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SECTOR ASSESSMENT (SUMMARY): WATER SUPPLY AND OTHER MUNICIPAL 
INFRASTRUCTURE AND SERVICES1 

 
Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities  
 
1. At the current rate of urbanization, more than half of Bhutan’s population will reside in 
urban centers by 2020.2 Contributing to this growth is the rapid influx of rural migrants, resulting 
in an urgent need for improved urban services. As in other developing economies, urban centers 
will be major drivers of economic growth, which is reliant on good infrastructure. Currently, urban 
services in Bhutan, including access to water, sanitation, solid waste, and urban transport, are 
inadequate. Traditionally, urban centers have relied on various central government agencies to 
provide basic services. However, the Government of Bhutan is devolving autonomy to the four 
class A municipalities3 (thromdes) through the Local Government Act, 20104 and making them 
responsible for the provision of all municipal services. As of 1 July 2012, all four municipalities no 
longer receive government subsidies and are required to be self-sustaining in managing and 
maintaining urban infrastructure.  
 
2. Water and sewage services in Gelephu, Phuentsholing, Samdrup Jongkhar, and Thimphu 
municipalities, and larger district towns are inadequate for the present population. The situation in 
Thimphu will improve substantially when the new 6,500 cubic meters per day water system is 
completed under the ongoing Asian Development Bank (ADB)-supported Urban Infrastructure 
Development Project (UIDP).5 The water supply in Phuentsholing has been improved through 
earlier development partner-supported projects. However, water services in Samdrup Jongkhar 
Municipality and district towns are provided for less than 2 hours per day, and the water quality 
does not meet World Health Organization standards in most areas. 
 
3. Area development is urgently needed to provide basic services for new housing, 
particularly for low-income families, in growth centers and other regional centers that have poor 
urban services, such as (i) intermittent power supply, (ii) intermittent water supply, (iii) no sewage 
collection—only on-site disposal, and (iv) poorly developed solid waste management. Bhutan has 
not been able to develop a pool of human resources with municipal expertise, and does not have 
enough urban planners and water supply and sanitation specialists. In addition, national 
contractors lack adequate capacity to construct urban services properly; many cannot meet 
international procurement eligibility criteria. 
 
4. A key problem in urban development is the low revenue base. Land taxes have not been 
raised since 1992. In 2011, the government approved expansion of the district municipality 
boundaries to include former agricultural areas; this will result in substantial increases in revenue 
in Thimphu. Tariffs for water and sewer services are low—less than Nu4.6 or $0.11 equivalent, 
which is not enough to cover basic operation and maintenance (O&M). Solid waste management 
is being subsidized. Hence, city revenues are inadequate for proper O&M of basic infrastructure, 
especially preventive maintenance, leading to poor service and excessive deterioration of 
infrastructure. Overriding all these challenges for local governments is the lack of government 
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funds available because of budgetary constraints. Therefore, the urgently required major 
expansion of basic services and land development are dependent on external financing in the 
form of loans. 
 
5. Because of the comparably small size of urban areas, private sector funds are difficult to 
attract. ADB is the main financing source for Bhutan’s urban sector, having provided several 
loans to improve basic services in Thimphu, Phuentsholing, and several regional centers. The 
World Bank has shifted 60% of its Bhutan lending program to budgetary support. Other bilateral 
development partners such as Denmark, India, Japan and the Netherlands, are not financing or 
funding urban infrastructure. 
 
 2. Government’s Sector Strategy 
 
6. The government’s overall development plan was set out in Bhutan 2020,6 through the 
National Poverty Reduction Strategy and subsequent 5-year plans. The government’s Eighth 
Five Year Plan, 1997–2002 recognized the growing migration to larger towns and cities, and 
stressed that improvements were needed to provide basic urban services. The Ninth Five Year 
Plan, 2002–2007 stressed poverty reduction as a major target, including addressing housing 
needs for low-income urban dwellers. It built on the concept of devolution of responsibility to local 
governments, and introduced the concept of more public participation in local government. The 
government’s Tenth Five Year Plan, 2008–2013 focuses on improving the management of urban 
services through legislation and granting of autonomy to municipalities. The plan also targets the 
establishment of Gelephu, Phuentsholing, Samdrup Jongkhar, and Thimphu as class A cities. 
The plan also warrants for the improvement of urban services in five regional growth centers 
including Nganglam Dunghkha Administration, 16 district centers, 12 medium-sized towns, 23 
small towns, and four corridors linking cities and regional centers. The proposed capital outlay for 
the urban sector is Nu5.4 billion. The government is currently drafting the 11th five-year plan, 
which has a strong focus on continued urban infrastructure development. 
 
