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Description  

Bhutan’s capital market was largely underdeveloped due to the lack of a government long-term development 
strategy, regulatory framework, and necessary market infrastructure. The technical assistance (TA) was designed to 
support the government’s long-term commitment to the capital market development in a holistic manner and assist 
key government agencies to actually implement key policy actions in a sequential way. Some policy actions were 
included in two policy-based loan programs for strengthening economic management. The TA was structured to 
combine three different TA projects that were originally planned: (i) the capital market development TA, (ii) the 
National Pension and Provident Fund (NPPF) TA, and (iii) the Strengthening Economic Management Program 
(SEMP)1 TA. This was part of an exercise by ADB’s South Asian Department to consolidate TA projects to achieve 
efficiencies in processing one project. 
 
Expected Impact, Outcome, and Outputs 

The expected impact was a well-functioning financial system that supports basic capital and investment needs, as 
well as Bhutan’s longer term economic objectives. The expected outcome was a deeper and more stable capital 
market. The expected outputs were: (i) NPPF restructured and its ICT capacity enhanced, (ii) regulatory and 
supervisory framework for fund management industry established, (iii) capital market master plan formulated, (iv) 
regulatory and supervisory framework for domestic credit rating agency (DCRA) established, (v) public debt 
management strengthened, and (vi) capacity for the SEMP supported.  
 
Delivery of Inputs and Conduct of Activities 

The executing agency was Ministry of Finance (MOF) and the implementing agency was Royal Monetary Authority 
(RMA). A project management unit was established, headed by the deputy governor of RMA. A minor change was 
approved in May 2013 to use $30,000 from contingency to shoulder shortfall in equipment cost under TA 
Strengthening Audit Resource Management, to ensure full compliance with second tranche policy actions of SEMP. 
All the originally planned activities were carried out within the original completion of December 2015. Then, the TA 
was first extended to December 2016 to accommodate additional activities to support the Strengthening Economic 
Management Program II (SEMP II)2 , including (i) the feasibility study of a separate securities and exchange 
commission (SEC) outside of RMA and (ii) the feasibility study on securitization of hydropower revenues in Bhutan. 
They were also successfully carried out until October 2016. However, the account closing was delayed because of 
the difficulty in liquidation of long-outstanding advance to MOF for training expense. Finally, the utilization was 81% 
with cost savings mainly from consultants cost ($132,000). 
 
The recruitment of consulting firm with international inputs for 21.5 person-months and two individual international 
consultants for 5 person-months was originally planned. A minor change was approved in February 2013 reducing 
the inputs of the consulting firm to 12.5 person-months. A consulting firm was recruited in October 2013 by quality- 
and cost-based selection method in accordance with the Guidelines on the Use of Consultants. The overall 
performance of the firm was rated satisfactory given their outputs with regard to capital market development which 
were well received by MOF and RMA. The savings of 9 person-months international inputs was reserved to support 
the implementation of the SEMP and SEMP II. For this purpose, 10 individual consultants for 19 person-months were 
additionally recruited. These additional inputs included: (i) two consultants to develop medium-term expenditure 
framework; (ii) a consultant to review the compliance with policy actions under SEMP; (iii) a banking expert, a mobile 
financial services expert, and a call center expert for Credit Information Bureau (CIB) to prepare background 
research for formulating SEMP II and support implementation of relevant policy actions for its first tranche release; 
iv) two functional experts to provide onsite support for the Revenue Administration Management Information System 
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and Grant for the Strengthening Economic Management Program II in Bhutan. Manila. 



2 
 

during the roll-out period; and (v) an international capital markets expert and an international securitization expert to 
support the implementation of relevant policy actions for the second tranche release of SEMP II. The international 
securitization expert was rated excellent and most of the individual consultants were rated satisfactory.  
 
The performance of MOF and RMA was satisfactory. The deputy governor of RMA demonstrated strong leadership 
to implement relevant TA components for capital market development. RMA provided necessary help to the 
consultants. RMA also provided all the necessary support for workshops. Three external trainings were successfully 
provided to study issues related to DCRA and NPPF. ADB’s performance was satisfactory given its flexibility and 
prompt action on additional activities required by the government. 
 
