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(iii) For an explanation of rating descriptions used in ADB 
evaluation reports, see: ADB. 2006. Guidelines for 
Preparing Performance Evaluation Reports for Public 
Sector Operations. Manila. 
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EXECUTIVE SUMMARY 

This validation report assesses, from an independent perspective, the Bhutan Country 
Partnership Strategy Final Review (CPSFR) prepared by the South Asia Regional Department 
of the Asian Development Bank (ADB) in June 2013. An independent evaluation mission took 
place from 1–10 September 2013, after the national elections (held on 31 May and 13 July 
2013), and the subsequent change of government. The findings, lessons, and recommendations 
in this report are to inform the Country Partnership Strategy (CPS) planned for 2014–2018. 
ADB classifies Bhutan as a Group A country, with access to the concessional Asian 
Development Fund. The total program since Bhutan joined ADB in 1982 has an estimated value 
of $502 million, approved for projects in ten sectors. Projects completed by 2009 account for 
30% of this value, with the remainder—which are the focus of this validation report—being 
implemented over 2010–2013.  

 

Bhutan has a population of around 0.7 million. A peaceful transition to a democratic 
constitutional monarchy was completed in 2008, with a constitution adopted in July 2008. 
Development priorities identified in five-year plans have since 1972 been guided by the 
country’s signature principle of gross national happiness. This happiness index is based on four 
pillars—equitable economic growth, promotion of cultural heritage, sustainable use of 
environment, and good governance. The newly elected government’s prioritization of a growth 
agenda has sometimes been misinterpreted to imply an abandonment of the country’s pursuit of 
happiness. There is a consensus that economic growth is a prerequisite for happiness, but also 
that this growth needs to be inclusive.  

 
Despite Bhutan’s challenging geography and limited connection to global markets, the 

real gross domestic product (GDP) growth rate averaged 7.8% during 1981–2011. Growth was 
focused in the hydropower, tourism, and agriculture sectors. Gross national income per capita 
rose from $1,730 in 2008 to $2,420 in 2012, reaching lower middle-income level.  

 
Bhutan has significant growth potential in electricity production. The estimated 

hydropower potential is 30,000 megawatts (MW), of which 1,488 MW has been developed. 
About 80% of power generated is exported to India. In 2006, a framework agreement was 
reached with India to develop an additional 10,000 MW by 2020, which will benefit medium-term 
growth prospects. Sixteen hydropower projects are to be commissioned by 2020. ADB supports 
two of these: (i) civil works for the 126 MW Dagachhu project, the first public–private partnership 
hydropower project in Bhutan, and (ii) project preparatory technical assistance for the 118 MW 
Nikachhu project.  
  
 ADB’s Interim CPS for 2012–2013 continued the focus of the 2006–2010 Country 
Strategy and Program: economic growth, social development, and governance. The four areas 
identified for ADB support (energy, transport, urban development, and finance) were selected to 
both reduce poverty and create employment. The Country Strategy and Program reduced 
support for health and education because the country was expected to achieve the Millennium 
Development Goals, with support already provided by other bilateral development partners.  

 
The CPSFR assessed the program during 2010–2012 as successful. 

It recommendations included continuity in sectors of engagement, with increased focus on 
public sector management, support to the government’s diversification agenda through 
nonsovereign operations, collaboration with other development partners on complementary 
reforms, and strengthening of counterpart agency capacity in procurement, safeguards, and 
financial management. The need for increased training of implementing agencies and private 



ii 
 

contractors on ADB procedures, especially those working on service delivery issues in rural 
areas, was identified as a lesson.  

 
This validation agrees with the CPSFR rating, but has changed the strategic positioning 

criterion from highly satisfactory in the CPSFR to satisfactory. The interim CPS 2012–2013 
could have better articulated ADB’s response to the changing economic environment marked by 
steady growth. It could also have identified specific ways to diversify beyond hydropower, an 
issue that was first raised in the 1991 Country Operations Strategy. This report assesses the 
ongoing ADB program as likely effective; 14% of the $344 million program is complete, with 
three-fourths of it contracted and two-thirds disbursed. Other CPSFR ratings (relevant, efficient, 
likely sustainable, satisfactory for development impact) are validated.  

 
ADB contributions in energy are substantial. ADB sequenced its engagement through 

technical assistance (TA) projects for energy sector unbundling, and implemented rural 
electrification projects. It then helped the government formulate its Sustainable Hydropower 
Sector Policy to enable it to leverage private financing. ADB served as a transaction advisor for 
and financier of the first public–private partnership hydropower project—the 126 MW Dagachhu 
project. ADB is also providing project preparatory TA for the 118 MW Nikachhu project. 
ADB support to hydropower generation was complemented by a rural electrification masterplan 
prepared jointly with Japan International Cooperation Agency in 2005 and that ensured the 
provision of rural electrification to connect more than 90% of rural households. ADB is 
supporting pilot projects on renewable energy in light of power shortages resulting from limited 
river water flow in winter, which necessitates the importation of electricity from India in off-peak 
months. 

 
In transport, ADB’s packages on civil works for 269 kilometers (km) of national highways 

and 120 km of feeder roads are on track, but technical support to strengthen the capacity of 
implementing agencies needs to be deepened. The ongoing Road Network Project is complex, 
as it passes through areas that are legally protected for biodiversity conservation. In information 
and communications technology (ICT), ADB adopted a project-by-project approach. Support 
included broadband infrastructure for regional connectivity, IT systems (e.g., a revenue 
administration management information system, audit report management information system, 
and road management software), and service delivery solutions such as the e-Health pilot. 
If ADB seeks to increase its engagement here, an alternative approach could be to include ICT 
more systematically through a roadmap, projects, targets and indicators.  

 
This validation finds that it is appropriate for urban development projects to integrate 

basic services such as water-treatment plants, piped network expansion, secondary and tertiary 
roads, and waste-water treatment plants across defined urban areas in a planned manner, 
despite the delays caused by this approach in the past. Continued ADB engagement in urban 
centers outside of Thimphu, particularly other Class A cities, is crucial to stem the influx from 
rural areas in light of the limited livelihood opportunities in Thimphu and the resulting burden on 
services. ADB needs to accept that a shift to cities outside Thimphu will affect contract awards 
and disbursements. Close attention needs to be paid to ensuring the quality of the urban 
portfolio because of its importance to social inclusion. 

 
Support to improve access to finance through improvements in the enabling environment 

has resulted in important laws such as the Royal Monetary Act of 2010 and the Financial 
Services Act 2010, which have brought banking, securities, and insurance under a unified 
supervisory framework. Similarly, support for information disclosure resulted in the 
establishment of a credit information bureau and central registry. However, results were limited 
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in financial intermediation and the growth of micro-, small, and medium-sized enterprises, which 
are essential for inclusive growth. The design of subsequent finance projects needs to be 
adapted to the country context based on experience with the cost-sharing facility.  

 
This report identifies two lessons. First, while alignment with national development plans 

and priorities is important for ADB, it is more important that ADB programs add something new. 
ADB projects that merely repackage government subprojects into a whole in the name of 
alignment without a new approach to increase efficiency, effectiveness, or sustainability—this is 
especially the case in some instances in the finance sector—should be avoided. Second, ADB’s 
sustained engagement in key sectors, accompanied by flexibility in approaches and modalities, 
is important for development effectiveness in Bhutan. While the 2013 Critical Development 
Constraints analysis undertaken by ADB’s Economics and Research Department identified 
information and communications technologies and clean manufacturing through micro-, small-, 
and medium-sized enterprises as potential growth drivers, ADB’s past performance in these two 
areas has been mixed. There is a need for further analysis if ADB is to expand its support in 
these areas. 

 
This validation report supports the recommendations made by the CPSFR, and adds the 

following recommendations for consideration by the South Asia Regional Department: 
 
(i) Align the program with the inclusive and environmentally sustainable 

growth agendas. ADB must articulate how economic opportunities are created 
through its energy and transport programs, how these programs can contribute to 
inclusion, how the municipal infrastructure program improves access of the poor 
to opportunities, and how support to economic diversification can widen 
participation of the population in productive activities. The focus of the upcoming 
CPS should be to improve ADB’s contributions to government facilitated growth-
led gross national happiness. 

  
(ii) Help innovate the Bhutanese economy by providing relevant knowledge 

products and advisory services. Given the transition to a middle-income 
country status, and given concerns on inclusion as well as the environment, ADB 
should help the government to innovate its approaches by providing a series of 
rapid response knowledge products and services on topics prioritized and 
identified by the executing agencies and ADB jointly and on continuous basis. 
Potential areas could include macroeconomic management, and economic 
diversification, as well as environmental safeguards, financial inclusion, and 
regional cooperation and integration. Further, the opening of the ADB country 
office could facilitate daily support of such initiatives. 

 
(iii) Implement a skills development action plan on a sector basis. The 

Bhutanese government requires a technically qualified cadre to handle public 
sector operations and maintenance functions and reduce its dependency on 
external support. ADB operations could support long-term action plans to 
implement skills development initiatives in various sectors, with the goal of 
creating a technically qualified workforce. ADB’s shift away from support for the 
country’s education program since 2006 represents a missed opportunity in light 
of the growing skills mismatch between educated youth and the evolving needs 
of market enterprises, the weak results from the government’s diversification 
programs, and the lack of jobs associated with hydropower investments.  

 



 

I. BACKGROUND INFORMATION 

A. Validation Purposes and Procedures 

1. Bhutan joined the Asian Development Bank (ADB) in 1982. ADB classifies Bhutan as a 
Group A country, giving it access to concessional support from the Asian Development Fund 
(ADF).1 ADB is proposing a Country Partnership Strategy (CPS) covering 2014–2018, which is 
to be aligned with Bhutan’s Eleventh Five-Year Plan (2013–2018), which takes effect in 
September 2013.2 The thrusts of the Eleventh Five-Year Plan are inclusive social development, 
economic development that is environmentally sustainable, and strategic infrastructure 
development.  
 
2. ADB’s Operations Manual states that evaluating an existing country strategy is essential 
prior to preparing a new strategy.3 If a country assistance program evaluation (CAPE) has not 
been undertaken by the Independent Evaluation Department (IED), the originating regional 
department prepares a final review of the validity of the country program’s strategic focus, and 
the progress achieved, using the country’s results framework. The Operations Manual 
mandates that ADB have a valid country strategy for any developing member country (DMC) 
where lending or non-lending activities are planned. Accordingly, the ADB South Asia Regional 
Department prepared a country partnership strategy final review (CPSFR) in May 2013 
(available from the list of linked documents in Appendix 1).  

 
3. The purpose of this evaluation report is to: (i) validate the CPSFR prepared as a self-
evaluation by the ADB South Asia Regional Department, including the relevance of the strategic 
focus of the country program; (ii) identify lessons and recommendations to improve the design 
and implementation of the CPS planned for 2014; and (iii) assess the quality of the self-
evaluation. This validation assesses the performance of (i) the interim CPS for 2012–2013,4 
which continued the strategic thrusts of the preceding country strategy and program (CSP) for 
2006–20105—namely, broad-based economic growth, socially inclusive growth, and good 
governance;6 and (ii) four country operations business plans (COBPs) that guided ADB 
operations in 2010–2013.7  

 
4. The ADB country team sent the CPSFR to the Independent Evaluation Department 
(IED) on 3 June 2013. IED has prepared this validation report in accordance with the Guidelines 
on Preparation of the CPS Final Review Validation Reports, issued in February 2011, which 
stipulate that the validation report be prepared within 5 months.8 A desk review of the country 
planning and programming documents was first undertaken and an evaluation approach paper 

                                                 
1
 ADF was created in 1973 as a source of concessional support. It is designed to provide loans on concessional 

terms and grants to member countries with low per capita incomes and limited debt repayment capacity.  
2
  Gross National Happiness Commission, Royal Government of Bhutan. 2013. Bhutan: Eleventh Five-Year Plan, 

2013–2018. Thimphu. 
3
  ADB. Country Partnership Strategy. Operations Manual. OM Section A2/BP. Manila  

4
 ADB. 2012. Interim Country Partnership Strategy for Bhutan 2012–2013. Manila. 

5
 ADB. 2005. Country Strategy and Program: Bhutan, 2006–2010. Manila.  

6
 ADB prepared an interim CPS in September 2012 and included a two page appendix on the country strategy to the 

COBP of December 2011. Operations were guided by country operations business plans of October 2010 for 
2011–2013, and December 2011 for 2012–2014. 

7
 ADB. 2007. Country Operations Business Plan: Bhutan, 2008–2010. Manila; ADB. 2010. Country Operations 

Business Plan: Bhutan, 2011–2013. Manila; ADB. 2011. Country Operations Business Plan: Bhutan, 2012–2014. 
Manila; and ADB. 2012. Country Operations Business Plan: Bhutan, 2013–2015. Manila. 

8
 The six assessment criteria and their weights are strategic positioning (10%); program relevance (10%) and 

efficiency, effectiveness, sustainability, and development impact (all 20% each).  
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finalized in July 2013, which identified key issues prior to in-country consultations. 
The independent evaluation mission took place from 1–10 September 2013 as a result of 
national elections (held on 31 May and 13 July 2013), and the subsequent change of 
government. The evaluation mission interviewed focal persons in executing and implementing 
agencies of ADB-supported activities, central agencies, and other development partners. 
A questionnaire survey was administered to (i) 28 focal points in different departments, with 
17 responses received; (ii) development partners; and (iii) 4 out of 13 incubatees of the Bhutan 
Technology and Incubation Center, housed in the Thimphu Technology Park. Interviews were 
also held with ADB country and sector staff based in ADB headquarters, after which the 
validation report was drafted.  
 
