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V"Industrid Davelopment”, dated 8~17-70, eag of which ig att: r&:ed Thn pmject*s
‘objectives ave as follows: '

o To fuviher bm prove the mvmhuenf climate created and u:aplom@med (_m}
167 nif nenti'z Private Invesiment Law and o increase reliasce o

f eontrela. -

To provide more technical support for existing small privaie industir
ihrough the provision of counseling seyvices in the aves of jndugirial sxtension,

o
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3. To help create bettex overall suppoxi facilities for privaie enterprise .y
yst op i tmitad Bu.npemer in the creatlon of new sources of commanial
redit, and in gensral all those vital elements which normally cpersg

ecioer but whie 1 are still i_acksng in Afghanistan; ineluding
fod fmprovements in commereial legialation.
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2. Develop eviteria and policies favorable {6 investment in the pmvme secbmf e
&ad for direct Oovernmenial participation,

«
-
s
W
P
[+
&
o]
e
w
g
)
&)
o]

~

3, lindeavor as & matter of urgency for the establishment of the Indusirial
";f’iﬂpme«nt Benlk, ' o

o AT Weamorrnc




&

by -
nd th

duetive

(4
itice 5

ported S
33‘9‘ in i:lie Ui) gé, Lmd SETy

v

ar

)
P

7 Center through

it

g:fmﬁfﬂi of
pr

ih
L4

£

8
3
Comsy
1,650
1,500
L8

nds fo provide a vesident
P
e

23
les

35
7

o
‘¢J

i

avt

(;

ters for
g

15,

growth of such support

Ha

ate budget and g

o
]
_..IL
&
&2

]

%3
o
pad
m_.r,.m
ol
2]
=2
(v
.

8,

[
a

her donos
necessary

moerce

Ministry of Com

f adaqu
L
L

G

AT 0. G

LY

HeI 0
BF

Y

L

i

R

FARNY

s TN CR
,Vsﬁtﬂu




sseea ‘V*ﬁ FE

 Afghanistan

i
£
§

H
k]

 Pastioipnats:

Clenving, handling and onforwarding of commodities from dpplief?s Ealwery %iut
6y aop ‘naair shipments via Bus?’ut, Leh«mma, heo s Be,imt Ef‘)&zmn to U‘:?AID

1 'Pa ba provided by amendment of this Project Agvesment.

An amount of $4, 000 i provided for three TCN's to conduet in-country seminars, = |

RGA Contributiong:

narce and the Investment Commitiee in cwp ation with the
co are t; o provide adea ate Afghon profeseio E staif for both
Soovetariat of the lavesiment Commitie t‘, work with the {oreign
I the numbar of

WA

T

flce space and office egulpment, Indiially,
this pz p se shall be a minjmumw of 12 The

1 total ameount o
3 and cmm zzie t&‘m Secretaviat of the Investment Commitises and ths Agen
stablished to support ﬂm pu. vate indusiris] sector (nvests pnﬁ Advisory C ncer)

1 he {;'»”:UL!J Afs 1,0 million (Afs 700,060 for the Secretaviat and Afs 308, 000

2 éf:enmz?}g "':-‘»trt‘ 1350 the Minis i;wy will require a budget to maintain Scevetariag
a0t least the present level and will endeavor to provide at least 48z 600, 000 for
~; A!‘ {3*

FOR QCEAR SHIPMENTS.

g and ¢ wm‘;r'fra:*dmg of commodities shall be provided by AID frox

ory Poiut, i.e,, designated ocean port to . 0. B. RGA ~ provided
3 SATD Terminal Delivery Polnt neavest the project site, 1. e.,

> o Chargn, Pakistan, Meshed, Iran or such other locations outside

vistan as sJ AT and RGA wmay jointly esia ni sh as an appropriate USAID ,

;.1'!i Delivery Foint for AiD-{ivavced surface shipments, Shipmenis willbe =

mads via .{}azgi‘.si.; n untesa otherwise mutually agreed, ' 50

I BIGHATURS L,




R RL R N

“1Tarmiual Delitmry Points, ice., appmpt‘.at@, ai z*pmts in Al;rh'mi tclil, ahah be

,7 Finam'sd bv USAID

i FGR DIRECT_AIE smpmmss

Clea '*nq;,, aandimg, and forwarding of commodities from vource of pﬂ;’ﬂufemént to
Sapplier's Delivery Point, i.e., appropriate airports in Aighanigtan, shallbe =
financed by USAID. These arve further designated as USAID Terminal Dalivery Points.

