such as agriculture and small scale industries. The formal directives are necessary and 
given to the development banks to channel the flow of credit to certain sectors of the economy in the larger interests of the 
country in order to reduce the regional imbalance.  A development bank is a financial intermediaries supplying medium 
and long term funds to bankable economic development projects and providing related services. In Bhutan, Bhutan 
Development Financial Corporation limited (BDFCL) is a development bank, which was formally established in January, 
1988 as a development finance corporation for meeting the financial requirements of the private commercial sector as 
well as the needs of the rural communities. The primary function of the BDFCL is to promote and facilitate expansion of 
the economic and social advancement of Bhutanese people by granting loans and advances in its discretion, providing 
financial, technical, and advisory assistance to enterprises in the industrial, forestry and agricultural sectors which make 
the economy of the country. 
 
2. STATEMENT OF THE PROBLEM   
The Bhutan Development Finance Corporation (BDFCL) has been playing a crucial role in developing Bhutan’s 
economy. The balanced distribution of the BDFCL branches could ensure both quantitative and qualitative improvements 
in the economy at large. In order to optimize the benefits of the BDFCL and serve the requirements of multi-
structuralism, an egalitarian approach based on the area matrix has been well conceived and implemented throughout 
Bhutan. Consequently, the schemes were born and started bearing creditable fruits, particularly in rural dominated 
segments of the economy.  The credit programmers lead all other agencies and organizations, and co-ordinate their 
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functions suitably well.  The lending operations are given due emphasis. The advances made by Bhutan Development 
Finance Corporation Limited (BDFCL), under the different programmers with reference to collection and recovery 
conditions are scrutinized. The parameters, perspectives and problems pertaining to repayment and recovery of loans will 
also be highlighted.  
 