5. ADB areas for engagement during 2006–2010 were transport; power, including rural 
electrification; urban development; and financial and private sector development. These areas 
were selected with the expectation that they would create employment opportunities while also 
contributing to poverty reduction. Capacity development was an important cross-cutting priority. 
The interim 2012–2013 CPS continued the priorities identified in the 2006–2010 CSP. It was 
aligned with the country’s national development plans for poverty reduction through economic 
diversification. While similar approaches have been adopted in successive ADB country 
strategies—in two country operations strategies (COSs), in 1991 and 2000; the 2006–2010 
CSP; and in the interim 2012–2013 CPS—ADB engagement in the agriculture, health, and 
education sectors was reduced during the mid-2000s.9 
 
6. A drawback of the CPSFR, noted by IED during preparation of the Evaluation Approach 
Paper for the validation report, is the absence of any discussion of the previous IED-led CAPE, 
or the use of project and/or program completion reports on which to base the CPSFR. 
The CPSFR rated the country program successful. It recommended continuity in the sectors of 
engagement, with increased focus on macroeconomic management, public financial 
management, debt management, and financial sector capacities to manage large-scale 
development of hydropower resources, and support to the government’s diversification agenda 
through non-sovereign operations. It highlighted the need to strengthen capacity of counterpart 
agencies in procurement, safeguards, and financial management. A key lesson was the need 
for training of implementing agencies and private contractors in ADB policies and procedures. 

 
B. Country Context and Government Development Plans 

7. Bhutan is a small landlocked country, located in the north-eastern part of the Indian 
subcontinent, with a population of about 713,300. It is mountainous; at the southern border with 
India the average elevation is about 300 meters, while the northern border with the People’s 
Republic of China reaches over 7,500 meters. Despite challenging geography and limited 
connection to global markets, the country has experienced strong economic growth, largely as a 
result of tapping its hydropower potential. The real gross domestic product (GDP) growth rate 
averaged 7.8% during 1981–2011, based on hydropower, tourism, and agriculture.10 Gross 
national per capita income rose from $1,730 in 2008 to $2,420 in 2012, placing Bhutan in the 
lower middle-income category.11 

                                                 
9
 ADB. 1991. Country Operational Strategy: Bhutan. Manila; ADB. 2000. Country Operational Strategy: Bhutan. 

Manila; ADB. 2005. Country Strategy and Program: Bhutan, 2006–2010. Manila; and ADB. 2012. Interim Country 
Partnership Strategy for Bhutan, 2012–2013. Manila. 

10
 Asian Development Bank, Australian Agency for International Development, and Japan International Cooperation 
Agency. 2013. Country Diagnostics Studies: Bhutan Critical Development Constraints. Manila.  

11
 The groups are low income $1,025 or less; lower middle income $1,026–$4,035; upper middle income $4,036–
$12,475; and high income, $12,476 or more (source: data.worldbank.org).  
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8. The country has transitioned from being an absolute monarchy (beginning in 1907) to a 
democratic constitutional monarchy in 2008. The Constitution was enacted in July 2008. 
The Parliament is the highest legislative body and consists of National Council (upper house), 
National Assembly (lower house), and the Druk Gyalpo (the King). Elections for the National 
Council were held in April 2013. All members contested as independents without affiliation to 
any political party, with the upper house performing a review function. The first elections for the 
National Assembly were held in March 2008. The second Assembly elections were held in May 
and July 2013. The initial round, held 31 May 2013, decided which two political parties would 
contest in the next round, on 13 July 2013. 

 
9. Bhutan 2020 is Bhutan’s 20-year strategy, which set a direction for the country beginning 
in 2000. Bhutan 2020 envisions an economic future driven by hydropower-based investments to 
help the country achieve financial self-reliance, and take responsibility for its own development 
financing. To achieve its vision of delivering quality services across the country, the government 
seeks to develop both hydropower revenues and a diversified economy that provides productive 
employment for an educated and skilled populace. Based on these resources, the country 
expects to be able to sustain rising social sector investments, meet its growing physical 
infrastructure development requirements, and stimulate further growth in economic activity to 
raise people’s standard of living and quality of life. It also seeks to continue its policy of 
promoting high-end tourism, including ecotourism.12 

 
10.  The country has an estimated hydropower potential of 30,000 megawatts (MW), of 
which 23,760 MW has been identified as technically feasible for development. However, the 
country has developed only 1,488 MW to date, equal to about 6% of this potential; of this 
amount, 80% is exported to India after domestic consumption.13 In 2006, a framework 
agreement was reached with India to develop an additional 10,000 MW by 2020. 
This framework agreement is favorable for medium-term growth prospects of the country.14 
Sixteen hydropower projects are planned; 6 are to be developed bilaterally by the governments 
of India and Bhutan; 4 as joint ventures between the government corporations of the two 
countries; and the remaining 6 by Bhutan, through public–private partnerships (PPPs) or 
independent power producers (these include the 126 MW Dagachhu hydropower project 
supported by ADB). Bhutan is relying predominantly on India to finance its hydropower projects 
and as a market for its hydroelectricity exports. While annual growth rates have been projected 
at 6.9% for the next 3 years, the commissioning of three hydropower projects towards the end of 
the Eleventh Plan period (2013–2018)—namely Punatsangchhu-I in 2015 (1200 MW), 
Mangdechhu in 2017 (720 MW), and Punatsangchhu-II in 2018 (1020 MW)—is expected to 
further increase the average growth rate. Agriculture accounts for about 60% of labor force, but 
its contribution as a percentage of GDP has been decreasing from about 58% in 1981 to 14% in 
2011 (footnote 10). 
 
11. The economy showed signs of overheating during 2011–2012. India is the predominant 
trading partner, accepting 80% of exports, and originating 75% of imports. This, combined with 
increased public expenditure, rising private spending on health and education, and growth in the 
housing sector resulted in shortages of Indian rupees in 2011. Consequently, the Royal 

                                                 
12

 Royal Government of Bhutan. Planning Commission. 2000. Bhutan 2020: A Vision for Peace, Prosperity and 
Happiness. Thimphu. 

13
 ADB. 2008. Report and Recommendation of the President to the Board of Director: Proposed Loans, Asian 
Development Fund Grant, Technical Assistance Grant, and Administration of Grant for the Green Power 
Development Project in Bhutan. Manila. 

14
 Government of India. Press Information Bureau. India to Develop 10,000MW Hydro Power in Bhutan. New Delhi 
http://pib.nic.in/newsite/erelease.aspx?relid=77616 
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Monetary Authority (RMA) sold $200 million of its international reserves in December 2011 to 
meet its current account payment obligations to India. Inflation remained high, reaching 13.5% 
in the second quarter of 2012, similar to the inflation rate in India (the national currency of 
Bhutan—the ngultrum, or Nu—is pegged to the Indian rupee). Domestic demand resulted in 
increases in the cost of non-tradable goods, such as property rents.  

 
12. Fiscal and monetary tightening, coupled with some foreign exchange controls, helped 
slow the economy, with inflation decreasing to about 8.4% in the first quarter of 2013. However, 
the current account deficit is projected to be 30% of GDP in fiscal year (FY) 2014,15 mainly due 
to hydropower investment-related goods, high imports of consumer durables, and a lackluster 
export performance. The external balance swung to a deficit of 6.4% of GDP in 2012, from a 
5.9% surplus in 2011. Although international reserves were reduced to finance this deficit, 
Bhutan retains sufficient reserves at present.16 As explained in the Strengthening Economic 
Management Program document, “the large and lumpy nature of imports of construction 
equipment and materials for building power plants, and the long gestation between construction 
and operations, can push the trade balance sharply into deficit. Over time, as construction is 
completed and plants go on stream, exports increase, the trade balance gradually improves, 
and export earnings meet loan servicing requirements. In the meantime, sizable positive capital 
inflows from capital grants and development assistance keeps Bhutan’s balance of payments in 
surplus.”17 

 
13. Public sector debt is high, although this is mostly related to hydropower projects. As of 
June 2012, public sector debt was estimated at 69% of GDP, compared to 64% a year earlier. 
It is expected to peak at 125% of GDP in FY 2016.18 Of this, more than half is owed to bilateral 
creditors, largely for hydropower construction. A joint World Bank and International Monetary 
Fund 2012 Debt Sustainability Analysis report indicated that most debt thresholds were 
breached in the baseline scenario, putting Bhutan at a high risk of debt distress.19 However, 
risks are mitigated by the concentration of debt in commercially viable hydropower projects, 
which enhance growth and are self-liquidating. A significant increase in revenues from 
hydropower will begin to accrue from 2017. 

 

14. Total revenues during the Eleventh Five-Year Plan period (2013–2018) are estimated to 
increase by 32% over the Tenth Five Year Plan (2008–2013).20 The increase is composed of 
domestic revenues (about 70%) and grants (30%). Domestic revenues are expected to increase 
by 55% over 2008–2013 levels, with the commissioning of three hydropower projects towards the 
end of 2013–2018.21 In 2012, taxes from hydropower and dividends, through the state-owned 
enterprise, accounted for about a quarter of the total domestic revenues. The tourism policy 
requires that tourists pay a $200–$250 all-inclusive daily tariff, of which about 26% is taxed, 
which is an important source for revenue. Tourist arrivals increased from 2,100 in 1991 to 
27,200 in 2010 (footnote 10).  
 

                                                 
15

 The fiscal year ends June 30. 
16

 The Royal Monetary Authority estimated that foreign exchange reserves were 15 months equivalent of imports in 
September 2013. 

17
 ADB. 2013. Report and Recommendation of the President to the Board of Directors. Proposed Policy-Based Loan 
and Grant Kingdom of Bhutan: Strengthening Economic Management Program. Manila. 

18
 Ministry of Finance. National Budget Financial Year 2013. Thimphu.  

19
  World Bank and International Monetary Fund. 2012. Debt Sustainability Analysis. Washington, D.C. 

20
 Gross National Happiness Commission, Royal Government of Bhutan. 2008. Tenth Five-Year Plan, 2008–2013. 
Thimphu. 

21
 Gross National Happiness Commission. Bhutan. 2013. Report on the Eleventh Five-Year Plan to the First Session 
of the Second Parliament. Thimphu.  
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Continued centrality of Gross National Happiness Index 
 

The principle of gross national happiness articulated by the Fourth King in 1972 has 
guided development priorities of the country, as identified in the five-year plans. Applying this 
principle in practice has led to the signature index gain prominence, which includes measures of 
prosperity and well-being. The aggregate happiness index is based on four pillars—equitable 
economic growth, promotion of cultural heritage, sustainable use of the environment, and good 
governance. 

 
With the newly elected government in 2013 prioritizing more immediate economic growth 

initiatives, some have thought that this may imply the abandonment of the country’s signature 
pursuit of happiness. However, the government sees growth as a prerequisite for happiness, 
and is aiming for it to be balanced and inclusive.  
 
Source: this report. 
 
15. Development priorities are laid down in five-year plans. Since 1961, 10 five-year plans 
have been implemented. The Sixth Five-Year Plan (1987–1992) was the first that prioritized 
projects for the rural population through programs on rural housing, resettlement, generation of 
farm incomes and access to public services and utilities.22 The Seventh (1992–1997) and Eighth 
(1998–2002) Five-Year Plans focused on developing human resources through comprehensive 
rural development programs with an emphasis on infrastructure such as hospitals, schools, 
administrative buildings, sewage facilities, roads, and power substations; income generation; 
and employment creation.23  

 
16. The Ninth Five-Year Plan (2003–2007) introduced the Gewog- (village block) based 
planning system, in which infrastructure development was prioritized through a participatory 
process, with a focus on improving basic service delivery access and quality.24 The Tenth and 
Eleventh Five-Year Plans have targeted programs for rural areas under an inclusive socio-
economic development pillar, such as the rural economy advancement program that targeted 
some 250 of poorest villages, and the National Rehabilitation Program that aims to improve the 
productive asset base of 250 remote households.25  

 
17. The country’s poverty rate dropped significantly between 2003 and 2007: from 26% to 
10% using the $1.25 per day poverty line, and from 49% to 29% using the $2 per day poverty 
line (footnote 10). The most recent Bhutan living standards survey was conducted during 
March–July 2012.26 The resulting Poverty Analysis Report established a total poverty line of 
Nu 1,704.84 per person per month (including Nu 1,154.74 per person per month plus a non-
food allowance of Nu 550.10); the report estimated the number of people living in poverty under 
this definition decreased from 23.2% in 2007 to about 12% in 2012. The rural poverty rate 
(16.7%) is higher than the urban poverty rate (1.8%). Furthermore, inequality, as measured by 
the Gini Index, increased in both urban areas (from 0.32 to 0.35) and the rural areas (0.32 to 

                                                 
22

 Gross National Happiness Commission, Royal Government of Bhutan. 1987. Sixth Five-Year Plan (1987–1992). 
Thimphu.  

23
 Gross National Happiness Commission, Royal Government of Bhutan. 1992. Bhutan: Seventh Five-Year Plan, 
1992–1997. Thimphu; Gross National Happiness Commission, Royal Government of Bhutan. 1997. Bhutan: Eighth 
Five-Year Plan, 1997–2002. Thimphu. The government spent about 7% of GDP on social services during the 7th 
Five-Year Plan (IMF Government Financial Statistics, accessed January 2013). 

24
  Gross National Happiness Commission, Royal Government of Bhutan. 2002. Bhutan: Ninth Five-Year Plan, 2002–
2007. Thimphu. 

25
 Bhutan. Report on the Eleventh Five-Year Plan (2013–2018) to the First Session of Second Parliament. Thimphu. 

26
 ADB and National Statistics Bureau. Bhutan Living Standards Survey 2012 Report. Manila.  
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0.34) during 2007–2012.27 Most of the poor reside in the rural areas, where opportunities for 
employment outside agriculture are limited. Delivery of basic services to remote and isolated 
districts is costly, which also contributes to inequality. 

 
18. Rural poverty has accelerated rural–urban migration, which causes labor shortages in 
rural areas and aggravates urban unemployment and poverty.28 Rising urban poverty has led to 
social problems, according to the Ministry of Labor and Human Resources. Overall 
unemployment is low (2.1% in 2012), but unemployment among youth is much higher (7.2% in 
2012). Despite expansion of basic education, the nation’s skill base remains too narrow, and 
many graduates lack the skills required for employment in expanding sectors. There is a skills 
mismatch between educated youth and the needs of market enterprises, and investments in the 
hydropower subsector have remained capital intensive. Many instructors at higher education 
levels lack qualifications and experience in advanced-level training and research, constraining 
efforts to build a knowledge economy.  

 
19. The government estimates that 150,000 job seekers will be entering the labor market 
during 2013–2018, of which only about 50,000 will likely find jobs. Therefore, to keep 
unemployment at current levels, 100,000 jobs will have to be created. The government expects 
these jobs to be created in existing industries, through promotion of agriculture programs, and 
small and medium-sized cottage industries. 

