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EXECUTIVE SUMMARY 
 

Ending its self-imposed isolation in the 1960s, Bhutan’s fundamental development 
activities date back only about 20 years. Nonetheless, it has embarked on a far-reaching 
development strategy based on the goal of boosting gross national happiness—a holistic 
concept combining material well-being with an individual’s spiritual, emotional, and cultural well-
being. Real economic growth has averaged around 7% a year since the 1970s, resulting in an 
increase in gross domestic product (GDP) per capita from $51 in 1961, then the lowest in the 
world, to $830 by 2004.  Starting from a virtual absence of economic infrastructure and social 
services in the early 1960s, the country has made tremendous progress in delivering basic 
services—the result of which is most clearly reflected in the halving of the infant mortality rate, a 
fivefold increase in primary education enrollment rates, and doubling of life expectancy between 
1970 and 2000. In its Country Policy and Institutional Analysis, Bhutan’s overall score of 5.0 
exceeds the average score of 3.1 among borrowers of the International Development 
Association. The World Bank lists Bhutan among the “strong policy nations.”  
 

Despite steady progress, Bhutan remains a poor country with a national poverty rate of 
32%. Inequality is high with the top quintile consuming 8 times more than the lowest. Bhutan’s 
economic base remains narrow, and the economy remains dependent on the hydropower sector 
which accounts for some 12% of the country’s GDP and 45% of national revenues. However, 
hydropower and its related industries have low employment elasticity, and during the 9th Five-
Year Plan (FYP) (2002–2007), about 50,000 youth are expected to enter the labor market, and 
another 20,000 are expected to migrate from rural to urban areas. Diversifying the base of 
economic activity by enabling greater private sector participation in the development process is 
central to the Government’s growth, employment generation, and poverty reduction strategy.   
 

Asian Development Bank (ADB) lending operations in Bhutan started in 1983. By 31 
March 2005, ADB had funded 19 projects with a cumulative value of $111.2 million, and 90 
technical assistance activities with a cumulative value of $33.7 million. ADB assistance in key 
sectors has contributed to steady achievements, particularly in transport, power, and urban 
infrastructure, where it is the lead development partner. The May 2005 Bhutan country 
assistance program evaluation (CAPE) notes that success is greatest and sustained the longest 
when ADB maintains long-term sector involvement combined with capacity-building programs 
and investment support.   
  
 A salient aspect of Bhutan’s development policy is its pursuit of the twin goals of growth 
and poverty reduction, traditionally underpinned by a highly inclusive approach to planning. The 
2004 National Poverty Reduction Strategy (NPRS) continues in this vein, and provides a sound 
framework for guiding future ADB assistance. 
 

Poverty reduction through economic diversification is the overarching goal of this country 
strategy and program (CSP). This is motivated by the economy’s heavy reliance on the capital 
intensive power sector to finance public expenditures, the need to address the employment 
challenge for growing numbers of educated youth, and the need to reduce Bhutan’s high level of 
dependence on external funding for financing development initiatives. As planned, ADB support 
will constitute an integral part of the NPRS. It responds to the preferences of the national 
authorities for the use and management of external assistance, and is informed by the guidance 
received from ADB Management at the initiating paper stage and from the ADB Board during 
the informal board seminar. It benefits from seven background diagnostic studies and in-depth 
consultations with communities, Government, private sector, and development partners. It 
utilized the lessons learned and recommendations of the CAPE; is designed to minimize the 
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transaction costs of future ADB assistance for a small but capable Government; and given 
vulnerabilities, makes careful assessments of the Government’s absorptive capacity and debt 
sustainability.   

 
This CSP has two strategic thrusts: (i) assistance for programs and projects in core 

sectors; and (ii) capacity development in operation sectors and for the overall development 
management. Consistent with the highest priorities identified in the NPRS, ADB’s solid track 
record and competitive advantage, the ADB evaluation of the Government’s development 
strategy, and knowledge gained from lessons learned, ADB and the Government have agreed 
that ADB should focus its assistance during the CSP period in four areas: (i) transport; (ii) 
power, including rural electrification; (iii) urban development; and (iv) financial and private sector 
development. ADB has validated that assistance for these sectors is vital if Bhutan is to 
continue its socioeconomic progress, diversify its economic base, and reduce poverty. In each 
of these areas, ADB will combine investment support with measures to build institutional, policy, 
and regulatory capacity of the sector policy making and executing agencies. The combined 
effects of interventions in each of these areas will be to directly support the achievement of key 
goals and targets of the Government’s NPRS, and thus foster accelerated achievement of the 
Millennium Development Goals (MDGs).  
 

In consultation with other development partners, ADB undertook a comprehensive 
assessment to ensure that other sectors of the economy are adequately covered by the 
development partners. This assessment, the rationale for selectivity, as well as an explanation 
of ADB’s planned exit from two sectors is contained in this CSP. It includes an implementation 
coordination matrix that describes how ADB strategy will be implemented, and identifies 
strategic development partners and the instruments and modalities to be used for effective 
delivery of the lending and nonlending programs. The CSP also contains an assessment of the 
likelihood of Bhutan achieving various MDGs.  
 

 The CSP will help Bhutan broaden the base of the economy, so that economic growth 
generates sufficient employment, and has strong forward and backward linkages with the rural 
population. Critical constraints to private sector development will be addressed including the 
need to improve transportation networks, expand access to electrification and social services, 
develop more competitive financial markets, enhance the enabling environment for small- and 
medium-size enterprises, promote tourism development, and expand urban sites and services. 
In recognition of good governance, a high degree of effectiveness in aid utilization, and the 
growing need to enhance ADB support to meet the Government’s poverty reduction goals and 
targets, a substantial increase in Asian Development Fund financing for Bhutan is programmed 
in consultation with the Government. Of the nonlending program, 63% (in value terms) is 
programmed for developing capacity and strengthening governance, as Bhutan’s undergoes the 
political transition to a two-party democracy.  
  

The Bhutan CSP is designed to focus on managing for development results. The CSP 
will facilitate achievement of the MDGs and sector-specific commitments, as set out in the 
NPRS, with specific goals, targets, and indicators to which ADB assistance operations will 
contribute. In addition to monitoring and actively managing a CSP-linked results framework, 
ADB will provide assistance for implementation of a national monitoring and evaluation system 
to help improve national capacity to manage for development results.   



I. CURRENT DEVELOPMENT TRENDS AND ISSUES 

A. Development Context 

1. Bhutan is a landlocked country, located on the southern slope of the eastern Himalayas, 
and shares boundaries with India in the south and the Tibet region of the People’s Republic of 
China to the north. Virtually all of Bhutan is mountainous, with three main geographic regions—
the Himalaya of the north, the hills and valleys of the center, and the foothills and plains of the 
south. More than half of the population is a half day’s walk from the nearest road, and more than 
two thirds of the population reside in remote, mountainous regions. The low density of 
population and its spread over mountainous terrain raises the costs of economic activity, and of 
providing infrastructure and social services.  
 
2. Bhutan has had less than a generation to organize a public response to poverty. Prior to 
the 1960s, Bhutan was effectively a closed society. Most of the population worked as 
subsistence farmers, and markets played little role in economic affairs. Tremendous 
accomplishments have been registered particularly in the last two decades of development, but 
institutions are new and fragile, and the challenges remaining are substantial. 
 
3. Once it opened to the outside world from its self-imposed isolation in the 1960s, Bhutan 
embarked on a far-reaching development strategy based on the goal of boosting gross national 
happiness. This has led to significant improvement in the economic and social situation of the 
country. Real economic growth has averaged around 7% a year since the 1970s, resulting in an 
increase in gross domestic product (GDP) per capita from $51 in 1961, then the lowest in the 
world, to $830 by 2004. Starting from a virtual absence of economic infrastructure and social 
services in the early 1960s, tremendous progress has been registered in delivering basic 
services—the result of which is most clearly reflected in steady progress to achieve the 
Millennium Development Goals (MDGs). The infant mortality rate has been halved, the primary 
education enrollment rates have increased fivefold, and life expectancy doubled between 1970 
and 2000. 
 

Box 1: Gross National Happiness 
 

Gross national happiness is the overarching development philosophy of Bhutan. It recognizes the need to 
balance material well-being with spiritual, emotional, and cultural well-being of the individual and society for holistic 
development. Four major areas are identified as pillars: (i) economic growth development, (ii) preservation and 
promotion of cultural heritage, (iii) preservation and sustainable use of the environment, and (iv) good governance. 
Gross national happiness has been the guiding principle for socioeconomic development over the last two decades 
and will continue to be so in the future. 
 
Source: Planning Commission, Royal Government of Bhutan. 1999. Bhutan 2020: A Vision for Peace, Prosperity and 
Happiness. Thimphu. 
 
4. Despite steady progress, Bhutan remains a poor country. About a third of the population 
has an income below the national poverty line. Income inequity is among the highest in Asia, 
and a large segment of the population continues to draw livelihoods from subsistence 
agriculture. In addition, poverty is readily transmitted from one generation to the next. At 2.1% 
per annum, the population growth rate is among the highest in Asia; 42% of the population is 
below the age of 15. 
 
5. The Tala Hydropower Project is due to start operation by March 2006. This megaproject, 
with an installed capacity of 1,020 megawatts (MW) will double Bhutan’s electricity export 



2  

capacity, and after 1-2 years of operation, will boost total GDP and Government revenues by 
about 25%. With this additional revenue, the Government will be able to accelerate its efforts to 
combat poverty, better operate and maintain its infrastructure and social services, and afford to 
increase its foreign borrowing from concessionary lenders to build a broad-based, and more 
diverse, private-sector-led economy.   
 
6. Bhutan’s economic base remains quite narrow, with the main support for economic 
growth coming from the exploitation of hydropower and establishment of natural resource-based 
industries that make use of cheap power. Hydropower accounted for 12% of GDP in 2003, and 
its exports accounted for about 45% of government revenues. With the Tala project and several 
more large hydropower projects in various stages of preparation, hydropower is bound to 
remain a vital engine of economic growth. But hydropower and its related industries generate 
very few jobs, and during the 9th Five-Year Plan (FYP) period (2002–2007), some 50,000 youth 
are expected to enter the labor market, and another 20,000 are expected to migrate from rural 
to urban areas. Most youth prefer public sector employment, but very few will find jobs in 
Government. Diversifying the base of economic activity, by enabling greater private sector 
participation in the development process, is central to the Government’s growth, employment 
generation, and poverty reduction strategy.    
 
7. The principal objectives of ADB’s 2002 country operational strategy for Bhutan were to 
reduce physical infrastructure constraints, develop the domestic skills base, and improve the 
delivery of social services. Steady progress has been registered in all of these areas as a result 
of ongoing ADB operations, and support provided by development partners. 
  
8. Since 1999, significant economic, political, and socioeconomic changes have occurred. 
First, the role of agriculture in the economy is receding, and is rapidly being supplanted by 
hydropower, construction, and energy-intensive industries. While these new sectors are serving 
as powerful engines of growth, they are generating relatively little employment (para. 6). 
Second, a constitutional reform process is under way, involving a gradual hand-over of power 
from the monarchy to a multiparty democracy. Simultaneously, decentralization efforts have 
proceeded rapidly with local planning and project implementation amounting to nearly a quarter 
of the 9th FYP outlays. Third, poverty conditions and the many causes of poverty are now much 
better understood. In 2003, with ADB support, a rigorous survey of living standards was 
conducted, an official poverty line estimated, and the incidence and causes of income poverty 
assessed. And fourth, the Government has built on lessons learned and new knowledge about 
poverty conditions to prepare a long-term strategic framework (the 2020 Vision), the 9th FYP, 
and the National Poverty Reduction Strategy (NPRS), 2004. 
 
B. Economic Growth 

9. Strong macroeconomic performance has underpinned poverty reduction efforts.  
Economic growth accelerated from 5.5% in the first half of the 1990s to a per annum average of 
over 7% between 1999 and 2004. In common with other developing economies, growth has 
been accompanied by structural change, involving a decline in the contribution of agriculture to 
GDP (from over 50% in 1981 to 33% in 2004), and a corresponding rise in the share of industry 
to GDP (from 17% in 1981 to 38% in 2004). Macrostability has underpinned solid economic 
growth performance. Since 1994, the rate of inflation has been contained at single digit levels. 
For FY2003/04, economic growth is estimated at 6.8%, marginally lower than the 7.1% rate of 
the previous year. The power and construction sectors continued to be the main drivers of the 
economy, accounting for 10.8% and 19% of GDP, respectively. CY2004 tourist arrivals of 9,249 
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persons represented a 48% increase over the previous year, and the corresponding convertible 
currency earnings of $12.5 million represented a 51% increase. 
  
10. Domestic capital formation remains highly dependant on foreign savings, and both labor 
and capital productivity are low by regional standards. Since 2000, the average annual savings 
rate averaged 18% of GDP, whereas the average gross domestic investment rate was 47% of 
GDP. Reflecting both the high cost of investments in basic infrastructure and public services, 
and long gestation lags in the hydropower sector; the incremental capital output ratio has 
ranged between 7 and 10 over the past decade, compared with a regional average of 3.5. In 
addition to low capital productivity, the low level and slow growth of labor productivity in 
agriculture explains why incomes remain so low. Between 1980 and 2002, partial factor 
productivity of labor in agriculture grew by just 1.14% per annum, a rate that is low by the 
standards of South Asia and particularly low by the standards of the Asian economies that have 
witnessed green revolutions. Boosting returns to capital and labor is essential to make Bhutan 
more competitive and conducive to private sector investment.    
 
11. Government spending during FY2003/04 exceeded budget estimates. Capital 
expenditure grew by 27% while recurrent expenditures grew by 9%. The higher than anticipated 
Government spending was on account of the civil service salary increase, effective January 
2005—the first since 1999 and estimated to cost the budget about 1.5% of GDP on an annual 
basis. Of the two purchase of wide-body aircraft, one was directly financed by the Government 
through the budget while the other was financed by a domestic bond issue guaranteed by the 
Government. Higher subsidies for the national airline, Druk Air, also contributed to higher 
expenditures. As a result, the budget deficit doubled to 10.3% of GDP. However, taking into 
account the one time effect of some of the FY2003/04 expenditures, the budget deficit is 
projected to fall sharply to 5% of GDP in FY2004/05. With the commissioning of the 1,020 MW 
Tala hydropower project in March 2006, an increase in the growth rate to some 20% would push 
the annual average growth rate to 8–9% during the CSP period (FY2005/06–FY2009/10). 
 
12. For much of the past two decades, the Government has channeled its ample 
hydropower revenues into socioeconomic development, while generally maintaining a prudent 
fiscal stance. Domestic revenues have been sufficient to cover recurrent expenditures, while the 
financing of capital expenditures has remained dependent on external assistance. Monetary 
growth (M2) during FY2003/04 was 20%, largely on account of a 42% increase in domestic 
credit to the private sector. The largest share of private sector credit was for building and 
construction, followed by the manufacturing, service, and tourism sectors. The balance of 
payments current account balance remained positive, equivalent to 8.0% of GDP. As of end-
December 2004, gross international reserves were $392.3 million. Of these, convertible 
currency reserves of $268.8 million exceeded the convertible currency external debt of $242.6 
million, and the debt service ratio remained below 5%. Total reserves were sufficient to finance 
18.6 months of imports.  
 
13. Bhutan and India have historically close commercial and economic development 
relations. India is Bhutan’s largest bilateral source of development assistance, as well as 
principal destination and source of origin of Bhutan’s exports and imports. In FY2003/04, India 
accounted for 94% of all Bhutan’s exports, valued at Nu5.4 billion ($130 million), followed by 
Bangladesh, which accounted for 4% of total exports.   
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C. Poverty 

14. Poverty is closely linked to inequality, more specifically to the wide gulf between income-
earning opportunities in urban areas compared with remote rural villages. The Government’s 
August 2004 Poverty Analysis Report estimates that 31.7% of the population is poor. The 
associated urban and rural estimates are 4.2% and 38.3%, respectively. Inequalities are 
relatively high with the richest 20% of the population consuming almost 8 times more than the 
poorest 20%, and a Gini-coefficient of 0.416 in 2003/04. While the average incidence of poverty 
is highest in eastern Bhutan, pockets of poverty are scattered throughout the country.   
 
15. Poverty in Bhutan is caused by remoteness, isolation, dearth of employment 
opportunities outside of subsistence agriculture, low levels of education, vulnerability to climatic 
shocks and natural predators, seasonal hunger, and indebtedness to traditional money lenders.  
As a result of large families, small and fragmented landholdings, limited off-farm employment 
opportunities, and rapid population growth, poverty is transmitted from one generation to the 
next. Since a large segment  of the population have low cash incomes, while only a very small 
segment are destitute, the Government’s NPRS emphasizes the need for broad-based, private-
sector-led economic growth, and steady improvements in access and quality of social services, 
while ensuring that cultural and environmental endowments are respected. 
 
16. For low-income households, poverty has several nonmonetary dimensions. It manifests 
itself in low literacy levels, acute shortages of modern skills, poor nutrition and health indicators, 
inaccessibility to markets, and isolation. Compared with the situation prevailing a few decades 
ago, evidence strongly suggests that few suffer from hunger or food insecurity. 
 
17. Available data suggest that Bhutan remains on track in its efforts to achieve the MDGs. 
According to the 2004 poverty analysis, absolute poverty will be virtually eliminated over the 
next 8 to 15 years. Bhutan intends to achieve universal primary education by 2007, about 8 
years before the MDG target date, and good progress is being made in achieving infant 
mortality, nutrition, maternal mortality, gender equality and environmental targets (Appendix 1, 
Table A1.1). In 2000, the gross primary school enrollment rate was 74%.  By 2004, 81% of all 
children of primary school age were enrolled in school. In 1960, Bhutan’s infant mortality rate 
was 203, one of the highest in South Asia. It has been subsequently reduced from 70.7 in 1994 
to 60.5 per 1,000 live births in 2000. Under-5 mortality levels per 1,000 live births were reduced 
from 97 to 84 between 1994 and 2001, while maternal mortality per 1,000 live births declined 
from 3.8 in 1994 to 2.55 in 2000. The prevalence of child undernutrition has fallen from 38% in 
1990 to 19% in 2001.  
 
D. Political Environment 

18. Decades of political stability under the reigning Monarch, combined with the 
maintenance of cordial relations between Bhutan and India, have provided a robust framework 
in support of long-term, socioeconomic development. In 1998 a new system of government was 
established, with the King remaining as the Head of the State but no longer as the Head of the 
Government, a responsibility that is annually rotated among the members of the Cabinet of 
Ministers who are nominated by the King and elected by the National Assembly. The King is 
widely lauded for his unstinting commitment to sustainable development, and the benefits of 
democratization are widely appreciated.   
 
19. Security in Bhutan has two dimensions. One was the presence, until early December 
2003, of three armed anti-Indian groups with military camps in the southern part of Bhutan. The 
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Government negotiated to remove the camps from the country. After their final negotiation in 
December 2003, the Bhutanese army launched military operations to destroy the camps and 
expelled the rebels from the country. Since then, the Government has remained cautious and 
continues to monitor the security situation in the south. The second problem, which still remains 
an issue, is the people living in camps in eastern Nepal. The Joint Verification Team appointed 
by the governments of Nepal and Bhutan categorized the citizenship of the residents in the first 
camp in May 2003. However, Bhutanese officials were attacked and injured by the camp 
residents during a briefing in December 2003. Since then, owing to the uncertain security 
situation in Nepal, the bilateral process remains suspended.  
 
20. The draft of Bhutan’s first written constitution was published and the process of public 
consultations is ongoing. It envisages a political framework of a democratic monarchy and a 
two-party political system. The executive power will be vested in the Cabinet headed by the 
Prime Minister. It guarantees the protection of fundamental rights of all Bhutanese and 
continued provision of basic health and education by the State. The draft constitution envisages 
the establishment of an independent anticorruption commission, a public accounts committee of 
the Parliament, and continued autonomous status for the Royal Audit Authority (RAA). A list of 
major political and economic milestones is in Appendix 7. 
 
E. Governance and Institutional Capacity 

21. Good governance is one of the four platforms of gross national happiness. Respect for 
the rule of law is widespread, and law enforcement is generally considered to be fair and 
impartial. The high quality and caliber of the civil service is a key determinant of good 
governance. The civil service is staffed by dedicated and committed officers and led by 
ministers and other senior staff who exhibit a high degree of professionalism and understanding. 
Government publications are made available for public scrutiny, and communications between 
the public and government officials are candid and unrestricted. The civil service and 
administrative hierarchy have little if any corruption, and the government auditors provide an 
effective system of checks and controls on procurement and public expenditure management.   
  
22. Governance standards, while good, have actually been improving over time. One 
indicator is found in the trends cited by RAA audits on the total amounts due to the Government 
from public sector bodies for expenditures not allowable under existing government rules (e.g., 
the Financial Rules and Regulations).1 The general trend (Figure 1) clearly shows a decrease in 
assessed amounts, which in 2003 account for less than 2% of public spending. This is 
significant, as RAA has become more aggressive in fulfilling its functions over time.    
 
 
 
 
 
 
 
 
 
 
 

                                                 
1 The unallowed expenses include for procurement without tendering, wasteful expenditures, irregular contract 

management, nonlevying of liquidated damages, etc. 
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Figure 1: Unallowed Expenditures Reflected by Royal Audit Authority Audits 
   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
23. Over the past two decades, the Government’s authority has been gradually 
decentralized from the central government to the district and gewogs (blocks of villages), which 
are represented by district development committees and geog development committees. In 
2002, the National Assembly created a new structure for local (geog) governance. Each local 
area is responsible for creating and implementing its development plan, in coordination with the 
district. 
 
24. Government plans, including efforts to decentralize public expenditure responsibilities, 
emphasize the need for the population to be self-reliant and take greater responsibility for 
required infrastructure and services. At present, infrastructure and an extensive array of social 
services (primary and secondary education, and all forms of health care, including drugs) are 
offered at no or little direct cost to the general public. Public expenditures are already in the 
range of 45–50% of GDP, and the cost of delivering public services is rising rapidly, particularly 
as infrastructure and social services are extended to more remote areas, and as a larger 
segment of the population demands access to more advanced education and to hospital-based 
care. Future, public investment priorities must consider not only gaps in infrastructure and 
service provision, but also the financial viability of these services over the long term.   
 
25. The public sector, with nearly 90,000 employees, dominates formal sector employment.  
Civil service salaries constitute nearly 15% of GDP, and civil service pay scales exceed pay for 
comparable work in the private sector. While public sector capacities have steadily improved 
over the past two decades, assistance is needed to fill legal and regulatory gaps, and enhance 
enforcement capacity. The simultaneous combination of democratization, decentralization, and 
urbanization pose new and difficult challenges for the public service, especially at local levels.    
 
26. Creating public sector capacity to foster a more private-sector-led economy is its 
greatest challenge, in large part because the Government has traditionally led the development 
process. Opening up sectors of the economy to private initiative, nurturing productive public-
private partnerships, and creating the regulatory framework necessary to underpin durable 
private initiative, are vital if the private sector is to lead the growth and employment generation 
process. Bhutan’s nongovernment organizations are relatively underdeveloped, in large part 
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because of the Government’s role in providing social services at no cost to the population. 
Developing a more robust civil society, particularly at local levels, can help to improve 
decentralized service delivery and bolster self-reliance.      
 
27. At present, about 60,000 expatriates are employed in Bhutan, providing a wide range of 
technical services in government and the private sector, and also providing unskilled labor in 
arduous jobs such as road maintenance. Although the number of expatriates in government 
service has fallen sharply, from 50% in 1980 to only 11% in 1995, they continue to account for 
around 40% of all jobs in the private sector and about 70% of all jobs in skill-intensive sectors 
such as mining and quarrying. Government policy is designed to promote the substitution of 
domestic for expatriate labor by emphasizing vocational training, encouraging foreign investors 
and the public sector to replace expatriate with domestic labor, and developing labor laws that 
would make formal private sector employment more attractive to Bhutanese youth. However, a 
perceptions and skills mismatch remains in the domestic labor market, with the vast majority of 
Bhutanese school-leavers preferring public over private sector employment, and having little 
knowledge or skills that are valued in the  marketplace. 
 
F. Gender Assessment  

28. Compared with other parts of South Asia, Bhutan has a high degree of gender equality 
(Appendix 3, Table A3.3). No evidence indicates that families accord preference to boys over 
girls. Adult workloads are roughly equal, and both men and women take responsibility for child 
care. Property rights are also much more equal than in most of South Asia, with women rather 
than men inheriting property in most areas.2 Although women represent just 20% of the civil 
service sector, they are increasingly choosing to become doctors, mechanics, engineers, and 
entrepreneurs and decision-makers.3 Gender discrimination in Bhutan arises primarily from 
isolation and reduced access to health facilities, resulting in high maternal mortality rates, some 
traditionally held views of women in distinct but identified areas, and high levels of female 
illiteracy, especially in remote areas.  
 
G. Private Sector 

29. A combination of deficiencies in the enabling environment and a dearth of 
entrepreneurial capacity have restricted the growth of the private sector. Despite the structural 
changes experienced by the economy, it remains largely rural and nonmonetized, with bartering 
prevailing in many areas. Although 84.8% of the labor force is in the private sector, 63% is 
engaged in small-scale agriculture, and the balance is primarily in tertiary sector activities.4 An 
estimated 15.2% of the labor force works in the public sector, but Government and state-owned 
enterprises account for nearly 60% of GDP.5 Only about 100 medium-size companies dominate 
the private sector; and most enterprises are cottage or minienterprises with fewer than 10 
employees and invested capital of less than $10,500. Restrictive labor and tax policies, difficult 
access to land, inadequate infrastructure, high cost of finance, and lack of skilled labor are 
among, the key policy problems cited by Bhutanese enterprises in a recent private sector 
assessment.    

                                                 
2  Almost half of land registration titles, which are an index of property distribution, are recorded in favor of women. In 

rural areas, 60% of the land ownership registration is recorded legally in favor of women and in the urban areas; 
45% of property titles such as shares and building and business licenses are registered in favor of women, 
according to the Department of Planning, Government of Bhutan.  

3  Currently, the secretaries of the ministries of finance and foreign affairs are women. 
4  Central Statistical Office. 2004. Labor Force Survey 2004. Thimphu. 
5  Interpreted from the Central Statistics Office. 2004. (Draft) National Accounts. Thimphu. 
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30. To create greater scope for private sector development, the Government has gradually 
privatized several state-owned enterprises, deregulated the licensing for tour operators, 
introduced new financial institutions, and contracted-out a major part of its public works 
program. In recent years, the Government has taken additional measures to improve the private 
sector enabling environment, the most important of which includes (i) adopting a foreign direct 
investment policy; (ii) rationalizing the tariff structure and lowering the maximum tariff rate; (iii) 
introducing personal income tax and eliminating interest rate regulations; (iv) streamlining 
industrial licensing procedures; and (v) passing legislation such as the Bankruptcy Act, Movable 
and Immovable Property Act, Negotiable Instruments Act, Companies Act, Copyright Act, 
Industrial Property Act, and Commercial Sales of Goods Act. In addition, to facilitate private 
sector development, some incentives were announced as part of the national budget for 
FY2002/03.6 While tax holidays to date have had little tangible effect, a decade of private sector 
development effort is starting to pay off—almost 3,000 private individuals are registered as 
contractors, three major international hotel chains have entered the Bhutanese tourist market, 
residential and commercial construction is booming, urban wholesale and retail establishments 
are recording double-digit growth, and the number of Internet cafes and Internet-related 
businesses has increased from a handful in 1990 to several hundred in 2004.  
 
31. Bhutan has a large hydropower potential with an estimated capacity of 20,000 MW. Just 
468 MW of hydropower have already been installed and an additional 1,200 MW are at various 
stages of construction. Domestic consumption is currently 90 MW and the rest is exported. The 
Government is interested in forging private-public partnerships in the sector. However, 
developing suitable institutional and legal arrangements to attract foreign investment, 
developing suitable power purchase contracts, setting appropriate tariffs, and managing the 
allocation of risk between the public and private sectors for large projects is a formidable 
institutional challenge for the Government.  
 
32. Tourism is another sector where the private sector’s existing role can and is being 
expanded. With its high labor intensity and linkages with downstream services, the sector has 
the potential to provide employment for a significant number of youths expected to enter the 
labor force. The preparation of a tourism master plan and a tourism act are in advanced stages. 
These envisage diversifying tourism products by expanding ecotourism, establishing an 
integrated visa issuance regime, allowing multiple tourist entry points into Bhutan, developing 
skills capacity by establishing a hotel and tourism and management institute, establishing 
service standards for hotels, and promoting village-based tourism. These are encouraging 
developments and can easily lead to doubling of tourist arrivals from 9,400 in 2004 in the short-
term with more significant expansion in the medium-term.7    
 
33. In rural areas, the private sector development agenda focuses on encouraging farm 
households to shift from subsistence to a commercial orientation. The Ministry of Agriculture, 
with the support of several development partners, is implementing a productivity, access and 
marketing program. This includes measures to enhance farm-to-market transport, cooperative 
marketing, improved access to power tillers, the spread of rural electrification, and more 
accessible and competitive rural financial markets. New programs aimed at developing small-
scale agroprocessing, and rural handicraft and village tourism aim to increase off-farm 
                                                 
6 These include tax holidays for (i) 3 years for manufacturing industries; (ii) 3 years for information technology and 

vocational institutes; (iii) 5 years for hotels, schools, and automechanical workshops established in rural areas; and 
(iv) 7 years for manufacturing industries established in rural areas.    

7 The Ministry of Tourism has set a target of 50,000 visitors by the end of the 10th FYP period. If, as is common 
across Asia-Pacific, tourism generates about three jobs (both directly and indirectly) for each visitor, then 
achievement of this target would enable the Government to meet its youth employment goals and objectives.    
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employment. Increasing access to improved technology, credit, and markets can assist low-
income rural households develop microenterprises, and to scale-up existing small businesses 
into viable small and medium enterprises (SMEs). 
 
34. The financial sector is relatively small and inefficient. It includes two commercial banks, 
one development finance institution, one insurance company, and one pension fund, all of which 
are majority owned and operated by the Government. Cross-ownership of financial institutions8 
raises the risk of conflict of interest and systemic distress. Despite early steps toward 
liberalization, the sector continues to be characterized by limited competition, high 
intermediation costs, heavy collateral requirements, and limited product development. 
Commercial banks are burdened by a legacy of bad loans; some 20% of the portfolio is 
classified as nonperforming, and they have considerable excess liquidity. In addition to holding 
cash statutory reserves, between 30 and 40% of commercial bank deposits are on deposit with 
the Royal Monetary Authority. Private savings mobilization is low, and most domestic savings in 
the banking system are short-term in nature. Small and microenterprises, in particular, are 
poorly served by the existing financial institutions.   
 
H. Environment 

35. With a rich biodiversity with diverse ecosystems including many endemic and rare 
species, Bhutan is recognized as one of the 10 global biodiversity hotspots. The national 
environmental policy is to maintain 60% forest cover to ensure preservation of its rich 
biodiversity.  
 
36. Competition for land, forest, and water resources has increased as economic 
development proceeds. Key environmental priorities include the need to reduce land 
degradation, preserve biodiversity, protect water resources, and mitigate the adverse 
environmental effects of urbanization and industrial development (air and water pollution, solid 
waste management, loss of agricultural land). Integration of environmental considerations into 
national planning processes, development and implementation of appropriate environmental 
quality standards, and the establishment of adequate bureaucratic and administrative 
procedures to enforce environmental regulations, are high priorities. 
 
37. If rural–urban migration trends continue at their current pace, close to half of the 
population may reside in urban centers by 2020. Ensuring that urban development is 
environmentally sustainable requires improvements in municipal planning and management 
capacity, and institutionalization of cost-recovery practices for urban services. 
 
I. Regional Cooperation  

38. As a member country of the South Asia Association for Regional Cooperation, Bhutan 
signed the South Asia Free Trade Agreement pact in January 2004 and is committed to 
reducing custom tariffs during the 10 years after the agreement comes into force. In February 
2004, Bhutan became a member of Bay of Bengal Initiative for Multi-Sectoral Technical and 
Economic Cooperation (BIMSTEC) group of nations and is also a signatory to the BIMSTEC 
                                                 
8  At present, the Government holds 80% of Bank of Bhutan shares while the remaining 20% are held by the State 

Bank of India. In the case of Bhutan National Bank, the Government and its institutions such as National Pension 
Board, Bhutan Trust Fund, and Royal Insurance Corporation of Bhutan Limited collectively own 51.2% of the 
shares. Another 10% of the shares are held by ADB, while the public owns 38.6%. For the lone development 
finance institution, Bhutan Development Finance Corporation, the Government owns 77% of the shares, while the 
balance, 23%, is held by the general public.  
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Free Trade Area. In April 2004, Bhutan signed the Intergovernmental Agreement on the Asian 
Highway Network, and in April 2005, Bhutan joined the Asian Cooperation Dialogue.  Bhutan is 
also in the process of complying with the requirements of becoming a World Trade Organization 
member. Earlier, in 2003, Bhutan became a member of the International Finance Corporation.   
      
 

II. THE GOVERNMENT’S DEVELOPMENT STRATEGY 

A. Development Goals and Strategy 

39. Bhutan’s NPRS is contained in three different documents: the 2020 Vision, the 9th FYP, 
and the Poverty Reduction Strategy; all of which are subject to a high degree of Government 
and popular ownership. Bhutan 2020: A Vision for Peace, Prosperity, and Happiness, released 
in 2000, is a 20-year perspective strategy that sets the preferred direction for the next two 
decades (Box 2).  
 

Box 2: Bhutan 2020-A Vision for Peace, Prosperity and Happiness 
 
1. Bhutan 2020 highlights national goals, broad targets and overall policy principles for the next 20 years. It is 
based on the six main principles of (i) maintaining a distinct identity; (ii) strengthening unity and harmony; (iii) 
guaranteeing nationwide stability for peace and prosperity; (iv) promoting self-reliance; (v) pursuing sustainable self 
development, and (vi) demonstrating capacity to effectively respond to challenges and possibilities. 
 
2. The 2020 Vision includes about one hundred specific, medium and long-term goals and objectives. For 
each goal and objective, there are concrete, monitorable targets, many of which are directly related to poverty 
reduction and socio-economic development. Examples include: 
 

(i) reduce population growth rate to 1.31% per annum by 2012; 
(ii) achieve full enrolment ay high school level  by 2012; 
(iii) achieve full adult literacy by 2017; 
(iv) increase life expectancy to average for all the developed nations by 2012; 
(v) achieve a three-fold increase in real income of farmers by 2012; 
(vi) ensure that 75% of rural population lives within half-day’s walk from the nearest road by 2012; 
(vii) achieve 100% and 150% increase in revenues from tourism by 2012 and 2017, respectively; 
(viii) installation of 3,000 MW of hydropower by 2017; 
(ix) completion of a second transnational highway by 2017; 
(x) improved external air links by 2017; 
(xi) provision of electricity to 50% of the rural population by 2012; and 
(xii) provision of electricity to 75% of the urban population by 2012. 

 
Source: Planning Commission, Royal Government of Bhutan. 1999. Bhutan 2020: A Vision for Peace, Prosperity 
and Happiness. Thimphu. 

  
40. The vision set out in Bhutan 2020 is translated into sector policies, strategies and 
programs through 5-year development plans. The NPRS (including the 9th FYP) has five overall 
goals: (i) improving the quality of life and income, especially of the poor; (ii) ensuring good 
governance; (iii) promoting private sector growth and employment generation; (iv) preserving 
and promoting cultural heritage and environment conservation; and (v) achieving rapid 
economic growth and transformation. 
 
41. The Government’s strategic priorities to achieve these objectives are (i) expanding 
infrastructure; (ii) setting sound macroeconomic policy; (iii) ensuring good governance, and (iv) 
improving access and enhancing social services. The NPRS accords high priority to 
infrastructure expansion, rural telecommunications, and urban infrastructure development. It 
observes that expansion of the road network and provision of electricity are essential 
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prerequisites for improving rural access and providing basic social services such as health and 
education. Various Government poverty surveys reveal that communities that are closer to 
roads are better-off in terms of economic and social well-being than those farther away. People 
in many remote communities have to walk for 3 hours to a few days to reach the nearest 
highway. Therefore, improving access through infrastructure expansion is a key strategy for 
reducing poverty, enhancing the coverage and quality of social services, and increasing 
economic opportunities. The objectives are consistent with realizing the MDGs by 2015 or 
earlier. The 9th FYP differs from past plans—the national plan includes individual plans for 20 
districts and 201 gewogs, prepared by communities and their elected representatives.  
 
42. Recognizing that hydropower development will continue to play a vital role in economic 
growth, diversifying the economy to boost employment is central to the Government’s poverty 
reduction strategy. This is to be accomplished by improving transport and communications to 
better integrate the national economy, improving the private sector enabling environment 
(particularly for tourism and high-value agriculture), boosting the efficiency of the financial 
sector, and steadily improving human resources.   
 
43. Regarding external assistance management, the 9th FYP states that the Government will 
seek grant financing before resorting to loans, which will be sought mainly for revenue-
generating projects in the productive sectors. Loan financing in the social sectors will be 
resorted to only if grant financing is not available. Moreover, project accounting and reporting 
requirements will be aligned to meet the requirements of the Government and its development 
partners. This is to avoid the establishment of parallel systems. Furthermore, the Government is 
committed to ensuring the highest level of accountability for external assistance received, and 
will ensure that its financial and accounting rules and procedures are strictly followed.   
 
B. Resource Mobilization and Investment 

44. The economy is projected to grow at an annual rate of 7-9% during the 9th FYP. To 
achieve the growth projection, efficient and reliable infrastructure services, sound 
macroeconomic policies, and a strong domestic revenue base will be required. Although the 9th 
FYP envisions a substantial expansion in public investment, inflationary forces will be held in 
check by meeting recurrent expenditures through domestic revenues, and maintaining a 
recurrent budget surplus.  
 
45. The total 9th FYP outlay is Nu70.00 billion ($1.62 billion), of which Nu31.68 billion ($737 
million) is for current expenditures, Nu34.87 billion ($811 million) for capital investments and 
Nu3.45 billion ($80 million) is for debt servicing. Current expenditure is to be covered by 
domestic revenue of Nu32.00 million ($744 million), while external resources amounting to 
Nu28.00 billion ($651 million) are anticipated to finance capital investments.9 Out of the total 
external resources, the Government plans for Nu21.00 billion ($488 million) in grant assistance 
and some Nu12.00 billion ($279 million) in concessionary loans and domestic borrowing.  
 
46. Approximately a quarter of the 9th FYP outlays will be allocated to the education sector, 
10% to agriculture, 10% to transport, 9% to energy, 27% to public administration, 6% to human 
settlement, 6% to debt service, and 7% to other expenditures. While this allocation is generally 
sound, the quality of public spending needs to be improved by addressing a backlog of deferred 

                                                 
9 When the 9th FYP was originally formulated, Bhutan expected to receive Nu35 billion in external assistance, 

comprising grants of Nu30 billion and concessionary loans of Nu5 billion.  
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maintenance and repairs, enhancing the involvement of local communities in management and 
operations of public services, and ensuring that public investments are economically viable.      
 
C. Role of External Assistance 

47. Aid assistance has traditionally financed almost the Government’s entire public 
investment program. At $148/capita in 2002, external assistance was nearly three times higher 
in Bhutan than in the Maldives, the next largest aid recipient in per capita terms in the Asia 
region. About three fourths of external assistance to Bhutan is provided on a grant basis. In 
2002, 31 funding agencies reported a combined $77 million of grant assistance and another $26 
million in the form of loans, originating mainly from the Austria, ADB, IFAD, and the World Bank. 
India is the largest bilateral development partner, followed by Austria, Denmark, Japan, 
Netherlands, and Switzerland. Among the multilateral institutions, the ADB is the largest 
development partner, followed by the United Nations agencies and the World Bank. Some 70% 
of all external assistance was provided to energy, agriculture, forestry and fishing, health, 
transport and storage, and multisector programs.   
 
48. In the first 2 years of the 9th FYP, the Government implemented 31% of the total public 
investment, compared with a target of 40%. The main reason for delays in implementation has 
been due to the time required to mobilize resources and to elect and train local government 
officials, particularly during the first year of FYP implementation. The Indian government is 
forecast to finance nearly one third of the public investment during the 9th FYP.   
 
49. Bhutan is expected to record substantially higher rates of economic growth (i.e. 10-12% 
per annum) during the first 2 to 3 years of the 10th FYP as the Tala power project comes into 
operation. When the Tala hydropower project is operating at full capacity, electricity exports 
should double, and an additional Nu4.0 billion ($93 million) per annum will be contributed to 
Government revenues. However, higher revenues from the Tala project may be offset by a 
decline in grant assistance from some external donors. If so, the net effects of the Tala project 
on public resources will be some what less than its gross contribution to the budget.   
 
50. Bhutan will continue to require substantial external assistance in the decade to come 
given low incomes; the nation’s remoteness; challenging terrain; the subsistence orientation of a 
large segment of the population; and the limited extent to which a small and nascent private 
sector can contribute resources for public provision of economic infrastructure, social services, 
and other poverty reducing investments. In the future, Bhutan will need to tap concessionary 
sources of external assistance to close the domestic savings-investment gap and to avoid 
preempting the private sector from domestic sources of savings. 
 
D. ADB’s Assessment of the Government’s Development Strategy 

51. Bhutan has enjoyed a strong growth record over the last decade through a combination 
of sound macroeconomic management, good governance, and rapid development of 
hydropower resources. A salient aspect of Bhutan’s development policy is its pursuit of the twin 
goals of growth and poverty reduction, mindful of balancing these objectives with environmental 
sustainability and preservation of cultural heritage. In addition, a highly inclusive approach has 
traditionally underpinned the planning process. The NPRS continues in this vein, and the 
outlined spending priorities and investment projects are the result of this broad participatory 
process. The NPRS provides a sound framework for guiding ADB assistance to poverty 
reduction. It incorporates a sound diagnosis of the causes, manifestations and strategic 
interventions required to address poverty; and incorporates clear milestones to track progress 
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and guide the delivery of development results. Moreover, popular participation in poverty 
reduction is strongly emphasized by the (i) many consultations undertaken in NPRS formulation, 
(ii) increasingly decentralized nature of the planning process, (iii) devolution of fiscal 
responsibilities to local government, and (iv) impending Constitutional reforms.  
 
52. The NPRS correctly identifies key strategic priority areas (para. 40). It recognizes the 
need to promote private sector development to sustain long-term growth and employment, and 
to reduce macroeconomic risks. However, more concrete strategies and action plans will be 
needed to ensure a credible response to the many constraints and barriers to private sector 
initiatives.      
 
53. The ambitious public investment targets set forth in the 9th FYP may be difficult to 
achieve, particularly if aid terms harden. Increased recourse to concessionary foreign 
borrowing, including from ADB, will be required if 9th FYP objectives and the Government’s 
poverty reduction targets are to be met. The Government plans to utilize significant resources 
generated by the Tala hydropower project for poverty reduction and socioeconomic 
development.  
 
54. Domestic resource mobilization efforts merit improvement. Cost recovery, both as a 
principle and as a management system, has only recently been introduced. Unless recurrent 
cost requirements are planned and budgeted for, and suitable institutional arrangements made, 
the sustainability of past public investments may be jeopardized. Better long-term fiscal 
planning, including for public sector borrowing, will be required to integrate capital and current 
spending to ensure that fiscal prudence is observed, and that public spending is both cost-
effective and financially sustainable.       
 
55. Bhutan has made substantial progress towards the achievement of the MDGs. ADB’s 
assessment, in consultation with development partners is summarized in Box 3. 
 

Box 3: Bhutan and the Millennium Development Goals 
 

Data constraints make assessment of Bhutan’s social and human development progress difficult, but 
available figures suggest that Bhutan remains on track in its efforts to achieve the MDGs. In 2000, the gross primary 
school enrollment rate was 74%.  By 2004, 81% of all children of primary school age were enrolled in school. In 1960, 
Bhutan’s infant mortality rate (IMR) was 203, one of the highest in South Asia. This rate has been subsequently 
reduced from 70.7 in 1994 to 60.5 per 1,000 live births in 2000. Under-5 mortality levels per 1,000 live births were 
reduced from 97 to 84 between 1994 and 2001, while maternal mortality per 1,000 live births declined from 3.8 in 
1994 to 2.55 in 2000. The prevalence of child undernutrition has fallen from 38% in 1990 to 19% in 2000.  In addition, 
about 81.1% of households currently have access to safe drinking water, and 93.5% have access to latrines or toilets.  
Over the 1980s and 1990s, access to health services increased dramatically, with at least 89% of the population at 
present residing within 3-hour walking distance of a health center. Given the rugged tough terrain and related 
difficulty in providing access to basic services, the extensive reach of such initiatives as child immunization programs 
and basic education is remarkable. Bhutan has also made progress in terms of gender equality, and for the most part 
women enjoy equal opportunities, entitlements, and legal status. Prospects for poverty reduction are promising.  
Bhutan intends to achieve universal primary education by 2007, about 8 years before the MDG target date, and good 
progress is being made in achieving infant mortality, nutrition, maternal mortality, gender equality and environmental 
targets (Appendix 1, Table A1.1). 
 

Progress on Human Development-related MDGs 
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(%) 

 
19901 

(%) 
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(%) 

 
2000 
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(%) 

Will goal be 
met by 
2015? 

Poverty3      Highly Likely 
Poverty Headcount - - - - 31.7  
Education 3 - - - - - Highly Likely 
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Gross Primary Enrollment - - - - 92.6  
Net Primary Enrollment - - - - 69.4  
Health (rate per 1,000 births)2       
Infant Mortality 102.8 90.0 70.7 60.5 - Likely 
Under Age 5 Mortality 162.4 123.0 96.9 84.0 - Likely 
Maternal Mortality 7.7 5.6 3.8 2.6 - Likely 
HD = human development, MDG = millennium development goal. 
1 Linear extrapolation, Millennium Development Goal progress report 2002. 
2 From 2002 Bhutan Millennium Development Goal report. 
3 From Bhutan Living Standard Survey. 
Source: Government of Bhutan.1984.National Health Surveys. Thimphu; Government of Bhutan.1994. National 
Health Surveys. Thimphu; Government of Bhutan. 2000. National Health Surveys. Thimphu; Asian Development 
Bank, United Nations Development Programme and World Bank staff estimates. 
 
 

III. ADB’S DEVELOPMENT EXPERIENCE 

A. Impact of Past Assistance 
 
56. ADB began lending operations in Bhutan in 1983. As of 31 March 2005, ADB had 
provided 19 loan projects, with a cumulative value of $111.2 million. Of the 19 projects, 14 are 
closed and 5 are ongoing. The five ongoing loans have a net loan amount of $44.4 million.   
 
57. ADB has provided assistance to all of the main sectors. Infrastructure has dominated the 
portfolio, with energy being the single largest recipient of ADB support (Table 1). ADB has 
provided assistance for three projects in each of three areas: energy, transport, and multisector. 
In recent years, ADB also provided support in the social sectors, with two loans in agriculture, 
industry and trade, education and finance, and one each in the health and water sectors. The 
average size of ADB public sector loans has been relatively small, ranging from $4 million to 
$10 million.  
 

Table 1: Cumulative Sectoral Distribution of ADB Loans 
  (as of 31 March 2005)    

         

        Source: Asian Development Bank, Loan, Technical Assistance, Grant and Equity Approvals. 
 
58. In addition to lending, ADB has provided various types of nonlending technical 
assistance (TA). The first TA was approved in 1983, and as of 31 March 2005, ADB had 
approved 90 TAs with a cumulative value of $33.7 million. Of the 90 TAs, 67 were advisory and 
23 project preparatory. The agriculture and natural resources sector received the largest volume 
amounting to $7.8 million and accounting for 23% of all TA resources to Bhutan.  

 
Sector  

Loans 
(number) 

Amounts  
($ million) 

Agriculture and Natural Resources 2 7.8 
Energy 3 26.9 
Industry and Trade 2 3.7 
Finance 2 8.0 
Transport and Communication 3 19.3 
Education 2 14.1 
Health, Nutrition, and Social Protection 1 10.0 
Water Supply, Sanitation, and Waste Management 1 3.3 
Multisector 3 18.1 

Total 19 111.2 
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59. As of 31 March 2005, 10 TAs are active with a total amount of $3.5 million. Table 2 
provides the sector distribution of active TAs with the energy sector accounting for 26% of the 
total.   
 

Table 2: Sectoral Distribution of Active TA Portfolio 
(as of 31 March 2005) 

 
 TA Amount Percent of  

Sector ($ million) Portfolio Number 
    
Agriculture and Natural Resources 0.150 4.0 1 
Energy 0.900 26.0 2 
Finance 0.275 8.0 1 
Industry and Trade 0.300 9.0 1 
Law, Economic Management and Public Policy 0.775 22.0 3 
Transport and Communications 0.500 14.0 1 
Water Supply, Sanitation and Waste Management 0.600 17.0 1 

Total 3.500 100.0 10 
TA = technical assistance. 
Source: Asian Development Bank TA Performance Report. 
 
60. As of end-December 2004, of the 14 closed loans, a total of 10 project completion 
reports (PCRs) were completed and circulated to the Board. Seven were completed and 
circulated from May 1990 to December 1998. Four projects were rated generally successful, 
while no rating was given for the other three. In 2001, ADB started using a new four-category 
performance rating system. Three PCRs completed and circulated during 2002–2004 were 
rated successful. During the past decade, 19 of 20 TA completion reports gave a rating of 
generally successful. 
 
61. From 1999 to 2004, ADB’s Operations Evaluation Department had postevaluated two 
projects which were rated successful (Appendix 1, Table A1.8). As of end-April 2005, eight TAs 
had been postevaluated. Two were rated generally successful, five partly successful, and one 
unsuccessful. 
 
62. Some of the key lessons from self- and independent evaluations of past operations 
include (i) frequent turnover of project managers adversely affects project implementation; (ii) 
problems with land acquisition can result in project delays; (iii) a solid  assessment of the 
existing policy framework is needed to phase and sequence sector reforms; (iv) inadequate 
financial resources for road operation and maintenance has resulted in infrastructure 
deterioration and deferred maintenance; (v) close cooperation between technical personnel 
involved in previous projects and international consultants should be secured  to impart lessons 
learned; and (vi) capacity building of key implementation staff should be provided prior to project 
commencement or in its early phases to avoid unnecessary implementation delays. These 
lessons have been the subject of continuous ADB-Government dialogue, and are being 
addressed in the context of annual country portfolio review action plans.  
 
63. The precise macro and sectoral impact of ADB assistance is difficult to isolate from that 
of other development partners support, from government-funded initiatives, and from the 
nation’s changing socio-political context. Ample evidence does show that three decades of ADB 
assistance has played a major catalytic role in a number of sectors, especially transport, power, 
urban infrastructure, and public sector management.   
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64. The independent Operations Evaluation Department’s country assistance program 
evaluation (CAPE) finds the following:  
 

(i) one of the strengths of the ADB program is its consistency with the Government’s 
development strategy. Since the beginning of its operations in 1983, ADB 
programs have been guided by the Government’s FYP. 

(ii) ADB assistance has been most successful when support has been sustained 
over a number of years. 

(iii) ADB has made a substantial contribution to building institutional capacity, and 
recommends that a long-term perspective to building sound institutions to 
manage the development process be maintained. 

(iv) Governance standards are quite good, and despite certain deficiencies, the 
Government’s project implementation performance has been steadily improving. 
ADB should focus its assistance to good governance on the agencies involved in 
the core sectors that have ongoing ADB-supported operations.     

(v) More emphasis should be accorded to fostering a more competitive financial 
sector, to developing microenterprises, and to developing the private sector. ADB 
should expand its interventions in the financial sector to eliminate noncompetitive 
practices; to provide support for SMEs by developing financial delivery systems 
adapted to small business capabilities, generating business development 
services that provide skills, appropriate business training, information, and 
market and credit access; and making regulatory and institutional changes to 
reduce barriers to entry by microenterprises; and to implement specific programs 
and projects to actually support development of the  private sector.   

 
B. Portfolio Performance and Status 

65. Government ownership of ADB-assisted projects and programs is strong. Currently, no 
projects are in the “at risk” category, counterpart funds are being made available in a timely 
fashion, and audited financial statements are generally submitted on time (Appendix 1, Table 
A1.9).   
 
66. As of 31 December 2004, cumulative contract awards totaled $98.2 million and 
disbursements $86.4 million. The five ongoing loans, with an average age of 4.1 years, have a 
net loan amount of $44.4 million. Contract awards and disbursement ratios during 2004 were 
65.1% and 25.7% respectively. ADB-wide comparable figures for the same period are 17.4% 
and 17.7%, respectively. Performance of the five ongoing loans is satisfactory. All of the existing 
projects are rated as satisfactory in terms of implementation progress, and as of 31 March 2005, 
none of the five ongoing loans were in the “at risk” category. While Bhutan’s overall portfolio 
performance indicators compare favorably with ADB averages, the Government and line 
ministries have been informed of the need to provide adequate provision for financing operation 
and maintenance. The portfolio management process is institutionalized under the framework of 
the annual country portfolio review, which review the portfolio performance, and in collaboration 
with the executing agencies concerned, develops an annual action plan identifying remedial 
measure. ADB monitors the action plan on a monthly basis. During the year, portfolio 
performance is periodically reviewed by sector loan review missions.    
 
C. Conclusions and Lessons for the Country Strategy and Program 

67. The CAPE concludes that ADB assistance in key sectors has contributed to steady 
achievements, particularly in transport, power, and urban infrastructure. It finds that success has 
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been greatest and sustained longest when ADB maintains long-term involvement in a sector, 
and combines programs of capacity building with investment support. The CAPE notes that 
poverty impacts of ADB-assisted operations have been somewhat diluted, by spreading limited 
resources over a large number of sectors, and by lack of continuity in support for private sector 
development. Looking ahead, the CAPE recommends that the poverty reduction impact of 
future assistance can be amplified by concentrating resources on a small number of priority 
sectors, and by integrating gender, private sector development, good governance and 
environmental considerations into relevant operations.   
 