3. REVIEW OF LITERATURE 
An attempt is made to review some relevant studies relating to the performance of banks in credit lending for different 
schemes in this section. Such review would facilitate the comprehension of knowledge of the concepts used in the earlier 
studies and enable better understanding of the facts of the subject under study. Rajagopalan (1968) had defined 
agricultural credit as the amount of investment funds that could be made available for farm production from sources 
outside that of the farm. He had also defined agricultural credit as the amount of investment funds that could be made 
available for the purpose of development and sustenance of farm production and productivity. Neelamegam (1983), in his 
study of institutional financing for small–scale industries, analyzed various types of financial assistance offered to the 
small–scale units in Tamil Nadu.  He dealt with the role of the National Small Industries Corporation, the Industrial 
Development Bank of India, the Small Industries Corporation, the State Financial Corporation, Co-operative Banks and 
Commercial Banks in assisting small scale industries. Similarly, Joshi (1985) concluded in his study that a single 
financial institution with substantial family resources, meeting different needs of the agriculturists, has its attraction 
instead of presently accepted multi-agency approach. The results reveal that loans borrowed from the State Bank of India 
by the active farmers for crop production purposes were not very helpful in increasing the productivity of land vis-a-vis 
non participation farmers. Selvaraj (1994) found that the entrepreneurs of small industrial units had reasonable 
knowledge of the existence of long term financial incentives and subsidy assistance.  As to the availing of financial 
assistance, nearly seventy per cent of the small scale units had made use of both the long term and the short term 
financial incentives.  He states that a deplorable feature was found in the availing of subsidy assistance; only 15 per cent 
of SSI units had availed such assistance.  The industry-wise analysis laid that chemical industrial units followed by 
engineering and textile units availed themselves of long-term finance to a greater extent.  Engineering units availed more 
short term financial assistance followed by the textile units in Madurai district. James and William (1996) in their work 
emphasize the challenges of managing cash flow in times of rapid growth and find that it is imperative for small business 
managers to use sound cash flow strategies in building their companies. In their study, “Sickness in small scale Industries 
of North–Eastern Region”. Chakraborthy and Pramanlk (1999) found that inadequate working capital supply by financial 
institutions, including banks, complicated banking procedure, with the increasing gap between the application for loan 
and the disbursement of money, and  the multiplicity procedures and the like that came in the way of the smooth 
functioning of the small enterprises. A greater positive role has to be played by the Reserve Bank of India through its Sick 
Industrial Undertakings Division for the re-orientation of the attitudes of the banks and other financial institutions 
operating in the backward areas for assisting and rehabilitating sick units. Manickavasagam and Vethirajan  (2002) on 
their article “Contribution of Small Scale Industry to the Indian Economy” assessed the role of the small scale industrial 
sector in augmenting  production and also earning foreign exchange through exports. Kamalakannan and Namasivayam 
(2006)  say that the small scale industries in India over the past fifty years have made a significant contribution to 
building a strong and stable national economy.  The SIDBI has been playing an important role by operating various 
schemes of financial assistance to small scale industries.  Besides, in order to widen its area of operations, the SIDBI 
should open more branches in district headquarters.  Small scale industries have an important role to play in achieving 
the planned objectives of increasing industrial production, generating additional employment and reducing regional 
imbalances of growth.  The Small Industries Development Bank of India (SIDBI) was set up for promoting, financing and 
developing industries in the small scale sector and for coordinating the function of other institutions engaged in similar 
activities. Namasivayam & et.al (2006) examined the working performance of the Madurai District Central Co-operative 
Bank Ltd. The performance had been quite impressive in terms of deposit mobilization and credit deployment. He 
concluded that the success of the cooperative bank depended on effective manpower, planning and management. 
Lakshmanan and Dharmendran (2007) examined the impact of NPAs on selected performance variables viz., net profit, 
Investments and legal expenses. The regression model was applied to analyze its impact on performance variables. The 
result showed that the impact of NPAs on all the above performance variables of the bank was negative and insignificant 
at 5% level in all the equation. Therefore, he concluded that efforts are required at RBI, NABARD and Bank level to 
control the management of NPAs and performance. Prakash (2009) found in his studies of the working of Bhutan 
Development Finance Corporation Limited that the amount of loan received and the number of installments has the same 
influence on the repayment of loan under the different schemes.  He also pointed out that the reasons for non-payment of 
loan listed by the beneficiaries were due to severe competition, lack of demand for their products, hike in price of 
essential commodities and unforeseen domestic expenditure.  
From the studies it is found that the development financial institutions are playing a very major role in enhancing the 
economy of the rural and semi urban areas of a country. Therefore, in this study an effort is taken to examine the extent to 
which the BDFCL is able to enhance the income of the people in Bhutan and what major problems they are facing in 
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repaying their loans and advances. It is also very pertinent to examine and evaluate the available resources so that, the 
BDFCL can continue to support the credit facilities. 
 
4. OBJECTIVES OF THE STUDY  
The specific objectives of the study are:  
1. To analyze and compare the trend and growth of advances made by the BDFCL under different schemes.  
2. To find out the trend in demand, collection and recovery position of the BDFCL. 
3. To offer suggestions on the basis of the findings of the study. 
 
5. PERIOD OF THE STUDY  
In order to study the implementation of credit schemes from growth and equity angles in BDFCL, the data relating to 
performance indication for ten years from 1998 to 2007 was taken up for the study. The field survey was conducted from 
September 2006 to March 2007 for the collection of primary data.  
 
6. LIMITATIONS OF THE STUDY 
It was just confined to BDFCL lending schemes and performance. The study pertained to the period of ten years from 
1998 to 2007. A few households were not able to provide correct data.  Some data suffer from recall bias. This is a 
pioneer study. 
 
7. RESEARH METHODOLOGY  
This section is devoted to the statement of the methodology, which includes collection of data, sampling procedure, 
method of analysis and tools of analysis. 
 
