
Country Partnership Strategy: Bhutan, 2014─2018 

SECTOR ASSESSMENT (SUMMARY): WATER AND OTHER URBAN INFRASTRUCTURE 
AND SERVICES 

 
Sector Road Map 
 
 1. Sector Performance, Problems, and Opportunities  
 
1.  The National Statistics Bureau estimated that Bhutan’s population was 720,679 in 2012, 
69.1% of it rural and 30.9% urban, with a 1.3% annual growth rate and an average household 
size of 4.6.1 The Government of Bhutan has accorded high importance to ensuring that people 
have access to safe drinking water. The population with access to drinking water in urban 
centers increased from 78% in 2000 to 90% in 2011.2 The rate of access to improved sanitation 
facilities has also increased in urban centers, rising from 90% in 2000 to 95% in 2013.3 One-half 
of the solid waste generated in urban areas is organic in nature. Plastics make up only about 
12%. The capital city of Thimphu has a compost plant, and plans to replicate this plant across the 
country are underway. In Thimphu, plastic bottles are collected and sent to a centralized 
recycling plant. Other wastes are disposed of at local landfills. The country has adopted a 3R 
(reduce, reuse, and recycle) policy.4  
 
2.  Despite the extensive key urban services coverage, rapid urbanization is starting to exert 
stress on the existing infrastructure and services. At the current rate of urbanization, more than 
half of Bhutan’s population will reside in urban centers by 2020.5 The rapid urban growth has 
mainly occurred in Thimphu. The 2005 national population and housing census estimated that the 
capital’s urban population grew at a 12.6% annual average during 2000─2005. The total 
migration to Thimphu from other districts in the country was estimated at 34,378 people.6  
 
3.  The absence of comprehensive planning has left urban areas with inadequate and 
unsustainable infrastructure and put severe pressure on service delivery. Together with failure to 
consider the terrain and natural resources in infrastructure planning and development—which has 
led to urban overcrowding—this is contributing to the degradation of the environment and the 
quality of life in urban areas. Water shortages, water pollution, and urban flooding are some of the 
results now affecting many of Bhutan’s towns. 
 
4.  Although Bhutan has abundant water resources overall (109,000 cubic meters per capita), 
the subbasin tributaries and springs that provide the majority of the country’s domestic water 
supply and irrigation cannot meet the rising demand. The physical coverage of the infrastructure 
for providing improved drinking water supply in Thimphu is 100%, but actual delivery is 
substandard due to poor operational management and insufficient budget resources. Only 30% of 
the serviced area gets water on an uninterrupted basis.7 The government has set a water security 
target in its 11th five-year plan for 2013–2018 of ensuring that all towns have a full supply for 24 
hours a day.8 Flash floods triggered by monsoon rains are also becoming frequent in urban areas 
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due to dense development and the loss of natural ground cover. This has resulted in the loss of 
life and livelihood assets. The 11th plan also gives importance to sustaining a balance between 
development and the natural environment to improve disaster resilience.  
 
5.  The government has developed several regulations, frameworks, guidelines, and plans to 
guide urban development in the country. These include the (i) Water Policy 2007, (ii) the Land 
Act and the Forest and Nature Conservation Act 1995, (iii) the Environment Assessment Act 
2000, (iv) the Water and Sanitation Rules, (v) the Water Act 2011, and (vi) the Local 
Government’s Act 2007.9 Nonetheless, the country’s urban infrastructure and services have not 
been adequately expanded. A low revenue base and a lack of local government funding are key 
factors. Land taxes have not been raised since 1992. In 2011, the government approved the 
expansion of district municipal boundaries in the country to include former agricultural areas. 
This has taken effect in Thimphu and has contributed to the increase in revenues in Thimphu 
municipality. The expansion is yet to effect in other areas. Tariffs for water and sewer services 
are low—less than Nu4.60 per cubic meter ($0.11)—and do not cover the costs of basic 
operation and maintenance (O&M). Thimphu raised water and sanitation tariffs by 6% during 
2007─2012, but these increases cover only a fraction of O&M costs. Meanwhile, the central 
government cannot help local governments meet their funding needs due to its own budgetary 
constraints. This means that the major expansion of basic services and the land development 
that are urgently required in urban areas must be funded externally in the form of loans. 
 
6.  To be the major drivers of economic growth that they are in other middle-income 
developing economies, Bhutan’s regional growth centers need good infrastructure. However, the 
urban infrastructure and services in these centers, including those in the country’s southern east–
west corridor, are not keeping up with their rapid growth. These centers need (i) more urban roads 
to enhance connectivity, (ii) adequate and sustainable water supply and sanitation facilities to 
reduce the impact of growth on the natural environment, and (iii) storm water infrastructure to 
control flooding.  