68. Scaling-up initiatives in key sectors that combine policy reform, capacity building and 
new investment can catalyze the delivery of tangible poverty-reduction results. Doing this in a 
manner that nurtures the capacity and competence of the private sector will be critical to 
diversifying the economic base, broadening productive employment, and hence achieving the 
Government’s poverty reduction goals and objectives.   
 
69. Development effectiveness can be improved if ADB focuses its assistance on those 
sectors identified as critical to the success of the Government’s NPRS, harmonizes its 
interventions with that of other development partners, and maintains a clear focus in all 
operations on delivering well-defined development results. Building on a base of strong 
ownership and commitment to progress, ADBs lending and nonlending assistance can help the 
Government build the capacity Bhutan requires to effectively manage public resources, and 
increase opportunities for private-sector-led growth and employment generation.  
 
 

IV. ADB’S STRATEGY 

A. Summary of Key Development Challenges 

70. Broadening the economic base so that the economy generates sufficient employment 
and has strong forward and backward linkages with the rural population requires addressing 
critical constraints for socioeconomic development and nurturing new engines of growth to 
augment the contribution from hydropower development and energy-intensive industries. This 
includes a need to improve transportation networks expand access to electrification and social 
services, develop more competitive financial markets, enhance the enabling environment for 
SMEs, promote tourism development, expand urban sites and services for residential and 
commercial purposes, and address financial, skill, and organizational constraints to private 
initiatives. 

 
71. Measures aimed at making society more conducive to private sector development will 
also raise the returns to public sector initiatives, mounted by the Government and a large 
number of development partners, to boost productivity in agriculture and promote rural 
development. Efforts to modernize agriculture and rural development focus on promoting high-
value horticulture, dairy products, and other perishable goods. Progress in these areas hinges 
on the availability of accessible transport systems, electricity for cold-storage, competitive 
financial markets, and well-equipped urban centers to process, and market agriculture produce.   
      
72. Improving access, quality, and the financial viability of health and education services are 
key goals and objectives of Bhutan’s NPRS. ADB is providing catalytic support to develop more 
accessible and efficient social service delivery systems. Ongoing assistance, which will continue 
well into this CSP period, provides support to the Government to develop a trust fund for health 
services and to enhance access to opportunities for vocational training services. Already, 
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several other development partners provide large volumes of grants to assist the Government in 
the developing social services, particularly health, education and human development. 
Moreover, both the delivery and effectiveness of the social services is hampered by many of the 
same factors that impede broad-based growth and employment generation—i.e., isolation and 
lack of basic infrastructure, including electricity. Indeed, the NPRS argues, and recent studies 
show, that transport initiatives aimed at reducing isolation and improving access to basic social 
services in rural areas is the single most important way of improving access to quality social 
services.  

 
73. Infrastructure and an extensive array of social services are provided at little direct cost to 
the general public. Service delivery costs are rising rapidly, especially as public investments are 
extended deeper into Bhutan’s mountainous hinterland. Public investment priorities must 
consider not only the gaps in infrastructure and service provision, but also the fiscal viability of 
these services over the long-term. More attention needs to be accorded to the operation, 
maintenance, and repair of economic infrastructure and social services, and to securing suitable 
financing arrangements so that economic and social services can be sustained. 
 
B. Country Strategy and Program Strategic Focus  
 
74. Poverty reduction through economic diversification is the overarching goal of this CSP.   
The poverty reduction focus of ADB assistance to Bhutan is shaped by Bhutan’s distinct 
country-specific requirements and capabilities (Appendix 2). ADB’s assistance focus is driven by 
country-specific needs and considerations in several dimensions: ADB support (i) will constitute 
an integral part of the NPRS; (ii) respond to the preference of the national authorities for the use 
and management of external assistance;  (iii) encompasses recommendations of the CAPE 
(Box 4); (iv) minimize transaction costs of external assistance for a small, but capable 
Government; and (v) given vulnerabilities, include careful assessments to ensure institutional 
absorptive capacity and debt sustainability.  
 

Box 4:   Building on Lessons Learned 
 
1. Lessons of past experience are continuously drawn upon to enhance the development impact of ADB 
assistance in a results-based CSP. This CSP draws on lessons learned from the Government, country team, 
development partners, and OED’s independent evaluations, including the recent country assistance program 
evaluation.  Selected lessons learned include the following:   
 
2. Lesson 1: ADB assistance to Bhutan has been highly effective, yet given Bhutan’s stage of development 
significant challenges remain and future availability of grant assistance, with the possible exception of that provided 
by the Government of India, is uncertain.   
 
3. CSP Responds: Under the revised performance-based allocation policy and ADF IX framework, the CSP 
envisions a substantial increase in ADB support, consistent with the Government’s borrowing capacity, its effective 
use of development assistance, and steady progress toward achieving the MDGs.     
 
4. Lesson 2: Alignment and integration with the Government’s successive National Development Strategies 
has been integral to the success of ADB’s lending and nonlending programs. 
 
5. CSP Responds: The CSP is anchored in and designed to be fully aligned and integrated with the 
Government’s NPRS.  
 
6. Lesson 3: Successful sector interventions are associated with recurrent and sustainable assistance.   
 
7. CSP Responds: The CSP reiterates ADB’s long-term, sustained commitment to assist the Government in 
addressing key constraints to poverty reduction, and provides an enhanced sectorwide base of support.  
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8. Lesson 4: ADB must continue its lead role in the energy, roads and finance sectors, expand interventions in 
private sector development, and continue focusing urban development efforts on the county’s two largest cities to 
achieve optimal results.  
 
9. CSP Responds: The CSP focuses on four key sectors—energy, roads, finance/private sector, and urban 
development, with ADB serving as the lead development partner in each.  
 
10. Lesson 5: Good Governance has been promoted through a series of capacity and institutional building 
measures.    
 
11. CSP Responds: Capacity building is a major CSP objective. Capacity will be built in the major organization 
of each sector in which ADB is involved, with the aim of improving institutions to govern effectively.  Building capacity 
to better manage the economy and to govern accountably will complement sector-specific capacity-building 
interventions.   
 
12. Lesson 6: Projects must be simple and firmly-rooted in local conditions, complement initiatives of the 
development partners, be fully supported by stakeholders, provide scope for flexibility in implementation, and be well 
integrated to reap cross-project synergies.   
 
13. CSP Responds: The CSP emphasizes project quality by concentrating ADB support on a smaller number of 
large projects, ensuring that these are prepared in a participatory manner, involving  development partners in project 
design and implementation, and fostering cross-project synergies by linking all projects to the Government’s efforts to 
expand pro-poor employment opportunities by widening  opportunities for private sector development.  
 
ADB = Asian Development Bank, ADF = Asian Development Fund, CSP = country strategy and program, MDG = 
millennium development goal, OED = Operations Evaluation Department. 
Source: Asian Development Bank. 
 
75. The CSP has two strategic thrusts (i) assistance for programs and projects in core 
sectors, and (ii) capacity development both in the operation sectors as well as for the overall 
management of the development process. ADB will provide a range of lending and nonlending 
assistance to the Government to address binding constraints to poverty reduction. These 
include isolation, a narrow economic base, an under-developed private sector, underserviced 
urban areas, and the limited reach of basic economic infrastructure and financial services. The 
thematic priorities of the CSP take into consideration the analysis and diagnosis of development 
constraints and poverty conditions, the Government’s strategic priorities, ADB experience, 
sector-specific strengths, opportunities to complement development partners, and opportunities 
to catalyze private sector development. Figure 2 presents the strategic framework in 
diagrammatic form, illustrating the conceptual linkages between ADB interventions and the 
strategic goals and objectives of the NPRS.       
 
76. The Government has requested that ADB focus future assistance to support NPRS 
implementation in (i) transport, (ii) power, including rural electrification, (iii) urban development, 
and (iv) financial and private sector development. This support is necessary to combat poverty 
and generate opportunities for new employment. ADB has a solid track record in these sectors 
(also validated by the CAPE). However, considerable improvement in each sector is required to 
foster private sector development; all require steady, incremental improvement in capacity-
building; and public policy is generally on the right track. In each of these areas, ADB will 
combine investment support with measures aimed at building the institutional, policy, and 
regulatory capacity of the sector policy-making and executing agencies. Through its support, to 
these sectors, ADB will help the Government diversify its economic base by improving access 
through infrastructure development (roads, rural electrification) and improving the enabling 
environment for SME development including the provision of microcredit and small-scale 
business development services. ADB will assist the Government in developing a more efficient, 
competitive, and client-oriented financial system. Further, ADB’s planned assistance for urban 
municipal development will have a positive nexus with the environment, and will help improve 
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the delivery of basic services to the unserviced urban poor. While assistance in these sectors is 
central to achieving NPRS goals and MDG targets, improved monitoring is needed to assess if 
Bhutan remains on track. Therefore, ADB will continue to help with poverty monitoring, and 
monitoring for development results.  
 
77. Under the new CSP framework, ADB will focus on fewer sectors, but with larger 
operations. This is in recognition of the Government’s growing capabilities to plan, design and 
implement larger projects and programs, and to the growing financing requirement to meet 
poverty reduction objectives. It will also contribute to a reduction in the transaction costs that 
arise, both within ADB and especially to the Government, from processing many small loans. 
 
78. In recognition of a high degree of effectiveness in aid utilization, good governance and 
the growing need to enhance ADB support to meet the Government’s poverty reduction goals 
and targets, a substantial increase in Asian Development Fund (ADF) has been programmed. A 
debt sustainability model was developed, consistent with International Development 
Assistance/International Monetary Fund guidelines on analyzing debt sustainability. The 
baseline forecast in this model incorporates the amortization and debt service schedules from 
existing loans as forecast by the Department of Aid and Debt Management of the Ministry of 
Finance. In the baseline forecast, the ratio of the net present value of public sector debt to GDP 
peaks at 58% of GDP in FY2005/06 and declines to 38% by FY2011/12. Similarly, the net 
present value of public sector debt peaks at nearly 200% of export earnings in FY2005/06, but 
declines rapidly to less than 100% of export earnings after the Tala project comes onstream. 
This implies that the Government’s external debt stock is forecast to remain relatively small 
compared with the carrying capacity of the economy, and that an expansion of external 
borrowing to $45 million–$50 million per annum could be accommodated without risking 
excessive indebtedness. 
 
79. From an institutional vantage point, a substantial increase in ADB assistance could be 
effectively and efficiently utilized. The main counterpart institutions have a strong track record in 
aid utilization, including in a number of ADB-assisted projects and programs. Still, new and 
untested fiscal pressures may arise as Bhutan decentralizes and democratizes. Therefore, more 
emphasis in the ADB assistance program is put on building governance capacity, together with 
the other development partners, particularly in the areas of performance audits and helping to 
build oversight capacity of new parliamentary bodies. Furthermore, while fiscal management 
has been generally sound, the Government must be careful not to spend its hydrocarbon 
windfalls before they materialize, or too fast. ADB will build on past assistance in debt 
management to help ensure that fiscal dynamics are steady, sustainable, and sound. 
 

1. Strategic Pillars 

80. Broad-Based Economic Growth. Reducing isolation by increasing both the reach and 
quality of the road network to boost connectivity; enhancing access to electricity on a 
sustainable basis in rural areas; expanding access of civic services to well designed and 
developed urban centers; improving the reach and competitiveness of the financial sector; and 
enhancing the enabling environment for the private sector, particularly SMEs, is suggested as 
the main focus for fostering pro-poor growth over the CSP period. In each area, ADB will 
combine investments that augment access to essential infrastructure and services, with capacity 
building and regulatory reform that improve the efficiency, effectiveness, and sustainability of 
infrastructure and economic services. ADB assistance for broad-based economic growth will 
contribute to socio-economic development and underpin government poverty reduction efforts.   
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Figure 2: Country Strategy and Program Strategic Framework 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
81. ADB assistance will be designed to match the investment and capacity-building 
requirements of each sector. For roads, urban development, and power, sector-development 
programs will be prepared. These combine sector-wide investment support with a program of 
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assistance for policy and institutional reform. Assistance to the financial sector and for SME 
development will be in the form of program loans and capacity-building TA. This reflects the 
need to build institutional and regulatory capacity across a wide range of institutions to foster 
improvement in the private sector enabling environment.  
 
82. For the farm community, which constitutes the bulk of Bhutan’s population, an improved 
transport network will lower input costs, enhance the introduction of new technologies, and bring 
markets closer to rural communities. It will ease the delivery of social and economic services, 
stimulate cash-crop farming, facilitate off-farm activities, and reduce the costs of foodstuffs to 
the urban poor. Development of the national highway system has, and will continue to, support 
pro-poor economic growth by improving transport efficiency—i.e., reducing travel time and 
transport cost—to boost domestic trade and cross-border transport, which will stimulate private 
sector development and generate increased employment for the poor. Development of feeder 
roads will be targeted to districts/blocks with a high incidence of poverty, and will be 
implemented using environment-friendly construction methods, which are labor intensive and 
provide employment opportunities to local communities. Enhanced connectivity will also 
facilitate greater coverage of basic social services, including health and education in isolated 
regions, and contribute to national integration.     
 
83. Rural electrification conveys substantial benefits because electricity (i) is cheaper than 
kerosene for lighting, (ii) is environment friendly, and (iii) has none of the health-related hazards 
associated with available alternative sources (kerosene and wood). A positive nexus exists 
between rural electrification and environmental conservation, since houses that are electrified 
tend to use less fuel-wood and substantially less kerosene. Improved access to electrification is 
directly linked to improvements in human resource development—students are able to study 
longer hours, and clinics can maintain stocks of vital medicines. Rural electrification, when 
combined with access to markets, facilitates diversification of rural income-earning activities: 
electrically operated rice mills, flour mills, and oil mills have increased supplementary income 
and employment opportunities in rural areas, and small business establishments have 
developed in the electrified rural areas.   
 
84. ADB will provide assistance for rural electrification, through extension of the national 
power grid and renewable energy, and support for second generation reforms in the power 
sector, including  fostering  public-private partnerships, and improving the Government’s 
capacity to deliver services effectively. The latter will include support to the Department of 
Energy (policy planning), Bhutan Power Corporation (transmission, distribution, and supply), 
Bhutan Electricity Authority (regulation), and the anticipated Druk hydropower corporation.  
 
85. In support of the Government’s vision of the private sector as the main engine of future 
income growth and employment generation ADB assistance will focus on improving the 
enabling and regulatory environment for private sector development by providing assistance for 
improving the efficiency of financial institutions (bank and nonbank), and strengthening the 
regulatory regime governing the operations of financial institutions. The introduction of savings 
societies, and microcredit services, development of non-bank services such as leasing and 
factoring, and development of the domestic securities and bond markets can help 
competitiveness of the financial markets and assist in mobilizing resources and financing for 
private sector development.   
 
86. Private sector development efforts must reach those in the countryside. ADB assistance 
for roads and rural electrification will facilitate higher agricultural productivity and bring farmers 
and markets closer to each other. However, to expand the agriculture sector and facilitate 
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nonfarm income-generating opportunities in rural areas, a financial institution with a specialized 
focus on rural credit and microfinance is needed. With time and growing awareness, the Bhutan 
Development Finance Corporation’s rural financial services can effectively bridge the current 
dearth of rural financial services. To help deepen access to sustainable rural financial service, 
ADB will provide assistance to improve the policy, institutional, and market-access for 
sustainable microcredit.   
 
87. Successful development of the private sector will require the development of informal 
enterprises and small enterprises in the formal sector. This, in turn, will require appropriate 
business training, information, market and credit access, and regulatory and institutional 
changes to reduce barriers to entry by micro- and small enterprises. To facilitate private sector 
development, the CSP will support the development of SMEs, integrated with support for 
developing sustainable micro-credit services. In addition, continued policy dialogue, will be 
maintained to address constraints affecting tourism development.  
  
88. Inclusive Social Development. About 50% of the population is expected to reside in 
urban areas by 2020, and as education coverage extends deeper into the countryside, the pace 
of rural-urban migration is likely to accelerate. To prepare for this, the Government attaches a 
high priority to developing healthy and productive urban habitats. In urban areas, investment in 
river protection works, footpaths and steps, and improvement of drains has directly benefited 
the poorer sections of society as most of the areas prone to flooding are occupied by low-
income groups. ADB support for urban development will include targeted provision of municipal 
services for the nonserviced urban poor, including follow-on improvement of urban infrastructure 
facilities, such as expansion of sites and services provided to support small businesses, SMEs, 
and other sources of employment for the urban poor. Improvement in urban infrastructure, 
including provision of urban sewage and sanitation services, will generally benefit the poorer 
sections of society more, as usually the urban poor are most severely affected by declining 
service standards and lack of basic municipal services. ADB will support inclusive social 
development by follow-on support for urban municipal and infrastructure facilities with a targeted 
focus on urban poor, and secondly, but equally important, in an indirect manner by improving 
transport access, by making lighting (and power for other uses) more readily available in rural 
areas, developing healthy urban habitats, and creating a more vibrant private sector that will, in 
turn, invest in human development.    
 
89. Good Governance. ADB will help the Government improve sector governance in all 
sectors in which ADB is involved. This will be accomplished by capacity building and catalytic 
policy reform assistance to (i) improve the planning and management of road transport 
operation and maintenance; (ii) support the second-generation reforms in the power sector; (iii) 
boost capacities in urban planning and in municipal governance, including the phased 
introduction of cost-recovery mechanisms for municipal services; (iv) introduce new labor laws; 
(v) strengthen the legal framework, increase the Royal Monetary Authority’s capabilities, and 
enhance the competitiveness of the financial sector; and (vi) improve the policy and regulatory 
regime to enable private sector activity, both domestic and foreign. ADB will help the 
Government improve its core governance practices by assisting in strengthening the RAA and 
possibly also the public accounts committee, which is envisaged to be established once the 
written constitution is adopted, expected by 2006. Assistance will be provided to develop new 
procedures and practices for involuntary resettlement, improve the planning and responsible 
management of the public debt, and develop public policies and programs to promote more 
efficient use of energy in Bhutanese households and enterprises. In addition, follow-on 
assistance will be provided for strengthening the national accounting system as weaknesses in 
economic statistics hinder timely use of scarce public resources, and thus delay development 
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interventions including those aimed at poverty reduction. ADB will help the Government 
establish an on-line network link between the central Ministry of Finance’s Department of 
Budget and Accounts and its 20 district counterparts. This will contribute to efficiency 
improvements in expenditure reporting and flow of funds, as well as provide timely information 
about systemic difficulties. 
 

2. Capacity Development 

90. As the second strategic thrust of the CSP, ADB will facilitate capacity building in all of 
the sectors in which it is directly involved. This will focus on improvements in sector policy, 
sector strategy, financing, human resource development, and the sustainable management of 
sector assets and institutions. A sound diagnostic of sector-specific capacity constraints will be 
used to set priorities, and to design long-term, target-bound, programs of support. Public-private 
partnerships will also be encouraged to help build capacities in both the private sector and civil 
society.   
 
91. In addition, capacity building will be supported in a number of key areas that impede 
economic and social development as a whole. Undertaken in close consultation and 
coordination with capacity-building initiatives supported by other development partners, these 
will result in enhanced capacities for managing the economy, formulating and implementing 
public policies, and enabling private sector initiative.  Key areas for future capacity development 
support include improving the management of the financial sector, enhancing debt and public 
resource management capacity, poverty assessment and monitoring, implementing labor laws, 
enhancing the capacity of the power sector, strengthening of the RAA and development of a 
national M&E system. An essential feature of both PPTAs and ADTAs would be for developing 
and strengthening baseline indicator data.  
 
92. TA financing constraints will inevitably restrict the amount of support that ADB can 
provide from its own resources for capacity-building initiatives. However, other development 
partners share ADB’s interests in capacity building and have substantially more grant-resources 
that can be devoted to it. ADB will work in full harmony with Government and the other 
development partners to pool resources so that sector-investments and sectoral capacities are 
developed in tandem. 

 
3. Cross-cutting Initiatives 

93. Private Sector Development. ADB will help the Government promote a conducive 
environment for private sector investment. Assistance will aim to foster a better policy and 
regulatory environment, combined with measures to improve the performance and reach of the 
financial sector, and the policy and supporting services for SMEs. ADB will also support the 
Government’s introduction of labor and employment legislation, emphasizing a suitable balance 
between labor protection and equity, and encouraging national development and economic 
growth. The introduction and effective implementation of a labor and employment act is 
expected to stimulate private sector employment by clarifying the rights and obligations of 
workers and employers, and by providing workers with basic protection. 
 
94. Gender. ADB will assist the Government in addressing gender-related issues by helping 
to expand livelihood opportunities for women, both directly in ADB-assisted projects, and 
indirectly through improvements in the policy, regulatory and institutional setting. Through policy 
dialogue and advocacy efforts, ADB will support implementation of the Gender Plan of Action 
and the inclusive development efforts of the National Commission for Women and Children. 
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ADB support to improve transportation systems and to make rural electrification more 
accessible will assist women by reducing time required for onerous tasks (i.e., fetching water 
and walking long distances to schools) and by making social services more accessible. ADB 
support for private sector development will help to create alternative income-generating 
opportunities in rural areas.  These are likely to have a positive impact on women since they are 
less likely to possess urban sector skills than men, and are also more likely to be the ones left 
behind when one family member migrates to a regional or urban center. Microfinance, including 
both credit and savings provision, remains an important vehicle for women to improve their 
social and economic status. ADB support for the development of microcredit will help improve 
women’s access to sustainable financial services.  
 
95. Environment. The Government will be assisted to steadily improve the regulatory basis 
for environmental management. ADB will assist the National Environment Commission to draw 
up guidelines, and devise suitable institutional arrangements for implementing the Environment 
Assessment Act, 2000. Special attention will also be paid to a resettlement policy to ensure that 
social safeguards are respected.   
 
96. Regional Cooperation. Situated between two large economies, Bhutan has much to 
gain with rapidly improving economic relations between the People’s Republic of China and 
India. Through regional cooperation initiatives ADB will assist Bhutan establish better road and 
border-trade connections with neighboring countries, and promote cooperation in energy, trade 
and investment facilitation, tourism, and communications.   
 

4. Country Strategy and Program Strategic Results Orientation 

97. The Bhutan CSP is designed to focus on managing for development results. The CSP 
will facilitate achievement of Government’s MDG and sector-specific commitments set out in the 
2020 Vision, 9th FYP and poverty reduction strategy, with specific goals, targets, and indicators 
to which ADB assistance operations will contribute.  
 
98. A CSP results framework matrix will serve as a management tool for focusing ADB 
assistance on the delivery of results. The results framework is a planning and management tool 
that provides a conceptual link between the Government’s medium-term poverty reduction 
agenda, the development context, intermediate results, and the risks and assumptions 
underlining the provision of external assistance. The results framework identifies which of the 
many MDGs and national poverty reduction goals ADB will contribute to; key constraints that 
are barriers to the achievement of goals to which ADB assistance is aimed; the focus of ADB 
assistance; and a set of indicators that will be used to track progress towards achieving desired 
outcomes. The results framework will serve as a management tool in several respects: (i) 
progress in achieving targeted results will be carefully monitored each year; (ii) changes will be 
made in the assistance pipeline, both in terms of lending and nonlending activities, to better 
contribute to the delivery of desired results; and (iii) policy dialogue and efforts to enhance the 
coordination of development partner assistance will be focused on contributing to the 
achievement of desired results. The results framework will be periodically updated to ensure its 
continued relevance, as adjustments are made to the CSP to achieve desired results.   
 
99. The introduction of a national M&E system is an especially promising development, and 
is expected to provide valuable lessons and assist in tracking results. In full consultation with 
other development partners, ADB will help implement this system. In addition, and again in full 
consultation with the Government and other development partners, ADB will identify areas in 
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which gaps in the knowledge base exist (e.g., baseline indicators), or are anticipated to arise 
(e.g., assessing poverty conditions), and for which ADB assistance may be warranted.  
  
 

V. ADB’S ASSISTANCE PROGRAM 

100. Consistent with the highest priorities identified in the NPRS, the Government has 
requested that ADB focus its future assistance in the following four areas: (i) transport; (ii) 
power, including rural electrification; (iii) urban development; and (iv) financial and private sector 
development. Based on findings of seven diagnostic assessments, consultations with the 
communities, private sector, development partners, and senior Government officials, ADB has 
validated that assistance for these sectors is vital if Bhutan is to continue on the road of 
socioeconomic progress, diversify its economic base, and reduce poverty. In each of these 
areas, ADB will combine investment support with measures aimed at building institutional, policy 
and regulatory capacity of the sector policy-making and executing agencies. The combined 
effects of interventions in each of these areas will be to directly support the achievement of key 
goals and targets of the Government’s NPRS, and therefore to help foster accelerated 
achievement of the MDGs. 
 
101. Why these four sectors? Because they are necessary to combat poverty and generate 
opportunities for new employment; ADB has a solid track record in these sectors (as validated 
by the CAPE); and in terms of private sector development, this is an area that needs far more 
concerted attention. Each of the sectors need steady incremental capacity-building 
improvement, and sector policy and institutional reform is taking place and merits continued 
ADB support. To meet the need for better monitoring ADB will continue to assist in poverty 
monitoring, and monitoring for development results as well as providing assistance for 
strengthening baseline data. Of the 2006-2010 nonlending program, in value terms, 63% has 
been programmed for supporting the CSP’s capacity-building thrust. 
 
102. The CSP envisages ADB’s exit from two sectors, i.e., education and health. For these 
two sectors, ADB’s assessment is that compliance with the MDGs is on track, and many 
bilateral donors are providing grant financing, which is the Government’s preferred mode of 
external financing for these sectors. ADB will continue to assist with the vocational and technical 
education subsector until the end of the ongoing project in 2007. The Government is currently 
developing a national human development strategy, which will include an examination of the 
efficacy of the existing vocational and technical education institutions and make appropriate 
recommendations for curriculum adjustment so that skills imparted to students correspond to 
market demands. Should the Government request ADB assistance in these two sectors, ADB 
will consider such a request, given the CAPE’s positive findings on the impact of ADB’s two 
projects (one closed, one ongoing) in the technical and vocational skills subsector. However, as 
the economy progresses and the service sector becomes more important, adjustments to the 
curriculum of these institutions will be necessary.   
 
103. After in-depth consultations with development partners, ADB is satisfied that while it 
focuses on the four sectors and provides capacity-building assistance for these sectors as well 
as for the overall management of the development process, Bhutan’s development needs in 
other sectors, including health and education, are well addressed by other development 
partners, as indicated in Table 3. 
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Table 3: Assistance by Key Development Partners 
 

 Principal Development Partners 
Sector Bilateral Multilateral 
Agriculture & Rural Development Germany, India, Japan, 

Switzerland 
European Union, 
FAO, IFAD, UNDP, World 
Bank 

Health, Education and HRD Austria, Canada, Denmark, 
India, Switzerland 

UNDP, UNFPA, UNICEF, 
World Bank, WHO 

Gender and Development Denmark, Switzerland UNDP, UNFPA, UNICEF 
Devolution and Governance Denmark, Switzerland, 

Japan 
UNDP, UNCDF, SNV 

Vocational and Technical 
Education 

Germany ADB (till March 2007) 

Communications and IT Canada, Denmark, India, 
Japan 

UNDP 

ADB = Asian Development Bank, FAO = Food and Agriculture Organization, HRD = human resource development, 
IFAD = International Fund for Agricultural Development, IT = information technology, UNCDF = United Nations Capital 
Development Fund, UNDP = United Nations Development Programme, UNFPA = United Nations Population Fund, 
UNICEF = United Nations Children’s Fund, WHO = World Health Organization. 
Source: Developed by Asian Development Bank staff with validation by UNDP, Bhutan. 
 
A. Overall Assistance Level 

104. In recognition of good governance, high degree of effectiveness in aid utilization, and the 
growing need to augment ADB support to meet the Government’s poverty reduction goals and 
targets, a substantial increase in ADF financing for Bhutan was approved and has been 
programmed. An indicative lending level of $96.0 million is programmed for 2006–2008, which 
corresponds to an annual average of $32.0 million. However, the proposed ADF level is subject 
to the outcome of the annual performance-based allocation (PBA) exercise and overall ADF 
resource availability.   
 
105. To determine the resource allocation, Government performance will be measured in 
several dimensions, using an index of the quality of macroeconomic, structural, social, and 
public sector management practices and policies. ADB’s new PBA system aggregates 16 
indicators of economic management, structural policies, policies for social inclusion, and public 
sector management and institutional progress. The new PBA system is being harmonized with 
the World Bank’s country performance rating. Based on its overall performance, the World Bank 
classifies Bhutan as a “strong-policy” nation.  The PBA ratings will be updated biannually, and 
be used for allocating resources, in line with ADB’s PBA policy. 
 
106. The increase in the ADF allocation is consistent with the Government’s plans to 
accelerate poverty reduction efforts, drawing on both grant and concessionary external 
assistance. A recent assessment of Bhutan’s borrowing capacity finds ample headroom to 
increase government borrowing, since the vast majority of Bhutan’s public debt is owed by the 
hydropower public enterprises, and a substantial portion of that will be repaid by 2015. If the 
Government were to increase borrowing from concessionary lenders by as much as $50 million 
per annum, and continue to borrow from official sources to finance the next major hydropower 
project, the ratio of the net present value of total public debt outstanding to GDP would be just 
15% by 2012, well within the margins of debt sustainability.   
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B. ADB Assistance for the Strategic Priorities 

107. The proposed 2006–2008 lending program consists of five loans, totaling $96.0 million 
(Appendix 1, Table A1.10). An economic and sector work program forms the basis for ADB’s 
support for policy reform, capacity building, and institutional strengthening. The nonlending 
program, consistent with the CSP’s strategic thrust, focuses on capacity development and 
institutional strengthening, which are required to develop suitable projects and more effective 
sector institutions. The 2006–2008 nonlending program comprises 12 TAs (9 for institutional 
strengthening and capacity development, and 3 for project preparation) for a cumulative amount 
of $4.05 million (Table 4 and Appendix 1, Table A1.11). Of the 2006–2010 nonlending program 
in value terms, 63% is programmed for supporting the CSP’s capacity-building thrust. Given that 
the core TA envelope comprising the TA Special Fund and Japan Special Fund is not likely to 
increase significantly, concerted efforts will be made to use available dedicated trust funds to 
supplement the capacity-building thrust of the CSP. Efforts will also be made to submit project 
preparatory TA proposals for financing by the Japan Fund for Poverty Reduction, and if 
successful, this will free-up greater resources for funding the capacity development thrust of the 
CSP.  
 

Table 4: Proposed Lending and Nonlending Program, 2006–2008 
 

 
Activity 

Volume  
($ million) 

Program  
Year 

   
Lending    
Urban Municipal Development $18 2006 
Financial Sector Program Loan  $14 2006 
Urban Municipal Development-II $12 2007 
SME/Micro Credit Development Program $20 2007 
Rural Electrification and Renewable Energy  $32 2008 
Total $96  
   
Nonlending Pojects ($ ‘000)  
 Power Sector Cluster TA (ID) 400 2006 
 Poverty Assessment and Monitoring (ID) 250 2006 
 Implementing Labor Law (ID) 200 2006 
 Micro Credit (project preparatory TA) 500 2006 
 Strengthening of the Auditor General’s Office (ID) 300 2007 
 Municipal Planning and Governance (ID) 250 2007 
 Standards and Quality Control for Civil Works (ID) 300 2007 
 Rural Electrification/Renewable Energy (project preparatory TA) 500 2007 
 Implementation of Monitoring and Evaluation Systems (ID) 300 2008 
 Public Resource Management-II (ID) 250 2008 
 Capacity Development for Good Governance (ID) 300 2008 
 Road Network-II (project preparatory TA) 500 2008 
Total $4,050  

      ID = institutional development, TA = technical assistance.     
     Source:  Asian Development Bank estimates. 
 
108. ADB’s priority sector selection is based on five core criteria: (i) recognition that greater 
selectivity and partnership can boost development impact; (ii) identification of binding 
constraints to long-term poverty reduction as articulated in the NPRS; (iii) the Government’s 
clearly defined priorities for the use of ADB assistance; (iv) ADB’s past sub-sector assistance 
performance, and evolved comparative advantage; and (v) the likely extent of commitments by 
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other development partners in particular areas. The sectors for ADB support during the next 
CSP are discussed below.  
 
109. Transport. Since construction of the 179 km Phuentsholing–Thimphu Highway in 1959, 
the national road network has steadily expanded. It now comprises about 4,152.74 km of 
motorable roads, including 1,577.2 km of national highways, 459 km of district roads, 1,205.2 
km of feeder roads, 117.42 km urban roads, 251.27 km farm and 542.6 km forest roads. From a 
total of 13,600 vehicles at the end of 1997, the number of vehicles reached over 26,700 at the 
end of 2004, a growth rate of over 15% per annum. Almost 90% of the vehicles are in the 
western areas of Thimphu and Phuentsholing. Over two thirds of light vehicles are in the capital 
area, while 70% trucks are registered at Phuentsholing. All national highways and nearly half of 
the district roads and feeder roads are paved; however, 20% of national highways, 53% of 
district roads and 86% of feeder roads are in poor condition. The main reason for this is that 
roads with narrow carriageway widths were built along steep hillsides prone to landslides. 
Roads become difficult to use during the winter months and rainy season. Improvement and 
maintenance of the existing road network is an urgent priority.  In addition, the wide use of 
manual resurfacing provides a low pavement quality.  While the need to expand the national 
road network to enhance the socioeconomic lives rural communities is increasing, maintenance 
of the existing road infrastructure is equally important. However, present spending levels are 
insufficient to substantially reduce the backlog of deferred maintenance, which is estimated at 
30% of total road network. Under the 2005 proposed road network project, ADB has undertaken 
policy dialogue with the Government on this issue, and it has assured that the amount of 
deferred maintenance will be reduced to maximum 20% of the national highway network length 
by 30 June 2007 and to a maximum 7% by 30 June 2010. From FY2011, all routine and 
periodic maintenance will be fully financed from domestic resources. 
 
110. ADB's strategic objectives for roads are to (i) continue to enhance the main road 
network; (ii) ensure adequate maintenance of the existing road network; (iii) improve rural 
accessibility; (iv) strengthen sector institutions; (v) promote private sector participation; (vi) 
improve road technology and productivity; and (vii) support subregional linkages. ADB will 
continue its support of the Government’s plans to enhance the main road network by providing 
assistance for resurfacing and extension of national highways, and developing district roads.  
The economic viability of candidate projects will play a major role in project selection, to ensure 
that the national road network conveys tangible benefits and is sustainable in the long run. 
Environment-friendly construction methods will be promoted. ADB will support the Government 
in improving rural access by improving physical access and integrating remote areas and 
communities into the national transport network. ADB will continue to support strengthening of 
Department of Roads and other road sector institutions, such as Construction Development 
Board and Road Safety and Transport Authority to improve institutional capacities for planning 
and managing the road network, and for fostering efficient and safe transport services.  ADB will 
continue to support the Government’s initiative to promote private sector participation in the 
roads sector. ADB assistance will be designed to make use of, and enhance the capabilities of 
domestic contractors, in the transport sector. ADB will support the Government’s initiatives to 
improve quality standards and to enhance quality assurance mechanisms for road construction 
and maintenance, by supporting mechanization of road works for major national highways 
where applicable, and encouraging labor-intensive and environment-friendly construction 
methods on those roads where such technology is most applicable. ADB will also assist the 
Government in strengthening international road linkages with neighboring countries, improving 
customs and transshipment facilities, and developing trade facilitation systems at the principal 
border crossing points to reduce transport costs and customs processing delays.  
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111. Energy. The energy sector accounts for about 12% of GDP, some 90% of merchandise 
exports, and provides the Government with 45% of its total revenue. By FY2006/07, the share of 
total revenues arising from the energy sector is expected to reach 60%. During the past decade, 
reforms have been undertaken to separate the policy, regulatory, and operational entities in the 
power sector.  Under the current power sector structure, developed with ADB assistance, the 
Department of Energy (DOE) serves as the policy-making and planning body for the 
Government, Bhutan Electricity Authority as the sector regulator, and Bhutan Power Corporation 
as the transmission, distribution, and supply company. Building on progress made, the next 
challenge is to strengthen the institutional capacity of these three, so that they can effectively 
carry out their respective mandates, and to establish a single company, the Druk hydropower 
corporation to own and manage Bhutan’s major hydropower stations.     
 
112. Under the 9th FYP the Government intends to electrify 15,000 households. This will 
correspond to an increase of about 20% in the total number of consumers, or an 8% increase in 
the total proportion of the national population with electricity supply, from the current 35% to 
about 57%. Given Bhutan’s mountainous terrain and highly dispersed population, the expansion 
of the rural electrification network system poses additional challenges. Expansion of the rural 
electrification system has outpaced the extension of the road network. As a result, the cost of 
grid extension and household connections are high, currently averaging about $1,750 per 
household. Costs will increase even further as rural electrification moves to more remote 
villages and households. To contain costs, DOE is exploring ways to use off-grid forms of 
renewable energy. 
 
113. ADB assistance to the energy sector will be aimed at promoting sector efficiency and 
assisting in the expansion of the rural electrification network. ADB will continue to provide 
assistance for rural electrification and second generation reforms in the power sector, including 
fostering  public-private partnerships in the sector10 and cluster capacity-building assistance 
covering the DOE (policy planning), Bhutan Power Corporation (transmission, distribution, and 
supply), Bhutan Electricity Authority (regulation). ADB will also focus assistance for second-
generation policy reform and capacity-building by (i) supporting institutional strengthening of 
DOE to enhance its ability for policy and planning, especially with regard to utilization of 
renewable energy and establishing the necessary conditions for private sector participation in 
generation; (ii) ensuring that Bhutan Electricity Authority is fully staffed with the appropriate skills 
mix, provided with ongoing staff training and experience to effectively carry out its mandate, and 
receives assistance to review tariff cross-subsidies to ensure that they are rational and targeted; 
and (iii) supporting institutional strengthening for Bhutan Power Corporation so that it can carry 
out investment planning and implement an appropriate management information system to 
ensure efficient operations, ensure its long-term sustainability, and lead development of the 
sector. In addition, ADB will continue to help the Government extend the reach of rural 
electrification, both through grid extension when technically and economically viable, and 
through the use of community-based microhydro or rooftop solar photovoltaic systems for the 
most remote households. 
  
114. Urban Development. Rapid rural-urban migration to the two largest urban centers, 
Thimphu and Phuentsholing, is straining the provision of basic urban services. Thimphu’s 
population is estimated at 54,300, and is growing by about 10% per annum. Phuentsholing’s 
population is estimated 18,400 and is growing at about 3% per annum. Demand for housing, 
drinking water, sewerage, and sanitation services has already exceeded capacities leaving 

                                                 
10 Subsequent to power purchase agreement between the government’s of Bhutan and India, applicable to power 

exports. 
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many poor, low-income residents underserviced and inadequately housed. Moreover, by 2030, 
the population of Thimphu could reach upward of 400,000 if current demographic trends 
continue. Responsibilities for urban development are vested with a number of ministries and 
agencies, some of which are relatively new, and require improved capacity to face mounting 
sector development challenges. Budgetary constraints have limited scope for the development 
of basic urban services. Delays in the imposition of increases in land development and property 
taxes have materially reduced the revenues of local government agencies, and while cost 
recovery has recently been introduced for a number of urban services, the rates are, 
understandably quite low. While a private housing industry has emerged, a severe shortage 
exists for housing suitable for low and middle income urban households. Access to urban land 
for development purposes is a serious problem, and the Government is undertaking a land-
pooling process to facilitate rational urban planning. Legislation governing land acquisition and 
use, land taxation, subdivision, mortgages, and building standards needs to be reviewed and 
updated to remove impediments to the efficient functioning of the housing market.    
 
115. ADB support for urban development will include targeted provision of municipal services 
for the nonserviced urban poor, follow-on improvements of urban infrastructure facilities such as 
expansion of the sites and services provided to support small businesses, SMEs, and other 
sources of employment for the poor in urban areas. ADB strategy for urban development will 
continue to focus on the development of Thimphu and Phuentsholing, and possibly three 
regional towns. The main focus of larger city support will be on fostering management efficiency 
and institutional strengthening of the public utilities. Support will be accorded to improving 
access to a safe living environment (e.g., water, sewerage, and solid waste management) and 
to progressively achieving full cost-recovery for urban utility services. ADB’s future investments 
will provide a stronger orientation to the provision of ancillary services to support business 
development in urban areas where the poor live and work. ADB will assist the Ministry of Works 
and Human Settlement, the Planning Department of the Ministry of Finance, Thimphu City 
Corporation, and Phuentsholing City Corporation to develop a comprehensive urban sector 
policy framework and to implement suitable policies and institutional measures. Private sector 
participation and cooperation between the Government and nongovernment organizations and 
community-based organizations delivering urban services will also be supported. ADB support 
for secondary towns will complement that of the other development partners and will be linked 
to performance, in the sense that support will only be provided to towns that have met their 
municipal commitments, have sufficient human-resource capacity to manage urban services, 
and have a sound local resource mobilization effort.  ADB support for capacity building in the 
urban sector may include support to the Government for (i) enacting the Urban Area and 
Property Regulations to a full act status for all urban areas, (ii) adjusting the property tax system 
to induce more private investment, (iii) giving more secure tenure to apartment housing tenants, 
(iv) shortening the mandatory wait for land ownership transfer approvals, and (v) formally 
legalizing the land pool mechanism for public services improvement and community 
infrastructure in urban areas. ADB will also assist the Government in steadily improving its legal 
framework to adopt good practices in involuntary resettlement and environmental management.   
 
116. Financial and Private Sector Development. Bhutanese enterprises face a range of 
constraints arising from a shortage of skilled labor, high cost of finance, inadequate 
infrastructure, insufficient technology, overregulation, and lack of supporting laws and 
institutions to enable businesses to operate effectively. Bhutan has a nascent, vibrant SME 
sector, with approximately 12,000 firms licensed to operate small business throughout the 
country. SMEs are poorly served by the existing financial institutions, have insufficient 
entrepreneurial skills, limited accounting and management capacity, and a dearth of technical 
support services to develop or expand their businesses. Tourism holds considerable promise for 
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private sector development. Based on policy dialogue with ADB, the Government intends to 
broaden participation in the sector, by encouraging more ecotourism, establishing village-based 
tourism services, and opening up new regions of the country to tourism. The quality of hotel 
services, infrastructure, tourism attractions, and the marketing of the industry need to be 
improved, and competition among the hotels and tour operators increased.  
 
117. Four decades ago, Bhutan introduced its currency and established a formal financial 
system.  Subsequently, assets held in the financial sector have grown to reach 64% of GDP, or 
$44.8 million. Despite steady growth, the Bhutanese financial sector is shallow, and is marked 
by a limited array of financial products and services, a distinct lack of competitiveness, and 
scant private sector involvement. The lack of competition in the financial system has hindered 
development of innovative financial products and services, such as leasing, venture capital, 
factoring, credit cards, and automated teller machines (ATMs), while high levels of liquidity 
provide little incentive for the two commercial banks to promote savings or extend the 
geographic reach of their financial services. The existing financial infrastructure does not enable 
efficient financial transactions and full information flow. Check clearing and settlement is done 
manually, sometimes requiring more than 2 weeks to clear checks between Thimphu and 
Phuentsholing. Financial market regulation is uneven—different regulatory authorities have 
different standards, hindering the development of a uniform system for information disclosure. 
Furthermore, the nonbank financial institutions (Bhutan Development Finance Corporation and 
Royal Insurance Corporation of Bhutan) are subject to the same prudential supervision as the 
commercial banks, although the nature and risk-profile of their business is quite different, and 
other non-bank financial institutions are virtually unregulated. 
 
118. ADB will assist the Government to promote a conducive environment for private sector 
investment. This will be accomplished by assistance aimed at fostering a better policy and 
regulatory environment, combined with measures aimed at improving the performance and 
reach of the financial sector, and the policy and supporting services for SMEs. ADB will assist 
the Government in preparing a comprehensive SME assessment, which will identify key 
constraints to SME development, and guide the formulation of a time-bound action program for 
SME development, including business development services and identified measures to 
enhance SME access to medium- and long-term credit services. On the basis of this diagnostic 
survey and time-bound action plan, ADB will help the Government implement a well-sequenced, 
country-specific SME development program, including appropriate policy, legal, regulatory, 
financial, institutional, and capacity-building measures. To help reduce rural poverty, and 
complement its other private sector development, rural access, and electrification initiatives, and 
to deepen the provision of rural financial services on a sustainable basis, ADB will provide 
assistance to improve the policy, institutional and market-access to support sustainable micro-
credit  development.   

 
119. ADB will assist the Government in building capacity and improving financial market 
policies to strengthen the financial system as a whole, with particular emphasis on promoting 
good financial market governance and encouraging competition by developing a more efficient 
and diversified nonbank financial sector. To meet these objectives, ADB will provide assistance 
to strengthen the institutional capacity of key nonbank financial institutions (including Royal 
Insurance Corporation of Bhutan and National Pension and Provident Fund Limited), strengthen 
Royal Monetary Authority’s banking supervision and insurance regulation functions, and 
improve the legal and regulatory framework for the nonbank financial sector. A roadmap and 
time-bound action program for improving competition in the financial markets will be developed, 
and on this basis, ADB will provide support for improving financial market rules and regulations, 
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modernizing information technology and management information systems (MIS), and building 
institutional capacity.   
 
C. External Funding Coordination and Partnership Arrangements 

120. The CSP will be implemented in close coordination with other development partners to 
avoid duplication and ensure synergies for maximizing the development impact. To facilitate this 
harmonization, extensive consultations were held with development partners. A CSP 
implementation coordination matrix has been developed (Table 5) showing strategic 
implementation partnerships with development partners, the choice of instruments and 
modalities to be used, and specifying indicators and mechanisms both for the lending and 
nonlending programs.  
 
121. The Government has been careful to ensure that external aid is carefully planned, 
coordinated, and prioritized. Cofinancing activities have diminished in recent years because the 
Government has had very clear areas identified for different development partners with the 
principal objective of avoiding duplication of activities. Moreover, given the Government’s strong 
preferences for using loan funds for infrastructure and private sector development, and grant 
funds for agriculture, rural development and the social sectors, opportunities for cofinancing 
have been limited. Despite this, ADB has had excellent collaboration with development partners 
even without formal cofinancing. Examples include ADB’s rural electrification loans following the 
Rural Electrification Master Plan developed with assistance from the Government of Japan.  
Similarly, other development partners are using the Road Sector Master Plan developed with 
ADB assistance. ADB has maintained close cooperation with other multilateral and bilateral 
funding agencies in capacity building. One of the most important examples was the Bhutan 
Living Standard Survey 2003 funded by the ADB. TA for analyzing the survey, and building 
statistical capacity for poverty survey analysis was provided by United Nations Development 
Programme (UNDP).   
 
122. ADB closely cooperates with all major development partners during the preparation of 
CSPs and CSP updates and at different stages of project financing. At least twice a year, staff 
meet with all the development partners at a joint aid meeting at the UNDP office in Thimphu. To 
help foster more cohesive and coherent assistance, ADB has played a lead role in the 
preparation of master plans for transport, and will support similar, comprehensive planning to 
underpin urban development, SMEs and financial sector reform. Close coordination is being 
maintained through regular contact and dialogue with the major development partners, and a 
special effort is being made to involve development partners in sector-wide capacity building 
initiatives.    
 
 
 
 
 
 



  

 Table 5: Country Strategy and Program Implementation Coordination Matrix  
 

 CSP 
Implementation 

Coordination 

 
CSP Implementation Modality 

 
Indicators/Mechanisms 

A. Lending Sectors   
Urban Municipal 
Development 

Danida,  
World Bank 

SDP Investment operation with ADB design for 
Thimphu, and municipal governance assessment 
serving as the basis for ADB and World Bank 
investments; sector reforms and capacity 
development will form an essential element. 

The World Bank would use the assessment of ADB’s 
project preparatory TA for its project in Thimphu, and 
ADB and World Bank assistance will be fully harmonized 
in implementation in Thimphu.  
 

Finance/Private 
Sector Development 

Netherlands 
(SNV), UNDP, 

World Bank 

Program loans for Financial and Private Sector 
Development with measures aimed at widening 
scope for private initiative, and improving financial 
market governance; SDP for SME development 
including urban and rural based SMEs.   

ADB will review and incorporate the lessons learned from 
UNDP’s Small Enterprise Development Project in Bhutan.  
ADB will participate in the proposed World Bank, private 
sector assessment, and provide follow-on support to 
Bhutan Development Finance Corporation at the 
conclusion of the tenure of the SNV-financed long-term 
adviser for microcredit at Bhutan Development Finance 
Corporation. 
 

Power Austria, India, 
Japan (JICA) 

SDP for the power sector, with investment focused 
on efficient rural electrification, and support for 
institutional capacity aimed at operationalizing the 
newly unbundled sector entities. 

ADB will help the Government to implement the power 
sector master plan prepared with JICA assistance.  It will 
discuss with bilateral partners, and build on, their 
respective experience of renewable energy in Bhutan.  As 
the rural electrification network is expanded, ADB will 
discuss with development partners their experience in 
undertaking off-grid power supply. 

Roads India, JICA, 
SNV, and World 

Bank 
 
 

Investment operation aimed at major national roads, 
with a combination of upgrading and extending the 
road network.  Investment operations will be 
combined with capacity-building measures to deepen 
policy dialogue, improve road safety, enhance asset 
management, and improve the quality of road 
development. 

ADB road sector activities would continue in the 
framework of the ADB-assisted road sector master plan.  
Active coordination would be maintained with World Bank 
and SNV, both of whom are financing rural and farm-to-
market roads, while ADB will concentrate on national 
roads and selected rural roads.  Being the lead 
development partner, ADB will maintain active 
consultation with other development partners about 
sector policy and institutional reforms.  

B. Capacity Development   
Poverty Monitoring 
and Assessment 

UNDP,  
World Bank 

Advisory TA support will be combined with financial 
and technical support from other development 
partners. Objective will be to institutionalize poverty 
monitoring and assessment as part of routine 
statistical reporting capacity. 

Based on ADB assistance to the Statistics Bureau for the 
Bhutan Living Standards Survey, UNDP has provided 
follow-on support for disseminating the findings.  To 
strengthen the Poverty Monitoring and Assessment 
System, ADB will provide follow-on support to the 
Department of Planning which is now the lead agency for 
poverty monitoring. ADB assistance could also be utilized 
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 CSP 
Implementation 

Coordination 

 
CSP Implementation Modality 

 
Indicators/Mechanisms 

by the World Bank in its follow-on assistance for PMAS.  
ADB assistance would be sequenced and prioritized in 
consultation with other development partners. 

Monitoring and 
Evaluation Systems 

UNDP Advisorty TA support will focus on building national 
monitoring and evaluation capacity to monitor 
outcomes, and to generate robust baselines in areas 
of NPRS priority. 

Following UNDP assistance, ADB will assist in the 
development of a national monitoring and evaluation 
system, including developing baseline data in a number 
of sectors and cross-cutting areas.  

Governance Danida, UNDP, 
World Bank 

Advisory TA support to enhance oversight capability 
from new, democratic institutions; aimed at adding a 
new level of checks and balances to bolster 
accountability and prevent malfeasance. 

ADB assistance will focus on national level institutions 
such as the Auditor General’s Office and Public Accounts 
Committee of the National Assembly.  Other development 
partners are providing assistance in strengthening district 
and local governance capacities. 

Public Sector 
Management 

IMF,  
World Bank 

Advisory TA support to bolster capacities in public 
expenditures, public sector debt and inter-
governmental fiscal management. 

ADB will provide follow-on assistance to the Department 
of Budget for strengthening expenditure monitoring 
between the central and district levels. ADB will also 
participate in a joint public expenditure review mission. 

ADB = Asian Development Bank, Danida = Danish International Development Assistance, IMF = International Monetary Fund, JICA = Japan International 
Cooperation Agency, PMAS = Poverty Monitoring and Analysis System, SDP = sector development program, SME = small and medium enterprise, TA = 
technical assistance, UNDP = United Nations Development Programme. 
Source: Asian Development Bank.  
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123. During CSP implementation, ADB will maintain close dialogue with the development 
partners. Likely areas of cooperation include ADB-UNDP assistance for the capacity 
development of the National Statistics Bureau, ADB-UNDP-SNV capacity building assistance for 
micro credit, ADB-Japan International Cooperation Agency assistance for the Department of 
Roads, ADB-Japan International Cooperation Agency-Austrian Coordination Bureau-SDS 
cooperation in rural electrification, and ADB-World Bank support for urban municipal 
infrastructure development. The development cooperation framework would be further 
developed and deepened during the implementation of the CSP. 
 
124. Improvements in the enabling environment for the private sector will create opportunities 
for ADB’s private sector operations. Such private sector operations will be planned and 
promoted in close conjunction with the public sector operations.  Private sector operations will 
be designed to provide comfort and build confidence in the private sector, in particular among 
foreign investors.   
 
D. Indicative Internal Resource Requirements 

125. An assessment of indicative staff resources required to ensure adequate delivery of the 
program for the next 3 years suggests that this can be accomplished without a substantial 
increase in staff resources. Developing larger and far fewer projects will help to ease constraints 
on scarce TA resources. In addition, savings in staff time, will be realized, as less than half of 
the staff resources used for CSP preparation will be necessary in subsequent years for the 
preparation of CSP Updates. Some change in the ADB staff mix and focus will be required to 
support CSP implementation, and greater attention will be needed for results-based M&E. 