 
20. The country has attained, or is on track to achieve, most of the Millennium Development 
Goals (MDGs) by 2015.29 However, given the urban–rural gap in terms of access to quality 
basic services, the target for reducing maternal mortality is unlikely to be met in all areas of the 
country. Also, the Human Development Index value for 2012 was 0.538, which is less than the 
0.64 value for countries in the medium human development group, and below the average 
(0.558) for the South Asian countries.30 Bhutan’s Human Development Index value is reduced 
by low adult literacy and schooling.31 
 
C. Country Partnership Strategy Priorities and Development Partner Roles 

21. Country strategies. Country strategies prepared by ADB for Bhutan include the interim 
2012–2013 CPS (footnote 4), the 2006–2010 CSP (footnote 5), and the 1991 and 2000 COSs 
(footnote 9). Although there was no valid country strategy during 2011 and January–August 
2012, the strategic pillars of the 2006–2010 CSP—pro-poor economic growth, social 
development, and governance—remained valid. There has been a high degree of continuity in 
the approaches undertaken by ADB since the 1991 COS.  
 
22. The 1991 COS identified the diversification agenda of the government as its overall 
objective. The COS was to achieve this by (i) strengthening economic management; 
(ii) improving physical and social infrastructure; (iii) promoting private sector development; and 
(iv) protecting the environment. Although the 2000 COS had a poverty focus through economic 
growth and social inclusion, it did not fundamentally differ from the 1991 COS (Table 1). 

 
 

                                                 
27

 World Bank and National Statistics Bureau. Bhutan Poverty Analysis 2012. Manila.  
28

 Bhutan Observer. 2012. Rural to Urban Migration Keeps Increasing. Thimphu. 
29

 World Bank. 2013. Country Partnership Strategy for the Kingdom of Bhutan FY2011–2014. Washington D.C. 
30

 UNDP. International Human Development Indicators.   
31

 United Nations Development Programme. Explanatory note on 2013 Human Development Report Composite 
Indices for Bhutan. http://hdrstats.undp.org/images/explanations/BTN.pdf  
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Table 1: Continuity in ADB objectives, strategic pillars, and sectors of engagement 
 

Years 
Country Strategy 

Report Objective Strategic Pillars 
ADB Sector 

Program 
2011–2013 Interim 2012–2013 

CPS
a
 

 

Extended the 
validity of the 
2006–2010 CSP 

Broad-based 
economic growth, 
inclusive social 
development, 
governance 
 

Energy; Transport; 
Urban Development; 
Finance/Private 
Sector 

2006–2010 2006–2010 CSP
b
  Poverty reduction 

through economic 
diversification 

Pro-poor economic 
growth, social 
development, 
governance  

Energy; Roads; 
Finance/Private 
Sector; Urban 
Development 
 

2000–2005 2000 COS
c
  Poverty reduction 

through economic 
growth and social 
inclusiveness 
 

Broad-based 
economic growth, 
social development, 
governance 

Social Infrastructure 
consisting of Health, 
Education, and 
Urban Development; 
Transport; Energy; 
Finance 
 

1991–1999 1991 COS
d
  Support 

government efforts 
to diversify 
economy 

Strengthen capacity 
for economic 
management; 
improve physical and 
social infrastructure; 
promote private 
sector development; 
and environment. 
 

Energy; Finance; 
Transport; Social 
Infrastructure 
consisting of Health, 
Education, and 
Urban Development 

1982–1990 Program undertaken 
independently of any 
country strategy 

   Agriculture; 
Multisector; Social 
Infrastructure 
consisting of Health, 
Education, and 
Urban Development 
 

ADB = Asian Development Bank, COBP = country operations business plan, COS = country operational strategy, 
CPS = country partnership strategy, CSP =country strategy and program.  
a   

ADB. 2012. Interim Country Partnership Strategy for Bhutan 2012–2013. Manila. 
b 

  ADB. 2005. Country Strategy and Program: Bhutan, 2006–2010. Manila. 
c 

ADB. 2000. Country Operational Strategy: Bhutan. Manila 
d  

ADB. 1991. Country Operational Strategy: Bhutan. Manila.  
Source: Asian Development Bank, Independent Evaluation Department. 

 
23. ADB sectors of engagement during the 2006–2010 CSP were energy, including rural 
electrification; transport; urban development; and finance and private sector development. 
These areas were selected with the expectation they would both reduce poverty and create new 
employment opportunities. Capacity development was an important cross-cutting priority 
through the CSP period.  
 
24. The 2006–2010 CSP reduced ADB involvement in health and education, because the 
country was considered well-positioned to achieve the related MDG targets, and multiple 
bilateral development partners were active in these sectors. The CSP highlighted the potential 
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role of technical and vocational education institutes, given the ongoing review of the national 
human development strategy. It left the possibility for future ADB support if requested by the 
government. 
 
25.  The interim 2012–2013 CPS continued the focus of the 2006–2010 CSP. It was aligned 
with the country’s national development goal of poverty reduction through economic 
diversification. There has been significant continuity in ADB’s approach, with a focus on broad-
based economic growth, social development, and governance, as articulated through its country 
strategies for Bhutan. 
 
26. Country program. ADB’s program during 1982–2013 totaled $501.92 million from the 
ADF in 10 sectors. ADB supported 172 activities during 1982–2013 through 28 loans, 6 Japan 
Fund for Poverty Reduction (JFPR) grants, 10 ADF grants, 127 technical assistance (TA) 
activities, and 1 non-sovereign operation. About 30% of the total ($157.69 million) was approved 
and completed by 2009, while the remaining 70% ($344.21 million) came from either post-2010 
approvals, or projects implemented during 2010–2013. Annual allocations were about 
$10 million in the early 2000s, rose to $32 million during 2006–2008 due to high levels of 
resource utilization, and back to about $22 million during 2011–2012. Figure 1 shows program 
approvals completed by 2009, and the program implemented in 2010–2013. 
 

Figure 1: ADB Program in Bhutan, 1982–2013  
 

 
 
ANR = agriculture and natural resources, EDU = education, ENE = energy, FIN = finance, HSP = health and 
social protection, IND = industry and trade, MUL = multisector, PSM = public sector management, TA = 
technical assistance, T&ICT = transport and information and communications technologies, WMIS = water 
supply and other municipal infrastructure services.  
Note: Approvals totaled $501.92 million; 30% were completed by 2009, 70% during 2010–2013. 
Source: Asian Development Bank (Loans, Grants Technical Assistance database). 

 
27. Of the ADB program for 2010–2013 covered by this validation report, about 67% 
($231.57 million) was approved before 2010, with the remaining 33% ($112.64 million) 
approved during 2010–2013. Figure 2 shows the sector spread, and the sustained engagement 
in priority areas identified in the 2006–2010 CSP: energy, roads, urban development, and 
finance and the private sector. Overall approvals did not increase during 2010–2013, except 
public sector management, in the form of budget support programmed in 2013.  
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Figure 2: Continuity in Sectors of Engagement, 2010–2013  
 

 
 
ENE = energy, FIN = finance, IND = industry and trade, MUL = multisector, PSM = public sector management, TA = 
technical assistance, T&ICT = transport and information and communications technologies, WMIS = water supply 
and other urban municipal infrastructure services.  
Note: Approvals totaled $344.21 million; about 67% were approved prior to 2010, and 33% during 2010–2013. 
Source: Asian Development Bank (Loans, Grants Technical Assistance database). 

28. ADB approved 172 activities during 1983–2013 for Bhutan, 46 of which were 
implemented during 2010–2013 (Table 2). These include 22 loans and grants, with 1 ordinary 
capital resources (OCR) loan, 8 ADF loans, 9 ADF grants, 4 JFPR grants; and 24 TA projects, 
including 6 project preparatory TA, 12 capacity development TA, and 6 advisory TA projects. 
This validation report covers about 26% of all ADB activities approved for Bhutan, in terms of 
number, and 70% in terms of value. Appendix 1 lists all loans, grants, and TA projects 
implemented during 2010–2013.  
 

Table 2: Implemented Projects, 2010–2013  
 

 Loans and Grants TA Projects NSO Total 

Item OCR  
Loan 

ADF 
Loans 

ADF  
Grants  

JFPR 
Grants  

PPTA CDTA  ADTA Equity  

No. of projects,  
2010–2013  

1 8 9 4 6 12 6   46 

No. of projects  
1983–2013   

1 27 10
a 

6 33 12 82 1 172 

No. of projects in 2010–2013 
as a proportion of 1983–
2013 projects (%) 

100% 30% 90% 67% 18% 100% 7%  26% 

Value of 2010–2013 projects 
($ million) 

51 136.30 131.39 9.94 4.20 7.95 3.43  344 

Value of 1983–2013 projects 
($ million) 

51 247.46 137.39
1
 11.44 14.89 7.95 31.46 .53 501 

Value of projects in 2010–
2013 as a proportion of 
1983–2013 projects (%) 

100% 55% 95% 86% 28% 100% 11%  70%  

ADF=Asian Development Fund, ADTA = advisory technical assistance, CDTA = capacity development technical 
assistance, JFPR = Japan Fund for Poverty Reduction, NSO = nonsovereign, OCR = ordinary capital resources, PPTA 
= project preparatory technical assistance, TA = technical assistance. 
Note:

 a 
ADF grants include one additional grant cofinancing totaling $1 million for the Green Power Development 
Project, approved in October 2008 and sourced from the Asian Clean Energy Fund.  

Source: Asian Development Bank Independent Evaluation Department. 

29. Energy, transport and information and communication technology (ICT), water supply 
and other municipal infrastructure and services (WMIS), and the finance sector received about 
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85% of ADB support during 2010–2013. This is consistent with the focus of support 
recommended by the 2006–2010 CSP and the interim 2012–2013 CPS (on economic growth 
rather than social development). Lending through OCR and ADF loans comprised about 54% of 
the total support, ADF grants 38%, technical support 5%, and JFPR grants 3%.  
 

30. ADB programmed six regional TA projects during 2010–2013 that cover Bhutan: 
(i) regional TA to improve Gender-Inclusive Access to Clean and Renewable Energy in Bhutan, 
Nepal, and Sri Lanka, approved in April 2011 with a total resource envelope of $3 million; 
(ii) regional capacity development TA to formulate road safety measures for Nepal and Bhutan, 
approved in April 2011 with a resource envelope of $700,000; (iii) regional capacity 
development TA for financial stability in Bhutan and the Maldives, approved in December 2012 
with a total resource envelope of $500,000; (iv) regional policy and advisory TA to enhance 
economic analysis and south–south learning, to cover Bhutan, the Maldives and Nepal, 
approved in December 2012 with a resource envelope of $1.5 million; (v) regional small-scale 
TA for developing energy efficiency policies and guidelines in Nepal and Bhutan, approved in 
December 2012 with a total budget of $225,000; and (vi) regional TA to improve environmental 
and social safeguards implementation in South Asia, approved in December 2012 for 
$250,000.32 
 
31. This validation report covers all ADB-supported activities implemented during 2010–
2013, totaling $344.21 million; 86% of these activities are ongoing, with 53% approved before 
2010, and 33% after 2010, while 14% were completed during 2010–2013 (Figure 3).  
 

Figure 3: Coverage of the Independent Evaluation Department  
Validation Report  

 

 
m = million 
Note:  The Independent Evaluation Department Validation Report covers all activities during 2010–

2013 (shown shaded). About 86% of the 2010–2013 program is ongoing. 
Source: Asian Development Bank Independent Evaluation Department. 

 

                                                 
32

  ADB. 2011. Technical Assistance for Improving Gender-Inclusive Access to Clean and Renewable Energy in 
Bhutan, Nepal, and Sri Lanka. Manila; ADB. 2011. Technical Assistance for South Asia Road Safety Programs - 
Phase 1 in Bhutan and Nepal. Manila; ADB. 2012. Technical Assistance for Supporting Financial Stability in 
Bhutan and the Maldives. Manila; ADB. 2012. Technical Assistance for Preparation of Energy Efficiency Policies 
and Guidelines for Bhutan and Nepal. Manila; and ADB 2012. Technical Assistance for Improving the 
Implementation of Safeguard Policy Applications in selected South Asia Developing Member Countries. Manila. 
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32. Table 3 summarizes areas of ADB engagement during 2010–2013. It lists the focus of 
the investment and technical support activities in the energy, transport and ICT, WMIS, and 
finance sectors. It also summarizes ADB efforts in the areas of governance, gender and 
development, and partnerships.  
 

Table 3: Areas of ADB Support in Priority Sectors Identified during 2010–2013 
 

Sector  Areas of ADB support  

Energy (i) Sustainable Hydropower Development Policy in 2008 to create an enabling environment for PPPs in 
the hydropower subsector; 

(ii) support as a transaction advisor to analyze Bhutan’s debt sustainability levels resulting from 
hydropower investments;  

(iii) support as a project financier for the Dagachhu hydropower project civil works (the project will be 
the first hydropower PPP, and is to be completed, in 2014);  

(iv) support to a rural electrification masterplan in 2005 prepared jointly with JICA;  
(v) rural electrification components within projects that ensured connection of more than 90% of rural 

households;  
(vi) renewable energy pilot projects to address winter hydropower shortages; and  
(vii) support to the National Environment Commission regarding environmental safeguards. 

Transport  (i) Seven packages for national highways totaling 136.38 km, and five feeder road packages totaling 
66.07 km, with national competitive bidding completed;  

(ii) five packages for national highways totaling 108.60 km, and two feeder road packages totaling 
54.50 km, with international competitive bidding ongoing; 

(iii) TA to develop road safety measures, and a road asset information system using the Highway 
Development and Management Model (HDM4) application; and 

(iv) support to improve infrastructure at three domestic airports, and technical support to unbundle the 
civil aviation department into a regulatory authority and a corporate entity. 

ICT (i) Information Highway Project under South Asia Subregional Economic Cooperation program 
approved in 2007 to develop broadband infrastructure and regional connectivity;  

(ii) support for a revenue administration management information system, audit report management 
information system, and HDM4 software in the Department of Roads; 

(iii) support for a credit information bureau and central registry in the Royal Monetary Authority; and  
(iv) an e-Health project with Ministry of Health.  

