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Regional Cooperation and Integration Assessment 
 

I. ADB’S REGIONAL COOPERATION STRATEGY FOR SOUTH ASIA 
 
1. ADB’s regional cooperation and integration strategy. The Charter of the Asian 
Development Bank (ADB) mandates it to play an active role in regional cooperation in Asia and 
the Pacific. ADB adopted a regional cooperation policy in 1994 and a Regional Cooperation and 
Integration (RCI) Strategy in 2006, which identifies four pillars: (i) regional and subregional 
economic cooperation programs on cross-border infrastructure and related software, (ii) trade 
and investment cooperation and integration, (iii) monetary and financial cooperation and 
integration, and (iv) cooperation in regional public goods. The RCI Strategy aims to reduce 
poverty in developing member countries through regional collective action that leads to greater 
physical connectivity; expansion of trade and investment; development of financial systems and 
macroeconomic and financial stability; and improved environmental, health, and social 
conditions.  
 
2. ADB’s support for RCI in South Asia. ADB’s support for RCI in South Asia focuses on 
a bottom-up and phased approach, consisting of (i) national projects with subregional 
dimensions, (ii) subregional efforts through the South Asia Subregional Economic Cooperation 
(SASEC) program, (iii) regional efforts through South Asian Association for Regional 
Cooperation (SAARC), and (iv) interregional approach through the Bay of Bengal Multi-Sectoral 
Technical and Economic Cooperation (BIMSTEC). Bhutan actively participates in all these 
programs. Significant progress has been achieved in planning, preparing and implementing 
priority SASEC projects in transport, trade facilitation, energy and information and 
communication technology (ICT), with a combined portfolio (as of November 2013), amounting 
to $4.94 billion for 29 projects with ADB financing of $2.95 billion.  
  
3. ADB’s regional cooperation strategy for South Asia. ADB’s Regional Cooperation 
Strategy (RCS) for South Asia, 2011─2015, approved in December 2011, is guided by a two-
pronged operational focus: (i) capacity building and institutional strengthening, and (ii) financing 
for projects and technical assistance.1 It adopts a flexible, multitrack, multispeed, and building 
block approach whereby countries process projects at their own speed, building on the success 
at each step. It focuses on three priority sectors: transport, trade facilitation and energy, with the 
following approaches: 

 
(i) Transport. Improved regional connectivity is crucial for unlocking scale 

economies and increasing competitiveness especially for the landlocked 
countries of the region (e.g., Bhutan and Nepal). With the advent of supply 
chains, premium is placed on moving goods rapidly, reliably and cheaply through 
improvements in logistics performance. ADB support will continue to be focused 
on construction and improvement of transport corridors, port facilities, civil 
aviation, and logistics systems. Bhutan’s road projects help improve transport 
efficiency in the subregional road network and expand accessibility of rural areas, 
enhancing economic opportunities and reducing poverty in the process. 

 
(ii) Trade facilitation. High tariffs, inefficient customs and land border procedures, 

and inefficiencies in port operations and logistics performance are key 
constraints to trade in South Asia. Under the SASEC Trade Facilitation Program 
(STFP), Bhutan has fully complied with the first tranche conditions and is 
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pursuing all the policy conditions to facilitate the second tranche release (latter 
part of 2014).2 ADB assistance on trade facilitation will be anchored on the 
SASEC trade facilitation strategic framework, which covers four priority areas: (a) 
customs modernization and harmonization, (b) sanitary and phytosanitary and 
standards, (c) border facilities improvement, and (d) transport facilitation.   

 
(iii) Energy. Lack of adequate and reliable energy poses a major constraint to growth 

in regional production and productivity. In addition, the region faces various 
barriers (policy, technical, institutional, commercial, and financial) in securing 
sustainable energy supplies and tapping renewable energy. Promoting 
integration of energy markets in South Asia can yield enormous benefits, with 
estimated potential revenue from energy trade amounting to $12-15 billion 
annually. SASEC energy cooperation focuses on (a) improving cross-border 
electricity transmission connectivity, (b) boosting power trade, (c) increasing 
cooperation in energy efficiency and clean power development, and (d) 
developing capacity. The SASEC Electricity Transmission Utility Forum was 
established in 2013 to coordinate regional transmission plans and facilitate 
regional transmission grid interconnections, among others.  

 
4. For 2014─2016, ADB’s indicative lending program for South Asia is about $4.0 billion.3 
In case of Bhutan, four projects are included in this pipeline. These are: the Additional Financing 
for the Air Connectivity Enhancement Project, the Green Power Development Project II, the 
SASEC Road Connectivity Project, and the SASEC Transport, Trade Facilitation and Logistics 
Project, with a total loan and grant amount of about $260 million. 
 