7.1. COLLECTION OF DATA 
Both primary and secondary data have been used for the present study. A survey was made among the selected 
beneficiaries to get acquainted with the loan amount received, utilized and repaid. On the basis of the information 
gathered, a well designed pre-tested interview schedule was drafted and used in the field survey to collect the primary 
data.  A tentative interview schedule was prepared and administered to 25 beneficiaries in order to test the validity of the 
interview schedule, which helps to the removal of the non–response and unwanted questions. The selected beneficiaries 
were contacted in person and the objectives of the study were clearly explained to them and their co-operation was 
ensured. The details regarding the general characteristics of the sample beneficiaries, their families, income, expenditure 
and savings relating to the overall objectives of the study were collected through the direct personal interview method. 
Secondary sources of data relating to the willingness to avail loans, number of loans sanctioned, loan amounts were all 
collected from the published and unpublished reports and records of the BDFCL. 
 
7.2. SAMPLING PROCEDURE 
Bhutan Development Finance Corporation Limited has 22 branches in all twenty districts. For the present study, out of 22 
branches, a total of 300 borrowers under various schemes were selected at random. Based on the objectives of the study, 
300 sample beneficiaries were stratified into two categories. 182 (66.67 per cent) were coming under non-industrial group 
and the remaining 118 (39.33 per cent) fell under the industrial group. 
 
7.3. TOOLS OF ANALYSIS 
In order to analyze the average of BDFCL branches, in terms of deposits, advances, lending, outstanding and recovery 

and its stability over the period, the arithmetic mean ( X ) and co–efficient of variation (C.V) were calculated. The trend 
and compound growth rates are computed by using semi log trend equation of the following form: 

Log Y = a + bt      -----------------------------------       (1.1) 
Where 
        Y = dependent variable 
       t = Time variable and a and b are the parameters to be estimated. 
The compound growth rate was calculated by using the following formula. 
Compound Growth Rate (%) = [Antilog b – 1] x 100      --------   (1.2) 
In order to analyse the trend and growth of operational variables such as, disbursements, assets, loan outstanding, 
profit/loss, reserves and surplus, number of beneficiaries, number of employees, loan per employee for head office and 
loan per employee for branch office and its stability over the period of ten years from 1998 to 2007, the arithmetic mean 

( X ) and co-efficient of variation (C.V) of the following formula was used. 
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Co-efficient of Variation (%) =    100..


X
DS

------------------ (3.1) 

Where  
S.D    = Standard deviation 
X     = Mean 

The trend and compound growth rates are computed for the operational variables by adopting the 
semi-log trend model as given below: 
 Log Y = a + bt  ---------------------------------------- (3.2) 
Where 
 Y = Dependent variable 
  t = Time variable 
and “a” and “ b” are the parameters to be estimated. The above model (3.2) was estimated by the method of least squares.  
The compound growth rate was calculated by using the following formula: 
Compound Growth Rate (%)  = [Anti log b – 1] X 100 -------- (3.3) 
An attempt is made in this section to analyze the operational variables.  For the analysis, the time series data from 1997 
to 2006 are taken into account. The details about the operational variables are shown in Table 1.1 
 

TABLE 1.1 
OPERATIONAL VARIABLES (Nu.in millions) 

 
Year Disbursements

* 
Change 
(%) 

Loans 
Outstanding* 

Change 
(%) 

Profit* Change 
(%) 

 

Reserves and 
Surplus 

Change 
(%) 

1998    98.35 -- 406.07 -- 0.82 -- 133.13 -- 
1999   99.67 1.34 422.05 3.94 6.24 660.98 142.18 6.79 
2000 139.51 39.97 450.35 6.71 8.80 41.03 167.19 17.59 
2001 171.40 22.86 500.12 11.05 20.74 135.68 204.45 22.28 
2002 286.59 67.21 642.55 28.48 24.40 17.65 246.23 20.43 
2003 451.20 57.44 908.08 41.32 31.26 28.11 295.83 20.14 
2004 484.64 7.41 1114.07 22.68 40.35 29.08 334.66 13.12 
2005 436.84 -9.86 1151.09 3.32 61.80 53.16 394.95 18.01 
2006 450.00 3.01 1260.00 9.46 70.00 13.27 466.00 17.98 
2007 487.00 8.22 1368.00 8.57 87.00 24.29 578.00 24.03 

 
Source: Annual Report (1998-2007), Bhutan Development Finance Corporation Limited Note: * Indicates Nu. in million 

