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BHUTAN
COUNTRY STRATEGY AND PROGRAM (CSP) 2002-2004

Update 1

I. DEVELOPMENT SITUATION2

A. Recent Political and Social Developments

1. Since the establishment of a new system of government3 in July 1998, the Government
has been actively pursuing reconstitution of the planning and monitoring structure and process.
The Eighth Five-Year Development Plan (the Eighth Plan) covering FY1997-2002 is currently
under midterm review with participation and consultation at the local levels. The process is
undertaken in connection with the preparation of the next five-year plan, the Ninth Plan,
covering FY2003-2007. Further decentralization of project planning, implementation, and
monitoring and evaluation will be undertaken from the district level to the village cluster level in
the Ninth Plan. Planning documents at three levels—national, sector, and village cluster
levels—are being prepared for consolidation by the end of 2001.

2. The Seventh Roundtable Meeting for Bhutan was held at Thimphu, Bhutan in November
2000. The theme of the meeting was “development towards gross national happiness,” which is
consistent with the unique development philosophy of Bhutan. Issues on emerging challenges
included (i) poverty and infrastructure, (ii) urbanization and youth employment, (iii) media and
information technology, (iv) globalization and private sector development, and (v) good
governance. The meeting attributed the tremendous achievements in Bhutan’s socioeconomic
development to the outstanding quality of leadership in the country. The meeting also
recognized the good coordination between the country and its development partners. Further
improvements could be made to build on the measures undertaken by the Government to
strengthen aid coordination and management. Institutional and capacity development will be
required to establish a timely and reliable database for development planning, monitoring, and
evaluation and to pursue planning and project implementation based on village clusters.

3. Bhutan is facing two problems that may affect the country’s stability and security. The
presence of militant groups from the Indian state of Assam in southern Bhutan and the issue of
people in the camps of eastern Nepal are matters of concern for the people in Bhutan. The
Government is pursuing all possible means to resolve the presence of foreign militants on its
territory peacefully through dialogue. The Government of Bhutan has reached an agreement
with the Government of Nepal on how to verify the citizenship of the people in the camps of
eastern Nepal, including resettlement and reintegration issues. The process of verification was
started in March 2001.

4. Bhutan continues to make significant progress in social development. The recently
concluded Health Survey 2000 reflected a number of indicators surpassing the targets identified
earlier in the Vision 2020 document (June 1999)4 including the maternal mortality rate at 2.5 per
thousand births in 2000 against the target of 3.8 in 2007.

                  
1 This is an update to STS:BHU 2000-02: Bhutan Country Operational Strategy, Improving the Quality of Life for All,

October 2000, and Bhutan Country Assistance Plan 2001-2003, December 2000.
2 Appendixes 1 and 2 include economic, population, social, and environment indicators.
3 The King remains the Head of the State and the Head of the Government rotates on an annual basis among the

members of the Cabinet of Ministers (six of them) who are nominated by the King and elected by the National
Assembly.

4 Planning Commission, Royal Government of Bhutan. 1999. Bhutan: 2020—A Vision for Peace, Prosperity and
Happiness.



B. Economic Assessment and Outlook

5. Real growth of gross domestic product (GDP) in 2000 is estimated to remain at about 6
percent. Macroeconomic management is generally on track including real, monetary, fiscal, and
external sectors. The rate of inflation has been moderate without creating any serious problems
of stability. Continued accumulation of liquidity in the financial sector has remained a major
issue due to inadequate domestic investment opportunities.

6. The Government’s fiscal discipline maintains the Government’s current budget deficit at
1 percent of GDP or less. In the past few years, all current expenditure has been fully matched
by domestic revenue. Fiscal surplus has reversed to a deficit over the past two years due to the
ongoing hydropower and industry projects. In addition, the heavy rains and floods during August
2000 have caused the fiscal situation to deteriorate in the current fiscal year. Nevertheless, the
deficit will remain manageable at 3.9 percent of GDP as external official resources finance all
major capital investment. In the external sector, although the current account deficit expanded
to 28 percent of GDP due to the import requirements of the ongoing projects, the capital
account surplus continues to be adequate to cover this deficit and resulted in an overall surplus.
Foreign reserves accumulated to an equivalent of 19 months of imports in July 2000. With the
Kurichu Hydropower project (60 megawatts) coming on stream in four phases beginning in mid-
April 2001, the potential for electrification in the eastern part of the country will be enhanced. In
addition, hydroelectricity stimulates the establishment of manufacturing and service industries. It
also reduces fuelwood consumption, which has environmental and health benefits (the latter
especially in the case of women).

C. Implication for CSP

7. The decentralized approach taken under the Ninth Plan will require ADB to intensify
dialogue with stakeholders both at national and local levels in setting project priorities and the
policy reform agenda. Country operations in Bhutan will be consistent with the outcomes of the
roundtable meeting (para. 2) and the initiatives in the Ninth Plan. The security concerns in
southern Bhutan, where there is also high concentration of relatively vulnerable households
(para. 9), may constrain ADB’s operations in these areas and may hamper the Government’s
efforts to sustain benefits of development activities in those areas.

II. IMPLEMENTATION OF THE CSP

A. Poverty Reduction

8. The COS for Bhutan recognizes the overarching objective of poverty reduction in the
strategic theme of improving the quality of life for all. The focus of Bhutan’s development
philosophy and of all Government policies has been to improve the lot of the people. Thus, all
Government policies have been aimed at reducing poverty or, as perceived and preferred
locally, at improving human welfare by promoting gross national happiness. The two are
basically synonymous and are consistent with the strategic theme of ADB operations in Bhutan.

9. To effectively implement the COS, ADB assisted the Government to undertake a first-
ever study5 in Bhutan explicitly focusing on the multidimensional character of poverty. The study
was started in June 2000 and completed in April 2001. The study is the first attempt to (i)
consider various income and nonincome dimensions of domestic poverty collectively to

                  
5 Technical Assistance (TA) 3443-BHU: Poverty Assessment and Analysis, for $100,000, approved on 19 May

2000.
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generate national data, (ii) identify geographical disparities in their distribution, and (iii) arrive at
a broad consensus about their probable nature and extent. The findings do not change the
underlying strategic focus envisaged for ADB operations in the COS. However, the design and
implementation of projects will need to take into account the nature and geographical
distribution of poverty that has been made evident by this study.

10. The study attempts to define and describe the nature of poverty of Bhutan. It does not
yet yield a quantitative estimate of the level of poverty incidence for the country. The next step is
a more comprehensive household survey of living standards. Before such a comprehensive
household survey can be usefully undertaken, the Government needs the basic administrative
and technical capacity to analyze the results and, more importantly, to monitor, update, and
evaluate them on a regular basis.6

11. The Government organized a poverty forum on 3 April 2001 to discuss the findings and
the recommendations of the study. The forum promoted consensus on the (i) broad dimensions
of poverty incorporating elements unique to the context of Bhutan; (ii) findings, usefulness, and
limitations of the first rapid qualitative poverty assessment and analysis study; (iii) necessity of
institutional development for an effective national statistical system to support a quantitative
analysis on poverty; and (iv) role of the Department of Aid and Debt Management of the Ministry
of Finance and the Planning Commission to undertake interministerial and aid coordination and
bring forward the findings and recommendations of the poverty study and the forum. Later in
2001, the Government will publish the final report, which incorporates the outcomes and
discussions at the forum.

