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Abstract

The rugged terrain of Bhutan offers very little area for agricultural production.
Only 7.7 percent of the country’s total area is under cultivation of which rice area
occupies about 21 percent. Rice is the most preferred cereal crop in Bhutan and with
limited area under paddy cultivation, one of the major policies of the government is to
meet 60 per cent of its rice requirement through domestic production and thus rely less on
imports.

This study therefore has as its objectives to measure the profitability and to assess
the impact of policy on the economic viability of rice production in the western region of
the country so that critical policy options could be determined. Three major rice growing
areas representing three different agro-ecological zones were selected for the study.
Sibsoo and Chengmari under Samtse district were chosen to represent the wet sub-
tropical zone, Lobesa to represent the dry sub-tropical zone and Paro as a representative
of warm temperate zone. Policy Analysis Matrix (PAM) framework has been used as a

model for analysis in this study as it was found to be the most appropriate model.



Rice production was found to be highly labour intensive but it was privately as
well as socially profitable in all the selected zones. Returns to labour from rice
cultivation were below the prevailing wage rate in the wet sub-tropical zone. The cost of
production did not vary much between dry sub-tropical and the warm temperate zones
(approximately Ngultrum14 per kilogram) but it was higher in wet sub-tropical zone
(Ngultrum.17.5 per kilogram). The per unit cost of producing milled rice in Bhutan was
found to be higher than the average world price as represented by the export price of
Bangkok (Ngultrum.10.6 per kilogram). The Nominal Protection Coefficient on Output
revealed rice systems was not protected by policy in the wet sub-tropical zone while
policy favoured the system in the other two zones. The Nominal Protection Coefficient
on Input was below one for all the three zones indicating that market prices of inputs
were lower than the social prices showing the presence of subsidies for inputs. Effective
Protection Coefficient was lower than one in wet sub-tropical zone (No protection), and
above one in the other two zones (Protection).

Domestic Resources Cost was below one in all the three zones, though it was
closer to unity in the wet sub-tropical zone (0.97). This indicates rice production in the
study locations is competitive when evaluated at the import parity price. The dry sub-
tropical zone as represented by Lobesa was the most competitive as revealed by the
private cost ratio (0.53). It can therefore be concluded that Lobesa which lies in the dry
sub-tropical zone is the best place for the cultivation of paddy as compared to the other
study locations.

Sensitivity analysis was carried for those variables that are subject to greater
variability like the world price and yield. An increase in the world price would result in
the wet sub-tropical zone to improve its competitiveness in paddy production but a
decrease in the world price would make this zone lose its competitiveness. A comparison
was also made with the import parity price of rice imported from India. Results indicated
that farmers in all the three locations would be better off by taking up other farming
activities that would give higher returns and higher profitability in the case of Bhutan

importing cheaper rice from India. Thus, if Bhutan is to achieve 60 percent self-



sufficiency in rice production, then the growth in rice import especially from India should
not increase dramatically. It is recommended that rice research in Bhutan should focus
on increasing productivity. Productivity of rice in the wet sub-tropical zone needs to be
improved to make it more competitive and to make the use of resources more efficient.
The government should also focus on renovating old irrigation schemes and also build

new schemes to achieve its goal in rice self-sufficiency.