 
 

VI. RISKS AND PERFORMANCE MONITORING AND EVALUATION 

A. Risks 

126. CSP implementation faces four major risks. The first is that external assistance may not 
be forthcoming at the levels realized in recent years. During the past decade, domestic 
resources financed only 15% of the average annual development budget, making Bhutan highly 
dependent on external assistance to fund its national development program. However, in 
January 2005, Bhutan and India signed bilateral agreements whereby India will undertake, 
among others, to assist in developing rail links in the bordering areas of Bhutan, and to provide 
assistance for commercialization of livestock and dairy sectors in Bhutan. This is in addition to 
India’s substantial ongoing assistance program most notably for the development of hydropower 
generation and infrastructure development. This suggests that a high volume of concessional 
assistance from Bhutan’s largest donor, India, is likely to continue well into the future.  Even in 
the unlikely event that external grant assistance declines, Bhutan has substantial headroom to 
increase external borrowing to compensate for a shortfall in grant assistance. Moreover, some 
concessionary lenders, that have indicated a willingness to finance development projects in 
Bhutan, have not yet been tapped (i.e., Japan Bank for International Cooperation).   
 
127. The second risk relates to the high degree of dependence of the economy on 
hydropower. The Government’s long-run economic projections are predicated on the start-up of 
the Tala hydropower project and three new major hydropower projects scheduled to begin 
construction between 2007 and 2012. But if, for some reason, the three new megaprojects do 
not proceed as planned, economic growth will be below expectations. To mitigate this risk, the 
Government’s fiscal projections do not incorporate future hydroproject windfalls, to safeguard 



   
 

 

against the risk that megaprojects will be delayed. The continued need for energy to fuel the 
booming Indian economy also acts as a mitigating factor against discontinuation of Indian 
assistance for continued hydropower development. 
 
128. The third major risk is stagnation of institutional development. While Bhutan’s 
development track record suggests that this risk is minimal, however, the CSP’s second 
strategic thrust of capacity development and programming of some 63% (in value terms) of 
nonlending assistance will act as mitigating measures while deepening the technical capacities 
for Bhutan to successfully address future development challenges. 
 
129. The fourth major risk pertains to change in economic development priorities as a result 
of democratization. The risk is mitigated by the fact that the development process has been 
highly inclusive and enjoys popular support and that Bhutan’s development options are 
relatively limited. 
 
B. Monitoring Process and Plan 
 
130. Bhutan’s commitment to achieve the MDGs guides the design and execution of the 
national, results-based M&E system. An interministerial MDG taskforce was established to 
report on progress in meeting towards the MDGs, and will a release a progress report by 
September 2005.   
 
131. A medium-term review of the 9th FYP in 2005 is part of the preparations for the 10th FYP. 
The 10th FYP is expected to be more results-oriented, and will link information on the regional 
incidence of poverty with public spending on poverty reduction programs.    
 
132. A national M&E system is being developed by a task force under the auspices of the 
Department of Planning. The system, which is being developed through a participatory process 
with sectors and dzongkhags, will also incorporate poverty monitoring data and MDG progress 
data. A poverty monitoring and assessment system within the Department of Planning, of the 
Ministry of Finance, monitors NPRS implementation. A specific set of NPRS targets and 
indicators will be developed, and will be linked to a revised medium-term expenditure 
framework. Impact assessment and policy analysis will be conducted for key programs and 
reforms, and the information collected will be managed, communicated, and disseminated by 
the Planning Department to various policy makers to facilitate timely decision-making. The 
poverty monitoring assessment system will regularly assess poverty, vulnerability, and 
inequality outcomes.  UNDP and the United Nation’s Children’s Fund are providing assistance 
for the system through the development of local MDG indicators, and preparation of a gewog 
profile information system. ADB will provide follow-on support to the Department of Planning for 
continuation of work related to poverty monitoring and assessment, and will closely coordinate 
with ongoing UNDP assistance for the department. 
   
133. The National Statistical Bureau was until 2003 a part of the Department of Planning. It is 
now a separate government agency, governed by a board chaired by the Minister of Labor and 
Human Resources. The bureau, which has 34 staff at headquarters and one in each of the 20 
dzongkhags, is organized in three divisions. In addition to collecting data for the statistical 
yearbook, consumer price index, and national accounts, the bureau carried out a household 
income and expenditure survey in 2000 and a living standard survey in 2003. The latter forms 
the basis for the 2004 Poverty Analysis Report prepared entirely by National Statistical Bureau 
staff. A population and housing census 2005—the first based on international standards—was 
undertaken in May 2005. The census will provide important baseline data for all sector-specific 
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and poverty-related surveys. It will also provide geographic data on household locations, and 
thus form a basis for disaggregated decision-making. The results of the census are likely to be 
available by December 2005.   
 
134. RAA is an important and strong institution, highly respected among government 
agencies. The office, with a total staff of 155 and three district offices, applies a broad template 
in its audits.11 All audit reports are submitted to the head of the relevant agency and made 
publicly available through internet and the national newspaper—Kuensel. An annual report that 
summarizes the main findings and recommendations is submitted to His Majesty the King, the 
Prime Minister, and National Assembly. The report also lists all unresolved audit findings. Any 
individual civil servant with unresolved issues is prohibited from promotion and travel abroad. 
RAA is increasingly broadening the scope of its audits to include performance assessments and 
reviews of compliance with the national FYPs. ADB will provide RAA with capacity-building 
assistance. 
 
135. Several factors hinder the Government’s ability to utilize M&E information for 
accountability and learning purposes. Data from several sources is already available, but 
important gaps in the database remain. Sophisticated information technology is being 
implemented in various MIS systems, and these can be made more useful once the national 
telecommunications network is more fully developed. While capable and determined leadership 
is in place in the various agencies and department, and Government is marked by a remarkable 
degree of openness, transparency and self-insight, skills shortages plague practically every arm 
of the Government.  
 
136. The national M&E system will be used to track CSP progress and to actively manage 
ADB assistance. ADB will harmonize its efforts with those of the Government, and of other 
development partners and stakeholders, to build capacity to generate and utilize the information 
required for accurate and timely decision-making. ADB will support the National Bureau of 
Statistics to strengthen its capacity to collect, analyze, and disseminate relevant data, in 
particular national poverty estimates. In collaboration with other development partners, ADB will 
assist the Department of Planning to design and implement a national M&E system. ADB 
support for key sectors will also include attention to developing capacity for sector M&E. 
Demand for M&E information will be strengthened by improving capacity for public resource 
management, and where possible, increasing ADB use of government systems. 
 
137. ADB will rely on the poverty monitoring information used to track and assess progress in 
NPRS implementation for its internal assessment of Bhutan’s development results. ADB will 
continue its partnership with the Government and other stakeholders including development 
partners to monitor achievement in the Government’s NPRS. In addition to tracking overall 
progress in poverty reduction and delivery of key results, the CSP update exercise will assess 
(i) progress in meeting MDG commitments; (ii) status of reforms conducive to private sector 
development and economic diversification; (iii) sector portfolio performance; (iv) lending and 
nonlending assistance in the following 3 years to ensure relevance and effectiveness of ADB 
assistance; and (v) the PBA of ADF resources  based on an assessment of macroeconomic 
management, policy and institutional reform, and portfolio management.     
 
 
 
 
                                                 
11 In 2003, RAA conducted 203 normal audits, 5 special audits, 69 project certifications and 17 statutory audits.  



   
 

 

MATRIX: COUNTRY STRATEGY AND PROGRAM RESULTS FRAMEWORK (FY2005–FY2009)  
 

Gov’t. Long-Term Development Goalsa Asian Development Bank Strategic Focus Gov’t. Long-Term 
Development Goals Strategic  

Goalsb 
Key  

Constraintsc 
Intermediate 
Outcomesd 

Intermediate 
Indicatorse 

ADB and Development 
Partner(s) Interventions to 

Support Outcome(s) 
 
Pillar I: Broad-based Economic Growth 
Increase annual 
growth rate of 6.5% 
in 2002 to 8% in the 
medium term, and 
halve of rural poverty 
from 31% in 2005 to 
16% in the medium 
term  

Achieve gross national 
happiness by focusing on 
(i) economic growth and 
development, (ii) 
preservation and 
promotion of cultural 
heritage, (iii) sustainable 
use of environment, and 
(iv) good governance 

Isolation; Narrow 
Economic Base; Shallow 
Financial sector; 
underdeveloped private 
sector; high cost structure 
due to poor and 
inadequate road 
infrastructure; 
compounded by 
weaknesses in Bhutan’s 
human, scientific, 
organizational, 
institutional, and resource 
capabilities. 

Reduce isolation by 
increasing road 
connectivity, 
diversifying rural 
economy, increasing 
returns to human 
resource 
development, and 
reducing depletion of 
forest cover by rural 
electrification;  
Extend economic 
life, safer user of the 
road system, and 
higher quality 
development of the 
main road network;  
Increase competition 
in the provision and 
maintenance of the 
domestic power 
system, and more 
diverse uses of 
power in rural areas 
for lighting and 
income generation;   
Improve human 
resource 
development, and 
organizational 
development and 
legal and regulatory 
framework 
development in the 
public sector 
organizations 
responsible for 

Transport costs lowered 
(by more than 5%) and 
isolation reduced (i.e. 
number of villages with 
no access to main 
national road network) in 
rural Bhutan due to an 
increase in national road 
network from 14,777 
kilometers (km) in 2005 
to 1,700 by 2010 and 
feeder roads from 161 
km to 300 km by 2010; 
Improved time savings 
and reduced vehicle 
maintenance costs 
resulting from an 
increase in the amount of 
maintained paved roads 
from 70% in 2005 to 92% 
in 2010; Backlog of 
deferred maintenance 
under DOR reduced from 
30% in 2005 to 8% in 
2010; Increase in the 
annual routine 
maintenance and 
resurfacing budget by 
26% in 2010 over the 
prevailing amount in 
2005; Human resource 
development and 
improved planning and 
regulatory capabilities for 
the organizations 
involved in road quality 
and road safety;  

Road Network-II Project 
Rural Electrification and 
Renewable Energy Project 
Lending and nonlending 
support, harmonized with other 
development partners, for 
example, World Bank 
assistance for rural roads; 
Netherland’s assistance for 
feeder roads; Government of 
India’s assistance for roads; 
bridges, and other 
infrastructure facilities 
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Development Goals Strategic  

Goalsb 
Key  

Constraintsc 
Intermediate 
Outcomesd 

Intermediate 
Indicatorse 

ADB and Development 
Partner(s) Interventions to 

Support Outcome(s) 
transport, and power 
sector development 

Guidelines for road 
quality established and 
implemented. Clear 
evidence of active road 
asset management 
reflected in 10th FYP. 
Evidence of rural income 
diversification, use of 
lighting for schooling, 
and increased access to 
electrified home 
equipment as a result of  
the share of the 
population with access to 
electricity rising  from 
42% in 2005 to 60% in 
2010, and operating 
losses declining from 
16% to 14% over the 
same period; Energy 
regulatory agency 
established and 
strengthened through 
institutional and 
regulatory reform; Crops 
subsidies rationalized by 
2010, and tariffs 
reflective of cost 
recovery by 2015; 
Enabling regulations 
prepared for public-
private partnerships in 
the power sector; 
Improved access to 
social services; 
establishment of 
microenterprises in rural 
areas; increased 
opportunities for women 
due to time savings and 
improvement in health 
and education indicators 



   
 

 

Gov’t. Long-Term Development Goalsa Asian Development Bank Strategic Focus Gov’t. Long-Term 
Development Goals Strategic  

Goalsb 
Key  

Constraintsc 
Intermediate 
Outcomesd 

Intermediate 
Indicatorse 

ADB and Development 
Partner(s) Interventions to 

Support Outcome(s) 
based on rapid 
assessments and 
surveys of project 
assisted regions; Steady 
improvement in 
vocational skills 
capabilities as measured 
by an increasing number 
of graduates from 
vocational training 
institutes; Improved 
capacity to plan for skills 
requirements as a result 
of labor force surveys 
and preparation of a 
national human resource 
development plan 

Diversify sources of 
growth.  

Make private sector the 
engine of growth; 
increase reliance on 
sectors other than 
hydropower for 
employment creation 

Nonresponsive financial 
sector; lack of skilled 
labor; cumbersome 
government procedures; 
limited employment 
opportunities for educated 
youth; little access to 
credit for SMEs; tourism 
sector constrained by 
Government policy; public 
sector capacity to play an 
indirect enabling role for 
private sector; and 
financial market 
development  limited by 
lack of experience, gaps 
in the regulatory 
framework, extensive 
public involvement in 
providing financial 
services and other private 
goods, and limited 
interaction between the 
public and private sectors 

Increase competition 
in the financial 
sector; streamline of 
Government 
industrial license 
procedures; 
increase the share 
of credit to SMEs; 
gradually liberalize 
the tourism sector; 
improve access to 
microcredit, increase 
diversity of nonbank 
financial institutions, 
and effectiveness of 
NBFI regulation.  

Increased numbers of 
SME business proposals 
and projects financed by 
the banking system;  
Regulatory framework for 
NBFIs is revised and 
strengthened; Through 
training and hands-on 
experience, the Bank of 
Bhutan is able to more 
regularly and effectively 
supervise the NBFIs;  
Share of private sector in 
GDP increases from 34% 
in 2005 to 44% by 2010;  
Credit to the private 
sector rises from 20% in 
2005 to 30% of total 
financial assets by 2010; 
Interest rate spreads 
decline by 200 basis 
points by 2010;  Number 
of listed companies on 
the BSE rises by 25% by 

Financial Sector Program 
Project-II, SME and Microcredit 
Development Project, 
Lending and nonlending 
support harmonized with other 
development partners 
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Development Goals Strategic  

Goalsb 
Key  

Constraintsc 
Intermediate 
Outcomesd 

Intermediate 
Indicatorse 

ADB and Development 
Partner(s) Interventions to 

Support Outcome(s) 
2010.  Improvement in 
human resource 
development, policies, 
and sector strategies 
provide the Government 
with greater capabilities 
to foster sustained 
private sector 
development; More 
frequent consultation 
between the public and 
private sectors serves to 
enhance the 
understanding and 
capacity of both; With 
improvements in 
enabling sector policy, 
tourism visitor arrivals 
reach target of 15,000 by 
2010.  

Pillar II: Inclusive Social Development 
Expand urban 
infrastructure 
network to cover the 
urban poor  

Provide basic 
infrastructure facilities 
such as water and 
sanitation to the 
unserviced urban poor in 
Thimphu and 
Pheuntsholing.  
Provide basic 
infrastructure facilities in 
three other towns to 
support healthy and 
productive urban habitats. 

Inadequate infrastructure 
facilities and weak 
municipal governance, 
policy and organizational 
capacity 

Provide access to 
safe water, 
sewerage and 
sanitation, and other 
basic infrastructure 
facilities to the 
poorer and 
unserviced 
segments of the 
urban population.  
Provide municipal 
infrastructure 
improvements to 
improve the overall 
quality of healthy 
urban habitats.  
Increase autonomy 
of the two largest 
municipalities and 
increase capacity to 

Increase in the share of 
urban households with 
access to safe drinking 
water from 35% in 2005 
to 50% by 2010; 
Urbanization to increase 
from 25% in 2005 to 30% 
by 2010; Access to safe 
and affordable housing 
increases from 50% in 
2005 to 60% by 2010; 
Provision of electricity to 
expanded urban 
population to rise from 
42% in 2005 to 60% by 
2010 and to 80% by 
2015; Increase in 
provision of safe 
sanitation to urban 
population from 20% in 

Urban Infrastructure 
Development (I and II) Projects 
Lending and nonlending 
support harmonized with other 
development partners, for 
example, the World Bank’s 
proposed urban infrastructure-
II project 



   
 

 

Gov’t. Long-Term Development Goalsa Asian Development Bank Strategic Focus Gov’t. Long-Term 
Development Goals Strategic  

Goalsb 
Key  

Constraintsc 
Intermediate 
Outcomesd 

Intermediate 
Indicatorse 

ADB and Development 
Partner(s) Interventions to 

Support Outcome(s) 
plan, operate, 
finance and maintain 
essential urban 
services on a 
sustainable basis.   

2005 to 50% by 2010; 
Increase in solid waste 
collected and disposed 
from 30% in 2005 to 40% 
by 2010; Improvement in 
basic health indicators of 
the urban population in 
the two main cities from 
baseline surveys to 3 
years beyond CSP 
completion;  
Increased use of cost-
recovery mechanisms to 
finance urban 
development; 
Completion of the land-
pooling exercise to 
underpin rational urban 
planning; Preparation of 
an urban development 
master plan and revision 
of key laws affecting 
housing and urban 
development; Increased 
cadre of trained officers 
in municipalities of the 
two main cities, with the 
resources, regulatory 
authority, and 
competence to plan and 
oversee provision of 
basic urban services; By 
2010, an additional 10% 
of the urban population 
will have access to safe 
and affordable housing, 
and 18% to electricity 
connections 
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Development Goals Strategic  

Goalsb 
Key  

Constraintsc 
Intermediate 
Outcomesd 

Intermediate 
Indicatorse 

ADB and Development 
Partner(s) Interventions to 

Support Outcome(s) 
Pillar III: Good Governance 
Build Capacity Supplement capacity 

development in line 
ministries and in areas 
relating to economic 
management and 
planning, poverty 
monitoring, and 
environment. 

Inadequate capacity to 
implement second 
generation reforms in the 
energy sector;  
Inadequate capacity for 
public resource 
management; oversight, 
including external debt 
management; and public 
sector audit; and financial 
oversight; transformation 
of National Environment 
Strategy into an 
operational document, 
Need of market-oriented 
labor laws 

Support institutional 
development; 
improved operation 
of the labor market 
will lead to greater 
participation of labor 
force in the private 
sector, and greater 
foreign direct 
investment leading 
to a reduced in 
unemployment and 
poverty. 
 
Support 
performance audits 
to guide agency and 
ministry 
management to 
improve value-for-
money in public 
service delivery. 
 
Increase 
accountability in 
public spending to 
steady improve 
effectiveness and 
efficiency in public 
outlays. 
 
Support the 
Department of 
Roads to manage all 
aspects of road 
construction and 
associated policy 
framework, including 
a framework for 
public-private 

Enhanced government 
capacity, as a result of 
training, hands-on 
development of sector 
plans, strategies, and 
regulations; and 
improved organizational 
structures and operations 
directed at fostering 
progress in the identified 
areas 
 Guidelines for new 
labor laws issued and 
presented to 
Parliament 

 Performance Audits 
Issued for a small 
number of key 
agencies or 
departments 

 Public accounts 
committee scrutinizes 
the accounts, requires 
informed explanations 
from public officials, 
and releases 
information on public 
spending plans to the 
public 

 Development  of a 
policy framework by 
DOR for public-private 
partnership in the 
roads sector; 

 Implementation of the 
NES action plan by 
EA/IA of ADB-assisted 
operations; 
Establishment of 
improved regulatory 

Technical assistance for 
Department of Roads, 
Department of Energy, 
National Environment 
Commission, Department of 
Aid and Debt Management, 
Bureau of Statistics;  
Follow-on assistance to assist 
in preparing guidelines for 
implementing the new labor 
laws 
 
Assistance to Auditor 
General’s Office for developing 
performance audits 
 
Assistance to the newly 
created Public Accounts 
Committee of the Parliament 
 
Harmonized with nonlending 
support of other development 
partners 



   
 

 

Gov’t. Long-Term Development Goalsa Asian Development Bank Strategic Focus Gov’t. Long-Term 
Development Goals Strategic  

Goalsb 
Key  

Constraintsc 
Intermediate 
Outcomesd 

Intermediate 
Indicatorse 

ADB and Development 
Partner(s) Interventions to 

Support Outcome(s) 
partnerships. 
 
Support 
development of 
deeper and more 
robust nonbank 
financial institutions. 
 
Steadily improve the 
environmental 
sustainability of 
public and private 
investment in line 
with long-term 
sustainability 
strategies and 
targets set under 
Vision 2020. 
 
Support sustainable 
management of 
external debt. 

framework governing 
pensions and leasing, 
and enhanced rules for 
operation of the stock 
exchange 

 Support the 
implementation of the 
Environmental 
Assessment Act, 2000 
by the National 
Environment 
Commission 

 Greater use of debt 
models in decision 
making, and a gradual 
increase in the number  
of staff using analytical 
tools to forecast macro 
outcomes and to 
assess  debt 
sustainability 

I. Implementation Mechanisms to Deliver Results 
Improve 
development 
effectiveness by, 
among others, 
facilitating 
development of a 
robust monitoring 
and evaluation 
system; Improve 
development 
effectiveness, 
amongst others, by 
facilitating the 
development of a 
robust monitoring 
and evaluation 
system 

Strengthen M&E systems 
including support for 
Poverty Monitoring 
Assessment System 
(PMAS) 

Inadequate capacity to 
undertake M&E related to 
impact of development 
projects 

Develop 
standardized M&E 
system focusing on 
assessment of 
development impact 
instead of the 
existing focus on 
reporting 
development 
expenditures   

 Department of 
Planning’s M&E 
capabilities including 
PMAS strengthened; 

 More than 50 persons 
trained in M&E across 
core government 
departments;   

 At least five EA/IAs  
adopting and using a 
more results-based 
M&E framework for 
ADB-assisted 
operations 

 ADB’s annual portfolio 
review to incorporate a 
results perspective and 
Government 

Follow-on advisory TA, 
Strengthening the National 
Statistical System Phase II is 
ongoing.   
Support for Living Standards 
Measurement Survey to 
assess poverty conditions.  
Capacity building support 
harmonized with work of 
development partners, for 
example, UNDP’s support for 
developing a national M&E 
system, and World Bank’s 
assistance for strengthening 
poverty monitoring assessment 
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Development Goals Strategic  

Goalsb 
Key  

Constraintsc 
Intermediate 
Outcomesd 

Intermediate 
Indicatorse 

ADB and Development 
Partner(s) Interventions to 

Support Outcome(s) 
introduces a results-
orientation in aid 
coordination in those 
sectors in which ADB 
plays a role among the 
development partners. 

ADB = Asian Development Bank, BSE = Bhutan Stock Exchange, CSP = country strategy and program, DOR = Department of Roads, EA = executing agency, FYP = 
Five-Year Plan, Gov’t = government, IA = implementing agency, M&E = monitoring and evaluation, NBFI = nonbanking financial institutions, NES = National 
Environment Strategy, PMAS = Poverty Reduction Monitoring and Assessment System, SME = small and medium enterprise, TA = technical assistance, UNDP = 
United Nations Development Programme. 
a  Selected components of national agenda that overlap with ADB's strategic priorities in Bhutan. 
b Strategic goals of the PRSP, 2020 Vision and Ninth Plan. 
c As identified in the Royal Government of Bhutan. 2004. Poverty Reduction Strategy Paper. Thimphu; Royal Government of Bhutan. 2004. Medium Term Expenditure 
Framework. Thimphu; Planning Commission, Royal Government of Bhutan. 1999. Bhutan 2020: A Vision for Peace, Prosperity and Happiness. Thimphu; and Planning 
Commission, Royal Government of Bhutan. 2002. The Ninth Plan (2002-2007). Thimphu, to achieve the strategic goals. 

d Achievement of these outcomes is the combined responsibility of the Government and its development partners, including ADB, civil society, private sector, and other 
development aid agencies. 

e Indicators to track success of implementation toward expected outcomes. Baselines, targets, and indicators for monitoring progress have been identified and will be 
updated regularly. 

 Sources: Royal Government of Bhutan. 2004. Poverty Reduction Strategy Paper. Thimphu; Royal Government of Bhutan. 2004. Medium Term Expenditure Framework. 
Thimphu; Planning Commission, Royal Government of Bhutan. 1999. Bhutan 2020: A Vision for Peace, Prosperity and Happiness. Thimphu; and Planning Commission, 
Royal Government of Bhutan. 2002. The Ninth Plan (2002-2007). Thimphu. 
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COUNTRY AND PORTFOLIO INDICATORS, AND ASSISTANCE PIPELINE 
 

Table A1.1: Progress Toward the Millennium Development Goals and Targets 
 
Goals and Targets Country Status 
Goal 1: Eradicate Extreme Poverty and Hunger 
Target 1: Halve, between 1990 and 2015, the proportion of 
people whose income is less than $1/day. 
 
 
 
 
Target 2: Halve, between 1990 and 2015, the proportion of 
people who suffer from hunger. 

 
The August 2004 Poverty Analysis Report of the 
Government estimates that 31.7% of the population is 
poor. The associated urban and rural estimates are 
4.2% and 38.3%, respectively. The national poverty 
line is Nu740 per month   
 
Based on a per capita GDP growth rate of 4%, on 
average, about 8.5 years fare needed or the poor to 
exit poverty. 

Goal 2: Achieve Universal Primary Education 
Target 3: Ensure that, by 2015, children everywhere, boys 
and girls alike, will be able to complete a full course of 
primary schooling. 

 
81% of children aged 6–12 years enrolled at primary 
school. Girls make up 48% of total primary school 
enrolment. 

Goal 3: Promote Gender Equality and Empower Women 
Target 4: Eliminate gender disparity in primary and 
secondary education, preferably by 2005, and in all levels 
of education no later than 2015. 

 
The girl-to-boy ratio in primary schools has improved 
from 39 girls:61 boys in 1990 to 48:52 in 2003. The 
ratio at the tertiary level however, is still low at 30:70, 
but the growth rate of girls enrolment at this level is 
22% compared with 13% for boys. 

Goal 4: Reduce Child Mortality 
Target 5: Reduce by two thirds, between 1990 and 2015, 
the under-5 mortality rate. 

 
Under-5 mortality rate improved from 97 in 1994 to 84 
in 2001. 

Goal 5: Improve Maternal Health 
Target 6: Reduce by three quarters, between 1990 and 
2015, the maternal mortality ratio. 

 
The maternal mortality ratio improved from 3.8 in 1994 
to 2.5 in 2000.  

Goal 6: Combat HIV/AIDS, Malaria, and Other Diseases 
Target 7: Have halted by 2015, and begun to reverse, the 
spread of HIV/AIDS. 
 
Target 8: Have halted by 2015, and begun to reverse, the 
incidence of malaria and other major diseases. 

 
By 2004, 65 individuals were identified as HIV positive. 
 
Malaria and leprosy are now classified as “under 
control” while neonatal tetanus, polio, and diphtheria 
have been almost eliminated. 

Goal 7: Ensure Environmental Sustainability 
Target 9: Integrate the principles of sustainable 
development into country policies and programs and 
reverse the loss of environmental resources. 
  
 
Target 10: Halve, by 2015, the proportion of people without 
sustainable access to safe drinking water. 
 
 
Target 11: By 2020, achieve a significant improvement in 
the lives of at least 100 million slum dwellers. 

 
The National Environment Strategy was prepared, and 
the draft National Environmental Protection Act is 
under preparation.  
 
 
The proportion of people with access to safe drinking 
water rose from 45% in 1990 to 78% in 2000. The 
Government plans to achieve 100% coverage by 2007. 
 
The Government will help build housing for low-income 
people, while promoting private sector participation. 

HIV/AIDS = human immunodeficiency virus/acquired immunodeficiency syndrome.  
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Table A1.2: Country Economic Indicators 
 

 Fiscal Yeara 
Item 2000 2001 2002 2003b 2004 
A.  Income and Growthc      
 1. GDP per Capita ($, current)      775.0d 

 2. GDP Growth (%, in constant prices) 5.5 7.1 6.7 7.1 6.8 
  a. Agriculture 4.5 3.2 2.6 4.0 2.0 
  b. Industry 3.9 13.8 17.9 7.3 9.0 
  c. Services 8.7 7.6 (2.3) 7.8 10.0 
      
B. Saving and Investment (current and market prices, % of GDP)  
 1.  Gross Domestic Investment 45.5 48.7 49.7 53.0 49.2 
 2. Gross National Saving 18.2 25.8 28.5 24.0 26.2 
      
C. Money and Inflation (annual % change)   
 1. Consumer Price Index 3.6 2.7 1.8 1.2 3.9 
 2. Total Liquidity (M2) 5.5 11.6 29.7 4.1 19.0 
      
D. Government Finance (% of GDP)   
 1. Revenue and Grants 42.4 40.7 36.3 30.3 38.2 
 2. Expenditure and Onlending 46.5 52.4 41.3 40.3 44.9 

3. Overall Fiscal Surplus (Deficit) (4.1) (11.7) (5.0) (11.5) (10.3) 
      

E. Balance of Payments      
 1. Merchandise Trade Balance  
           (% of GDP) 

(16.7) (21.1) (16.4) (13.1) (8.6) 

 2. Current Account Balance (% of GDP) 6.9 (1.7) (1.2) 10.6 8.0 
3. Merchandise Export ($) Growth  

  (annual % change) 
9.2 (12.9) 4.1 8.9 32.4 

4. Merchandise Import ($) Growth  
  (annual % change) 

14.0 6.1 (5.0) 1.2 22.7 

      
F. External Payments Indicators      

1. Gross Official Reserves (including  
 gold, $ million  
      (in months of current year’s imports of  
      goods) 

291.4 
 

19.4 

293.1 
 

18.2 

315.8 
 

20.7 

373.8 
 

23.3 

383.1 
 

18.8 

 2. External Debt Service (% of exports of 
  goods and services) 

4.8 4.6 4.9 5.0 4.1 

 3. Total External Debt (% of GDP) 40.9 51.5 57.9 70.0 75.4 
      
G. Memorandum Items      
 1. GDP (current prices, Nu billion)e 21,328 24,317 27,779 31,884 32,291 
 2. Exchange Rate (Nu/$, average) 43.6 46.4 48.2 47.9 45.0 
 3. Population (‘000)  675 699 716 734 750 

GDP = gross domestic product. 
a   Fiscal year 2004 ended on 30 June 2004. 
b   Estimated or provisional. 
c   GDP data is on a calendar year basis. 
d   International Monetary Fund. 
e   To calculate the % of GDP, fiscal year data is divided by calendar year GDP, e.g., FY2004/CY2003. 

Sources: Central Statistical Organization, Planning Commission. 2003. Statistical Yearbook of Bhutan 2002; 
National Statistical Bureau of Bhutan. 2004. National Accounts Statistics Report 2002; Royal Monetary 
Authority of Bhutan. 2004. Annual Report 2003/2004. 
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Table A1.3: Country Poverty and Social Indicators 
  

 Period 
Item 1985 1990 Latest Year 
A.  Population Indicators    
 1. Total Population (‘000) 538.6  600.0  752.7 (2004) 
 2. Annual Population Growth Rate (% change) 2.1  2.9  2.5 (2003) 
B.  Social Indicators       
 1. Total Fertility Rate (births/woman) 5.9 (1984) 5.6 (1994) 4.7 (2003) 

2. Maternal Mortality Rate  
    (per 100,000 live births) 

770.0 (1984) 380.0 (1994) 255.0 (2000) 

3. Infant Mortality Rate  
    (below 1 year/1,000 live births) 

142.0 (1984) 70.7 (1994) 60.5 (2000) 

 4. Life Expectancy at Birth (years) —  57.7 (1992) 66.0 (2003) 
     a. Female —  59.0 (1992) 65.9 (2003) 
     b. Male —  56.5 (1992) 66.1 (2003) 
 5. Adult Literacy (%) 23.0  —  54.0 (2003) 
     a. Female —  —  —  
     b. Male       
 6. Primary School Gross Enrollment (%) —  55 (1990) 81.0 (2004) 
 7. Secondary School Gross Enrollment (%) —  —  —  
 8. Child Malnutrition (% below age 5) —  37.9 (1988) 18.7 (2000) 

9. Population Below Poverty Line  
    (International, %) 

—  —  —  

 10. Population with Access to Safe Water (%)a —  45 (1990) 77.8 (2003) 
 11. Population with Access to Sanitation (%)b —  —  88.0 (2003) 
 12. Public Education Expenditure (% of GDP)c       

13. Human Development Index  
    Rank 

0.2 
119 

(1987) 
(1987) 

0.2 
159 

(1990) 
(1990) 

0.5 
131 

(2001) 
(2004) 

14. Gender-Related Development Index  
         Rank 

— 
— 

 — 
— 

 — 
— 

 

C. Poverty Indicators       
 1. Poverty Incidenced       
           a. Lower Poverty Line (Nu612.1 per month)e —  —  25.3 (2000) 
           b. Upper Poverty Line (Nu748.1 per month)f —  —  36.3 (2000) 
 2. Percent of Poor to Total Population       
  a. Lower Poverty Line – Urban —  —  2.4 (2000) 
  b. Lower Poverty Line – Rural  —  —  29.0 (2000) 
  c. Upper Poverty Line – Urban   —  —  6.4 (2000) 
           d. Upper Poverty Line – Rural  —  —  41.3 (2000) 
 3. Poverty Gap       
           a. Lower Poverty Line —  —  0.07 (2000) 
           b. Upper Poverty Line —  —  0.11 (2000) 
 4. Poverty Severity Index       
           a. Lower Poverty Line —  —  0.03 (2000) 
           b. Upper Poverty Line —  —  0.05 (2000) 
 5. Inequality (Theil L Index) —  —  —  
 6. Human Poverty Index —  —  —  
  Rank —  —  —  
– = not available, GDP = gross domestic product. 
a Refers to population with access to safe drinking water. 
b Refers to population with latrines. 
c GDP based on data from the National Statistical Bureau; expenditure data are for the fiscal year and GDP data are for the calendar year. 
d The information is a result of a pilot study and should be treated as preliminary. 
e The lower poverty line is defined by considering households whose total expenditure is just enough to reach the food poverty line. Anything that these 

households spend on nonfood goods is considered a minimum allowance for basic nonfood goods. The lower poverty line is obtained by adding such 
amount to the food poverty line. Nu612.1 per month is equivalent to about $0.45 per day. 

f The upper poverty line is defined by considering households whose food expenditure is equal to the food poverty line. The level of nonfood spending 
found among those who reach the food poverty line (rather than those who can merely afford to do so if they cut all nonfood spending) provides the 
allowance for basic food needs. The upper poverty line is obtained by adding this allowance to the food poverty line. Nu748.1 per month is equivalent 
to about $0.56 per day. 

Sources: Royal Government of Bhutan, Central Statistical Organization, Planning Commission. 2002. Statistical Yearbook of Bhutan 2002; Royal 
Government of Bhutan. 2002. Millennium Development Goals Progress Report 2002; Royal Government of Bhutan, Ministry of Education. 2003. 
General Statistics 2003; Royal Government of Bhutan, Central Statistical Organization, Planning Commission Household Income and Expenditure 
Survey 2000 (Pilot); United Nations Children's Fund. 2004. The State of the World Children 2004; United Nations Development Programme. Human 
Development Report 2003; World Bank. World Development Indicators. 
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Table A1.4: Country Environment Indicators 
 
Indicator 1980 Latest Year 
A. Energy Efficiency of Emissions   
 1. GDP/Unit of Energy Use (PPP$/kgoe) —  693.0a  
 2. Traditional Fuel Use (% of total energy use) —  70.0  
 3. Carbon Dioxide Emissions (metric tons per capita) —  (5.89) (2000) 
     
B. Water Pollution: Water and Sanitation     
 1. % Urban Population with Access to Safe Water —  86.0 (2000) 
 2. % Rural Population with Access to Safe Water —  78.0 (2004) 
 3. % Urban Population with Access to Sanitation —  65.0 (2000) 
      4.  % Rural Population with Access to Sanitation —  88.0 (2003) 
     
C. Land Use and Deforestation     
 1. Forest Area (million hectares) 27.6  29.8 (2002) 
 2. Average Annual Deforestation      
  a. Km2 —  —  
  b. % Change 0.6 (1980-90) 0.0 (1990-2000) 
 3. Rural Population Density (people/km2 of arable land) 451.0  542.0 (2002) 
 4. Cultivated Land (% of total land) —  7.8 (2002) 
 5. Permanent Cropland (% of total land) —  5.5 (2003) 
     
D. Biodiversity and Protected Areas     
 1. Nationally Protected Area      
  a. Million Hectares —  1.0 (2002) 
  b. % of Total Land —  25.1 (2003) 
 2. Mammals (number of threatened species) —  17.0 (2003) 
 3. Birds (number of threatened species) —  5.0 (2003) 
 4. Higher Plants (number of threatened species) —  6.0 (2003) 
 5. Reptiles (number of threatened species) —  0.0 (1996) 
 6. Amphibians (number of threatened species) —  —  
     
E. Urban Areas     
 1. Urban Population     
  a. Thousand 50.0  154.0 (2003) 
  b. % of Total Population 3.9  21.0 (2000) 
 2. Per Capita Water Use (liters/day) —  —  
 3. Wastewater Treated (%)     
  a. Phuentsholing —  85.0  
  b. Thimphu —  65.0  
 4. Solid Waste Generated per Capita (kg/day) —  2.0 (2000) 
— = not available, GDP = gross domestic product, kg = kilogram, kgoe = kilograms of oil equivalent, km2 = square 
kilometer, PPP = purchasing power parity. 
a Energy use per $1.00 GDP in Bhutan is KWH. 
Sources: Ministry of Finance. 2003. Official Communication; Government of Bhutan. 2002. Statistical Yearbook of 
Bhutan; NEC. 2001. First National Communication to UNFCC; Planning Commission. Ninth Plan Main Document 
(2002–2007). Thimphu; World Bank. 2004. World Development Indicators; World Resources. 2002–2004. A Guide to 
the Environment.  
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Table A1.5: Development Coordination Matrix 
 
 
Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

Agriculture and Natural Resources 
 

Increase productivity and promote private 
sector activity in rural areas 

• TA for Capacity Building to Implement 
Environmental Guidelines (2005) 

 

Austria  
Ongoing Project 
• Conifer Research and Training Project 

(CORET II)  
 
Danida  
Ongoing Projects 
• Environment Sector Program Support  
• Environment and Urban Sector Programme 

Support (2004–2008) with grant assistance of 
DKK110 million ($18 million). Administrative 
and technical collaboration between proposed 
World Bank/GEF funded Sustainable Land 
Management Programme ($7.5 million) and 
this program using national systems has and 
will be actively pursued in preparation, 
appraisal, and implementation. 

 
European Union  
Ongoing Projects 
Wang Watershed Management Project 
• The project focus is on renewable natural  

resource demonstration, extension, and  
capacity-building activities.  

• The project intends to support and strengthen 
agencies involved renewable natural resource 
sectors within the Wang watershed. 

 
Renewable Natural Resources Extension Support 
• The project provides institutional strengthening 

and is designed, through collaboration between 
the Government  and the Commission, to 
improve the efficiency of the extension services 
and make them more responsive to the needs 
of the rural residents.   

• The wider objective of the project is to support 
self-reliance, promote sustainable use of 
natural resources, and support participation of 
rural residents in their own economic 
development. 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

Medicinal Plants–Phase II 
• Ensure the conservation of medicinal plant 

resources in high-altitude areas; improve 
incomes, employment opportunities, and 
livelihoods of rural communities in high-altitude 
areas; strengthen the organization, 
management, and cost-effectiveness of the 
medicinal plants industry; and enhance the 
availability of high-quality medicinal plant 
products and traditional medicines for both 
internal and external markets. 

 
Pipeline Projects 
Support to the Livestock sector in Bhutan 
• Reduce rural poverty and enhance  

household and national food security by 
increasing the country’s self-sufficiency in 
livestock products and the contribution of 
livestock to the farming system.  

 
Agricultural Production/Integrated Pest 
Management 
• Increase yields through the adoption of efficient 

crop production methods at minimal economic 
and environmental cost. 
 

Food and Agricultural Organization  
Ongoing Projects  
• Assistance in Improving Food Security and 

Rural Income by Increasing Pig Production in 
Bhutan (2002–2004)   

• Development and Strengthening of the Quality 
Control and Regulatory Services Division of the 
Ministry of Agriculture (2003–2004) 

• Control of Citrus Greening and Citrus Tristeza 
Virus (2004–2005) 

• Strengthening National Capacities for Effective 
Participation in Codex and for Food Control 
(2004)  

• Strengthening of Regional Data Exchange 
System on Food And Agricultural Statistics in 
Asia and Pacific Countries (2002–2005); 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

• Rural Enterprise Development (2002–2007) 
• National Demonstration of the Lactoperoxidase 

System of Milk Preservation in Selected South 
Eastern Asian Countries  
 

Pipeline Projects 
• National Coordinated Oilseed and Grain 

Legume Development Program 
• Capacity Building for Fodder Oat Technologies  
• Strengthening Vulnerable Groups through 

Training in Village Level Postharvest 
Management and Food Processing in Bhutan 

• Strengthening National Capacities for 
Successful Foot and Mouth Diseases (FMD) 
Control to Increase Rural Household Income 
and Alleviate Poverty in Bhutan 

• Capacity Building for Quality Seed Potato 
Production in Bhutan 

 
Germany (GTZ) 
• Bhutan-German Sustainable Renewable 

Natural Resources Development Project in 
Punakha and Wangdue Phodrang Districts 

 
Germany (BMZ) 
• Promotion of Seed Production 
 
IDRC, Canada 
• Enhancing Productivity through Integrated 

Natural Resource Management 
 
IFAD 
Ongoing Projects  
• Second Eastern Zone Agricultural Program 

(SEZAP, 1999–2007) to increase agricultural 
and livestock production 

• Agricultural development to improve livelihoods 
of rural households in six eastern districts 

 
Pipeline Project 
• Agriculture, Marketing, and Employment 

Promotion Programme 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

India 
• Development of Agriculture Marketing 
• Strengthening of Livestock Development 

Initiative 
 
Japan 
Ongoing Projects 
• Livestock Production 
• Rice Cultivation 
 
JICA  
Ongoing Project 
•  Aid for increased food production, and dispatch 

of experts for hill irrigation 
 

Pipeline Projects 
• Agriculture Research and Extension 

Development for Lhuntse and Monagr Districts 
(2004, ¥1,447,390) 

• Spare parts for wire fencing making machine 
 
SDC1 

• Participatory Forest Management 
 
SNV-Netherlands 
• Community-Based Natural Resources 

Management (1997–ongoing). Assistance to 
the Ministry of Agriculture for the development 
of a CB-NRM framework 

• Second Eastern Zonal Agricultural Project in 
Trashigang (SEZAP) 

 
Switzerland 
• Renewable natural resources research 

systems with emphasis on training, research, 
and extension for food self-sufficiency and 
poverty reduction 

• Participatory forestry program for community 
and social forestry development and 
management for sustainable livelihood 

• Training of extension workers in three 
disciplines of RNR for extension (and training) 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

to enhance better farm productivity 
•  Rural development training—training of youth 

for business farming (increasing sources of 
income), association/community leaders for 
encouraging civil society to participate in 
development processes and local governance  

•  Agriculture development program that 
addresses regional extension, training, and 
rural development initiatives, including building 
of farm roads, increase in rural income, and 
poverty reduction 

• Renewable natural resources research 
systems with emphasis on training, research, 
and extension for food self-sufficiency and 
reduction of poverty  

• Participatory forestry program for community 
and social forestry development and 
management for sustainable livelihood 
 

UNDP 
• Sustainable rural livelihoods development 

through increased income generation with 
high-value, low-volume products 

• Implementation of Micro-Environmental Action 
Plan 
 

WWF 
• Support for the Department of Tourism in 

developing a national ecotourism strategy that 
was endorsed by the Government. A number 
of projects will follow. 

• The Mushroom Community Development 
Project is to help the mushroom growers’ group 
increase cash income; to promote sustainable 
harvesting of wild mushrooms; to identify 
markets for wild mushrooms; and to protect 
mushroom exporters by maintaining quality 
standards 

• Integrated Conservation Development Project 
• Bhutan Biological Conservation Project 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

Energy 
 

Contribute to poverty reduction through rural 
electrification, governance, and institutional capacity 
building. 
 
Ongoing Projects 
• Establishing the Druk Hydropower Corporation 
• Rural Electrification 
• Capacity Building of Bhutan Electricity Authority 
 
Pipeline Projects 
• TA for Capacity Building for Bhutan Power 

Corporation (2005) 
• Power Sector Cluster TA (2006) 
• TA (2007) and loan (2008) for Rural 

Electrification and Renewable Energy 
 

Austria 
• Grant and credit for upper stage construction 

for the Basochhu hydropower plant; Basochhu 
I and II advisory, and operation and 
maintenance training; rural energy and 
fuelwood consumption study; rural 
electrification; export credit for lower stage 
construction of the Basochhu hydropower 
plant; parallel cofinancing for electrification of 
about 1,000 rural households through the 
9FYP 

 
India 
• Assistance for engineering design, civil works, 

project management, and technologies for the 
Tala Hydropower Project, and for power 
transmission lines for the Kurichhu Hydropower 
Corporation 
 

Japan 
• Dzongkhag-wise master plan for rural 

electrification 
 
JICA Pipeline 
• Integrated Master Plan for Dzongkhagwise 

Electrification by Renewable Energy 
 
Netherlands 
• Parallel cofinancing for electrification of 2,000 

to 3,000 rural households through the 9th FYP. 
 
UNDP 
• Institutional framework for sustainable energy 

development 
 
WWF 
• Alternate energy initiatives in selected 

institutions; Royal Bhutan Police, Bhutan 
Forestry Institute, Natural Resources Training 
Institute, etc. 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

Environmental Sustainability 
 

Monitor environmental progress, particularly forces 
that increase environmental stress, 
Ensure that Bhutan’s interventions are 
environmentally sustainable and the Environment 
Act is properly enforced and implemented. 
 
Ongoing Project 
• Strengthening Environment Sector 
 
Pipeline Project 
• TA for Capacity Building to Implement 

Environmental Guidelines (2005)  
 

 
 

Danida  
• Environment Sector Program Support including 

support for environmental awareness activities 
(1998–31 December 2003) 

• Environment and Urban Sector Programme 
Support (2004–2008) with grant assistance of 
DKK110 million ($18 million) 

 
JICA Pipeline 
• Project for Recycled Refuse-Collector Truck 

Aid for Phuentsholing 
 

SNV and SDS 
• Support for the introduction of environment-

friendly road construction concepts in all 
agencies (public and private) involved in road 
construction 
 

UNEP 
• Support to National Environment Commission 

for preparation of the State of Environment 
report; and participation at the Male 
Declaration on Control and Prevention of Air 
Pollution and its Likely Trans-boundary Effects 
for South Asia  
 

UNICEF 
• Support to school health program, including 

establishment or improvement of water and 
sanitation facilities in 100 schools and 
monasteries, reaching 80,000 children with 
intensified health promotion; provision of water 
and sanitation facilities in 140 new community 
schools, benefiting 55,000 students 

 
UNIDO 
• Technical support for the National Energy 

Program for Rural Areas 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

UNFPA 
• Assistance for improved sustainable use of 

space and land, and for enhancing the role of 
women as resource managers 

 
UN-Habitat 
• Assistance for the implementation of a national 

housing policy to improve living conditions of 
the poor 
 

WWF 
• The Sakteng Wildlife Sanctuary (2003–2005) 

project aims to develop a 5-year conservation 
management plan for the sanctuary through 
collection of baseline information on 
vegetation, wildlife and socioeconomic aspects 
of the sanctuary; implementing integrated 
conservation and development activities; and 
building basic infrastructure and human 
resources capacity. 

• Linking and Enhancing Protected Areas in the 
Temperate Broadleaf Forest Ecoregion of 
Bhutan (2003–2007), is to develop a policy 
framework for biological corridor management 
and to start implementing integrated 
conservation initiatives at the landscape level. 

• The Royal Manas National Park project is to 
help maintain the park's rich biodiversity 
through the integration of conservation, 
development, and capacity building. 

• The Bhutan Tiger Conservation Program is to 
protect tiger and other wildlife populations by 
protecting core areas and conserving existing 
wildlife corridors by monitoring wildlife 
movement and habitat changes; raising 
awareness of the general public on the 
importance of tiger conservation; and 
strengthening the capacity of forestry 
personnel. The Tiger Conservation Fund aims 
to mitigate and address human-wildlife conflict. 

• The Bhutan Biological Conservation Complex is 
to develop a management action plan for a 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

network of protected areas and biological 
corridors through field surveys to collect 
baseline information on wildlife, vegetation, 
and socioeconomics; and to review and 
analyze data for protection and implementation 
of Integrated Conservation and Development 
Program activities. 

• Supports research studies on medicinal plants, 
and grazing in collaboration with the national 
research institutions to provide analytical inputs 
to the Government for policy advocacy 

• Antipoaching program 
 

UNDP/GEF 
• The Greenhouse Gas Project (1996–2003) is to 

strengthen the capability of the Government to 
identify and quantify greenhouse gas sources 
and sinks; to assess vulnerability, mitigation 
and adaptation options; and to determine 
national response strategies.  

• The National Biodiversity Conservation 
Strategy and National Action Plan (1996–2003) 
is to promote conservation of the major 
ecosystems and their biological diversities, and 
to devise action plans and programs to 
sustainably utilize these diversities to improve 
people’s livelihoods. 

• Integrated Management of Jigme Dorji National 
Park (1996–2003) 

• Removing Barriers to Mini and Micro 
Hydropower Development for Decentralized 
Rural Electrification  

• The National Capacity Self-Assessment Project 
(2003–2004) is to prepare a national 
assessment of capacity building needed for the 
Government to meet national obligations under 
United Nations environmental conventions 
(Climate Change and Biodiversity). 

•  The Building Local Capacities for Sustainable 
Development project (awaiting approval for 
2003–2004) will develop capacities of local 
governments and communities in 



 

 

60          Appendix 1 
 

 
Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

environmental management. It will implement 
micro-environmental action plans that the 
communities define and prioritize, and will build 
on these and other experiences to develop 
local capacity in environmental management 
and sustainable livelihoods. 

•  Other projects supported by the GEF-Small 
Grants Program (SGP) include supporting 
environmental awareness activities, national 
park management and conservation; 
community-based environmental planning and 
program; and incorporation of global 
commitments into national policy and 
programs. 

 
Finance 
 

Strengthen the financial sector and industry 
infrastructure to promote private sector development 
• Lending for Small and Medium Size Enterprise 

Development (2007) 
• Lending for Financial Sector/Nonbank Financial 

Institutions Reform Program (2006) 
• TA for Preparing the Financial Sector/Nonbank 

Financial Institutions Reform Program (2005) 
 

Denmark 
• Good Governance and Public Administrative 

Reforms Programme, Phase I (1997–2003) 
with grant assistance of DKK42 million. The 
focus included broadening the tax base 
through support to Department of Revenue and 
Customs and accountability through support to 
Royal Audit Authority 

• Good Governance and Public Administrative 
Reforms Programme, Phase II (2003–2008) 
with grant assistance of DKK44.5 million. One 
focus is on core fiscal institutions to facilitate 
fiscal decentralization 

• Environment and Urban Sector Programme 
Support (2004–2008), with grant assistance of 
DKK110 million ($18 million) includes support 
for cleaner technology and environmental 
management in industries and mines 

 
Kuwait 
• Financial sector and industries 

 
SNV-Netherlands 
• Rural Enterprise Development 
• Strengthening Capacities for Sustainable 

Microfinance 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

UNCDF 
• Microcredit for the poor, and decentralized 

public investments for the poor 
Gender and Development 
 

Provide economic opportunities for women. 
 