12. A partnership agreement for poverty reduction will be established between the
Government and ADB. The agreement will set out a medium-term vision and proposed targets
as the basis of ADB’s future program of assistance. It incorporates proposed mechanisms to
review performance and highlights milestones necessary to measure progress. It will have a
country-specific design to outline some of Bhutan’s unique characteristics and to list a number
of targets at which Bhutan will aim in the future and which were identified in the Government’s
Vision 2020 document (footnote 4).

B. Thematic Priorities

1. Economic Growth

13. Economic development in a Bhutanese context has come to mean balancing economic
progress with maintaining Bhutanese cultural and spiritual values, improving social well-being,
preserving the environment, and promoting good governance, all attained as a result of
relatively wide popular participation in decision making. Sustained reduction in poverty will
require continued growth in GDP. This will need the promotion of domestic savings and the
inflow of foreign capital, and these, in turn, will require the underpinning of sound economic
management and an expanding private sector. GDP growth will also call for improved
infrastructure facilities and for upgraded technical and managerial skills.

14. Seventy-nine percent of the population lives in rural areas and issues associated with
rural-urban migration are increasing. Thus, developing private sector activity in the rural areas of
Bhutan would provide an important opportunity for raising incomes nationally, dispersing
economic activity, and addressing the income dimension of poverty reduction. Recent

                  
6 A household living standard survey is scheduled for 2004, after local statistical capabilities have been

strengthened.
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developments in agriculture and horticulture—some the result of sponsored programs and some
the result of spontaneous initiatives—indicate the income potential associated with the
production of cash crops, especially of fruit, vegetables, essential oils, and medicinal plants.
However, many of the opportunities that these activities potentially provide—particularly for
perishable items—are being lost because of communications difficulties. In addition, isolation
and a fragmented domestic market are restricting many of the opportunities that small-scale
producers might otherwise have.

15. ADB will continue to support better access to improved roads and power both within and
running through rural Bhutan, where there are a number of potential opportunities in tourism,
agro-processing, and mining. In turn, this will help to promote social progress and more
balanced regional development, an important consideration for the Government generally, but
especially important in view of the spatial distribution of poverty. Emerging rural income and
employment opportunities might also help slow the pace of rural out-migration.

2. Human Development

16. Human resource development refers here to the development of the health and
education sectors, which have each improved significantly over time. A large number of external
agencies have been, and remain, active in the general area of human resource development.
For example, the health sector in Bhutan is receiving assistance from Denmark, India, Japan
International Cooperation Agency (JICA), World Health Organization, United Nations Children’s
Fund (UNICEF), and United Nations Population Fund (UNFPA). Because Bhutan has
considerable access to the grants, it is not likely to need ADB loan assistance for basic health
needs over the strategy period.

17. However, an important dimension of the ADB country strategy for Bhutan is the need to
improve domestic resource mobilization, including the cost recovery of public service delivery,
as a means of promoting financial sustainability and national self-reliance. ADB is therefore
providing policy-based loan assistance to improve efficiency in the management of the health
services system, including financing options, system regulation, and private participation. While
not targeted directly at improving the current health indicators, ADB’s strategy and program will
provide an important indirect means of addressing them.

18. In the education sector, other sources of aid include Denmark, Germany, JICA,
Switzerland, United Nations, and World Bank. Thus, any contemplated ADB assistance must be
coordinated with their assistance programs. The acute shortage of domestic skills is an abiding
obstacle to the creation of productive job opportunities for the Bhutanese, to the development of
the domestic private sector, and to accelerated GDP growth. Widening access to training
facilities and programs will be particularly important. Current programs are often inadequate to
address the needs of the rural population, and they fail to attract many women even in urban
areas. ADB intervention in basic skills development is to have a national impact on incomes and
the skills situation, and on ways to reach more people, particularly women, and to do so in ways
that are cost-effective as well as responsive to the needs of the market.

3. Gender and Development

19. Overt gender discrimination is relatively rare in Bhutan, gender disparities are
comparatively narrow, and women’s status equals that of men’s in numerous respects.
However, some inequities remain. The gender balance has changed as a result of Bhutan’s
transition from a traditional, rural-based economy to one that is more modern and increasingly
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urban. ADB’s gender strategy for Bhutan is to ensure that the fruits of economic growth and
modernization are spread equally between women and men. The most realistic approach is to
pay special attention to gender considerations in each of ADB’s loans to Bhutan. Areas
requiring attention are likely to include the provision of economic opportunities for women and
the improvement of health and education. Generally, project designs need to pay close attention
to the constraints that limit women’s full participation in ADB projects. This is a particularly
important issue when dealing with poor women because their multiple roles frequently do not
allow them to become fully involved in projects and programs that benefit them.

4. Good Governance

20. To improve governance and more specifically the development administration in Bhutan,
technical support will be required, and not a change in attitudes and civic values among the
administrators. Thus far, ADB has provided considerable support—mainly through its TA
activities—for institutional strengthening in a number of Government agencies, improved policy
analysis and macroeconomic management, enhanced financial and administrative autonomy of
municipalities and corporations, procurement procedures and contracting out functions to the
private sector, and statistical development. Given its relatively short history of exposure to a
modernizing, market economy, weaknesses in development administration inevitably remain.
Accordingly, ADB will continue to build on past initiatives as necessary, particularly for
promoting the (i) strengthening of public sector resource management and aid coordination, by
working in close contact with the other agencies in these fields; (ii) enhancement of the sectoral
capacity for project implementation; and (iii) improvement in economic statistics, notably in
prices, national income accounts, and selected demographic issues. ADB also fosters public
debate on poverty and promotes better and wider dissemination of social and economic
statistics through its TA activities. In addition, ADB supports the Government to promote (i) a
wider “ownership” of development projects, (ii) a greater personal identification with their
selection and execution, and (iii) more popular and transparent participation in the process of
government.

5. Private Sector Development

21. ADB will promote private sector development in Bhutan specifically through (i)
supporting an improved policy setting and more efficient financial intermediation; (ii) improving
road transport and expanding power transmission and distribution in the public sector; (iii)
establishing necessary legal and institutional framework and examining viable financial
modalities for private sector participation in hydropower development; and (iv) strengthening
vocational, technical, and basic skills. While the nature and timing of specific ADB interventions
will be determined by the progress achieved under ongoing assistance efforts, ADB will
continue to build on its past initiatives, for they remain appropriate for the country, and to blend
them with the policy initiatives of other external agencies, particularly the International Monetary
Fund, World Bank, and United Nations Development Programme (UNDP).

22. ADB will support the Government’s efforts to provide an environment that enables
private sector development through the continued (i) rationalization and strengthening of
banking and financial institutions; (ii) liberalization of foreign trade, exchange, and investment
regulations; (iii) liberalization of interest rates so that they reflect the true underlying cost of
resource mobilization, intermediation, and risk; and (iv) preparation of transparent legislation
and regulatory procedures.
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6. Environment Protection

23. Although direct assistance to the environment sector is not envisaged over the medium
term due to adequate grant assistance from other agencies, environmental protection is an
important concern for ADB as an institution. Accordingly, ADB will continue to monitor
environmental progress in Bhutan, particularly forces that are causing a rise in environmental
stress, and to ensure that its own interventions are environmentally sustainable. For example,
the development of water resources (including hydropower) represents an important economic
opportunity for the country. Both the National Environment Strategy and the Environment Impact
Assessment Act clearly indicate that this process must be environmentally sustainable and
undertaken through an integrated watershed management approach. Rural renewable energy,
including minihydro and solar energy, is also an important field where Government and external
efforts may need to focus more systematically. With respect to the urban environment, future
Government programs and external support will also need to give the right emphasis to various
priority intervention areas by including appropriate environmental components such as
sanitation, solid waste management, drainage, traffic management, footpath improvement, and
air and water pollution control. Ongoing ADB assistance for urban improvement aims to address
these concerns in Thimphu and Phuentsholing.