II. ROLE OF RCI IN MEETING BHUTAN’S DEVELOPMENT GOALS 
 
5. Bhutan’s five fundamental goals, as laid down by His Majesty the King of Bhutan, are (i) 
national sovereignty and security, (ii) unity in love for the country, (iii) a vibrant democracy, (iv) 
self-reliance, and (v) realization of the philosophy of Gross National Happiness (GNH), which 
could all be pursued by building a strong economy. Bhutan’s development strategy recognizes 
the need to deal with new challenges and opportunities that an increasingly inter-linked global 
economy brings. These new realities require innovative and creative approaches to addressing 
the rapid transformation of the country. Bhutan has made impressive strides in realizing 
sustainable and equitable socioeconomic development, which is one of the four pillars of GNH.4 
Income poverty incidence declined from 31.7% in 2003 to 12.0% in 2012, exceeding its 10th 
five-year plan target of 15%. Over the same period, income inequality declined from a Gini-
coefficient of 0.42 to 0.36. These were attributed to targeted poverty reduction programs as well 
as broad-based development programs.5 Growth rate of the economy averaged 7.4% per 
annum for the five years of the 10th plan (FY2009─FY2013), fueled largely by huge government 
investments in the hydropower sector.  
 

                                                
2
 STFP covers Bangladesh ($21 million), Bhutan ($11.67 million) and Nepal ($15 million). Its outputs include, among 

others, modern and effective customs management and streamlined and transparent processes and procedures. 
The first tranche release to Bhutan consisted of $3.1 million loan and $3.3 million grant (ADB. 2012. Report and 
Recommendation of the President to the Board of Directors: Proposed Policy-Based Loans and Grants for the 
South Asia Subregional Economic Cooperation Trade Facilitation Program. Manila). 

3
 ADB. 2013. Regional Cooperation Operations Business Plan: South Asia, 2014─2016. Manila. 

4
 The other pillars of GNH include: preservation and promotion of culture, conservation and sustainable utilization and 

management of environment, and promotion of good governance. 
5
 Targeted poverty reduction programs include the Rural Economy Advancement Program and the National 

Rehabilitation Program. 
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6. The government’s policy decision to accelerate development of its vast hydropower 
resources is being reinforced by energy cooperation under the SASEC program, as manifested 
by ADB’s support for the Dagachhu hydropower development under the Green Power 
Development Project.6 This will not only enable Bhutan to export hydropower to India (thus 
boosting revenue for development projects) and strengthen energy security in the subregion, 
but it will also provide clean energy to rural households as well as to public facilities (schools, 
health clinics, and other community facilities). In 2013, ADB approved the additional financing of 
$39 million for this project.7 The large allocation of additional Asian Development Fund to 
Bhutan signifies Bhutan’s strong commitment to regional economic cooperation. 

 
7. Even as growth has been robust, Bhutan continues to lack diversity of export products 
and industry, constrained by lack of access to capital, technology, markets, and labor, resulting 
in low volume, high cost, and inferior products.8 This has led to growing unemployment given 
the limited capacity of the agriculture sector to absorb the growing labor force. The 
government’s economic diversification program consists of establishing the necessary 
infrastructure, creating an enabling environment, and targeted initiatives.9 The first pillar of 
ADB’s RCI Strategy is critically important for realizing Bhutan’s economic diversification, namely 
enhancing connectivity through cross-border infrastructure and related software. Enhancing 
regional connectivity helps expand markets, allowing industry to grow. The accompanying 
software embodied through SASEC trade facilitation efforts can result in high growth arising 
from market and investment expansion, and enhanced technology access.  

 
III. REGIONAL COOPERATION ASPECTS OF BHUTAN’S 11TH FIVE YEAR PLAN 

 
8. Bhutan’s trade, industries and mining sector is critical for sustainable growth and poverty 
reduction; structural change related to the marked growth of construction and hydropower was 
responsible for the robust growth in the last decade. However, the 11th five-year plan, 
2013─2018 aims to go further by promoting productive employment opportunities, vibrant 
private sector growth, and economic diversification. The small domestic market, difficult terrain, 
high transportation costs, lack of skilled human resources, and limited access to finance pose 
challenges to sustaining growth. These can be directly addressed by RCI efforts in improving 
regional connectivity and promoting transport and trade facilitation. These are supportive of 
priority high value and low volume green services and products,10 tourism, ICT-enabled 
industries, cultural industries, construction, and niche commercial and/or organic agricultural 
products.  
 