Ths R Covernment of Afghanistan undertakes to accept delivery of commodities

at arzy above mentionod USAID Terminal Delivery Poluts within the free
poriod yiil provide and pay onward transpoviaiion and all other charges {o
Uit satination, Afghanistan., The USAID similayly undectakes to so scheduie
&l - Terainal Dalivery Poinis at a rate cermensurate with RGA capability

for s ing onfprwarding irangporiation,

sivtenance of Commodity Records:

tout Ministry/Agency will prepare and lssue reports for all commadities
: J < this project which arxe tiile d with the Royal Govermment of
‘é;filfmisgssrz within ten daya afier rec eipi {f those coramodities and will maintoin
sary reeavds 1o ensure propey conte 's, a nd use of the somineditiss for their
et purpose.  Thess vecords w E‘i be intained in English and AID personnel

ented ready dccess to them upon reguest.

Commeadity Praocurement:

ed soures of precurement for all commodities covered under this
¥ Agresment will be United States only, Any procurement reguirved io be

e fzm‘g non U, S, ssurces ghall be flnanced by the Royal Government of

I For tha Caspornding Bovarmend or Aguasy : G*@r i & 4-4 Eﬂssﬁaﬂmd swiagré?
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i A@f .h;m_i et E’sﬁdustrial Dovelopment

: Fmgvs'z ;r the privaie 17&?‘"‘3im€:ﬁi progran hag heen cong 1d%°ab! ﬁ.s of ()c,tahﬂx 1,
187%, u to ":;’3, ol \;i planty premoted weder the program ware in operation. 18 mors were =

on oy :?‘Ezdﬁ“! for operation, and 26 mors in the plannisg siage. Five of
¥ "aigs'a parficipaiion, snd 23 additonal plants with foreign
d by the Commities. About 20 percent of the new -
,',d. meake a asjbf-:@xztml contcibution to Afghanistan’ 8 ¢ ;'art
o2 the praevious project agreement, uhm*gh; and CemgaLy
which arvived in April 1971, ic begln implomentation
;.-:;:r'n nt go ‘2-._1: The pmg’mss in private fnvest~
; Dk Qi considzrable hiantus -
v sm the momentum in
;hs program have
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vaahinent
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The Mindgivy of s and the fhvestment Commitiee in coopevation with the

e"‘hambr: o te provide a quelified .Afg ian profesgional staff for both
i ‘ mmitiee to work with the foraign
ipment. Qzadaiﬁczﬁnﬁﬂ‘; shall includs

aﬂg/ or enginearing, and ctvil :
an an.memat ffﬂrt s

t appropriate levels. The ¥
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sight for the Secre
',Se.,retfu“;#\ sha li
' "The
Direcior and af Eo" agt giy other qualified counterparis. The Divector °ha11 be of -

Pﬂﬂ Kk .

ﬁnr?ét qud ei rht fcr ihe Emfesiln@nt Aﬂvisory (‘kmffr, The :
2 hoaded by a qualified person holding at least Director Gsnsaral;
ent Advisory Center staffing will include a Direcor, a Deput y

Divecior Geaceal vank, have a background in economics, business cmnimstraizon or
engineering, a1d have demonstrated inftiative and managerial taleni. Should Peace

Corps accoun:

regusgi, one

to ;.e;: el mw
showtz affs

nais he assigned to the luvestment Adeigory Center ¢ the Winigiry's 0y
Witlonal counterpart will be assigned for each Peaco Corps acc01111tant;a',,'i,"

irad to ataff and operate the Secretariat of the Mvestinent Commitise
2 Advigsory Coenter would not be less than Afg. 1.5 mdlHon (Afs. -
retariat and Afs. 600, 060 for the Center). The Ministry will toke
vhay ':han no rmaal galavies to the Afghan siaff of the IAC, according

‘ 28 where the individual staff ;weraberas have

Jindstvy will p:acs Both the Saeretariat apd the
armanant budgets befora the and of the peried

ns yeari.
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The Royal Covernment of Alghanigtan undertake sapt (mhﬁ& y:(’)fﬁémﬁﬁﬁiﬁéé
at any of the aboye mmxiiozzel U%’Mim Terminal De i\faz’y Polnts within the free pﬂriod
‘and will pro ide an : sportation and ail othe £2) clucmes to Uldmate
on, i3 stinilarly undertakes to so gschedule sthments

commensurafe with RGA capability for smplvmg
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Th? z;e::els and ob;am.,fms of this projoct ave ag féiiawss
L Geal I: T agsist the continued expanaion m‘ tha pfivais., iadustv*as Je‘sct,,\r m
Afghanisian through assistance to the Wvsatment Commmitize in ity operations. Tn"ﬂ '

apal con e dividaed Into thres 033:’@ ivEs s

a. Ascelerats the pace of the project spproval and project implemeniation

g B  Azsist the Tnvegtment Com m“tt o devaelop jadusivial devalopment
t policies of general appileation.

