


Challenges and Opportunities in Fostering Integrity in Bhutan’s Cottage and Small-Scale Industries: A Path to Private Sector Integrity


Abstract

Private sector integrity refers to the ethical conduct and adherence to principles of honesty and accountability within business operations. It encompasses practices that promote transparency, fairness, and ethical decision-making among businesses and their stakeholders. Integrity in the private sector is pivotal for fostering trust, enhancing reputation, and ensuring sustainable business practices. Bhutan's private sector is characterized by a predominance of small and cottage-scale businesses and sole proprietorships. This paper presents the unique challenges faced by Bhutan’s private sector, including a lack of corporate governance structures and limited resources. It also explores the potential to leverage cultural context and community-based approaches to promote ethical practices. Key examples of unethical business practices are highlighted, demonstrating the need for targeted integrity frameworks tailored to the country’s industrial landscape.
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Introduction

Integrity in the private sector is characterized by an organization's commitment to ethical behavior, compliance with laws and regulations, and alignment with societal values (Brown & Treviño, 2006). It encompasses various dimensions, including 1) Ethical Decision-making: Organizations prioritize ethical standards in their business practices, ensuring that decisions are made based on moral principles rather than solely profit motives (Ferrell & Fraedrich, 2015); 2) Transparency: Companies are open about their operations, financial performance, and decision-making processes, fostering trust among stakeholders (Kaptein, 2008); 3) Accountability: Organizations take responsibility for their actions and decisions, holding themselves and their employees accountable for ethical conduct (Eisenbeiss et al., 2008); and 4) Compliance and Governance: Adherence to legal standards and effective corporate governance mechanisms are critical for promoting integrity (Turley & Zaman, 2004).

Private sector engagement in the fight against corruption is critical in promoting economic development, ensuring fair and safe markets, and the overall well-being of societies. By embracing ethical business practices, complying with anti-corruption laws, and demonstrating a commitment to business integrity, the private sector can be an important driver to inspire and support positive change (UN, 2023). A business environment characterized by integrity ensures a safe business environment, promotes fair competition, and attracts foreign investment. Empirical research suggests that ethical practices can distinguish businesses in crowded markets, contributing to customer loyalty and improved reputation (McFarlane, 2013; Sharma & Dudeja, 2013). The United Nations Convention against Corruption (UNCAC) provides a framework for businesses to combat corruption, protect their reputations, and enhance competitiveness (UNODC, 2023; 

Bhutan’s economic growth and Bhutanese communities are also closely tied to the growth of the private sector. The private sector contributes significant percentage to the Bhutanese GDP every year (BCCI, n.d). Bhutan’s development priorities have been implemented in five-year planning cycles since 1961, and the private sector has long been recognized as the “engine of economic growth”. Therefore, in the 13th Five Year Plan (2024-2029), the government will make the private sector the “engine of growth” that Bhutan has aspired to for a long time by promoting a “government-facilitated and private sector-led” growth model (RGoB, 2024). The Asian Development Outlook 2023 has also emphasized that the private sector in Bhutan needs to grow to achieve the government’s ambitious target of a $10 billion economy by 2034.

So, as Bhutan’s private sector's role in economic development becomes increasingly significant, there will also be the challenge of ensuring that businesses operate with integrity. Therefore, promoting integrity and ethical business practices in the private sector has become crucial. Moreover, in Bhutan, where the private sector is still in its nascent stage, promoting integrity is essential, particularly for small and cottage industries, as it directly influences their long-term sustainability, competitiveness, and ability to build trust with consumers and investors alike. This paper explores the current landscape of Bhutan’s private sector, identifies key challenges and opportunities, and proposes strategies to foster an environment of ethical business practices. This paper also aims to provide insights that can guide policymakers, business leaders, and stakeholders in their efforts to strengthen business integrity.

Bhutan’s industrial landscape

Bhutan’s industry sector is categorized into Cottage, Small, Medium, and Large-scale based on capital investment and employee count. The scale of industry is further classified into Production and Manufacturing (P&M), Services, and Contract/Construction (MoICE, 2024).

As per the Industry Census of Bhutan 2024 published by the Ministry of Industry, Commerce and Employment (MoICE), small-scale industries are the most prevalent accounting for 70.59% of the total industries, followed by cottage-scale at 24.75%, medium-scale at 3.01%, and large-scale industries at 1.65%. Service industries dominate across all scales of industry accounting for 84.81%, followed by P&M with 10.42% and Contract with 4.77% of the total business licenses. The distribution of industry by ownership is dominated by sole proprietorship which constitutes 95.91% of the total industries, followed by private limited companies at 1.83% and partnerships at 1.13%. The contribution of the industries to the provisional GDP stands at 45.84%. Out of the 45.84%, medium and large industries accounted for 42% of the GDP while cottage and small industries accounted for 3.84% only.