 
 

 TABLE 1.2 
OPERATIONAL VARIABLES OF BDFCL 

Year Assets * Change 
(%) 

Number of 
Beneficiaries 

Change% Loan per 
Employee  *   
(head office) 

Change% Loan per 
Employee*(
Br. Office) 

Change
% 

1998 488.02 -- 2230.00 --  6795668 -- 1625623 -- 
1999 557.30 14.20 2675.00 19.95 8285391 21.92 1932867 18.90 
2000 614.72 10.30 3761.00 40.59 9185838 10.86 1707132 -11.67 
2001 718.58 16.90 4279.00 13.77 9898234 7.75 1852305 8.50 
2002 809.27 12.62 4711.00 10.09 14949099 51.02 2339858 26.32 
2003 1005.00 24.19 6694.00 42.09 19888567 33.04 3023525 29.21 
2004 1242.09 23.59 6067.00 -9.36 23769866 19.51 3698029 22.30 
2005 1300.29 4.69 5294.00 -12.71 13795862 -41.96 4942676 33.65 
2006 1390.00 6.90 5375.00 1.53 13864513 0.49 5014251 1.44 
2007 1489.00 7.12 5412.00 4.41 

 

13945124 0.58 5121425 2.13 
 
Source: Annual Report (1998-2007), Bhutan Development Finance Corporation Limited, * Indicates Nu. in million 
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TABLE 1.10 
AVERAGE AND STABILITY OF OPERATIONAL VARIABLES DURING THE PERIOD FROM 1998 TO 2007 

SL.  
NO Variables Mean S.D                       C.V (%) 

1 Disbursements 310.52 168.43 54.24 
2. Assets 961.43 372.27 38.72 
3. Loans Outstanding 822.24 279.75 46.18 
4. Profit 35.14 29.23 83.18 
5. Reserves Surplus 296.26 148.08 49.98 
6. No. of Beneficiaries 4650 1429.67 30.75 
7. No. of Employees 128 6.80 5.33 
8. Loan per Employee – Head Office  13437816 5296630 39.42 
9. Loan per Employee – Branch Office 3125769 1457298 46.62 

Source:  Computed data 
 

TABLE 1.11 
TREND AND GROWTH THE OPERATIONAL VARIABLES IN BDFCL 

 
Sl. No Particulars                                    Linear Trend Co–efficient CGR (%) 

A B            2R  
1. Disbursements 25.815 51.764 * (7.186) 0.86 23.05 
2. Assets 293.699 121.405 * (17.632) 0.97 14.29 
3. Loans Outstanding 151.101 122.024* (11.897)  0.94 17.08 
4. Profit -16.613 9.409* (12.366) 0.94 53.67 
5. Reserves Surplus 34.608 47.573* (11.854) 0.94 18.12 
6. No. of Beneficiaries 2564.800 379.090* (3.808) 0.60 10.16 
7. No. of Employees 118.066 1.715* (3.342) 0.53 1.39 
8. Loan per Employee –               

Head Office  
7671034.800 1048505.709* (2.118) 0.30 9.53 

9. Loan per Employee –           
Branch Office 

611420.266 457154.333* (8.584) 0.89 16.11 

Source:  Computed data 
*Figures in the brackets are t-value  
Note:  * Indicates that the trend co–efficient are statistically significant at 5 per cent level.     
 