7. Regional Cooperation

24. ADB is building on bilateral partnerships to enhance growth potential through regional
cooperation between Bangladesh, Bhutan, India, and Nepal. The strategy is to proceed initially
with project-level initiatives involving bilateral and trilateral linkages. ADB aims to address
constraints identified under past regional cooperation initiatives and to contribute consultations
with governments and other stakeholders on the modalities for pursuing economic cooperation
under the South Asia Subregional Economic Cooperation (SASEC) initiative. Potential areas of
cooperation include multimodal transport and communication, energy (particularly hydropower),
trade and investment facilitation and promotion, natural resource utilization and environment
management, and tourism. Bhutan is participating in all five sector working groups in SASEC
and assuming a lead role in the environment working group. As a small landlocked country,
Bhutan’s access to seaports and to potential markets in neighboring countries is essential if the
small domestic market is not to continue to limit domestic growth. Moreover, improving roads in
northern India and facilitating customs and other facilities for transshipment through India to
Bangladesh will provide additional benefits.

III. PORTFOLIO MANAGEMENT ISSUES

A. Portfolio Performance Implementation 7

25. As of 30 April 2001, (i) 17 loans were approved totaling $94.8 million; and (ii) 6 loans
were ongoing, amounting to $41.2 million, of which $31.7 million or 77 percent were
undisbursed. Due to the small number of loans in the portfolio, the total size of contract awards
and disbursements each year tends to fluctuate considerably depending on the maturity profile
of individual loans in the portfolio. The current loan portfolio is “young” as 68.2 percent of the net
loan amount represents three loans in their first year of implementation. The actual contract
awards in 2000 exceeded the projected amount. The disbursement ratio of 16.3 compared to
the ADB-wide average for Asian Development Fund (ADF) countries of 20.2 in 2000 needs to
be interpreted in the context of the maturity profile of individual loans in the portfolio.

                  
7 Appendix 3 includes ADB portfolio performance indicators.
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26. Compliance with loan covenants and assurances on social and environmental measures
has been generally satisfactory. All audited financial statements were submitted on time. As of
30 April 2001, five of the six ongoing loans are rated satisfactory both in development objective
and implementation progress; the exception is the financial sector program.8 The
implementation progress was rated partly satisfactory due to the outstanding second tranche
release conditions. Efforts are being undertaken to expedite the progress of the two outstanding
conditions that are substantially complied with: the import licensing and foreign direct
investment regulations.

B. Counterpart Funding

27. Counterpart finding is not a problem in Bhutan. The Government has provided adequate
Government counterpart funds for all projects as agreed during project formulation. In addition,
adequate funds for operations and maintenance were provided after the completion of the
project. Government contribution will continue to finance more than 20 percent of total project
cost as evidence of its commitment and ownership.

C. Monitoring and Evaluation

28. A road sector project9 was postevaluated in 2000, adding to the one successful and one
partly successful project, which have been postevaluated since 1996. The overall project
performance is rated successful although the project as a whole did not fully meet its objectives.
Lessons learned include (i) project designs need to provide flexibility during implementation, (ii)
such a project intervention needs to fit into a long-term sector program, (iii) professional
construction supervision needs to be financed under such a loan, (iv) the road maintenance
management system developed was rigid and not adapted to local conditions, and (v) economic
evaluation for road maintenance projects should focus on the timeliness and cost-effectiveness
of the proposed interventions. These findings and recommendations were appropriately
incorporated in the formulation of the newly approved loan for road improvement.10

29. Apart from the aggregate of project-level assessment by individual funding agencies, the
Government needs to take a central role in coordinating the timing and distribution of ministerial
and external initiatives, and in periodically assessing the overall results achieved. The collective
impact of ongoing initiatives must be monitored and, where necessary, tactical amendments
introduced if poverty is to be reduced effectively. Until statistical capabilities have been
strengthened, monitoring the impact of poverty reduction programs may have to be mainly
qualitative rather than quantitative (footnote 6).

IV. COUNTRY PERFORMANCE AND LENDING LEVELS

A. Lending Level Proposed

30. ADB has initiated a performance-based allocation (PBA) system to allocate the Asian
Development Fund (ADF) resources to its eligible developing member countries. The system
assesses country performance by using a set of common criteria yielding an initial allocation

                  
8 Loans 1565 and 1566-BHU(SF): Financial Sector Intermediation Facility, policy loan and development finance

credit for $4 million each, approved on 23 October 1997, and an equity investment to Bhutan National Bank,
approved on 23 October 1997.

9 Loan 1265-BHU(SF): East-West Highway Maintenance, for $5.2 million, approved on 18 November 1993 and
closed on 13 May 1998. The Project Performance Audit Report PPA:BHU 24350: East-West Highway
Maintenance Project (Loan 1265-BHU[SF]) was circulated to the Board for information in August 2000.

10 Loan 1713-BHU(SF): Road Improvement Project, for $9.6 million, approved on 3 October 2000.
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(the base case). The resulting base case allocation of ADF for Bhutan is $10 million, which can
be adjusted up to 20 percent above or below the base case for the high case and low case
scenarios respectively, depending on country-specific performance. The country specific
triggers for each lending scenario are given in Appendix 4. The base case scenario requires the
Government to maintain: (i) prudence in macroeconomic management; (ii) progress in
improving the effectiveness of the regulation and supervision of the financial system and of the
legislative and regulatory framework to underpin private sector development; (iii) efforts to
improve quantity and quality of expenditure on social services; (iv) efforts to improve policies,
regulations, and institutions in support of the environment; and (v) a rating of at least
“satisfactory” during reviews of all ongoing ADB projects. Deviations from the base case to high
or low case scenarios will depend on the progress and achievement in these criteria. The actual
lending level will also depend on progress made in key issues in the sectors for which ADB’s
lending is programmed.

B. Loan Program

31. The lending program for 2002-2004 will be maintained at an average annual level of up
to $10 million per year, taking into account Bhutan’s absorptive capacity. Two loans amounting
in total to $15 million are envisaged during the program period.11 ADB investments will be
limited to a relatively narrow range of sectors consistent with the COS. The two projects in the
lending pipeline 2002-2004 are poverty interventions, with economic growth and human
development as thematic priorities. In volume terms, this exceeds the 40 percent requirement
as indicated in the implementation of ADB’s poverty reduction strategy. In terms of sectoral
distribution, one project is in energy and one is in social infrastructure. The details of the lending
and TA pipeline for 2002-2004 are presented in Appendix 4.