Denmark 
• Women in the development process 
• Cross-cutting in all sector programs of health, 

environment and urban, education and the 
good governance and public administrative 
reforms programme 
 

Switzerland 
• Gender is a crosscutting issue that receives 

specific consideration in all Swiss-assisted 
projects  
 

UNDP 
• Support to promoting gender 
• Support for production of the first Government 

report on the Convention on Elimination of All 
Forms of Discrimination against Women 
(CEDAW) and follow-up activities 

• E-business for Rural Women 
 

UNFPA 
• Assistance for life skills education for female 

adolescents, along with advocacy for gender 
equality and women’s empowerment; 
mainstreaming gender concerns in population 
and development planning 
 

UNICEF 
• Support for nonformal education for women, 

benefiting some 50,000 female adult learners 
 
UNIDO 
• Support for women’s entrepreneurial 

development 
 
UNIFEM 
• TA for gender analysis and gender equity 

policies 
 



 

 

62          Appendix 1 
 

 
Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

Governance 
 

Strengthen public resource management and aid 
coordination; enhance sector capacity for project 
implementation; improve economic statistics; assist 
decentralization 

• TA for Implementing Labor Law (2005) 
• TA for Municipal Planning and Governance 

(2007) 
• TA for Strengthening the Auditor General’s 

Office (2007) 
• TA for Capacity Building for Good 

Governance (2008) 
• TA for Public Resource Management II 

(2008) 
• TA for Implementation of Monitoring and 

Evaluation Systems (2008) 
 

Denmark 
• Democratization, good governance, and 

decentralization 
• Good Governance and Public Administrative 

Reforms Programme, Phase I (1997–2003) 
• Good Governance and Public Reforms 

Programme, Phase II (2003–2008) with grant 
assistance of DKK44.5 million. It aims to 
strengthen decentralization, legislation and rule 
of law, media and core fiscal institutions 

 
India 
• E-Governance Project 
 
JICA Pipeline 
• Local Governance and Decentralization Project 

 
SNV 
• Capacity strengthening support to Royal 

Institute of Management and to Public Health 
Engineering 

 
SNV-Netherlands 
• Decentralization Support Program 

 
Switzerland 
• Decentralization as a transversal theme, 

political dialogues, organized study tours.  
• Training of national finance service 

accountants at district level 
• ICT for elective and functional teacher 

education, research and extension, M&E for 
the RNR sector, forestry management system, 
management at central to gewog levels, 
resource sharing and linkages. ICT is also a 
crosscutting theme with early budgetary inputs 
for capacity development, in terms of both 
training and infrastructure/equipment 

 
UNDP 
• Deficiency and accountability in the civil 

service; ICT for improved efficiency in public 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

sector; Royal Audit Authority support; support 
to judiciary; human resource development for 
local government; information, education, and 
communication for decentralization; 
strengthening of capacity of legislators to 
articulate pro-poor policies; services for 
drafting key legislation; strengthening of judicial 
and administrative powers, including revision of 
civil service rules and introduction of position 
classification system; ensuring transparency 
and accountability of governance 
 

UNFPA 
• Strengthening of population planning 

management in focus districts 
 

UNDP, UNCDF 
• Strengthening grassroots planning through 

block grants to selected gewogs for local-level 
development and implementation of small-
scale socioeconomic activities, social 
infrastructure, and natural resource 
management systems; capacity building for 
district and block development committees; 
implementation of the Cooperatives Act; 
improved capacity of Ministry of Home Affairs; 
support to ongoing review of the 
decentralization process 
 

UNCDF, UNDP, and SNV 
• Decentralization and local participation 
 
 
World Bank 
• Public expenditure analysis 
 

Inclusive Social Development 
 

Institutional development for economic governance 
and sustainable development 
• Lending for Urban Infrastructure Development 

(2006) 
• Lending for Small and Medium-size 

Enterprise/Microcredit Development (2007) 

Austria  
• Human resource development for National 

Finance Service, Ministry of Finance  
• Hotel and Tourism Management Training at 

Institute of Hotel and Tourism Management, 
Salzburg, Austria (4 slots every year) for 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

• Lending for Urban Municipal Development-II 
(2007) 

• TA for Poverty Assessment and Monitoring 
(2006) 

• TA for Municipal Planning and Governance 
(2007) 

  

Tourism Sector 
• Masters in Mountain Forestry at the BOK 

University, Austria (2 slots every year) 
Department of Forestry 

• Asian Institute of Technology, Bangkok master 
courses (slots every year: 2 for Department of 
Energy, 2 for Ministry of Finance, and 2 for 
other sectors) 

 
CIDA-Canada 
Pipeline Projects 
• Establishment of Youth Resource Center in 

Mongar 
• Enhancement of Vocational Education in 

Schools in Trashigang 
• Pilot Project in Reading in Three Schools 
• Review and Reform of English Curriculum 
 
Denmark 
• Human Resource Development as integral part 

in all sector program for health, environment 
and urban, education and the good 
governance and public administrative reforms 
programme 

• Health Sector Programme Support, Phase III 
(2003–2008) with grant assistance of DKK82 
million ($14 million); 74% is granted as sector 
budget support 

• Education Sector Programme Support (2003–
2008) with grant assistance of DKK80.5 million 
($13 million). 75% is granted as sector budget 
support 

• Environment and Urban Sector Programme 
Support (2004–2008) with grant assistance of 
DKK110 million ($18 million); provision of 
urban services and infrastructure development 
will be supported in five district towns 

• Special Education for Disabled Children 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

FAO 
• Strengthening national capacities for food 

control, and effective participation in the Codex 
second phase 

 
JICA Pipeline 
• Free standing multisectoral technical training 
 
Germany (BMZ and GTZ) 
• Promotion of the Vocational Education and 

Training System 
• Promotion of Young People through Sports 

and Informational Training 
 
IDRC, Canada 
Ongoing Project 
• ICT Supported Distance Teacher Education 
 
Pipeline Project 
• Improving Rural Livelihood in Bhutan through 

Addressing Identified Information Needs 
• Networking Education and Technical Training  
 
IFAD 
• Human Resource Development/Institutional 

Capacity Building Programme 
 
Netherlands  
• Fellowship Program 
 
SDC 
• Support for Teacher Education Programme 
 
Switzerland 
• Capacity building at project, district and central 

level in education, suspension bridges, RNR 
(including forestry) and finance services with a 
decentralized approach for good governance, 
accountability, and efficiency 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

UNDP 
• Human resource development master plans for 

public and private sectors; twinning of Royal 
Institute of Management and AIT; poverty lines 
TA and preparation of household participatory 
poverty assessment; and support to 20 district 
multisectoral teams to develop regional 
awareness and prevention programs for 
HIV/AIDS 

 
UNDP, UNFPA, and UNICEF 
• Capacity building for the Central Statistical 

Organization through monitoring of millennium 
development goals 

 
UNFPA 
• Sustained advocacy for raising the profile of 

the girl child; assistance for family planning, 
population education, advocacy of issues 
concerning adolescents and women, and 
promotion of literacy and education; 
strengthening of information base for 
population and development planning, 
including TA to national census; assistance in 
the prevention of HIV/AIDS 

 
UNICEF 
• Provision of Vitamin A to 136,000 children 

through routine immunization and to all schools 
in the country; comprehensive support to the 
Iodine Deficiency Disorder (IDD) Program to 
maintain IDD elimination status, achieved in 
2002–2003; support to ChildInfo Network; 
support for curriculum development for more 
than 150,000 children during the 9th FYP; 
support in establishing 8 comprehensive and 
14 basic emergency obstetric care centers, 
tripling the proportion of births in such centers 
from 11% to 30%; support to prevent mother-
to-child transmission of HIV/AIDS, including 
establishment of voluntary testing, counseling, 
and support facilities in 20 districts; 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

development of life-skills-based education for 
10,000 male and female scouts trained as peer 
educators on HIV/AIDS 

 
WFP  
• School feeding in 168 educational facilities 

covering 35,465 students, and training of 
Government officials 

 
WHO 
• Assistance for integrated management of child 

health, including immunization and nutrition; 
strengthening organization of health services 
through capacity building and research 
promotion; capacity building and technical 
advice for improving maternal health; 
assistance to improve malaria control; 
strengthening of HIV surveillance through 
capacity building; improvement of DOTS 
treatment for TB through capacity building; 
support for strengthening of essential drugs 
supply through standardization and adoption of 
legal provisions 

 
WWF 
• The Women in Environment Project is to 

improve the economic conditions of poor 
farmers, particularly of women, who live in and 
around the protected areas through 
environment-friendly and sustainable livelihood 
programs. 

• Provide scholarships to disadvantaged girls  
 

Industry and Trade 
 

Facilitate SME development 
• Lending for SME/Micro Credit Development 

Program (2007) 
 

Austria 
• Renovation of portal building at Trongsa 

Dzong, frescos restoration at Chorten 
Lhakhang, Trongsa Dzong, and on-the-job 
training for Bhutanese conservators in frescos 
conservation 

• Tourism Development Programme 1999 (July 
1999–June 2003) is to implement training and 
research 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

• Tourism Development Programme 2003 
(October 2003–September 2005) (TA and local 
costs) for preparation of a sustainable tourism 
development strategy  

• Institutional strengthening of the Tourism 
Department; and a feasibility study for the 
Hotel Management and Tourism Training 
Institute (2002) 

  
European Commission in cooperation with ITC 
and UNESCAP 
• TA capacity building and awareness-raising for 

trade promotion and export development, 
including strengthening the capacity of the 
Bhutan Export Promotion Centre and sector-
specific support to the private sector. Review of 
Bhutanese legislation for WTO compliance, 
including suggesting and drafting necessary 
amendments; raising awareness in the public 
and private sector on requirements for and 
consequences of WTO membership; 
exchanging experience with other acceding 
LDCs in the region 

 
SNV-Netherlands 
• Rural Enterprise Development 
• Strengthening Capacities for Sustainable 

Microfinance 
 
UNCTAD 
• TA on trade issues; facilitation of access to 

Global System of Trade Preferences 
 
UNDP 
• Analysis of WTO accession 
 
UNIDO 
• TA for establishing a division for the promotion 

of foreign investments; establishing and 
operating industrial estates; analysis of textile, 
wood, cane, and bamboo products for export; 
regional program on trade facilitation 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

Law and Public Sector Management 
 

Continue to assist the capacity building of the 
Government.   
• TA for Implementing Labor Law (2005/06) 
• TA for Municipal Planning and Governance 

(2007) 
• TA for Strengthening of Auditor General’s Office 

(2007) 
• TA for Public Resource Management II (2008) 
 

UNDP 
• Poverty monitoring 
 
Danida 
• Assistance in judicial capacity building 

Private Sector Development 
 

Promote private sector activities by (i) supporting 
improved policy framework and more efficient 
financial intermediation, (ii) improving road transport 
and expanding power transmission and distribution, 
(iii) promoting exports by establishing a dry port and 
industrial estate, and (iv) establishing the necessary 
legal and institutional framework, and examining 
viable financial modalities for private sector 
participation in economic development. 
• Lending for Road Network (2005) 
• Micro Credit TA (2006) 
• Lending for Urban Infrastructure Development 

(2006) 
• Power Sector Cluster TA (2006) 
• TA for Rural Electrification/Renewable Energy 

(2007) 
• Lending for Urban Municipal Development II 

(2007) 
• Lending for SME Development (2007) 
• TA for Road Network II (2008) 

Denmark 
• Suppor the private sector through the Private 

Sector Development Programme 
 

European Commission in cooperation with ITC 
and UNESCAP 
• TA, capacity building, and awareness-raising 

for trade promotion and export development, 
including strengthening the capacity of the 
Bhutan Export Promotion Centre, and sector-
specific support to the private sector 

• Review of Bhutanese legislation for WTO 
compliance, including suggesting and drafting 
necessary amendments; raising awareness in 
the public and private sector on requirements 
for and consequences of WTO membership; 
exchanging experience with other acceding 
LDCs in the region 

 
FAO 
• Assessment of agroprocessing industries 
 
SNV 
• Support for Bhutan Development and Finance 

Corporation; support for the tourism sector 
 
Switzerland 
• Small activities in farm business training; self-

employed specially in writing/culture, and 
through construction of infrastructure and 
maintenance management 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

UNDP 
• Policy, legal, and regulatory reform to support 

private sector development; and electronic-
commerce pilot study 

 
World Bank 
• Private Sector Survey (2002) 
 

Regional Cooperation 
 

Build on bilateral partnerships under SASEC-I to 
enhance growth potential through regional 
cooperation among Bangladesh, Bhutan, India, and 
Nepal, particularly in (i) energy; (ii) transport; (iii) 
environment; (iv) tourism; and (v) trade, industry, 
and private sector development. Follow on activities 
under SASEC-II. 
• Lending for Road Network (2005) 

 

Austria 
• ICIMOD Rangeland Development, 
• ICIMOD promotion and development of 

beekeeping 
 
FAO 
• Improvement of agricultural statistics in Asian 

and Pacific countries 
• National demonstration on lactoperoxidase 

system of milk preservation in selected South 
Asian countries 

 
IDRC, Canada 
• PAN Localization: A Regional Initiative to 

Develop Local Language Computing Capacity 
in Asia 

 
India 
• Trade and investment, and infrastructure 

development 
 
Switzerland 
• Involved in regional initiatives in which the 

Bhutanese program take advantage of services 
and products of international agencies such as 
IRRI, ICIMOD, and RECOFTC 

• Regional Initiatives in themes such as 
governance, education especially vocational 
training, transport and infrastructure, and 
institution and organizational development, 
including public administration reforms are 
undertaken year to year 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

UNDP  
• HIV/AIDS subregional program 

 
WWF 
• Eastern Himalayan ecoregional program for 

biodiversity conservation 
 

Sustainable Economic Growth 
 

Develop private sector activity; improve 
infrastructure activities upgrade technical and 
managerial skills. 
• Lending for Road Network (2005) 
• Lending for Small and Medium 

Enterprises/Microcredit Development Program 
(2007) 

• Power Sector Cluster TA(2006) 
• Microcredit TA (2006) 
• TA for Renewable Energy/Rural Electrification 

(2007) 
 

European Commission in cooperation with ITC 
and UNESCAP 
• TA, capacity building and awareness-raising 

for trade promotion and export development, 
including strengthening the capacity of the 
Bhutan Export Promotion Centre and sector-
specific support to the private sector 

• Review of Bhutanese legislation for WTO 
compliance, including suggesting and drafting 
necessary amendments; raising awareness in 
the public and private sector on requirements 
for and consequences of WTO membership; 
exchanging experience with other acceding 
LDCs in the region. 

 
Germany 
• Advisory Services for Promotion of the 

Vocational and Training System in Bhutan 
(previously Advisory Services for the National 
Technical Training Authority) 
 

India 
• Roads, hydropower, and other infrastructure 

development 
 
Switzerland 
• Farm roads in east central region and 

suspension bridges throughout the country 
 
UNDP  
• Study on potential impact of accession to 

WTO; establishment of a national poverty/MDG 
monitoring system to enhance pro-poor 
policies  
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

World Bank, WFP, SNV, SDS  
• Roads 

 
FAO, UNDP, UNIDO, SNV, and Netherlands 
Development Organization 
• Rural enterprise development for economic 

growth in rural areas 
 

Transport and Communications 
 

Support economic development by providing better 
access to regional and domestic markets, improving 
the road system and expanding the road network in 
rural Bhutan to gain from potential opportunities in 
tourism, agroprocessing, and mining. 
• Lending for Road Network Expansion Project 

(2005) 
• TA for Road Network II (2008) 
 

Denmark 
• Good Governance and Public Administrative 

Reforms Programme, Phase II (2003–2008) 
with grant assistance of DKK44.5 million. It 
aims to strengthen decentralization, legislation 
and rule of law, media and core fiscal 
institutions 

• Rural Telecommunications Project ($20 million) 
with the aim to provide telecommunications 
facilities in all 201 blocks through the Danida 
Mixed Credit Programme 
 

IFAD 
• Possible new project in six eastern districts 

(SEZAP) for expansion of rural roads and 
marketing development 

 
India 
• Construction of north-south road corridor; 

Preparation of Transport Master Plan 
• Dzongkhag LAN Internet Connections 
• Telecom Cellular Phone Project 
 
Japan 
• Reconstruction of bridges and farm road 

development 
• Rural infrastructure development 
 
JICA Pipeline 
• Reconstruction of Bridges I (term III) 
• Improvement of Equipment for Road 

Construction and Maintenance III 
• Reconstruction of Bridges II 



 

 

 
A

ppendix 1          73

 
Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

• Flood Mitigation Master Plan for South 
Western Region 

• Human Resource Development and Capacity 
Development of Bridge Division 

• Equipment for Underground Cable Installation 
• Local Network Expansion and HRD for Bhutan 

Telecom 
• Multipurpose Crane Truck for Telephone Cable 

Installation 
• Construction of Mule Track from Jongthang to 

Tsachuphu 
• Construction of Khoma Suspension Bridge 
• Construction of Gorthungla Suspension Bridge 
 
SIDA 
• Civil Aviation Master Plan 
 
Switzerland 
• Suspension and suspended bridges across the 

country to provide access to the socioeconomy 
in rural settings 

• Support to Road Bridge Division to strengthen 
its capacity and build Puna Tsang Chu Bridge 
in Wangdue 

 
WFP 
• Construction of power tiller and mule tracks in 

impoverished districts to allow access to 
agricultural markets 

 
World Bank 
• Rural access roads to help increase access of 

rural population through expansion of road 
network, while applying environment-friendly 
road construction methods 
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Sector/Thematic/Area 

 
ADB Strategy/Activities 

Other Development Partners’ 
Strategy/Activities 

Water Supply, Sanitation, and Waste 
Management 
 

Facilitate urban infrastructure development 
• Lending for Urban Housing/ Infrastructure 

Development (2006) 
• Lending for Urban Municipal Development II 

(2007) 

World Bank 
• Urban development 
 
Danida 
• Urban development 

ADB = Asian Development Bank, CEDAW = Convention on the Elimination of All Forms of Discrimination Against Women, DADM = Department of Aid and Debt 
Management, Danida = Danish International Development Agency, DOTS = directly observed treatment/therapy short course, EA = executing agency, FAO = Food 
and Agriculture Organization, GEF = Global Environment Facility, HIV = human immunodeficiency virus, HRD = human resource development, ICDP = Integrated 
Conservation and Development Program, ICIMOD = International Centre for Integrated Mountain Development, ICT = information and communication technology, 
IFAD = International Fund for Agricultural Development, IRRI = International Rice Research Institute, ITC = International Tendering Company, JICA = Japan 
International Cooperation Agency, LDC = less-developed countries, MDG = Millennium Development Goals, M&E = monitoring and evaluation, NECS = National 
Environment Commission, RECOFTC = Regional Community Forestry Training Center, RMA = Royal Monetary Authority, RNR = renewable natural resources, 
RSEB = Royal Stock Exchange of Bhutan, SASEC = South Asia Subregional Economic Cooperation, SDS = Sustainable Development Secretariat, SEZAP = 
Second Eastern Zone Agricultural Program, SME = small and medium enterprise, SNV = Netherlands Development Organization,TA = technical assistance, UNCDF 
= United Nations Capital Development Fund, UNCTAD = United Nations Conference on Trade and Development, UNDP = United Nations Development Programme, 
UNESCAP = United Nations Economic and Social Commission for Asia and the Pacific, UNFPA = United Nations Population Fund, UNICEF = United Nations 
Children's Fund, UNIDO = United Nations Industrial Development Organization, UNIFEM = United Nations Development Fund for Women, VERCON = Virtual 
Extension–Research Communication, WHO = World Health Organization, WTO = World Trade Organization, WWF = World Wildlife Fund, and 9FYP = Ninth Five-
Year Plan. 
1 Switzerland as development partner is referred to as Swiss Agency for Development Cooperation (SDC) and Helvetas Swiss Association for International 
Cooperation. The interest of SDC in Bhutan is represented by Helvetas. 
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Table A1.6: Portfolio Indicators—Portfolio Amounts and Ratings 

(public sector loans, as of 31 March 2005) 
 

 Ratinga 
 Net Loan 

Amount Total Highly 
Satisfactory Satisfactory 

Partly 
Satisfactory 

Unsatis- 
factory 

Potential 
Problemb At Riskc 

Sector $ million % No. % No. % No. % No. % No. % No. % No. (%) 
                 
Education 8.2 18.4 1 20.0 0 0.0 1 20.0 0 0.0 0 0.0 0 0.0 0 0.0 
Energy 19.7 44.4 2 40.0 0 0.0 2 40.0 0 0.0 0 0.0 0 0.0 0 0.0 
Multisector   5.9 13.4 1 20.0 0 0.0 1 20.0 0 0.0 0 0.0 0 0.0 0 0.0 
Transport and  
 Communications 

10.6 23.9 1 20.0 0 0.0 1 20.0 0 0.0 0 0.0 0 0.0 0 0.0 

                 
 Total 44.4 100.0 5 100.0 0 0.0 5 100.00 0 0.0 0 0.0 0 0.0 0 0.0 

  No. = number. 
a One rating for implementation progress and development objectives, based on the lower rating of either. 
b Potential problem loans are satisfactory loans but have four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
c A loan is "at risk" if it is rated as partly satisfactory, as unsatisfactory, or as a potential problem. 

    Source: Asian Development Bank Project Coordination and Procurement Division. 
 



 

 

76          Appendix 1 
 

 
Table A1.7: Portfolio Indicators—Disbursements and Net Transfers of Resources 

(public sector loans, as of 31 March 2005) 
 

Disbursements and Transfers OCR ADF Total 
Disbursementsa    
 Total Funds Available for Withdrawal ($ million)  0.0 44.4 44.4 
 Disbursed Amount ($ million, cumulative) 0.0 26.8 26.8 
 Percentage Disbursed (disbursed amount/total available) 0.0 60.3 60.3 
 Disbursements ($ million, latest year) 0.0 7.0 7.0 
 Disbursement Ratio (%)b 0.0 13.8 13.8 
Net Transfer of Resources ($ million)    
 2001 0.0 5.7 5.7 
 2002 0.0 12.8 12.8 
 2003 0.0 3.3 3.3 
 2004 0.0 5.4 5.4 
 31 March 2005 0.0 2.6 2.6 
ADF = Asian Development Fund, OCR = ordinary capital resources. 
a Includes all loans with disbursements during 2004. 
b Ratio of disbursements during the year over the undisbursed net loan balance at the beginning of the year less 

cancellations during the year. Effective loans during the year have also been added to the beginning balance of 
undisbursed loans. 

Source: Asian Development Bank Project Coordination and Procurement Division. 
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Table A1.8: Portfolio Indicators—Evaluation Rating by Sector 

(1999–2004) 
 

 
Highly 

Successful Successful 
Partly 

Successful Unsuccessful No Rating Total 
Sector No. % No. % No. % No. % No. % No. % 
Agriculture and Natural Resources 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 
Education 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 
Energy  0 0.0 1 50.0 0 0.0 0 0.0 0 0.0 0 0.0 
Finance 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 
Health, Nutrition, and Social Protection 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 
Industry and Trade  0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 
Law and Public Sector Management  0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 
Multisector 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 
Transport and Communication 0 0.0 1 50.0 0 0.0 0 0.0 0 0.0 0 0.0 
Water Supply, Sanitation, and Waste 

Management 
0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 

             
      Total 0 0.0 2 100.0 0 0.0 0 0.0 0 0.0 0 0.0 

  No. = number. 
  Sources: Asian Development Bank project (program) audit reports. 
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Table A1.9: Portfolio Implementation Status 
(public sector loans, as of 31 March 2005) 

 
    Net Loan Amount Closing Date  

 Loan   OCR ADF 
Approval 

Date 
Effective

Date Original Revised Progress 
Sector No. Seg Title ($ million) ($ million) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (dd/mm/yy) (% complete) 
           
MS 1625  Urban Infrastructure 

Improvement Project 
0.0 5.9 30 Jul 98 17 Mar 99 30 Jun 04 30 Jun 05 76.0 

EN 1712  Sustainable Rural 
Electrification Project 

0.0 9.5 25 Nov 99 14 Jan 00 31 Mar 04 31 Dec 05 95.0 

TC 1763  Road Improvement Project 0.0 10.6 03 Oct 00 23 Nov 00 30 Jun 05 – 84.0 
ED 1830  Basic Skills Development 

Project 
0.0 8.2 21 Jun 01 16 Nov 01 31 Mar 07 – 38.0 

EN 2009  Rural Electrification and 
Network Expansion 

0.0 10.2 30 Sep 03 31 Mar 04 31 Mar 07 – 20.0 

           
    Total 0.0 44.4      

ADF = Asian Development Fund, ED = education, EN = energy, MS=multisector, No. = number, OCR = ordinary capital resources, Seg = segment (pertaining to 
loans with more than one withdrawal authority),  TC = transport and communications. 
Source: Asian Development Bank Project Coordination and Procurement Division.  
 
 
 
 
 
   

 
              



 

 

 
A

ppendix 1          79

 
     

 
 Loan   

Cumulative 
Contracts/ 

Commitments 

 
Cumulative 

Disbursements Rating 

 
 

Potential 

 
 

At  
Sector No. Seg Title ($ million) ($ million) IP DO Problema Riskb 
          
MS 1625  Urban Infrastructure 

Improvement Project 
5.5 4.9 S S No No 

EN 1712  Sustainable Rural Electrification 
Project 

9.2 8.8 S HS No No 

TC 1763  Road Improvement Project 10.2 7.4 S S No No 
ED 1830  Basic Skills Development Project 3.8 3.1 S S No No 
EN 2009  Rural Electrification and Network 

Expansion 
7.1 2.6 S S No No 

          
    Total 35.8 26.8     

ED = education, EN = energy, MS=multisector, No. = number, Seg = segment (pertaining to loans with more than one withdrawal authority),  TC = transport 
and communication; DO = development objectives, HS = highly satisfactory, IP = implementation progress, PS = partly satisfactory, S = satisfactory, U = 
unsatisfactory. 
a  “Yes” for loans with four or more risk factors associated with partly satisfactory or unsatisfactory performance. 
b  A loan is considered "at risk" if it is rated as "PS" or "U" in either implementation progress or development objectives, or if it is a potential problem loan. 
Source:  Asian Development Bank Project Coordination and Procurement Division. 
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Table A1.10: Assistance Pipeline for Lending Products, 2006–2008 
 

    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory  ADB  Co- 
Name cation Priority Division Assistance Total OCR ADF Total Gov’t. financing 
       Loans Grants    
2006 Firm Loans            
 Finance            
  1. Financial Sector and GI ECG/GOV SAGF 2005 16.8 0.0 14.0 0.0 14.0 2.8 0.0 
      Nonbank Financial  PSD          
                Institutions Reform             
                Program            
   Subtotal     16.8 0.0 14.0 0.0 14.0 2.8 0.0 
 Social Infrastructure            
  2. Urban Infrastructure TI ISD/ENV SASS 2004 21.6 0.0 18.0 0.0 18.0 3.6 0.0 
      Development            
   Subtotal     21.6 0.0 18.0 0.0 18.0 3.6 0.0 
    Total     38.4 0.0 32.0 0.0 32.0 6.4 0.0 
            
2007 Firm Loans            
 Finance            
  1. Small and Medium- GI ECG SAGF 2006 20.0 0.0 20.0 0.0 20.0 0.0 0.0 
                Enterprise/Micro             
                Enterprises Development            
                Program            
  2. Urban Municipal TI ECG/ENV SASS 2004 12.0 0.0 12.0 0.0 12.0 0.0 0.0 
      Development – II            
   Subtotal     32.0 0.0 32.0 0.0 32.0 0.0 0.0 
    Total     32.0 0.0 32.0 0.0 32.0 0.0 0.0 
            
2008 Firm Loans      0.00 0.00 0.00 0.00 0.00 0.00 
 Energy            
  1. Rural Electrification and GI ECG SAEN 2007 32.0 0.0 32.0 0.0 32.0 0.0 0.0 
                Renewable Energy            
   Subtotal     32.0 0.0 32.0 0.0 32.0 0.0 0.0 
    Total     32.0 0.0 32.0 0.0 32.0 0.0 0.0 
            
ADB = Asian Development Bank, ADF = Asian Development Fund, OCR = ordinary capital resources, SAGF = South Asia Governance, Finance and Trade Division, SASS 
= South Asia Social Sectors Division, tbd = to be determined. 
Source: Asian Development Bank estimates. 
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Table A1.11: Assistance Pipeline for Nonlending Products and Services, 2006–2008 
 
   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Type Source ($'000) Source ($'000) ($'000) 
2006        
 Energy        
  1. Power Sector Cluster Technical SAEN ID TASF 400.0  0.0 400.0 
      Assistance        
   Subtotal    400.0  0.0 400.0 
 Law, Economic Management, and        
 Public Policy        
  2. Implementing Labor Law OGC ID TASF 200.0  0.0 200.0 
   Subtotal    200.0  0.0 200.0 
 Multisector        
  3. Financing for Micro Enterprises SAGF PP TASF 500.0  0.0 500.0 
   Subtotal    500.0  0.0 500.0 
 Others        
  4. Poverty Assessment and SAOC ID TASF 250.0  0.0 250.0 
      Monitoring        
   Subtotal    250.0  0.0 250.0 
   Total    1,350.0  0.0 1,350.0 
          
2007        
 Energy        
  1. Rural Electrification/Renewable SAEN PP TASF 500.0  0.0 500.0 
      Energy        
   Subtotal    500.0  0.0 500.0 
 Law, Economic Management, and        
 Public Policy        
  2. Municipal Planning and  SASS ID TASF 250.0  0.0 250.0 
      Governance        
  3. Strengthening of Auditor General’s SAGF ID TASF 300.0  0.0 300.0 
      Office        
   Subtotal    550.0  0.0 550.0 
 Multisector        
  4. Standards and Quality for SATC ID TASF 300.0  0.0 300.0 
      Civil Works        
   Subtotal    300.0  0.0 300.0 
   Total    1,350.0  0.0 1,350.0 
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   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Type Source ($'000) Source ($'000) ($'000) 

        
2008        

 Law, Economic Management, and        
 Public Policy        
  1. Capacity Development for Good SAOC ID TASF 300.0  0.0 300.0 
      Governance        
  2. Public Resource Management - II SAOC ID TASF 250.0  0.0 250.0 
   Subtotal    550.0  0.0 550.0 
 Multisector        
  3. Implementation of Monitoring and SAOC ID TASF 300.0  0.0 300.0 
      Evaluation Systems        
   Subtotal    300.0  0.0 300.0 
 Transport and Communications        
  4. Road Network – II SATC PP TASF 500.0  0.0 500.0 
   Subtotal    500.0  0.0 500.0 
   Total    1,350.0  0.0 1,350.0 
          

ADB = Asian Development Bank, ID = institutional development, OGC = Office of the General Counsel, PP = project/program preparatory, SAEN = South Asia 
Energy Division, SAGF = South Asia Governance, Finance and Trade Division, SAOC = South Asia Operations Coordination Division, SASS = South Asia 
Social Sectors Division, TASF = Technical Assistance Special Fund.  
Source: Asian Development Bank estimates. 
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COUNTRY STRATEGY AND PROGRAM FORMULATION 
 

1. To guide the country strategy and program preparation, a series of national and regional 
consultations was undertaken to deepen understanding about the evolving causes and 
consequences of poverty, and to help set priorities and strategies for future Asian Development 
Bank (ADB) assistance. The consultative process included a series of national level 
consultations, conducted intermittently between September 2004 and April 2005, with 
representatives of the Government, civil society organizations, private sector, and development 
partners. This was complemented by a series of regional consultations, aimed at capturing local 
views and concerns. The regional consultations focused on (i) causes and consequences of 
poverty; (ii) ways in which poverty could be overcome; and (iii) regional development priorities.    
 
2. The local consultative process involved four regional level consultations between March 
3 and 29 March 2005. A total of 171 participants were involved including 102 women and 69 
men. Participants included (i) the rural poor; (ii) local government officials; (iii) village leaders 
and elders; (iv) village committee members; (v) village community members; (vi) women’s group 
leaders; (vii) teachers, (viii) students; (ix) religious leaders; (x) local private sector 
representatives; and (xi) the unemployed. In addition, local government and nongovernment 
officials, planning officers, administrative officers, field extension staff, local teachers, local 
religious leaders and private sector representatives were included in the local consultations. The 
following districts were selected for the local consultations given their geographic, altitudinal, 
ethnical, socioeconomic, cultural, religious and regional differences.  
 

Table A2: Districts Selected for Local Consultations 
 

Region Dzongkhag Geog Ethnic  
Status 

Altitude  
(in mts.) 

Climatic 
Condition 

Western Thimphu Chang Ngalops 2,350 Temperate 
Central Bumtha Chumey Bumthaps 2,500 Temperate 
Eastern Trashigang Yangneer Sharshops 1,200 Subtropical 
Southern Sarpang Surrey Lhotshampas 300 Tropical 

Source: Asian Development Bank. 
 
A. National Stakeholders Recognize Importance of Economic Diversification 
 
3. National stakeholders reported that one of the main strengths of ADB assistance was its 
long-standing commitment to progress in key sectors, such as transport, rural electrification, 
financial sector, and urban development. A high degree of alignment between ADB assistance 
and the Government’s successive five-year plans (FYPs) was considered essential to the 
success of ADB assistance and of the Government’s development plans and strategies. The 
National Vision of Gross National Happiness was widely supported by national stakeholders, 
and it was felt that this focused attention on poverty reduction, within the context of balanced, 
inclusive and environmentally sustainable national development.   
 
4. Hydropower development is widely understood to be the main engine of economic 
growth, and national stakeholders believe that it will continue to be an important source of 
exports and government revenues in the decades to come. National stakeholders recognize that 
hydropower, electricity-intensive industries and the construction sector generate relatively little 
employment, especially for school leavers. Diversifying the economic base, particularly in labor-
intensive industries such as tourism and agro-processing, is deemed to be essential to creating 
the employment and incomes needed to broaden participation in the growth process.     
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5. Stakeholders were unanimous in their belief that the youth employment challenge is 
central to the national poverty reduction effort, and that private sector development will have to 
be accelerated to meet this challenge. Providing productive employment for educated youth was 
a major challenge because of the limited capacity of the Government to absorb new graduates 
and the slow growth of the private sector. With high rates of rural-to-urban migration, youth 
unemployment is becoming more serious. The rural poor have depend on transfers from family 
members working in urban areas—without productive employment opportunities for urban 
youth, private cash transfers would be insufficient for villagers to meet their basic cash needs. 
National stakeholders recognized that private sector development options are limited due to 
Bhutan’s small market and proximity to the highly competitive Chinese and Indian markets, but 
that over-regulation, skills shortages, restrictive investment policies, and shallow financial 
markets also limited scope for private initiative.   
 
6. National stakeholders presented ample evidence that improved market access, 
availability of basic infrastructure such as electrification and telecommunications, and access to 
basic social services is central to rural poverty reduction. Those areas of Bhutan that have been 
made accessible to markets, and provided with basic infrastructure and social services, have 
recorded considerable progress, despite limited arable land and a difficult terrain.         
 
7. Government officials stressed the need for ADB to continue to align its assistance to the 
priorities identified in the 9th FYP and its associated Poverty Reduction Strategy Paper. 
Exercising selectivity was advised, in terms of the choice of sectors and of approaches to foster 
progress in particular sectors. Officials stressed the need to mobilize external assistance to 
finance the expansion and efficient management of a national transport system, expand access 
to electricity in rural areas, improve municipal infrastructure particularly in the two major urban 
areas, assist in deepening and improving the efficiency of the financial system, and to foster 
development of small and medium enterprises. Government officials recognize that capacity 
constraints in each of these sectors, and in the management of the public sector as a whole, 
constrain long-term development. The Government needs long-term capacity development if it 
is to provide an enabling environment for private sector development and to efficiently and 
effectively manage its growing stock of infrastructure and social services.    
 
8. The Government has undertaken an independent analysis of its borrowing capacity. It 
has concluded that external borrowing, from concessionary sources, of approximately $50 
million per annum over the next decade is required to accelerate poverty reduction efforts and to 
meet the Millennium Development Goals. To date, the vast majority of public sector debt has 
been assumed to finance major hydropower projects. Repayments of these hydropower debts 
will accelerate after 2007 once the Tala Hydropower Project comes on stream. Falling levels of 
public sector debt, combined with electricity-export-fueled economic growth, will create 
substantial headroom for significant expansion in government borrowing for development 
purposes.  
 
9. Stakeholders outside of government stressed the importance of the Constitutional 
Reform Process and Decentralization on encouraging patterns of public expenditures that would 
lead to more inclusive and regionally balanced patterns of socio-economic development. 
Decentralization and constitutional reform are understood as being essential to provide a 
greater voice to the poor in both local and national development activities. Several stakeholders 
emphasized that the nation’s excellent governance record would be further improved by 
strengthening the capacities of the auditor general, and establishing a new set of anticorruption 
laws and regulations, as envisaged under the written Constitution.    
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10. Private sector stakeholders noted that over-regulation, infrastructure deficiencies, lack of 
skilled Bhutanese labor, shallow and non-competitive financial system, and restrictions on 
investment in key sectors (i.e., tourism and forestry) were key constraints to their operations. 
The national business association works in close consultation with the Government to improve 
the enabling environment for the private sector, but progress in fostering private sector 
development has been limited.  
 
11. Bhutan’s development partners acknowledge a high-degree of complementarity between 
their assistance support and that of the ADB. In addition to providing budget support, the 
Government of India is engaged in expanding the national highway system, developing two 
major new hospitals, developing agribusinesses to support crop agriculture and livestock, and 
providing support for skills training and a number of education institutes. New initiatives are 
planned to improve rail links, dry port facilities and industrial estates at border towns. Other 
multilateral and bilateral development partners support a wide range of initiatives in agriculture, 
rural development, education, health care, and rural water supply and sanitation. Progress in 
these sectors hinge on access to infrastructure, efficient financial markets, and greater 
opportunities for private sector development—sectors in which ADB support is concentrated. 
Steps are being taken to harmonize procurement procedures of development partners and the 
Government and a major effort is being made to improve the database for local poverty 
monitoring. To bolster harmonization in assistance planning, ADB has provided the thematic 
and sector studies prepared for this CSP to the development partners, several of whom plan to 
use these for their new country strategies and programs.  A likely reduction in bilateral support 
during the 10th FYP was signaled from the Government of Switzerland and Helvetas. Increased 
commitment of ADB assistance to Bhutan was widely appreciated by the development partners 
in light of the probable decline in funding support from selected bilateral partners.   
 
B. Jobs are the Main Concern to Regional Stakeholders 
 
12. Regional stakeholders identified the employment situation as the most serious constraint 
to poverty reduction. The poorest stakeholders explained that they had hinged all hope of 
freeing themselves from poverty through their children’s employment. The secure future they 
expected looks increasingly precarious in light of diminishing employment opportunities. There 
was general agreement that rural families had made great sacrifices to ensure that their children 
would receive adequate education, in the hope and expectation that they would provide them 
assistance during their old age. At present, educated rural youth are reluctant to work in 
agriculture, but are unable to find remunerative off-farm or urban employment. Rather than 
augment family income, under-employed, semiskilled rural youth are becoming a long-term 
burden to their families.   
 
13. Farmers in all the regions pointed out that their largest constraint was loss of crops to 
wild animals. Crop loss to wildlife has engendered substantial debate, both in village meetings 
and in the National Assembly, but practical solutions have yet to be found. Farmers participating 
in the consultations stated that over 40% of their crop is lost to wildlife, such as wild boar, deer, 
and monkeys. The damage caused by wildlife was cited as adequate grounds for leaving 
productive land fallow, which has led to decreased agricultural production and incomes.  
 
14. Regional stakeholders expressed concern about a hollowing-out of the villages, with 
many rural areas populated by the elderly and the very young. Disenchantment with diminishing 
rural opportunities, aversion towards arduous physical farm work, need for gainful employment, 
and the allure of urban life have combined to cause rural youth to migrate in large numbers to 
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urban centers. Such migration was leading to severe farm labor shortages. In some instances, 
elderly farmers left their fields fallow because of labor shortages.   
 
C. Regional Priorities Reflect Differences in Market Access  
 
15. Medium-term development needs and priorities, as perceived by local stakeholders, vary 
by region. Central and western Bhutan have better market access, and stakeholders are 
primarily interested in obtaining assistance for higher education, and for expanding production 
of cash crops, livestock, and local handicrafts for urban and export markets. Even in these more 
advanced regions, improvements in transport, electrification, access to social services, and off-
farm employment are still important. In eastern and southern Bhutan, improved access to basic 
infrastructure and social services remains the top development priority. In the more remote 
regions, microfinance is identified as essential to help in commercialize traditional handicrafts.  
 
16. Local stakeholders in western Bhutan feel that improving skills, market infrastructure, 
and commercial agriculture would be key to poverty reduction in their region. They identify the 
following development priorities: (i) access to tertiary education; (ii) education loan schemes for 
the poorest students to pursue higher education; (iii) roads; (iv) electricity; (v) access to 
sufficient drinking water; (vi) improved irrigation facilities; (vii) development of water 
cooperatives; (viii) access to soft loans and micro credit; (ix) paths for cattle to migrate to 
pasturelands; and (x) sufficient technical personnel such as engineers to help implement local 
projects. 
  
17. In central Bhutan, farm-to-market access roads and a meeting hall for the local 
government, access to microcredit and improved rural electrification are the highest priorities.  
An additional milk processing unit for the Chhoekor Gonor Gongphel Tshogpa (Chhoekor’s 
Committee for Livestock Development), lowering farm-to-market transport costs, and better 
market development for the local weaving industry were accorded high priority. Better pasture 
management was also cited as essential for combating poverty, given the recent granting of 
1,900 acres of national lands for local pasture development.   
 
18. Local stakeholders in southern Bhutan accord high priority to developing alternative 
sources of income, proper housing and better employment opportunities for their children. 
Priority areas for public assistance were identified to include: (i) improved access to markets; (ii) 
irrigation facilities; (iii) access to education; (iv) access to affordable credit; (v) access to 
sufficient drinking water; and (vi) access to affordable agricultural implements and small farm 
machinery.   
 
19. Unfavorable topography and infertile soil conditions in much of eastern Bhutan combine 
to impede growth in agricultural production. Stakeholders accord high priority to assistance that 
would provide income sources outside of agriculture and would promote value addition to their 
primary crop—maize, which is also the only surplus crop produced. A specific request was 
made for assistance for fencing around their fields to protect their crops from wild animals such 
as wild boar, deer, and monkeys. Stakeholders expressed high priority for assistance to improve 
access to: (i) roads; (ii) irrigation facilities; (iii) drinking water facilities; (iv) higher education; and 
(v) access to credit at more lenient terms than that provided by the Bhutan Development 
Finance Corporation.  
 
20. In southern and eastern Bhutan, local stakeholders identify the need for greater access 
to microfinance. This could be linked to the development of local weaver associations, 
particularly Yathra and Mathra weaving. The agricultural season in Bumthang is very short 
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because of high altitude and cold climatic conditions making weaving an important source of 
income for the rural poor. Currently, poor weavers weave Yathra in remote villages and sell the 
finished products to the two private Yathra sale outlets in Chumey. These weavers are seldom 
paid in cash for their products. Instead, Yathra is bartered for essential commodities such as 
salt, sugar, edible oil, rice or yarn.   
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COUNTRY SECTOR AND SUBSECTOR PLAN 
 
A. Poverty Assessment 

1. Poverty Profile  

1. In Bhutan, development is understood as a continuous process aimed at meeting a 
sustainable balance between the material and emotional, spiritual, and cultural needs of the 
people. Gross national happiness, the overarching goal of national development efforts, 
embodies poverty reduction as a national objective with its multi-dimensional approach to 
improving living standards, incomes, and social conditions. 
  
2. A few decades ago, to be poor in Bhutan meant that a family would likely experience 
hunger, either chronic or seasonal. Today, poverty implies that a family has little cash income 
and is unable to fully finance their children’s schooling, provide basic clothing, and meet 
expected ritual expenses. Assessing of poverty conditions has been difficult, partly because the 
nature of absolute poverty is changing, and partly because of gaps in statistical coverage and 
reporting. Only in 2004 a rigorous survey of living standards was conducted, an official poverty 
line estimated, and poverty incidence was officially assessed. 
       
3. Income Poverty. A recent assessment of income poverty, based on a 2003 Living 
Standards Survey, finds that some 31.7% of the country’s population fall below the poverty line 
of Nu740 per month. The poverty situation varies by region, with the highest incidence in the 
east (48%), the lowest in the west (18.7%) and moderate levels (29.5%) in the central region. 
Income poverty is found to be more of a rural phenomenon with 38.3% of the rural population 
living in poverty compared with just 4.2% in urban areas. As of 2003, some 233,000 persons 
were estimated to have an income below the national poverty line (Table A3.1).  
 

Table A3.1: Poverty and Subsistence Indices 
(% of the population) 

 
 Poverty  

Headcount 
Subsistence  
Headcount 

 Index 
(%) 

Standard 
Error (%) 

Contribution 
to Total 

Index 
(%) 

Standard 
Error (%) 

Contribution 
to Total 

 
Population 
Share (%) 

        
A. Bhutan 31.7 2.3 100.0 3.8 0.7 100.0 100.0 
1. Urban 4.2 0.7 2.6 0.031 0.03 0.15 19.2 
2. Rural 38.3 2.8 97.4 4.7 0.9 99.85 80.8 
        
B. Region        
1. Western 18.7 3.1 23.6 1.7 0.6 17.7 40.1 
2. Central 29.5 3.4 24.2 2.2 0.8 14.7 26.0 
3. Eastern 48.8 4.1 52.3 7.6 1.8 67.6 34.0 
Source: National Statistical Bureau. 2004. National Poverty Analysis Report. Thimphu. 
 
4. Most of the poor have incomes sufficient to meet minimum food subsistence needs but 
are insufficient to meet all of their basic nonfood requirements. The 2004 Poverty Analysis 
estimated that Nu561 million, or just 1% of GDP, would need to be transferred to the poor to 
raise their incomes above the poverty line.   
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5. The severity of poverty can be measured by the poverty gap and the poverty severity 
index. Using these measures, income poverty is found to be both deeper and more severe in 
rural Bhutan compared with urban areas. Poverty is also found to be deeper and more severe in 
the eastern region than in the other parts of the country.   
 
6. No official estimate is available of the proportion of the population that would be 
classified as poor using international comparators, such as proportion with incomes below $1 
per day in purchasing power parity terms. At the prevailing market exchange rate, however, two-
thirds of the population reported per capita incomes below the 2003 $1 per day poverty line.   
 
7. Inequity. Bhutan is marked by a high degree of income inequality. A person in the top 
quintile consumes almost 8 times more than one in the poorest. The Gini coefficient at 0.416 is 
high for a low income country, it is lower in urban areas (0.374) than in rural (0.381). Wide 
disparities in income reflect a large gap between income-earning opportunities in remote, 
subsistence-oriented villages, and in urban areas with access to formal sources of employment. 
 
8. Poverty and Household Size. Poor households are significantly larger than nonpoor 
households. On average, nonpoor households have 4.6 members, while poor households have 
6.6. In poor households, the age dependency ratio is 83% in the nonpoor is 68%. Very large 
households are especially vulnerable to poverty. Of households with more than 8 members, 
58% were found to be poor, according to the 2003 Living Standards Survey. 
 
9. Gender. This does not appear to be an important determinant of poverty. The share of 
the poor and nonpoor households headed by men and women is about the same, with men 
heading close to two thirds of both groups of households. Moreover, few differences are 
reported in poverty incidence, and depth and severity of poverty.   
 
10. Access to Education. Access is closely correlated with poverty status. The ability to 
complete middle secondary education is generally sufficient for an individual to raise his or her 
income above the poverty line. The school participation rate for the richest quintile is about 30 
percentage points higher than for the poorest. Primary school enrollment rates are far higher in 
urban than rural areas, and, as expected, net enrolment rates are higher for the nonpoor than 
for the poor. About 60% of poor children aged 6–12 attend school, while nearly 80% of nonpoor 
children attend school. Less than 40% of poor children aged 13–19 attend school, while 77% of 
the non-poor of the same age group attend school.   
 
11. Poverty and Occupation. The poor are likely to draw their principle source of income 
from agriculture, while the non-poor are more likely to draw their income from industry or 
services. Within agriculture, subsistence farmers who rely largely on crop production, those who 
own none or very few livestock, and those with little off-farm income (including remittances) are 
most vulnerable to poverty. In urban areas, petty traders, day laborers, and migrant households 
who live in hutments or shanties are most likely to be poor. 
 
12. Poverty and Expenditures. The urban poor spend 49% and the rural poor 59% of their 
income on foodstuffs, compared with 36% for the urban nonpoor and 45% for rural nonpoor.  
Both the poor and the non-poor are equally likely to have an individual fall ill, but the poor are far 
less likely to seek professional medical help. The poor are also far less likely to have access to 
modern services, such as electricity and piped water. 
 
13. Regional Dimensions. A qualitative assessment of poverty based on perception 
indicators undertaken in 2000 ranked the 50 most vulnerable gewogs (blocks), which account 
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for about 20% of the total number of households, from most vulnerable to least vulnerable. 
These gewogs are scattered throughout the country, and in fact, some of the most vulnerable 
were found in some of the relatively well off dzongkhags (districts). Some 63 of the 201 gewogs 
and 22 townships have households that report food insecurity; and 65% of the gewogs had no 
access to electricity; one third were not connected to feeder roads, and 45 were below the 
national average for the primary school enrolment rate of 72%.  
 

2. The Bhutan Poverty Line and its Application 

14. Bhutan’s national poverty line is made up of two components: (i) a food poverty line, 
giving the cost of a bundle of goods required to attain a diet of 2,124 kilocalories per day per 
person; and (ii) an allowance for basic non-food goods. To compute the food poverty line, a 
single basket, containing 33 items, and representative of the diet of the poorest 40% of the 
population was used. The cost of purchasing this food basket, or the food-poverty line, was 
estimated at Nu404 per month per person. Having set the food poverty line, a nonfood 
allowance was added to obtain an overall poverty line that incorporates both food and nonfood 
needs. This was done by estimating an Engel’s coefficient to estimate the average value of 
nonfood consumption for families whose expenditures were just sufficient to meet minimum food 
energy requirements. This was estimated at Nu740 per month per person. To take into account 
regional cost differences, deflators were computed using indices of basic food prices, and 
regional poverty lines were derived for three main regions of the country.  
 
15. The underlying population numbers, both nationally and by region, are not known with 
certainty and this makes interpretation of the poverty estimates difficult, particularly those that 
identify the absolute numbers of people or households classified as poor. In the absence of a 
national census, scheduled for May 2005, various population estimates are used to define a 
sampling frame for various living standard surveys (subject to varying confidence intervals).        
 
16. Bhutan’s poverty line, and its application is likely to result in an overestimate of absolute 
poverty levels. While the augmented food poverty-line method is widely used to establish 
poverty lines across Asia, it suffers from a number of conceptual flaws: adequate diets may not 
be available at that price level in all locations; other factors beyond calories (i.e., other nutrients, 
housing, clothing, etc.) are important for meeting basic biological needs; and consumption 
choices reflect preferences rather than the actual cost or availability of food and income to meet 
basic needs. In the Bhutan case, the most serious problem, however, is that the poverty line is 
applied on a per capita basis, rather than to the population adjusted by an adult equivalence 
basis. This results in a substantial over-estimate of the incidence and severity of rural poverty, 
since larger families have many young members whose daily caloric requirement would fall far 
below the 2,124 kilocalorie level used to define the food poverty line (and should therefore be 
treated as a fraction of an adult equivalent). Moreover, larger families could take advantage of 
scale economies in outlays for housing and other nonfood goods and services. That a poverty 
line estimated for adults was applied to families with both adults and children, is likely to have 
resulted in an overestimate of poverty levels by about one third for the country as a whole. 
  

3. Nonincome Dimensions of Poverty 

17. Aside from low incomes, poverty in Bhutan manifests itself in the form of low literacy, 
acute shortage of modern skills, poor nutrition and health indicators, inaccessibility to markets, 
and isolation. Despite striking advances in social indicators over the past three decades, many 
people have yet to experience the norms enjoyed by others. Moreover, vulnerability is 
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particularly marked in a number of gewogs (blocks of villages) especially in some of the more 
remote and inaccessible parts of Bhutan. 
 
18. Vulnerability. In the more remote and isolated areas, food shortages are known to 
occur during the planting season, and may last for up to 3 months a year. Usually, these are 
seasonal, lasting from May to July, and affect most households in the same village.   
 
19. Health Outcomes. Health indicators have steadily improved over the past three 
decades. In 1960, Bhutan’s infant mortality rate (IMR) was 203, one of the highest in South 
Asia. The rate has been subsequently reduced from 70.7 in 1994 to 60.5 per 1,000 live births in 
2001. Under-5 mortality per 1,000 live births was reduced from 97 to 84 between 1994 and 
2001, while maternal mortality per 1,000 live births declined from 3.8 in 1994 to 2.6 in 2000. The 
prevalence of child under-nutrition has fallen from 38% in 1990 to 19% in 2000. Life expectancy 
was estimated at 63 years in 2002, some 3 years above the average for South Asia. Nearly 
90% of the population is covered by the primary health care system, and 78% have access to 
safe drinking water and improved sanitation facilities. Piped sanitation systems either have been 
completed or are under construction in Thimphu, Phuentsholing, and four other towns. 
Immunization programs that reach 90% of the children have virtually eliminated neonatal tetanus, 
polio, and diphtheria. Malaria and leprosy have been brought under control, although malaria 
remains a problem in the southern part of the country. Contraceptive prevalence rates, although 
still low, increased from 19% in 1994 to 31% in 2000. Following the introduction of a national 
salt iodization program in the 1990s, iodine deficiency anemia has been virtually eliminated.  
 
20. Education Outcomes. The adult literacy rate has risen from an estimated 10% in 1970 
to 54% in 2003. In 2001, the gross primary school enrollment rate was 72%. By 2004, 81% of all 
children of primary school age were enrolled in school. While coverage is good, education 
quality is a concern. Less than one half of all those who enter primary school actually complete 
primary education; just 40% of young people of secondary school age are actually in secondary 
education, and many will drop out. Literacy rates for women are only about half that of men, 
however primary school enrollment among girls is higher than for boys in urban areas. 
Nationwide, almost half of primary school students are girls (47% of an overall enrollment ratio 
of 71%).   
 
21. Human Development. In 2004, Bhutan was classified at the lower end of the medium 
development countries on the United Nation’s human development index, with a ranking of 131 
out of 175 countries, up from a ranking of 142 in 1998 and 159 in 1990. A national human 
development report is being prepared using more up-to-date data, Bhutan’s ranking should rise. 
  
22. Progress toward Millennium Development Goals. Available data suggest that Bhutan 
remains on track in its efforts to achieve the Millennium Development Goals (MDGs). According 
to the 2004 Poverty Analysis, absolute poverty will be virtually eliminated over the next 8–15 
years. Bhutan intends to achieve the universal primary education MDG by 2007, about 8 years 
before the target date, and good progress is being made in achieving infant mortality, nutrition, 
maternal mortality, gender equality, and environmental targets (Appendix 1, Table A1.1).    
 
23. Poverty and the Labor Market. Poverty is associated with rural under-employment, 
youth unemployment, and a skills mismatch in the labor market. In 2004, Bhutan’s labor force 
participation rate was estimated at 50%, reflecting a paucity of employment opportunities 
outside of seasonal agriculture in rural areas. As in many other low-income countries, open 
unemployment is rare, but on a rising trend. The 2004 National Labor Force Survey estimates 
the overall open unemployment rate at 2.4% compared with 1.9% in 2001. The urban 



Appendix 3 92 

unemployment rate was estimated at 2.0%, and the rural rate at 2.0%. In urban areas, 
unemployment is estimated to be 3.3% for females and 1.9% for males. About 60% of those 
currently unemployed are between the ages of 15 and 24, about 80% are in urban areas.1   
 
24. Employment Generation. Some 60,000 Bhutanese school and university graduates are 
expected to be seeking gainful employment by the end of 2007, the majority of whom will aspire 
to secure jobs in the public sector, which will be unable to absorb only a small fraction of them. 
The labor market is characterized by a shortage of professional and vocational skills, and a 
population that is unwilling to work in certain unskilled occupations. Consequently, an estimated 
54,000 expatriates, primarily of Indian origin, are employed in Bhutan. 
 

4. Causes of Poverty 

25. A variety of factors combine to cause impoverishment in Bhutan. The country is 
landlocked, isolated, mountainous, and far from developed country markets. The low population 
density, spread over mountainous terrain raises the costs of economic activity, and of providing 
infrastructure and social services. More than half of the population is a half day’s walk from the 
nearest road, and more than two thirds reside in remote, mountainous regions.   
 