Water supply 
and other 
municipal 
infrastructure 
and services  

(i) Water treatment plant; piped network expansion; reinforcement for a landfill, access road and 
fencing for a composting plant built by the Danish International Development Authority, and tertiary 
roads (19.4 km) in four local area plans of Thimphu;  

(ii) expansion of the road network; construction of parking lots, a footpath (1.2 km), a pedestrian bridge, 
an archery ground and a mini-stadium in Phuentsholing; construction of a water treatment plant, 
purchase of desludging equipment, and construction of a sludge drying bed in Dagana; and 

(iii) a wastewater treatment plant in Thimphu, with a design–build–operate contract; expansion of a 
water supply and sanitation network in Samdrup Jongkhar; rehabilitation of roads and bridges in 
Phuentsholing; and creation of masterplans for water supply and drainage planning in Nganglam 
and Samdrup Jongkhar. 

Public sector 
management, 
finance, and 
industry  
 
 
 

(i) Budget support to improve the fiscal situation in February 2013 and technical support for financial 
stability in Bhutan and the Maldives; 

(ii) support to the Royal Monetary Authority through the RMA Act 2010 and Financial Services Act 2010 
that brought banking, securities, and insurance under a unified supervisory framework; creation of a 
financial intelligence unit, corporate governance regulations for financial institutions, and financial 
information disclosure; and 

(iii) support for a policy, strategy, and institutional framework for cottage and small industries; and a line 
of credit to Bhutan Development Finance Corporation for an on-lending and cost-sharing facility for 
micro- and small and medium-sized enterprises.  

ADB= Asian Development bank, ICT = information and communication technology, JICA = Japan International Cooperation 
Agency, km = kilometer, PPP = public–private partnership, RMA = Royal Monetary Authority. 
Source: Asian Development Bank Independent Evaluation Department. 

 
33. ADB has contributed to regional cooperation efforts since 2001 through the South Asia 
Subregional Cooperation (SASEC) program. This program has the mandate to support regional 
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cooperation activities in Bangladesh, Bhutan, India, and Nepal. Priority areas are energy, 
tourism infrastructure and ICT, supported through loans and regional TA.33 Although the size of 
the resource envelope was adequate, most activities underestimated the time requirements.  
 
34. A notable exception is the Green Power Development Project approved in 2008, which 
received the United States Department of Treasury Development Impact Award in 2013. ADB’s 
initial financing totaled $80.0 million with an OCR loan of $51 million and a hard-term ADF loan 
of $29 million out of the total $201.5 million at 60:40 debt equity ratio. The hydropower project 
has been developed as a PPP to leverage private capital and reduce debt burden of the 
government. The government owns 59%, Tata Power of India 26%, and Bhutan’s National 
Pension and Provident Fund the remaining 15%. The government will receive 12% royalty 
power during the first 12 years and 18% for the balance 18 years. All the remaining hydropower 
is to be sold to Tata Power at the rate of Nu 2.90 per kilowatt hour. The ADB project design 
ensured use of government royalties for inclusion of about 8,800 remote households with 
electricity. ADB also played a role in verification, registration, and validation of this first cross-
border project under the Clean Development Mechanism of the United Nations Framework 
Convention on Climate Change. Figure 4 shows areas of ADB support during 2010–2013.  

 

Figure 4: ADB Support by Sector and Source  

 
ADF = Asian Development fund, ENE = energy, FIN = finance, IND = industry and trade, JFPR = Japan Fund 
for Poverty Reduction, MUL = multisector, OCR = ordinary capital resources, PSM = public sector 
management, TA = technical assistance, T&ICT = transport and information and communications 
technologies, WMIS = water supply and other urban municipal infrastructure services.  
Source: Asian Development Bank Loans, Grants and TA database. 

 
35. Key development partner strategies and programs. India is the largest provider of 
development support to Bhutan. The Government of India provided about $550 million through 
program and project grants during 2008–2013, while other development partners contributed 
about $338 million during the same period (Figure 5). Bhutan and Nepal have been the top two 
recipients of support from India, beginning in the 1950s. The Government of India provided 
project and program grants to (i) ministries, such as the Ministry of Home and Cultural Affairs, 
which manages small development projects; (ii) departments, such as the Department of Roads 
(DOR), for road rehabilitation projects; and (iii) municipalities for infrastructure development. 
The Government of India has also provided support for construction of offices for government 
ministries and agencies, and educational institutes.  

 

                                                 
33

 ADB. South Asia Subregional Economic Cooperation. http://www.adb.org/countries/subregional-programs/sasec 
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36. Hydropower projects are financed by the government of Bhutan outside of its five-year 
plans, and thus the estimate of total grants received (figures 5 and 6) excludes direct grants 
from India for hydropower projects and border roads through Dantak project. In 2011–2012, the 
Government of India provided an additional $70 million directly for the Punatshangchu-I, 
Punatshangchu II, Mangdechu hydropower projects, and for border roads under its Dantak 
project.  

 
37. India pledged an additional total of $781 million in support to Bhutan over the course of 
the Eleventh-Five Year Plan (2013–2018), which includes a stimulus program for private sector 
loans from banks and for youth unemployment.  
 
38. Figure 6 shows contributions received from top development partners during FY2012. 
While development support has remained consistent during the validation period, some 
development partners, such as the Danish International Development Agency (DANIDA) and 
the European Union, plan to reduce support as a result of the country’s sustained high growth 
rates and achievement of middle-income status.  
 
39. The World Bank has a smaller portfolio than does ADB, and will prepare a new country 
assistance strategy in 2014. It does not expect a significant shift in focus from its current CPS, 
and expects to continue involvement in health, education, urban development, development 
policy loans, and private sector development. The World Bank released the Bhutan Poverty 

Figure 5: Grants and Loans received during 2008–2013 
 

 
Source: Annual Financial Statements of the Royal Government of Bhutan, 2008–2012. 

Figure 6: Contributions from Top Bilateral and Multilateral Development 
Partners in Fiscal Year 2012 

  
ADB = Asian Development Bank, DANIDA = Danish International Development Authority, IFAD = International 
Fund for Agriculture Development, SNV = SNV Netherlands Development Organisation, UNDP = United Nations 
Development Programme. 
Source: Annual Financial Statements of the Royal Government of Bhutan 2012. 
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Analysis in 2012 (footnote 27), which is based on the data from the ADB-supported Bhutan 
Living Standards Survey (footnote 26), implemented by the National Statistics Bureau.  

 
40. The Japan International Cooperation Agency (JICA) has focused on social services 
(education, health, human resource development), infrastructure (rural electrification, transport 
and urban development), agriculture and rural development, and public management. ADB has 
collaborated with JICA in rural electrification following the rural electrification masterplan that 
was developed under the leadership of JICA, in accordance with the government’s goal of 
providing electricity for all. Most of Bhutan’s bridge projects are implemented by JICA on a 
turnkey basis, covering all design, procurement, and project implementation activities. JICA has 
an ongoing collaboration with the Department of Disaster Management on glacial lake outburst 
flooding, which includes setting up early warning systems in selected locations, connectivity with 
the central data center, and formulating an emergency response process.  
 
41. SNV has an annual country program of €1.2 million–€1.3 million. It has supported 
agriculture and rural development, renewable energy, rural and peri-urban sanitation. 
It collaborates with ADB on renewable energy (biogas) and has had collaboration on 
environmentally friendly road construction techniques. SNV is actively involved in creating a 
viable biogas sector. With technical support from SNV, ADB is financing a biogas pilot project in 
the southern districts of Bhutan as part of its ongoing Rural Renewable Energy project. 

 
42. Harmonization of support from development partners is largely undertaken by the 
government on a bilateral basis. The government, with financial support from the United Nations 
Development Programme, organizes roundtable meetings in Thimphu every 2 years. 
Development partners also have monthly meetings in Thimphu to exchange information on their 
respective programs and discuss current development issues. While the CPSFR noted that the 
government took the lead in coordinating among development partners, this validation finds the 
government could provide clearer direction regarding its priorities, and stronger leadership in 
coordinating development partners. 

II. VALIDATION OF THE COUNTRY PARTNERSHIP STRATEGY FINAL REVIEW  

A. Strategic Positioning  

43. The CPSFR rates ADB’s strategic positioning highly satisfactory. The assessment of 
strategic positioning in the CPSFR considered how well the 2006–2010 CSP, interim 2012–
2013 CPS, and the COBPs guided ADB's program relative to conditions in the country and to 
ADB's policies and experience. The CPSFR assessed strategic positioning relative to five 
subcriteria: (i) the appropriateness of the ADB-supported program with respect to the country 
context and government development priorities, (ii) alignment with ADB's Strategy 2020,34 
(iii) coordination with development partners, (iv) continuity in the sectors of engagement as 
informed by lessons identified from previous evaluations, and (v) use of CPS results 
frameworks. 
 
44. The CPSFR stated that the 2006–2010 CSP and interim 2012–2013 CPS were fully 
consistent with the government's development strategy during the corresponding years by 
focusing on poverty reduction through economic diversification. It added that ADB support was 
aligned with government's strategy to foster broad-based economic growth by supporting 
improvements in the scope and quality of road and civil aviation networks, enhancing access to 

                                                 
34

 ADB. 2008. Strategy 2020: Working for an Asia and Pacific Free of Poverty. Manila. 
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electricity in rural communities, improving provision of urban infrastructure and services, 
increasing competitiveness and efficiency of the financial sector, and improving ICT connectivity. 
It added that this support strengthened the government’s efforts to promote more balanced 
regional growth, enhanced infrastructure development, and an improved enabling environment for 
private sector development.  

 
45. This validation concurs with the CPSFR’s assessment that the 2006–2010 CSP and 
interim 2012–2013 CPS were fully consistent with the government's development strategies 
during the period. The strategic pillars of the 2006–2010 CSP—broad-based economic growth, 
inclusive social development, and good governance—remained valid during 2012–2013. The 
ADB strategies that were formulated—beginning with the 1991 COS and continuing through the 
interim 2012–2013 CPS—have had a high degree of continuity in terms of priorities identified in 
the country strategies and pathways proposed for the country program (para. 21 and Table 1). 

 
46. The CPSFR assessed ADB’s country strategy during 2010–2012 as being essentially a 
continuation of ADB’s 2006–2010 CSP. During 2010–2012, however, the high dependence on 
capital-intensive hydropower development linked Bhutan’s economic growth to a single sector 
that provided limited employment opportunities. Reliance on electricity exports to India as the 
major source of foreign exchange also left the economy vulnerable to swings in India’s business 
cycles. As highlighted in the recent analysis of critical development constraints facing Bhutan 
(footnote 10), sectors not based on natural resources have remained largely underdeveloped, 
and the private sector is small and faces hurdles in contributing to growth.35 

 
47. This validation finds that the interim 2012–2013 CPS does not adequately reflect the 
altered economic landscape and the main constraints to Bhutan’s development. With the energy 
sector firmly established as the primary source of growth, the interim 2012–2013 CPS did not 
identify other possible sources of growth or potential pathways to enable diversification. This is 
understandable to an extent, in that the interim CPS was prepared to bridge the gap until a full 
CPS was prepared, which was to be aligned with the Eleventh Five-Year Plan for 2013–2018. 
However, ADB’s program reflected an awareness of changing circumstances; for example, ADB 
readily responded with budget support to the government in 2013 to support its fiscal situation. 

 
48. The 1991 COS first identified support for the government’s diversification agenda as a 
priority for ADB, and this has been reiterated in subsequent country strategies. Although the 
2000 COS had a poverty focus through economic growth and social inclusion, it did not differ 
fundamentally from the 1991 COS. The 2006–2010 CSP identified creation of a conducive 
enabling environment in the financial sector, streamlined government licensing procedures, 
increased share of credit to small and medium-sized enterprises, and gradual opening of the 
tourism sector as potential pathways. However, these avenues for ADB support of the 
diversification agenda have proven either overly generic or primarily policy or regulatory 
changes, and have not yielded on-the-ground results.  

 
49. A shift in the diversification agenda has emerged through ADB support for identification 
of specific growth drivers and action plans through the 2013 country diagnostic study 
(footnote 10). This study has identified ICT and clean manufacturing through micro-, small-, and 
medium-sized enterprises (MSMEs) as potential growth drivers. It has further proposed a series 
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 The challenges facing Bhutan are: (i) inadequate and poor quality infrastructure, particularly connectivity and 
access to service delivery issues in rural areas; (ii) narrow fiscal space; (iii) limited access to finance by cottage 
industries; (iv) presence of market failures that restrict product diversification and competition; and (v) unequal 
access to quality education (particularly secondary, tertiary, and vocational education), and a skills mismatch 
between educated youth and the needs of market enterprises. 
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of policy options to ADB to develop ICT and clean manufacturing through lending, grants, and 
technical support. In terms of strategic positioning, this level of specificity is both new and 
desirable. The government is formulating a Rapid Investment in Selected Enterprises program 
to address the new growth drivers identified in the study. 

 
50. The CPSFR correctly noted that the 2006–2010 CSP and interim 2012–2013 CPS were 
aligned with ADB's Strategy 2020. Energy, transport (road and civil aviation), and WMIS have 
remained major areas of ADB engagement. Although not mentioned by the CPSFR, the 2006–
2010 CSP signaled a reduction in ADB engagement in health and education; it also highlighted 
the potential role of technical and vocational education institutes (para. 24). ADB’s exit from the 
education sector was questionable, especially given problems with Bhutan’s narrow skills base 
and skills mismatches between educated youth and market enterprises (para. 18), the 
government’s diversification agenda, and the capital intensive nature of hydropower. 
 