C. Technical Assistance and Economic and Sector Work Program

32. An ADB-wide reduction in TA resources has resulted in a substantial reduction in the TA
program for Bhutan, from $2.2 million to $1.0 million a year. In consequence, the TA program
for 2002-2004 has been completely reformulated compared to the 2001-2003 country
assistance program. Six TAs are planned during 2002-2004, three project preparatory and three
advisory TAs. Economic and sector work in power, finance, and transport sectors (particularly to
sharpen the focus of future ADB interventions in poverty reduction) is detailed in Appendix 5.
Close collaboration with donor agencies in economic and sector work will need to be actively
pursued.

D. Summary of Changes

33. The urban housing development project has moved from 2003 to 2004 and will depend
on the time required for the finalization of the housing policy. The transport network
improvement project has been postponed to 2005 due to the ongoing ADB- and World Bank-
funded road projects. The rural electrification network expansion project is scheduled for 2004
and may be considered for 2003 if and when it is ready. Loan project selection briefs and TA
concept papers for pipeline projects are given in Appendix 6.

                  
11 The annual average of $10 million is an upper limit on a three-year basis. For example, two loans were approved

in 2000 amounting to $19.6 million with the understanding that no loans will be scheduled for 2002.
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10 Appendix 1

Item 1995 1996 1997 1998 1999 2000a

A. Income and Growth b

1.  GNP per Capita (dollars, current) 464 493 594 538 560 578

2.  GDP Growth (%, in constant prices) 7.4 6.0 7.3 5.5 5.9 6.1

        Agriculture 4.0 6.4 3.1 1.3 3.0 2.4

        Industry 17.0 8.4 3.8 7.7 12.4 10.3

        Services 7.0 5.1 13.4 6.3 4.5 5.6

B. Savings and Investment (current market prices)

1.  Gross Domestic Investment 51.4 45.2 30.5 40.5 47.1 n.a.
2.  Gross National Saving (% of GNP) 40.8 30.9 35.8 36.3 24.0 n.a.
3.  Savings-Investment Gap    -10.7 -14.3 5.3 -4.1 -23.1 n.a.

C. Money and Inflation
1.  Consumer Prices (annual average)  8.2 9.3 7.4 9.0 9.2 3.6
2.  Broad Money (M2) 29.9 30.4 30.9 41.7 21.4 21.4

D. Government Finance 

1.  Total Revenue (including grants) 41.1 42.8 36.8 33.1 40.5 40.4

     a. Tax 7.3 8.1 6.9 8.3 7.4 10.2

     b.  Non-Tax 12.9 11.5 11.8 12.2 13.5 13.0

          o/w Chukha sales 2.0 2.1 2.4 5.7 5.1 5.8

     c.  Grants 20.0 22.5 17.6 12.1 19.1 16.8

          o/w India 8.2 11.2 7.5 7.0 11.3 9.9

2.  Total Expenditure and Net Lending 41.0 40.6 39.1 32.1 42.3 44.2

     a. Current Expenditure 21.5 18.8 18.5 17.6 18.6 19.0

     b. Capital Expenditure 19.7 20.8 18.1 13.1 24.1 23.8

3.  Current Surplus/Deficit (excl. grants) -1.3 0.7 0.2 2.9 2.3 4.2

4.  Overall Surplus/Deficit (-) 0.1 2.3 -2.4 1.0 -1.8 -3.9

5.  Financing -0.1 -2.3 2.4 -1.0 1.8 3.9

     a. External -0.1 -0.3 1.0 2.2 3.2 3.1

     b. Domestic 0.0 -2.0 1.4 -3.2 -1.4 0.8

E. Balance of Payments

1.  Merchandise Trade Balance (% of GDP) -9.6 -4.3 -9.0 -6.4 -14.4 -15.9

     with India (% of GDP) -1.9 2.8 1.3 2.4 -4.3 -7.0

2.  Current Account Balance (% of GDP)  -12.1 -12.1 -15.9 -12.0 -24.4 -28.4

     with India (% of GDP) -5.1 -2.0 -3.6 -6.6 -18.0 -22.4

3.  Export ($) growth (annual percent change) 10.2 39.6 1.7 12.0 -5.9 9.2

     Exports to India (% of total exports) 93.8 91.9 90.8 94.6 93.7 94.4

4.  Import ($) growth (annual percent change) 4.6 14.1 18.4 3.7 19.3 14.0

     Imports from India (% of total imports) 73.0 73.4 65.3 70.5 71.1 75.1

F. External Payments Indicators
1.  International Reserves (million dollars, end of period)  121.0 145.1 176.0 215.5 258.8 292.6

     -  months of imports 14.9 15.7 16.1 19.0 18.9 19.0

2.  External Debt Service (% of exports of goods & services) 18.3 25.7 10.4 9.0 14.7 5.0

3.  External Debt (% of GDP) 48.4 39.1 33.8 37.6 40.2 39.6

G. Memorandum Items:

GDP (current prices, million Nu) 9,968 11,714 14,475 16,473 18,810 21,377

GNP (current prices, million Nu) 8,760 10,467 13,334 14,150 15,841 17,560

Exchange Rate (Nu per dollar, annual average) 31.4 34.3 35.8 38.4 42.6 43.6

Population (thousand)c 583 600 618 637 656 675

GDP = gross domestic product; GNP = gross national product; n.a. = not available.
a  Provisional.
b  For calendar year, where 1994/95 = Calendar Year (CY) 1995.
c  Population is projected at 3.0% growth rate.

Sources:   Central Statistical Organization, National Accounts Statistics Report , Bhutan, November 2000; Royal Monetary Authority of Bhutan, 
                   Selected Economic Indicators , Bhutan, December 2000.

(percent of GDP)

Economic Indicators

Table A1:  Economic Indicators

(percent of GDP)

(annual percent change)



11 Appendix 2, page 1

Item 1985 1990 Latest Year

Population Indicators

Total Population (thousands) 547 (1993) 600 (1996) 675 (2000)

Annual Population Growth Rate (% change) a 2.0 (1985) 3.1 (1994) 2.5 (2000)

Social Indicators

Total Fertility Rate (births per woman) 5.9 (1984) 5.6 (1994) 4.7 (2000)

Maternal Mortality Rate (per hundred thousand live births) 770 (1984) 380 (1994) 255 (2000)

Infant Mortality Rate (below 1 year; per '000 live births) 142 (1984) 70.7 (1994) 60.5 (2000)

Life Expectancy at Birth (years) 47.5 (1984) n.a. 66.1 (1994)

Female 45.8 (1985) n.a. 66.0 (1994)

Male 49.1 (1985) n.a. 66.2 (1994)

Adult Literacy (%) 23 (1980) 38 (1990) 54 (1996)

Female 25 (1990) 28 (1996)

Primary School Enrolment (% of school age population) 12 (1980) 25 (1990) 72 (1996)

Female 7  (1980) 19 (1990) 60 (1996)

Secondary School Enrolment (% of school age population) 17 (1980) 31 (1990) n.a.

Female 2 (1980) 5 (1990) n.a.

Child Malnutrition (% of under age 5) n.a. 58.1 (1992) 39.1 (1994)

Population Below Poverty Line (%) n.a. n.a. n.a.

Income Ratio of Highest 20% to Lowest 20% n.a. n.a. n.a.