26. Isolation. Bhutan does not have any railways, inland waterways, seaports, or domestic 
air traffic, and therefore, the transportation system in Bhutan is almost totally dependent on the 
road network. To drive 500 kilometers from the west to the east requires 3 days by car. Lack of 
roads and transport networks, electricity and communications aggravate the situation. Lack of 
access to roads and modern forms of transportation is a critical obstacle to boosting agricultural 
production because high transportation costs raise input costs and reduce farmers’ incentives to 
produce and market their surplus crops. 
 
27. Demographics. At 2.1% per annum, the population growth rate is one of the most rapid 
in the region. More than 40% of the population is estimated to be under 15 years, contributing to 
a high dependency burden for families and rapid growth in demand for basic social services and 
youth employment.   
 
28. Landlessness. Living condition surveys conducted in 2000 found that the lack of, or 
inadequate size of landholdings was one of the main factors identified as a cause of poverty.    
About 14% of farm households own less than 1 acre of land, 55% own 1–4.99 acres and 22% 
own 5–9.99 acres. Just 16% of Bhutan is said to be suitable for agricultural cultivation, and half 
of that is already cultivated. Much of the remaining land is on steep slopes, cultivation of which 
could trigger erosion and resource degradation.   
 
29. Labor and Skill Shortages. In the rural areas, labor is insufficient for seasonal 
agriculture tasks because of migration of family members to urban areas for employment. 
Educated youth are reluctant to stay in the villages, and rural–urban migration rates are rising 
rapidly in recent years due to a combination of push and pull factors.2 Insufficient labor for 
tending crops and livestock can lead to a sharp descent into poverty and food insecurity for 
family members left in the villages. The need to contribute labor to local development projects 

                                                 
1 Caution should be exercised in interpreting the Labor Force Survey estimates. The survey is drawn from a very 

small sample of households, excludes all non-Bhutanese citizens, and classifies all those who worked just 1 hour a 
week as employed, and conversely those seeking employment but without any work at all as unemployed.  A large 
portion of those classified as “inactive” and working a few hours per week would, in other countries, be classified as 
unemployed. 

2  Policy and Planning Division, Ministry of Agriculture. 2005. Rural-Urban Migration in Bhutan. Thimhpu. 
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and the loss of a principal worker in the family due to death or illness also contribute to labor 
shortages in the villages. Those remaining in the villages lack the basic skills required for off-
farm employment. High adult illiteracy rates and poor quality basic education makes improving 
the rural skills base difficult. 
 
30. Vulnerability to Natural Disasters. Climate-induced disasters, such as floods and 
landslides, can cause loss of productive lands, standing crops, and household assets. Wildlife 
predations of crops, pest outbreaks, and crop failure also contribute to poverty, particularly for 
those whose land holdings are very small.  
 
31. Rituals and Indebtedness. Funeral expenses are particularly high because of the fairly 
extensive ritual outlays involved. In certain rural areas, families may become indebted to local 
moneylenders to finance the cost of funerals and become trapped in poverty. 
 
32. Limited Access to Social and Economic Services. In some communities, students 
have to walk for 2–3 hours each way to reach the nearest primary school. As a result, parents 
tend to defer enrolment of youngsters at the primary entry age of 6 years and do so at 7, 8, or 9 
years after the children have gained adequate physical stamina to make the long and arduous 
daily commute. Many poor families cannot afford the costs of school uniforms, supplies and 
transport. While access to health facilities has substantially improved, most rural families reside 
far from clinics. Accordingly, trained health personnel attend less than one of four births, and 
low birth weight continues to be a problem for about one of four newborns. 
 
33. Slow Agricultural Growth. Agriculture is the main source of income and employment 
for the vast majority of the poor, but it has been recording relatively slow growth. In regions that 
lack good transport facilities and ready market access, agriculture remains subsistence 
oriented. Other causes of slow growth include multiple constraints faced by farmers with small 
land holdings located along narrow river valleys, harsh climatic conditions, lack of access to 
extension workers; vulnerability to wild beasts, and limited scope for farm mechanization.   
 
34. Narrow Economic Base. The nation’s economic structure is still narrowly based, with 
the main drivers of economic growth coming from the exploitation of hydropower and the 
establishment of natural resource-based industries that make use of inexpensive power. Less 
than 10,000 jobs have so far been created in modern industries, most are concentrated in the 
southwest of Bhutan, close to the border with India, and around half of these jobs are occupied 
by expatriates. Only about 100 medium-size companies dominate the private sector, and most 
enterprises are cottage or mini enterprises with fewer than 10 employees and invested capital of 
less than $10,500. As a result, few opportunities are available for off-farm employment.   
 

5. Responses to Poverty 

35. Public Policies. Policies are broadly consistent with the goal of poverty reduction. In 
1961, when Bhutan initiated the first of its five-year development plans, the nation was marked 
by isolation and almost total dependence on subsistence agriculture. The 1st and 2nd five-year 
plans (FYPs) (1961–1971) concentrated on road construction and creation of a technical and 
administrative framework for governance. The 3rd and 4th FYPs (1971–1981) incorporated 
sector developments directed toward agriculture, forestry, electricity, mining, and public health. 
The 5th Plan (1981–1986) reflected wider developmental considerations covering (i) economic 
growth to increase domestic self-reliance; (ii) decentralization of developmental administration 
to improve government effectiveness; and (iii) wider dispersion of benefits deriving from 
economic progress. The 6th FYP (1987–1992) focused on the diversification of the economy 
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largely based on the exploitation of the country’s natural resources. The commissioning of the 
Chhukha hydropower plant (336 megawatts [MW]) in 1986 marked the beginning of this 
diversification and provided a means to increase exports of surplus energy to India, and thereby 
provide increased revenue to the Government. The 7th FYP aimed to (i) strengthen the 
development administration; (ii) preserve and promote national identity; (iii) mobilize internal 
resources; (iv) enhance rural incomes; (v) improve rural housing and resettlement; (vi) 
consolidate and improve development services; (vii) develop human resources; and (viii) 
promote people’s participation and self-reliance. The 8th FYP (1997–2002) supported the 
collective pursuit of gross national happiness and addressed key policy issues related to (i) 
achieving national self-reliance; (ii) ensuring sustained growth; (iii) strengthening national 
security; (iv) preserving and promoting cultural and traditional values; (v) promoting regional 
balanced development; (vi) improving the quality of life; (vii) developing human resource; (viii) 
decentralizing; (ix) privatizing; and (x) developing the private sector.  
 
36. Strong Macroeconomic Performance. This has underpinned poverty reduction efforts. 
For FY2003/04, economic growth is estimated at 6.8%, marginally lower than the 7.1% rate of 
the previous year. The power and construction sectors continued to be the main drivers of the 
economy, accounting for 10.8% and 19% of the gross domestic product (GDP), respectively. A 
28% increase in revenues and doubling of foreign grants, helped reduce the fiscal deficit by 
36% over the previous year. As a percent of GDP, the fiscal deficit in FY2003/04 is provisionally 
estimated at 6.7%, down sharply from the previous year’s level of 11.4%. While domestic 
revenues were sufficient to cover recurrent expenditures, financing of capital expenditures has 
remained dependent on external assistance. The balance of payments current account balance 
remained positive and was equivalent to 8.0% of GDP. As of end-December 2004, gross 
international reserves were $392.3 million. Of these, convertible currency reserves of $268.8 
million exceeded the convertible currency external debt of $242.6 million and the debt service 
ratio remained below 5%. Total reserves were sufficient to finance 18.6 months of imports. 
 

6. The National Poverty Reduction Strategy 

37. Bhutan’s National Poverty Reduction Strategy (NPRS) comprises the 9th FYP, and the 
Poverty Reduction Strategy Paper, both of which are subject to a high degree of Government 
and popular ownership. What is particularly noteworthy in the Bhutan case, is that the country 
has a national strategy for poverty reduction over a long-term planning horizon. Bhutan 2020: A 
Vision for Peace, Prosperity and Happiness (2000) a 20-year perspective strategy with long-
term strategies, goals, targets, and objectives for the development process. 
 
38. The 9th FYP (2002–2007) has five overall goals: (i) improving the quality of life and 
income, especially of the poor; (ii) ensuring good governance; (iii) promoting private sector 
growth and employment generation; (iv) preserving and promoting cultural heritage and 
environment conservation; and (v) achieving rapid economic growth and transformation. The 
plan emphasizes the strengthening of infrastructure, improving the quality of social services, 
ensuring good governance, promoting growth of the private sector, generating employment, and 
preserving and promoting culture and the environment. Priority is to be accorded to agriculture 
and rural development, creating an enabling environment for the private sector, enhancing the 
skills of the workforce, improving and expanding access to infrastructure, improving access to 
basic services, and improving food security. The private sector is expected to be the long-term 
engine of growth and employment generation. The enabling environment for the private sector 
will be improved by enacting more transparent industrial and investment policies and supporting 
laws, as well as by developing industrial estates and service centers. Improvements in 
infrastructure including roads and transport, electricity, and communications, will encourage 
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private investment by enhancing the competitiveness of Bhutanese products in regional and 
global markets. Efficient delivery of basic social services to underserved communities will 
depend critically on improvements in road transport networks, rural electrification and 
communications. The 9th FYP differs from past plans—for the first time the national FYP 
includes individual plans for 201 gewogs, prepared by the communities and their elected 
representatives. The size of the 9th FYP is Nu70 billion, made up in almost equal parts of capital 
and current outlay. This constitutes an increase of around 75% over actual expenditures during 
the 8th FYP. The NPRS identifies the key causes of poverty, articulates clear strategies and sets 
programmatic priorities for the Government’s strategic response to poverty. Table A3.2 
summarizes the Government’s diagnosis and strategic priorities for poverty reduction.  
 

Table A3.2: Bhutan: A Poverty Reduction Framework 
 

Major Causes of Poverty in Bhutan Strategic Interventions Highlighted in  
the NPRS to Combat Poverty 

Remoteness and Isolation Extension of transport, communications, and 
electricity networks, planned urbanization, and 
improved regional economic integration 

Large Families, Rapid Population Growth Improved female education, maternal and child 
healthcare, and family planning  

Low Agriculture Productivity Improved farm to market transport, improved 
agriculture/livestock research and extension 

Limited Access to Productive Assets Skills development and basic education 
Rural Labor Shortages  Locally planned rural development initiatives 
Limited Off-Farm Employment Opportunities Vocational training, rural electrification, market 

development 
Lack of or Limited Access to Basic Economic 
and Social Services 

Improved transport, extending network of basic 
social, economic/financial services 

Low Skills and Literacy Level  Improved quality of education (curricula, secondary 
and vocational school development)  

Lack of Remunerative Employment Promotion of private sector development, vocational 
training initiatives 

Illnesses, including Malaria, and Tuberculosis Improved doctor-patient ratio, monitoring and 
prevention STD, HIV/AIDS, and enhanced financial 
sustainability of health services 

Natural Disasters Promotion of food security, by boosting domestic 
agriculture production for home consumption and 
export 

Social Breakdown Promotion of respect for traditional Buddhist values 
and kinship, while promoting individual 
development  

Low Levels of National Income Maintain hydropower sector exports, while 
promoting economic diversification; mobilization of 
external assistance on favorable terms, and 
maintenance of stable and sustainable public 
finances 

Central Planning and Inequality in the 
Distribution of Economic Opportunities  

Decentralization and local participation in the 
planning, guiding, and executing development; 
constitutional reform, improvements in governance 
and rule of law 

AIDS = acquired immunodeficiency syndrome, HIV = human immunodeficiency virus, NPRS = National Poverty 
Reduction Strategy, STD = sexually-transmitted disease. 
Source: Government of Bhutan. 2004. Poverty Reduction Strategy Paper. Thimphu. 
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39. Tracking and delivering-results is an integral part of the NPRS. The Department of 
Planning, of the Ministry of Finance, has development a poverty monitoring and assessment 
system to monitor Poverty Reduction Strategy implementation. A specific set targets and 
indicators will be developed, and linked to the medium-term expenditure framework. The new 
system will regularly assess poverty, vulnerability and inequality outcomes. Assistance is being 
provided by United Nations Development Programme (UNDP) and United Nations Children’s 
Fund in developing local MDG indicators and preparing a decentralized database of gewog and 
dzongkhag indicators. 
 

7. Development Partner Support for Poverty Reduction 

40. Bhutan’s development partners are committed to assist the Government in achieving the 
MDGs and implementing the NPRS. Development partner assistance finances the vast bulk of 
the Government’s public investment program. At $148 per capita in 2002, external assistance 
was nearly three times higher in Bhutan than in the Maldives, the next largest aid recipient in 
per capita terms in the Asia region.  
 
41. About three fourths of external assistance to Bhutan is provided on a grant basis. In 
2002, some 31 development partners reported a combined $77 million of grant assistance and 
another $26 million in the form of loans, originating mainly from the Asian Development Bank 
(ADB), World Bank, Austria, and International Fund for Agricultural Development. India is the 
largest bilateral development partner, followed by Austria, Denmark, Japan, Netherlands, and 
Switzerland. Among the multilateral institutions, ADB is the largest development partner, 
followed by United Nations agencies and World Bank. Some 70% of all external assistance was 
provided to the following sectors: energy; agriculture, forestry and fishing; health; transport and 
storage; and multisector programs. In the future, aid terms are expected to harden due to the 
probable withdrawal of some bilateral donors and a possible diminution of program (i.e., budget) 
support from the Government of India. Bilateral programs from Germany are scheduled to end 
by 2006–2007 and those of the Government of Switzerland by the end of the 10th FYP.   
 

8. Options for ADB Assistance for Poverty Reduction 

42. The Government has a well-conceived, locally owned, poverty reduction vision and a 
clearly articulated set of development priorities. It also has a strong sense of the comparative 
advantage of various development partners, and determines on this basis where technical and 
financial assistance is most needed, and who can best provide it. The Government has 
traditionally preferred to use its grant and bilateral assistance for agriculture, rural development, 
and social sector support, and to use its concessionary loan finance for infrastructure and 
finance/private sector development. Accordingly, the Government has requested that ADB focus 
its future assistance in support of NPRS implementation in the following areas: (i) transport; (ii) 
power, including rural electrification; (iii) urban development; and (iv) financial and private sector 
development. These sectors are assigned a high priority in the NPRS, and scope exists to make 
a substantial contribution to poverty reduction in each area. ADB has also been requested to 
assist the Government in developing institutional capacity, without which Bhutan’s ability to 
manage the delivery of public services on a sustainable basis would be compromised.   

43. There are good reasons for focusing ADB assistance on these key sectors: (i) other 
development partners are heavily involved in complementary sectors, such as agriculture, rural 
development, education, and healthcare, and there is a limit to the amount of assistance that 
can be productively absorbed in those sectors is limited; (ii) the Government is devoting nearly a 
third of 9th FYP outlays to social sector development, and other multilateral partners are 
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providing assistance in these sectors; (iii) ongoing ADB-supported operations in vocational 
training and health sector reform are making important contributions and will require several 
years to be completed; (iv) ADB can build on a positive track record in assisting the Government 
deliver results in those sectors for which assistance has been requested; and (v) attainment of 
the main MDG  goals appears to be on track, with absolute income poverty levels forecast to be 
decline to near-zero within 7–15 years; 81% enrolment currently in primary education and 
programs in place to expand community schools by 89% during the 9th FYP (2002–2007), 
gender parity in primary school enrolment now imminent; and infant and child mortality declining 
by 41% and 48% respectively from 1984 to 2000.  
 
44. ADB is the largest multilateral assistance provider to Bhutan, and as such, bears a 
special responsibility to help the Government develop the institutional capacity and put in place 
public policies to support achievement of poverty reduction goals and objectives. Sector-
specific, thematic, and economy-wide constraints to poverty reduction will need to be addressed 
by aiming interventions at strengthening sector institutions and improving public policies. 
 
B. Gender Assessment 

1. Gender Status 

45. Gender relations in Bhutan tend to be more egalitarian than in many other societies, 
especially those in most South Asian countries. No evidence indicates that families accord 
preference to boys over girls. Adult workloads are roughly equal, and both men and women take 
responsibility for child care. Property rights are also much more equal than in most of South 
Asia, with women rather than men inheriting property in most areas. Consequently, gender 
indictors in Bhutan compare favorably with those in neighboring countries (Table A3.3).   
 

Table A3.3: Summary Gender and Development Indicators,  
Bhutan and Neighboring Countries 

 
 
Gender and Development Basic 
Indicators 

 
 

Bhutan 

 
 

Bangladesh

People’s 
Republic of 

China 

 
 

India 

 
 

Nepal 
Life expectancy, females as % of 
males, 2003 

104 101 106 102 99 

Adult literacy: females as % of 
males, 2000 

56 61 85 66 41 

Gross enrolment ratios: females 
as % of males, primary school 
(1998–2002) 

76 101 100 84 87 

Gross enrolment ratios: females 
as % of males, secondary school 
(1998–2002) 

29 109 93 71 74 

Contraceptive prevalence (%) 
(1995–2003) 

31 54 87 47 39 

Antenatal care coverage (%) 
(1995–2003 

— 40 90 60 28 

Skilled attendant at delivery (%) 
(1995–2003) 

24 14 97 43 11 

Maternal mortality ratio, reported 
(1985–2003) 

260 380 50 540 540 

Maternal mortality ratio, adjusted 
(2000) 

420 380 56 540 740 
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Gender and Development Basic 
Indicators 

 
 

Bhutan 

 
 

Bangladesh

People’s 
Republic of 

China 

 
 

India 

 
 

Nepal 
Lifetime risk of maternal death, 1 
in: (2000) 

37 59 830 48 24 

Total fertility rate, 1960 5.9 6.8 5.7 5.9 5.9 
Total fertility rate, 1990 5.8 4.6 2.2 4.0 5.1 
Total fertility rate. 2003 5.0 3.4 1.8 3.0 4.2 
Total fertility rate, Average annual 
rate of reduction (%), 1960–1990 

0.1 1.3 3.2 1.3 0.5 

Total fertility rate, Average annual 
rate of reduction (%), 1990–2003 

1.2 2.5 1.7 2.4 1.6 

— = not available. 
Source: Consolidated from United Nations Children’s Fund (http://www.unicef.org/infrobycountry/index.html). 2004.  
 
46. The population of Bhutan is estimated at 734,000 of which 49.5% are female. Both the 
sex ratio of 102 (males per 100 females) and median age of 19.4 years have not changed since 
1998. Life expectancy is slightly higher for females (66.2 years) than males (66 years). The 
maternal mortality rate, a key indicator of the status of women, is 2.6 per 1,000 live births, down 
from 7.7 per 1,000 live births in 1984 largely as a result of improvements in maternal health and 
access to health facilities. Bhutan has a young age structure and a high total fertility rate of 4.7. 
These contribute to a high population growth rate, which boosts the household dependency rate 
and raises the costs of providing social services. The Government is promoting a family 
planning policy with a target of reducing fertility to replacement level by 2012. Even if this 
ambitious target is achieved, the young age structure and high birth rate among the 15–24 age 
group (responsible for one third of births) mean the population will grow for the next 50 years. 
 
47. Women enjoy a status in Bhutan far superior to those in neighboring countries. 
Incidence of sex preference for sons, female infanticide, dowry deaths, and organized trafficking 
in women are rare. Women enjoy more rights than men in most areas, particularly with regard to 
the inheritance of property, and often hold the role of head of household, managing domestic 
finances and business transactions. Gender roles, particularly in rural areas, are not as rigid as 
in many agricultural societies and are based around the premise that family members carry out 
tasks for which they are best skilled or physically suited. As such, men tend to perform tasks 
that require more physical strength, such as plowing and tree felling, whereas women are the 
primary caregivers for children. Where women are not available, men will also perform 
household chores. Other tasks such as cultivation, harvesting, livestock management and 
fetching water/fuel are shared, as are decisions regarding purchase of agricultural inputs. 
 
48. The status of women varies somewhat between the three main ethnic groups. The 
Ngalop make up 35% of the population and are a matrilineal society, where women inherit land, 
own livestock and play a central role in the family. The Sharchop make up 50% of the 
population and are bilineal in the sense that property is divided equally among children 
regardless of sex. The Lhotshampas make up 15% of the population and live mainly in the 
south. They are patrilineal, largely Hindu rather than Buddhist, and to some extent a caste 
system exists within this group, all of which contribute to gender discrimination.   
 

2. Gender Gaps and Their Determinants 

49. Gender discrimination in Bhutan arises primarily from isolation and reduced access to 
health facilities resulting in high maternal mortality rates: some traditionally held views of women 
in distinct but identified areas; and high levels of female illiteracy; especially in remote areas. 
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Gender gaps date back to the early 1960s when Bhutan first embarked upon its measured 
approach to development. At this time, the country was almost entirely agrarian, with no roads, 
motor vehicles, electricity, telephones or postal service. Few people were literate and instruction 
was mostly religious, with only 11 primary schools. Due to a lack of educational facilities most 
children were sent to India for schooling, which involved physical hardships both in terms of 
travel to get to the border (mostly by foot over several days) and separation for long periods 
from family. For this reason, boys mainly undertook formal education. With the introduction of 
more schools in Bhutan, girls’ participation in education improved, however the still often 
formidable distances to be traveled and lack of adequate (or perceived safe) boarding facilities 
for girls remained a significant obstacle. This situation has improved markedly over the last few 
decades; however its legacy resulted in a substantial gender gap in education and literacy, 
which has affected women’s participation in the nonagriculture sectors, and reinforced practices 
that serve to keep women tied to home, family, and farm. While diminishing in importance, these 
traditional perceptions still exist today, especially in rural areas. 
 
50. Lack of education in the past led to a lower representation of women in high government 
posts. The 2000 Bhutan National Human Development Report3 indicates this situation is 
changing. While women represent just 20% of the civil service sector, they are increasingly 
choosing to becoming doctors, mechanics, engineers, entrepreneurs, and political decision-
makers.    
 
51. New challenges are emerging for Bhutanese women. Urbanization has resulted in 
increases in domestic violence, social dislocation from traditional extended family support 
networks, financial pressures, and unemployment. In particular, urban women are more likely to 
be unemployed than rural women due to a lack of urban sector skills. In public service, women 
earn less because they are concentrated in junior positions. Women on the whole earn less 
than men because over 50% are engaged in the rural economy, and because women perform 
the greatest share of home-based labor, which is either low paid, in the case of domestic 
servants and baby-sitters, or unpaid in the case of women looking after their own families. 
Women account for only 25% of employees in corporate and private organizations. However, 
they head several prominent firms and are on the board of directors of many prominent 
institutions. The incumbent secretaries of the Ministry of Finance and the Ministry of Foreign 
Affairs are experienced and well-qualified women. 
 
52. Gender and Health Care. Developments in the area of health and nutrition have had a 
major impact on decreasing gender gaps between women and men, girls and boys. The 
Government has accorded a high priority to health sector development since the outset of 
Bhutan’s modern development. Mother and child health and family planning have received more 
emphasis since 1995 when the implications of Bhutan’s high population growth rate became 
apparent. All heath care is free; basic health care services are guaranteed to all under the new 
draft constitution, and several specific health programs targeted to poor women and children 
have been implemented. Bhutan’s rugged terrain has always been a challenge for health 
service delivery. Improvements in road infrastructure (decreasing travel time) and 
telecommunications (connecting remote clinics to hospitals) have directly contributed to 
improved access to facilities and information.  
 
53. Gender and Education. Although gender disaggregated data is unavailable total female 
literacy is estimated to be only half that of men and possibly as low as 18%. The Gender Pilot 
Study (2001) found that literacy in urban areas (68%) is significantly higher than in rural areas 

                                                 
3  Government of Bhutan. 2000. Bhutan National Human Development Report. Thimphu. 
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(25%), that 75% of rural women in the 20–40 years age bracket were illiterate, and that 65% of 
girls aged 11–20 were literate compared with 75% of boys. Overall literacy of the population has 
increased steadily with the expansion of education infrastructure and introduction of nonformal 
education programs. These were introduced in 1981 by the National Women’s Association of 
Bhutan and subsequently implemented nationwide by the Government. They provide functional 
literacy and numeracy skills to those who have either missed out on or dropped out of the formal 
education system. More than 12,000 people have benefited from the program. Female 
enrolment in nonformal education programs is as high as 80%, but the high drop out rate of 
35% reflects students high work burdens, especially during the peak agricultural season. The 
rate of adult literacy was 17% in 1977, 28% in 1984, 48% in 1994, and 54% in 2002. The 
Government has a target of universal literacy of the population in the national language and 
basic numeracy by 2012.   
 
54. Female enrolment is catching up to male enrolment levels in overall terms. Regionally, 
enrolment is equal in four provinces, in Thimphu the female enrolment is slightly higher. 
Pemagatshel (in the southeast) has the lowest overall female enrolment ratio at only 43.4%. 
The gap between enrolment rates of girls and boys is larger as the level of education increases. 
Girls now make up 47% of all students in schools, 48.4% in primary schools, 49% at lower 
secondary, 47% at middle secondary, 39% at higher secondary, 34% at tertiary and 21% at the 
Royal Bhutan Institute of Technology. Enrollment gaps have decreased over time, and growth 
rates in enrolment at all levels are higher for girls than for boys.  
   
55. Forty years ago Bhutanese parents resisted sending their children to school. Many saw 
compulsory education as an unfair tax on them by the Government, having little understanding 
of education’s benefit in a largely subsistence-based agrarian nation. Attitudes have radically 
changed. Both mothers and fathers in rural areas value education for both girls and boys, and 
believe that education is crucial to obtaining a good job. In the more remote parts of eastern 
Bhutan, a stated preference is still apparent for education of boys over girls. Factors that keep 
children (and particularly girls) from school are more connected with a shortage of labor at 
home, concerns over travel distance and safety, and affordability rather than the perceived 
value of an education. 
 
56. Gender and Legal Rights. No evidence is apparent of discrimination in the law against 
women. Both women and men have the right to instigate court proceedings if their rights have 
been violated. Several legal statutes exist to particularly protect women’s rights. The major 
obstacles to full realization of women’s legal rights include remoteness, illiteracy, low awareness 
amongst women of their legal rights, and a culture of silence where domestic violence and 
sexual abuse are concerned.  
 
57. Prostitution and trafficking of women and children are illegal under Bhutanese law, and 
Bhutan is a signatory to the South Asia Association for Regional Cooperation Convention on 
Preventing and Combating Trafficking in Women and Children for Prostitution 2002, which was 
ratified by the National Assembly in 2003. No instances of officially acknowledged trafficking of 
women or children are documented.   
 
58. Women’s Participation in Government and the Political Process. Of the 15,050 
employees in the government sector in September 2003, just 25% were women. Although 
several women are represented in the Cabinet, women’s overall low rate of participation in 
government reflects a legacy of limited access to higher education. Local public offices such as 
gup, chimi, mangap, tshogpa and chipoen are all usually occupied by men. Such public offices 
are considered physically demanding, requiring frequent travel over difficult terrain, long 
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absences from the home, and long inflexible hours of work, which is more difficult for women 
than men for physical, social, and household labor-related reasons.  
 
59. Bhutan is signatory to a number of international conventions relevant to gender and 
development, including the Convention on the Elimination of all forms of Discrimination Against 
Women, 1981; Convention on the Rights of the Child, 1990; the International Convention on the 
Elimination of all Forms of Racial Discrimination, 1973; and the Beijing Platform for Action, 
1995. In January 2004, the Government set up the National Commission for Women and 
Children (NCWC) to meet its international obligations and to provide the necessary policy 
guidance for fostering gender equality. NCWC’s role is to make recommendations to 
government on policies and laws pertaining to women and children, including advocacy, 
capacity building, and documenting and investigating rights violations. The 11 NCWC members, 
of whom 6 are women, are drawn from the National Assembly, a nongovernment organization, 
private sector, media, academia, police, Office of Legal Affairs, ministries of labor and human 
resources, education, and health, and civil society. NCWC is in the process of preparing a 
national gender action plan, which will guide efforts to combat gender discrimination and to 
mainstream gender equality in government services and programs.  
 

3. ADB’s Strategy for Promoting Gender Equality  

60. The high fertility, maternal mortality, infant, and child mortality rates, and the gender gap 
in the adult literacy rate remain as major obstacles for women, especially in smaller, more 
remote communities where isolation makes their resolution more difficult.    
 
61. ADB has addressed these issues through initiatives aimed at overcoming isolation—i.e., 
notably through interventions in transport and rural electrification—so that both boys and girls 
have equitable access to employment, quality education, and health care. ADB support for 
diversifying economic activity has helped create a demand for girls to participate in off-farm 
activity, improving both their status and the returns to education. A series of projects in the 
health sector focused on improving access to maternal and child health care. The Health Care 
Reform Program included specific measures to strengthen gender equity in training and career 
opportunities by increasing the number of female health workers, and improving women’s 
access to health care. The emphasis on reproductive health services, including the 
establishment of emergency obstetrical care facilities at district hospitals, has contributed to a 
reduction in maternal mortality. 
 
62. ADB will assist the Government in overcoming gender discrimination by helping to 
expand livelihood opportunities for women, both directly in ADB-assisted projects, and indirectly 
through improvements in the policy setting and in institutional capacity. Through policy dialogue 
and advocacy efforts, ADB will support implementation of the Gender Plan of Action, and the 
inclusive NCWC development efforts. ADB’s public sector loans will ensure that women have 
equal opportunity to participate in design and implementation, and that the special interests and 
requirements of girls and women are adequately addressed. ADB is currently processing 
technical assistance (TA) funded by the Japan Fund for Poverty Reduction to improve the well-
being of road workers and has a special emphasis on women road workers. The TA aims to 
provide (i) increased awareness on health issues and improved first aid services, thereby 
improving the health of the road workers, particularly of women and children; (ii) improvement in 
the living conditions of the road workers including women and children to ensure better quality 
of life; and (iii) increased standard of education through improved access.  
 



Appendix 3 102 

63. ADB support to improve transportation systems and to make rural electrification more 
accessible will assist women by reducing time required for onerous tasks (i.e., fetching water 
and walking long distances to schools) and by making social services more accessible. ADB 
support for private sector development will help to create alternative income-generating 
opportunities in rural areas. Microfinance, including both credit and savings provision, remains 
an important vehicle for women to improve their social and economic status. ADB support for 
the development of microfinance services will help improve access of rural women to 
sustainable financial services.  
 
C. Sources of Growth  

1. Introduction 

64. Real economic growth has averaged around 7% a year since the 1970s. This has 
resulted in an increase in GDP per capita from $51, then the lowest in the world according to 
World Bank, to $761 between 1961 and 2003, and to $830 in 2004. 
 
65. Part of the gains from rapid economic growth has been eroded by a rapid increase in the 
population size. At 2.1% per annum, the population growth rate is now among the highest in 
Asia, about 42% of the population is below the age of 15. Population growth will be difficult to 
contain in the decade to come.     
 
66. The benefits of economic growth have not been equitably distributed. A large gap 
remains between income-earning opportunities in remote, subsistence-oriented villages and 
those in urban areas. The Gini inequality coefficient, estimated at 0.416, is at the high end of the 
range observed in the Asia and Pacific region due to the wide gap between income-earning 
opportunities in the rural and urban areas.  
 
67. With growth, the role of agriculture in the economy is receding, and is rapidly being 
supplanted by hydropower, construction, and energy-intensive industries. In mid-2006, when the 
1,020 MW Tala hydropower project is commissioned, Bhutan will have 1,485 MW of hydropower 
capacity. In the first 2 years of Tala operations, energy sector exports are forecast to reach 
Nu15 billion per annum, and the power sector is expected to contribute about 60% of total 
revenues. A surge in economic growth, to about 11–13% per annum, is anticipated during 
2007–2009 once Tala comes into operation.   
 
68. While hydropower and power-related sectors have served as powerful engines of 
growth, they generate little employment for the many educated Bhutanese school leavers. 
Generating growth that provides employment is one of Bhutan’s key development challenges. A 
major challenge, therefore, will be to diversify the sources of growth to generate productive 
employment for the 50,000 new entrants to the labor force anticipated during the 9th FYP period, 
and an estimated 20,000 youth who are likely to migrate from rural to urban areas. This will 
require nurturing sources of growth that are more labor-intensive, and draw on Bhutan’s unique 
comparative advantages. 
 

2. Growth Trends 

69. Rapid and Steady Growth. With the exception of the extraordinary hydropower-surge-
years of 1986–1998, the Bhutan economy has registered steady economic growth of just under 
6% per annum for much of 1980–1997. The economy seems to have moved to a modestly 
higher growth trajectory since the late 1990s thanks to an increase in hydropower exports. From 
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1999 to 2003, economic growth has averaged 6.7%, with the lowest growth rate (5.5%) 
recorded in 2000, and the highest (7.8%) recorded in 2001.   
  
70. New Engines of Growth. Viewed over a span of the last 25 years, the contribution of 
agriculture to output has declined from 57% in 1980 to 32% in 2003, and the share of industry, 
from 12% in 1980 to 36% in 2003. From 1993 to 2003, hydropower (i.e., electricity) and the 
related sectors of construction, mining and manufacturing accounted for 35% of total real 
economic growth between 1995 and 2003, compared with agriculture, which contributed 21% to 
total growth.  
 
71. Low Capital Productivity. Foreign savings have been relied on to finance the vast bulk 
of domestic capital formation. Since 2000, Bhutan’s average annual savings rate was 18% of 
GDP, whereas the average gross domestic investment rate averaged 47% of GDP. The 
productivity of capital investment in Bhutan has been rather low, but is improving in recent 
years. The average Incremental Capital-Output Ratio (ICOR) in the first half of the 1990s was 9. 
In the second half of the 1990s, capital productivity improved, and the ratio rose to 7. Between 
2000 and 2002, the average incremental capital-output ration fell to 7.4. Reasons for this low 
capital productivity include the high costs of establishing basic infrastructure and social services; 
long gestation lags between investments and returns in the hydropower sector (and in economic 
infrastructure and social sector investment); and the predominance of concessionary public 
investment in overall capital formation. 
 
72. Low Labor Productivity. Labor productivity growth has also been rather low. Labor 
productivity in agriculture (i.e., real agriculture GDP/agriculture labor force) increased from 
Nu4,373 in 1980 to Nu6,000 in real terms in 2002. This implies that partial factor productivity of 
labor in agriculture grew by just 1.14% per annum between 1980 and 2002, a rate that is low by 
the standards of South Asia and particularly low by the standards of Asian economies that have 
experienced green-revolution-type transformations of subsistence agriculture. Low growth in 
agriculture labor productivity may be both a cause and a consequence of persistent poverty and 
a high degree of income inequality.     
 
73. The low productivity of capital and labor are the most serious impediments to private 
sector development. Steps need to be taken to improve competitiveness, in many dimensions. 
In the long run, better economic infrastructure and social services will boost returns to all forms 
of investment, and are essential to building the skills base and market access essential to 
support export-led growth. But infrastructure and social services alone are only useful if a viable 
private sector is ready to make use of them. More private-sector friendly policies—economywide 
and in key sectors—are needed to reduce the costs of establishing and doing business.  
 

3. Sector-Specific Constraints to Good Growth 

74. A combination of factors limits options for growth and employment generation. The low 
density of population, spread over mountainous terrain, raises the costs of economic activity, 
and of providing infrastructure and social services. The domestic market is very small with a 
population of less than 800,000, of which only 21% are in urban areas. With more than 40% of 
the population under age 15, the dependency burden is very high, constraining families’ abilities 
to save for investment purposes. Bhutan’s economic base is quite narrow, and trade, capital, 
and labor flows are principally with India. The People’s Republic of China and India are highly 
competitive producers in almost all products—and with porous borders, Bhutan has difficulty 
competing with either of its immediate neighbors.  
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75. Hydropower. Bhutan has a large hydropower potential with an estimated capacity of 
20,000 MW. Just 468 MW of hydropower has already been installed and an additional 1,200 
MW are at various stages of construction. Investment requirements in the hydropower sector 
are enormous, and the amount that the Government, in partnership with the India government 
can invest in the sector will inevitably be limited. Developing suitable legal and regulatory 
arrangements to attract the private sector, enter into fair contracts, set tariffs, and manage the 
allocation of risk between the public and private sector for such large hydropower projects is a 
major challenge.   
 
76. Agriculture. Just 16% of the total land area is deemed to be suitable for agricultural 
cultivation; and the sector is still primarily subsistence oriented. Other factors that impeding 
agricultural development include remoteness and isolation of many farm villages, labor 
shortages, and high rates of rural–urban migration, small average landholding size, harsh 
climatic conditions, lack of access to extension workers, vulnerability of farms to wild beast 
attack, and limited scope for farm mechanization.   
 
77. Industrial Development. Lack of industrial sites with basic infrastructure severely 
constrain industrial development. Suitable flat land is scarce, and land with industrial sites and 
services hardly exist. Trade to India is difficult due to scarcity of air cargo space, lack of a 
customs border station and suitable transport facilities.   
 
78. The transportation system is almost totally dependent on the road network. 
Entrepreneurs face high transportation costs and limited modes for transporting their goods. 
Lack of roads and transport networks, electricity, and communications aggravate the situation.   
  
79. Education. Educational attainment levels in Bhutan are low, with some 84% of all 
persons aged 25 and over having had no schooling at all. Only 8% of household heads in 2003 
report having had some primary education, 7% some secondary education and only 1% college 
education. Many rural families lack the basic skills required for off-farm employment.   
 
80. Private Sector. An underdeveloped private sector is another constraint to growth. Only 
about 100 medium-size companies dominate the private sector, and most enterprises are cottage 
or mini enterprises with fewer than 10 employees. Lack of access to skilled employees, restrictive 
tax policies, and difficult access to land are among the policy problems frequently cited.  
 
81. Tourism. The private sector’s existing role can and is being expanded in tourism. With 
its high labor intensity and linkages with the downstream services, the sector has the potential 
of providing employment for a significant number of youths expected to enter the labor force. 
The preparation of a tourism master plan and a tourism act are in advanced stages. These 
envisage diversifying tourism products by expanding ecotourism, establishing an integrated visa 
issuance regime, allowing multiple tourist entry points developing skills capacity by establishing 
a hotel and tourism and management institute, establishing service standards for hotels, and 
promoting village-based tourism. These are encouraging developments and can easily lead to a 
doubling of tourist arrivals in the short term from 9,249 in CY2004, with more significant 
expansion in the medium term.4 While tremendous progress is being made, tourism growth is 
adversely affected by structural factors, most notably difficulties posed by flying into a small, 
high altitude airport, and numerous policy and regulatory constraints including land laws that 

                                                 
4  The Ministry of Tourism has set a target of 50,000 visitors by the end of the 10th FYP. If, as is common across Asia-

Pacific, tourism generates about three jobs (both directly and indirectly) for each visitor, then achievement of this 
target would enable the Government to meet its youth employment goals and objectives.    
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prohibit use of agriculture lands for hotel development, environment laws that restrict use of 
forests for tourism purposes, cultural laws that restrict access to sacred monasteries, 
Government visa and visitor access restrictions, a policy of requiring tourists to take arranged 
holidays through tour operators, and  very limited commercial marketing of Bhutan (and Druk 
Air) outside of a small number of markets.  
 
82. Financial Sector. Despite steps towards liberalization, the sector continues to be 
characterized by limited competition, high intermediation costs, heavy collateral requirements 
and limited product development. Private savings mobilization is low, and most domestic 
savings in the banking system are short-term in nature. Small and microenterprises, in 
particular, are poorly served by the existing financial institutions.  
 

4. The Government’s Strategy to Foster Full-Employment Growth 

83. GDP is projected to grow between 7 and 9% per annum during the 9th FYP with an 
annual average growth rate of 8.2%. To achieve 9th FYP growth targets, the Government plans 
to strengthen economic infrastructure, improve the quality of social services, foster good 
governance, promote private sector development, enhance environmental management, and 
preserve Bhutan’s cultural heritage. The 9th FYP also foresees a more expansionary fiscal 
stance, geared at reducing the domestic resource burden on the private sector, and increasing 
capital outlays to spur growth. Power, construction, transport, and mining are expected to lead 
the growth process, with double-digit rates of growth forecast in each sector. Agriculture 
production is forecast to grow at 2.5% per annum, with slightly higher rates of growth anticipated 
in livestock production than in crop production and forestry. The manufacturing sector, starting 
from a low base, is anticipated to grow by 4.9% per annum, and the financial sector by 8.5% per 
annum. Structural change in the composition of economic activity is forecast to continue during 
the 9th FYP period, with the share of agriculture declining from 34.5% in 2000 to 25.3% in 2007. 
Conversely, the combined share of mining, construction, electricity and transport is expected to 
increase from 32.1% in 2000 to 45.5% in 2007. 

 
5. Growth Prospects 

84. In the near-term, future growth prospects hinge largely on progress in three sectors— 
power, construction, and tourism. Of the estimated potential of 30,000 MW of hydroelectric 
power, Bhutan had established an installed capacity of just 468 MW by mid-2002. Domestic 
consumption is currently 90 MW and the rest is exported. Hydropower developments are 
covered by a master plan that covers the period up to 2010. In line with the master plan, the 
Government has started preparations for three new hydropower projects, Punatsangchu I and II, 
with estimated capacity of 870 MW and 990 MW respectively, and the 670 MW Mangdeschhu 
project. If just these three new projects come to fruition, total generating capacity could increase 
to just under 4,000 MW by 2017. While the Indian government has agreed to support the three 
projects, the Bhutan Government envisions private sector participation in the financing and 
implementation of the Punatsangchhu II and Mangecechhuj projects. However, power exports 
to India are subject to power purchase agreements between the two governments. 
 
85. Access to inexpensive hydropower provides Bhutan with a comparative advantage in the 
development of power-intensive industries that produce goods for export to India. For example, 
particle board, ferro-silcon, and calcium carbide are all produced for export to India, and Bhutan 
is a major supplier of cement to Assam. Prospects in each of these sectors are promising, 
particularly in light of India’s rapid economic growth. Future development of hydropower for 
electrical power can be used to develop other power-intensive, natural resource-based 
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processing industries. Mining of dolomite, limestone, gypsum, coal, marble, and quartzite, is 
already producing small quantities for export.  
 
86.       Public investment will continue to be an important engine of growth as the need for 
social and economic infrastructure is substantial. Since 2000, public investment has averaged 
15–20% of GDP, and has concentrated on developing the transport system and social services. 
Construction accounts for approximately 12% of GDP and continues to enjoy steady growth as 
a result of public investment and residential and business premise demand. Some 3,000 
contractors are involved in the construction sector, about half are Bhutanese firms. Expatriate 
labor dominates the workforce in these sectors, partly because of a technical skills shortage 
among Bhutanese youth, combined with reluctance to engage in unskilled off-farm labor.  
  
87. Boosting productivity in agriculture (including land consolidation), livestock and 
conservation-forestry can increase the amount of surplus available for sale, and stimulate the 
transformation of subsistence-oriented agriculture into more commercial ventures. Bhutan has a 
natural advantage in the production of temperate and subtemperate fruits and vegetables, and 
can export these in seasons when they are in scarce supply in neighboring nations. Since 
relatively few agrochemicals are used, Bhutan is also able to tap the domestic and export 
markets for organic produce. The Ministry of Agriculture is actively implementing a productivity, 
access and marketing program aimed at fostering commercial development of the agriculture 
sector. This includes measures aimed at enhancing farm-to-market transport, cooperative 
marketing, improved access to power tillers, a wider spread of rural electrification, and more 
accessible and competitive rural financial markets. New programs aimed at developing small-
scale agroprocessing, rural handicrafts and village tourism are aimed at boosting off-farm 
employment. Increased farm and nonfarm incomes will stimulate demand for off-farm village 
services (i.e., construction, transport, and other services) and help diversify rural employment 
and livelihoods.       
 
88. Access to improved technology, credit, and markets can assist low-income households 
develop microenterprises, and scale-up existing small businesses into viable small and medium 
enterprises (SMEs). Government aims to foster microenterprises and SMEs to maintain 
Bhutan’s handicraft tradition, create productive employment, and develop new products that can 
capitalize on Bhutan’s unique cultural and environmental endowments for niche markets in 
much larger export markets. Production of organic paper products has started; this market has 
scope for expansion. Possibilities also exist for expanding a range of niche products, such as 
spring water, vegetable dyes, essential oils, herbal medicines, natural furnishings, and various 
sorts of organic agro-produce that capitalize on Bhutan’s unique environmental and cultural 
endowments. 
 
89. Information and communication technology development has the potential not only to 
create new sources of labor intensive employment, but also to facilitate opportunities in e-
governance, e-health, e-education and e-commerce. In 2003, the country had about 10,000 
computers some 16 information and computer-based technology companies along with 18 
training institutes, and eight local companies registered to assemble computers. Internet was 
introduced in 1999, and as of 2003, 26 leased line subscribers had an estimated 2,500 users, 7 
of the 12 internet cafes were in Thimphu. The Bhutan Post is establishing an e-post service to 
link its network of post offices which can eventually become a platform for other value-added 
services such as e-governance and e-commerce. Broad-band internet services were introduced 
in mid-2005, and given the high English language proficiency of high school graduates, 
prospects for value-added services, such as call centers, appear promising. 
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90. With its high labor intensity and linkages with downstream services, the tourism sector 
has the potential to provide employment for a significant number of youths expected to enter the 
labor force. Tourism is the country's largest source of convertible currency export earnings. The 
number of visitors has gradually increased from 2,748 in 1992 to a high of 9,200 in 2004, and 
Government is forecasting as many as 12,000 arrivals for 2005. In recent years, Government 
has taken steps to actively promote tourism. The Government has allocated Nu185 million for 
the promotion and development of tourism during the 9th FYP and two joint ventures are under 
way to develop a series of luxury resorts in Bumthang, Gangtey Gompa, Paro, Punakha, 
Thimphu, Trongsa, and Wangdue Phodrang. The preparation of a tourism master plan and a 
tourism act are in advanced stages. These envisage diversifying tourism products by expanding 
eco-tourism, establishing an integrated visa issuance regime, allowing multiple tourist entry 
points into Bhutan, developing skills capacity by establishing a Hotel and Tourism and 
Management Institute, establishing service standards for hotels, and promoting village-based 
tourism. Druk Air is planning to extend its flights to Singapore. These are encouraging 
developments and can easily lead to a doubling of the tourist arrivals in the short-term with even 
more significant expansion in the medium-term.  
 
91. Close to half of the population is projected to reside in urban centers by 2020.   
Urbanization is inevitably associated with greater specialization and division of labor. The 
urbanization process will generate tremendous demand for new housing and urban-services.  
Development of new sites and services, housing, and commercial property will boost 
construction demand. Likewise, rapid growth in demand for urban services will provide a new 
impulse for job creation and services sector growth.  
  
D. Private Sector Assessment 

1. Introduction 

92. The private sector has been transformed from primarily agricultural-oriented activities 
with some trading in the mid-1980s to what are currently relatively wide-ranging activities 
covering mining, light manufacturing, agro-industry, and service industries supporting tourism 
and transport facilities. Yet the formal private sector remains small by any standard. Only about 
100 medium-size companies dominate the private sector. Most enterprises are cottage or 
minienterprises with fewer than 10 employees and invested capital of less than $10,500, 
according to a World Bank-sponsored private sector assessment (2002).5 By the end of the 
decade the education system will have produced 50,000 graduates, who will be looking for 
employment in the formal sector, which currently has only about 60,000 people, 36,000 of who are 
in the private sector. With such a narrow employment capacity in the formal sector and few jobs 
likely to be created in the public sector, the creation of another 50,000 jobs poses a formidable 
challenge.  
 
93.   Bhutan 2020 declared that the private sector should play an increasingly important role 
in fostering economic growth and providing employment. The Government is to create the 
conditions for the private sector to become the main engine of the nation’s future economic 
growth. The growth of the private sector is essential for enlarging of the nation’s tax base.   
 
94. To achieve this, the Government has partly liberalized the financial system, including the 
establishment of a stock exchange, interest rate liberalization, and lifting of foreign exchange 

                                                 
5  The World Bank private sector assessment was conducted in collaboration with the Ministry of Trade and Industry, the 

Bhutan Chamber of Commerce and Industry (BCCI), and UNDP (World Bank, 2002). 
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restrictions on current account payments and transfers. Increasingly the Government has 
contracted out construction and other public works projects to domestic contractors. It also 
embarked upon the privatization and corporatization of a number public sector enterprises.  
 
95. The Government has also taken a number of measures to improve the private sector 
enabling environment, the most important of which included adopting a foreign direct investment 
policy; rationalizing the tariff structure and lowering the maximum tariff rate; introducing a 
personal income tax; eliminating interest rate regulations; and streamlining industrial licensing 
procedures; passing legislation such as the Bankruptcy Act, Movable and Immovable Property 
Act, Negotiable Instruments Act, Companies Act, Copyright Act, Industrial Property Act, and the 
Commercial Sales of Goods Act. In addition, to facilitate private sector development, some 
incentives were announced as part of the national budget for FY2002/03, including tax holidays 
for (i) 3 years for manufacturing industries; (ii) 3 years for information technology and vocational 
institutes; (iii) 5 years for hotels, schools, and auto-mechanic workshops established in rural 
areas; and (iv) 7 years for manufacturing industries established in rural areas. The Government 
plans to improve the legislative setting for the private sector through the enactment and 
implementation of a Business Licensing Act, Foreign Investment Act, Occupational Safety and 
Health Act, Consumer Protection Act, and Contract Act. The establishment of a dry port facility 
in Phuentsholing, five industrial estates in Chukha, Mongar, Sarpang, Samdrup Jongkhar, and 
Zhemgang Dzongkhags, and promotion of joint ventures and foreign investment are also under 
consideration to ease constraints on business operations. Bhutan's application to the World 
Trade Organization is being processed and the Government hopes that accession will take 
place by 2007. This will also help to stimulate trade diversification and provide impetus to 
liberalizing external trade and the financial market.   
 
96. While some of these initiatives have yielded positive results, the overall impact has so 
far been modest. The structure of production is still relatively narrow and the pace of private 
sector development in both urban and rural areas continues to lag the Government’s 
expectations. The slow pace of change can be attributed to a variety of factors. Efforts to 
establish an enabling environment are not yet complete, and the absence of unambiguous 
commercial legal setting and cumbersome licensing arrangements impede private sector 
operations. The number of persons covered by entrepreneurship training programs has been 
modest, and the credit programs to support the establishment of new enterprises have worked 
less well than expected. The Government’s institutional capacities to identify viable projects are 
still being developed, and it often lacks important information on resource endowments and 
markets required to identify and evaluate investment opportunities. Sector-specific policies have 
constrained growth of tourism and forestry-related investment, although with the envisaged 
changes for promoting tourism and tourism-related services, the sector could rapidly grow to not 
only increase foreign exchange earnings, but also become an important source of domestic 
labor absorption. Manufacturing activity has been hampered in some parts of the country by the 
lack of required physical infrastructure, such as roads, electricity, and telecommunications. 
Moreover, the private sector is still at an early stage of development and is not yet well 
organized. Other problems include the lack of local semiskilled labor, the small and fragmented 
nature of the domestic market, the low purchasing power of the population, limited exposure to 
markets other than India and Bangladesh, and severe diseconomies of scale in production and 
distribution. These translate into high production costs, especially when compared with those of 
neighboring countries.  
 
97. The private sector is aware that it faces multiple constraints. The World Bank’s (2002) 
private sector assessment surveyed 10 areas, covering training, technology, infrastructure, 
entrepreneurship, firm data, investor confidence, labor market issues, business support services, 
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trade and exports, and financial markets and contractual relations. When asked about the single 
largest problem confronting them, Bhutanese firms ranked (i) lack of skilled labor (20% of all 
firms); (ii) noncompetitiveness of products relative to foreign supplies (17%); (iii) bureaucratic 
obstacles (16%); and (iv) inadequate and costly financing (16%). According to the World 
Bank/International Finance Corporation business environment survey, entrepreneurs can expect 
to go through 11 steps to launch a business requiring over 62 days on average, at a cost equal 
to 11.0% of gross national income (GNI) per capita. The number of procedures required to start 
a business in Bhutan are 20% more than the South Asia average and nearly twice that of the 
Organization for Economic Co-operation and Development states. Moreover, once a business 
has been established, hiring workers and enforcing contracts is far more difficult than in other 
parts of South Asia.  
 
98.  In 2003, the Committee for Private Sector Development, comprising the secretaries of the 
major ministries, and eight representatives of the Bhutan Chamber of Commerce and Industry, 
made recommendations to the Government for improving the enabling environment for private 
sector development by (i) reducing financial charges for banking transactions; (ii) adopting 
competitive, market-based interest rates; (iii) introducing a customer credit rating system; (iv) 
lowering the existing 300% collateral requirement and equating it with the feasibility of the  
proposed project; (v) valuing assets based on the market; (vi) developing expertise in financial 
instruments such as bonds, venture capital, and leasing; (vii) discouraging banks from investing 
fixed deposits outside the country; (viii) increasing the limit of consortium funding from Nu20 
million to Nu50 million; (ix) providing foreign exchange for importing raw materials from regional 
markets; and (x) investing more funds in infrastructure development. By 2004, the Government 
has intervened to act on 4 of the 10 recommendations, but the Committee for Private Sector 
Development has remained inactive since that time.6  
 

2. Key Issues Relating to Private Sector Development 

99. Foreign Direct Investment. Bhutan has pursued a conservative foreign investment 
policy. At present, foreign investment only exists in Bhutan National Bank (ADB), Bank of 
Bhutan (State Bank of India), and Bhutan Ferro Alloys Limited (Marubeni Japan). The State 
Bank of India has a 20% share in the Bank of Bhutan, the ADB has a 10% share in Bhutan 
National Bank as of FY2003/04, and Marubeni Japan has a 12% share in Bhutan Ferro Alloys 
Limited. In 2001, the Government, for the first time, allowed two international hotel chains to 
invest in Bhutan with a majority shareholding—a major change in Bhutan’s approach to foreign 
direct investment.    
 