7. Until 1999, the Ministry of Works and Human Settlement (MOWHS) was responsible for 
urban development. The Department of Urban Development and Engineering Services, under 
MOWHS, provided the planning and design for ADB-financed projects in Thimphu and 
Phuentsholing municipalities. Since then, the government has turned over more responsibility to 
Gelephu, Phuentsholing, Thimphu municipalities, and most recently Samdrup Jongkhar 
Municipality. The government will continue to finance urban development from external sources. 
The government continues to update existing acts and legislate new ones, and to increase the 
autonomy of the municipalities, e.g., the Municipal Government Act and the related Municipal 
Finance Policy, both promulgated in 2010. 
 
8. Phuentsholing, Samdrup Jongkhar and Thimphu municipalities have developed various 
plans to guide development in their jurisdictions. However, because of rapid growth, especially in 
Thimphu, these plans need to be continuously updated and renewed. Preparation and updating 
of these plans have been incorporated in all ADB-financed projects. A key constraint is the lack 
of experienced staff in the urban sector. 
 
9. Despite the ongoing devolution of responsibilities to the district municipalities, the 
government will need to remain involved in planning, designing, financing, and implementing 
major urban sector capital investment programs. It will take time for the district municipalities, 
some of which have just been formed, to develop human capacity to take full responsibility for 
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these activities. The shortage of experienced professionals is likely to continue and the Ministry 
of Finance is encouraging municipalities to expand private sector participation. Phuentsholing is 
already using private sector service providers for solid waste collection and, along with Thimphu, 
for parking. The recently tendered water treatment plant in Thimphu under the UIDP will rely on a 
design–build–operate contract. Similarly, the new wastewater treatment plant to be included 
under the project will be constructed as design–build–operate. However, Thimphu will have to 
substantially strengthen its revenue base for water and sewerage services to pay the O&M costs 
of these contracts. The project incorporates a tariff plan to achieve sufficient revenue to make 
O&M of water and sewerage services self-sustaining. 
 
10. In 2011, the government approved expansion of the urban boundaries of Thimphu, 
Phuentsholing, and Samdrup Jongkhar municipalities. This will result in substantial increases in 
land tax revenue as the former agricultural tax rate was increased to the municipality rate. 
Phuentsholing Municipality has requested a 10% increase in land tax, which had remained fixed 
since 1992. The recent devolution of authority does not yet include increasing land or building 
taxes. The municipalities have the authority to increase water and sewerage tariffs. 
 
11. Nganglam, designated as the growth-center of southeastern Bhutan and identified as a 
nationally important urban center with large industrial development potential, has not adequately 
invested in urban infrastructure.7 Nganglam's investment plan identifies urban expansion to the 
planned Rinchenthang town with water supply and urban transport as priority urban 
infrastructure needs. Infrastructure investments in Bhutan’s urban areas need to be preceded by 
further planning and detailed design. The ADB-supported Urban Infrastructure Project will 
support the development and strengthening of local area and structure plans for Samdrup 
Jongkhar Municipality and Nganglam town, as well as detailed designs for future urban 
infrastructure, which can be supported by ADB financing in the 2014 program.8 
 
12. Government policy (Bhutan 2020, National Environment Commission, Anti-Corruption 
Commission, and Gross National Happiness Commission) supports ADB’s focus on social, 
environment, safeguards, and governance issues. The government’s land pooling approach to 
area and land development in Thimphu under the UIDP was amended to incorporate ADB 
requirements for public participation, fairness, and transparency. Similarly, ADB involvement has 
led to the adoption of international specifications, quality control, and bidding procedures. 
 
 3. ADB Sector Experience and Assistance Program 
 
13. ADB has been assisting Bhutan with loans since 1983. ADB’s Country Strategy and 
Program Update, 2002–2004 9  for the urban sector stressed poverty reduction through 
investments in basic services and strengthening of the responsible government agencies. It 
introduced possible participation of ADB in housing, specifically for low-income groups. ADB’s 
country partnership strategy (CPS), 2006–2010 10  focused on poverty reduction through 
economic diversification. Under the CPS, urban development strategy for Bhutan aimed at 
achieving orderly and sustainable urbanization through the development of urban management 
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systems and the provision of financing for urban infrastructure, with a view to help meet the 
Millennium Development Goals, especially for low-income and poor residents. 
 
14. With respect to the urban sector, ADB has provided five technical assistance (TA) 
projects since 2000, including assistance to supplement and build on a TA project provided to 
the sector by Danish International Development Assistance and the United Nations Development 
Programme, and two project preparatory TA projects to conduct detailed feasibility studies for 
the two loans to the urban sector. ADB support to the urban sector increased substantially 
through the Urban Infrastructure Improvement Project 11  completed in June 2005. This 
intervention was followed by the much larger UIDP (footnote 5), which is still under 
implementation. Both loans focused on urban areas in Thimphu and Phuentsholing 
municipalities. In response to the continued need for urban infrastructure development, ADB 
approved the Urban Infrastructure Project in February 2012.12   
 
15. Impacts of ADB involvement to date include the provision of much-needed investments in 
urban infrastructure in Thimphu and Phuentsholing, which has improved the quality of life, public 
health, and environment of more than 130,000 residents. In particular interventions and project 
outputs achieved to-date under the UIDP have increased private and commercial development in 
the two municipalities.  
 
