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I. INTRODUCTION  
 
1. Situated on the southern slope of the eastern Himalayas, Bhutan is a mountainous, 
landlocked country with an estimated population of 713,300 and a total area of 38,394 square 
kilometers. It borders India on the east, west, and south, and the People’s Republic of China on 
the north. Bhutan’s low population density raises the cost of economic activity and of providing 
infrastructure and social services. 
 
2. Following a decade of planning and consultations, Bhutan's political system transitioned 
from an absolute to a constitutional monarchy in 2008. Under Bhutan’s new political governance 
framework, the Parliament comprises the Druk Gyalpo (the King), the National Council, and the 
National Assembly. The first democratically elected Prime Minister and a 10-member cabinet 
were sworn in on 9 April 2008. The elected government continues to address the country's 
development challenges as described in the Tenth Five Year Plan, 2008–2013.1 
 
3. While Bhutan has done well in achieving the Millennium Development Goals,2 the 
government continues to work to relieve pockets of poverty in the country. Bhutan has untapped 
hydropower potential of close to 20,000 megawatts, which could improve energy security in 
South Asia and partly address challenges resulting from climate change. The government is 
determined to tap hydropower to generate sizable revenues and boost Bhutan’s economy. 
Looking forward, the development challenges will include developing institutions and policies 
that will support the effective use of the revenues generated from hydropower. The aim is to 
foster sustainable and inclusive growth by proactively addressing the binding constraints of the 
―middle-income trap.‖3 As a landlocked country, Bhutan has much to gain from regional 
cooperation, especially through efficient transport connectivity to seaports in Bangladesh and 
India. The South Asia Subregional Economic Cooperation Program (SASEC), a flagship 
initiative of the Asian Development Bank’s (ADB), aims to enhance regional cooperation by 
supporting transport connectivity and trade facilitation.  
 
4. The country partnership strategy (CPS) for Bhutan, 2006–2010,4 endorsed by the ADB 
Board on 30 September 2005, aimed to mitigate the main constraints to poverty reduction in the 
country: isolation, a narrow economic base, an underdeveloped private sector, underserviced 
urban areas, and the limited reach of basic economic infrastructure and financial services. The 
CPS focused on (i) transport; (ii) energy, including rural electrification and renewable energy; 
(iii) urban development; and (iv) finance and private sector development. The three strategic 
pillars promoted by the CPS—broad-based economic growth, inclusive social development, and 
good governance—guided ADB’s annual assistance program. ADB assistance under the CPS 
was well aligned with both Bhutan’s Tenth Five Year Plan and ADB’s Strategy 2020,5 as 
confirmed by the country assistance program evaluation (CAPE)6 conducted in 2010. The next 
full CPS, which will be prepared for 2014–2018, will be more closely aligned with the Eleventh 

                                                 
1
  Government of Bhutan, Gross National Happiness Commission. 2009. Tenth Five Year Plan, 2008–2013. 

Thimphu. 
2
  United Nations Development Programme. 2008. Bhutan’s Progress: Midway to the Millennium Development Goals.  

November 2008. http://www.undp.org.bt/assets/files/publication/MDG_Midway.pdf 
3 The middle-income trap refers to a situation where a country, which has attained a certain level of income, cannot 

increase its income level further. As wages rise, the country often finds itself unable to compete in export markets 
with lower-cost producers elsewhere, yet it still finds itself behind the advanced economies in higher-value 
products. 

4
  ADB. 2005. Bhutan: Country Strategy and Program, 2006–2010. Manila. 

5
  ADB. 2008. Strategy 2020: The Long-Term Strategic Framework of the Asian Development Bank, 2008–2020. Manila. 

6
  ADB. 2010. Bhutan: Country Assistance Program Evaluation. Manila. 

http://www.undp.org.bt/assets/files/publication/MDG_Midway.pdf
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Five Year Plan, 2013–2018.7  
 
5. The CAPE rated ADB's country operations and programs in Bhutan successful. Most 
outputs were delivered as planned. Overall, completed projects in Bhutan had success rates 
well above the ADB average, as documented in ADB’s Development Effectiveness Review 
2010.8 In some sectors, however, the outputs did not translate into the full achievement of the 
envisaged development outcomes because of design or construction problems, or a lack of 
assistance for the implementation of proposed institutional changes or policy and legal reforms.  
 