100. In addition to the hotel sector, considerable foreign investor interest is focused on the 
hydropower sector. Bhutan has developed just 5% of its potential of 30,000 MW of hydropower. 
This is because the Government has depended largely on Indian government financing and has 
sold electricity through official channels to India. Growth could be greatly accelerated if the 
Government allows foreign direct investment in this sector. Bhutan should attempt to pursue 

                                                 
6  Of the 10 issues, 4 have been remedied to date: liberalization of interest rates under ADB. 1997. Report and 

Recommendation of the President to the Board of Directors for a Proposed Loan to the Kingdom of Bhutan for the 
Financial Sector Intermediation Facility (Policy Loan). Manila. (issue [ii]); restrictions on investing fixed deposits 
outside the country, under RMA directives (issue [vii]); foreign exchange provision for raw material imports, unless 
the inputs have a negative environmental effect (issue [ix]); and infrastructural development for rural access roads, 
under the directive of the 9th FYP (issue [x]). Additionally, some efforts are being exerted to introduce a customer 
rating system under RMA’s newly established Credit Information Bureau (issue [ii]); lowering collateral 
requirements in the case of BDFC (issue [v]); and, to a limited extent, developing financial instruments in the case 
of Druk Air bond issues (issue [vi]). 
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inter-connectivity with the South Asia grid so that it can also sell to Bangladesh, and should 
prepare to sell electricity directly to the private sector in India. This would allow it to diversify its 
client base for electricity exports.   
 
101. Deregulating Tourism. While tremendous progress is being made in improving the 
regulatory regime to support sustainable tourism development, more work is needed. This 
would include development of the tourism sector policy and Tourism Act, harmonization of land 
laws with the goal of eco- and village tourism, gradual easing of restrictions on access to key 
cultural sites in line with evolving good practices in respecting cultural integrity, modernization of 
the visa regime, enhancement of competition among tour operators, and improved commercial 
marketing and promotion of Bhutan (and Druk Air) outside of a small number of markets.  
 
102. Internet. More competition, greater efficiency, and reduced costs are needed in the 
information technology area. The one telephone company, Bhutan Telecoms, has high charges 
relative to more developed countries. Bhutan Telecoms operates the single Internet service 
provider, Druknet, although the Government has recently licensed two vendors. Broadband 
Internet services were offered to the general public in mid-2005 and there is no roaming service 
for mobile telephone and internet users. Injecting more competition into the internet market 
should stimulate cost reductions and service innovation, and provide a platform for new 
investments in areas such as call-centers and e-commerce.   
 
103. Management Skills. Management skills of the private sector merit improvement.  
Marketing skills and a customer-service orientation are often found to be lacking. Advertising 
and promotion are hardly used, and few firms have a clear pricing strategy. Few firms are 
proactive and many depend on the Government to take the lead in any given area.   
Mechanization and computerization are not extensive, and systems and procedures used by 
private firms tend to be bureaucratic, cumbersome, and inefficient. Because of limited foreign 
direct investment, the pace of technology transfer is slow.   
 
104. Labor Policy. The Bhutan Private Sector Study of 20027 indicates that the cost of Indian 
foreign labor is only 53% of Bhutanese labor in border areas such as Phuentsholing, and 92% in 
Thimphu. Employers have few incentives to hire and train local staff when Indian labor is 
already trained and costs much less. In addition, foreigners enjoy practically the same health 
and education subsidies as do Bhutanese citizens. The Government has started a system of 
levies to charge employers that use foreign labor. Such levies could be deposited into a Fund to 
directly support the training of Bhutanese workers. 
 

3. ADB’s Strategy to Promote the Private Sector 

105. ADB has explicitly supported private sector development since beginning operations in 
Bhutan. During the past 5 years, ADB has fostered private sector development by (i) supporting 
improved policy setting and more efficient financial intermediation; (ii) improving road transport 
and expanding power transmission and distribution in the public sector; (iii) establishing 
necessary legal and institutional framework, and examining viable financial modalities for private 
sector participation in hydropower development; and (iv) strengthening vocational, technical, 
and basic skills. In the policy and regulatory environment, ADB is committed to (i) liberalization 
of foreign trade, exchange, and investment regulations; (ii) liberalization of interest rates so that 
they reflect the true underlying cost of resource mobilization, intermediation, and risk; and (iii) 
preparation of transparent legislation and regulatory procedures. 

                                                 
7  Government of Bhutan. 2002.Bhutan Private Sector Study. Thimphu. 
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106. The Government acknowledges the private sector as the main engine of future income 
growth and employment generation, ADB will assist the Government to realize this objective. 
ADB assistance will focus on improving the enabling and regulatory environment for private 
sector development by providing assistance for improving the efficiency of financial institutions 
(bank and nonbank), strengthening the regulatory regime governing the operations of financial 
institutions, improve the enabling environment for SMEs, providing assistance to extend the 
reach of micro-finance services in the rural areas, and fostering public–private participation in 
the development of Bhutan’s energy sector resources. Efforts to build capacity will also include 
the skills, knowledge and managerial base of the private sector, and organizations that act on its 
behalf.   
  
E. Borrowing Capacity Assessment  

1. Introduction 

107. Bhutan remains heavily dependent on external assistance to finance its capital budget, 
with India providing about half of all external finance. External debt outstanding has increased 
from 5% of GDP in the mid 1980s to 75% of GDP in 2003/04. Of the 46 foreign loans obtained, 
43 were in convertible currency and 3 in nonconvertible rupees. Five of the convertible currency 
loans have been repaid, leaving 41 loans for which disbursements or repayments are being 
made. Total debt outstanding rose from $292 million at the end of FY2001/02 to $529 million at 
the end of September 2004. The rapid increase in debt outstanding was primarily the result of 
growth in borrowing for large hydropower operations, including the Chhuka, Basochu, Kurichhu, 
and Tala projects. Due to the highly concessionary nature of Bhutan’s external borrowing, 
principal payments have been in the range of $4million–$5 million per annum, while interest on 
long-term debt has been in the range of $1.7–$2.8 million dollars per annum. The power sector 
has accounted for 59% of all external borrowing, followed by communications (10%), agriculture 
(7%), industry (6%), financial (4%), education (5%), health (2%) and other sectors (8%).    
 
108. Bhutan has been able to sustain its external debts without resorting to inflationary 
finance or violating its currency peg. But with a rapid expansion of external borrowing 
anticipated, aid terms hardening, and the level of grant assistance uncertain, a fiscal 
management strategy that relies on significant borrowing to finance public investment does 
entail some risk.    
 

2. Trends in Public Debt 

109. The Government of India continues to be Bhutan’s largest creditor with a total 
outstanding debt of Nu16 billion ($355 million). However, in terms of  convertible currency debt 
outstanding of $211 million (September 2004), ADB is the largest creditor with 39% of total debt 
outstanding, followed by the World Bank at 26%, Government of Austria at 24%, and 
International Fund for Agricultural Development at 10%. All of the hydropower project loans from 
the Indian government were provided on the basis of 60% grant and 40% loan, with a grace 
period on repayments until the hydropower investments came into operation. 
 
110. Although the Government guarantees all external debt, the Government per se, has 
relatively little external (and public) debt. The vast majority of external borrowing is for the use of 
public corporations and domestic financial institutions. As of September 2004, just 36% of the 
total public sector debt outstanding was for Government public investment. Two thirds of all 
publicly guaranteed foreign borrowings have been on lent to the corporate sector.  This includes 
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loans for hydropower development, and other loans on lent to the commercial banks and the 
development bank.  
 
111. Domestic Debt. At the end of FY2003/04, the total domestic debt outstanding was 
Nu2.32 billion or $50 million. In 2004, the Government guaranteed a 10-year bond issue by 
Druk Air to purchase foreign exchange to pay for a new aircraft (at an estimated cost of $40 
million). A similar agreement was made for a second aircraft through short-term borrowing from 
commercial banks and from the National Pension and Provident Fund. This is an interim 
arrangement until long-term financing is secured. The Bhutan Development Finance 
Corporation has a bond issue of Nu50 million.  
 
112. Guarantees. In addition to the guarantees issued for Druk Air, the Government has 
issued a guarantee on behalf of Bhutan Ferro Alloy Ltd., a private company, for an external 
borrowing. It has one guarantee for private sector borrowing from the International Finance 
Corporation for a joint venture with the Bhutan Tourism Corporation for which $9 million is 
outstanding. 
 
113. Debt Service Ratio. In fiscal 1995–1996, the debt service ratio was 22.7% of 
merchandise exports. With the cessation of commercial borrowing, the debt service ratio has 
fallen steadily since the mid-1990s. Despite a fivefold increase in the stock of outstanding debt, 
the debt service ratio has remained at 4-5% of merchandise exports and current receipts since 
FY2000. This is because of the highly concessionary nature of the external debt (i.e., long grace 
periods, low interest rates) and rapid growth in exports, government revenues, and GDP.   
 
114. Official Reserves. The steady inflow of external assistance has enabled Bhutan to build 
up a comfortable level of foreign exchange reserves. As of end-December 2004, gross 
international reserves were $392.3 million. Of these, convertible currency reserves of $268.8 
million exceeded the convertible currency external debt of $242.6 million and the debt service 
ratio remained below 5%. Total reserves were sufficient to finance 18.6 months of imports. 
  

3. Forecasting Borrowing Capacity 

115. Plans to Increase Foreign Borrowing. During the 9th FYP, the Government envisions a 
substantial increase in external borrowing to accelerate its poverty-reducing interventions. The 
proposed outlay in the 9th FYP is Nu70 billion which represents a 75% increase over 8th FYP 
outlays. Nearly 55% of the 9th FYP outlays are targeted for public investment. Increased 
recourse to external concessionary financing will be necessary to meet the Government’s public 
investment targets. The Government plans to increase external borrowing from concessionary 
sources from $14 million per annum in 2003 to an average of $45 million-$50 million per annum 
over the next 5 years, and into the 10th FYP.   
 
116. The Government also anticipates a major expansion of foreign borrowings to finance 
new hydropower investments, over and above that detailed in the 9th FYP’s public investment 
program. The Tala project will require Nu6 billion–Nu7 billion per annum in 2005 and 2006. 
Preparations are under way for the Punatsangchu I and II hydropower projects, with an 
estimated capacity of 1,000 and 990 MW respectively, and the Mangdechhu 640 MW project. 
The total estimated cost of these three projects is about $2.7 billion. In addition, four 
microhydrosites have been identified at Gasa , Sengor, Sakten, and Tang.   
 
117. In response to questions of if Bhutan can increase its borrowing from concessionary 
sources and still afford to service its external obligations, the World Bank (International 
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Development Association [IDA]) and the International Monetary Fund (IMF) (2002) find that the 
risk of debt distress hinges on the policy characteristics of the country—i.e., countries with 
stronger economic policies are better able to withstand higher levels of sovereign debt without 
risking default. Bhutan is characterized as a “strong-policy” nation, in the World Bank’s Country 
Policy and Institutional Assessment Index (IDA 2004). According to the IDA thresholds set for 
strong-policy performers, the Government could sustain external debt, in net present value 
(NPV) equivalent terms, to 60% of GDP, 300% of exports, and 350% of domestic revenues 
without running the risk of being unable to meet its external obligations. As a “strong policy” 
nation, Bhutan could also sustain debt service payments of up to 40% of domestic revenues.     
 
118. A debt sustainability model has been developed for Bhutan, consistent with IDA/IMF 
guidelines on analyzing debt sustainability. The baseline forecast in this model incorporates the 
amortization and debt service schedules from existing loans as forecast by the Department of 
Aid and Debt Management, and is consistent with the medium-term macroeconomic outlook 
presented in the Poverty Reduction Strategy addendum to the 9th FYP.  
 
119. In the baseline forecast, the ratio of the NPV of public sector debt to GDP peaks at 58% 
of GDP in FY2005/06 and declines to 38% of GDP by FY2011/12.8 Similarly, the NPV of public 
sector debt peaks at nearly 200% of export earnings in FY2005/06, but declines rapidly to less 
than 100% of export earnings after the Tala project comes on stream. This implies that the 
Government’s external debt stock is forecast to remain relatively small compared with the 
carrying capacity of the economy, and that an expansion of external borrowing to $45 million–
$50 million per annum could be accommodated without risking excessive indebtedness.   
 
120. Base case debt service requirements are modest compared with export earnings, with 
interest payments peaking at 7.7% of exports in FY2006/2007 and declining thereafter. Total 
debt and debt service requirements are somewhat higher, peaking at 16% of exports in 
FY2007/08 and declining steadily to about 10% of export earnings by FY2011/12.    
 
121. The Tala Hydropower project and the other hydropower projects are expected to service 
their outstanding obligations from their own revenues. The Government will be expected to 
service its debts from its domestic revenue base. Under the base case simulations, the NPV of 
Government debt (i.e., excluding public enterprise commercial debt) to GDP remains at around 
15% of GDP, even with an increase in borrowing to $45 million–$50 million per annum from 
convertible currency lenders. The Government’s debt service burden is forecast to peak at just 
under 2% of domestic revenues in FY2007/08, before declining to about 1% of domestic 
revenues by the end of the decade. Similarly, the Government’s amortization and debt service 
requirements are forecast to remain at a manageable level, peaking at a modest 5.7% of total 
revenues in 2008/09 before falling to about 5% of domestic revenues in FY2010/11 and 
thereafter.   
 
122. Stress-Testing Debt Sustainability. The extent to which the public debt is sustainable 
depends not only on what would happen under expected economic conditions, but also on what 
would happen if economic conditions are far worse than anticipated. A worst case debt 
management scenario was simulated as one in which GDP grows far slower than anticipated 
(i.e., 3% per annum below the baseline for FY2004–FY2006), fiscal restraint is abandoned (i.e., 
deficit is 3% of GDP above baseline for FY2004–FY2006), and the currency undergoes a 30% 
mega devaluation. In a combined shock case, the NPV of public sector debt to GDP peaks at 

                                                 
8  The NPV of Government debt to GDP (i.e., excluding public sector guaranteed corporate debt) remains at 15% of GDP, even 

under the assumption that the Government takes on some $45 million of new concessionary convertible currency debt each year.   
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65% of GDP in FY2006/07, and thereafter falls quickly to 40% of GDP by FY2011/12. The NPV 
of public sector debt to export earnings peaks at 226%, but declines to about 100% of export 
earnings just 3 years later. The ratio of debt service to exports peaks at 7.9% in 2007/08 and 
declines to 5% by the end of the forecast period. Similarly, the ratio of debt and debt service to 
exports of good and services peaks at 17% of export earnings in FY2007/08 and declines to 
11.6% of total exports by FY2011/12. Government debt service continues to remain within 
manageable bounds, with debt service peaking at just 2% of revenues in FY2007/08 and 
declining steadily to 1.3% of revenues by FY2011/12. In this scenario, Government debt and 
debt service burden peaks at 7.1% of revenues in FY2009/10, above historic averages, but far 
below the threshold World Bank/IDA identifies for strong policy-performing nations.   
 
123. In conclusion, Bhutan’s debt and debt-service burden is well within the bounds of debt 
sustainability and is forecast to remain so even with a substantial increase in concessionary 
borrowing. The NPV of external public debt, rather than the debt stock per se, is the most 
important variable that should be tracked in analyzing Bhutan’s public sector debt burden. 
Compared with forecast GDP, the NPV of forecast external debt is well within ceilings of debt 
sustainability that IDA/IMF draw from cross-country experience. Compared with domestic 
revenues, debt amortization and debt service obligations are small at present, and are forecast 
to remain so. Even under a relatively extreme set of combined growth, and fiscal and exchange 
rate shocks, Bhutan’s public sector debt remains well within the bounds of sustainability. The 
main implication of this is that the Government can readily increase its foreign borrowings to $45 
million–$50 million per annum from concessionary sources without facing the risk that it will be 
unable to sustain its external debt in the future.   
 
124. The pace of implementation and the manner in which the proposed mega-hydropower 
projects are to be financed will exert an important influence on public sector debt and 
macroeconomic performance. Given limited capacity, only Punatsangchhu-I is expected to be 
financed and borrowing for its implementation initiated over the next 5 years. Feasibility studies 
show, however, that the proposed Punatsangchhu II and Mangdechhu projects are financially 
and economically viable. If so, private participation in their financing, implementation, and 
operation should be encouraged.   
 
125. Debt management capacity is progressively being developed. At present, very little 
active management of public debt is practiced in terms of assessing what type of borrowing is 
appropriate at any given time. In addition, the legal framework for public borrowing, guarantees, 
and onlending has yet to be fully developed. Steady, incremental improvement in debt data 
bases, debt policies and procedures, and institutional capacity in macroeconomics, policy 
simulation, and financial market analysis is required. Building on ongoing capacity-building 
efforts assisted by ADB, debt-scenario testing (for borrowing terms, and exchange rate and 
interest rate movements) should be integrated into the medium-term macroeconomic 
forecasting process that underlies Bhutan’s FYPs.         
 
F. Governance Assessment  

1. Introduction 

126. Good governance is one of the four platforms of gross national happiness, the others 
being economic development, environmental preservation, and cultural promotion. Considerable 
attention has been paid to maintaining high standards of public sector governance, and 
ensuring that all public servants are accountable, both to the Crown and to the general public, 
for their performance. As a result, overall governance standards are quite good, particularly 
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compared with other countries at a comparable stage of development. The country regularly 
receives high ratings on its governance performance from a range of development partners, 
including from the World Bank’s Country Policy and Institutional Assessment rating system. 
However, most public institutions were only established within the past decade or two. In almost 
all areas, considerable need for capacity building is needed to enhance skills and knowledge, 
improve management, structures, and organization, enhance information systems, and 
strengthen the legal and regulatory framework.   
 
127. In 1998, a new system of government was established, with the King remaining as the 
Head of the State but no longer as the Head of the Government, a responsibility that is annually 
rotated among the six members of the Cabinet of Ministers who are nominated by the King and 
elected by the National Assembly. Although the King is widely lauded for his tremendous 
commitment to sustainable development, the benefits of democratization are also widely 
appreciated. In the Bhutan context, democratization is intended to further boost the self-reliance 
of communities, while enhancing representativeness and responsiveness of the public sector.       
 
128. The draft of Bhutan’s first written constitution has been published and the process of 
public consultations is ongoing. The constitution (i) envisages a political framework of 
democratic monarchy and a two-party political system, with executive power vested in a Cabinet 
headed by the Prime Minister; (ii) guarantees the protection of fundamental rights of all 
Bhutanese citizens, including provision of basic health and education by the State; and (iii) 
envisages the establishment of an independent anti corruption commission, a public accounts 
committee of the Parliament, and continued autonomous status for the Royal Audit Authority. 
Eventual adoption of the new constitution will herald a sweeping transition to a decentralized, 
democratic state built on a foundation of rule-of-law.    
 
129. Legislative power rests with the National Assembly, which is composed of 154 members, 
of which 100 represent the 20 districts and business community. In recent years, the National 
Assembly has becoming increasingly active—it has been passing numerous acts, modernizing 
the Bhutanese legal system, and scrutinizing the budget and performance of the public sector.   
 
130. As part of the process to improve the public administration and local governance system, 
the Government established Dzongkhag Yargye Tshogchung in 1981 and Geog Yargye 
Tshogchung in 1991. Bhutan is divided into 20 districts, or dzongkhags, each of which headed 
by an elected district officer (dzongda), under which there are 201 elected gups. Before those 
changes were made, planning and all development activities in Bhutan were centralized. Over the past 
two decades, the Government’s authority has been gradually decentralized from the central 
government to the districts and geogs (blocks of villages), which are represented by district 
development committees and geog development committees. In 2002 the National Assembly 
created a new structure for local governance at the geog level. Each local area is responsible 
for creating and implementing its own development plan, in coordination with the district. 
 
131. The high quality and caliber of the civil service is a key determinant of good governance.  
The civil service is staffed by dedicated and committed officers and led by ministers and other 
senior staff who exhibit a high degree of professionalism and understanding. Respect for rule of 
law is widespread, and law enforcement is generally considered to be fair and impartial. 
Government publications are made available for public scrutiny, and communications between 
the public and government officials are candid and unrestricted. Under these circumstances, 
there is little if any corruption in the civil service and administrative hierarchy, and the public 
sector is highly responsive to the voice of the general public.    
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2. Key Issues in Core Governance 

132. Sustainability of Big Government. The NPRS emphasizes the need for the population 
to take greater responsibility for the infrastructure and services that they require, and 
decentralization and democratization are designed to bolster self-reliance. At present, however, 
infrastructure and an extensive array of social services (primary and secondary education, and 
all forms of health care, including drugs) are offered at no or little direct cost to the general 
public. Public expenditures range from 45% to 50% of GDP, implying that the size of 
Government is very large. Moreover, the cost of delivering public services is rising rapidly, 
particularly as infrastructure and social services are extended to more remote areas, and as a 
larger segment of the population demands access to postsecondary education and hospital 
care. Operation and maintenance expenditure levels in sectoral ministries tend to be formulated 
and determined not by any rigorous process but generally by incremental standards (i.e., based 
on prior year’s levels). Future public investment priorities must take into consideration the 
financial viability of public services. Greater attention must be accorded to the operation and 
maintenance of economic infrastructure and social services, and to securing suitable financing 
arrangements so that vital public services can be sustained over the long-term.   
 
133. Wage Bill and Fiscal Management. Public expenditures on civil service salaries 
constitute nearly 15% of GDP, and civil service pay scales exceed comparable pay scales in the 
private sector. A large and growing wage bill adds to the Government’s fiscal management 
risks, which are already complicated by the narrowly based dependence of government 
revenues on the export of energy to India, and a high degree of dependence on grant aid to 
finance public investment. Containing current expenditures, while maintaining high standards of 
governance, is a formidable challenge for a small, but committed public service.  
 
134. Decentralization. The Government’s increasing focus on decentralization implies that 
more strategic planning processes will need to be in place since districts have been given far 
greater responsibilities. Capacity building, at all levels, is required to bolster local government 
abilities to plan, manage, and implement development activities. To promote balanced regional 
development, new resource allocation mechanisms will be required, and are signaled in the new 
draft constitution.   
 
135. Accountability. Bhutan is remarkably free from institutional corruption. Moreover, the 
Royal Audit Authority (RAA) has been highly effective in holding Government ministries and 
corporations accountable for their expenditures. Public procurement procedures are sound, and 
indeed some funding agencies (World Bank) are using these in place of their own procurement 
requirements. But the range and scope of public expenditures is increasing, and with 
decentralization, many new actors will be involved in the planning, budgeting and expenditure 
management process. At the same time, Government departments need to demonstrate 
accountability to Parliament for use of the resources that they receive. As the Public Finance 
Committee and the Public Accounts Committee of the National Assembly begin to be 
operationalized, Government departments will be asked to account for not only their budget bids 
during minute inspections in Finance Committee hearings but also their annual statements and 
expenditure records (in the Accounts Committee). This has major implications for the manner in 
which departments plan budgets and account for resource use. New accountability mechanisms 
will need to be developed to capture the new functions of government, to reach local 
government, and to better link public sector performance with resource allocation.    
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3. Key Issues in Sector Governance 

136. ADB assistance is expected to be focused in the areas of the economic infrastructure, 
energy, urban development, and private sector-cum-financial sector development. Several 
governance issues that need to be addressed to improve performance in the key institutions 
that play a leading role in each of these sectors (Table A3.4).  
 
Table A3.4: Institutional Composition of the Infrastructure, Energy, and Finance Sectors 

 
Sector Sector Institutions 

Infrastructure Ministry of Works and Human Settlements, in particular: 
(a) Department of Roads  
(b) Department of Urban Development and Engineering 

Services, formerly Department of Urban Development and 
Housing 

(c) Construction Development Board 
(d) Road Safety Transport Authority (under Ministry of 

Information and Communications) 
(e) Standard and Quality Control Authority 

Energy Ministry of Trade and Industry, in particular: 
(a) Department of Energy 
(b) Bhutan Electricity Authority 

Bhutan Power Corporation 
Finance Royal Monetary Authority 

Ministry of Finance: 
(a) Department of Budget and Accounts 
(b) Department of Aid and Debt Management 
(c) Department of Planning 
(d) Department of Revenue and Customs 

Financial Institutions: 
(a) Bank of Bhutan 
(b) Bhutan National Bank 
(c) Royal Insurance Corporation of Bhutan 
(d) Bhutan Development Finance Corporation 

National Pension and Provident Fund 
Royal Securities Exchange of Bhutan 

Source: Asian Development Bank. 
 
137. Road Transport. The Ministry of Works and Human Settlements (MWHS) has 
demonstrated considerable competence and integrity in the development of the road network, 
and in just a few years, has developed clear and effective policies and procedures for 
contracting-out road development projects to the private sector. However, better planning and a 
stronger linkage between sector plans and public expenditures is needed in the roads sector. 
Nearly 50% of transport expenditures in the 8th FYP were on programs (generally overdue 
repairs) not included in the FYP but taken up on a needs basis. Also, at the start of the 9th FYP, 
the financing gap for road expenditures was about 45%. Accordingly, better prioritization at the 
planning stage is needed as well as more rigorous programming and monitoring of annual 
expenditures, based on a multiyear rolling plan. A second set of issues relate to the long-term 
sustainability of the road network. Often, the roads are not maintained or repaired on a timely 
basis, and then require costly reconstruction once they become impassable. The Government 
has promulgated the new Road Act in 2005—an important step to strengthen institutional 
capacity, and improve the planning and legal infrastructure for transport development. In line 
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with the new Road Act, revenues need to be identified for sustainable development of the 
transport network. 
 
138. Energy. In July 2002, the Government separated the Department of Power into three 
agencies: Bhutan Power Corporation (BPC), Department of Energy (DOE), and Bhutan 
Electricity Authority (BEA). Through the new framework, BEA will function as the regulatory 
body enforcing rules and regulations and BPC will be responsible for the utility functions of the 
department. DOE will remain the planning and policy body of the energy sector. Druk 
hydropower corporation is being created as a holding company to oversee the Government’s 
commercial interests in hydropower projects. Further deregulation of the power industry is 
limited by virtue of the fact that BEA is still not an independent regulatory body, and the scope 
for bringing in various players in the generation and transmission aspects of the industry is 
limited given the smallness of the market. Moreover, the regulatory mechanism cannot yet be 
considered effective because BEA capacity is still limited. The regulations that underpin the 
Electricity Act are yet to be developed and formalized, and licensing provisions with detailed 
conditions and licensee responsibilities, monitoring procedures, service quality standards, tariff 
determination processes, and dispute resolution procedures are yet to be finalized, as are 
relevant codes and standards. BEA also has considerable difficulty obtaining reliable 
information from the companies it regulates. This has obviously weakened the effectiveness of 
the existing regulatory mechanism.  
 
139. The Government is rapidly extending access to power in the rural areas, and aims to 
provide electricity to all households by 2020. The Government does not yet have the human 
resources to ensure proper maintenance of power facilities throughout the country: a general 
shortage of semi-skilled labor and severe shortage of competent personnel in line maintenance 
and supervision. New arrangements for contracting out part of the responsibilities for operating 
and maintaining the power grid are being tested, and if successful, can be scaled-up to ensure 
that energy security is maintained at all levels of the country. 
 
140. Financial Sector. Much of Bhutan’s economic growth and financial sector development 
has been driven by the public sector, as reflected in the high rates of growth in hydropower and 
savings of government corporations. Growth in the private sector remains slow—savings 
mobilization is low and viable investment projects are limited. In this environment, the two 
existing commercial banks, Bank of Bhutan and Bhutan National Bank, operate at the low-risk 
end of the market and require considerable collateral. ADB has been supporting the financial 
sector with a sector development program, including a loan to Bhutan Development Financial 
Corporation and equity investment in Bhutan National Bank. Though some competition among 
the four financial institutions has emerged, competencies to price products based on risk are yet 
to be developed. Interest rates still remain close to previously administered levels and do not 
price risks effectively. Competition from nonbank financial institutions is also likely to increase, 
with the National Pension and Provident Fund (NPPF) looking at investment opportunities in the 
domestic market. Large segments of the non-bank financial market are effectively unregulated, 
raising the risks of market contagion. To support financial system stability, both the Royal 
Monetary Authority (RMA) and the Government will need to further enhance the regulatory and 
policy frameworks and tools, as well as market infrastructure, in tandem with liberalizing of the 
economy.  
 
141. Financial market governance can be improved by liberalizing rules that govern entry into 
the sector, and by ensuring that prudential rules and regulations are enforced in accordance 
with the laws. In the financial institutions, a stronger focus on improving management capability, 
and management systems is necessary, including improved capacity in loan review and 
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monitoring. While the penalties that financial institutions face for any infraction of the prudential 
regulations are clearly laid out in the Financial Institutions Act, to date RMA has not taken 
action, in accordance with the Act, against any of the financial institutions that have been in 
violation of the regulations. RMA has instead consciously relied on an approach that notifies 
management of the institution of the violations, and discusses ways to resolve them. However, 
this has not necessarily resulted in a reduction in the number or severity of the infractions. 
 
142. The NPPF is in need of critical support to enhance its capacity because the Government 
intends to extend fund coverage beyond the armed forces and civil service. At the moment, the 
NPPF does not have a dedicated regulatory body, and is not covered by the Financial 
Institutions Act, so the RMA cannot regulate it.   
 
143. Urban Development. In the urban infrastructure subsector, the main challenge has 
been Thimphu’s large population growth in the last 20 years, which has overwhelmed the 
existing infrastructure. Both Thimphu and Phuentsholing now face severe problems in housing, 
water, and sanitation, as well as increasing air pollution from vehicles. Although urban planning 
was introduced in the mid-1980s, it remains inadequate because of lack of trained staff, weak 
enforcement mechanisms, and financing mechanisms are inadequate. In 2003 the Government 
established the National Housing Development Corporation, and, with the assistance of ADB’s 
Housing Sector Reform Project, formulated an appropriate policy and institutional framework to 
develop a transparent and well-functioning land and housing market. Past ADB assistance and 
support has helped strengthened the Department of Urban Development and Housing’s policy 
and regulatory activities, and contributed to building capacities for urban planning, design, and 
management in the city corporations of Thimphu and Phuentsholing. The Department of Urban 
Development and Engineering Services (DUDES) needs to build more capability to fulfill its 
mandate of coordinating and supporting city corporations in implementing their urban plans. 
With rapid growth in urban populations, in the two large cities and in many smaller townships, 
improvements are needed in urban planning, municipal management of core urban services, 
and sustainable financing and operation of municipal sites, services, and infrastructure. 
 

4. ADB’s Assistance Strategy  

144. Core governance in Bhutan is generally making good progress, and indeed standards of 
transparency, accountability and integrity in Government are high by any standard. Accordingly, 
the ADB country assistance program evaluation recommends that ADB does not need to focus 
its limited financial support to the country on directly promoting good governance. Instead, 
governance issues can be built into projects targeting the other major ADB goals, especially in 
the areas supporting poverty reduction. 
 
145. ADB assistance to the sectors in the areas of governance and institutional development 
has, by and large, been effective and successful. In the financial sector, ADB assistance has 
generally been effective in areas such as reforming public finance, strengthening banking 
supervision, strengthening Government auditing and accounting systems, assisting with legal 
reforms (particularly the new bankruptcy laws), and promoting laws aimed at attracting foreign 
direct investment. ADB assistance has helped build capacity of the road agencies, and 
contributed to developing a sustainable mechanism for road maintenance funding. It has also 
contributed to Government capability to plan and provide basic urban services. In the energy 
sector, ADB assistance has contributed to the adoption of a policy and legal framework to 
restructure the sector. In several other areas, ADB support in the area of governance has 
focused on capacity building in Government departments to improve economic management.  
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146. Good governance remains central to all aspects of Bhutan’s development. ADB will help 
the Government improve sector governance in all of the sectors in which ADB is to be involved. 
This will be accomplished by capacity building and catalytic policy reform assistance to (i) 
improve the planning and management of road transport operation and maintenance; (ii) 
support second generation reforms in the power sector; (iii) boost capacities in urban planning 
and in municipal governance, including the phased introduction of cost-recovery mechanisms 
for municipal services; (iv) introduce new labor laws; (v) strengthen the legal framework, boost 
RMA’s capabilities, and enhance the competitiveness of the financial sector; and (vi) improve 
the policy and regulatory regime to enable private sector activity, both domestic and foreign. 
ADB will help the Government improve its core governance practices by assisting in developing 
of new procedures and practices for involuntary resettlement, improving the planning and 
responsible management of the public debt, and developing public policies and programs to 
promote more efficient use of energy in Bhutanese households and enterprises. In addition, 
follow-on assistance will be provided for strengthening the national accounting system as 
weaknesses in economic statistics hinder timely use of funds, and thus delays development 
interventions including those aimed at poverty reduction. An on-line linkage between the central 
Ministry of Finance’s Department of Budget and Accounts and its 20 district counterparts will 
lead to efficiency improvements in expenditure reporting and flow of funds, as well as provide 
timely information about systemic difficulties. 
 
147.     ADB will facilitate capacity building focusing on improvements in sector policy, sector 
strategy, financing, and sustainable management of sector assets and institutions. In the 
infrastructure area, capacity will be built to better manage strategic assets, with a focus on 
maintaining standards and ensuring quality services. In addition, capacity building will be 
supported in a number of key areas that impede economic and social development as a whole. 
Undertaken in close consultation and coordination with capacity-building initiatives supported by 
other development partners, these will result in enhanced capacities for managing the economy, 
formulating and implementing public policies, and enabling private sector initiative. Support will 
be provided to build capacity in the Auditor General’s Office to meet new and anticipated 
accountability challenges, and support will be provided to enhance governance capabilities of 
the new parliamentary oversight bodies, to ensure that Bhutan’s well-deserved reputation for 
probity and integrity remains intact. In addition, key areas for future capacity development 
support include implementing environmental guidelines, implementing labor laws; improving 
management of the financial sector; enhancing debt and public resource management capacity; 
and poverty assessment and monitoring; strengthening the development and use of national 
accounts; enhancing the capacity of the power sector; and improving public sector involuntary 
resettlement policy and practice.   
 
G. Environment Assessment    

1. Introduction 

148. Bhutan is situated on the southern slopes of the eastern Himalayas, located between the 
People’s Republic of China to the north and India to the south, and has a total land area of 
38,394 km2. Bhutan has one of the most rugged mountain terrains in the world with elevations 
ranging from 160 meters along its southern border to its highest peak of Kulha Gangri at 7,554 
meters above sea level along its northern border with Tibet. The three main regions correspond 
to distinct climatic zones: a northern high altitude arctic region with peaks over 7,000 meters, a 
central mid-altitude cool temperate region with peaks between 1,500 and 2,700 meters 
(characterized by steep-sided narrow valleys and fast flowing rivers), and a southern foothill and 
sub-tropical plain area with peaks of up to 1,500 meters. 
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149. Bhutan has a very rich biodiversity with diverse ecosystems including many endemic 
and rare species. It is one of the 10 global biodiversity hotspots. The national environmental 
policy is to maintain 60% forest cover for all time to preserve its rich biodiversity. This principle 
is enshrined in the draft constitution. In recognition of the Government’s long-standing 
dedication to environmental preservation, His Majesty the King of Bhutan received the 
Champion of the Earth Award from the United Nations Environmental Programme on 19 April 
2005.   
 
150. Bhutan’s economy is dependant on the environment and natural resources primarily 
through agricultural production and hydropower, both of which are also dependant upon forest 
and biodiversity conservation. Economic development, however, has been accompanied by 
growing population pressure, agricultural development, land use change, hydropower 
development, mineral development industrialization, urbanization, tourism, competition for 
arable land, road construction, and provision of other physical infrastructure associated with 
social and economic development.  
 

2. Key Environmental Issues 

151. Competition for land, forest, and water resources has increased with economic 
development. Key environmental priorities include the need to reduce land degradation, 
preserve biodiversity, protect water resources, and mitigate the adverse environmental effects 
of urbanization and industrial development (air and water pollution, solid waste management, 
loss of agricultural land). Environmental management criteria will need to be increasingly 
incorporated and integrated into the country’s development planning and policy formulation 
processes. In addition, the development and implementation of appropriate environmental 
quality standards, together with the establishment of adequate administrative capacity to 
enforce environmental standards and regulations, are high priorities.  
 
152. Land Use Changes. Land use patterns are changing due to impacts of population 
growth, development activities and urbanization. The main negative impacts include removal of 
forest cover leading to land degradation and disturbance to watersheds, and conversion of 
prime agricultural land for infrastructure development. Total land use changes that have taken 
place to date cover an estimated 25,000 acres. 
 
153. Loss of Limited Agricultural Land. Agriculture land is limited to just 7.8% of the total 
land area. Wetlands, which are suitable for irrigated cultivation, comprise only 54,300 acres or 
1% of the Bhutan’s total land area. The Ministry of Agriculture reports that between 1996 and 
2001 about 630 acres of wetland were converted to other forms of land use. Because of the 
country’s steep terrain and high priority for maintaining forest cover, the scope for expanding 
agricultural land is limited. Agricultural land is being progressively lost through urbanization and 
land conversion, particularly along fertile valley basins, as is happening with the development of 
the new towns of Bajo (Wangdue district) and Khuruthang (Punakha district). Plans have been 
approved to establish municipal areas at Bumthang and Trshiyangtse on prime agricultural 
lands.  
 
154. Land Degradation. Given the steep terrain of most of the country coupled with the 
monsoon climate, Bhutan is particularly vulnerable to land degradation through soil erosion and 
landslides. The main human activities responsible for triggering soil erosion and landslides in 
the mountainous terrain are agriculture and forestry activities, and infrastructure development 
including roads, hydropower projects, laying of transmission lines, and mining operations. About 
40,000 ha of land, comprising 10% of the total agricultural land, has been affected by erosion to 
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some degree. Agricultural and forestry activities contribute to physical land degradation through 
cultivation of steep terrain, poor soil conservation practices, overgrazing of livestock, agricultural 
encroachment into forestland, unsustainable fuelwood extraction, unsustainable logging 
practices, and forest fires. 
 
155. Threats to Biodiversity. Conflicts between humans and wildlife are a major problem in 
rural Bhutan, manifested through damage to agricultural crops by wild animals (wild boars, deer 
monkeys, bears, elephants) and livestock depredation by tigers, leopards and wild dogs. Each 
year hundreds of tons of crops are lost, as are significant numbers of livestock. While people 
are environmentally conscious and generally tolerant of wildlife, retributive killing of predator 
species is not uncommon and resentment is growing among farmers toward wildlife and to the 
stringent wildlife conservation law. Moreover, some of the country’s poorest communities live in 
protected areas and biological corridors. For these communities, long-term conservation 
benefits mean very little when their daily subsistence is at risk. Biodiversity is also threatened by 
overgrazing of livestock. This leads to loss of plant species, reduction of land productivity, and 
soil erosion, and reduces the availability of forage for wild animals, thus contributing to 
increased raiding of field crops wild ungulates when forest forage becomes scarce.  
 
156. Air Pollution around Industrial and Mining Sites. The main pollutants from industries 
are CO2, CO, SO2, NOx, and particulates, and these are increasing. Causes of localized air 
pollution from industries arises from low emission stack heights that limit dispersion, and lack of 
proper storage space for raw materials such as limestone, coal and charcoal. Key cause of poor 
air quality from industrial activities are result of the fact that most industries have low emission 
stack heights and as a result, emissions from them are not properly dispersed causing air 
pollution in the surrounding valleys. However, major industries have installed pollution control 
equipment and are in the process of introducing cleaner technologies. 
 
157. Air Pollution. Now a significant issue in urban centers deteriorating urban air quality is 
the result of vehicular emissions arising from rapid growth in vehicle numbers, fugitive dust from 
new construction sites and unpaved roads, domestic burning of fuelwood, heating of bitumen 
along road construction sites (which involves emissions from bitumen and wood burning), and 
burning of rubbish in satellite towns due to the absence of waste disposal systems. 
 
158. Water Pollution. Problems are associated with urbanization and include gray water 
discharge into adjacent water courses from domestic households and commercial premises, oil 
and grease spills from workshops into ground or adjacent water courses, and uncontrolled 
seepage or overflow from septic tanks and piping flowing directly into rivers. Little quantitative 
water quality information is available to assess the seriousness of urban water pollution. NEC 
has made a modest endeavor to monitor the quality of water of the country’s water bodies 
through monitoring of the four major river basins in Bhutan. Preliminary results indicate that on a 
macro scale the state of Bhutan’s water resources is healthy. The preliminary data indicate that 
the main rivers and their major tributaries, with few exceptions, are still of pristine quality. 
Monitoring is also done at facilities such as wastewater treatment plans in Thimphu and 
Phuentsholing and around industrial sites. 
 
159. Solid Waste Disposal. This is now a major problem in urban towns fuelled by 
population growth, rural to urban migration, and changing consumption patterns. According to 
Thimphu City Corporation (TCC) records, solid waste generation in the city has increased from 
8 tons/day in 1999 to 24 tons per day in 2004. This three-fold increase of daily waste generation 
in 5 years illustrates the critical nature of the problem for the main centers. Thimphu’s landfill 
(located 12 km from the city in steep terrain) was designed for a waste volume of 8 tons per day 
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for 10 years. It has been operating since 1992 and been extended twice. The landfill is currently 
full, previous waste separation activities at the landfill have lapsed, and collection vehicles have 
recently resorted to dumping rubbish on the roadside close to the landfill.  
 

3. The Government’s Policy and Strategy 

160. The Government, with assistance from development partners, has established a 
comprehensive environment policy and regulatory framework to guide development. This is 
underpinned by the National Environment Strategy (1998) and consists of a number of policies 
and acts, chief of which is the Environmental Assessment Act 2000 and its associated 
regulations, sector guidelines, codes of practice and environmental standards. While the 
environment regulatory framework is sound, and has been progressively institutionalized within 
Government agencies, some policy weaknesses exists. The Land Act needs to be reviewed to 
eliminate inconsistencies with other laws and to remove impediments to activities that would 
facilitate sustainable agriculture and tourism development. Much of the legislation is sector 
focused; a more intersectoral approach would reflect the cross-sector nature of environmental 
challenges.   
 
161.  Involuntary resettlement for public investment has taken place without full consideration 
of both the environmental and social impacts on adversely affected communities. Efforts are 
needed to harmonize national legislation and practice with international standards for good-
practice in involuntary resettlement, not only to ensure that the rights of the poor are protected, 
but also to ensure that Government plans for sustainable, socioeconomic development can 
proceed in a timely manner. 
 
162. A key environmental challenge is the lack of human and financial resources within the 
institutions (line ministries, district development committees) responsible for implementing and 
enforcing environmental legislation. This is exacerbated by the general lack of environmental 
data and monitoring services. The latter is currently being addressed through aid assistance in 
the development of an environmental information management system. Additional human and 
financial resources and capacity building are urgently required for the implementing agencies 
along with strengthening of the legal sector to ensure implementation and enforcement of the 
existing environmental laws and regulations.   
 

4. ADB’s Assistance Strategy 

163. In addition to sector-specific interventions, ADB has assisted the Government in 
formulating and improving environmental assessment guidelines, through two TAs.9 Support for 
implementing environmental assessment regulations is ongoing through a 2005 advisory TA.   
 
164. Several development partners provide environmental assistance to the Government. 
While problems are numerous, absorptive capacity is limited, and technical solutions to certain 
problems (i.e. wildlife predation) remain illusive. ADB assistance to the Government will 
complement the core environmental support of other development partners, by mainstreaming 
sustainable development initiatives into its public sector operations, and by helping the 
Government to steadily improve the regulatory basis for environmental management. ADB will 
help the National Environment Commission to draw up guidelines, and built capacity for 

                                                 
9  ADB. 1996. Technical Assistance to Bhutan for Strengthening Environmental Impact Assessment Capabilities and 

Preparation of Environmental Guidelines. Manila; ADB. 2003. Technical Assistance to Bhutan for Strengthening 
Environmental Sector Capacity. Manila. 
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implementing the Environment Assessment Act, 2000. Special attention will be paid to 
resettlement policy to ensure that social development responsibilities are respected as 
economic development proceeds.   
 
165. Within key sectors, ADB will support improved environmental management. In the 
transport sector, environment-friendly road construction practices will be implemented in 
accordance with Department of Roads (DOR) recently published guidelines. Training in the 
executing agency act and regulations, and in environment monitoring and audit procedures will 
be supported. In the energy sector, environmental capacity building for the DOE will be pursued. 
Rural electrification initiatives will embody environment-friendly design and construction of rural 
grid networks and micro-hydro projects. Where possible, the use of renewable energy sources 
will be encouraged. In the urban infrastructure sector, environment-friendly construction 
practices will be supported, and support will be provided for strengthening capacity in 
environment monitoring and audit procedures, including site inspection protocols, checklists, 
action plans/enforcement procedures for noncompliance, communication pathways, and 
reporting. Urban development initiatives will help improve management of urban waste and will 
help raise awareness on what constitutes a clean environment and how it can be maintained. 
 
H. Results-Based Monitoring and Evaluation    

1. Government’s Goals and Targets 

166. The main documents setting out the development objectives for Bhutan are (i) Bhutan 
2020: A Vision for Peace, Prosperity and Happiness (Part I and II) May 1999; The 9th FYP (June 
2002–June 2007), the mid-term review of which is currently under way; and (iii) the cover note 
to the 9th FYP (2004)—which together with the 9th FYP constitutes the Poverty Reduction 
Strategy. These reports provide the general direction for development, and include many goals, 
objectives, targets, and progress milestones.   
 
167. The annual budget document is seen an offshoot of the FYP building entirely on the FYP 
objectives. The budget ceiling for the first year of the planning period is 16% of the plan’s 
budget, the second year 18%, the third 20%, the fourth 22%, and the fifth 24%. Any major 
reprioritization of funds amounts up to Nu1.5 million are decided by the secretary of finance up 
to Nu3.0 million by the minister of finance, and larger amounts by the Council of Ministers and 
Parliament. Some 24% of the annual budget is allocated to dzongkhags and gewogs. 
Approximately 45% of the total 9th FYP outlay is for current expenditures (financed by domestic 
revenue), about 50% is for capital investments (fully financed by the development partners), and 
4-5% for debt servicing. The largest amount of assistance is provided by India, Danish 
International Development Assistance (Danida), ADB, UNDP, Japan International Cooperation 
Agency (JICA), and World Bank.   
 

2. Monitoring and Evaluation Mechanisms 

168. A national monitoring and evaluation system (M&E) is being developed by a task force 
under the auspices of the Department of Planning (Ministry of Finance) and with financial 
support from the Government of the Netherlands. M&E guidelines will be issued by the end of 
the year. The system, being developed through a participatory process with sectors and 
dzongkhags, will incorporate poverty monitoring data, and MDG progress data. A separate 
MDG taskforce will report on Bhutan’s progress toward the MDGs, a progress report will be 
released in September 2005. 
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169.  The Department of Planning is expecting to complete a midterm review of the FYP by 
the middle of 2005, and is developing a gewog profile information system with UNDP support. 
The system is web-based and will provide information on all local indicators and data from 12 
major sectors. District planning officers are collecting and entering data for the dzongkhags. 
 
170. Until 2003, the National Statistical Bureau was part of the Department of Planning. It is 
now a separate government agency, governed by a board chaired by the minister of labor and 
human resources. The bureau, which has 34 staff in headquarters and one in each of the 20 
dzongkhags, is organized in three divisions. In addition to collecting data for the statistical 
yearbook, the consumer price index, and the national accounts, the bureau carried out a 
Household Income and Expenditure Survey in 2000 and a Living Standard Survey in 2003. The 
later forms the basis for the 2004 Poverty Analysis Report prepared entirely by bureau staff. At 
present, the bureau is preparing for the 2005 population and housing census—the first ever 
based on international standards—which was undertaken in May 2005. The census will provide 
important baseline data for future sector-specific and poverty-related surveys. It will also provide 
geographic data on household locations, and form a basis for disaggregated decision-making.    
 
171. The Royal Audit Authority is an important and strong institution, highly respected among 
the government agencies. With a total 155 staff and three district offices, it applies a broad 
template in its audits.10 All audit reports are submitted to the head of the relevant agency and 
made publicly available through the Internet and the national newspaper—Kuensel. An annual 
report, which summarizes main findings and recommendations, is submitted to His Majesty the 
King, the Prime Minister, and the National Assembly. The report also lists all unresolved audit 
findings. Any individual civil servant with unresolved issues is prohibited from promotion and 
travel abroad. Increasingly the Royal Audit Authority is broadening the scope of audits to include 
performance assessments and reviews of compliance with the national FYPs.  
 
172.  RMA plays a leading role in regulating the financial markets, and regularly reporting on 
both macro-economic and financial market developments. RMA’s monthly, quarterly, and 
annual reports summarize developments in macroeconomic and financial market performance, 
including information on public finance, national accounts, and external trade; and are published 
on its web site. ADB has assisted RMA in regulating Bhutan’s commercial banks, and IMF has 
provided assistance to RMA in reporting on the balance of payments and national accounts.    
 
173. In Bhutan, each of the ministries, line agencies, and public corporations operate their 
own data collecting, reporting, and internal M&E systems. Many of these are evolving rapidly as 
the Government becomes more results-oriented in its planning and budgeting. For example, the 
Ministry of Health is implementing a computerized planning, budgeting and monitoring tool to 
improve its activity-oriented management of the sector. The system includes annual activity 
plans, regular reporting on progress, and quarterly review meetings with the minister, where 
development partners are also invited to participate. The system will gradually be developed to 
include outcome data from dzongkhags. The intention is to fully integrate the system with the 
national M&E system being developed by the Department of Planning and to make data 
available to the Ministry of Finance as an input to the annual budget process.   
 
174. The Centre for Bhutan Studies established by the Council of Ministers in 1998, is the 
only autonomous research institute dedicated towards promoting research and scholarship on 
Bhutan. The center is governed by a council chaired by the minister of home and cultural affairs.  
 
                                                 
10 In 2003, it conducted 203 normal audits, 5 special audits, 69 project certifications, and 17 statutory audits.  
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3. Use of M&E information 

175. Commitments made in the FYP play a key role in informing the annual budget.  
According to the Department of Budget Administration use of performance data in budget 
preparation is limited. Only information of actual staff numbers is used, apart from discussions 
of implementation capacity with the relevant ministry and agency, in setting budget levels. Line 
ministries, agencies, and public corporations make regular use of monitoring data and in-house 
evaluations in formulating public investment programs, and in tracking sector management.   
 
176. Established in 1953, the National Assembly’s role has gradually increased and it 
regularly demands information on public policies and economic performance from the 
Government. With 150 full-time members, the assembly meets for two sessions per year. It has 
two standing committees, and nine other committees are to be gradually established. The 
National Assembly Secretariat currently has 32 staff in six divisions. An additional seven staff 
will be recruited. The secretariat has initiated a web-based document database, which will be 
publicly accessible from June of 2005. In addition, a new library is being planning to 
accommodate assembly members’ information needs. The oversight role, and information 
requirements, of the National Assembly will be much stronger in the future once the new 
constitution becomes effective.  
 
177. Even though mismanagement and corruption is not a major problem in the public sector 
awareness of the potential escalation of these problems is increasing. The draft constitution 
includes provision to establish an anticorruption commission as an independent authority and to 
enact an anticorruption law. The auditor general is mindful of the need for training on integrity 
and corruption issues at all levels of government.  
 

4. ADB’s Assistance Strategy for Results-Based M&E Systems 

178. Initiatives have been taken to develop M&E mechanisms at all levels of the public sector. 
Guidelines for a national M&E system will be finalized by the end of 2005; already established 
M&E systems in sector ministries are being improved; the capability of the Royal Audit 
Authority, National Statistical Bureau and National Assembly will be strengthened; Bhutan’s first 
national census has been undertaken; a medium-term expenditure framework will be 
introduced; and local level indicators for planning purposes developed. Extensive and decisive 
capacity development is taking place at all levels of government.   
 
179. Several factors hinder the Government’s ability to utilize M&E information for 
accountability and learning purposes. Data from several sources is already available, but not 
systematized, analyzed, and utilized to the extent possible. Sophisticated information 
technology is being implemented in various management information systems, but will only be 
fully useful when telecommunications capacity throughout the countryside is further advanced. 
The FYP gives clear directions for development and expenditure, but the concrete linkages 
between performance data, planning, performance indicators, and resource allocation in annual 
planning and budgeting is less strong. While capable and determined leadership is in place in 
the various agencies and departments, and Government is marked by remarkable openness, 
transparency, and self-insight, skills shortages plague practically every arm of the Government.  
 
180. ADB will continue to support development of the Government’s supply and demand for 
relevant M&E services, in full consultation with Bhutan’s other development partners. The 
supply-side should continue to be supported through capacity development of the National 
Bureau of Statistics to strengthen its capacity to collect, analyze, and disseminate relevant data, 
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in particular national poverty estimates. In collaboration with other development partners, ADB 
will assist the Department of Planning to design and implement a national M&E system. ADB’s 
support for key sectors will include assistance for developing capacity for sector M&E. The 
demand-side should be strengthened by supporting introduction of a national MTEF improving 
capacity for public resource management; and where possible, increasing use of government 
systems by ADB. 
 
I. Transport and Communications 
 

1. Introduction 
 
181. Geographic isolation is a major cause of poverty and underdevelopment. A large 
segment of the rural population has limited access to markets and modern services because of 
the harsh geography and the limited reach of the domestic transport system. Road transport is 
the only internal transport mode besides a few ropeways. There are no domestic flights, no 
railways, and no navigable rivers. Many areas are not road served and the network of mule 
tracks extensive. Half the country’s population lives more than a half day’s walk from the 
nearest motorable road. There is only one airport that provides limited air access to the rest of 
the world. 
 

2. Road Issues and Development Challenges 
 
182. In a mountainous, landlocked country like Bhutan, socioeconomic development depends 
largely on an efficient and reliable road network. Because of the mountainous terrain, the area 
of land suitable for agriculture is very limited and the population is distributed in remote, 
scattered settlements making the construction and maintenance of roads extremely difficult and 
costly.  
 