8. DICUSSION & FINDINGS 
The specific objectives of the study are to analyze and compare the trend and growth of advances made by the BDFCL 
under different schemes, and also to find out the trend in demand, collection and recovery position of the BDFCL. The 
disbursements of loans and advances have been increased from Nu. 98.35 millions in 1998 to Nu. 487 million 2007. But a 
fluctuation was observed in percentage increase per annum during the study period. The assets position has been 
increased from Nu. 488.02 millions in 1998 to Nu. 1489 million 2008. There is a notable increase in the assets position of 
BDFCL during the period under the study.  Similarly, it has been observed that there is increase in outstanding loans, 
profit position, reserves and surplus, number of beneficiaries, number of employees, loan per employee in head office and 
branch offices. However, it is found that there are fluctuations when we measure them in terms of percentage. Regarding 
the trend analysis, the co–efficient for all the operational variables are statistically significant at 5 per cent level.  It 
implies that on an average amount of disbursement, assets, loan outstanding, profit/loss, reserves and surplus, number of 
beneficiaries, number of active clients, number of employees, loan per employee for head office and loan per employee for 
branch office have been increasing at the rate of Nu.51.764. Nu.121.405, Nu.122.024, Nu. 9.049, Nu.47.573, 379.090, 
839.872, 1.715, Nu.1048505.709 and Nu.457154.333 per annum respectively. The data also shows a raise in demand 
position each year and the overall demand during the study period was Nu.356.75 million.  The collection from the 
beneficiaries was encouraging and the overall recovery rate was 83.72 per cent.  The highest recovery rate of 89.38 per 
cent was achieved in the year 1998 and 76.74 per cent lowest recovery rates was found during the year 2006.    
The overdue of Nu.13.57 million during 2006, followed by Nu.10.74 million during 2007, were the highest during the 
study period.  Rest of the study period ranged between Nu.1.87 million and Nu.6.36 million.  The overdue percentage 
23.26 per cent during 2006 was the highest during the study period.  The overdue percentage ranged between 10.62 per 
cent and 23.26 per cent. The average amount of demand, collection and overdue were Nu.35.67 million, Nu.29.87 million 
and Nu.5.91 million respectively.  A fluctuation of 61.25 per cent was found in overdue whereas it was 44.94 per cent and 
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42.22 per cent in demand and collection respectively. It is inferred that the trend coefficient of demand, collection and 
overdue are statistically significant at 5 per cent level.  The demand, collection and overdue are increasing at the rate 0.15 
per cent, 0.14 per cent and 0.19 per cent respectively. The growth was found to be high in overdue with 20.10 per cent, 
followed by demand and collection with 15.99 per cent and 14.86 per cent respectively. The main reasons for non-
payment of loan listed by the beneficiaries were due to severe competition, lack of demand for their products, hike in price 
of essential commodities and unforeseen domestic expenditure. It could also be observed that the reasons for low recovery 
of loan were misutilization and diversion of funds, family expenditure and inadequate staff in the banks to follow up 
recovery of loans.      
  
9. CONCLUSIONS 
This paper measured to access the trend and growth in advances, outstanding performances and recovery position of 
BDFCL in Bhutan over a period ten years from 1998 to 2007. On the basis of the data analyzed and interpreted one is 
able to understand the degree of objectivity and thoroughness with which the Corporation officials function and achieve. 
The results indicate the overall growth, advances, outstanding and recovery position have been improving since 1998 up 
to and including 2007. It is found that the demand in BDFCL ranged between Nu. 17.61 million and Nu. 63.47 million 
during the study period. The data shows a raise in demand position each year and the overall demand during the study 
period was Nu.356.75 million. The collection from the beneficiaries was encouraging and the overall recovery rate was 
83.72 per cent.  Based on the regression results of all the three categories, namely, industrial, non-industrial and overall 
categories, annual family income was also a significant faller, which influenced the repayment of loan. The highest 
recovery rate of 89.38 per cent was achieved in 1998 and 76.74 per cent lowest recovery rate was found during the year 
2006. The overdue balance of BDFCL in 2006 Nu.13.57 million and followed by Nu.10.74 million in 2007, which were 
the highest during the study period. The average amount of demand, collection and overdue were Nu.35.67 million, 
Nu.29.87 million and Nu.5.91 million respectively.   
Severe competition, lack of demand for their products, hike in prices of essential commodities and unforeseen domestic 
expenditure force the non-payment of loan by the beneficiaries. It could also be observed that the reasons for low recovery 
of loan were misutilisation and diversion of funds, family expenditure and inadequate staff in the banks, lack of follow up 
recovery of loans etc. Educating the common masses in banking activities needs lot of courage and confidence, which are 
strengthened by the nature of co-operation extended by the beneficiaries. 
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