Evaluation of Outputs and Achievement of Outcome 

All the six expected outputs were successfully carried out, which included (i) support for NPPF to procure data center 
and disaster recovery system, (ii) establishment of supervisory and regulatory framework for fund management 
industry, (iii) establishment of a capital markets master plan, (iv) establishment of the regulatory and supervisory 
framework for the domestic credit rating agency, (v) preparation and implementation of debt market development 
strategy, and (vi) implementation of a deposit mobilization action plan. Furthermore, additional outputs for processing 
and implementing SEMP II were also successfully delivered and contributed to the successful second tranche 
release of SEMP II (See Delivery of Inputs and Conduct of Activities).3 The expected outcome was partly achieved. 
The first target of 28 listed companies was not achieved. Although two companies were additionally listed during the 
TA implementation period, there are only 21 listed companies as of June 2017. The second target of 10 corporate 
bonds outstanding was achieved. There are 19 bonds listed in the exchange as of June 2017, which is a significant 
increase from 4 listed bonds in 2011. 
 
Overall Assessment and Rating  
Overall, the TA is considered successful. The TA was highly relevant to the government’s development strategy and 
ADB’s country development plan. The establishment of the capital market master plan and legal and regulatory 
frameworks, such as for fund management industry, set a foundation for the transformation of the capital market.  
While the additional activities for SEMP II were regarded as relevant because they enhanced capital market 
development through innovative activities, such as a feasibility study on securitization of bank loans to 
hydroelectricity projects. The TA was effective because all the outputs were delivered and one of the two outcome 
targets was achieved. The TA was efficient because all the six original expected outputs were achieved within the 

original schedule and within budget. The extension of the TA implementation period is justified because it was 
intended to utilize the unused budget for the relevant additional activities for SEMP II and they were carried out on 
schedule and in a cost-effective manner. The TA is likely sustainable. Under the TA and SEMP, MOF and RMA 
approved the capital markets master plan (CMMP) for 2014–2024 in May 2014.4 The implementation of the CMMP 
has been further enhanced by the government adoption of the Financial Sector Development Action Plan (FSDAP) 
prepared by the World Bank. FSDAP incorporated key elements of the CMMP. The government has expressed a 
strong ownership for financial sector development. However, its implementation may be at risk due to frequent 
personnel changes within the government as observed during the duration of the TA.  
 
Major Lessons  

First, the TA succeeded in building up the foundation for capital market development in Bhutan through the 
continued intervention for over 4 years, which included support for establishing the government-owned long-term 
strategy and implementing key policy actions through SEMP and SEMP II. Since the TA is large and its expected 
outcome is broadly defined as a result of the consolidation of multiple TAs (See Description), the TA could 
accommodate multiple activities that were not foreseen during its processing stage but were turned out to be critical 
for the continued engagement of the government for the capital market development. Second, this case confirmed 
that the TA is more effective when it is anchored in part of policy-based loan programs. Third, the TA demonstrated 
benefits of hand-holding support for launching and operationalizing innovative system and programs, such as new 
ICT system for NPPF and a call-center service at CIB. These interventions created more tangible benefit for ordinary 
people through their access to better public services. 
 
Recommendations and Follow-Up Actions  

For capital market development of Bhutan to be continued, the ongoing CMMP and FSDAP will have to be fully 
implemented in a timely manner. The World Bank, Asian Development Bank (ADB), and other donor agencies 
should coordinate to optimally utilize their own grant resources for the implementation of CMMP and FSDAP. To 

                                                      
3  ADB. 2017. Progress Report on Tranche Release: Strengthening Economic Management Program II (Second 

Tranche) in Bhutan. Manila 
4  ADB. 2017. Progress Report on Tranche Release: Strengthening Economic Management Program II (Second 

Tranche). Manila. Please refer to para. 19 of this progress report for the details of the capital markets master plan.  
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avoid any duplicated work by donor agencies, ADB should request the government to take a strong leadership for 
the efficient allocation of grant resources among different donors by keeping CMMP and FSDAP mutually exclusive 
but enhancing.  
 
For ADB’s future TA for financial sector, there are several recommendations. First, a project officer should carefully 
set a proper domain of the TA in consultation with the government and other donors so that ADB can create higher 
value addition with more focused effort and mitigate any fiduciary risk. To ensure focused effort during 
implementation, target outcome indicators should not be a high-level market statistics with little connection to the TA, 
such as number of listed securities. Specific quantitative measures that TA outputs can have significant effect on 
should be devised. Second, a financial sector TA should include hand-holding support to provide better public 
service to ordinary people although it may require additional time and administrative effort for ADB staff. The ADB’s 
hand-holding support should be encouraged because (i) ADB has a comparative advantage in conducting frequent 
dialogues and follow-up with implementing agencies as a regional development bank; and (ii) more direct 
intervention for underserved people could make governments feel comfortable with ADB’s engagement in financial 
sector, which some may regarded as not pro-poor. 

ICT = information and communication technology, TASF = technical assistance special fund. 
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