16. Lessons from past and ongoing urban sector projects include (i) ADB’s continued 
involvement in the sector is key to building capacity of municipalities and meeting municipal 
service requirements of their rapidly growing populations; (ii) the ability of local governments to 
plan budgets, manage O&M, and deal with private sector service providers 13  requires 
considerable strengthening and technical capacity building; (iii) all local governments have low 
revenue bases, and struggle to provide basic O&M; (iv) municipalities are not autonomous in 
setting land tax; (v) municipalities have the authority to increase the water and sewerage tariff, 
and annual increases of 6% were instituted in Thimphu Municipality; (vi) land pooling is essential 
for cities to expand but problems result from poor records and past surveys; (vii) housing for poor 
and low-income residents is a growing problem in all urban areas; and (viii) municipalities 
continue to be reliant on MOWHS and Department of Urban Development and Engineering 
Services, and external financing for urban sector development. 
 
17. ADB will support the development of municipal infrastructure such as water and sewage 
services, solid waste management, and roads—targeted at the poor with no or inadequate 
services. In parallel, ADB interventions incorporate institutional development, good urban 
governance, planning, cost recovery of urban services, and development of opportunities and 
readiness for private sector involvement in the provision of urban services. Crosscutting issues 
include strengthening gender, social, environmental, and private sector inclusion in urban 
development. 
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 Problem Tree for Water Supply and Other Municipal Infrastructure and Services 

 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Asian Development Bank. 
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Sector Results Framework (Water Supply and Other Municipal Infrastructure and Services, 2012–2013) 
 

Country Sector Outcomes Country Sector Outputs ADB Sector Operations 

Sector Outcomes 
with 

ADB Contribution 

Indicators with 
Targets and 
Baselines 

Sector Outputs 
with ADB 

Contribution 

Indicators with 
Incremental 

Targets 

Planned and Ongoing ADB 
Interventions 

Main Outputs 
Expected from ADB 

Interventions 

Improved access of 
the urban population 
to safe water, urban 
roads, drainage, 
sewerage, and 
sanitation  

100% of urban 
population with 
access to safe 
drinking water by 
2015 
(2007 baseline: 
81%) 
 
100% of urban 
population with 
access to sewerage 
and sanitation by 
2015  
(2007 baseline: 
90%) 
 
 

Water supply, 
sanitation 
system, and 
other urban 
infrastructure 
expanded and 
improved 
 
 

1.3 km of water 
supply pipes 
upgraded by 2018 
 
Improved waste 
water treatment for 
80% of population 
by 2018 (2011 
baseline: 10%) 
 
75% of population 
have connection to 
sewage facilities by 
2020  
(2011 baseline: 
30%)   
 
40 % of staff trained 
in O&M of existing 
and new services 

Planned key activity areas 
Drinking water systems – 10% 
Sanitation systems– 20% 
Waste water management – 20% 
Water supply and sanitation O&M 
– 15 % 
Tariff policies – 5% 
Other municipal services– 10% 
Urban governance – 10% 
Urban planning – 10% 

 
Pipeline projects with 
estimated amounts 

1. TA for Preparing the Green 
Urban Development and 
Integrated Management Project, 
2013 ($725,000) 
2. TA for Capacity Building for 
Green Urbanization, 2015 
($725,000) 
3. Green Urban Development and 
Integrated Management Project, 
2015 ($20 million) 
 
Ongoing projects with 
approved amounts 
1. Urban Infrastructure 
Development Project ($40 million) 
2. Urban Infrastructure Project 
($19.6 million) 
 

Planned key activity 
areas 
Thimphu: new 14 MLD 
WWTP  
Phuentsholing: 1 new 
bridge and 0.2 km of 
access road upgraded 
SJM: 16 km of water 
supply pipes upgraded 
Improved O&M: train 
100 staff 
 
Pipeline projects  
Improved storm-water, 
water supply, and 
sanitation management 
in SJM  
 
Ongoing projects  
6,000 m

3
/day new water 

supply, 5 km of access 
road, 20 km of 
secondary and tertiary 
roads, 30 km of 
secondary and tertiary 
water distribution pipes, 
sewerage collection 
network of about 16.5 
km 

ADB = Asian Development Bank, km = kilometer, m
3
/day = cubic meters per day, MLD = million liters per day, O&M = operation and maintenance, SJM = Samdrup 

Jongkhar Municipality, TA = technical assistance, WWTP = wastewater treatment plant. 
Source: Asian Development Bank. 