Population with Access to Drinking Water (%) b n.a. n.a. 78 (2000)

Population with Access to Sanitation (%) c n.a. n.a. 88 (2000)

Public Education Expenditure as % of GNP d
3.6 (1986) 3.1 (1990) 6.4 (2000)

Public Health Expenditure as % of GDP d 1.9 (1986) 1.7 (1990) 3.6 (2000)

Human Development Index (HDI) e
0.236 (1987) 0.150 (1990) .483 (1998)

Human Development Ranking e 119 (1987) 159 (1990) 142 (1998)

a   The figure for the latest year was obtained from Bhutan's 2000 National Health Survey. 
b   Refers to population with access to safe drinking water.
c   Refers to population with latrine.
d  GDP based on data from Central Statistical Organization; expenditure data are in fiscal year while GDP data are in calendar year.
e  The definition and derivation of HDI: UNDP Human Development Report 2000.

Sources:
Statistical Yearbook of Bhutan 1999 ; Eighth Five-Year Plan, 1997-2002; United Nations Development Programme, Human Development
Economic and Social Commission for Asia and the Pacific, Statistical Yearbook for Asia and the Pacific,1996 ; United Nations Educationa
Cultural Organization, World Education Report 1998 ; World Resources, A Guide to the Global Environment 1998-99  and past issues; O
Communication, Central Statistical Organization (CSO) , March 2001; Key Indicators of Developing Asian and Pacific Countries, 1998; 

Table A2.1:  Population and Social Indicators
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Item 1980 Latest

A.  Energy Efficiency of Emissions
GDP per Unit of Energy Use (PPP $/kg oil equivalent)
Traditional Fuel Use (% of total energy use)
Carbon Dioxide Emissions (total metric tons) 0.26 (1996)
Carbon Dioxide Emissions (per capita metric tons) 0.10 (1995)

B. Water Pollution 
Emissions of Organic Water Pollutants (kg/day)
Industry Share of Emissions of Organic Water Pollutants

Wood (%)
Primary Metals (%)
Paper and Pulp (%)
Chemical (%)
Food and Beverages (%)
Textiles (%)

C. Land Use and Deforestation
Forest Area ('000 km2) 29.8 27.56 (1995)
Average Annual Deforestation (km2)
Average Annual Deforestation (% change) 0.6 (1980-90)
Rural Population Density (people per km2 of arable land)
Arable Land (% of land area) 9 (1994)f

Permanent Cropland (% of land area) 5.8 (1995)
D. Biodiversity and Protected Areas

Nationally Protected Areas ('000 km2) 26.2 (1997)
Percent of Total Land Area 20 (1996)
Mammals (number of threatened species) 14 (1996)
Birds (number of threatened species) 20 (1993)
Higher Plants (number of threatened species) 1 (1996)
Reptiles (number of threatened species) 0 (1996)
Amphibians (number of threatened species)

E. Urban
Urban Population (thousands) 50.0 138.0 (2000)
Percentage Urban 4.0 20 (2000)
Per Capita Water Use
Wastewater Treated (percent)
Per Capita Solid Waste Generation (kg/day)

F. Air Pollution
City Population ('000)
Total Suspended Particulates (micrograms per cubic meter)
Sulfur Dioxide (micrograms per cubic meter)
Nitrogen Dioxide (micrograms per cubic meter)

GDP = gross domestic product, kg = kilogram, km = kilometer, PPP = purchasing power parity.
f domesticated land

Sources: Official Communication, Ministry of Finance , June 2001; World Bank,World Development Report 1999-2000;
1998-99 World Resources: A Guide to the Environment .

Table A2.2:  Environment Indicators
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Table A3.1:  Implementation, Disbursement Performance, and Postevaluation Results of
Public Sector Projects

(as of 30 April 2001)

 
 A.  Project Portfolio

 $ million % No. % HS S PS U HS S PS U

      Agriculture and Natural Resources 0.0 0.0 0 0.0 0 0 0 0 0 0 0 0

      Energy 9.1 22.1 1 16.7 0 1 0 0 0 1 0 0

      Finance and Industry 7.6 18.4 2 33.3 0 1 1 0 0 2 0 0

      Social Infrastructure 15.2 36.9 2 33.3 0 2 0 0 0 2 0 0

      Transport and Communications 9.3 22.6 1 16.7 0 1 0 0 0 1 0 0

      Others/Multisector 0.0 0.0 0 0.0 0 0 0 0 0 0 0 0

Total 41.2 100.0 6 100.0 0 5 1 0 0 6 0 0

 B.  Disbursements OCR ADF Total

   (1) Total funds available for withdrawal ($ mn, active loans only) 0.0 31.7 0.0

   (2) Disbursed amount ($ mn, cumulative, active loans only) 0.0 9.5 9.5

   (3) Percentage disbursed [(2)/(1)] (%) 0.0 29.8 29.8

   (4) Disbursements ($mn, active loans only, latest year) 0.0 0.2 0.2
   (5) Disbursement ratio  (%) a

0.0 0.5 0.5

 C.  Net Transfer of Resources b  ($ million) OCR ADF Total

1996  0.0 2.1 2.1

1997 0.0 6.3 6.3

1998 0.0 3.4 3.4

1999 0.0 1.1 1.1

2000 0.0 5.8 5.8

      1. Postevaluation Rating (as of 30 April 2001) No. %

          Highly Successful 0 0.0

          Successful 2 66.7

          Partly Successful 1 33.3

          Unsuccessful 0 0.0

          No Rating 0 0.0

Total 3 100.0
  

     2.  Postevaluation Rating by Sector  Total
          1996-2000 (as of 30 April 2001)

No. % No. % No. % No. % No. % No. %

          Agriculture and Natural Resources 0 0.0 1 50.0 0 0.0 0 0.0 0 0.0 1 33.3

          Energy 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0

          Finance and Industry 0 0.0 0 0.0 1 100.0 0 0.0 0 0.0 1 33.3

          Social Infrastructure 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0

          Transport and Communications 0 0.0 1 50.0 0 0.0 0 0.0 0 0.0 1 33.3

          Others/Multisector 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0

Total 0 0.0 2 100.0 1 100.0 0 0.0 0 0.0 3 100.0 

ADF = Asian Development Fund; HS = highly satisfactory; OCR = ordinary capital resources; S = satisfactory; PPAR = project performance audit report;
PS = partially satisfactory; U = unsatisfactory
a   Ratio of disbursement during the year over the undisbursed net loan balance less cancellations at the beginning of the year.  Effective loans during the
    year have also been added  to the beginning balance of undisbursed loans.
b    Includes private sector projects for countries with private sector operations.
Source :   Programs Department (A), Controller's Department (B & C), Operations Evaluation Department (D)

Total

ADB PORTFOLIO PERFORMANCE INDICATORS

Net Loan Amount

1996-2000

Rating (No.)
Implementation Progress Development Objectives

Highly
Successful Successful

 D.  Post-Evaluated Projects (By Year of PPAR Circulation)

RatingUnsuccessful
Partly

Successful
No



Net Loan Amount Approval Effectivity Closing Date Project Cum Contract Cumulative
Sector Project Title OCR ADF Date Date Original Revised Progress Awards Disbursement Implementation Development

($ million) (mm/yy) (mm/yy) (mm/yy) (% complete) ($ million) ($ million) Progress Objective

ENE Sustainable Rural Electrification 0.0 9.1 Nov-99 Jan-00 Mar-04 - 15 5.5 0.1 S S

F&I Financial Sector Intermediation 0.0 3.8 Oct-97 Apr-98 Jun-02 - - 2.4 2.4 PS S
Facility (Policy Loan)