s Assist the vesiment Commities in the preparvation snd preseniation of

162 pag
3 pyrogram of impoilt duty mr‘ﬁfﬁ cation o mprove e pelationshiy of dutles on ﬂaw
Pt v gad Eichad goods to 1 on and sxpan

o promoie domasiic industrial gsz;*r;:duc
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% : C{}nl ‘ﬁf' ¢ To parform ?esczaroh on ivaugﬁrzai dqura‘iapmeﬂt tepﬁﬁs and en
,,ralm,ad topics to suppiam@m, other efforts in this fieid as needsd and mqu@sted
33},1 :‘ne R(xd,

COURSE OF ACTION

To achiave these geals and objoctives. the Minlstry of Commerce mtﬂﬂéa ) th@
stont of jt ability and fn line with the Fovelgn and Domestic Privais Wvestment.
aw of 1§67 and undar the leadershio of the inter-minigiorial vsstnent Commitize, i{)

oy
egx
-
I

1.  Coptinve the encouragement of non-Govsroment aousté and commereial

investmant in lodusivial proje 'i;s as dofined in the Law, ond eliminate administrative
shotacles to privale investors.
2. Devalop criterla and policies favovable to invegimant in the private assetor
ing prooesg. provide clear guidencs to the inmstzzm

in ordeyr to asslsl the dscision mak
ficials and make more afficient the project Implemeniation process.

3. Moks every efford througd the assignnwnio ied peroonnsl asd the
fnetituiion of pational procaduves o make mors offici ' £ ths Invegtmont
Committee Seo L 1at by ovder o provide batier gepv he nvasioers.

4. Naks every effort o @siz‘:‘aié;ﬁ sed ausure the operation of an indusivial pavk
agar Kabul includiog iF nocesgary. the croation of an independent Industrial Park
Authoyity.

5.  Awmsure the provision of neadsd Afghen sinff in ade quats number and of tha
best avellable qualily for the lnvsatment Advizory Cesater and the provision of an
adeguatz budget to support the Javesiment Advisory Center,

= -

€., Seck additional seeded wapare assistance for the Mvestment navige:aéfg sunher
ugh the TN progiam ow ofhsr donors.

%
@

7. Touier ihe gvowth of such suppotvting Wstitutions for the growth of business
and industey a8 cchools of accm.*?ia managomenst and other productive shkiils and
consulting servicss on marketing snd mansgement pm‘iﬁ@m& o L

USAID will agsist ﬁnﬁ RBGA E} continulng a resident group of ﬂ%i!aﬂ @gpsﬁieaced
wanagement and geonomic advizors. supporied b;r addi tmna! ghort-term speciaiis:.s ;
3.2n6, provision of pariicipant fraining, in the 1, 8, and other friendly ww&iﬁes, o
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ssis*t ﬂm .&wcafmem Com ﬁme and ﬂ:m Iz:we@vmmﬁ Aciwisow (‘enter acaomplish the
tnsks cited in thig S;nﬁzo.:a, and the goals get forih in Progeca Fbyewtiv;zs, '.almveo S

 PROGRE: g TO DATE.

~

vogress in the private nvestwent program bag been congiderable, Ag of Februaxy
w?*, a total of 86 plants promoted under the program were in operation, 14 more

w re under congteaction or rs uy for opexsation, and 47 mors i the planning siage.

A total of 201 luvestment applicationg bave bean approved Iy the Commiiies, About

,,,%6 percent of the nevw factorvies arve expoxb-oricnted and male a subgtantial contyi-

- hution to Afghanigtan's expori eammgm On the instlutlonal side, an aggeciation of-

' Afghan Privaie fovestors with 56 memboera was created and the Mdusirial Develop~
ment Bank is schaduled to be open for businssy by the end of Mayvch 1973, During

¢ the year, Cheeshi ang L‘om;;agy bas continued to provide a threg-man team, and

one. shoﬂwitz“&m advigoy, "0 further implement the joint UBAID/RCGA mdustrial Develop

ment goals. Ia addit ion to helping maintain the momentun in the pr ogram, the

Cheeohl team and the ’5 v foreign aavisors to the program have asgigted in making

; improve mrd-ﬂtu in ilze Gy gaﬂ zation of the vesiment Advisory Center, takep steps {o

115 work and have provided the Javesioent Commitlee with
raconmumendations inciuding 2 change Io the iaviif stvaciure a8,

al framework for the developinent of the private iadus trﬁai seutoy

ive Vear Plan. Isvestrewi Commilttes meeil ,;, were held regulasly

ze in the mmbnf of approved invesiment ap ‘~§i éia&sg

[}
1]
5

3
Mote
i
p—l
h}
p’\
uZ

Paeraosual

byt r vy G

Uader an extension of the nregent con tract with G‘hgechs and Cmnmaa} UEATD will
! provide - :

Lo Preseni resideat U, S c‘nt“'ws advisors, as follows-
Senjor dusirial Beonomiag
Financizl-Management E.xpar‘s

2, Research capablliiy by a resident apescialist and/ox Jbori:uawnﬂ dﬂvi SOXY

' mervicen fov special tagks to be dotermined by the vesident advigora ‘in agre mmeat
i with the Mmlmry of Commerce and USAID/Afghanigtan,
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¥unds fox ‘sommodhiﬁs, such as bools for the IAC library or necessary equipraent,
- NTE $5,000, ave included,
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Subject f:n the availability of funds, and the availsbility of suitable candidates in t}te
privaic secior developmend program who can bs spaved from their work, the Emaied
Sates CGovernment will pr ovuld training of one.or more of the following kinds,

~~L0ng terimn {mors than ohe year) advanced university ox related training in the
United States or third countries.