  
7.  Industrialization and regional trade. Medium-sized industries are expected to be 
established in the region along the southern east–west highway adjacent to Bhutan’s southern 
border with India. This region has been designated under a 2008 government urban development 
strategy as a production area and the location of proposed industrial estates. These industries are 
expected to focus on medium and high end production, processing, and manufacturing. 10 
Creating an enabling environment for this economic activity by providing sustainable urban 
infrastructure is critical. Doing so will facilitate further regional trade, since urban centers such as 
Phuentsholing, Gelephu, and Samdrup Jongkhar in this region are the country’s gateways to 
India and the subregion as a whole. 

 
8.  Urban development model. To achieve the goals in the 11th plan and the urban strategy 
of geographically balanced and environmentally sustainable growth and development, the 
government is trying to improve on the approach that has been taken to human settlement and 
urban development in Bhutan. Opportunities to implement new approaches exist, particularly in 
the regional centers that have undergone only limited development so far. Mixed-development 
strategies that consider the natural terrain and resources of an urban area in planning, design, 
and construction are being considered. Some approaches are especially suited to Bhutan. They 
include valley planning, which plans and develops an urban center and its hinterland together and 
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supports their shared use of resources and infrastructure services.11 Another uses integrated 
urban water management principles and/or water sensitive urban design, which involve the 
integrated planning, design, and construction of urban infrastructure around the water cycle of the 
urban area’s catchment and watershed. These approaches both fit Bhutan’s topography and 
support the country’s desire to conserve, use, and manage their fragile environment in a 
sustainable way. By using a holistic approach to urban infrastructure development, the safety, 
reliability, and quality of urban services can be enhanced. 
 
9.  Building on a decentralization approach facilitated by the government, municipal 
institutional structures can be strengthened to enhance service delivery. This can include building 
the capacity of the municipalities to (i) operate as autonomous and accountable service providers; 
(ii) deliver safe, reliable, high-quality urban services; and (ii) make use of public–private 
partnerships when these are practical. 

  
 2. Government’s Sector Strategy 

 
10.  Bhutan seeks to achieve planned urban development that is economically, socially, and 
environmentally sustainable and stimulates economic growth.12 It is envisaged that growth be 
regionally balanced and equitable. Therefore the 11th plan calls for the development of regional 
growth centers outside of Thimphu and Phuentsholing, the country’s two largest urban areas. The 
government has identified regional towns as potential growth centers and strategic urban areas 
for regional economic development (Table 1). They are to be developed in ways that preserve the 
environment and support the other goals of national planning.  
 

Table 1: Regional Centers Targeted for Development in Bhutan 
Region  District Town 

West Samtse Samtse 

Central West Sarpang Gelephu–Sarpang clusters 

Central East Bumthang Bumthang  

East Samdhrup Jongkhar 
Mongar 

Samdhrup Jongkhar–Nganglam urban cluster 
Gyalposhing–Mongar; and Lingmethang, with Nganglam 

 
11.  The government plans to develop the area along the still-to-be-completed southern east–
west highway between Samtse and Samdhrup Jongkhar as an economic corridor. Areas near 
Samdhrup Jongkhar and Samtse have been declared industrial zones.  

  
12. The government’s overall development plan was set out in the 2008 Bhutan 2020 vision 
document,13 as well as through its National Poverty Reduction Strategy in 2009 and subsequent 
five-year plans. The eighth five-year plan for 1998–2003 stressed the need to provide basic urban 
services. The ninth plan (2003–2008) focused on poverty reduction and built on the concept of 
devolution of responsibility to local governments. The tenth plan, which covered 2008–2013, 
concentrated on improving the management of urban services through legislation and the 
granting of autonomy to municipalities. The 11th five-year plan seeks to continue improving urban 
services, with emphasis on promoting regional and balanced growth and environmental 
sustainability.  
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 3. ADB Sector Experience and Assistance Program 

 
13. The Asian Development Bank (ADB) has provided five technical assistance (TA) projects 
in the urban sector since 2000. This includes two project preparatory TA projects to conduct 
detailed feasibility studies for the two loans to the urban sector. ADB’s support in the sector 
increased substantially through the Urban Infrastructure Improvement Project, completed in June 
2005.14 It was followed by the much larger Urban Infrastructure Development Project, approved 
in 2006 and still being implemented.15 Both loans focused on urban areas in Thimphu and 
Phuentsholing municipalities and in Dagana. In response to the continued need for urban 
infrastructure development, ADB approved the Urban Infrastructure Project in 2011.16  This 
project focuses on infrastructure development in Thimphu, Phuentsholing, and Samdhrup 
Jongkhar and on the development of master plans for Nganglam and Samdhrup Jongkhar.    