                                                
6
 The Dagachhu hydropower project was registered as the world’s first cross-border case applying for the Clean 

Development Mechanism facility under the United Nations Framework Convention on Climate Change (ADB. 2008. 
Report and Recommendation of the President to the Board of Directors: Proposed Loans, Asian Development 
Fund Grant, Technical Assistance Grant, and Administration of Grant to the Kingdom of Bhutan for the Green 
Power Development Project. Manila). 

7
 Additional financing of $39 million was approved by ADB in September 2013 to cover additional cost of civil works 

for the Dagachhu hydropower development, resulting from unexpected geological conditions found during 
excavation works for underground facilities. This cost overrun is not expected to affect the overall financial and 
economic viability of the project, and result in new safeguard issues (ADB. 2013. Report and Recommendation of 
the President to the Board of Directors: Proposed Loan for Additional Financing to the Kingdom of Bhutan for the 
Green Power Development Project. Manila). 

8
 About 80% of total exports consist of electricity, minerals and base metal, all highly vulnerable; 85% of Bhutanese 

industry consists of micro and small enterprises. 
9
 One such initiative is the Rapid Investments in Selective Enterprises. 

10
 Priority targets of Bhutan’s Economic Development Policy 2010.  



4 
 

9. Bhutan is working toward accession to the World Trade Organization, and is a party to 
ongoing negotiations for the BIMSTEC free trade agreement. However trade expansion under 
the South Asia Free Trade Agreement has been limited given the large number of products in 
the sensitive list.11 Bhutan is working to reduce this number through negotiations with the party 
states. Under the trade and investment sector, the key objective of the 11th plan is to create an 
enabling environment for private sector development and stimulate export growth. Key 
performance indicators include improving the ease of doing business in targeted areas, 
establishing operational dry ports, increasing the number of new export products, and 

increasing the value of exports (excluding electricity). The 11th plan calls for a detailed blue 
print of interventions with clear initiatives, timeline, targets, resource requirements and 
persons responsible.12  

 
10. As a landlocked country, Bhutan puts priority in realizing a good network of roads and 
bridges, which would play a critical role in facilitating trade and transit, and reducing the high 
cost of transportation associated commonly with mountainous countries. This is also crucial for 
delivery of socioeconomic services particularly to remote and isolated rural communities. Since 
the construction of the first national highway (Phuentsholing─Thimphu Highway) in the 1st five-
year plan in 1961, a network of roads and bridges has expanded significantly, connecting all 20 
Dzongkhags (districts) by road. The key objective for the roads and bridges sector under the 
11th five-year plan is to increase efficiency and reliability of road infrastructure to facilitate 
economic development and strengthen national security, and ensure sustainability through 
mechanization and greater private sector participation. Strategies include: (i) institutional and 
human resource development to strengthen capacity of road sector to plan, design, build and 
maintain road network; (ii) enhance road safety, road specifications and standards and carrying 
out regular road maintenance; (iii) explore tunneling certain stretches of highway through public-
private partnership; and (iv) involve private sector in road maintenance to ensure financial 
sustainability.  
 
11.  The energy sector is the lynchpin of the economy, accounting for 30-40% of total 
revenues and 20% of gross domestic product; current installed capacity of 1,488 megawatts is 
about 5% of total potential. Under the 11th plan, the thrust for the sector is “energy security for 
sustainable development”. Key challenges include the high investment costs of developing 
hydropower projects. The Government of India has agreed to provide financing as well as 
purchase surplus power.13 An extensive rural electrification program has resulted in a marked 
increase in domestic electricity demand. Maintaining the balance between domestic needs and 
power export, and the cost of producing power versus the viability of tariff levels will be key 
challenges until new projects are commissioned. A key strategy is enhancing institutional and 
human capacity in the design, building, operation and management of hydropower projects. 
Capacity to collect, analyze and interpret hydro-meteorological data would be strengthened. 
Other issues such as assessing benefits of separating transmission and distribution utilities, and 
establishing a power trading company, would be looked into. A sustainable energy allocation 
policy would be developed to ensure optimum utilization of additional firm power in the future, 
requiring proper planning for clean green industrial development. Renewable energy (RE) would 
also be developed to enhance energy security and reduce fossil fuel dependency. An RE 
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 The South Asia Free Trade Agreement aimed at reducing tariffs for intraregional trade among eight South Asian 
countries took effect on 1 January 2006. 

12
 This includes facilitating private sector development by developing economic infrastructure, such as industrial 
estates (Jigmeling in Gelephu, Dhamdum in Samtse, etc.) and establishment of dry ports in Phuentsholing. 

13
 The governments of Bhutan and India signed the Protocol to the 2006 Framework Agreement to incorporate the 
enhanced development target of 10,000 megawatts by 2020. 
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master plan will be developed to map potential RE sites, for which feasibility studies would be 
conducted. These strategies are strongly aligned with ADB’s RCS for South Asia.  