=<Jhortar torm {gix months or s%s‘ on tha job training in indusivial developroent
promotion institutions or related ing fitations in mq Uﬁzm? Siatos or third coumtries,

-=Erovision for attondance at important rmestings and conferénces which promots
the goalg of the project,

Funde for these activities will be mnd available when candidates betome available
aud ars nominaied, if and when funds are available,
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";}ﬂ‘my Costy

Nesessaxy fuedg will | m, provided for invitational travel and seminara at the tlme
of deteymination of nesd,

RGA CON? RIBUTIONS

The Royal Government of Afghenistan, through the Tnvestment Comuiiies and
Ministey of Commerce, and with the Cooperation of the Chamber of Comrbered,

ave to provide Alfghan p rzscrmael in adegnate mmbers and gualifications for hoth the
Se reia viat aad the Tavesiment Advisory Center. With regard to the vestment 4

Advi j Center, the existing budgeted stall consisis of 10 professionals, vfhich' ,
inghu % a Director and a Deputy Diracior as well as exghi other profesyi o.ﬁa!a,
and = :&x ou-profossionals (conim.usd)
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306-11-910 116
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- ORDER/TECHNICAL
ST N SERVICES e INDUSTRIAL DEVELOPMEE\IT
14, Appropriuhnn Symbol 5, a. Allocmonc Symbol & Charge “5. b, Funds Alloned fo: . : S
__T2-111100k - 154=50-306-00--69~11 CIAIDW. D Mission
6.7thigotrlonr Status o 7. E_] Orig:!nolrrorr A
© Administrat Funds Obligated , AN
7 ,so:‘::\:;:ir?g“ qu"gaﬁon % bJY PI‘QAg g Amendmeﬁ! No.:
. .3.'N:o.' of Tachnicions 9. Services t¢ Start (Mo., Day, Yr.) 10. Duratian (Mogi,‘hs) :
: ’ 3 ,Bctween:DecO 'TO And: Max. '71 0. Of Services = b, Of Finuncmg 15
1. o Type of Action Cooperating Participoting Agency )
“ [ AID Contract [C] Country Contract [] Service Agreement ] Other
}l. b, Authorized Agent .AID/W
N Financing )
:31.00 - A. Previous Tot.ul B. Increase C. Decrease D. Total to Date
;12. AID Financing
o Dollars 247,000 2lT7,000
U.S.-Owned
* Local Currency
13. Caoperating Country
Contributions
a. Counterpart
. b. Oiher
14. Mission 15. Objoctive for which the Technical Services are to be used (Describe)
Refarences E : - /
The purpose of this PTO/T is to provide funding for a new industrisl
TOAID A-35T development project as explained in TOAID A-357, dated 8/17/70, to be

and usual backstopping.

staffed initially by three U.S. contract advisors, with four months
annually of short-term consultants, home office consultstions as needed,

16 Mission Clearances Date

Mission Cleararces Date

17. Date of Original Issuance

December 11, 1970

18. Dote of ihis Issuance

December 11, 1970

19 ‘For the CoOporahng Country o
The lerms ond candmons set-forth herein ore hereby agreed to:

20. For the Agency for International Development -

L

e

=
ot =; ng“afr ik

T BIGNATURE. oo

DATE

e T SIGNATURE ..

Dmpu“ty D.‘].I’E’C'EO

S ITITLE
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SOPIOT s i Projoct/Activity No, and Titl L

s PROJVECT;lMPLEMENTATlDN 3'05_ =t j'9’10°_{16 fie:

- ORDER/TECHNICAL
. SERVICES INDUS]?RZ’-\.L DFVELOPME[[\TT
, > , ' SCOPE OF WORK

2\ Scope of Technical Services

_"A. Description (See LDTLOHMENTS A and B for full description)

(1)

(2)

(3)

(%)

To further improve the investment climate and to increase goverament re-
liance on indirect, rathexr than dirsct, contxzols.

To assist in Afghen industrial extension services to coordinate technical
support for smell private industry thiough the provision of couaseling
sexrvices.

To help create betitar overail suppoxrt facilities for private enterprise by
acting as a catalyst ox limited supporter in the creation of new sources of
commercial and industrial credit, beltiter commercial legislation ard, in
general, all those vibtal elemer’ts which normslly operate in support of the
private sector but which are lacking ia Afghsnistan.