6. To respond more efficiently and effectively to the requests of the government and to 
meet growing development opportunities, ADB will need to strengthen its field presence in 
Bhutan. This paper proposes the establishment of a resident mission in Bhutan with modest 
staff levels commensurate with existing and anticipated ADB activities. This resident mission will 
help ADB capitalize on emerging opportunities to expand its operations in a cost-effective 
manner and help Bhutan achieve more inclusive and sustainable growth. 
 

II. RATIONALE FOR ESTABLISHING A LOCAL PRESENCE IN BHUTAN 
 

7. Other development partners’ presence in Bhutan. Several bilateral development 
partners have had a local presence in Bhutan for years, including the Austrian Development 
Cooperation, Danish International Development Assistance, and the Japan International 
Cooperation Agency. Among multilateral organizations, the United Nations Development 
Programme set up its office in 1979. The World Bank and International Finance Corporation 
(IFC) established their country presence in 2010.9 While the World Bank is represented by an 
international staff member, IFC is represented by a local country coordinator, and these two 
agencies share a local administrative staff member.   
 
8. Country assistance program evaluation recommendations. Both the 200510 and 
201011 CAPEs for Bhutan recommended an in-country presence for ADB to play a more active 
role in the local development community and respond more rapidly to requests from the 
government and executing agencies. ―Given the current size of ADB's program in Bhutan and 
the growing complexity of its operations,‖ the 2010 CAPE stated, ―ADB should at least establish 
a resident office with national staff to facilitate logistics, communications, and coordination with 
development partners.‖ The 2010 CAPE also found strong demand from government 
counterparts and development partners for establishing an ADB resident mission in Bhutan. It 
highlighted how a local presence would strengthen ADB's understanding of country realities, 
bolster its partnerships within Bhutan, accelerate decision making, and improve the 
understanding of ADB operations by the government and other development partners. In 
addition, the 2010 CAPE noted that a local presence would improve logistics for more efficient 
operations; reduce the burden on the Ministry of Finance, which currently handles some of the 
functions that a local office of ADB would handle; improve communication; and strengthen 
portfolio management and client responsiveness.  
 

                                                 
7
  The interim CPS, 2012–2013, which is being prepared and is expected to go to the Board in the third quarter of 

2012, broadly continues with the sector and thematic priorities of the CPS, 2006–2010. The Eleventh Five Year 
Plan, 2013–2018 is being prepared and likely to be approved around August 2013. The CPS, 2014–2018 is 
expected to be prepared and approved in the second half of 2013.  

8
  ADB. 2011. Development Effectiveness Review 2010. Manila. 

9
  The World Bank and IFC share an office, which was inaugurated in March 2011. 

10
  ADB. 2005. Bhutan: Country Assistance Program Evaluation. Manila. 

11
 ADB. 2010. Bhutan: Country Assistance Program Evaluation. Manila. 



 

 

9. Changing institutional needs as Bhutan’s economy grows. As outlined in its 
Economic Development Policy 2010,12 the government aims to achieve a minimum economic 
growth rate of 9% annually and become a middle-income country by 2020. In response to the 
positive medium- and long-term economic outlook for Bhutan on the strength of its hydropower 
potential, international finance institutions such as ADB and the World Bank will take on a more 
important role. This would include (i) enabling the private sector, especially in the energy sector, 
to tap the country’s large hydropower potential; (ii) fine-tuning policy and program support to 
address new development challenges of an emerging middle-income country; and (iii) building 
the capacity of the public sector to manage Bhutan’s integration into the global economy. One of 
the important implications of this rapid and sustained economic growth will be Bhutan's 
graduation from Asian Development Fund (ADF)-only status to ―blend‖ country status, which will 
allow Bhutan to borrow from both the ADF and ordinary capital resources. The rapidly changing 
development context in Bhutan requires ADB to strengthen its local presence to respond more 
efficiently to the emerging challenges. 
 