51. Support for renewable energy through off-grid solar, wind, and biogas pilot projects and 
sustainable municipal services was consistent with Strategy 2020's core area of support for the 
environment. Support for hydropower development, regional ICTs, cross-border transport, and 
trade facilitation were well aligned with Strategy 2020's emphasis on regional cooperation and 
integration. ADB supported governance through preparation of a risk assessment and risk 
management plan that covered infrastructure, energy, and finance sectors in 2005, findings from 
which informed subsequent engagement in the finance sector.36 Capacity development efforts 
were supported through strengthening institutional capacity for national and local planning, 
policymaking, and financial management in all areas of ADB operations. Two JFPR grants 
approved during 2010–2013 had gender equity as a theme. Creation of an enabling environment 
for private sector development was attempted through support for improving the financial sector 
and enhancing MSME, for which a case study on gender results was also prepared in 2011.37 

 
52. The CPSFR stated that the 2006–2010 CSP and interim 2012–2013 CPS encouraged 
strong coordination of ADB support with that provided by other development partners, but that this 
should be done under the government's leadership. The CPSFR added that selection of sectors, 
subsectors, and the modes of delivering support took into account the findings of the 2009 CPS 
midterm review,38 and the 2010 CAPE.39 The CPSFR referred to special efforts made during 
2010–2012 to improve ADB responsiveness by taking steps to establish an in-country office. 
This validation, however, finds that the CPSFR could have provided more evidence on 
coordination with development partners. As stated in the 2009 CPS midterm review, the only 
formal mechanism for coordination of development partners is the biennial roundtable meeting, 
but these roundtable meetings and their outcomes were not discussed in the CPSFR. The IED 
validation team received no direct inputs regarding the extent to which the roundtable has been 
used. There is also limited information available regarding how the ADB strategies—and 
particularly the interim 2012–2013 CPS—incorporated the lessons of the 2010 CAPE. With the 
exception of a reference to the mainstreaming of gender, the CPSFR did not discuss in any 
detail how the 2010 CAPE recommendations were incorporated. 

 
53. IED’s 2010 CAPE made seven recommendations: (i) improve the results orientation of 
the subsequent CPSs; (ii) increase the effectiveness of capacity development activities; 
(iii) incorporate thematic concerns such as governance, private sector development, and 
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 ADB. 2011. Gender Equality Results. Case Studies from Bhutan. Manila.  
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 IED. 2010. Country Assistance Program Evaluation for Bhutan. Manila: ADB.  
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environmental impact assessments into operations; (iv) ensure the economic efficiency of rural 
connectivity projects; (v) ensure the sustainability of ADB investments through continued policy 
dialogue, assured funding for maintenance, and targeted support for capacity development; 
(vi) ensure optimal implementation efficiency of ADB operations; and (vii) adapt ADB support to 
in-country changes, especially through integrated urban development, and employment 
generation initiatives. ADB Management initially rejected the recommendation to expand 
support for integrated urban development, finding that such an expansion should be decided 
upon by the government. ADB has subsequently increased its engagement in the sector 
through follow-up projects in response to government requests. This validation report assesses 
that progress in implementing the remaining six recommendations has been mixed, with more 
effort directed at ensuring sustainability and incorporating thematic concerns, and relatively 
fewer activities addressing capacity development or the economic efficiency of rural connectivity 
projects.  
 
54. The CPSFR also briefly discussed the CPS results framework, indicating that the interim 
2012–2013 CPS included a more focused country results framework than the 2006–2010 CSP, 
with 11 indicators to track performance in the energy, transport and ICT, WMIS, and finance 
sectors; and a further seven indicators to monitor ADB contributions to country development 
goals. While main text of the CPSFR provided no details on progress, Table A7 in the CPSFR 
listed sector targets and estimated progress as of December 2012. 

 
55. To conclude, the CPSFR assessed that the 2006–2010 CPS and the interim 2012–2013 
CPS were well aligned with the government’s national development plans and priorities, and 
ADB's Strategy 2020. ADB’s selectivity based on government requests was adequate and long-
term continuity (beginning in the mid-2000s) in the energy, transport and ICT, WMIS, and finance 
sectors ensured improved sector results. However, the interim country strategy and sector 
approaches during 2012–2013 could have (i) better reflected the changing economic 
environment resulting from the country’s steady economic growth, and (ii) identified specific 
pathways to support the government’s diversification agenda into areas that would promote 
economic growth in sectors other than hydropower. A greater effort could have been made to 
retain or strengthen education support. The discussion in the CPSFR on coordination with 
development partners was limited, although ADB collaborated with JICA on a rural electrification 
project, and with SNV on a rural renewable energy pilot. This validation rates strategic 
positioning satisfactory, rather than the highly satisfactory rating given by the CPSFR.  
 
B. Program Relevance  

56. The CPSFR rated the ADB program relevant based on the extent to which ADB-financed 
projects and technical support activities were aligned with the interim ADB strategy. The CPSFR 
assessed relevance through: (i) consistency between the country program and the 2006–2010 
CSP, interim 2012–2013 CPS, and the COBPs, including justifications for any departures; and 
(ii) the design of projects. The CPSFR stated that the country program was consistent with the 
overall strategic, sector, and thematic priorities of the 2006–2010 CSP and the interim 2012–
2013 CPS. The four sectors selected for support were highly relevant to the identified strategic 
pillars of broad-based economic growth, inclusive social development, and good governance. 
Support for energy, finance, and transport aimed to promote broad-based economic growth; 
support for urban infrastructure and services sought to promote inclusive social development. 
Good governance was supported through TA projects.  

 
57. This validation concurs regarding the importance of the strategic pillars, but notes that 
the CPSFR contains limited information on the extent to which ADB’s program contributed to 
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their achievement. Projects in the energy, transport and ICT, and finance sectors may be 
implicitly assumed to support broad-based economic growth, but it is less evident how the ADB 
country program contributed to inclusive social development and good governance. The CPSFR 
should have provided evidence on how ADB contributed to broad-based economic growth by 
examining how hydropower, road transport, and ICT supported the creation of economic 
opportunities and strengthened the capacity of the country’s civil works contractors across these 
sectors. 

 
58. The CPSFR found the country program consistent with the cross-cutting themes 
emphasized in the strategies (e.g., environmental sustainability, regional cooperation and 
integration, gender equity, and private sector development). Regarding environmental 
sustainability, it simply listed the following activities: (i) institutional strengthening of agencies and 
knowledge development, (ii) strict adherence to environmental safeguards in ADB-assisted 
projects, (iii) promotion of climate proofing of ADB investments, (iv) energy conservation, and 
(v) incorporation of environmental considerations in urban and local planning. However, 
no evidence was presented on what measures were taken in the design of the projects to ensure 
environmental sustainability. 

 
59. This validation assesses that ADB support to the energy sector has been substantial. 
This includes its role in developing the government’s Sustainable Hydropower Sector Policy of 
2008, which seeks to create a favorable enabling environment for PPPs in the hydropower 
subsector, and enable the government to leverage private capital and reduce the government 
debt burden. ADB contributed first as a transaction advisor, a role that included providing an 
analysis of Bhutan’s debt sustainability levels resulting from hydropower investments, and 
second as a project financier for the civil works of the Dagachhu hydropower project, which is 
the first PPP in the hydropower subsector, and is scheduled to be commissioned in 2014. ADB 
is also providing ongoing project preparatory TA for the Nikachhu hydropower project through 
the Green Power Development Project II.40  

 
60. ADB has significantly contributed to the government’s goal of providing electricity for the 
entire population by 2013 through support to rural electrification projects. ADB supported the 
preparation of a rural electrification masterplan in 2005 jointly with JICA. The plan called for 
electrification through the grid if the economic internal rate of return (EIRR) of a line extension 
was 12% or higher, and off-grid electrification if the same was below 12%. Follow-up 
components have led to more than 90% of the country’s rural households being connected. 
ADB is now supporting renewable energy proof-of-concept pilot projects for off-grid rural 
electrification using solar, wind, and domestic biogas. These aim to provide Bhutan’s population 
with year-round electricity, and thereby reduce the need to import electricity from India in the 
winter season as a result of hydropower shortages caused by reduced water flow. 
 
61. ADB’s support to the development of national highways and feeder roads has been 
relevant. ADB provided technical support for development of a road asset information system 
using the Highway Development and Management Model (HDM4) application. ADB support to 
the civil aviation subsector has been appropriate; ADB financing is supporting infrastructure for 
three domestic airports located in eastern, central and southern Bhutan; ADB technical support 
is helping to unbundle the civil aviation department into a civil aviation regulatory authority and a 
corporate entity.  
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62. ADB engagement for ICTs was provided as needed, and on a project-by-project basis. 
Examples of ongoing ICT activities include (i) broadband backbone infrastructure for regional 
connectivity; (ii) IT systems within departments, such as a revenue administration management 
information system (RAMIS), audit report management information system (ARMIS), and the 
HDM4 application deployed in DOR; and (iii) service delivery solutions, such as the recently 
approved e-Health project with the Ministry of Health. A possible alternative to the project-by-
project approach would be to incorporate ICTs as an integral part of the upcoming CPS 
planning and programming process, complete with a sector roadmap and targets, projects, and 
monitoring indicators. 

 
63. ADB-supported activities in the WMIS were needed and followed an appropriate 
integrated approach in place of single, stand-alone operations; this approach was first 
discussed in the 2005 CAPE. ADB sector engagement covered Thimphu, Phuentsholing, 
Dagana, Samdrup Jongkhar, and Nganglam. In Thimphu, for example, ADB supported 
improved delivery of basic services across four local area plans.41 Such engagement by ADB, 
especially in Class A cities, is crucial in light of the population influx from rural areas and limited 
livelihood opportunities in urban areas, and to ensure balanced economic growth. 
 
64. ADB support to improve access to finance through regulatory reforms led to the RMA 
Act 2010 and Financial Services Act 2010, which appropriately brought banking, securities, and 
insurance under a unified supervisory framework. ADB efforts to improve financial information 
disclosure—through support for creation of a credit information bureau, central registry, etc.— 
have had limited success, however. ADB’s TA projects appropriately sought to contribute to 
unbundling the energy sector into functionally and financially viable utilities; as mentioned 
(para. 61) there were similar efforts to unbundle the civil aviation department. 

 
65. This validation finds that the country program was consistent with the 2006–2010 CSP, 
interim 2012–2013 CPS, and the COBPs. The design of projects was adequate and appropriate, 
relative to the development constraints and government’s priorities. The CPSFR provided limited 
evidence to demonstrate how ADB’s program contributed to broad-based economic growth, 
inclusive social development, and governance during the evaluation period (para. 57). Despite this 
shortcoming, on balance the validation concurs with the CPSFR rating of relevant for program 
relevance. 
 
C. Effectiveness 

66. The CPSFR found that (i) the expected outputs and outcomes of the 2006–2010 CSP and 
interim 2012–2013 CPS were substantially achieved, as envisaged in the CPS results framework 
and in the core sectors of support; (ii) the completed and ongoing projects achieved or are likely to 
achieve their objectives; and (iii) ADB support has made significant contributions to thematic 
priorities. On this basis, the CPSFR rated the program effective. The CPSFR assessed 
effectiveness by examining (i) achievement of completed project outcomes; (ii) achievement of 
outcomes in the results framework of the interim 2012–2013 CPS, and (iii) achievement of 
outcomes targeted for key sectors and thematic areas of operations.  
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 The basic services supported in Thimphu are described in detail in Table 3 and paras. 72–73. Delays in starting the 
Urban Infrastructure Development Project (para. 87) resulted in the first international competitive bidding contract 
not being awarded until December 2009; however, such an integrated approach remains appropriate at both the 
sector and subsector level despite the implementation delays that were experienced. 
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67. The CPSFR highlighted the difficulty of assessing effectiveness, because the majority of 
projects started during 2010–2012 are still in the early stages of implementation, meaning the 
likely achievement of outcomes cannot be assessed. Three project completion reports (PCRs) 
were prepared during 2010–2013 (these have yet to be individually validated by IED); the 
CPSFR noted that (i) six PCRs were prepared for loans and grants completed during 2006–
2012, with all rated successful; and (ii) ongoing projects during 2010–2012 were assessed as 
being likely to achieve their development objectives.  

 
68. Energy. Energy projects are expected to be successful in achieving their targets to 
establish a commercial orientation, expand generation capacity, widen rural electrification, and 
promote renewable energy. As of 2012, 89% of rural households were electrified. Promotion of 
renewable energy resulted in a 10-fold increase in renewable energy generation since 2010, 
with the provision of some 577 off-grid solar systems and 800 small-scale biogas plants, with a 
500 kilowatt wind power unit under construction. ADB also financed the development of the 
Dagachhu hydropower project, which is the first PPP in the hydropower sector, and close to 
completion (the civil works are almost completed and the electro-mechanical equipment has 
been delivered to the site). The geological problems that surfaced during project implementation 
have been overcome and ADB provided additional financing. 

 
69. Roads. The Road Network Project and its successor have been successful. The Road 
Network Project was approved in September 2005 and completed in April 2012 (for a total of 
$29.14 million); the Road Network Project-II was approved in November 2009 (for a total of 
$38.76 million, with 93% of contracts awarded, and 46% of disbursements made). Under the 
first road project, all seven national highways packages were procured through national 
competitive bidding (total of 136 km) and completed as initially planned, although four of the 
nine feeder road packages needed to be dropped due to cost escalation. Five feeder road 
packages (totaling 66 km across eight village administrative units) were completed. For the 
ongoing Road Network Project-II, all seven packages—consisting of five national highway 
packages totaling 133 km and two feeder road packages of 54 km—have been procured 
through international competitive bidding, although there are three joint ventures with local firms.  

 
70. ADB has contributed to connecting all 205 village administrative units to the road network 
as stated in the CPS Results Framework. In 2005 128 out of 205 administrative units had some 
road access; by 2012 rural road connectivity had expanded to 201 administrative units. As a 
result, close to 80% of the rural population can reach essential services with less than 1 hour of 
travel time. In addition to rehabilitating the national highways, road user groups were formed and 
trained to undertake minor road maintenance. Capacity building TA was provided to undertake 
road safety audits and to manage road assets, introduce road safety measures, and finalize the 
Bhutan Transport 2040 Strategy. According to DOR, the Road Network Project resulted in large 
savings of road user time and vehicle operating costs.42  

 

71. The DOR staff felt that it lacked sufficient exposure to road construction and 
management techniques in other countries, which would have been a benefit during 
implementation. The DOR purchased HDM4 road planning software, but found it too 
complicated to use in Bhutan’s context. Although DOR collected data on road conditions, these 
could not be used with HDM4. While DOR highlighted that HDM4 needed to be customized for 
in-country conditions, it added that this required continued technical support. 
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72. Water supply and other municipal infrastructure and services. In place of single, 
stand-alone operations, two ADB projects have adopted an integrated approach: the 2006 
Urban Infrastructure Development Project ($24.60 million, 100% of contracts awarded, 68% of 
disbursements made);43 and the 2011 Urban Infrastructure Project ($19.87 million, 9% of 
contracts awarded, no disbursements to date).44 This approach has proven effective, despite 
start-up and implementation delays. It enables the government to save resources required for 
“land pooling” (para. 87), while the owners retain the major share of their properties, and 
property values increase with improved access to urban services. 
 