To identify the insights and informstion that are reeded to guide the RGA
in the development of indussyial policy (topics for research).

B. Technicians s (d) Duration
' of Assigament
(1) (o) Number (b) Specialized Field (c) Grade and/or Salary (Mon -Months)
1 Senior Industrial Ecoxnomist $30,000 level 24 mos, starting Jan.1971
(to act as Chiet of Pardy)
1 Tnvestment Consuliant $25,000 level " "
1 Financizsl-Managemens Expers $25,000 level " "
(Continued)

(2) Duty Post ond Durotion of Technicians' Services

Kabul - 24 mcnths. '

(3) Access to Classified Information
Only the Sernior Industrial Economist should be cleared up to CONFIDENTIATL oxn
a "need to know" basis. However, clearance procedure should be started afizr
arrival at post in oxder not to delay his arrival.

- (4) Dependents X will {7] Will Not Be Permittad to Accompany Technicion

< C. Financing Costs of Technical Services

@ eyap.s 22,000 (2 By Cooparoting Convry - (a8 stated in the ProAg)
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23. Eqﬂlymnt nnd Supplln (R-lmod fo the services described in Block 21 and to be procured outside the Coopcraﬂng Country by the luppller i

, ol these nfvlcn)

A', (I) Qmﬂg (2) Dascription . (3) vEsflmafoa Costs
Code Tl Typewriters, caleulabing machines $1,650
89 Small industrial library (initially) 1,000
89 Miscellaneous manufactured articles as
necessay; , - 2,350

B. Financing Costs of Equipment and Supplies
m B,Y, AlD.- $ 5,000 {2) By Cooperating Country — e

23. Instructions te-Authorized Agent

ATID/W will negotiate and execute a contract for the sexrvices vequested herein.
The contract should allow for +the local employment of one bilingusl secretbary
and one local liaison man in support of trhe contract team, as well as other
logistical support such as transportation; etc. (to be paid for out of Mission
Trust Fund Budget).

The contract should contain provision foxr the recxuitment of short-term advisors
(four man-months a year) for gpecial tasks to be proposed by the resident
advisors in agreement wis USAI;J/A. These would be provided by the contractor
on a task order basis to pm\rlde specified consulting services in such special=-
ized fields as financial law, expgort markebing, fruit processing, etc.

(See also ATTACHMENT D)

24. Special Provisiens
A. This PIO/T is subjechto AZD conbtraching :."zgula,t»onm

B. Except as specifically avlthorized by AT.D/»«I oxr when local hire is authoxrized
undei the terms of a contract with a U.S. supplier, sexvices authorized
under this PIO/T must be obtained from U.S. souxces.

C. Except as specifically authoxrized by ATD/W, the purchase of commodities
auvthorized under thls PI0/T will Te Limited %o the United Shates under
Geographic Code 000,
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25 Roporu by Supplior of Sorvleu (Indicate type, content end format of raporn required, including lcnguago fo bo used If othe: thcn Engllsh, i
: fmquancr or timing of reports and any epecial requireiasnts)

A, Bl-Weekly Status Repoxt

The contractor shall submit to the Industrisl Development Division, USAID/A,
8 bl-weekly status report ox hisg current gctivities.

B. Semi~Annual

The reports required by sub-clsuse 29.(a)(l) of the Genersl Provisions of the
contract shall also evaluste the xate of accomplishment and analyze any cilr-
cumstances that cause the progress o be other than expected. The report
shall be submitted in 20 copies So ‘the Industrial Development Division, USATD/A
and three copies to the Contracting Officexr.

Ce Annugl

The contractor shall submit o the Industrial Development Division, USAID/A,
annually a report on head office backsbopping activities (20 copies).

(Continued)

26. Availebility of Background Information (Additional information useful to Authorized Agent end Prospective Suppliars; If nacessary,
cross reference Block 21.B(3) above)

There exists a considerable amount of written material concerning the development
of the private industrial sector in Afghanistan. This material is available both
within AID offices and the Missior. and will be made available to the contractor,
at his request.