F&I Financial Sector Intermediation 0.0 3.8 Oct-97 Jul-98 Jul-02 - - 2.0 1.3 S S
Facility (Development Finance Loan)

SOC Urban Infrastructure Improvement 0.0 5.5 Jul-98 Mar-99 Jun-04 - 23 1.8 0.7 S S

SOC Health Care Reform Program 0.0 9.7 Sep-00 Nov-00 Sep-02 - - 4.9 4.9 S S

T&C Road Improvement 0.0 9.3 Oct-00 Nov-00 Jun-05 - - 1.2 0.0 S S

Total 0.0 41.2 17.8 9.5

ADF = Asian Development Fund, AGR = Agriculture & Natural Resources, ENE = Energy, F&I = Finance and Industry, OCR = ordinary capital resources, OTH = Others/Multisector, 
PS = partly successful, S = successful, SOC = Social Infrastructure, T&C = Transport and Communications

Project Performance Rating

Table A3.2:  Status of Project Implementation
Public Sector Projects

(as of 30 April 2001)
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LOAN AND TECHNICAL ASSISTANCE PROGRAM, 2002-2004
Table A4.1: Performance Triggers and Lending Scenarios

Low Case Base Case High Case

• Signs of macroeconomic
imbalance, including
government current
budget deficit exceeding 1
percent of gross domestic
product (GDP).

• No measures to promote
good governance and
private sector
development, particularly
in seeking approval of the
(i) import licensing
regulations, and (ii) foreign
direct investment
regulations.

• No progress in improving
the quantity and quality of
expenditures on social
services, particularly in
terms of expenditures on
education and health as a
proportion to total
government expenditures.

• No enforcement of
measures to improve
policies, regulation, and
institutions in support of
the environment.

• Rating of less than
satisfactory in more than
one ongoing loan.

• Prudent macroeconomic
management maintained,
including government
current budget deficit at or
below 1 percent of GDP.

• Measures introduced to
promote good governance
and private sector
development, particularly
the approval of the (i)
import licensing
regulations and (ii) foreign
direct investment
regulations.

• Steady progress in
improving the quantity and
quality of expenditures on
social services,
particularly in terms of
expenditures on education
and health as a proportion
to total government
expenditures.

• Effective implementation
of measures to improve
policies, regulation, and
institutions in support of
the environment.

• Rating of satisfactory in all
ongoing loans.

• Major improvement in
macroeconomic
management, including
government current
budget balance is zero or
positive.

• Effective implementation
of measures to promote
good governance and
private sector
development, particularly
the (i) import licensing
regulations, and (ii) foreign
direct investment
regulations.

• Significant progress in
improving the quantity and
quality of expenditures on
social services,
particularly in terms of
expenditures on education
and health as a proportion
to total government
expenditures.

• New measures to further
improve policies,
regulation, and institutions
in support of the
environment.

• Rating of better than
satisfactory in more than
one ongoing loan.

15
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Poverty Thematic Year of Total

Classification Priority PPTA Project Gov't Cofinancing

Cost OCR ADF Total (Others)

     None

     None

Energy

1.  Rural Electrification Network Expans PI ECO/ HD 2002 tbd 0.0 10.0 10.0 tbd tbd

Social Infrastructure

2.  Urban Housing Development PI HD 2003 tbd 0.0 5.0 5.0 tbd tbd

     Total tbd 0.0 15.0 15.0 tbd tbd

ADB = Asian Development Bank, ADF = Asian Development Fund, CPI = core poverty intervention, ECO = economic growth
ENV = environmental protection, GAD = gender and development, GG = good governance, HD = human development, 
OCR = ordinary capital resources, ODI = other development interventions, PI = poverty intervention, PPTA = project preparat
technical assistance, PSD = private sector development, RC = regional cooperation, tbd = to be determined.

2004 Firm Loans

2002 Firm Loans

Sector/Project Name ADB

Project Cost Financing (in $ million)

2003 Firm and Standby Loans

Table A4.2: Loans, 2002-2004
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Responsible Type
Division of TA ADB Others Total

Energy
1. Rural Electrification Network Expansion IWEN PPTA 700.0 0.0 700.0

Finance and Industry
2. Financial Sector Development IWFI ADTA 300.0 0.0 300.0

Total 1000.0 0.0 1000.0

Standby
Social Infrastructure

3. Urban Housing Development AWWU PPTA 500.0 0.0 500.0

Transport and Communications
1. Transport Network Expansion IWTC PPTA 500.0 0.0 500.0

Social Infrastructure
2. Urban Housing Development AWWU PPTA 500.0 0.0 500.0

Total 1,000.0 0.0 1,000.0

Standby
Others

3. Household Living Standard Survey EDSD/ PW2 ADTA 600.0 0.0 600.0

Energy
1. Private Sector Participation in Hydropower Devt. IWEN ADTA 400.0 0.0 400.0

Others
2. Household Living Standard Survey EDSD/PW2 ADTA 600.0 0.0 600.0

Total 1,000.0 0.0 1,000.0

Standby
Others

3. Public Sector Financial Management System PW2 ADTA 600.0 600.0 600.0

ADTA = advisory technical assistance, AWWU = Water Supply, Urban Development and Housing Division West, EDSD = Statistics and Data

Systems Division, IWEN = Energy Division West, IWFI = Financial Sector and Industry Division West, IWTC = Transport and Communications

Division West, PPTA = project preparatory technical assistance, PW2 = Programs Division West 2, TA = technical assistance.

2003

Table A4.3: Technical Assistance, 2002-2004

2004

Sector/Project Name
2002

Amount ($'000)
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No. % No. %

A. By Poverty Classification

1. Core Poverty Intervention 0 0.0 0 0.0
2. Poverty Intervention (Noncore) 0 0.0 2 100.0
3. Other Development Interventions 0 0.0 0 0.0

Total 0 100.0 2 100.0

B. By Thematic Priority

1. Economic Growth 0 0.0 1 50.0
2. Human Development 0 0.0 1 50.0
3. Gender and Development 0 0.0 0 0.0
4. Good Governance 0 0.0 0 0.0
5. Private Sector Development 0 0.0 0 0.0
6. Environmental Protection 0 0.0 0 0.0
7. Regional Cooperation 0 0.0 0 0.0

Total 0 0.0 2 100.0

C. By Sector

1. Agriculture and Natural Resources 0 0.0 0 0.0
2. Energy 0 0.0 1 50.0
3. Finance and Industry 0 0.0 0 0.0
4. Social Infrastructure 0 0.0 1 50.0
5. Transport and Communications 0 0.0 0 0.0
6. Others, Multisector 0 0.0 0 0.0

Total 0 100.0 2 100.0

Classification

Table A4.4: By Poverty Classification, Thematic Priority, and Sector of Loans, 2002-2004

2003-20042002



ECONOMIC AND SECTOR WORK PROGRAM

Type of ESW Strategic or Operational
Objective

Modality
 (staff/ staff consultant/

ADTA/ RETA)
1. Economic Work

Country Economic
Review or Update

Review and update country
economic performance, which
provides the macroeconomic
context for ADB operations.

Annual; Staff

2. Thematic Work

(i) Poverty Impact
Monitoring and
Evaluation

(ii) Private Sector
Participation in
Hydropower
Development

(iii) Poverty Impact
Monitoring and
Evaluation

Establish benchmark for
monitoring household income
and expenditure.