73. Project components in Thimphu include a water treatment plant, piped network 
expansion for water supply, reinforcements for the city landfill, construction of an access road 
and fencing for a composting plant constructed by DANIDA, and construction of about 19.4 km 
of secondary and tertiary roads. In Phuentsholing, the project components comprise expansion 
of the road network, and construction of parking lots, a 1.2 km footpath, a pedestrian bridge, an 
archery ground, and a mini-stadium. In Dagana, the initial components were construction of a 
new water treatment plant, expansion of the sewerage network, and a wastewater treatment 
plant.  

 

74. However, during implementation, the wastewater treatment plant in Dagana was not cost 
effective, and instead, there was a shift to procure desludging equipment and construct a sludge 
drying bed. The validation team visited the project sites for the Urban Infrastructure 
Development Project (footnote 43), and confirms that satisfactory progress is being made in 
implementing this project. The loan for the Urban Infrastructure Project (footnote 44) was signed 
in February 2012; the project will construct a wastewater treatment plant in Babesa, Thimphu 
with a resource envelope of $14.37 million through a design–build–operate contract. 
The validation team also visited the project site identified for the wastewater treatment plant, 
which is slated to replace and upgrade the existing lagoon sewerage system with anaerobic, 
facultative, and maturation ponds using an oxidation process. It will serve about 90% of the 
population in Thimphu. 
  
75. Information and communication technology. ADB provided direct support for four 
ongoing projects to improve cross-border connectivity,45 revenue and customs administration,46 
audit of public sector performance,47 and a rural e-Health solution.48 There were also ICT 
components within wider ADB projects. The SASEC Information Highway project was approved 
in 2007, and was the flagship ICT project for Bhutan. It has three components: creation of a 
regional broadband infrastructure network, a village network, and a research and training 
network. Although it was approved in December 2007, it did not become effective until July 
2009; bilateral interconnection agreements were signed by four SASEC program countries 
(Bangladesh, Bhutan, India, and Nepal) on 26 April 2012. Bhutan has now prepared the network 
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design and related bid documents, and will next complete tendering and selection of contractors 
to install the network. The remaining milestones are selection of rural internet service providers 
to develop the village network and creation of a research and training network. The government 
has connected 205 village administrative units to the broadband network; 201 are connected 
through fiber, with four connected through off-grid facilities. 
 
76. ADB supported other IT subprojects within its country portfolio, including the (i) RAMIS, 
being developed by CMC Limited, India under TA in the Department of Revenue and Customs; 
(ii) reconfiguring the customs module in RAMIS and upgrading it from the existing Bhutan 
Automated Customs Systems, being developed by the Department of Revenue and Customs 
under the ADB-supported Trade Finance Program; (iii) ARMIS, which consists of 11 modules for 
the workflow to create an audit report, being developed in-house by the information technology 
staff of the Royal Audit Authority; (iv) the HDM4 module that was unsuccessfully deployed in 
DOR under TA; (v) support to the RMA to create a credit information bureau and central 
registry; and (vi) most recently, an e-Health project in collaboration with the Ministry of Health 
and private vendors through a small-scale capacity development TA. Although ADB’s efforts in 
supporting ICT in Bhutan have been largely successful, they have reacted to needs as these 
arose, and have had limited strategic impact on the government’s cross-sector priorities. 
 
77. Finance. Support to improve access to finance by developing a conducive enabling 
environment, and information disclosure through a credit information bureau, central registry, 
etc. have had limited success. ADB support through the Financial Sector Development Program 
and earlier technical support activities were instrumental in revising the RMA Act (2010), while 
the Financial Services Act (2011) brought banking, securities, and insurance under a unified 
supervisory framework. Financial institutions such as banks and insurance companies were 
restructured; a related outcome is the formation of two new banks, five insurance companies, 
and the introduction of internet banking. Reforms in the MSME sector resulted in streamlining 
the establishment of businesses and licensing. However, the cost-sharing facility under the 
MSMEs project was less than effective. The design of the MSME program was not adapted to 
the country context and the cost-sharing facility component suffered problems. The initial 50:50 
cost-sharing approach failed to draw any response from potential applicants. This was then 
reduced to 95:5, with implementation of the facility transferred from the Department of Industry 
to Bhutan Development Bank.  

 
78. Progress was achieved in (i) improving governance, through strengthening of the RMA’s 
regulatory authority; (ii) enabling regional cooperation and integration, through outcomes in the 
energy and transport and ICT sectors; (iii) enhancing environmental sustainability, through 
outcomes in the energy and transport sectors, and WMIS; and (iv) gender and development, 
in the form of gender mainstreaming in transport, MSMEs and off-grid electrification projects. 
Anticipated private sector development outcomes were achieved in finance, namely, improvement 
of regulatory setting for MSMEs, enhancement of competition in banking, and new opportunities 
for PPPs in hydropower development. ADB-supported activities in the area of regional 
cooperation and integration tended to underestimate resource requirements, especially in terms 
of the time required to complete activities, as evidenced by the SASEC Information Highway 
project (approved in 2007).  
 
79. This validation assesses that the ADB program is poised to be effective in achieving 
outcomes in the CPS results framework. As shown in Figure 3, only about 14% of activities 
implemented during 2010–2013 completed. Given that most ADB-supported activities in 2010–
2013 are ongoing, and few components are to be cancelled, the CPS results framework 
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outcomes are likely to be achieved. Therefore this validation concurs with the CPSFR rating for 
effectiveness and assesses it likely effective. 
 
D. Efficiency 

80. The CPSFR assessment of efficiency considered how well ADB and country resources 
were used in ADB-supported activities. The CPSFR rated ADB support efficient, based on 
(i) the EIRR of projects and programs, where applicable; (ii) the performance of ADB's portfolio 
in terms of contract awards, disbursements, and other portfolio indicators; and (iii) the timeliness 
and completeness of results monitoring and reporting. 
 
81. All projects approved in 2010–2013 had appraisal EIRRs above the economic 
opportunity cost of capital of 12%, and were therefore expected to be efficient in using 
resources. The CPSFR appears to have based its efficiency rating for ongoing projects on those 
appraisal EIRRs, which were 16%–24% for the Road Network Project-II, 13.9% for the Rural 
Renewable Energy Project, 14.0%–18.5% for the Urban Infrastructure Project, and 18.7% for 
the Air Transport Connectivity Enhancement Project. The CPSFR implies that projects are 
expected to be efficient in their use of resources on the basis of these appraisal EIRRs. 
The Road Network Project ($29.14 million) was approved in September 2005 and completed in 
April 2012. Its PCR provided a preliminary estimate of the actual (post-implementation) EIRR, 
which was higher than the appraisal estimate as a result of higher traffic volumes.  

 
82. The CPSFR indicates that two program loans completed during 2010–2012—the 
Financial Sector Development Program and the MSME Development Program—made 
important contributions to improving the prudential and regulatory oversight of the financial 
sector, and to establishing a policy framework and strategy for MSME development, although it 
acknowledges that precise economic benefits of program loans are difficult to quantify. 
The CPSFR further states that the SASEC Trade Facilitation Program was expected to reduce 
the time required for cross-border trading, boost customs revenues, and weaken incentives for 
illicit trade. Similarly, the Strengthening Economic Management Program was designed to help 
the country strengthen its macro-financial management to ensure adequate and sound 
development financing that is balanced and non-distortionary.  

 
83. The PCRs for the Financial Sector Development Program and the MSME Development 
Program were not approved until September 2013; nonetheless, more evidence could have 
been provided on their efficiency. The MSME Development Program PCR addressed 
achievement of targets for program components covering policy and regulatory frameworks for 
MSMEs, a line of credit to Bhutan Development Bank, and a cost-sharing facility to link 
entrepreneurs with business development service providers (these totaled $15 million). 
Similarly, the PCR for the Financial Sector Development program indicated it led to approvals of 
a number of financial sector laws that improved market transparency. 

 
84. The low rate of completion (14%) of the 2010–2013 country program, with only three 
PCRs prepared, makes an assessment of efficiency difficult. However, considerable progress 
has been made in awarding contracts and disbursing funds. About 75% of the ongoing country 
program of $262 million has been contracted; 64% of this (about $169 million) has been 
disbursed (Figure 7).  
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Figure 7: Contract Awards and Disbursements for Ongoing Loans and Grants  
(as of 10 September 2013) 

 

 
Note: The total loan amount does not include the Additional Financing of Green Power Development Project 
($39.53 million), approved on 30 September 2013 
Source: Asian Development Bank, Loans and Grants Financial Information Services. 

 
85. There have been many instances of cost overruns in ADB sectors of engagement. 
The CPSFR noted that cost overruns adversely affected project efficiency, particularly in the 
road and power sectors. This validation highlights that the Road Network Project experienced 
civil works cost escalation of 35% as a result of increases in materials prices. This was 
combined with an underestimation of resource requirements during the feasibility stage. As a 
result, the feeder roads packages (39.00 km out of an initial length of 105.08 km) had to be 
truncated. The Bhutan Anticorruption Commission initiated corruption cases in 2011 against two 
contractors under the construction supervision contract, and one civil works contractor for a 
national highway package. The PCR for the project (prepared in August 2013) stated that the 
investigation did not reveal any wrongdoing by the civil works contractor of the national highway 
package; a court decision for contractors under the construction supervision contract was 
issued in November 2012.  
 
86. The civil works for the Dagachhu Hydropower project funded by ADB through the Green 
Power Development project experienced cost overruns as a result of geological problems. 
The main contract began in October 2009 and was scheduled to be completed in 3.5 years; 
more than 90% of the civil works are now complete, with costs 16.6% above the original 
estimates. All electro-mechanical equipment is onsite. The remoteness of the project site 
resulted in implementation challenges, but the project is expected to be commissioned in 2014. 
ADB provided additional financing ($39.53 million) in September 2013 to ensure completion.  

 
87. Considerable startup delays were experienced in the Urban Infrastructure Development 
Project because of a 100% land pooling agreement requirement. In the absence of regulations 
to develop land in urban areas, the land pooling mechanism was developed, which requires that 
all landowners contribute a percentage of their holdings to the government to ensure 
construction of amenities. The government thereby saves the resources that would otherwise be 
required for land acquisition, while the owners retain the majority of their land, which increases 
in value because of improved access to urban services. ADB contributed to the development of 
the Land Pooling Rules of 2009, which were adopted following passage of the Land Act of 2007. 
The initial requirement that all owners agree to land pooling was eventually reduced to a two-
thirds requirement, but led to start-up delays. The first international competitive bidding contract 
was awarded in December 2009.  

 
88. Implementation delays reduced the efficiency of ADB support. In most instances, delays 
were either unavoidable or difficult to anticipate. In case of the first Urban Infrastructure 
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Development Project, while the process for contract awards progressed smoothly in Thimphu, 
most of the packages in Phuentsholing, and one package in Dagana had to be rebid multiple 
times because of the low response from contractors, and this resulted in considerable 
implementation delays. ADB’s Office of Integration and Anticorruption Department prepared a 
Project Procurement Related Review Report for the Urban Infrastructure Development Project 
in September 2012. Recommendations were made to the project management unit, including on 
the need to use a tracking mechanism for delivery of procurement-related documents, provide 
adequate explanation of bid requirements to the bidders so that they are understood, and 
provide additional due diligence for international competitive bidding documents and quality and 
cost-based selection. Delays were experienced in implementation of the two road projects 
because of DOR staff’s lack of familiarity with ADB policies and procedures. Staff of the 
Department of Civil Aviation implementing the Air Transport Connectivity Enhancement Project 
also voiced concern regarding their lack of familiarity with ADB policies and procedures. 

 
89. The CPSFR provided further examples of delays, including the Financial Sector 
Development Program, which was delayed because of the 2008 constitutional reforms, and the 
MSME Development program, which was delayed because of the limited involvement of the 
executing and implementing agencies in the preparation of the white paper or subsequent drafts 
of the MSME policy, and the inability of the consultants to take into account the in-country 
situation. Some progress was made in terms of development of a central registry (although it 
has yet to be used by RMA staff), and a 5-year business development plan prepared for Bhutan 
Development Bank, which had a wide in-country network catering to small business. While the 
Bhutan Development Bank executed the line of credit adequately, there were several issues 
with the cost-sharing facility (initially planned for 50:50 cost sharing, and with linkages to 
business development services to improve the potential for success). The first consultant team 
that was to develop the cost-sharing facility resigned in 2010, while there was little demand to 
access funds through the cost-sharing facility. Administration of the facility was transferred from 
the Department of Industry to Bhutan Development Bank, with the cost-sharing ratio changed 
from 50:50 to 95:5. 
 
90.  The CPSFR assessed the tracking of results by the monitoring and evaluation (M&E) 
systems as efficient. The assessment focused on ADB and project-level M&E systems, with little 
discussion of how timely or complete the results were. The CPSFR also described the support 
ADB provided to improve M&E, specifically capacity development support in the transport and 
urban sectors to help strengthen sector reporting systems, and financing for the Third Bhutan 
Living Standards Survey, which was an important source of statistics needed to evaluate the 
poverty and social impacts of public spending.  

 
91. Portfolio performance has been given particular importance by ADB and the 
government, as it is one of the 17 criteria for the Country Performance Assessment that 
determines allocation of ADF funds. Five projects (or 83% of the active 2011 portfolio) became 
effective after more than 90 days. This dropped to one in 2012, while the number of grants that 
became effective after more than 90 days rose from one in 2011 to two in 2012.  