183. Since the construction of the 179 km Phuentsholing–Thimphu Highway in 1959, the 
national road network has expanded to include about 4,152.7 km of motorable roads, including 
1,577.2 km of national highways, 459 km of district roads, 1,205.2 km of feeder roads, 117.4 km 
urban roads, 251.2 km of farm roads and 542.6 km of forest roads. Road density is 0.1 km/sq 
km and 5 km/1,000 inhabitants. The latter is relatively high in comparison with countries with 
similar size and income level, but this can be explained by the scattered settlement of the 
population. 
 
184. Until the early 1990s, most of the country's main road network was constructed and 
maintained by DANTAK (an organization under the Army Engineering Corp of Indian Border 
Force) and financed by the Indian government on a grant basis. About 15% of Bhutan’s main 
road network (574 km of which 498 km are national highways, 62 km district roads, and 16 km 
feeder roads) is still maintained by DANTAK with Indian government funding, in addition to 
selected new construction and upgrading works. DOR has direct responsibility for 2,120 km, 
including 1,062 km of national highways; 415 km of district roads; 554 km of feeder roads; and 
89 km of urban roads. 
 
185. All national highways and nearly half of the district and feeder roads are paved; 
however, 20% of national highways, 53% of district roads and 86% of feeder roads are in poor 
condition. The main reason is that roads with narrow carriageway widths were built along steep 
hillsides that are prone to landslides. Roads become difficult to use during the winter months 
and rainy season. Improvement and maintenance of the existing road network is an urgent 
priority. In addition, the wide use of manual resurfacing provides a low pavement quality.  
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186. The vehicle fleet has grown rapidly from a total of 13,600 vehicles at the end of 1997 to 
over 26,700 at the end of 2004, a growth rate of over 15% per annum. Light vehicles and in 
particular taxis, increased faster than the average, while two-wheelers increased at a slower 
pace. Almost 90% of the vehicles are in the western areas of Thimphu and Phuentsholing. More 
than 65% of the light vehicles are in the capital area, while 70% of the trucks are registered at 
Phuentsholing. To streamline the transport system, all motor vehicle-related activities including 
registration and licensing, roadworthiness and emission tests were consolidated under the Road 
Safety and Transport Authority (RSTA) at the beginning of 1997. 
 
187. Traffic volumes are highest in the vicinity of Thimphu and Phuentsholing, with the 
busiest section on the short stretch from Thimphu to Semtokha. Traffic on this section averaged 
2,280 vehicles per day (vpd), excluding two-wheelers. The next highest traffic level, about 900 
vpd, is on the Semtokha–Chuzom section, which is the common section of the roads to 
Phuentsholing and Paro. Traffic then divides roughly equally, at about 450 vpd on the roads to 
Phuentsholing and Paro. On the East-West Highway, traffic reaches 500–600 vpd from 
Semtokha to Wangdue, and falls markedly further east, with about 100 vpd to Trongsa and 50–
100 vpd further east. A major effort is underway to provide transport services and rural access 
roads to smaller towns.  
 
188. All freight and passenger transport services have been privatized. RSTA regulates the 
transport industry and sets tariffs. The tariffs are binding for passenger traffic but considered 
indicative for freight, as these are only applicable for hiring by the Government. For freight, 
operators are required to obtain a business license from the Ministry of Trade and Industry. The 
size of the truck fleet has risen significantly in recent years and increased competition is 
reported to have reduced freight rates. For passengers, bus services have been privatized. 
Thirty-seven bus operators provide commercial services with a total fleet of about 120 vehicles 
as of December 2004. RSTA issues permits to operate bus services, specifying the route, the 
vehicle type and frequency of services to be operated, with priority accorded to ensuring 
affordable passenger transport.   
 
189. The Road Safety and Transport Act of 1999 defines the roles of the RSTA and the traffic 
police in implementing the road traffic safety rules. The act reflects modern practice and the 
traffic safety rules are in line with international standards. Despite rapid traffic growth, the 
number of reported accidents has only increased from around 250 with some 15 fatalities in 
1999 to 436 with 17 fatalities in 2003. This translates to 6.4 annual fatalities per 10,000 vehicles, 
which is very low in comparison with Lower and Middle Income Countries where the range is 5–
100 annual fatalities per 10,000 vehicles. However, the extent of under-reporting of accidents, 
especially in rural areas, is not known. Considering the high rate of vehicle increase, these 
positive statistics may not be sustained. 
 
190. The Government has a strong record of financing road development, but maintenance 
has been lagging. In recent years more attention has been accorded to addressing overdue 
repair and maintenance requirements of the national road network, and this is reflected in recent 
budgets. For example, the annual average expenditure as of December 2004 under the 9th FYP 
is Nu271 million, which covers the estimated requirement of routine maintenance for the total 
road network and periodic maintenance for 200 km per year. Routine maintenance is totally 
funded from domestic resources, while resurfacing relies on external assistance. After years of 
under-spending on road maintenance, present spending levels, while a vast improvement on 
the past, are still insufficient to substantially reduce the backlog of deferred maintenance, which 
is estimated at 30% of the total road network.  
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3. Government’s Development Strategy 

191. The 9th FYP objectives for roads and to improve accessibility to social and economic 
activities by building more roads; and enhance the existing network to reduce travel time, road 
user costs, and transportation costs for goods and services. The strategies to be followed for 
achieving these objectives include promotion of private sector participation; mechanization of 
road construction; adoption of environmental-friendly road construction techniques; construction 
of highways and feeder roads; realignment of national highways; construction of double-lane 
highways and improvement of critical stretches; maintenance and stabilization of national 
highways; and replacement and reconstruction of bridges. 
 
192. The 9th FYP objectives for road transport services are the development of safe, reliable, 
efficient, and affordable passenger and freight transport services. The strategies to achieve this 
include a focus on safety and environmental standards; and expansion of services through 
regulation and selective support of private transport enterprises. The 9th FYP also lays out clear 
initiatives for facilitation of trade and transport. These include Electronic Data Interchange For 
Administration, Commerce and Transport (EDIFACT) implementation, World Trade 
Organization accession, improvement of market access, and development of dry ports and 
other transit services. 
 
193. Road expenditures (by DOR) under the 9th FYP are projected at Nu6.7 billion, 
comprising (i) new road construction, realignment and widening, Nu3.56 billion (53%); (ii) bridge 
construction and maintenance, Nu634 million (10%); (iii) resurfacing, Nu1.10 billion (17%); (iv) 
routine maintenance, Nu819 million (12%); (v) equipment, buildings, etc, Nu206 million (3%); 
and (vi) road administration, Nu300 million (5%). The plan makes no allowance for monsoon-
related repairs, which could add about 5–10% to the above total. At the start of the FYP period, 
the financing gap was Nu3.0 billion (45%) although funding requests to the Indian Government 
(Nu1.1 billion) and Japan (Nu0.30 billion) are in the pipeline.  
 

4. ADB’s Development Experience 

194. ADB’s involvement in the transport and communications has been only in roads. Since 
1983, the ADB commitments to roads have reached $28.63 million—the third largest recipient 
after social infrastructure and energy. The three loans total $23.6 million; six advisory TAs, 
$3.36 million; and five project preparatory TAs, total $1.63 million. Key projects included the 
East-West Highway Maintenance Project11 the Road Improvement project12 and Road Network 
Expansion project.13 In addition, the Multiproject funded the construction of 34 km of road 
between Samchi and Dorokha, as well as 73 km of forest roads and 10 suspension bridges.  
 
195. ADB assistance has focused on rehabilitation and maintenance of the main highway 
network, as well as on transport network planning and management. Other benefits of ADB 
assistance include enhanced public-private sector partnerships, especially in the construction 
and maintenance of the road network; and institutional strengthening of the DOR and the 
Construction Development Board. Sector governance has been supported by the Road Sector 
Master Plan, completed in March 2001, and an important input to the 9th FYP.   
                                                 
11  ADB. 1993. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Kingdom of Bhutan for the East-West Highway Maintenance. Manila (for $5.2 million). 
12  ADB. 2000. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Kingdom of Bhutan for the Road Improvement Project. Manila (for $9.6 million). 
13 ADB. 2003. Technical Assistance to Bhutan for Preparing the Road Network Expansion Project. Manila. The PPTA 

is underway for preparing the ensuing loan in 2005. 
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196. The Road Act, prepared with the assistance of ADB’s Road Planning and Management 
Strengthening Project, was passed by the National Assembly in 2004. The Road Act provides a 
sound foundation for future policy making in the sector by (i) clearly defining rights and 
responsibilities of road users and affected communities; (ii) establishing suitable standards and 
safeguards for construction, rehabilitation, maintenance, and use of roads, (iii) establishing 
principles for compensation to be paid for the acquisition of land for road construction, including 
that for right-of-way; (iv) establishing a system of user levies to recover the costs of maintaining 
the national road network; (v) identifying the agencies responsible for monitoring and enforcing 
the provisions of the legislation; and (vi) clearly specifying penalties for violating road statutes. 
 

5. Activities of Other Development Partners 

197. Development of the road network has depended heavily on external assistance. India is 
the largest source both for specific projects and by providing budget support to the Government. 
Besides ADB, the main development partners active in the road subsector are the governments 
of Japan, Austria, Switzerland, and Netherlands, and the World Bank. Through various 
agricultural development projects, some support for the farm road program is provided from 
development partners including International Fund for Agricultural Development, European 
Union, Swiss Development Corporation, GTZ (Deutsche Geddellschaft für Technische 
Zusammenarbeit) and JICA. 
 

6. ADB’s Strategy 

198. ADB's strategic objectives in the road subsector are to (i) continue to enhance the main 
road network; (ii) ensure adequate maintenance of the existing road network; (iii) improve rural 
accessibility; (iv) strengthen sector institutions; (v) promote private sector participation; (vi) 
improve road technology and productivity; and (vii) support subregional linkages. For the farm 
community, which constitutes the bulk of the population, an improved transport network will 
lower input costs, enhance the introduction of new technologies, and bring markets closer to 
rural communities. It will ease the delivery of social and economic services, stimulate cash-crop 
farming, facilitate off-farm activities, and reduce the costs of foodstuffs to the urban poor. 
Development of feeder roads, with ADB support, will be targeted to districts/blocks with a high 
incidence of poverty, and will be implemented using environment-friendly construction methods, 
which are labor intensive, and provide employment opportunities to local communities. 
Development of the national highways has, and will continue to, support pro-poor economic 
growth by improving transport efficiency—i.e., reducing travel time and transport cost—to boost 
domestic trade and cross-border transport, which will stimulate private sector development and 
generate increased employment for the poor. Enhanced connectivity will also facilitate greater 
coverage of basic social services, including health and education, in isolated regions and 
contribute to national integration.    
  
199. Enhancement of the Main Road Network. ADB will continue its support of the 
Government’s plans to enhance the main road network, by providing assistance for resurfacing 
national highways and developing district roads. The economic viability of candidate projects will 
play a major role in project selection, to ensure that the national road network conveys tangible 
benefits and is sustainable in the long run. Environment-friendly construction methods will be 
promoted. 
 
200. Improving Rural Access. ADB will support the Government in improving rural access.  
The focus will be on improving physical access, that is, reducing the walking time to the nearest 
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road and integrating remote areas and communities into the national transport network. ADB’s 
assistance will be aligned with the 9th FYP priorities for developing feeder roads. 
 
201. Enhancing Sector Governance. ADB will enhance the Government’s ability to govern 
the road subsector by building institutional capacity in a number of key areas, including to 
maintain the main road network, to build the core capacity of key agencies to plan and manage 
the main network, to foster greater private sector participation to foster quality improvement in 
road development, and to facilitate subregional transport and connectivity.  
 
202. Maintenance of the Main Road Network. Through capacity building and support for 
sector governance initiatives, ADB will support the Government to plan the road development 
program in a systematic manner and to identify an optimal mix of spending on maintenance and 
new construction/improvement. ADB will encourage the Government to broaden the revenue 
base for the road sector, so that the Government can eventually meet 100% of road 
maintenance requirements and eliminate the backlog of deferred maintenance.  
 
203. Institutional Capacity Building. ADB acknowledges that capacity-building is a long-
term obligation and will continue to support the strengthening of DOR and other road sector 
institutions such as Construction Development Board and RSTA to improve institutional 
capacities for planning and managing the road network, and for fostering efficient and safe 
transport services.   
 
204. Promotion of Private Sector Participation. ADB will continue to support the 
Government’s initiative to enhance sector governance by promoting private sector participation. 
The amount of road works that have been contracted-out to the private sector have been 
steadily increasing, and the Government is committed to increasing private sector participation 
in future projects. ADB assistance will be designed to make use of, and enhance the capabilities 
of domestic contractors in the transport sector.   
 
205. Quality Improvement. ADB will support the Government’s capacity-building initiatives to 
improve quality standards and to enhance quality assurance mechanisms for road construction 
and maintenance. ADB will support mechanization of road works for major national highway 
where applicable, and will encourage labor-intensive and environment-friendly construction 
methods on those roads where such technology is most applicable.  
 
206. Subregional Transport Improvement. ADB will assist the Government in strengthening 
international road linkages with neighboring countries, in improving customs and transshipment 
facilities, and in developing trade facilitation systems at the principal border crossing points to 
reduce transport costs and customs processing delays. 
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Table A3.5: Transport Sector and Subsector Plan 
  

Indicators  
Item 2000 2005 2010 2015 2020 
A. Sector Outcomes      
1. Reduced transport cost (truck: 
Nu per vehicle km) 

10.6 10.6 10.0 9.5 9.0 

2. Increased rural population 
living within a half day walk from 
the nearest road 

< 10% < 10% 45% 75% 100% 

3. Reduced number of geogs 
unconnected 

77 77 50 25 0 

4. Increased road subsector 
revenuea ($ million) 

3.6 5.3 9.3 15.0 22.0 

5. Increased private sector 
participation ($ million) 

0.3 2.8 6.9 10.3 13.8 

B. Sector Outputs      
1. Expansion of paved National 
Highways and paved District 
Roads under DOR (km) 

 1,477 1,700 1,900 2,100 

2. Expansion of Paved Feeder 
Roads under DOR (km) 

 161 300 450 600 

3. Maintainable pavement under 
DOR (% of total road length) 

 70 92 100 100 

4. Backlog of deferred 
maintenance under DOR (% of 
total road length) 

 30 8 0 0 

5. Annual routine maintenance 
and resurfacing budget ($ 
million) 

 6.1  7.7 9.0 10.2 

C. Sector Issues and 
Constraints 

 Scattered settlements, low road network coverage, lack of access in the 
rural areas, lack of subregional connectivity 

 Poor road conditions due to insufficient resurfacing and nonmechanized 
method of construction and maintenance 

 Limited capacity of road sector institutions to plan and manage the road 
development program 

D. Actions, Milestones, and 
Investments 

 
By Issue 

  
By Agency 

   
Schedule 

 
ADB 

Others/ 
External 

 
Gov’t 

Ongoing Projects      
1. Road Network Improvement 
Project 

Enhancement of the main road 
network, PSP promotion 

2000-2005 X  X 

2. Rural Access Project Improvement to rural accessibility, 
Improvement to road technology 
and productivity 

1999-2006  WB, SNV X 

3. Bridge construction and 
replacement 

Enhancement of the main road 
network, Institutional 
strengthening 

2003-2010  JICA X 

4. Suspension bridge programs Enhancement of the main road 
network 

1999-  SDC X 

5. Environment-friendly road 
project support 

Institutional strengthening 1999-2005  SNV X 

Proposed Projects      
1. Road Network Project Enhancement of the main road 

network, Improvement to rural 
accessibility, Institutional 
strengthening, PSP promotion 

2005-2009 X  X 

ADB = Asian Development Bank, DOR = Department of Roads, Gov’t = Government. 
a   Include Road Safety and Transport Authority levies such as fees of license, registration and renewal; sales tax of fuels and taxes 

and custom duties and sales tax on vehicles. 
Source: Asian Development Bank estimates. 
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J. Energy Sector 

1. Introduction 

207. The energy sector a key engine of growth and socioeconomic development in Bhutan. It 
accounts for about 12% of GDP and some 90% of merchandise exports. In addition it provides 
the Government with 45% of its total revenue. By FY2006/2007, the share of total revenues 
arising from the energy sector is expected to reach 60%.   
 
208. During the past decade, reforms have been undertaken to separate the policy, 
regulatory and operational entities in the power sector. Under the current structure, DOE serves 
as the policy-making and planning body for the Government, BEA as the sector regulator, and 
BPC as the transmission, distribution, and supply company. 
 
209. Under the 9th FYP, the Government intends to electrify 15,000 households. This will 
correspond to an increase of about 20% in the total number of consumers, or an 8% increase in 
the total proportion of the national population with electricity supply, from the current 35% to 
about 57%. Rural electrification conveys substantial benefits because electricity (i) is cheaper 
than kerosene for lighting; (ii) is environment friendly; and (iii) has none of the health-related 
hazards associated with available alternative sources (kerosene and wood). Rural electrification 
has contributed to the diversification of income-earning activities: electrically operated rice mills, 
flour mills, and oil mills have increased supplementary income and employment opportunities in 
rural areas, and small business establishments have developed where electricity is available.     
 
210. Most of Bhutan’s power comes from run-of-the-river hydropower from the four major 
rivers: Ammochu, Mangdechhu, Samkosh, and Wangchu. Currently, Bhutan has 26 hydropower 
stations with a total installed capacity of about 460 MW and a maximum demand of 112 MW. 
The three main generating companies are Chhukha Hydropower Corporation (336 MW, funded 
by India) and Basochhu Hydropower Corporation (64 MW, funded by Austria) in the Western 
Region and Kurichhu Hydropower Corporation (60 MW, funded by India) in the Eastern Region. 
All three companies are wholly Government-owned. Although the three hydropower stations 
provide most of the power capacity, 13 mini-hydro plants have capacities ranging from 200 
kilowatt (kW) to 2,200 kW, and 10 microhydro plants with capacities ranging from 8 kW to 200 
kW. The total installed capacity of microhydro plants has reached about 1,000kw. The Tala 
Hydropower Project (1,020 MW, funded by India) will be completed by mid 2006. The theoretical 
potential hydropower in Bhutan is 30,000 MW. DOE has conducted prefeasibility and feasibility 
studies on projects totaling 23,495 MW. Further, the Governments of Norway and Japan have 
funded full-scale technical feasibility studies for the 360 MW Mangdechhu Hydropower Project 
and the 870 MW Punatsangchu Hydropower Project. The studies were completed in 1999, and 
2001, respectively.   
 
211. Because the country generates significantly more electricity than it consumes, Bhutan is 
a net power exporter. In FY2003/04, power exports of 1,828 million units, or 77% of the energy 
generated, was exported to India. Royalties paid by hydropower exports accounted for 45% of 
Government’s total revenues. Almost all of the electricity exports came from Chhuka 
Hydropower Corporation making it Bhutan’s largest single source of nonconvertible export 
earnings. Under the current power purchase agreement with India, Chhukha Hydropower 
Corporation and Kurichhu Hydropower Corporation are under no obligation to export any fixed 
amount of capacity or energy to India. Their first priority is to supply the necessary electricity to 
BPC for domestic consumers. Only the balance of the country’s electricity output is to be 
exported to India. As such, there is no excess generation capacity. Given a ready market in 
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India for surplus power, the Government has put the highest priority on developing its 
hydropower potential.   
 
212. In the near-term, the future pace of energy sector development depends on the 
commissioning of the Tala Hydropower project, and on the tariffs that will be set for Tala’s 
electricity exports. Tala has been financed on the basis of 60% grant and 40% loan from the 
Government of India. The project’s revised envisaged cost is now Rs/Nu43 billion and it is 
expected to be completed by mid 2006. 
 
213. The Government has also started preparations for three hydropower ventures called 
Punatsangchu I and II, with an estimated capacity of 870 MW and 990 MW respectively, and the 
670 MW Mangdechhu project. The Punatsangchhu I project, which was first designed with JICA 
support in 2000, is estimated to cost $1 billion, Punatsangchhu II is estimated to cost $0.8 
billion, and the Mangdechhu project is estimated to cost $0.6 billion. The Government 
anticipates that support will be provided by the Government of India for Punatangchhu I shortly 
after the Tala project commences operations. The Government hopes to secure financing for 
the Punatsangchhu project on terms similar to that of the Tala project.    
 

2. Sector Issues and Development Challenges 

214. The main thrust of ADB’s assistance has been to strengthen and reform the power 
sector to improve efficiency. Starting in 1998, the Government and ADB agreed to implement a 
series of sequenced TA grants that together would restructure and strengthen the power sector 
over a period of 8 years. The TAs have helped to build the institutional capacity of the former 
Department of Power, established the framework for the power sector, and outlined the timing 
for sector reforms. As a result of the TAs, the Government decided to restructure the power 
sector. On 1 July 2002, after 3 years of preparatory work, the department was unbundled to 
create DOE, BEA, and BPC. This was a significant step to improving sector efficiency and 
delivery of service.   
 
215. Building on progress made, the next challenge is to strengthen the institutional capacity 
of DOE, BEA, and BPC for them to effectively carry out their respective mandates. In 2004, two 
TA grants were provided to strengthen the institutional capacity of BEA and to explore the 
feasibility of establishing a single company, the Druk hydropower corporation to own and 
manage Bhutan’s major hydropower stations. Under current plans, the corporation will come 
into operation during the 10th FYP.   
 
216. The Government is currently planning three major hydropower projects that have an 
estimated total project cost of $2.6 billion. Bilateral assistance from the Government of India is 
unlikely for all three simultaneously and the Government recognizes that to borrow for three 
major hydropower projects at the same time would be risky. Consequently, private sector 
participation in the financing and implementation of future hydropower projects is under 
consideration.       
 
217. Given Bhutan’s mountainous terrain and highly dispersed population, the expansion of 
the rural electrification network system poses additional challenges. Expansion of the rural 
electrification system has outpaced the extension of the road network. As a result, the costs of 
grid extension and household connections are high, currently averaging about $1,750 per 
household. Costs will increase as rural electrification moves to even more remote villages and 
households. This will affect the technical and economic viability of future grid extension. To 
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contain costs, DOE is exploring ways to use off-grid forms of renewable energy for rural 
electrification.  
 

3. The Government’s Development Strategy 

218. Given the importance of the energy sector, the Government’s strategy is to continue to 
develop the hydropower potential while at the same time expanding rural electrification and 
improving service delivery. The Government aims for 100% electrification by 2020 as outlined in 
Vision 2020. The Government has started a detailed project report for the Punatshangchu 
hydropower project, and is preparing to launch that project once Tala comes into operation. 
Rural electrification was accorded a high level of priority in the 9th FYP, during which the 
Government plans to spend Nu1.5 billion ($35 million) on extending the electrical transmission 
system in rural areas. The Government’s strategy for the 10th FYP is expected to extend 
electricity to an additional 20,000 households. 
 

4. Activities of Other Development Partners 

219. ADB is the main development partner involved in power sector restructuring, distribution 
reforms, and rural electrification expansion. In the FYP, in addition to the 8,000 households that 
ADB is providing assistance to electrify, the Government obtained assistance from the 
Sustainable Development Secretariat (funded by the Government of the Netherlands) to finance 
the electrification of about 3,150 rural households and the Austrian Coordination Bureau to 
finance about 1,068 households on a parallel basis. JICA is supporting the preparation of the 
Rural Electrification Master Plan that will serve as a road map for future RE projects in the 10th–
12th FYP. The Japan Bank of International Cooperation (JBIC) has also expressed interest in 
providing future assistance to rural electrification. The Norwegian Agency for Development 
Cooperation is providing assistance to DOE to strengthen BEA. The Government of India is 
providing assistance to develop an Integrated Energy Master Plan with emphasis on renewable 
energy, and is the primary source of assistance to develop Bhutan’s hydropower potential, 
financing the Tala Hydropower Project and transmission lines to evacuate power from Kurichhu, 
and Tala.   
 

5. ADB Experience 

220. ADB has been associated from the beginning (1993–1994) with power sector reforms. 
The reforms initiated with ADB assistance, have been very successful,14 particularly in the major 
restructuring of the Department of Power. The Government has taken the necessary steps for 
restructuring the power sector. As the energy sector is rapidly expanding, sector restructuring 
has been most timely and helped prepare the sector to meet its growing responsibilities in an 
efficient, effective, and customer-service-oriented manner.   
 
221. ADB has also provided three loans for rural electrification.15 The first loan was delayed 
by approximately 1 year because of procurement issues, problems in logistical arrangements 
related to transportation and storage, inexperienced local contractors, and heavy rains in 1998. 

                                                 
14  ADB. 2005. Country Assistance Program Evaluation for Bhutan. Manila. 
15 ADB. 1995. Report and Recommendation of the President to the Board of Directors on the Proposed Loan to the 

Kingdom of Bhutan for the Rural Electrification Project.  Manila; ADB. 1999. Report and Recommendation of the 
President to the Board of Directors on the Proposed Loan to the Kingdom of Bhutan for the Sustainable Rural 
Electrification Project. Manila; ADB. 2002. Report and Recommendation of the President to the Board of Directors 
on the Proposed Loan to the Kingdom of Bhutan for the Rural Electrification and Network Expansion  Project. 
Manila. 
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However, the project was satisfactorily completed in 1999. The loan for the Sustainable Rural 
Electrification Project also started slowly because of procurement delays and had to be 
extended because of delays in installation and commissioning of the supervisory control and 
data acquisition (SCADA) system for Thimphu. The ongoing loan for Rural Electrification and 
Network Expansion, which became effective in March 2003, is currently on schedule. The 
capacity-building assistance provided by ADB, has now enabled the executing agency to 
complete all procurement actions on time and these have been found to be consistent with 
ADB’s guidelines for procurement of goods and services. 
 
222. While the development of the generation capacity has been largely done with the 
bilateral development partners, ADB has been actively engaged since the early stages of power 
sector development with the Government in promoting power sector reforms, in improving 
sector efficiency, and in strengthening the capacity of key sector institutions. The results are 
encouraging, the impact significant, and expected to be sustainable.  
 

6. ADB’s Strategy 

223. ADB’s assistance to the energy sector will aim at promoting sector efficiency and 
assisting in the expansion of the rural electrification network. ADB will continue to provide 
assistance for rural electrification and second generation reforms in the power sector, including 
fostering  public-private partnerships in the sector16 and cluster capacity-building assistance 
covering17 DOE (policy planning), BPC (transmission, distribution, and supply), BEA 
(regulation). ADB will examine the possibility of helping develop sources of renewable energy.  
 
224. Building Capacity for Good Sector Governance. The newly established energy 
institutions will need to be supported to improve efficiency in energy management and to 
operate in a commercially sound and efficient manner. ADB will focus assistance for second-
generation policy reform and capacity-building as follows: (i) institutional strengthening of DOE 
to enhance its ability for policy and planning, especially with regard to utilizing renewable energy 
and establishing the necessary conditions for private sector participation in generation; (ii) 
ensuring BEA is fully staffed with the appropriate skills mix and staff receives ongoing training 
and experience to effectively carry out its mandate, and receives assistance to review tariff 
cross-subsidies to ensure that they are rational and targeted; and (iii) institutional strengthening 
for BPC so that it can carry out investment planning and implement an appropriate management 
information system to ensure efficient operations, ensure its long-term sustainability, and lead 
development of the sector.     
 
225. ADB will continue to help the Government extend the reach of rural electrification, both 
thorough grid extension to areas where this is technically and economically viable, and through 
the use of community-based micro hydro or rooftop solar photovoltaic systems for the most 
remote households.  
 

7. Implementation and Monitoring 

226. The implementation and monitoring of TAs and loans, including procurement, oversight 
of physical implementation, and submission of reports has, for the most part, been timely and 
accurate. However, human resource shortages in the energy sector, as throughout the 
Government can be a constraint. To avoid these problems, ADB’s lending and nonlending 

                                                 
16 Subsequent to power purchase agreement between the governments of Bhutan and India 
17 Druk Hydropower Corporation: on establishment of Druk hydropower corporation. 
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assistance will be sequenced so as not to exceed the existing absorptive capacity of the 
executing agencies, and at the same time help to deepen institutional capacities. 
   

 Table A3.6: Energy Sector and Subsector Plan   

Indicators  
Item 2000 2005 2010 2015 2020 
A. Sector Outcomes      
1. Population connected to 
electricity % 

25 42 60 80 100 

2. Energy sector institutions 
strengthened 

Department 
of Power 

DOP 
unbundled to 
create DOE, 
BEA and BPC 

DOE, BEA, 
BPC 
institutional 
capacity 
strengthened 

All agencies 
fully functional 
and fully 
staffed 

Private 
sector 
participation 
in the power 
sector 

B. Sector Outputs      
1. Sector operating at optimum 
efficiency to ensure highest 
possible revenue from power 
sales to India 

Data not 
available 

High cross 
subsidies for 
industrial and 
commercial 
users 

Rationalized 
cross 
subsidies  

Tariffs 
reflective of 
high 
percentage of 
cost recovery 

Tariffs 
reflective of 
higher 
percentage 
of cost 
recovery 

2. Improved quality and 
reliability of the power system 

Data not 
available 

Overall losses 
16% 

Overall losses 
14% 

Overall losses 
12% 

Overall 
losses 10% 

C. Sector Issues and 
Constraints 

 DOE needs institutional strengthening to enhance ability for policy and planning, 
especially with regards to utilization of renewable energy and exploring the 
necessary preconditions for private sector participation in the power sector. 

 BEA needs to be fully staffed with appropriate skills mix. 
 BEA staff needs ongoing training and experience to effectively carry out its 

mandate. 
 BEA needs institutional capacity building to review tariff cross-subsidies to 

ensure that they are rational and targeted 
 BPC needs institutional strengthening to be able to carry out investment 

planning for future investments and to implement sector-type loans 
 Need to continue to exploit hydropower potential 
 Continue to expand rural electrification network 

D. Actions, Milestones, and  By Issue  By Agency 
Investments   

Schedule 
 
ADB 

Others/ 
External 

 
Gov’t 

 DOE needs institutional strengthening 
to enhance their ability for policy and 
planning, especially renewable energy 

2005 X JICA, 
Govt. of 

India 

X 

 DOE needs assistance to explore the 
necessary pre-conditions for private 
sector participation in generation. 

 X  X 

 BEA needs to be fully staffed with 
appropriate skills mix. 

   X 

 BEA staff needs ongoing training and 
experience in order to effectively carry 
out its mandate. 

 X Danida X 

 BEA needs assistance to review tariff 
cross-subsidies to ensure that they are 
rational and targeted 

 X  X 

 Bhutan Power Corporation needs 
institutional strengthening in order to 
carry out investment planning be able 
to carry out sector-type loans. 

 X  X 

 Need to continue to exploit hydropower 
potential. 

  Govt. of 
India 

X 

 Continue to expand RE network.  X ACB, 
JBIC 

X 

ADB = Asian Development Bank, ACB = Austrian Cooperation Bureau, BEA = Bhutan Electricity Authority, BPC = Bhutan Power 
Corporation, DOE = Department of Energy, Gov’t = Government, JICA = Japan International Cooperation Agency, Danida = Danish 
International Development Agency, JBIC = Japan Bank for International Cooperation. 
Source: Asian Development Bank estimates. 
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K. Urban Development   

1. Introduction  

227. Although Bhutan is one of the world's least urbanized countries, urban areas are 
witnessing double-digit rates of population growth, straining urban infrastructure, services and 
ancillary facilities. In 2002, the population was estimated at 734,340, of which 21% were 
reported to reside in urban centers. By 2020, the Government anticipates that as much as half 
the total population will reside in urban areas. A combination of rapid rural–urban migration, and 
high population growth rates (estimated at 2.1% in 2004) has triggered rapid growth in demand 
for urban services, including roads/streets, water supply and sanitation, public transport, 
housing, drainage/flood protection and mitigation, solid waste disposal,  public markets, street 
lights, roundabouts/intersections, and other public services.   
 
228. Urban settlement is a relatively new phenomenon. The beginnings of urban settlement 
were the regional dzongkhag centers—these began as administrative and religious centers 
rather than commercial and industrial ones. In 1992, the Government identified and categorized 
various levels of urban environment, taking into consideration such features as population, 
hospitals, schools, industrial base, water supply, shops, restaurants, and public transport 
connections. On this basis, Gelephu, Paro, Phuentsholing, Samdrup Jongkhar, and Thimphu 
were categorized as category A areas, or major urban areas. In total, the Government has 
identified 31 urban centers plus 23 satellite towns. With the exception of Thimphu, the 
Government capital, and Phuentsholing, the main border city with India, the other urban areas 
have evolved primarily as administrative centers to facilitate delivery of public services.  
  

2. Sector Issues and Challenges  

229. Rapid Growth in Urban Services Demand. Rapid rural–urban migration to the two 
largest urban centers, Thimphu and Phuentsholing, is straining the provision of basic urban 
services. Thimpu’s population is estimated at 54,300, and is growing by about 10% per annum. 
Phuentsholing’s population is estimated 18,400 and is growing at about 3% per annum. 
Demand for housing, drinking water, and sewerage and sanitation services has already 
exceeded the capacities of these two municipalities leaving many poor, low-income residents 
underserviced and inadequately housed. Moreover, by 2030, the population of Thimphu could 
reach upward of 400,000 if current demographic trends continue. Developing safe, healthy, and 
well-managed urban settlements is essential to foster social development, and to facilitate an 
economic growth process that effectively balances and anticipates the future needs of the rural 
and urban populations. 
 
230. Capacity Building.  Responsibilities for urban development are vested with a number of 
ministries and agencies that are relatively new and require improved capacity to face mounting 
sector development challenges. In 2003, the Ministry of Communication was bifurcated into the 
MWHS and the Ministry of Communication. Initially MWHS consisted of the Department of 
Urban Development and Housing, DOR, the Department of Standard and Quality Control, and 
the Department of Water Supply and Drainage. The Department of Urban Development and 
Housing was then split into the Department of Urban Services and Engineering Services 
(DUDES), and the National Housing Development Corporation. The latter, formally established 
on 15 July 2003, is tasked with supplying adequate, affordable, safe and decent urban housing, 
particularly to those with lower and moderate income level. Other objectives of the corporation 
are to promote home ownership and to create a transparent and well functioning housing 
market. DUDES is responsible for developing urban infrastructure (e.g., urban road, water 
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supply, sanitation, river drainage, city traffic management), municipality facilities (e.g., public 
markets, abattoir, and crematorium), and planning. Some of the maintenance responsibilities for 
urban infrastructure are assigned to particular divisions, such as the DOR, while in Thimphu and 
Phuentsholing, the main responsibilities for planning, operation and maintenance of urban 
infrastructure and services is assigned to the two City Corporations. Capacity in planning, asset 
management, quality control, standard setting, and regulation merit improvement in the various 
agencies responsible for urban development. The fact that many of the key urban development 
agencies are quite new, combined with the limited number of trained and experienced staff, 
explains the need to improve institutional capacity.  
 
231. Decentralization and Local Governance. The Government, supported by ADB TA,6 
has designated the Thimphu and Phuentsholing city corporations to be responsible for their own 
advancement. Since the passage of the Bhutan Municipal Act of 1998, Thimphu will have had 
such powers retroactively from 16 February 1995. TCC exercises almost complete autonomy 
with respect to processing and approving transfers of land ownership, subdivision, building 
permits, and to some extent municipal development policy. Phuentsholing is yet to have the 
authority equivalent to that of Thimphu, and the PCC is still under the direct supervision of the 
MWHS. All applications for transfers of ownership and building permits and most policy 
decisions must go to the MWHS for approval. However, day-to-day planning and operation and 
maintenance arrangements are carried out by PCC staff. In 2002, PCC submitted a charter to 
the Government that would provide it a level of autonomy similar to that of Thimphu. The 
Government is still studying the viability of PCC’s proposal.   
 
232. Meeting Thimphu’s Requirements. Thimphu is an administrative center, with almost 
half of the city's population relying on the Government for their livelihoods. Thimphu's relatively 
isolated location limits scope for industrial development and much of the city’s commercial 
activity is based on the retailing of goods and services to the population. In 2001, neighboring 
areas to Thimphu were incorporated into the greater Thimphu City, and were designated as the 
10 Local Areas. Previously, the Government had identified these areas as urban villages. 
Among the 10 extended areas, 5 have completed their own structural plans: Babesa, 
Dechencholing Lungtenphu, Simtohka, and Taba. Including the 10 new areas, urban services 
coverage within greater Thimphu is still very low—only 30% of households are connected to the 
piped water supply and 10% to the sanitation (sewerage) system. Paved roads connect just 
30% of the whole Thimphu population.   
 
233. Pheuntsholing’s Requirements. By virtue of its location on the Indo-Bhutan border, 
Phuentsholing has developed rapidly from a small settlement to the nation’s commercial capital. 
The city is simultaneously a commercial, industrial, institutional, and administrative center. 
According to the PCC, Phuentsholing’s water supply coverage is 80%, sewerage 48%, drainage 
45%, and it has no system of public transport. Population growth in the city is relatively slow, 
barely matching that of the nation as a whole. The main constraint to population growth is a lack 
of land and appropriate housing. Large areas of the city that have yet to be served by basic 
infrastructure facilities. New areas have no water supply and no sewerage, although they have 
been attracting a growing migrant population. There are no paved roads from the city center to 
those emerging, and expanding subdistricts. Limited parking spaces, numerous heavy vehicles 
from India, and traffic jams on a handful of large streets in the central part of town are also 
contributing to traffic problems, noise, and air pollution. 
 

                                                 
6  ADB. 1998. Technical Assistance to the Kingdom of Bhutan for Capacity Building in the Urban Sector. Manila. 
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234. Financial Constraints. Budgetary constraints have impeded the development of basic 
urban services.  Delays in the imposition of increases in land development and property taxes 
have materially reduced the revenues of local government agencies, which in turn have 
contributed to a scarcity of funds for the operation, maintenance, and expansion of existing 
urban infrastructure facilities and services. Cost recovery has only recently been introduced for 
a number of urban services, and the rates are still quite low. Moreover, full cost recovery based 
on service fees/charges is unlikely to be achieved due to the low incomes of the population in 
most urban centers.   
 
235. Land Act. Access to land is one of the key problems in developing suitable urban 
housing, and in fostering an appropriate urban housing market. As stated in the 9th FYP sector 
document, "the Land Act is largely applicable to rural settlements" and is not suitable for urban 
land management. The Land Act's rural orientation is evident in its provisions establishing 
cumbersome and lengthy procedures for transfer of ownership (Land Act, Chapter 5), 
inappropriately large minimum plot sizes of 5 acres (section 5.6), and customary forms of tenure 
that are impractical in an urban setting. Government agencies concerned with urban land and 
property issues have attempted to circumvent the Land Act by adopting the Urban Area and 
Property Regulations of 2003.12 This currently applies only to land and property in Thimphu and 
Phuentsholing. All other urban and peri-urban areas are still governed by the Land Act. 
 
236. Housing Legislation. Over the past two decades, the private sector has emerged as 
the leading producer of urban housing, although the bulk of private sector supplied housing is 
focused on high-end properties. The Government has recognized that to meet growing demand 
for urban housing, it must facilitate increased activity by private sector participants, including 
landowners, developers, and banks. Legislation governing land taxation, subdivision, 
mortgages, and building standards needs to be reviewed and updated to remove impediments 
to the efficient functioning of the housing market, and to the production of housing for low-and-
middle-income groups. The legal framework has gaps, in areas such as landlord-tenant 
relations and housing cooperatives, which need to be addressed to encourage greater flexibility 
in the housing market.   
 
237. Land Pooling Process. A land pooling process is under way to facilitate urban 
development. This involves pooling existing undeveloped plots of traditionally and irregularly 
demarcated land, replanning their use in a more structured manner, including provision for 
infrastructure and services, and then reallocating equivalent plots to the original owners minus 
the land required for infrastructure and urban utilities. To complete the preparation and approval 
of Local Action Plans and the related land pooling, a moratorium was placed on land 
development in 2002. This effectively froze development of all affected lands and prevents the 
completion of land transactions until individual Local Action Plans are finalized.     
 

3. Government’s Development Strategy  

238. Urban Development Policy. At the Earth Summit in 1992, the urban development 
policy for Bhutan was defined in terms of eight areas: (i) providing adequate shelter for all; (ii) 
improving human settlement management; (iii) promoting sustainable land-use planning and 
management; (iv) promoting the integrated provision of environmental infrastructure; water, 
sanitation, drainage and solid waste management; (v) promoting sustainable energy and 
transport systems; (vi) encouraging human settlement planning and management in disaster-

                                                 
12  Through ADB.1998. Technical Assistance to the Kingdom of Bhutan for the Housing Sector Reform Project. 

Manila, ADB assisted the Government in giving policy advices on these legal issues related to land control.   
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prone areas; (vii) advancing sustainable construction industry activities; and (viii) promoting 
human resource development and capacity building for human settlement developments. The 
introduction of the Water Supply and Sanitation Rules of 1995 was followed by a series of public 
health interventions aimed at a general upgrading of urban sanitation facilities, in line with the 
new policy on urban development. Piped sewerage projects were completed for Thimphu and 
Phuentsholing in 1996, and the Government was mandated to provide septic tanks and soak 
pits for sewerage for areas not served by pipelines, and for all the other towns. 

 
239. Balanced Development. Various programs are already in place to draw in or retain the 
population within secondary centers instead of the major urban areas. In Vision 2020, the 
Government emphasized the great importance of securing equality in living standards of various 
parts of the country, "to ensure that the benefits of development are shared equitably between 
different income groups and regions and in ways that promote social harmony, stability, and 
unity and contribute to the development of a just and compassionate society." Balanced 
regional development is part and parcel of this strategy.   
 

4. ADB’s Experience  

240. ADB has been the lead agency in the urban development sector actively supporting 
development initiatives at the policy and operational levels. ADB's strategic focus has been the 
provision of support for urban infrastructure in Thimphu and Phuentsholing to improve roads, 
bridges, river training, drainage, footpaths, parking areas, roundabouts, street lighting and 
small-scale industrial estates. ADB has also provided TA for capacity building in urban 
management, and policy advice for the establishment of the Thimphu and Phuentsholing City 
Corporations, and assistance in preparation of a draft National Housing Policy. The Capacity 
Building in the Urban Sector TA has directly contributed to the institutional strengthening of the 
City Corporations of Thimphu and Phuentsholing, institutional development of Public Works 
Division, and the Urban Development and Housing Department (now DUDES). The Urban 
Infrastructure Improvement Project contributed to the institutional strengthening of DUDES, TCC 
and PCC, by enhancing urban planning, design and management systems of those institutions. 
It has also enhanced the operation and maintenance capabilities of the TCC and PCC to 
efficiently undertake urban development works and manage and deliver urban services on a 
sustainable basis. The Urban Centers Sewage Project has helped to develop the institutional 
capacity of the former National Urban Development Corporation, urban center authorities and 
local contractors.   
 
241. The ADB-financed projects have generally yielded successful results in terms of 
providing tangible economic benefits to the beneficiary urban population, and especially to the 
urban poor. Progress in building capacity of the executing agencies in project management, 
financial allocation, operation and maintenance, and administrative and monitoring functions 
has gradually improved.  
  

5. Activities of Other Development Partners 

242. Danida has been assisting in urban development, with a series of projects to develop the 
water supply and sewerage systems of Thimpu and Phuentsholing. More recent assistance by 
Danida has included (i) policy support in environmental management; (ii) urban infrastructure in 
five regional centers, and (iii) a small pilot housing scheme aimed at reducing construction 
costs. The World Bank has provided assistance to develop 10 regional centers in eight districts, 
including the Bumthang, Lhuentse, Rangjung, Tingtibi, Trashi Yangtse, Trongsa, and Wangdu 
Phoedrang, and Zhemgang, districts. UNDP has provided assistance in urban development and 



Appendix 3 142 

housing technology; strengthened the Survey Department, urban planning and human 
settlement capacity, and building capacity for urban management and planning in the two major 
cities. JICA has assisted in developing urban and peri-urban roads and bridges, and the 
Government of Japan has contributed solid waste collection vehicles and other equipment to 
selected municipalities. 
 

6. ADB’s Strategy 

243. ADB support for urban development will include targeted provision of municipal services 
for the nonserviced urban poor, and follow-on improvements of urban infrastructure facilities 
such as expansion of the sites and services provided to support small businesses, SMEs, and 
other sources of employment for the poor in urban areas. Improvement in urban infrastructure, 
including provision of urban sewage and sanitation services, will generally benefit the poorer 
sections of the society more as usually the urban poor are most severely affected by declining 
service standards, nonprovision of basic municipal services, and deterioration of the urban 
environment.    
 
244. Building Good Urban Governance. ADB will continue to focus its assistance on the 
development of Thimphu and Phuentsholing and some regional towns.18 The main focus of 
larger city support will be on fostering management efficiency and institutional strengthening of 
the public utilities. Some support may also be accorded to improving access to a safe living 
environment (e.g., water, sewerage and solid waste management) and to achieving full cost-
recovery for urban utility and services. ADB’s future investments will provide a stronger 
orientation toward providing ancillary services to support business development in those parts of 
urban areas where the poor live and work. In the development of Thimpu, ADB assistance will 
be closely harmonized with that anticipated by the World Bank. ADB will assist the MWHS, the 
Planning Department of the Ministry of Finance, TCC, and PCC to develop a comprehensive 
urban sector policy framework and to implement suitable policies and institutional measures. 
ADB will support private sector participation in urban development, and promote cooperation 
between the Government and nongovernment and community-based organizations delivering 
urban services. 
 
245. ADB support for secondary towns will complement that of the other development 
partners and will be performance-based. The economic and financial viability of the secondary 
towns will need to be demonstrated before investment support is provided. ADB support for 
secondary and tertiary towns will be linked to performance, in the sense that support will only be 
provided to towns that have met their municipal commitments, have sufficient human resource 
capacity to manage urban services, and have a sound local resource mobilization effort.  
 
246.  Capacity Building for Urban Settlement. Urban infrastructure development will be 
supported, not as an end unto itself, but as a means to build sustainable institutional capacity to 
plan, manage, and govern rapidly growing urban habitats. ADB support for capacity building in 
the urban sector will aim at accelerating the transfer of skills and knowledge to local Bhutanese 
officials, and to assist the Government in improving the legal framework to facilitate rapid urban 
growth. The latter may include support to the Government for (i) enacting the Urban Area and 
Property Regulations to full act status for all urban areas; (ii) adjusting the property tax system 
to induce more private investment; (iii) giving more secure tenure to apartment tenants; (iv) 

                                                 
18 The World Bank is covering seven dzongkhags under its Bhutan Urban Development Project while Danida is 

covering four urban centers. The Government has initially asked ADB to study the infrastructure improvement 
needs in Dagana Dzongkhag.  
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shortening the mandatory waiting period for land ownership transfer approvals; and (v) formally 
legalizing the Land Pool mechanism for public service improvement and community 
infrastructure in urban areas. Tariff setting and full cost recovery are still new concepts, and 
have only recently been applied in Thimphu. ADB will assist the Government by providing 
technical support for improved tariff setting and cost recovery, and will support awareness-
raising to extend the scope and coverage of cost recovery for urban services.     
 
247. Improving the Involuntary Resettlement Policy. ADB will help the Government 
steadily improve its legal framework to adopt good practices in involuntary resettlement and 
environmental management. ADB investment support for urban development will ensure that all 
project risks are properly identified, and that safeguard policies are fully complied with.    
 

7. Implementation and Monitoring  

248. Urban management efforts need to become more results-oriented. ADB is addressing 
this problem at a general level as part of the drive for improved project performance using the 
project performance reports and the Project Performance Management System. However, more 
effort needs to be devoted to the development of site-specific urban performance indicators. 
Preparation of suitable benchmark data and performance indicators will be required for all new 
projects. An acceptable list of indicators of project success, and the assignment of 
responsibilities within the local government or other executing agencies for monitoring and 
evaluating performance, will need to be agreed before project support commences. 
 

Table A3.7: Urban Sector and Subsector Plan 
  

Indicators  
Item 2005 2010 2015 2020 
A. Sector Outcomes     
1. Urbanization (%) 25 30 36 50 
2. Urban poverty incidence (%) 4.5 4 3.5 3 
3. Access to safe and affordable 
housing (%)  

Approx. 50 60 70 80 

4. Provision of electricity to 
expanded urban population (%) 

42 60 80 100 

B.    Sector Outputs     
1. Provision of potable water 
supplies of urban population (%) 

35 50 75 100 

2. Provision of safe sanitation to 
urban population (%) 

20 50 80 100 

3. Solid waste collected and 
disposed (%) 

30 40 50 60 

4. Solid waste recycling and 
composing (%) 

Negligible Introduced to 
10% of urban 

population 

25 40 

C. Sector Issues and 
Constraints 

 Limited capacity of urban planning institutions to plan and manage the 
urban infrastructure and public services program 

 Mountainous and treacherous topography and limited flat land available for 
flexible expansion of urban areas 

 Due to the geographical conditions of scattered settlements, low road 
network coverage, expensive capital costs needed for any expansion of 
services delivery 

 
 
 
 



Appendix 3 144 

D. Actions, Milestones, and 
Investments 

 
By Issue 

  
By Agency 

   
Schedule 

 
ADB 

Others/ 
External 

 
Gov’t 

 Infrastructure provision for 
Thimphu-south, Phuentsholing 
and District town + Capacity  

2006-2011 
(inclusive 
of phase 1 

and 2) 

X  X 

 Infrastructure provision for 
Thimphu-north and District towns 

2006–
2010 

 X(WB) X 

 Urban Sector Strategy 2005–
2006 

 X(Cities 
Alliance) 

 

 Urban Waste Management Study 2006–
2007 

 X 
(UNEP) 

X 

 Danida Environment and Urban 
Sector Policy Support- 
component 4: Urban Policy, 
Institutional Support and Human 
Resource 

2005–
2010 

 X 
(Danida) 

X 

 Danidai EUSPS Component 5: 5 
District Towns Infrastructure and 
urban services 

2005–
2010 

 X 
(Danida) 

 

ADB = Asian Development Bank, Danida = Danish International Development Agency, Gov’t = Government. 
Source: Asian Development Bank estimates. 
  
L. Financial Sector and Private Sector Development (including SMEs)  

1. Introduction 

249. Financial Sector. Four decades ago, Bhutan introduced its currency and established a 
formal financial system. Subsequently, assets held in the financial sector have grown to reach 
72% of GDP. Sector expansion has occurred through the diversification of financial entities in 
the country and the growing size of their activities. With total assets of $44.8 million, the 
Bhutanese financial sector is shallow, and is marked by a limited array of financial products and 
services, a distinct lack of competitiveness, and scant private sector involvement.    
 
250. During the 1970s the Bank of Bhutan was the only financial institution. Since then, a 
number of entities have emerged, including the Bhutan National Bank, two nonbanking financial 
institutions (Royal Insurance Corporation of Bhutan Limited) and Bhutan Development Finance 
Corporation [BDFC]) and the NPPFL. The two commercial banks dominate the financial sector, 
holding 87% of total financial assets. The Bank of Bhutan is predominately owned by the 
Government19 and Bhutan National Bank’s ownership is more diverse.20 To a limited extent, the 
two commercial banks compete with each other over deposits, service delivery, product lines, 
and the nondirected credit market. BDFC is a development bank and is primarily engaging in 
the providing finance for agriculture, rural development, industrial development and commercial 
projects. The pension system (NPPF) and the insurance market (Royal Insurance Corporation 
of Bhutan Limited) are both government-owned monopolies. The small stock exchange, the 
Royal Securities Exchange of Bhutan (RSEB), was established in 1993. The RSEB trading 
system is fully automated and linked by a local area network to the trading floor. However, only 
15 companies are listed on the exchange, RSEB trades only twice a week, total market 

                                                 
19 The Government holds 80% of the bank’s shares, while the State Bank of India holds the remainder.   
20 Share of Bhutan National Bank are owned by various stakeholders, including the Government (13.6%), the public 

(38.6%), National Pension Board (25.7%), Bhutan Trust Fund (9.95%), Royal Insurance Corporation Bhutan 
Limited (2.1%), and ADB (10.1%).  
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capitalization is $78.5 million, and a total monthly turnover is just $0.47 million. As the exchange 
is still in its infancy, the RMA, acting as a securities commission, provides budget grants for 
RSEB’s operations.   
 
251. Private Sector. The formal private sector is dominated by mini, cottage, and small 
enterprises. A handful of medium-size companies (i.e., having 100 employees or more) dominate 
the formal private sector. Most enterprises are cottage or mini enterprises with fewer than 10 
employees and invested capital of less than $10,500. Private sector employment, outside of 
agriculture, is estimated at just 36,000 in 2004. Remoteness, small domestic market, restrictive 
labor and tax policies, difficult access to land, inadequate infrastructure, high cost of finance, and 
severe shortage of skilled labor are the key constraints faced by Bhutanese enterprises, according 
to the recent Private Sector Assessment.21 The Government envisions that the private sector will 
lead the growth process and will create jobs for the large numbers of school leavers. By the end of 
the current decade, the education system will produce 50,000 new graduates, and another 20,000 
migrant workers from rural areas, all of whom will be looking for employment in the formal sector. 
This is a tremendous challenge given the limited scope for employment generation in the public 
sector, and narrow employment base of the private sector, and the formidable array of challenges 
it faces.   
 