Establish legal and institutional
framework and examine viable
financial modalities for private
sector participation in
hydropower development.

Establish quantitative
benchmark for poverty impact
monitoring and evaluation
through a household living
standard survey.

Ongoing; ADTA

2004 ADTA

2004 ADTA

3. Sector Work

(i) Road Sector
Planning

(ii) Financial Sector
Review

Prepare a master plan for road
network expansion including
road maintenance, and rural
and feeder roads.

Review the progress and
achievement in the financial
sector reforms for private sector
development. This will provide a
framework for future
interventions in the sector.

Ongoing; ADTA

Ongoing; ADTA

ADB = Asian Development Bank; ADTA = advisory technical assistance; ESW = economic and sector work; RETA =
regional technical assistance.
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LOAN PROJECT SELECTION BRIEFS AND TECHNICAL ASSISTANCE
CONCEPT PAPERS

Table A6.1: Rural Electrification Network Expansion Project

A. Data
Project Number:
Country: Bhutan
Sector: Energy
Subsector: Power
Project Division: IWEN
Contact Person in Projects Division: C. Pappas, Senior Project Specialist
Programs Division: S. Ho, PW2
Tentative Loan Amount according to
CSP:

$10 million

Proposed Lending Modality: Project/ Sector Loan
PPTA: To be approved in 2002
Proposed PPTA Amount: $700,000
Attached ADTA: none
Proposed ADTA Amount: none
Start Predesign Phase: 2002
Start Design Phase: 2003
Approval Year According to CSP: 2004
Proposed Executing Agency: Initially, Department of Power; After July 2002,

Bhutan Power Corporation
Contact Person in Proposed Executing
Agency:
B. Description
Brief Rationale of Project: Poverty reduction through extension of the

national grid into the eastern part of Bhutan where
most rural poor in Bhutan reside. The Project will
provide electricity to approximately 8,000 rural
households.

Summary of Preparatory Work by DMC
and/or ESW by ADB or Others:

Preparation of the Ninth Five-year Plan by the
Government of Bhutan. TA 2912-BHU: Second
Rural Electrification Project; PPTA in 2002; and
the revised Power System Master Plan funded by
the Government of Norway.

Comparative Advantage of ADB in
Proposed Project:

ADB is the leading multilateral development
institution in the energy sector in Bhutan and is
heavily involved in restructuring the electricity
subsector through TA in areas such as (i) policy
and legal framework, (ii) introduction of the private
sector in hydropower development, and (iii)
corporatization of the Department of Power (DOP).
Through ADB assistance, Bhutan will enact its first
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electricity act in July 2001 and corporatize DOP on
1 July 2002.

Rationale and Scope of attached ADTA: none
Development Objective:
(thematic priority)

ECO, HD

Environmental Classification: C
Social Issues: No resettlement issues

ADB = Asian Development Bank, ADTA = advisory technical assistance, CSP = country strategy and program, DMC
= developing member country, DOP = Department of Power, ECO = economic growth, ESW = Economic and Sector
Work, HD = human development, IWEN = Energy Division West, PPTA = project/program preparatory technical
assistance, TA = technical assistance.
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Table A6.2: Urban Housing Development Project

A. Data
Project Number:
Country: Bhutan
Sector: Social Infrastructure
Subsector: Housing
Project Division: AWWU
Contact Person in Projects Division: W. A. Costin, Senior Urban Development

Specialist, AWWU
Programs Division: S. Ho, PW2
Tentative Loan Amount according to
CSP:

$5 million

Proposed Lending Modality: Sector loan
PPTA: To be approved in 2003
Proposed PPTA Amount: $500,000
Attached ADTA: none
Proposed ADTA Amount: none
Start Predesign Phase: tbd
Start Design Phase: tbd
Approval Year According to CSP: 2004
Proposed Executing Agency: Ministry of Communication
Contact Person in Proposed Executing
Agency:

B. Description
Brief Rationale of Project: Rapid population growth coupled with rapidly

increasing urbanization has created a serious
shelter problem. The development of a housing
finance institution to support the Government’s
priority in providing adequate housing for all,
especially those in the cities of Thimphu and
Phuentsholing, is an immediate need in Bhutan.

Summary of Preparatory Work by DMC
and/or ESW by ADB or Others:

ADB provided TA in developing a housing policy
and strategy framework, which included (i) public-
private-partnership, (ii) institutional arrangements,
(iii) Government initiatives and financing
arrangements, (iv) long-term finance opportunities,
(v) affordable housing designs for low-income
beneficiaries, and (vi) community consultations.
Based on the TA recommendations, a pilot housing
program is being implemented under the Danida-
funded urban sector project. The Government is
currently reviewing the Housing Policy.

Comparative Advantage of ADB in
Proposed Project:

ADB has been playing a crucial role in assisting the
housing and urban sectors through Loan 1625-
BHU: Urban Infrastructure Development and TA
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3022-BHU: Capacity Building in the Urban Sector.

Rationale and Scope of attached
ADTA:

none

Development Objective:
(thematic priority)

HD
The Project will improve the efficiency of the
housing finance sector so that it can better serve
the housing needs of low-income households.
Human development will be enhanced by the
increased availability of housing finance for low-
income households, since there is a basic linkage
between improved housing and human welfare.

Environmental Classification: B
Social Issues: No major social issues are foreseen.

ADB = Asian Development Bank, ADTA = advisory technical assistance, AWWU = Water Supply, Urban
Development and Housing Division West, CSP = country strategy and program, Danida = Danish International
Development Agency, DMC = developing member country, ESW = economic and sector work, PPTA =
project/program preparatory technical assistance, PW2 = Programs Division West 2, TA = technical assistance, tbd =
to be determined.
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Table A6.3: Financial Sector Development

A.  Profile

Department, Division, RM, Officer
Concerned:

IWD, IWFI, J. Tsunoda, Capital Markets
Specialist

Type of TA (ADTA, PPTA, RETA): ADTA
Name of Loan Project to follow (if PPTA): none
Country/Region (as applicable): Bhutan
Sector/Subsector: Financial Sector
Poverty Classification and Thematic
Priorities:a

Private Sector Development, Good Governance,
Economic Growth

Program Year:b 2001
Expected Approval Date (mo/yr): March 2002
Estimated Completion Date: June 2002

B.  Concept and Design

1. Rationale (specific problem/issues to
be addressed in TA)

• Lack of adequate financial intermediation,
especially market infrastructure for financial
sector development is a major constraint for
the private sector transactions in Bhutan. The
TA is a follow up TA based on the findings of
TA, Financial Sector Review, in 2001 for
reforming financial market infrastructure for
financial institutions in Bhutan.

• ADB has been a major funding source in
financial sector development in Bhutan.

2. Relation to Strategic Objectives (How
the TA addresses the following)
• poverty reduction/ thematic

priorities
• country strategy (where applicable)
• regional cooperation

The TA will help implement the necessary market
infrastructures for financial market development.
The financial sector needs to enhance
intermediation capacity for private sector
development, which has a higher thematic priority
in poverty reduction. Assisting financial sector
development has a strategic focus confirmed by
the COS in 2000.