Loan and Grant Portfolio by Sector 
(as of 8 June 2012) 

 Total Commitments (since 1983)  Ongoing 

 
 
 
Sector 

 
 

No. of 
Projects 

No. of 
Loans 

or 
Grants 

Loan or 
Grant 

Approvals 

($ million) 

 
 
 

% 

 
 

No. of 
Projects 

No. of 
Loans 

or 
Grants 

Net Loan 
or Grant 
Amount 

($ million) 

 
 
 

% 

         
Energy 5 7 153.80 40 2 5 128.28 52 

Transport and ICT 6 6 90.10 24 2 2 43.46 18 

Water supply and other 
municipal infrastructure 
and services 

3 3 33.60 9 1 1 25.36 10 

Finance 3 5 23.50 6 1 2 13.53 6 

Industry and trade 2 3 16.20 4 1 2 15.00 6 

Education 2 2 14.10 4 0 0 0.00 0 

Health and social 
protection 

1 1 10.00 3 0 0 0.00 0 

Agriculture and natural 
resources 

2 2 7.80 2 0 0 0.00 0 

Multisector 3 3 32.27 8 1 1 19.22 8 

         
Total 27 32 381.37 100 8 13 244.85 100 

ICT = information and communication technology, No. = number. 
Note: Includes Asian Development Fund grants. 
Sources: Central Operations Services Office for loan, technical assistance, and private sector approvals; Controller’s 
Department for ongoing loan and grant financial services.  

 
10. Portfolio performance and program. Bhutan joined ADB in 1982. Since 1983, ADB 
has approved $381.4 million in loans and grants, $50.5 million in technical assistance, and 
$11.4 million in Japan Fund for Poverty Reduction project grants.13 ADB is one of Bhutan's 
largest development partners. Of ADB’s investment portfolio in Bhutan, the energy sector takes 
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 Government of Bhutan. 2010. Economic Development Policy 2010. Thimphu. 
13

 Source: Loan, Technical Assistance, and Private Sector Approvals, Central Operations Services Office (as of 
8 June 2012).  
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up the largest share in terms of volume (about 40%). Transport and information and 
communication technology account for 24%, water supply and other municipal infrastructure 
and services for 9%, and finance for 6% (table). Eight projects are ongoing, and their sector 
distribution is in line with the focus of the CPS and the Tenth Five Year Plan (para. 4). The 
biennial ADF allocation for 2011–2012 totals $44.76 million ($19.89 million in grants and $24.87 
million in loans), or $22.38 million annually.14 For the nonlending program, $1.73 million has 
been programmed for 2012.  
 
11. Bhutan’s overall portfolio performance has improved in most key results areas, 
particularly since 2009, and the country achieved a 100% success rate for completed projects 
based on project completion reports issued in 2000–2011.15 However, the 2010 CAPE noted a 
decline in implementation efficiency in recent years, although it remains above the ADB 
average. This is possibly because of the increasing size of projects and complexity of project 
designs, frequent project design changes, and higher work volumes coupled with the limited 
capacity of domestic contractors. In light of the expected increase in ADB operations in Bhutan 
in coming years, a local presence would increase implementation efficiency and improve the 
development effectiveness of ADB support.  
 
12. An ADB in-country presence is also expected to reduce by 20% the number of trips to 
Bhutan by ADB staff, resulting in a decrease in travel days and travel cost (Appendix 1); and 
lessen international staff time required on Bhutan-related issues at ADB headquarters. In 
addition to the benefits of a local presence cited in both 2005 and 2010 Bhutan CAPEs, an in-
country office would generate benefits from business development and the delivery results for 
the inclusive and sustained growth in Bhutan at modest incremental costs. 
 

III. STAFF CONFIGURATION AND FUNCTIONS 

 
13. ADB's 2000 Resident Mission Policy16 recommended that ADB establish, in principle, a 
resident mission in each borrowing developing member country (DMC), subject to operational 
and logistical considerations. This recommendation was reiterated in the resident mission policy 
reviews of 2002 and 2008.17 However, the policy recognized that the size and special problems 
of some DMCs may require that their resident missions be structured differently than the typical 
model. The Board recognized the value of an in-country presence even in smaller DMCs in 
approving the establishment of smaller resident missions in Armenia, Georgia, and 
Turkmenistan along with the establishment of a regional hub in Turkey. The 2008 review of 
resident mission operations noted that these smaller resident missions could play a supporting 
role to the regional offices and/or headquarters, and that such configurations could lead to 
economies of scale, more efficient use of resources, and more effective aid delivery in the 
region. 
 