 
92. More importantly, there has been a decline in project ratings during 2011–2013. In 2011 
100% of projects that were implemented in Bhutan were rated as being on track. This dropped to 
55.0% in 2012, with 33.3% rated as potential problems, and 11.1% as actual problems. In 2012, 
the average for the projects being implemented was 88.9% on track, with 11.1% rated as potential 
problems, and no actual problems. There were three projects with loan extensions in both 2010 
and 2011, which was not mentioned in the CPSFR.  
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93. The most recent tripartite portfolio review that was held in June 2013 identified three 
projects as having potential problems with contract awards and one project as having an actual 
problem, while one project had a potential problem with disbursement performance. The five 
projects–three transport and ICT, one WMIS, and one renewable energy—all have a geographic 
focus beyond Thimphu, where contracts have historically required rebidding on multiple 
occasions because of the low contractor interest and suboptimal performance. Table 4 provides 
details of the projects that were flagged during the June 2013 tripartite portfolio review because 
of their complexity.  

Table 4: Complex Ongoing Projects  
 

Project 

Approved 
Date  

(Effectivity 
Date) 

Amount 
($ million) 

Contract 
Awards 

(%) 

Disburse-
ment 
(%) Reasons for Complexity  

SASEC 
Information 
Highway 
project 

Dec 2007 
(Jul 2009) 

4.70 49 20 Regional connectivity project involving 
multiple countries. Bilateral 
interconnection agreements signed by 
four SASEC members (Bhutan, 
Bangladesh, India, and Nepal) on 26 
April 2012 at ADB headquarters. Bhutan 
has prepared the network design and bid 
documents, and will complete the 
tendering process and select contractors 
to install the network. 
 

Road Network 
Project II  

Nov 2009 
(Jan 2010) 

38.76 93 45 Project is classified Environment 
Category A because it passes through 
areas that are legally protected for 
biodiversity conservation. General and 
specific environmental management 
plans are integrated in the civil works 
contracts. It has five segments of 
National Highway totaling 132.60 km and 
two Feeder Roads totaling 55.00 km 
 

Air Transport 
Connectivity 
Enhancement 
Project  

Jun 2012 
(Aug 2012) 

6.92 21 14 Project supports improved airport 
infrastructure in Bumthang, Yongphula, 
and Gelephu. This is the first ADB 
project for the Department of Civil 
Aviation, which lacks previous 
experience with ADB procurement, 
contract management, and disbursement 
procedures.  
 

Urban 
Infrastructure 
Development 
Project  

Sep 2006 
(Jan 2007) 

 
 

 

24.60 92 76 Contract awards were relatively smooth 
in Thimphu. Most of the four packages 
for Phuentsholing, and one package in 
Dagana had to be rebid multiple times 
because of low contractor interest. 
 

Rural 
Renewable 
Energy Project 

Oct 2010 
(Mar 2011) 

21.59 54 44 Grant supports four pilot projects (i) on-
grid hydropower sourced electrification, 
(ii) off-grid rural electrification sourced 
from solar power, (iii) wind power 
generation plant, and (iv) domestic 
biogas plants. 
 

Source: Asian Development Bank, Independent Evaluation Department. 
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94. The CPSFR stated that ADB fielded regular project supervision missions, and annual 
tripartite missions were held with the Ministry of Finance (MOF) and all participating executing 
agencies. Audited project accounts and financial statements were submitted for all loans in a 
timely manner. The validation team received favorable feedback on the ongoing TA to 
strengthen the capacity of MOF staff in macroeconomic management, project implementation, 
socio-economic assessment, and impact assessment. Topics here are identified in a 
consultative manner. ADB supported the National Statistics Bureau to undertake the Third 
Bhutan Living Standards Survey of 2011. The goal was to assess implementation and results of 
the Tenth Five-Year Plan. Continued dependency of the Bureau on external financing for 
flagship initiatives remains an issue. The 2012 Bhutan Poverty Analysis prepared by the World 
Bank was based on the living standards data, showing the complementarity of support by 
various agencies.49 
 
95. TA performance, however, weakened during the period covered by the report. In order to 
reduce transaction costs and increase the intensity of supervision, efforts are being made to 
increase the size of TA projects. Of the 24 TA projects implemented during 2010–2013, 6 were 
project preparatory TA, 12 were developing capacity, and 6 were advisory. Low disbursement 
rates have been a feature across the 12 TA projects developing capacity in particular. 
All 6 project preparatory TA projects led to subsequent loan projects. The regional TA pieces 
identified in para. 30 were adequately aligned with the country program.  

 
96. The absence of post-implementation EIRRs and an adequate number of PCRs make 
assessing efficiency difficult; this was faced by both the CPSFR and this validation. Available 
evidence indicates that once resources are allocated to a project or program, they are used 
efficiently. Although it is not appropriate to assess efficiency on the basis of expected results 
outputs and outcomes, it appears that ongoing projects are being implemented well, and that 
economic benefits are likely to be substantial. Therefore, this validation report rates the program 
efficient. 

 
E. Sustainability 

97. The CPSFR assessed the ADB program likely sustainable, relative to (i) the capabilities 
of agencies involved in managing completed projects, (ii) the financial security of completed 
projects, and (iii) the overall policy environment. It noted that agencies involved in managing 
completed projects have adequate technical capabilities, and financial and human resources, and 
that support for capacity development was provided to institutions in the energy, transport, urban, 
and financial sectors. From a financial perspective, the CPSFR assessed the ADB program 
likely sustainable, although tariffs for electricity and urban water are below the cost of delivery, 
and spending on road operation and maintenance (O&M) needs to be increased. The CPSFR’s 
good sustainability rating was awarded on the basis of the following: (i) the government will earn 
sufficient revenues from the export of electricity with which to finance the costs to operate and 
maintain economic infrastructure; (ii) the government's mid-term review of the Tenth Five-Year 
Plan recommended that greater emphasis be placed on infrastructure O&M; (iii) all ADB 
investment projects include covenants that should ensure sufficient financing for O&M of project 
assets following their completion; and (iv) progress is being made in establishing the regulatory 

                                                 
49

 The first Bhutan Living Standards Survey (BLSS) was undertaken in 2003 supported by ADB. The second BLSS 
was done in 2007 through support from United Nations Development Programme. The World Bank then supported 
the Bureau to develop the National Statistics Development Strategy in 2009. Following this, the United Nations 
Children's Fund supported the development of the Bhutan Multiple Indicator Cluster Survey in 2010. 
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and institutional prerequisites for more sustainable operation of ADB-supported infrastructure 
and services. 
 
98. This validation concurs that the agencies involved in managing completed projects have 
adequate technical capabilities, and financial and human resources. It is estimated that total 
revenue for the country during 2013–2018 will increase by 32% over 2008–2013. Of this, about 
70% is estimated to be from domestic revenues and 30% from grants, primarily from the 
Government of India. Domestic revenues are expected to increase by 55% over the earlier period, 
largely as a result of the commissioning of three new hydropower projects towards the end of 
2013–2018.50 
 
99. Energy. ADB financed the civil works of the Dagachhu hydropower project, which is the 
first hydropower PPP, and is scheduled to be completed in 2014. The government owns 74% 
and Tata Power of India 26%. The government is to receive 12% royalty power during the first 
12 years, and 18% over the next 18 years. It has the option to take the royalty in cash instead of 
electricity. All remaining power is to be sold to Tata Power at the rate of Nu 2.90 per kilowatt-
hour. ADB’s engagement in project financing follows its support to the government in 
formulating the Sustainable Hydropower Development Policy in 2008, which seeks to create an 
enabling environment for hydropower subsector PPPs. The focus of the policy is to leverage 
private capital and reduce the government’s debt burden. ADB investments in the hydropower 
subsector fit into the larger national context (para. 10), and ADB will remain engaged following 
completion of the 126 MW Dagachhu project, through project preparatory TA for the 118 MW 
Nikachhu hydropower project.  

 
100. Roads. The DOR assured the IED validation team that there was sufficient budget 
support for road O&M to allow roads to be resurfaced every 5 years, although small shortfalls 
would occur at times. The DOR has no funding for road O&M outside of budget appropriations. 
The validation team believes the government should explore the possibility of additional sources 
of financing for road O&M to reduce dependence on the budget. The DOR uses an informal 
approach to prioritize road projects, although ADB supported use of the HDM4 software, which 
focuses on road management, road works programming, estimation of funding requirements, 
and budget allocations. The prioritization process involves discussions with the MOF on the 
potential benefits of the construction or rehabilitation activities in a particular road project. 
This has had an effect on the sustainability of ADB investments in the roads subsector, and 
limited DOR capacity to manage the expanding network.  

 
101. Information and communication technology. ADB investments in ICT systems in 
government departments are likely to be sustainable because most systems (e.g., RAMIS, 
ARMIS, and systems for the credit information bureau and central registry) are mainstreamed in 
the operations and the workflow of departments. However, the sustainability of investments in 
regional broadband infrastructure would depend on the extent to which the backbone 
infrastructure is used for connectivity and access to online services by citizens and businesses. 
Similarly, the sustainability of the e-Health pilot project would depend on whether it is used and 
expanded in different project sites. Efforts to bring connectivity to rural areas are likely 
sustainable; the government has committed to supporting these investments during an initial 
period and will then arrange with the Bhutan Post Office, which has a broad national presence, 
to take over O&M. 

 

                                                 
50

 Gross National Happiness Commission. Bhutan. 2013. Report on the Eleventh Five-Year Plan to the First Session 
of the Second Parliament. Thimphu. 
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102. Water supply and other municipal infrastructure and services. ADB has had 
sustained engagement through the 2006 Urban Infrastructure Development Project, 2011 Urban 
Infrastructure Project, and an upcoming project that is to follow an integrated approach in 
selected Class A cities to stimulate balanced economic growth. ADB needs to deepen this 
integrated approach to improve the sustainability of sector outcomes, especially through larger 
contracts that would enable smoother project implementation. The government provides capital 
subsidies to municipalities for improvement works of urban roads, water supply, and sewerage 
systems. The CPSFR stated that a low revenue base has complicated the provision of urban 
services, with municipal taxes accounting for just 0.07% of Bhutan’s total national revenues. 
Land taxes have not been raised since 1992, and the water and sewerage tariffs are insufficient 
to cover basic O&M. Solid waste management is also subsidized. Feedback received on tariff 
issues (for services such as water supply, sewerage, solid waste management, and property 
valuation) highlight the political sensitivities involved. 
  
103. Finance. Many legislative or regulatory measures have been undertaken with ADB 
support, and have been found to have been effective; it is also likely that they are sustainable, 
and will increase the sustainability of finance sector operations. Restructuring of sector 
institutions, such as the Bhutan Development Bank, has led to growth in after-tax profits, which 
is a good indicator of financial sustainability. ADB support for public finance institutions is also 
likely to be sustained through budgetary support from MOF. However, efforts to develop business 
services on a full cost-recovery basis to serve MSMEs are less likely to be sustained, due to a 
shortage of business development service providers.  
 

104. This validation concurs that institutional capacity in sectors that have received ADB 
support has been strengthened to the point that projects financed by ADB are sustainable. 
Given the revenues earned from the export of electricity and commercialization of power 
utilities, the government has the resources to ensure that there are sufficient funds to finance 
the O&M of ADB-financed projects. The policy environment that supports the sustainability of 
projects and reforms also ensures sustainability of ADB-supported activities. The CPSFR 
assessed that the policy environment for each project was sound and there have been no 
reversals in the policy direction. This validation agrees with the CPSFR rating of likely 
sustainable. 

 
F. Development Impact  

105. The CPSFR rated development impact satisfactory. The assessment was based on 
three subcriteria: (i) progress toward achieving overall development goals of economic growth, 
poverty reduction, and economic diversification; (ii) progress toward achieving sector goals; and 
the (iii) extent of positive and negative safeguard impacts. The CPSFR suggested that it was too 
early to assess the impact of the program launched during 2010–2012, so its discussion centered 
on ADB-supported operations that were completed prior to or during this period. 
 
106. The CPSFR provided data on economic growth and per capita GDP. It stated that over the 
past decade, real GDP grew at an annual average rate of about 8%, while per capita income 
increased more than threefold to $2,428 in 2011 (from $778.30 in 2001). It added that growth was 
fueled by hydropower, with over 5,000 MW of hydropower projects in various stages of 
implementation. It also added that private sector growth, as measured by corporate income tax 
receipts, grew by 46% during 2008–2012, and some 29,800 retail and wholesale licenses were 
issued for retail and wholesale trade as of the end of 2012. The CPSFR stated that ADB 
contributed to high rates of growth and employment generation through support for power sector 
restructuring, enhancing the soundness and stability of the financial market, improving the 
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enabling environment for private sector development, developing the main international transport 
links, and improving Bhutan's two main urban areas into more vibrant centers of commercial 
activity.  
 
107. ADB’s engagement in the hydropower subsector has had substantial development 
impact, given the estimate that revenues from hydropower will account for 27% of Bhutan’s 
GDP in the near and medium term. Continued investment in and timely completion of 
hydropower projects will remain the focus of the government, especially in light of its agreement 
with India to export 10,000 MWs of surplus power by 2020. ADB technical support contributed to 
the formulation of the Sustainable Hydropower Development Policy in 2008 to create an 
enabling environment for PPPs in the sector, to leverage private capital, and to reduce the debt 
burden of the government. ADB contributed (i) as a transaction advisor, including through 
analysis of the country’s debt sustainability levels resulting from hydropower investments; and 
(ii) as a project financier for the civil works of the Dagachhu hydropower project (para. 86).  

 
108. ADB contributed to inclusive social development through interventions that enhanced rural 
connectivity, and increased access to rural electrification and WMIS in select urban areas. ADB 
has also contributed to poverty reduction by improving the soundness and confidence in the 
banking system and enhancing the enabling environment for MSMEs. ADB collaborated with 
JICA on rural electrification. JICA supported the government during 2003–2005 to create a rural 
electrification masterplan. The plan called for electrification through the grid if the EIRR was 
12% or higher, and off-grid electrification if the EIRR of a line extension was below 12%. Having 
supported expansion of electricity coverage to more than 90% of the country’s population, 
ADB is now supporting a pilot project on renewable energy to address winter hydropower 
shortages without requiring power imports from India. 