27. Relationships of Supplier to Cooperating Country and to AID.
A. Relationships and Responsibilities
The Ministry of Commerce is the Host Govermment counterpart agency responsible
for the implementation and operation of this project activity., In addition to
being the counterpart agency, the Ministry of Commerce will also serve as: tho :
B. Cooperating Country Licison Official - (COI"tlI"ued)
. Ministry of Commerce, Dr. Akbar Omer, and other BGA ' e
;off1c1als as de51grated., :

'”':'—AID Llolun O"iclo!l i’ o ,
phlef, Industilal Developmeau Liviglon,

ISATD/Atghanistan, or his designee
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LOGlSTlC SUPPORT

,,28. Provhiom for LognNc Supporf In Kind From Local Currrcncy

' A Spcclﬂc ltems (Inserf “X" In applicable column at right. If Supplied By Supplied By
entry needs’quallﬁcahon, insert asterisk ond explam below = .

ln (8 'Comfﬁenfs”)

Cooperating Coopéfatlné
AID Country AlD Country

(1) Office Space -~ - x

(2) Office E%uibment v ' x

{3) Housmg “and Uhhhes 7 x

(4 Furnifure ~

(5) Househojd Equipment (Sfoves, Refrig., ete.)

o

{6) Transportahon in Cooperohng Country s

(7) Inhtpvatar Services ' X
Other: (8) Per Diem = Local Travel X
(Specify) (9)  Commercial = Iocal Travel X

(10) Per Diem -~ International Travel ¥ X

1) Comm1=r01al - Internatl. Trovel X% X

(12) Secr=tarial Services X

(13)

{14) -

as) " %To_and from Third Countrigs

B. Additional Facilities Available From Qiker Sources

Cooperative Commissary will be made svailable. The U.S. contract technicians
are entitled to all other benefits and logistic support on the same basis as
ATD dlrect-hlre employees, except that they shall not be entitled to R&R until
they have served a full 24 months within the country.

C. Comments

Semi-annually, intermational travel (round trip, economy class) and per diem.
may be’ relmbursed in U.S. dollars under this _PIO/T for a visit by the project
su.perv:n.saor in the home office of the contracting firm. The visits will be
authoriZed by the Contracting Officer after USAID and ATD/W. clearances.
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306-11—-910-'116

INDUSTRIAL DEVELOPMENT

FINANCIAL AGREEMENT

29. A. Cooperating Country Financing

Puuuenf to paregroph

weof the [T]PROAG or [] Otkier undarlying document signed on

. ‘ond subject to the amount shown in Block 13.D obove, the Cooperating Country will provide all local currencios required for the oxpendis -
tures within the country, during the period starting on the Date of this Issuance (Block 18 above) end ending on the Final Contrlbuflon

Date of the [PROAG ¢rotherenabling document ] :

authorized under this Project Implementotion Order, with the exception of the fallowing types of expenditures, which AID hereby agrees

to assume!

B. As of tho effective date of any contract or agreement executed under this Qrder, the country will establish in the nome of tho rupplier

of the services described hersin, a local currency advance in the amount of:

30. AID Finencing ’ ProAg dated November 21, 1970

Pursuant 1c the provisions of the above-referenced Project Agreement or other document, and subject to the limitation of the Totol to
Date as shown in Block 12.D above, AID will provide all U.S. Dollar Currencies required for expenditures, during the period starting:
on the Date of this Issuvance (Block 18 above), ond ending on the Fina! Contribution Date of November 21’ 1973

authorized under this Project Implementation Order, with the exception of the following types of expenditures which the Cooperating

Country herghy agrees to assume:
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- Block 21eB=(1) = Continued

In addition, up to four mane-months per yesr of short«term advisory services,
plus home office consultation as needed, for special tasks to be determined
by the resident advisors in agreement with the Ministry of Commerce and the
USAID/A, as well as the usual backstopping.

(See also ATTACHMENT C)

Block 25 = Continued

D.

Final

Prior to the permanent departure of the contractor, a comprehensive descrip-
tive final report will be submitted to the Industrial Development Division,
USAID/A, covering the various activities since the inception of the contract.
The report will provide a complete descriptive listing of the activities,
problems and accomplishments against project targets. The report shall be
submitted In 25 copies.

Other

The contractor shall provide, from time to time, such other reports as deemed
necessary and requested by the Director, USATD/Afghanistan o1 the Chief of
the Industrial Development Division.

Block 27-A « Continued

responsible liaison agency for coordinsting those activities undertaken by
the contractor with other RGA ministries and agenciles in seeking achievement
of contract objectives,
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AFGHANISTAN - INDUSTRIAL DEVELOPMENT

ATTACHMENT A

Background Information

Summary Description

e

Project Goals

Afghanistan is stressing the development of private industry in

response to the developmental needs of the country. Among other things,
this project is designed to assist the RGA in the elimination of specific
obstacles which inhibit its industrial development and to support ac-
celerated industrial growth. Our joint goals are:

(1) To further improve the investment climate and to increase govern-
ment reliance on indirect rather than direct controls.

(2) To assist an Afghan industrial extension service to coordinate
technical support for small private industry through the provision
of counseling services.

(3) To help create better overall support facilities for private enter=-
prise by acting as a catalyst or limited supporter in the creation
of new sources of commercial and industrial credit, better com-
mercial legislation and, in general, all those vital elements which
normally operate in support of the private sector but which are
lacking in Afghanistan.

(L) To identify the insights and information that are needed to guide
the Royal Government of Afghanistan in the development of industrial
policy (subjects for research).