14. The Bhutan resident mission will provide support to headquarters on both standard and 
specific operational functions, as set out in the 2000 Resident Mission Policy. The standard 
functions will include providing support to headquarters in strengthening (i) relations with the 
government, civil society, and the private sector; (ii) policy dialogue; (iii) country reporting; 
(iv) aid and development partner coordination; and (v) external relations and information 

                                                 
14

 Starting in 2011, the composition of ADB assistance changed from 100% ADF grants to a 50:50 mix of loan and 
grant assistance. 

15
 ADB. 2012. Development Effectiveness Review 2011. Manila. 

16
 ADB. 2000. Resident Mission Policy. Manila. 

17
 ADB. 2002. Review of Implementation of the Resident Mission Policy. Manila; and ADB. 2008. Review of Resident 
Missions’ Operations. Manila. 



 

 

dissemination. The specific functions, including country programming, project processing, and 
project administration, will be less extensive, striking a balance between improving operational 
efficiencies and minimizing costs.  
 
15. For country programming, the resident mission will provide support to headquarters by 
strengthening communication, policy dialogue, and the exchange of information with core 
ministries and the Gross National Happiness Commission. It will strengthen coordination with 
other development partners to seek cofinancing opportunities and explore business 
opportunities for private sector development, among others. The resident mission’s role in 
project and technical assistance processing will be limited to providing support to headquarters 
staff during missions, and continuing the dialogue and following up actions after the missions 
leave. The resident mission will also support headquarters by enabling better coordination 
between ADB consultants and the local stakeholders, including the government counterparts, to 
promote greater accountability and ownership of the consultant outputs during project design 
and implementation. The Bhutan resident mission is also expected to provide support in 
undertaking the country performance assessment. 
 
16. The resident mission will provide limited but critical support for portfolio management 
and project administration. By strengthening two-way communication between headquarters 
and the implementing agencies, the resident mission will assist in flagging problems early and 
addressing them by linking the implementing agencies to the right resources in headquarters—
Controller’s Department, Central Operations Services Office, and sector divisions, for example. 
By facilitating regular communication and follow-ups, the resident mission will improve efficiency 
by shortening the project implementation cycle time. Through closer contact with civil society 
and other key stakeholders, the resident mission will also enable faster responses to 
implementation problems and improve ADB’s implementation of the Public Communications 
Policy 2011.18 The resident mission will be essential to implementing the SASEC program in 
Bhutan. The program involves close coordination between multiple agencies within a country 
and between countries. These coordination challenges will be addressed through more efficient 
implementation of the SASEC program by the resident mission. 

 
17. The Regional Cooperation and Operations Coordination Division of the South Asia 
Department (SARD) will initially support the resident mission in carrying out these functions until 
a complete transfer of knowledge has taken place and the resident mission is equipped to 
undertake the assigned tasks. To promote cost-effectiveness, operation of the Bhutan resident 
mission will initially require one national staff position and one administrative staff position. The 
national staff member will serve as a country coordination officer, supported by an 
administrative staff member with good knowledge of finance and administration. The country 
coordination officer will understand local conditions, needs, and opportunities, as well as have 
links to the local community that will facilitate ADB operations. Other staff resources, if required, 
would be allocated to the Bhutan resident mission from the internal resources of SARD through 
redeployment. 
 
18. Resident mission staff will report to the director of the Regional Cooperation and 
Operations Coordination Division of SARD, who will direct resident mission operations. To 
ensure effective representation of ADB, the country coordination officer will receive extensive 
training at ADB headquarters on ADB policies, procedures, and assistance modalities during the 
first year of appointment. Sufficient authority will be delegated, consistent with appropriate 
internal controls, to allow efficient administration of the office. 
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 ADB. 2011. Public Communications Policy 2011: Disclosure and Exchange of Information. Manila. 
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IV. LOGISTICAL ARRANGEMENTS 

 
19. ADB will enter into a host country agreement with the government. The terms of the 
agreement will be negotiated with the government before the resident mission is opened. The 
content and implementation of the agreement, especially aspects pertaining to personnel and 
staff benefits, will need to be clear. This will ensure that relevant immunities and privileges are 
granted to ADB staff and consultants, and that operations run smoothly. The Bhutan resident 
mission is expected to be established in early 2013. 
 