 
109. Bhutan has met most of the MDGs and reduced the poverty rate to about 12.0% in 2012 
(para. 20). Economic growth has resulted in improvements in living standards, with growth 
primarily driven by the hydropower subsector. However, investments in hydropower have 
remained capital intensive and have not created enough new jobs to meet the demand for 
employment from the growing population of educated youth. Progress toward economic 
diversification has been modest. As the CPSFR noted, development of a more diverse and 
productive economy has continued to be hampered by geographical factors, a sparse 
population, limited physical infrastructure, the low levels of education and technical skills of the 
labor force, and the high cost of and limited access to finance for small-scale borrowers.  

 
110. ADB’s contribution to the strengthening of social protection in Bhutan has been limited to 
a TA to strengthen the capacity of the Department of Labor in the context of the Labor Act of 
2007. Government counterparts expressed interest in receiving further technical support to help 
assess the various types of social protection systems present across ADB DMCs. 
 
111. ADB is assisting the government to identify new sources of growth in an effort to deepen 
its support for the government’s diversification agenda. This effort is well timed, given that 
hydropower investments are expected to dominate during 2013–2018, and some bilateral 
development partners are preparing to reduce their operations in response to the Bhutan’s 
sustained growth and achievement of middle-income status.  

 
112. This validation assesses that ADB is poised to make key contributions with respect to 
broad-based economic growth, inclusive social development, and governance across the 
various sectors in which it is engaged. Economic diversification will take time to achieve, but 
should remain as a long-term objective. The environmental and other safeguard impacts 
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stemming from ADB support have been positive. The environmental costs associated with 
harnessing hydropower have been modest up to this point; as most hydropower projects, 
including the Dagachhu hydropower project, are run-of-river types, which do not create 
reservoirs. This, in combination with their relatively remote location, will result in limited 
displacement of affected persons.  

 
113. There is a need for continued technical support to the National Environment 
Commission, which is the nodal agency for managing the country’s climate change adaptation 
and mitigation policies. ADB-funded TA supported an organizational assessment and training 
plan for the staff of the climate change unit within the Commission, preparation of environment 
reviewers’ guidelines for new environmental clearance systems, and development of toolkits for 
the Commission (that are being used now, especially those prepared for the transport sector). 
The validation report assesses that the development impact of ADB support is satisfactory. 
 
G. ADB and Borrower Performance 

114. ADB Performance. The CPSFR noted that ADB formulated the country strategies and 
COBPs for Bhutan in consultation with government agencies, development partners, and other 
in-country stakeholders. These were well-aligned with government and ADB corporate 
strategies. ADB has remained responsive to country requests, as evidenced by its reduced 
engagement in the health and education sectors beginning with the 2006–2010 CSP (paras. 24 
and 50). ADB also quickly responded following the earthquake of 31 September 2009 that 
affected 12 of the country’s 20 districts. The response was through a JFPR grant that supported 
reconstruction of four heavily damaged primary schools in Trashigang and Mongar districts 
according to seismic-proof designs. This project trained staff in two district administrations and 
the Ministry of Education’s School Planning and Building division on seismic-proof construction 
techniques, and provided community-and school-based disaster risk management training. 
More recently, ADB responded rapidly to government’s request for budgetary support in 
March 2013 to shore up its fiscal situation. 
 
115. The effectiveness of sector programs was ensured by maintaining long-term continuity, 
focusing on a limited number of key sectors, and linking policy reforms and capacity building 
with support for strategic public investments. ADB effectively coordinated with development 
partners in key sectors. It provided parallel financing for urban development in Thimphu with the 
World Bank, and aligned its financing for rural electrification with JICA and the Austrian 
Development Agency. In the hydropower subsector, ADB enabled the first PPP to be introduced, 
and supported development of a regional power market. ADB also played a role in verification, 
registration, and validation of the project under the Clean Development Mechanism program. 
ADB collaborated with SNV on renewable energy (biogas), and is now supporting a biogas pilot 
project in southern Bhutan, which builds on the experience of SNV to create a viable biogas 
sector. ADB has leveraged co-financing, predominately in the power sector, and mobilized 
additional funding from regional sources and trust funds to complement its ADF allocations.  
 
116. ADB supervised the implementation of projects and TA through regular review missions 
and annual tripartite portfolio review meetings. However, government staff in some instances 
lacked familiarity with ADB policies and procedures, and found them challenging as a result 
(para. 88). The validation report agrees with the CPSFR that establishing a local in-country 
presence through a country office in 2014 would reduce transaction costs associated with 
planning and managing the country program, and improve response time to meet the needs of the 
executing and implementing agencies. The validation report concurs with the CPSFR rating of 
ADB performance during 2010–2013 of satisfactory. 
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117. Borrower performance. Despite a growing and increasingly complex project portfolio, 
with implementation of some projects hampered by delays and cost overruns associated with 
project sites outside of Thimphu, the government has continued to improve portfolio performance 
and comply with agreed policy conditions. The government demonstrated strong commitment to 
and ownership of ADB-supported projects, provided adequate counterpart financing, and made 
institutional arrangements to assure steady project implementation. As stated in the CPSFR, the 
government has been proactive in maintaining portfolio quality, even as ADB’s focus has shifted 
to other Class A cities outside Thimphu, three domestic airports, remote off-grid communities for 
rural electrification, and remote project sites for hydropower.  

 
118. The country has made significant progress towards achieving the 2015 MDG targets. 
A related priority identified for 2013–2018 is the reduction of multidimensional poverty. The 2010 
Multidimensional Poverty Index—which has 13 indicators covering education, health, and living 
standards—revealed that 28.5% of the population is considered poor. Less-developed districts 
have been identified and the government is formulating customized programs that will focus on 
specific areas. Another government priority during this period is to improve child nutrition 
(an estimated one-third of all children under 5 years of age are malnourished). The validation 
report concurs with the CPSFR that borrower performance is satisfactory. 

 
H. Overall Assessment  

119. This validation assesses the overall ADB-supported country program during 2010–2013 
successful, although a majority of activities are ongoing. This assessment is based on the initial 
outcomes achieved in the priority sectors of energy, transport, WMIS, and finance. 
 
120.  ADB contributions in the energy sector have been substantial, and ADB sequenced 
sector engagement through (i) technical support for sector unbundling, rural electrification, and 
support for the Sustainable Hydropower Sector Policy that enabled the government to leverage 
private financing for its hydropower projects; (ii) its present role as a transaction advisor and 
financier of the first PPP hydropower project; and (iii) efforts to help the government implement 
renewable energy pilot projects (para. 60).  

 
121. In transport, while the civil works for national highways and feeder roads have performed 
adequately, technical support to strengthen capacity of implementing agencies in the road 
subsector could be further explored. ADB has followed a project-by-project approach on ICTs 
that included broadband backbone infrastructure for regional connectivity, IT systems within 
departments, and service delivery solutions. If ADB engagement with ICT is expanded in the 
next CPS period, the CPS could combine ICTs and Transport, and thereby provide an ICT 
roadmap, projects, activities and monitoring indicators.  
 
122. In WMIS, an integrated approach remains appropriate, despite the frequent delays that 
have resulted. Continued ADB engagement in urban centers other than Thimphu (particularly 
other Class A cities) is crucial in light of limited urban livelihood opportunities, and to ensure 
balanced regional growth. The shift in geographic focus will affect portfolio performance in terms 
of contract awards and disbursements; several contracts for cities outside Thimphu were rebid 
multiple times because of low contractor interest. Efficient project administration will be vital to 
maintaining portfolio quality, which is essential to inclusive and environmentally sustainable 
growth. 

 

123. Support to improve access to finance by developing an enabling environment, credit 
information bureau and central registry, has had limited success. The design of subsequent 
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finance projects need to be adapted to the country context, based on implementation 
experience with the cost-sharing facility for cottage and small industries. Diversification was first 
identified as a priority in the 1991 COS, and the 2013 country diagnostic study (footnote 10) 
identified ICT and clean manufacturing through MSMEs as having the potential to drive growth, 
and proposed options for ADB support.  

 

124. The geographic shift in the overall focus of ADB’s program (away from Thimphu to other 
cities, remote communities and hydropower sites, and districts far from the center) has required 
increased effort to maintain portfolio performance in the face of contract award and 
disbursement challenges. Portfolio performance is one of the criteria for Country Performance 
Assessments, which in turn determine the allocation of ADF funds; as such performance should 
receive increased supervision by ADB. The opening of a country office in Thimphu in 2014 is 
expected to help ensure increased supervision; more frequent (biannual or quarterly) tripartite 
meetings could also be useful.  

 
125. This validation reduces strategic positioning assessment from highly satisfactory to 
satisfactory. Although agreeing in principle with the effective rating by the CPSFR, this is 
modified to likely effective to reflect the ongoing nature of the ADB program. The validation 
assesses overall performance successful; Table 5 has a summary ratings comparison.  
  

Table 5: Ratings Comparison between Country Partnership Strategy Final Review and 
Independent Evaluation Department Validation Report 

 
Evaluation 
Criteria 

CPSFR 
Ratings 

Validation 
Ratings Reasons for Rating Deviations 

Strategic 
Positioning 

Highly 
Satisfactory 

Satisfactory ADB’s country approach during 2010–2013 could have 
better reflected the changing economic environment 
resulting from the country’s steady economic growth, 
and formulated alternative avenues for growth (in non-
hydropower sectors). 

Program 
Relevance 

Relevant Relevant  

Efficiency Efficient Efficient  
Effectiveness Effective Likely 

Effective 
The rating is changed to likely effective to reflect the 
program’s ongoing nature. Only 14% of the $344.21 
million has been completed, but outcomes are likely to 
be achieved, because three-fourths of funding has 
been contracted, and about two-thirds disbursed.  

Sustainability Likely 
sustainable 

Likely 
sustainable 

 

Development 
Impacts 

Satisfactory Satisfactory  

Overall Rating Successful Successful  
ADB Performance Satisfactory Satisfactory  
Borrower 
Performance 

Satisfactory Satisfactory  

Quality of the 
CPSFR 

 Satisfactory  

ADB = Asian Development Bank, CPSFR = country partnership strategy final review. 
Source: Asian Development Bank, Independent Evaluation Department. 
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I. Lessons and Recommendations  

126. The CPSFR identified the need (i) to focus on government ownership, and its 
relationship with continuity and selectivity; (ii) for program continuity in the long term to ensure 
the achievement of development results; (iii) for program flexibility, to facilitate responding to 
changes in the development setting; (iv) for project designs to take into account the increased 
complexity of operations in remote areas of Bhutan; and (v) to mainstream gender in ADB 
operations, in order to improve outcomes. 
 
127. The validation has identified the following additional lessons:  

(i) A sequenced approach of operations and additionality is important in a 
middle-income country like Bhutan. First, while alignment with national 
development plans and priorities is important for ADB, it is more important that ADB 
programs add something new. ADB projects that merely repackage government 
subprojects into a whole in the name of alignment without a new approach to 
increase efficiency, effectiveness, or sustainability—this is especially the case in 
some instances in the finance sector—should be avoided. In the energy sector ADB 
sequenced its engagement through an initial series of TA projects for sector 
unbundling, demonstrated results through rural electrification projects, and then 
shifted to help government formulate a policy to enable leveraging of private 
financing for hydropower projects. ADB subsequently provided transaction advice 
and project financing for hydropower projects. ADB should make this type of 
sequenced approach the norm for its interventions focusing on additionality at each 
step, and minimize instances in which projects repackage ongoing government 
subprojects in the interest of alignment, while providing minimal added value.  

 
(ii) Sustained engagement in sectors coupled with flexibility in the approach is 

important as well. ADB’s sustained engagement in key sectors, accompanied by 
flexibility in approaches and modalities, is important for development effectiveness in 
Bhutan. While the 2013 Critical Development Constraints analysis undertaken by 
ADB’s Economics and Research Department identified information and 
communications technologies and clean manufacturing through micro-, small-, and 
medium-sized enterprises as potential growth drivers, ADB’s past performance in 
these two areas has been mixed. Implementation of a regional connectivity project 
was delayed, and a cost-sharing facility for cottage and small industry did not 
perform well—highlighting the need for further analysis of ADB strategy and 
operations before realigning ADB support.  
 

128. The validation concurs with the actions proposed in para. 80 of the CPSFR. It further 
suggests that the South Asia Regional Department consider the following additional 
recommendations for the forthcoming CPS: 

 
(i) Align the program with the inclusive and environmentally sustainable growth 

agendas. ADB must articulate how economic opportunities are created through its 
energy and transport programs, how these programs can contribute to inclusion, how 
the municipal infrastructure program improves access of the poor to opportunities, 
and how support to economic diversification can widen participation of the population 
in productive activities. The focus of the upcoming CPS should be to improve ADB’s 
contributions to government facilitated growth-led gross national happiness. 
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(ii) Help innovate the Bhutanese economy by providing relevant knowledge 
products and advisory services. Given the transition to a middle-income country 
status, and given concerns on inclusion as well as the environment, ADB should help 
the government to innovate its approaches by providing a series of rapid response 
knowledge products and services on topics prioritized and identified by the executing 
agencies and ADB jointly and on continuous basis. Potential areas could include 
macroeconomic management, and economic diversification, as well as 
environmental safeguards, financial inclusion, and regional cooperation and 
integration. Further, the opening of the ADB country office could facilitate daily 
support of such initiatives. 

 
(iii) Implement a skills development action plan on a sector basis. The Bhutanese 

government requires a technically qualified cadre to handle public sector operations 
and maintenance functions and reduce its dependency on external support. 
ADB operations could support long-term action plans to implement skills 
development initiatives in various sectors, with the goal of creating a technically 
qualified workforce. ADB’s shift away from support for the country’s education 
program since 2006 represents a missed opportunity in light of the growing skills 
mismatch between educated youth and the evolving needs of market enterprises, the 
weak results from the government’s diversification programs, and the lack of jobs 
associated with hydropower investments. 

  
III. ASSESSMENT OF THE QUALITY OF THE COUNTRY PARTNERSHIP STRATEGY 

FINAL REVIEW 

129. The quality of the CPSFR is satisfactory. However, it could have discussed the 
economic and social context as an introduction to the self-evaluation of ADB’s program for 
2010–2012, although this has been covered under the strategic positioning section. It could also 
have been more candid in its assessment of implementation issues facing the implementing 
agencies, although the limited number of project completion reports available is noted. The Final 
Review also made no mention of the difficulties experienced in implementing the MSME Sector 
Development Program.  
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