Purposes Served

While recent progress in the industrial sector is impressive, in good
part it reflects the promotional thrust stimulated by the previous U.S.
Private Sector Development Project (087). That project was largely the
brainchild of the previous Minister of Commerce, Dr. Noor Ali. However,
to star. vhe wheels of small private industry spinning is one thing, but
to keep them running at an ever increasing speed constitutes another
much more difficult task., TFor this reason this new project is directed
at the consolidation of and greater support for newly established, small
private industry in Afghanistan. Psychologically, this distinction is
also relevant, since 1t shows that the RGA met its original commitments
under Project 087 and is now ready to take the next step.

(Continued)



AFGHANISTAN - INDUSTRIAL, DEVELOPMENT

APTACHMENT A
(Page 2)

At this stage, the country needs help of a somewhat specialized nature.
In one sense an existing and cumbersome bureaucracy must be taught how
to handle private investors so that they are actually encouraged to
start new ventures and, in another, the project should have a built=-in
component to diminish the role of this bureasucracy so that gradually
more emphasis will be placed on policy, indirect controls, and getting
the government out of the business of handling problems which the
indqustrialists themselves should handle.

Significance of Intended Results

It its totality, the project is designed to:

(1)

(2)

(3)

Increase wealth through the proper motivation and mobilization of
the private sector, as well as through diminishing the influence
of monopolies and, in general, of those groups resisting change
(economic).

Create a group of private entrepreneurs who could gradually become
a driving force in modernizing the economy. This, in turn, would
lead to a certain degoee of social change, resulting ultimately in
a more democratically oriented society (political).

Increase the belief that economic and social advancement can be
obtained through individual competence and effort rather than
through preference based on influence, kinship, caste, social
status or race (social).

As already mentioned, in time the side effects of a dynamic private
sector could well prove to be much more important than the mere creation
of a number of new productive facilities., The ultimate test lies in
whether or not private industry in Afghanistan will become self=-
sustaining, as well as whether or not the new methods and training
derived from it will become a part of a greatly modified and modexrnized
Afghan way of life.

General Approach and Plan of Actlon

At its minimum level, the project is designed to consolidate present
gains achieved under the 1967 Foreign and Domestic Private Investment
Law and to support further growth in the private industrial sector.

The general approach is to support RGA efforts to foster the continued
growth and improved efficiency of infant industrial enterprises, through

(Continued)
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ATTACHMENT A
(Page 3)

the service of a small group of resident advisors and short-term con=
sultants of varying capability, as needed.

The advisory team, to be provided by a consultant firm under contract
with A.TI.D.,; will work with the Investment Committee as indicated and
will assist and support the Investment Advisory Center as it develops
the ability to offer an industrial extension service. TImportant smounts
of technical services provided by other donors will need to be co=
ordinated into this service.

Economic, Social, Legislative and Administrative
Obstacles to be Overcome for Project Success

Apart from the traditional obstacles facing the development of the private
industrial sector such as: (a) lack of management skills at all levels,

(b) an inadequately trained industrial labor force, (c) a lag in agricul-
tural production to support the expansion of agricultural processing
industry, and (d) a serious lack of experience at the working level of the
government to deal effectively with the problem of a budding private in-
dustry, there is an almost total lack of supporting facilities which even

in most IDCs usually stand behind the private industrial sector. There is

no proper legal base for business, there are no industrial banking facilities,
no external economics, and transport is expensive, Even the cashing of a
check frequently presents a major problem. Repossession is unheard of in

the absence of a chattel mortgage law. Obviously, the project cannot address
itself to all of these problems. For this reason, it can only stress a
selective and, as the case may be, catalytic approach.

While the general problems are more or less Uypical for a developing country,
unfortunately the specifics are not. Yet these specifics are freguently
crucial in ‘the micro-~economic environment of the private sector. The role
of a contract team in policy guidance and institution building will have to
be filled in the context of that kind of specifics. Furthermore, many of
the problems the term will cope with are of a very specific nature. For
instance, the trouble at one point may be the elimination of the cumbersome
visa procedure for visiting businessmen, at another the reversal of an un-
workable decision by the power company, and at a third the reversal of a
lower echelon decision to harass private investors. Problems of this nature
may appear to be minor, yet if no proper guidance is provided on how to
solve them, the individual investor's prospect may well remain blocked.
Obviously, this type cf activity on the part of foreign advisors can only
ve justified by the fact that once a solution is found and a policy is es-
tablished, the same problem will not occur again.