20. Basic information technology and communication facilities will be set up at the resident 
mission to support smooth operations and facilitate regular interaction and sharing of 
information between the resident mission, other ADB offices in South Asia, and headquarters.   
 
21. Security arrangements will be implemented following ADB standard procedures and in 
coordination with the United Nations Security Management System, as detailed in the 
memorandum of understanding between the two organizations. Bhutan is generally regarded as 
a safe, peaceful country, and ADB is likely to lease office space in a complex that has some 
security systems in place. The Office of Administrative Services is expected to field a security 
assessment mission to ensure security requirements are met and that the resident mission staff 
understand their security responsibilities. The cost of initial security provisions is anticipated to 
be low and annual costs for security will be met mostly through existing budgets of the Office of 
Administrative Services. 
 

V. RESOURCE REQUIREMENTS 
 
22. The one-time cost to establish a resident mission in Bhutan is estimated at $305,000, 
which reflects the capital expenditure requirements. Annual internal administrative expenses are 
estimated at $230,000.19 The staff benefit packages will be based on standard ADB practice. 
The estimated costs of the resident mission are detailed in Appendix 2. 
 

VI. RECOMMENDATION 
 
23. It is recommended that the Board approve the establishment of a resident mission in 
Bhutan in 2013 with a one-time establishment cost of $305,000. 
 

                                                 
19

 During the first year, the country coordination officer and administrative staff will make additional trips to ADB 
headquarters for training. 
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TRAVEL TIME AND COST TO BHUTAN 

 

Route 

Frequency 
of  Flight 
Operation 

Travel 
Time

a
 

(day) 

Missions  Travel Cost
b 

($)
  

Total Travel Cost ($) 

No. of 
travelers 

No. of 
days 

Airfare/ 
in and out Hotel/DSA 

Airfare/ 
in and out Hotel/DSA Total cost 

          

MNL–BKK–Paro–

BKK–MNL for 

2011 

Daily 4 76 429 2,179.00 265.00 165,604.00 113,685.00 279,289.00 

          

Estimated 20% 

reduction 

Daily 4 61 343 2,179.00 265.00 132,919.00 90,895.00 223,814.00 

          

BKK = Bangkok, DSA = daily subsistence allowance, MNL = Manila.  
a
 Including layovers for roundtrip travel. 

b
 Including airfare, hotel subsistence, and incidental allowance. Does not include the cost for involuntary stops.  

c
 Based on the number of business travel requests and authorizations in 2011 (40 South Asia Department; 36 non-South Asia Department). 

Sources: Budget, Personnel, and Management Systems Department; and Office of Administrative Services, Asian Development Bank. 
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ONE-TIME ESTABLISHMENT COST AND  
INDICATIVE INTERNAL ADMINISTRATIVE EXPENSES  

FOR A RESIDENT MISSION IN BHUTAN 
 

Item Amount ($) 

  
A.  One-Time Establishment Cost  

1.  Information and communication technology facilities 100,000 
2.  Fit-out cost 70,000 
3.  Furniture cost 20,000 
4.  Headquarters/OAS/OIST missions 20,000 
5.  Vehicle purchase 65,000 
6.  Project management 3,000 
7.   Contingencies 27,000 
Total One-Time Establishment Cost 305,000 

 
B.  Operational Expenses 

 

1.  Staff costs 54,000 
2.  Staff consultancy, business travel, representation, 

overtime, and local training 
47,000 

Subtotal (B) 101,000 
  

C.  Administrative Expenses  

1.  Communication 36,000 
2.  Office occupancy 30,000 
3.  Office supplies 3,000 
4.  Equipment maintenance and support 9,000 
5.  Contractual services 14,000 
6.  Insurance 1,000 
7.  Miscellaneous 3,000 
8.  Contingency 33,000 

Subtotal (C) 129,000 
Total Indicative Internal Administrative Expenses (B+C) 230,000 

OAS = Office of Administrative Services, OIST = Office of Information Systems and Technology. 
Sources: Estimates as of 30 June 2012 from South Asia Department; Budget, Personnel, and Management Systems 
Department; Office of Administrative Services; and Office of Information Systems and Technology, Asian 
Development Bank. 

 
 

 