3. Scope (specific major components,
e.g., capacity building)

The TA will upgrade the necessary market
infrastructures from the viewpoint of IT strategy
for the financial institutions and the capital
markets (Royal Stock Exchange of Bhutan) and
institutional capacity of the existing banking
sector including the existing management
system. The detailed scope will be defined based
on the findings of TA Financial Sector Review
2001. The preliminary scope of the project is (i)
enhancing the data management system of the
Royal Monetary Agency (RMA);

a Economic growth, human development, gender and development, good governance, private sector development,
environment protection, regional cooperation.

b Year of inclusion in the CSP or the CAP for transition period.
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(ii) introducing IT management information
systems among financial institutions; (iii)
introducing an IT payment, settlement, and
money transfer system; and (iv) HRD for IT
development among financial institutions.

4. Expected Outcome and Monitorable
Indicators

• Macroeconomic performance statistics
(financial sector )

• Draft final report
• Interim tripartite meeting
• Final participatory meeting

5. Previous TA(s) on the Same Theme,
in the sector, country, region (last five
years)
• name, amount, status
• assessment of outcome

• Financial Sector Intermediation Facility
(1997)—2 loans (policy loan to improve
environment for private sector $4 million; and
DFI credit lines $4 million)

• TA 3596, Project Appraisal and Portfolio
Management for Financial Institutions, ($0.4
million, 2000)—consultant selection stage

• TA 3212: Strengthening the Banking
Supervision Function of the Royal Monetary
Authority ($0.6 million, 1999)—completed. The
TA enhanced the on-site and off-site
inspection capacity and introduced an IT
system for off-site early warning at the
Financial Institutions Supervision Department
(FISD) of RMA. Based on the TA’s
recommendation, RMA will revise the existing
prudential regulation to apply the new on-site
and off-site examination procedures. The new
prudential regulation is expected to be issued
by July 2001.

• TA 3111: Upgrading the Royal Insurance Corp.
of Bhutan, Restructuring the Govt. Employees
Provident Fund and Introducing a Pension
Scheme ($0.5 million, 1998). The TA
confirmed the need, feasibility, and design for
introducing a new pension scheme. IT upgrade
work approved by the contract variation
remains. Ongoing.

• TA 2902: Capacity Upgrading of Financial
Sector Infrastructure and Entrepreneurial
Development ($0.5 million, 1997)—completed.
The TA implemented policy actions of the
second tranche release conditions of FSIF.
The policy conditions complied with by the
assistance of this TA are (i) operational
efficiency of the payments system improved
(the capacity of Thimphu clearing system has
been enhanced and Phuentsholing clearing
house was established in 3 July 2000); (ii) a
credit information bureau and interbank market
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created (the tasked team for designing credit
information bureau was established and the
total design including IT system was decided;
the interbank market is not operative under the
present circumstance of excess liquidity in the
banking sector); (iii) the legislation of the
Negotiable Instruments Act passed in July
2000.

• TAs 2284 and 2532: Restructuring of the Unit
Trust of Bhutan to a Commercial Bank ($0.146
million 1995, and $0.59 million in 1996)—led to
establishment of the second commercial bank,
Bhutan National Bank—completed.

6. Executing agency, implementing
agency, counterpart agency (for
RETAs as applicable)

Royal Monetary Authority of Bhutan

7. Cost and Financing Plan
• ADB Financing (JSF, TASF)
• Sources other than JSF/TASF

$300,000
tbd

8. Country, RETA IPF for relevant year $1 million

ADB = Asian Development Bank, ADTA = advisory technical assistance, COS = country operational strategy, DFI =
development finance institution, FSIF = Financial Sector Intermediation Facility, HRD = human resources department,
IPF = indicative planning figure, IT = information technology, IWD = Infrastructure, Energy and Financial Sectors
Department (West), IWFI = Financial Sector and Industry Division West, JSF = Japan Special Fund, RETA = regional
technical assistance, RM = resident mission, RMA = Royal Monetary Authority of Bhutan, TA = technical assistance,
TASF = Technical Assistance Special Fund, tbd = to be determined.
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Table A6.4: Transport Network Expansion

A. Profile

Department, Division, RM, Officer
Concerned:

IWD, IWTC, H. Masood, Transport Specialist

Type of TA (ADTA, PPTA, RETA): PPTA
Name of Loan Project to follow (if PPTA): Transport Network Expansion in 2005
Country/Region (as applicable): Bhutan
Sector/Subsector: Transport and Communications
Poverty Classification and Thematic
Priorities:a

Poverty Intervention

Program Year: 2003

Expected Approval Date (mo/yr): 2nd Quarter 2003
Estimated Completion Date: 4th Quarter 2003

B. Concept and Design

1. Rationale (specific problem/issues to
be addressed in TA)

• As the only mode of transport, effective and
sustainable road network is closely linked to the
social and economic well-being of the country.
Extreme geographic conditions and
mountainous terrain pose challenges to
provision of sustainable transport links,
particularly to remote rural areas.

• Implementation of the road sector policy
reforms in the absence of legislative cover.

• Low capacity of the responsible executing
agencies in the road sector.

2. Relation to Strategic Objectives (How
the TA addresses the following)
• poverty reduction/ thematic priorities
• country strategy (where applicable)
• regional cooperation

The TA will develop plans for better access and
improved roads, which will lead to economic
growth, particularly in the rural areas where 79
percent of the population resides. This is in line
with the current CSP. The much needed capacity
building will supplement the human development
effort, one of the thematic priorities of the CSP.
The national road improvement component,
particularly for roads leading to the border
countries, will help the regional cooperation
initiatives.

3. Scope (specific major components,
e.g., capacity building)

Develop program for improvement of the national
road network and improve and expand the district
and feeder road network in accordance with the
road sector master Plan.
Develop framework for implementation of policy
reforms.
Continue capacity building of road sector
agencies.

a Economic growth, human development, gender and development, good governance, private sector development,
environment protection, regional cooperation.

b Year of inclusion in the CSP or the CAP for transition period.
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4. Expected Outcome and Monitorable
Indicators

The TA will prepare a project suitable for ADB
financing, which will improve the national, feeder,
and district road network based on the road sector
master plan; address the sectoral reforms
including private sector participation, provide a
mechanism for sustainable funding of
maintenance, address road safety issues, and
continue capacity building of the road sector
agencies. The monitoring indicators will include
reduced transportation cost, adequate
maintenance funding, and fewer road accidents.

5. Previous TA(s) on the Same Theme,
in the sector, country, region (last five
years)
• name, amount, status
• assessment of outcome

TA 3107-BHU: Road Transport Network
Development, $650,000, completed.
TA resulted in Loan 1763-BHU(SF): Road
Improvement Project
TA 3470-BHU: Road Planning and Management
Strengthening, $954,000, Ongoing

6. Executing agency, implementing
agency, counterpart agency (for
RETAs as applicable)

Department of Roads
Ministry of Communications
Royal Government of Bhutan

7. Cost and Financing Plan
(i) ADB Financing (JSF, TASF)
(ii) Sources other than JSF/TASF

$500,000
tbd

8. Country, RETA IPF for relevant year $1 million

ADB = Asian Development Bank, ADTA = advisory technical assistance, CAP = country assistance plan, CSP =
country strategy and program, IPF = indicative planning figure, IWD = Infrastructure, Energy and Financial Sectors
Department (West), IWTC = Transport and Communications Division West, JSF = Japan Special Fund, PPTA =
project/program preparatory technical assistance, RETA = regional technical assistance, RM = resident mission, SF =
Special Fund, TA = technical assistance, TASF = Technical Assistance Special Fund, tbd = to be determined.
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