Therefore, Bhutan's private sector is largely characterized by small-scale family-run businesses that engage in mostly trading activities. Figure 1 shows the increasing number of small-scale industries over the years. There were 13,068 in 2012 to 28,615 by the mid-year of 2024 highlighting the increasing trend and the dominance of small-scale businesses in a close-knit society like Bhutan. Business integrity in small-scale industries and sole proprietorships has gained scholarly attention due to the unique ethical challenges and opportunities faced by these entities. Small businesses confront specific ethical challenges stemming from financial constraints and competitive pressures, which can incentivize unethical practices (Medlin & Green, 2003; Adamu & Amsami, 2014). Integrity in such enterprises often relies on the personal ethics and leadership of owners, who play a crucial role in establishing organizational culture and ethical decision-making processes (Russell, 2018; Fatoki & Chiliya, 2012). Dutta and Banerjee (2009) have examined ethical practices specific to Kolkata's small enterprises, revealing a higher tendency toward unethical behavior in proprietorship firms compared to limited companies. On the other hand, opportunities for enhancing integrity include leveraging the agility and community ties inherent in small enterprises to build trust and transparency (Russell, 2018).


Figure 1: Growth of smale-scale industries

Source: Department of Industry Annual Report (2012-2024)

Given the economic landscape, Bhutan’s private sector also presents unique challenges and opportunities in promoting integrity, which are discussed below.

Challenges of promoting integrity in Bhutan’s private sector
Lack of corporate governance structure: The prevalence of small and cottage-scale businesses and sole proprietorships can foster an informal business culture, potentially leading to less emphasis on formal ethics and compliance. It means that many businesses lack formal governance structures/mechanisms such as independent boards, internal auditing/compliance and transparency in decision-making. The lack of formalized processes and policies may result in inconsistent ethical behavior and undermine efforts to promote integrity (Hughes et al., 2018). The World Bank (2022) also highlights that the absence of formal governance structures can inhibit ethical business practices, as businesses often lack oversight mechanisms. Further, the country's close-knit society and cultural emphasis on relationships can sometimes lead to practices that blur the lines between personal and professional integrity such as nepotism, favoritism, conflicts of interest and informal agreements. Hofstede's (2011) cultural dimensions theory provides a useful framework for understanding how national cultures influence corporate behavior. Moreover, many small businesses may also lack a clear understanding of what constitutes integrity in business practices and the importance of ethical practices. Many entrepreneurs prioritize short-term gains over sustainable practices, often neglecting the long-term benefits of integrity (Vinten, 2000).	Comment by Microsoft account: Can you explain this with few examples	Comment by Microsoft account: Explain how giving examples	Comment by Microsoft account: Lack clear understanding of what and from where the information could be gathered by businesses	Comment by Microsoft account: Explain with examples
Limited Resources: Smaller businesses typically operate with limited resources, making it difficult to implement comprehensive integrity programs. Financial constraints hinder their ability to invest in training, compliance, and oversight mechanisms (Mazzarol & Reboud, 2020).	Comment by Microsoft account: Explain with examples
Sector-Specific Risks: Each sector has its own unique integrity risks. For example, the construction sector might be more susceptible to bribery, while the tourism sector could face issues related to ethical sourcing and environmental impact. Studies by Transparency International (2020) have illustrated how corruption in the construction sector in developing countries often stems from weak regulatory environments and a lack of transparency. Similarly, tourism-based economies are increasingly scrutinized for their ethical practices, particularly in terms of sustainable operations and responsible sourcing.   	Comment by Microsoft account: Explain 
Opportunities for promoting integrity in Bhutan’s private sector
Focus on Individual Entrepreneurs: Given the dominance of sole proprietorships, programs emphasizing personal values and ethical decision-making can be impactful. It can be embedded in personal development programs for entrepreneurs. Further, campaigns that highlight the personal responsibility of business owners for their business integrity and the long-term benefits of ethical behavior for their reputation and business sustainability can be effective.	Comment by Microsoft account: Does the government or any other body initiated any programs for this, if yes explain 
Tailored Approach: The focus on specific sectors allows for targeted integrity programs addressing each sector's unique challenges. The concentration of businesses in specific sectors also allows for targeted integrity campaigns. Leading businesses within each sector can be identified and encouraged to set examples by adopting and advocating for integrity practices thereby creating a ripple effect of ethical practices within each sector. Further, given that Bhutan’s private sector is predominantly smaller businesses, integrity promotion strategies could be tailored to their unique needs and capacities. Traditional corporate governance models and integrity promotion tools may not be applicable, so simplified frameworks, practical tools and tailored guidelines that emphasize ethical business practices at a grassroots level can be developed and disseminated.	Comment by Microsoft account: Looks like generalized statement, What type of sectors	Comment by Microsoft account: Examples such as 	Comment by Microsoft account: What type of promotion strategies
Community-Based Initiatives: The smaller business landscape might enable more effective community-based integrity promotion efforts, leveraging social connections and trust. The close-knit nature of Bhutanese society can be leveraged to promote integrity through community-based initiatives. A culture of honesty, fairness, and responsibility can be promoted as a shared community value with local leaders, religious leaders, educators, and respected figures playing a key role in advocacy. Further, community-based monitoring and feedback mechanisms can be established, where businesses are held accountable not just by regulators but also by their customers and peers. For example, community-based integrity programs have succeeded in Bhutan's agricultural sector by fostering trust and collective monitoring of sustainable farming practices, which could serve as a model for private sector integrity promotion (Ura et al., 2019).
Further, cooperative movement can also have a significant force in promoting ethical business practices rooted in principles that emphasize social responsibility, democratic governance, and mutual aid. Research indicates that cooperatives foster an environment of trust and collaboration among members, which is essential for ethical decision-making (Open Coop, 2021). The principles of cooperation - such as democratic member control and concern for the community - ensure that businesses remain accountable to their stakeholders (ICA, 2023). Furthermore, cooperatives often engage in practices that promote social justice and environmental sustainability, aligning their operations with broader societal goals (MDPI, 2023). 
Government Leadership: Government agencies can play a crucial role in promoting integrity by setting the tone for ethical business practices, providing support for integrity initiatives and collaborating with the private sector and civil society . Public-private partnerships can help develop integrity frameworks, share best practices, and create a supportive ecosystem for ethical businesses. These collaborations can provide small businesses with access to resources and expertise that would otherwise be unavailable (Mason & Pinder, 2017). Further, e-governance initiatives, digital payments, and online procurement systems can help create a more transparent business environment. Technology facilitates the implementation of compliance systems, reporting mechanisms, and employee training programs (Bouchard et al., 2021).
Recent discussions at international forums highlight the necessity for governments to create effective frameworks that incentivize private sector compliance with integrity measures. A new UN resolution encourages governments to develop frameworks that support businesses in adopting ethical practices through both incentives and sanctions (BIG, 2024). This proactive approach aims to engage the private sector more effectively in combating corruption and fostering a culture of integrity (BIG, 2024; UNODC, 2023).
Youth Engagement: Bhutan has a young and dynamic population that can be mobilized to promote integrity. Engaging youth in integrity campaigns, entrepreneurship programs, and civic education can help build a new generation of ethical business leaders.
Business Integrity violations and issues – Case Examples
The Competition and Consumer Affairs Authority (CCAA)  received 129 complaints during the reporting period 2023-24 of which approximately half of the complaints pertained to breach of terms and conditions by the business (See Figure 2). There were substantial complaints related to the supply of defective or sub-standard products and the sale of goods at much higher prices through deception (CCAA, 2024).
[image: ]