252. Of the many sectors in which the private sector is engaged, tourism offers the greatest 
scope for generating private-sector-led employment and incomes. With approximately 9,000 
visitors per annum in 2004,22 the potential is tremendous for increasing the contribution of 
Bhutan’s tourism sector. Recent investments in two new wide-body jet planes for Druk Air and 
major new, foreign-financed luxury resorts promise to increase both the capacity and profile of 
the industry. In the long-run, tourism and ancillary service industries can potentially generate 
substantial employment while ensuring that Bhutan’s pristine environmental standards and 
cultural integrity are respected. Tourism growth is still restrained by numerous policy and 
regulatory restrictions including land laws that prohibit use of agriculture lands for hotel 
development, environment laws that restrict use of forests for tourism purposes, visa 
restrictions, requirements that individual visitors must arrange to visit Bhutan only through a 
licensed tour operator, cultural laws that restrict access to sacred monasteries, high 
Government royalties ($65/bed night) on each tourist visit, and very limited commercial 
marketing of Bhutan (and Druk Air) outside of a small number of markets. Steady progress is 
being made, however, in expanding opportunities in the tourism sector. Licensing of domestic 
tour operators has been liberalized, and as of early 2005, approximately 110 agents were 
licensed. The preparation of a tourism master plan and a tourism act are in advanced stages. 
These envisage diversifying tourism products by expanding ecotourism, establishing an 
integrated visa issuance regime, allowing multiple tourist entry points, developing skills capacity 
by establishing a Hotel and Tourism and Management Institute, establishing service standards 
for hotels, and promoting village-based tourism These are encouraging developments and can 
easily lead to a doubling of the tourist arrivals in the short-term with far more significant 
expansion anticipated in the decade to come.    
 

2. Key Issues and Development Challenges 
                                                                                                                                                                                
253. Development of the Private Sector. Bhutanese enterprises face a range of constraints 
arising from a shortage of skilled labor, high cost of finance, inadequate infrastructure, 

                                                 
21 World Bank. 2002. Private Sector Assessment. 
22 This figure refers only to those visitors who pay the government tourism royalty. Including Indian tourists, and other 

visitors (guests, those on official business), the total number of tourists would be approximately twice as high. 
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insufficient technology, over-regulation, and the lack of supporting laws and institutions to 
enable businesses to operate effectively. School leavers tend to prefer employment in the public 
sector, and the vast majority lack suitable vocational skills and entrepreneurial attitudes. 
Strengthening vocational training, mainstreaming entrepreneurial development and practical 
skills in the education system, and changing the attitudes of the youth toward private sector 
employment are key to developing a more productive labor force. Improving the business 
support systems, in terms of public policies and regulations, legal system, technology, 
infrastructure and finance, is essential to widen investment opportunities, and improve the 
private sector’s productivity and cost competitiveness in regional and global markets.    
 
254. The Special Plight of the SMEs. Bhutan has a nascent, vibrant small-scale enterprise 
(SME) sector, with approximately 12,000 licensed to operate small business throughout the 
country. Given a dearth of medium and large enterprises, small firms will inevitably provide the 
bulk of the impetus to private sector development and employment generation in the decade to 
come. SMEs face a number of constraints. They are poorly served by the existing financial 
institutions. Financial institutions often impose high interest rates and onerous collateral 
requirements for private sector borrowing. The reasons behind such significant barriers include 
the lack of capacity in the banks to appraise and assess project risks and an inadequate legal 
framework for loan recovery. Financial institutions, and especially commercial banks, cover their 
risk in the form of required collateral, which could be as much as 300% of the loan value. There 
is also evidence of insufficient entrepreneurial skills, limited accounting and management 
capacity, and a dearth of technical support services to develop or expand small businesses. As 
a result, high default risk and lack of project development skills has led to the reluctance of 
financial institutions to grant credit and to impose onerous lending terms.  
 
255. Improving Tourism.  To date, a relatively small number of tour operators have garnered 
a disproportionate share of the benefits from tourism sector development. Participation in the 
sector needs to be broadened by encouraging more eco-tourism, establishing village-based 
tourism services, and opening up new regions of the country to tourism. There is a well-
recognized need to improve the quality of hotel services, infrastructure, tourism attractions, and 
the marketing of the industry, and to increase competition among hotels and tour operators. 
Consideration should be given to developing downstream industries, such as developing 
handicrafts better suited to tourist requirements, diversifying tour products, and improving local 
services and related travel operations. While the existing airport and climatic conditions do pose 
considerable constraints, the Government is contemplating having Druk Air connect to more 
regional hubs such as Singapore and Dubai. This could increase the passenger capacity of the 
existing airport facility, improve the utilization of Druk Air’s planes, and expand the reach of the 
sector.  
 
256. Limited Financial Intermediation. Financial deepening has taken place in Bhutan over 
the past 20 years. The ratio of broad money (M2) to GDP ratio increased from 19.4% in 1985 to 
44% in 2004. Nonetheless, much of Bhutan’s financial development has been related to the 
establishment of a monetized economy and to the mobilization of government and private 
savings. Development of the private sector has played a relatively minor role in the evolution of 
the financial market. Total lending to the manufacturing industry remains around 19% for the 
past 5 years, while total lending to the trade and commerce sector has increased, from 13.8% in 
2000 to 18.6% in 2004. Despite some growth in private sector investment, the demand for 
financing lags the resources available to the various financial market institutions. This is 
reflected in excess liquidity and a low level of financial market intermediation. Expanding private 
sector investment opportunities while improving competitiveness, project identification, 
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appraisal, and financing capabilities will boost opportunities for expansion and growth of the 
financial sector.  
 
257. A lack of competition in the financial system has hindered the development of innovative 
financial products and services, such as leasing, venture capital, factoring, credit cards, and 
ATM (automated teller machines), while high levels of liquidity provide little incentive for the two 
commercial banks to promote savings or extend the geographic reach of their financial services. 
The segmented banking system23 has not led to competition for loans and doesn’t provide 
adequate incentives to financial institutions to finance ventures that do not provide a high 
degree of collateral.  
 
258. Improving Financial Infrastructure. The existing financial infrastructure does not 
enable efficient financial transactions and full information flow. Check clearing and settlement is 
done manually and takes place through courier services between the two check-clearing houses 
in Thimphu and Phuntsholing. Sometimes more than 2 weeks are required to clear checks 
between Thimphu and Phuntsholing, and the system still does not cover the whole country. In 
addition, the financial institutions face difficulties due to a lack of reliable financial information 
provided by their customers. This prevents the banks from making a comprehensive risk 
assessment. Moreover, some clients assumed that loans taken from Government banks didn’t 
have to be repaid in full, since the Government was perceived to be both wealthy and 
benevolent. Information deficiencies and limited credit discipline are reflected in a build-up of 
nonperforming assets that peaked at 22% in the 1990s. RMA, cognizant of the dangers to the 
integrity of the banking system, has improved prudential safeguards and encouraged the banks 
to tighten credit controls. This has resulted in a steady reduction in the ratio of nonperforming 
loans to 12% of total assets in the banking system in the fourth quarter of 2004. Within RSEB, a 
central depository system has been established to improve trading efficiency and settlement 
security. However, due to the lack of a proper legal framework governing the central depository, 
only about 25% of the securities outstanding are deposited with it.  
 
259. Regulation and Supervision. The Financial Institutions Supervision Division of RMA is 
responsible for the regulation and supervision of the financial sector. Commercial banks are 
subject to detailed monthly and quarterly reporting requirements, with reports analyzed in 
relation to prudential standards. However, compliance with timely submission of reports and 
prudential guidelines are not strictly enforced. Noncompliance incidences include exceeding the 
single borrower borrowing limit requirement and failing to meet the liquidity requirements. In 
addition, there is no standard national accounting and auditing system. The nonbank financial 
institutions (BDFC and RICB) are subject to the same prudential supervision as the commercial 
banks on the credit side, although the nature and risk-profile of their business is quite different. 
Other non-bank financial institutions are virtually unregulated. Due to a lack of capacity, the 
RMA’s Financial Institutions Supervision Division does not supervise either the Government’s 
insurance operations or the RSEB. NPPFL also needs to be monitored and supervised; 
however, no clear statute or law defines RMA’s role in overseeing NPPFL operations.  

                                                 
23 Bank of Bhutan, a mainly government-owned bank, lends mainly to government business. Bhutan National Bank 

lends mainly to big business or private individuals who meet their collateral criteria. BDFC and RICB, which were 
set up for different special purposes, namely, development of rural and agricultural sectors and provision of 
insurance and security, are also now involved in various types of lending activities. BDFC lends to private sector 
clients, including SMEs and agricultural businesses that cannot meet the lending criteria of the commercial banks.  
RICB invests its resources through onlending to consumers, credit card operations, and equity investment. This is 
a result of the lack of investment opportunities for RICB and the need for BDFC to offset its losses in its agricultural 
lending operations with profits from its industrial loans.     
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3. The Government’s Development Strategy 

260. The 9th FYP emphasizes private sector development as the main engine of economic 
growth, and focuses approximately a quarter of plan outlays on developing infrastructure and 
supporting services to facilitate growth in tourism, manufacturing and industries, and trade and 
commerce. The 2004 Poverty Reduction Strategy Paper specifies that the enabling environment 
for the private sector will be improved by enacting more transparent industrial and investment 
policies and supporting laws, as well as by developing industrial estates and service centers. 
Improvements in infrastructure including roads and transport, electricity, and communications 
will also encourage private investment, by enhancing the competitiveness of Bhutanese 
products in regional and global markets. The Government expects that SMEs will play a major 
role in absorbing the growing number of young and educated Bhutanese. The 9th FYP initiatives 
aimed at supporting the private sector in general, and the SMEs in particular, include 
strengthening the legal and regulatory environment, improving support to enterprises, bridging 
the financial and private sectors, and encouraging foreign direct investment. In addition, the 
Government is aiming to improve the soundness of the financial sector by improving its 
regulatory and supervisory capacities, and is endeavoring to improve operational and 
managerial efficiency of the existing financial institutions by encouraging greater market 
competition between the two commercial banks and a strengthened set of nonbank financial 
market institutions.      
 

4. ADB’s Development Experience 

261. Initial ADB support was directed toward the Government’s strategy to develop the 
country’s industrial sector and to enhance exports to India and other countries. Over time, the 
strategy has shifted to the Government’s efforts to create an enabling environment for private 
sector expansion through institutional strengthening of both banking and nonbanking financial 
institutions, liberalization of foreign trade and the investment regime, encouragement of market-
determined interest rates, and preparation of the legislative and regulatory framework for the 
financial sector. ADB’s lending and nonlending activities have accordingly shifted from support 
for key industries to a broader strategic base of support for financial market development. ADB 
has provided a series of TAs and two Development Finance Loans24 to BDFC to support 
institutional strengthening of the then newly formed development bank. Overall, the effects of 
the two loans and more than a dozen advisory TAs over the last 20 years have made a 
noticeable impact on the size and efficiency of the private sector and the financial sector. Both 
the private sector and the financial markets are relatively deeper, more diverse, and far better 
regulated than they were two decades ago. 
 
262. However, the recent ADB Country Assistance Program Evaluation25 cautions that a 
more systematic, sustained, and comprehensive approach to private sector and financial market 
development is needed. It notes that many private entrepreneurs, especially SMEs, a large 
segment of the farm population, and micro-enterprises are not well served by the existing 
financial institutions. ADB’s future assistance must therefore focus on practical approaches to 
improve the outreach and efficiency of the financial markets, and to develop capacity in the 
financial sector to assist in private sector development, including SMEs and micro-enterprises.   
                                                 
24 ADB. 1988. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to the 

Kingdom of Bhutan for the Bhutan Development Finance Corporation. Manila. The account was closed in May 
1993; and ADB. 1997. Report and Recommendation of the President to the Board of Directors on a Proposed Loan 
to the Kingdom of Bhutan for the Financial Sector Intermediation Facility. Manila. The loan account was closed in 
December 2002.  

25 ADB. 2005. Country Assistance Program Evaluation for Bhutan. Manila. 
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5. Activities of Other Development Partners 

263. ADB has played a major role in financial market development, and its support has been 
complemented by and well-integrated with assistance provided by several other development 
partners. IMF has played an important role in helping the RMA develop its research and 
statistical capacity and improve its statutory authorities. The World Bank has provided 
assistance to help design and develop an initial medium-term expenditure framework to bolster 
public finance. At present, the Netherlands Development Association, UNDP, and United 
Nations Capital Development Fund are providing support to BDFC in establishing a rural saving 
scheme. The Netherlands Development Association and UNDP are providing assistance to 
support small businesses and develop entrepreneurial capacity. UNDP is providing TA for 
drafting a pensions act. The European Commission is providing support for trade capacity 
development and strengthening of the Bhutan Chamber of Commerce and Industry. The 
Government of Austria is assisting the Government in developing a tourism master plan.     
 

6. ADB’s Strategy  

264.    Fostering Private Sector Development. ADB will assist the Government to promote a 
conducive environment for private sector investment. This will be accomplished by assistance 
aimed at fostering a better policy and regulatory environment, combined with measures aimed 
at improving the performance and reach of the financial sector, and the policy and supporting 
services for SMEs. ADB will also further support the Government’s introduction of labor and 
employment-related legislation, emphasizing a suitable balance between labor protection and 
equity, and encouraging national development and growth. The introduction and effective 
implementation of a labor and employment act is expected to stimulate private sector 
employment by clarifying the rights and obligations of workers and employers, and providing 
workers with basic protection. Attention will be also placed on increasing access to financing by 
rural and microenterprises to broaden rural employment creation and increase rural livelihoods. 
 
265. Building Sustainable Rural Financial Markets. To expand the agriculture sector and 
to facilitate nonfarm income generating opportunities in rural areas, a financial institution with a 
specialized focus on rural credit and microfinance is needed. BDFC has redoubled its efforts in 
providing rural finance. With its presence in each of the 20 dzongkhags, BDFC has the 
necessary outreach to provide rural financial services. In addition to its rural group lending 
schemes, BDFC has recently launched the “save to grow” rural savings scheme, which 
encourages rural residents to place its savings with BDFC. With time and growing awareness, 
BDFC’s rural financial services can effectively bridge the current lack of rural financial services. 
To reduce rural poverty, and complement its interventions of private sector development, rural 
access, and electrification, and to deepen the provision of rural financial services on a 
sustainable basis, ADB will provide assistance to improve policy, and institutional and market-
access to sustainable microcredit through, a sector development program loan.  
 
266.    Building Viable SMEs. Successful development of the private sector will require the 
development of informal enterprises and small enterprises in the formal sector. This, in turn, will 
require appropriate business training, information, market and credit access, and regulatory and 
institutional changes to reduce barriers to entry by micro- and small enterprises. ADB will assist 
the Government in preparing a comprehensive SME assessment, which will identify key 
constraints to SME development, and guide the formulation of a time-bound action program for 
SME development, including business development services and identified measures to 
enhance SME access to medium and long-term credit services. On the basis of this diagnostic 
survey and time-bound action plan, ADB will assist the Government in implementing a well-
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sequenced, country-specific SME development program, including appropriate policy, legal, 
regulatory, financial, institutional, and capacity-building measures.  

 
267.   Good Financial Market Governance. The introduction of private banks, savings 
societies, and microcredit services development of nonbank services such as leasing and 
factoring and development of the domestic securities and bond markets are all measures that 
can help in mobilizing resources and financing for private sector development. ADB will assist 
the Government build capacity and improve financial market policies to strengthen the financial 
system as a whole, with particular emphasis on promoting good financial market governance 
and encouraging competition by developing a more efficient and diversified nonbank financial 
sector. To meet these objectives, ADB will provide assistance to strengthen the institutional 
capacity of key nonbank financial institutions (including RICB and NPPF), strengthen RMA’s 
banking supervision and insurance regulation functions, and improve the legal and regulatory 
framework for the nonbank financial sector. A road map and time-bound action program for 
improving competition in the financial markets will be developed, and on this basis, ADB will 
provide support for improving financial market rules and regulations, modernizing information 
technology (IT) and management information systems, and building institutional capacity in the 
sector.   
  

7. Implementation and Monitoring  

268.    Baseline data on employment and private sector growth is scarce and generally of poor 
quality. Better data on the private sector, and particularly on the status of SMEs and 
microenterprises, will need to be generated for the Government to track progress in private 
sector development. ADB, in full consultation and cooperation with other development partners, 
will help the Government to improve its capacities to track progress in private sector 
development.    
 
269. Financial market data is relatively better in terms of quality and availability for M&E 
purposes. Nonetheless, RMA will need to expand its financial database to better cover the 
nonbank financial market institutions, and to better identify financial market access, both 
geographically and by different categories of enterprises.   
 
270.   Successful implementation and effective monitoring of financial and private sector 
development assistance hinges on the institutional capacity of the main executing agencies,  
RMA, Department of Aid and Debt Management and the Ministry of Trade and Industry. 
Institutional capacities of the Department of Aid and Debt Management and RMA have been 
considerably strengthened over the years, as a result of sustained ADB capacity-building 
support. Continued assistance to build capacity in these core agencies will be required to further 
strengthen implementation and monitoring of financial market and private sector development 
initiatives.   
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Table A3.8: Financial/Private Sector and Subsector Plan 
  

Indicators  
Item 2000 2005 2010 2015 2020 
A. Sector Outcomes      
1. Increased private sector  
share of GDP (% of 
manufacturing, trade and 
commerce, and services 
sectors to GDP) 

22% 34% 44% >44% >44% 

2. Increased credit to private 
sector (as % of total financial 
assets) 

 
10.7% 

 
20.4% 

 
30% 

 
>30% 

 
>30% 

3. Reduced interest rate 
spreads(i.e., difference 
between lending rates to 
manufacturing/services 
industries and 1-year-term 
deposit rates) 

 
4-7% 

(as of 2001) 

 
6-7% 

 
5-6% 

 
4-3% 

 
4-3% 

4. Number of listed companies 
in RSEB 
 
5. Stock market trading value 
(the secondary market of 
RSEB) 

12 (as of 
2002) 

 
$0.79 million 
(as of 2002) 

15 
 
 

$0.43 million (as 
of 2003) 

20 
 
 

> $0.43 million 

20+ 20+ 

B. Sector Outputs      
1. Improved private sector 
activities, investment, and 
financing    

 Lack of project 
development 
skills; shortage of 
bankable 
projects; 
significant 
barriers on 
private sector 
borrowing; 
limited private 
sector activities, 
including tourism  

Improved 
business 
support 
environment, 
including the 
legal and 
regulatory 
framework; 
increased 
project 
financing; 
provision of 
technical and 
financial 
support to 
SMEs; 
Improved skills 
of project 
appraisal and 
risk 
management 
among 
financial 
institutions; 
establishment 
of credit 
information 
bureau for 
information 
transparency 

Developed a 
well-
functioning 
SME support 
system and 
policies, 
especially 
for  
technology, 
marketing 
strategy, 
financing 
scheme 
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2. Strengthened policies, 
institutional capacity, and 
market-access for rural and 
microenterprises 

 Weak linkage 
between the 
formal financial 
sector and rural 
and 
microenterprises 

Strengthened 
institutional 
capacity of 
specialized 
financial 
institutions 
(i.e., BDFC); 
adequate 
policy, 
regulatory, and 
supervisory 
framework for 
rural and micro 
finance 

Improved 
financial 
intermediatio
n between 
the formal 
financial 
sector and 
rural areas; 
better rural 
financial 
services 

 

3. Strengthened functions of 
RMA in financial supervision 
and regulation 

 Scope of 
improvement in 
the functions of 
RMA in 
supervising 
banking, 
pension, and 
insurance 
sectors 

Reviewed 
legislation and 
drafted bills 
pertaining the 
financial 
sector; drafted 
regulations for 
prudential 
supervision 
and strict 
enforcement of 
RMA 

  

4. Improved regulations and 
supervisions in the nonbank 
sector 

 
 

Weak 
institutional, 
regulatory, and 
policy framework 
of nonbank 
financial sector 

Developed 
proper 
guidelines, and 
strengthened 
institutional, 
regulatory, and 
policy 
framework for 
pensions, 
insurance, and 
the capital 
market 

 
 

 

5. Institutional capacity 
building for both bank and 
nonbank financial institutions, 
and other relevant 
stakeholders 

 Skills training 
and capacity 
building of BDFC 

Strengthened 
capacity 
building of 
financial 
institutions, 
NPPF and 
RICB 
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6. Greater financial 
competition with more 
innovative products and 
efficient payment modalities  

 Inefficient 
payment and 
settlement 
system; newl 
introduction of 
credit cards; and 
very limited 
coverage of ATM 
machines 
 

Adoption of 
automatic and 
computerized 
payment and 
settlement 
system; 
introduced 
more 
innovative 
products, such 
as leasing and 
venture capital; 
greater 
coverage of 
ATM 
machines; 
extensive 
usage of  
credit cards; 
implementation 
of the action 
plan to 
improve rules, 
regulations, IT, 
and MIS, and 
institutional 
capacity in the 
capital market 
 

A 
competitive 
and 
diversified 
financial 
system  
 

 

C. Sector Issues and 
Constraints 

 Lack of private sector investment and activities 
 High interest rates and collateral requirements for business financing 
 Lack of project appraisal and risk management skills among financial institutions 
 Inadequate financial infrastructure, including inefficient payment and settlement 

system, no credit information bureau, no national standard accounting and audit 
system 

 Needed stringent enforcement and compliance of rules and regulations in the 
banking sector 

 Lack of prudential supervision and regulation in the non-bank financial subsector 
 Lack of financial competition in terms of pricing and innovation of financial 

products and services 
 Weak policy, institutional, and market-access for rural credit and microfinance 

D. Actions, Milestones, and 
Investments 

 
By Issue 

  
By Agency 

   
Schedule 

 
ADB 

Others/ 
External 

 
Gov’t 

 Private sector development:  
• Trade capacity development 
• Capacity building of Bhutan 

Chamber of Commerce and 
Industry  

• SME development PPTA 
• SME development/micro-credit 

loan 

 
2005 

Ongoing 
 
 

Ongoing 
2007 

 
 
 
 
 

ADB 
ADB 

 
EC 

Germany 
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 Improving institutional capacity, and 
prudential supervision and 
regulations of the financial sector 
• Cluster TA for financial sector 

development including nonbank 
financial institutions 

• Financial sector reform program  
• Capacity building of BDFC, rural 

micro-saving schemes 
 

 
 
 

2005 
 
 

2006 

 
 
 

ADB 
 
 

ADB 

 
 
 
 
 
 
 

SNV, 
UNCDF, 
UNDP 

 

 Strengthening  financial sector 
infrastructure and debt management 
system of Government 
• Strengthening of the payment and 

settlement system 
• Strengthening the debt 

management capacity of the 
Department of Aid and Debt 
Management 

• Establishing Credit Information 
Bureau 

 
 
 
Ongoing 
 
Ongoing 
 
 
Ongoing 

 
 
 
ADB 
 
ADB 

  
 
 
 
 
 
 
 
Gover
nment 

ADB = Asian Development Bank, Gov’t = Government. 
Source: ADB. 2005. Country Assistance Program Evaluation for Bhutan. Manila; 2004. ADB. Key Indicators. Manila; 
various issues of RMA Annual Reports. 
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CONCEPT PAPERS FOR LENDING PRODUCTS 
 

This appendix contains the concept papers for projected lending products. 
(i) Table A4.1: Financial Sector and Nonbank Financial Institutions Reform Program 
(ii) Table A4.2: Urban Infrastructure Development 
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Table A4.1: Financial Sector and Nonbank Financial Institutions Reform Program 
Concept Paper 

 
Date: 31 July 2005   
 
1. Type/modality of assistance  

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: Finance 
   Subsectors: Pensions, insurance, social security, and contractual savings. Finance sector development 

and reforms 

 b. For project preparatory and lending, classification  
   Targeted intervention 
   General intervention 

 

 c. Key thematic areas 
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 
   

  Subthemes: Promoting economic efficiency and enabling markets; financial and economic governance 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Governance, Trade, and Finance Division/South Asia Department 
   

5. Responsible ADB officer: Chia-Hsin Hu 
 

6. Description of assistance 

  a. Background/linkage to country/regional strategy: Since Bhutan introduced its currency and established 
a formal financial system four decades ago, financial assets have grown to reach 72% of GDP or $44.8 million. 
Financial deepening also has been taking place over the past 20 years as the broad money to GDP ratio 
increased from just 19.4% in 1985 to 44% by 2004. However, the Bhutanese financial sector is still shallow, and 
marked by a limited array of financial products and services, a distinct lack of competitiveness, and inadequate 
private sector involvement. A lack of competition in the financial system has hindered the development of 
innovative financial products and services, such as leasing, venture capital, factoring, credit cards, and ATM 
(automated teller machines), while high levels of liquidity provide little incentive for the two commercial banks to 
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promote savings or extend the geographic reach of their financial services. Financial market regulation is 
uneven; different regulatory authorities have different standards, hindering the development of a uniform system 
for information disclosure. In addition, the nonbank financial institutions are subject to the same prudential 
supervision as commercial banks, although the nature and risk portfolio of their businesses is quite different, and 
other nonbank financial institutions are virtually unregulated. As such, the TA aims to assist the Government to 
build capacity and improve financial market policies to strengthen the financial system as a whole, with particular 
emphasis on promoting good governance and encouraging competition by developing a more efficient and 
diversified nonbank financial sector. 

 
b. Goal and purpose: The goal is to promote good governance, enhance financial sector capacity, and 
encourage competition by developing a more efficient nonbank financial sector. The Project will support (i) 
strengthening the banking supervision and insurance regulation functions of the Royal Monetary Authority (RMA) 
aiming at enhancing the oversight of RMA over both bank and nonbank institutions; (ii) enhancing the legal 
framework, market infrastructure, and operation skills and systems required for proper functioning of the financial 
sector; and (iii) improving financial sector efficiency in domestic resource mobilization and its linkage with 
efficient allocation by introducing suitable innovative financial services and products, and further developing the 
securities/capital market including supporting infrastructure, institutional capacity, and market functioning. 

 
 c. Components and outputs: The Project will (i) strengthen banking supervision and insurance regulation 

functions of RMA; (ii) prepare the strategy for developing the financial sector/nonbank financial institutions; and 
(iii) strengthen institutional capacity building.  

 
 d. Expected results and deliverables: They include (i) enhanced good governance in the financial sector, 

with emphasis on regulations and supervision over nonbank financial institutions; (ii) increased diversity of 
existing financial services to meet emerging market needs; and (iii) broadened and deepened financial system, 
and increased market competition.  

 
 e. Social or environmental issues or concerns: None 
 
 f. Plans for disseminating results/deliverables:   
  For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag 
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others (specify) ________________________ 
 
 

7. Proposed executing/implementing agency or agencies: Ministry of Finance and Royal Monetary Authority 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
The project design will be closely coordinated with MOF, RMA, Royal Securities Exchange of Bhutan, Royal 
Insurance Corporation of Bhutan, and other relevant stakeholders.  

 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: CSP 2005 

 b. Expected date of submission for approval 
   Lending: 2006 
   Nonlending (project preparatory): 2005 
   Nonlending (other than project preparatory): Not applicable 
    

 c. Period and duration of assistance 
   Lending: 2006-2008 
   Nonlending: Not applicable 
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10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund (loan): $14.0 million 
   Asian Development Fund (grant): $ 
   Other: Government $2.8 million 

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                  Amount ($ million) 
ADB Financing 14.0 
Government Financing   2.8 
Other Financing tbd 
     Total Cost 16.8 
 Source: Asian Development Bank estimates. 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds 
   Other:   

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 

 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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Table A4.2: Urban Infrastructure Development 
Concept Paper 

 
Date: 31 July 2005   
 
1. Type/modality of assistance  

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sectors: Water supply, sanitation and waste management 
   Subsectors: Water supply and sanitation, Waste management, and Integrated 

 b. For project preparatory and lending, classification  
   Targeted intervention 
   General intervention 

 

 c. Key thematic areas  
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 
   

  Subthemes: Fostering physical infrastructure development; developing urban areas; and urban 
environmental improvement 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Social Sectors Division/South Asia Department 
   

5. Responsible ADB officer: Tomoo Ueda 
 

6. Description of assistance 

a. Background/linkage to country/regional strategy: Bhutan is already experiencing signs of urban growth 
pressures. Urban settlement is a new phenomenon with a quickening pace in the last 15 to 20 years. The 
beginning of urban settlement was the establishment of dzongkhag (provincial) centers, currently numbering 20. 
These centers began as administrative and religious entities rather than commercial and industrial ones. The 
country’s population in 2002 was an estimated 716,424; urban population is estimated at 21% of the total 
population. At the rate of 3.1% of national population growth, the country's population would double over 25 
years. The Government requested continued ADB assistance in improving urban infrastructure and services 
needs in the capital city of Thimphu, the commercial capital town of Phuentsholing, particularly in their respective 
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newly expanded areas and some regional centers.  
 
 b. Goal and purpose: The main objective is to improve urban infrastructure and services in Thimphu, 

Phuentsholing, and one or two high-priority urban centers that have not yet received external assistance. This 
objective supports the Government's policy of balanced regional development and decentralization. The Project 
will cover basic urban services (e.g., water supply and sanitation, solid waste management, roads, riverbank 
protection, retaining walls and storm drainage, and public parking and other facilities such as a vegetable 
market). The Project will also help the Government improve management of regional centers, including training 
dzongkhag officials, strengthening financial management of dzongkhag financing related to urban infrastructure, 
and operation and maintenance (including policies and remedial actions to stop unwanted urban sprawl). 

 
c. Components and outputs: The Project will consist of three components. The first, improvement of urban 
environment through appropriate urban infrastructure development, will comprise water supply, sanitation, 
drainage and river training works. The second, promotion of the development of effective and sustainable 
management of urban services will include construction and improvement of roads, footpaths, traffic 
management including development of parking areas, and the construction of bridges in Phuentsholing. The 
third, implementation assistance and institutional strengthening will provide project management support, 
engineering design, construction supervision, and institutional support.     

 
 d. Expected results and deliverables: These include (i) increased provision of safe and regular supply and 

drinking water and proper sanitation; (ii) increased access to expanded communities in the newly expanded 
areas; (iii) enhanced level of traffic flow in Thimphu, Phuentsholing and some provincial capitals; and (iv) 
enhanced capabilities to manage and sustain urban infrastructure by local municipalities.   

 
 e. Social or environmental issues or concerns: Social and environmental aspects will be properly 

addressed. Social aspects will be one of the selection criteria of the urban infrastructure to be provided. 
Environmental impact mitigation and land acquisition, if any, will be implemented and strictly monitored.  

 
 f. Plans for disseminating results/deliverables: The Project will share results and lessons learned with 

stakeholders, development partners, and beneficiaries through appropriate media.  
   
 

7. Proposed executing/implementing agency or agencies: Department of Urban Development and Engineering 
Services, Ministry of Works and Human Settlement 

 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
The conceptualization of the intervention is based on the 9th Five-Year Plan and Vision 2020, deriving from 
priorities proposed by Thimphu City Corporation, Phuentsholing City Corporation, and Dagana province, and has 
been agreed with the Ministry of Works and Human Settlement.   
 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: CSP 2005 

 b. Expected date of submission for approval 
   Lending: 2006 
   Nonlending (project preparatory): 2004 
   Nonlending (other than project preparatory): Not applicable 
    

 c. Period and duration of assistances 
   Lending: 2006-2011 
   Nonlending: 2005 
   
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund (loan): $18.0 million 
   Asian Development Fund (grant): $ 
   Other: Government: $3.6 million 
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If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                  Amount ($ million) 
ADB Financing 18.0 
Government Financing                              3.6 
Other Financing                                        tbd 
     Total Cost                                          21.6  
 Source: Asian Development Bank estimates. 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: ${amount} 
   Grant TA funds 
   Other: {specify}  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 

 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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CONCEPT PAPERS FOR NONLENDING PRODUCTS 
 

This appendix contains the concept papers for projected nonlending products. 
(i) Table A5.1: Power Sector Cluster Technical Assistance 
(ii) Table A5.2: Implementing Labor Law 
(iii) Table A5.3: Financing for Micro Enterprises 
(iv) Table A5.4: Poverty Assessment and Monitoring 
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Table A5.1: Power Sector Cluster Technical Assistance 
Concept Paper 

 
Date: 31 July 2005   
 
1. Type/modality of assistance  

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: Energy 
   Subsector: Electric Power 

 b. For project preparatory and lending, classification  
   Targeted intervention 
   General intervention 

 

 c. Key thematic areas 
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 
   

  Subthemes: To be determined 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Energy Division/South Asia Department 
   

5. Responsible ADB officer: Samuel Tumiwa 
 

6. Description of assistance 

a. Background/linkage to country/regional strategy: The Government and ADB have been in long-term 
policy dialogue to develop an efficient and self-sustaining power sector. It has resulted in the unbundling of the 
former Department of Power and the creation of the Department of Energy as the government’s policy and 
planning agency, Bhutan Electricity Authority (and ongoing TA for its capacity building) as the sector regulator, 
Bhutan Power Corporation as the supply and distribution company, and the ongoing TA to establish Druk 
Hydropower Corporation as the an umbrella generating company. All components of this dialogue will be 
completed by 2005. A new policy dialogue needs to be outlined for future collaboration between the Government 
and ADB and other development partners. 
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In preliminary discussions with the Government, under its 10th five-year development plan, key areas for 
collaboration include: (i) continued institutional strengthening of the power sector entities; (ii) investments to 
expand the reach of the power grid to the more remote areas, while at the same time upgrading its urban power 
infrastructure to improve efficiency; (iii) establishment of a strategy to take advantage of regional developments 
such as grid interconnection between Bhutan, India, Bangladesh and Nepal and India’s move to establish a pool-
based power system; and (iv) greater private sector participation in the power sector. 

 
b. Goal and purpose: The goal of the TA is to outline new areas for collaboration between the Government 
and its development partners to improve the power sector.  

 
c. Components and outputs: The TA will have 4 main components: (i) outline areas for future policy dialogue 
between the Government and its development partners, including developing a policy matrix and sequenced 
action plan for its implementation; (ii) identify how Bhutan can best take advantage of future regional 
development in the power sector; (iii) identify areas that need investments i.e. rural electrification expansion and 
urban power upgrading; and (iv) identify areas for private sector participation in the power sector. 

 
 d. Expected results and deliverables: (i) An inception report outlining the consultants' work program; (ii) a 

policy matrix outlining areas to improve the power sector; (iii) strategy to take advantage of regional 
developments in the power sector; (iv) prioritized investments that need to be made in the power sector; and (v) 
a strategy for private sector participation in the power sector. 

 
 e. Social or environmental issues or concerns: None are expected since this is an ADTA. However, a 

strategic environmental assessment will be carried out according to ADB’s Environmental Guidelines 2003. 
 
 f. Plans for disseminating results/deliverables:   A series of consultation workshops with relevant 

stakeholders and a final workshop to discuss the TA findings will be held.  Information dissemination is critical to 
this TA as it will outline areas for collaboration between the Government and its development partners. 

 
  For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag 
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others (specify) ________________________ 
 
 

7. Proposed executing/implementing agency or agencies: Department of Energy 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
       The TA has been discussed with the Department of Energy and other development partners/donors. 
 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: CSP 2005 

 b. Expected date of submission for approval 
   Lending: Not applicable 
   Nonlending (project preparatory): Not applicable 
   Nonlending (other than project preparatory): February 2005 
    

 c. Period and duration of assistance 
   Lending: Not applicable 
   Nonlending: 18 months 
   
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund (loan): $ 
   Asian Development Fund (grant): $ 
   Other:  
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If cofinancing is required, indicate amount and sources sought: $____, from ____________. 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds: $400,000 (TASF) 
   Other:   

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                   Amount ($) 
ADB Financing                                       400,000 
Government Financing                             60,000 
Other Financing                                              tbd 
     Total Cost                                         460,000 

 Source: Asian Development Bank estimates. 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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Table A5.2: Implementing Labor Law 
Concept Paper 

 
Date: 31 July 2005   
 
1. Type/modality of assistance  

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other: Law and policy reform 
  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: Law, Economic Management and Public Policy 
   Subsector: Law and judiciary 

 b. For project preparatory and lending, classification  
   Targeted intervention 
   General intervention 

 

 c. Key thematic areas  
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 
   

  Subtheme: To be determined 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Office of the General Counsel 
   

5. Responsible ADB officer: Caroline Vandenabeele 
 

6. Description of assistance 

a. Background/linkage to country/regional strategy: In the second half of the 1990s, the Government 
started to pay increasing attention to the development of the private sector as the main engine of future income 
growth and employment generation. Private sector growth and employment generation are two of the main 
strategic areas of Bhutan’s 9th Five-Year Plan 2002–2007. This will require an effective labor administration 
system and legal framework emphasizing a suitable balance between the system’s role in labor protection and 
equity, and national development and growth. The ADB-funded TA Institutional Development of the Department 
of Employment and Labor (DEL) provided the basis for this by (i) developing a labor administration policy and 
master plan for the department; (ii) organizing the first job fair in Bhutan; (iii) providing on-the-job-training for 
senior department staff; and (iv) drafting the Labor and Employment Act. The TA directly resulted in the creation 
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of the Ministry of Labour and Human Resources (MLHR). While the labor administration policy has not yet been 
formally endorsed by the Cabinet, the majority of its components as well as its implementation mechanisms have 
been de facto endorsed. This is evidenced by the structural arrangements of MLHR, conduct of several job fairs, 
creation of Job-Net (online employment services), formal endorsement of the staffing plan of MLHR, etc. The 
draft labor administration policy is currently being revised to account for the creation of a new department within 
MLHR and to add a component on social security. The revised policy is expected to be submitted for 
endorsement by the Country Coordinating Mechanisms after the June 2005 National Assembly session. In the 
first quarter of 2005, the National Assembly issued a directive to table the Labor and Employment Act. It later 
asked MLHR to put this on hold until after the passage of the constitution which is being debated in the June 
2005 session. The draft act was presented to the Cabinet, which asked MLHR to take out some of the detailed 
provisions and include them in supplementing regulations rather than in the act itself. This task has been 
completed. MLHR, with financial assistance of the Sustainable Development Agreement and in furtherance of 
the work funded under the institutional development TA has completed the study of a wage policy and structure, 
and will work on a post-retirement and unemployment insurance scheme in 2005. 

 
 b. Goal and purpose: The goal of the TA is to promote employment of the Bhutanese workforce. The 

purpose is to continue work that has been done so far in the area of labor administration and legislation. 
 

c. Components and outputs: The components are (i) conduct a tripartite consultation on and drafting of 
regulations under the Labor and Employment Act (priority areas already identified are in occupational safety and 
health); (ii) develop a procedural manual and reporting instruments for labor inspectors, and train labor 
inspectors in labor legislation and inspection methods and skills; and (iii) develop a clear policy on foreign 
workers.  

 
 d. Expected results and deliverables: The expected results are (i) labor regulations; (ii) 10–15 well-trained 

labor inspectors as part of a labor inspectorate operating on integrated lines; and (iii) a policy document on 
foreign workers. 

 
 e. Social or environmental issues or concerns: Not applicable 
 
 f. Plans for disseminating results/deliverables: Distribution of labor regulations through tripartite channels. 

Distribution of policy document through workshops. 
 
  For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag 
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others (specify) ________________________ 
 
 

7. Proposed executing/implementing agency or agencies: Ministry of Labour and Human Resources 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
The TA was identified at the request of the Government. Initial consultation were held with the Ministry of Labour 
and Human Resources. 
 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: CSP 2005 

 b. Expected date of submission for approval 
   Lending: Not applicable 
   Nonlending (project preparatory): Not applicable 
   Nonlending (other than project preparatory): March 2006 
   

 c. Period and duration of assistance 
   Lending: Not applicable 
   Nonlending: 18 months 
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10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund (loan): $ 
   Asian Development Fund (grant): $ 
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds: $200,000 (TASF) 
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                   Amount ($) 
ADB Financing 200,000 
Government Financing   30,000 
Other Financing                                              tbd 
     Total Cost 230,000 

 Source: Asian Development Bank estimates. 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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Table A5.3: Financing for Micro Enterprises 
Concept Paper 

 
Date: 31 July 2005   
 
1. Type/modality of assistance  

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: Finance 
   Subsector: Microfinance 

 b. For project preparatory and lending, classification  
   Targeted intervention 
   General intervention 

 

 c. Key thematic areas 
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 
   

 Subtheme: Promoting economic efficiency and enabling markets. Financial and economic governance. 
Catalyzing private investment 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Governance, Trade and Finance Division/South Asia Department 
   

5. Responsible ADB officer: Chia-Hsin Hu 
 

6. Description of assistances 

a. Background/linkage to country/regional strategy: More than three fourths of Bhutan’s population lives in 
rural and inaccessible areas. The rural poor and low income households depend on agriculture and 
microenterprises for livelihood, which are mostly at subsistence levels. Upscaling and diversification of the 
livelihood of low and poor income households are important to enhance household income and thus quality of 
life. However, access to affordable, adequate, and timely financial services, as well supporting infrastructure to 
provide market linkages constrain the growth and development of both farm and off-farm micro and rural 
enterprises. In its early stages of development, Bhutan’s financial sector has a limited outreach with high 
intermediation costs and primarily provides collateral-based loans to industries. Outreach in rural areas 
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constitutes only a fraction of the coverage of the formal financial sector. Considering the terrain and sparsely 
dispersed population the development of financing arrangements for microenterprises, particularly in rural areas, 
would enhance innovative arrangements and linkages with community-based systems.  
 
ADB’s strategy for Bhutan supports poverty reduction through a combination of accelerated broad-based 
economic growth, infrastructure development, and social development initiatives. ADB’s ongoing and planned 
assistance for financial sector development and small and medium enterprise development provides the 
opportunity to set in motion the development of financing arrangements to meet the demand for financial 
services of rural households to enable them to benefit from emerging market opportunities.  
  
b. Goal and purpose: The TA will develop a comprehensive framework for strengthening micro and rural 
enterprises including enabling policy and regulatory environment, corresponding financial infrastructure, and 
linkages with rural support services such as infrastructure development.  

 
c. Components and outputs: The TA will assist the Ministry of Finance, Royal Monetary Authority, and other 
concerned ministries in (i) reviewing the present arrangements with the aim to identify constraints and gaps that 
impede the development of micro and rural enterprises; (ii) preparing a strategy for accelerated development of 
the micro and rural enterprises; (iii) developing a conducive policy and regulatory framework for the micro and 
rural enterprises; (iv) providing options for developing/establishing the micro and rural finance sector including 
policy, legal, regulatory, and institutional mechanisms; (v) developing new and innovative financial products for 
the micro and rural enterprises, and (vi) linking micro and rural enterprise development with infrastructure and 
arrangements to support value addition and marketing.  

 
d. Expected results and deliverables: The TA will prepare a micro and rural enterprise framework 
development project that is acceptable to the Government and ADB. The project will be developed with due 
participatory processes within the scheduled time frame. The outputs will specifically ensure linkages with the 
financial sector, small and medium enterprises, and infrastructure development initiatives. 

 
e. Social or environmental issues or concerns: The project will ensure that access to micro and rural 
finance is equitable and adequate. The environmental impact of financing agriculture, farm and nonfarm 
enterprises will be assessed during the TA, and as required, appropriate monitoring mechanisms will be 
developed.  

 
f. Plans for disseminating results/deliverables: A series of interaction programs with key stakeholders, 
sub-regional workshops, and seminars. 

 
  For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag 
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others (specify) ________________________ 
 
 

7. Proposed executing/implementing agency or agencies: Ministry of Finance 
 
 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
The project preparation will be undertaken under the guidance and direction of the Ministry of Finance and Royal 
Monetary Authority, and with full involvement and participation of all relevant stakeholders, including Bhutan 
Development Finance Corporation.  
 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: CSP 2005 

 b. Expected date of submission for approval 
   Lending: Not applicable 
   Nonlending (project preparatory): 2006 
   Nonlending (other than project preparatory): Not applicable 
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 c. Period and duration of assistance 
   Lending: Not applicable 
   Nonlending: 2006 
 
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund (loan): $ 
   Asian Development Fund (grant): $ 
   Other:  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds: $500,000 (TASF) 
   Other:   

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                   Amount ($) 
ADB Financing    500,000 
Government Financing                             75,000 
Other Financing                                             tbd 
     Total Cost                                         575,000 

 Source: Asian Development Bank estimates. 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
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Table A5.4: Poverty Assessment and Monitoring 
Concept Paper 

 
Date: 31 July 2005   
 
1. Type/modality of assistance  

  Lending  
   Project loan 
   Program loan 
   Sector loan 
   Sector development program loan 
   ADF grant-financed 
   Other:  
  Nonlending 
   Project preparatory 
   Other than project preparatory 
    Economic, thematic, and sector work 
    Institutional development 
    Other:  
  

2. Assistance focus 

 a. If assistance focuses on a particular sector or subsector, specify the 
   Sector: To be determined 
   Subsector: To be determined 

 b. For project preparatory and lending, classification  
   Targeted intervention 
   General intervention 

 

 c. Key thematic areas 
  Themes: 
   Sustainable economic growth  Environmental sustainability 
   Inclusive social development  Regional cooperation 
   Governance  Private sector development  
   Gender and development  Capacity development 
   

  Subthemes: To be determined 

3. Coverage  

  Country  Subregional  Interregional 
  Internal policy development 

4.  Responsible division/department: Operations Coordination Division/South Asia Department 
   

5. Responsible ADB officer: Abid Hussain 
 

6. Description of assistance 

a.    Background/linkage to country/regional strategy: The 2003 living standards survey, supported by ADB 
and UNDP was the first to identify a national poverty line and to make an estimate of income poverty and income 
distribution. The 2003 Living Standards Survey, finds that some 31.7 percent of the country’s population fall 
below the poverty line of Nu740 per month. The poverty situation is reported to vary by region, with the highest 
incidence in the east (48%), the lowest in the west (18.7%) and moderate levels (29.5%) in the central region. 
Income poverty is found to be more of a rural phenomenon with 38.3% of the rural population living in poverty 
compared to just 4.2% in the urban areas. As of 2003, some 233,000 persons were estimated to have an income 
below the national poverty line. Improving the capacity to monitor poverty conditions is central to tracking 
progress in implementing the NPRS, and to achieving the goals and objectives of ADB’s CSP.  
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 b.     Goal and purpose: The main goal of this proposed TA is to institutionalize poverty monitoring, evaluation 

and reporting as part of the regular work program of the Department of Planning.  The specific purpose is to 
support a second round of the National Living Standards Survey, and to improve the quality of its analysis, in 
conjunction with support provided by other development partners.  

 
 c.    Components and outputs: The TA would support: (i) technical training of the Department of Planning staff 

in the design, sampling, implementation and analysis of the second Living Standards Measurement Survey; (ii) 
provide partial support for collection of field survey data; (iii) support for computer and software facilities 
necessary for data analysis and reporting; and (iv) for the preparation and distribution of the survey results, 
including in hard-copy and internet form.    

 
 d.   Rationale and purpose of ADF grant financing:  To build institutional capacity in a low-income DMC to 

monitor and track poverty reduction, so as to accelerate achievement of the MDGs. 
 
 e.   Expected results and deliverables: The expected results of the proposed TA are: (i) a second national 

poverty survey, including an updated poverty line, and updated measures of income and non-income poverty, 
disaggregated by region and socio-economic category; (ii) increased skills and competence within the 
Department of Planning to enable that agency to monitor poverty conditions on a regular basis;  (iii) greater 
awareness and understanding of the evolution of poverty conditions by national officials, development partners 
and the population-at-large; and (iv) adoption of poverty monitoring surveys and analysis as a regular part of the 
Department of Planning’s program of work.  

 
 f. Social or environmental issues or concerns: None 
 
 g. Plans for disseminating results/deliverables:   
  For TA, method(s) of TA output dissemination:  
   A conference/workshop/brown bag 
   Publication of article(s) in external journals or books 
   External press release to news agencies, including www.adb.org 
   Internal press release in ADB Today 
   Others (specify) ________________________ 
 
 

7. Proposed executing/implementing agency or agencies: Department of Planning, Ministry of Finance, 
Government of Bhutan 

 

8. Nature/extent of government/beneficiary involvement in identifying or conceptualizing the assistance:  
This proposed TA has been designed based on consultations with the Ministry of Finance, the Planning 
Department, the Department of Statistics, UNDP, and other bilateral development partners.   A review of the 
national monitoring and evaluation system, conducted as a thematic background study for the CSP, focused on 
issues related to the design and utilization of poverty monitoring results. 

9. Timetable for assistance design, processing, and implementation 

 a. Year included in CSP, CSP Update, RCSP, RCSP Update, or interregional work plan: CSP 2005 

 b. Expected date of submission for approval 
   Lending: Not applicable 
   Nonlending (project preparatory): Not applicable 
   Nonlending (other than project preparatory): 2006 
    

 c. Period and duration of assistance 
   Lending: Not applicable 
   Nonlending: 2007-2008 
   
 

10. Financing Plan  

 a. For lending 
   Ordinary capital resources: $ 
   Asian Development Fund (loan): $ 
   Asian Development Fund (grant): $ 
   Other:  
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If cofinancing is required, indicate amount and sources sought: $____, from ____________. 

 b. For nonlending 
   No resources required, other than ADB staff 
   ADB's administrative budget: $ 
   Grant TA funds: $250,000 (TASF) 
   Other: UNDP parallel financing  

If cofinancing is required, indicate amount and sources sought: $____, from ____________. 
 

Source                                                   Amount ($) 
ADB Financing                                        250,000 
Government Financing                              50,000 
Other Financing                                              tbd 
     Total Cost                                         300,000 

 Source: Asian Development Bank estimates. 
ADB = Asian Development Bank, CSP = country strategy and program, RCSP = regional cooperation strategy and 
program, TA = technical assistance. 
 



 
Appendix 6 

175

ASSISTANCE PROGRAM FOR 2005 
 

Table A6.1: Assistance Pipeline for Lending Products 
 

    Year of   
Sector Targeting   Project  Cost ($ million) 
Project/Program Classifi- Thematic  Preparatory  ADB  Co- 
Name cation Priority Division Assistance Total OCR ADF Total Gov’t. financing 
       Loans Grants    
            
 Transport and            
     Communications            
  1. Road Network GI ECG SATC 2003 34.1 0.0 27.3 0.0 27.3 6.8 0.0 
   Subtotal     34.1 0.0 27.3 0.0 27.3 6.8 0.0 
    Total     34.1 0.0 27.3 0.0 27.3 6.8 0.0 
            

ADB = Asian Development Bank, ADF = Asian Development Fund, ECG = sustainable economic growth, GI = general intervention, OCR = ordinary capital resources, 
SATC = South Asia Transport and Communications Division.  
Source: Asian Development Bank estimates. 
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Table A6.2: Assistance Pipeline for Nonlending Products and Services 

 
   Sources of Funding  
   ADB Others  
Sector Responsible Assistance  Amount   Amount Total 
Assistance Name Division Type Source ($'000) Source ($'000) ($'000) 
        
 Agriculture and Natural Resources        
  1. Capacity Building to Implement SAAE ID TASF 200.0  0.0 200.0 
      Environmental Assessment         
      Procedures        
   Subtotal    200.0  0.0 200.0 
 Energy        
  2. Capacity Building for Bhutan   SAEN ID TASF 400.0  0.0 400.0 
      Power Corporation        
   Subtotal    400.0  0.0 400.0 
 Law and Public Sector Management        
  3. Implementing Labor Law OGC ID TASF 250.0  0.0 250.0 
   Subtotal    250.0  0.0 250.0 
 Transport        
  4. Capacity Building in Road Safety SATC ID tbd 300.0  0.0 300.0 
      and Road Asset Management        
   Subtotal    300.0  0.0 300.0 
 Multisector        
  5. Preparing the Financial Sector/ SAGF PP TASF 500.0  0.0 500.0 
      Non-Bank Financial Institutions        
      Reform Program        
   Subtotal    500.0  0.0 500.0 
   Total    1,400.0  0.0 1,400.0 

        
         ID = institutional development, OGC = Office of the General Counsel, PP = project preparatory, SAAE = South Asia Agriculture, Environment and Natural  
          Resources Division, SAEN = South Asia Energy Division, SAGF = South Asia Governance, Finance and Trade Division, TASF = Technical Assistance Special  
          Fund, tbd = to be determined. 
          Source: Asian Development Bank estimates. 
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MAJOR ECONOMIC AND POLITICAL MILESTONES 
 

Activity Year 
Establishment of National Assembly 1953 
Commencement of a Planned Development Process 1961 
Establishment of Bhutan High Court 1968 
UN Membership 1971 
Coronation of H.M. King Wangchuk 1974 
Formation of District Development Committees 1981 
Export of power to India from Chukha 1986 
Formation of Gewog Development Committees 1991 
Royal Decree establishing equality of wages between males and females 1993 
Devolution of Executive Powers from H.M. to Council of Ministers 1998 
Finalization of National Environment Strategy 1998 
Civil service reforms/restructuring 1999 
Appointment of internal auditors in each Government organization 1999 
Bhutan 2020 Vision 2000 
National Assembly adopts Environmental Assessment Act 2000 
Household Income and Expenditure Survey 2000 
Poverty Assessment and Analysis 2001 
Poverty Partnership Agreement with ADB 2001 
Royal Order for drafting of a written constitution 2001 
Adoption of the code of civil and criminal procedure by the National Assembly 2001 
Export of power to India from Kurichhu Hydropower Project 2002 
Approval of Foreign Direct Investment Policy 2002 
Prudential Regulations for financial institutions 2002 
Ninth Plan 2002-2007 
Bhutan Eight Round Table Meeting, Geneva 2003 
Bhutan Living Standards Survey 2003 
First Working Party Meeting on Bhutan’s eventual Accession to WTO 2004 
Bhutan Poverty Analysis Report 2004 
Bhutan joins BIMSTEC 2004 
Bhutan signs agreement on Asian Highway Network 2004 
Crown Prince assumed the title Chhoetse Penlop 2004 
Circulation of the Final Draft of the Constitution 2005 
Revision of Royal Monetary Authority Act (expected) 2005 
Financial Services Act (expected) 2005 
Population and Housing Census 2005 
Export of power to India from Tala Hydropower Project 2006 
Completion of Tala Hydropower Project 2006 
Sources: Government of Bhutan. Bhutan 2020: Vision for Peace, Prosperity and Happiness. Thimphu; Ninth Five-
Year Plan (2002-2007); Royal Monetary Authority. 2005. Annual Report. 
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