 
14. The impacts of ADB involvement to date include the provision of much-needed 
investments in urban infrastructure in Thimphu and Phuentsholing. This has improved the quality 
of life, public health, and the environment for more than 130,000 residents in the two 
municipalities. Interventions and project outputs achieved so far under the Urban Infrastructure 
Development Project have increased private and commercial development in particular.  

 
15. ADB’s continued involvement in the sector is key to building the capacity of municipalities 
and meeting the municipal service requirements of their rapidly growing populations. The ability of 
local governments to plan budgets, manage O&M, and deal with private sector service providers 
requires considerable strengthening and technical capacity building.17 All local governments 
have low revenue bases and struggle to provide basic O&M. Municipalities are not autonomous in 
setting their land taxes. Municipalities have the authority to increase the water and sewerage 
tariff—for example, annual increases of 6% were instituted in Thimphu municipality. Municipalities 
continue to be reliant on the Ministry of Works and Human Settlement, the Department of Urban 
Development and Engineering Services, and external financing for urban sector development. 

 
16. ADB will support the development of municipal infrastructure that is lacking or absent in 
regional centers, primarily in the southern east–west corridor. This could include water and 
sewage services, storm water infrastructure, and roads. Enhancing urban infrastructure and 
services will help foster a business-enabling environment for private sector development and job 
creation. ADB’s support will be in accordance with urban development models in which holistic 
approaches to infrastructure planning and development will be used. ADB’s interventions will 
incorporate the parallel development of institutions, good urban governance, planning, cost 
recovery in urban services, and opportunities and readiness for private sector involvement in the 
provision of urban services. Cross-cutting issues include strengthening gender, social, 
environmental, and private sector inclusion in urban development. 
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 Problem Tree for Water and Other Urban Infrastructure and Services 

 
 

 
 
 
 
Source: Asian Development Bank. 
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Sector Results Framework (Water and Other Urban Infrastructure and Services, 2014–2018) 
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 

Enhanced safety, 
reliability, and 
quality of urban 
services 
(water supply, 
sanitation, and 
flood 
management) 

Households with 
metered 
connections to the 
water distribution 
system increased to 
55% by 2018, with 
poor households 
and those headed 
by women included 
(2013 baseline: 
30%) 
 
Households 
connected to 
improved sewerage 
systems increased 
to 40% by 2018, with 
poor households 
and those headed 
by women included 
(2013 baseline: 
15%) 
 

 
 
 
 
 

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

Water losses in 
the distribution 
system reduced to 
30% by 2018 
(2013 baseline: 
50%) 
 

Supply of water 
increased to 
continuous 
24-hour-a-day 
supply by 2018 
(2013 baseline: 
average of 2 hours 
daily) 
 
 

Planned key activity areas 
Drinking water systems – (20% of 
funds) 
Sanitation systems – (20% of funds) 
Flood management – (10% of 
funds) 
Urban roads – (10% of funds) 
Water supply and sanitation O&M – 
(15 % of funds) 
Tariff policies – (5% of funds) 
Urban governance – (10% of funds) 
Urban planning – (10% of funds) 
 

Pipeline projects with estimated 
amounts 
1. TA for Preparing the Improved 
Urban Environmental Infrastructure 
Project,

a
 2013 ($800,000) 

2. TA for Capacity Building for 
Improved Urban Environmental 
Infrastructure Management, 2015 
($725,000) 
3. Improved Urban Environmental 
Infrastructure 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 
2,000 households 
connected to water supply 
and sanitation systems 
20 km of storm water 
infrastructure constructed 
20 km of urban roads 
constructed 
Capacity developed in 
comprehensive planning, 
utility planning, and O&M 
for 100 local government 
staff 
 
Pipeline projects  
Water supply, sanitation, 
storm water, and urban 
road development and 
management improved in 
9 towns

b
 

 
Ongoing projects  
6,000 m

3
/day new water 

supply, 20 km of 
secondary and tertiary 
roads, and 14 mld WWTP 
constructed; O&M 
improved; and 100 staff 
trained 

a
 Formerly known as the Green Urban Development and Integrated Management Project. 

b
 Samdhrup Jongkhar and Dewothang, Phuentsholing, and Samtse; Gelephu, Damphu, and Sarpang; Mongar, Paro, and Thimphu. 

ADB = Asian Development Bank, km = kilometer, m
3
/day = cubic meters per day, mld = million liters per day, O&M = operation and maintenance, TA = technical 

assistance, WWTP = wastewater treatment plant. 
Source: Asian Development Bank. 