Figure 2: Complaints received by CCAA against businesses in the reporting period 2023-24

In 2015, the Anti-Corruption Commission of Bhutan (ACC) referred 27 cases of fronting business in Phuentsholing, Bhutan involving 36 licenses. Fronting occurs where an unlicensed or unregulated person or business controls or owns a regulated or licensed business via a licensed person or business. In return, the license holder (the front) is paid a commission or fee by the non-licensed entity. Fronting engendered a breeding ground for many fraudulent and corrupt activities. The common ones are commercial bribery, bribery, deflection of goods across the border, forgery of invoices and Customs Declaration Forms and trade–based money laundering (ACC, 2015). The prevalence of fronting businesses in Phuentsholing, for instance, underscores the need for stricter enforcement mechanisms and public awareness campaigns focused on the risks of informal agreements and unregulated business activities.

In May 2021, the Supreme Court of Bhutan sentenced JPLP, a business owner in Phuentsholing, Bhutan to five years in prison and asked JLPL to restitute Nu. 154.61 mn in taxes and fines for the landmark tax evasion case investigated by the ACC (Tenzin Lamsang, 2022). In the reporting period 2022-2023, the ACC received 20 complaints related to the contract (ACC, 2023). Likewise, many cases of unethical business practices in the private sector such as bribery, embezzlement, tax evasion, smuggling, etc. only call for the need to promote integrity in Bhutan’s private sector.

Conclusion
[bookmark: _GoBack]In conclusion, promoting integrity in the private sector is essential. The composition of Bhutan’s private sector, characterized by cottage and small-scale enterprises, sole proprietorships, and sectoral concentration, requires a tailored approach to promoting integrity. While challenges such as the lack of formal structures and resource constraints exist, the opportunities presented by Bhutan’s unique cultural and philosophical context, as well as the power of community, offer promising avenues for fostering a robust culture of integrity. Promoting business integrity is not a one-time effort but an evolving process that requires ongoing collaboration between government agencies, businesses, and communities. Future strategies must remain flexible to adapt to Bhutan’s changing economic landscape and ensure long-term impact.
Further research is recommended to explore and develop culturally appropriate integrity promotion tools for Bhutan's private sector.
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