(Continued)
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More recently, some of these problems have shifted from the specific into
the more general, in line with the growing complexity of industrial develop-
ment. A good example of this is the most recent investigation of industrial
management by the government's investigation team. Based on the alleged
abuse of free import privileges by some of the textile mills, which in the
end proved to be false, production in some of these plants was halted for
weeks., Tt took action by the five cabinet members who constitute the
Investment Committee to straighten out this problem, which was spotted in
the first instance and brought to the attention of the proper Ministers by
American advisors. Obviously, matters of this kind can easily put the whole
program in jeopardy and this explains why, at some point, the U.S. advisors
still have to become operational within tne existing governuent structure.
Again, once solved, such problems are not likely to occur in the same area.
For instance, partly as a result of this incident, an Interministerial
Textile Committee was created to establish govermment policy concerning
textile production for the next three years for which, again, some involve=-
ment on the part of the foreign advisors is required.

Likewise, in handling applications from too many people interested in es-
tablishing a cigarette factory considering the limited consumer capacity
of the country, the RGA has now requested advice as to what factors are to
be taken into consideration in arriving at a proper decision. Here, again,
the advisors' role is to help dig out the proper facts and implications.

Even more complicated is the matter of allowing truck assembly in Afghanistan
which almost requires a total revision of govermment regulations regarding
imports, a problem formerly handled almost entirely by the government
monopoly handling all imports. As a corollary, new regulations must be
developed pertaining to the area of private agencies handling such imports,
an area in which the RGA is much in need of advice.

Fven at this stage, operational matters still continue to present a problem
such as how to find a way to import duty-free dyestulfs under the 1967
Investment TLaw while avoiding the burden of physical control, i.e., getting
the advisors involved in certification which would constitute the easy but
least desirable way out. In the same vein, an important investor who
already has a sizeable textile plant is now interested in setting up a
spinning mill with the help of an Export-Import Bank loan for the U.S.
equipment component. It is almost inconceilvable that this investor, who
only recently came out of the bazaar, could handle this problem without some
help on the part of the U.S. advisors. As a final example, the Pakistan
National Oil Company has prepared an application for an oil blending plant

(Continued)
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and, in doing so, requested some help in enlightening them (considering
the differencesbetween Afghan and Pakistan company law) on how to draw up
its Articles of Association. 1In addition, it is having some problems in
finding a suitable construction site in the Industrial Park.

In view of all this, it should come as no surprise that recently the West
German pharmaceutical firm of Hoechst was emphatic in stating that the
approval of its currently projected one million dollar investment in a Kabul
plant would not have materialized without a substantial involvement by
various foreign experts. Yet, partly because of this involvement, Kabul

can now look forward to the plant's coming into operation in the course of
the next calendar year. Indeed, it would seem that constant vigilance must
be applied to nurse the delicate plant of private enterprise in a general
environment of cumbersome controls.

Strategy

This project is not designed to provide all or even the major elements

needed for the development of private industry in Afghanistan but, rather,

to make catalytic contributions in two limited areas for which the U.S.
assistance is comparatively well suited. One of these is advisory assistance
to the central RGA institution dealing with private investors, the Investment
Committee and its staff in the Ministry of Commerce, with a view to improving
its competence in the development of general criterza for the approval of
investment proposals, and in the use of market forces and general laws and
regulations, rather than direct bureaucratic involvement, to guide private
enterprise to operate in the public interest. The second limited area is

the provision of technical assistance based on small business management
experience through the industrial (Investment) Advisory Center (IAC) of the
chamber of Commerce, since beginning Afghan entrepreneurs have virtually no
body of experience in the successful management of competitive private in-
dustry in their own country from which to learn.

Many other elements are needed for the successful development of private

industry in Afghanistan. This project rests on the assumption that they

can be provided better from other sources, Afghan or foreign, and will be
provided in sufficient degree and timeliness to permit the modest inputs

under this project to be effective and industrial develcpment to proceed

apace.

Government policies and laws favorable to private investment are already
enacted and enjoy continuing, if mixed, political support. The Government,
however, lacks experience in their sensible application. One element of
this project is aimed specially to that end.

(Continued)
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¥inancial institutions needed to support industrial development are missing
but a law authorizing an industrial Development Bank is under active dis-
cussion between the economic ministers and members of Parliament, with the
likelihood that such a bank will be established within a year either with
the assistance of a multinational group of private bankers or under the
leadership and participation of the IBRD. The statutory basis for commer-
cial banking, mortgages, installment credit, savings and loans, and other
forms of financial institutions are seriously deficient, but this Is
increasingly a matter of concern and mey well be attbtacked by the legal
expert recently placed here by the International ILegal Center of New York.
In addition, the Asia Foundation is considering again placing a legal
advisor in the Ministry of Commerce.

At the request of the RGA, a U.N. legal expert from New York is drafting a
mining code for the consideration of the RGA, and there are indications of
foreign investor interest in Afghanistan's mineral potential once an
attractive mining code is enacted.

The RGA has set asice a large tract adjoining Kabul for an industrial park.
The Indian Government has undertaken to develop a small part of this for

small shops and the Asian Development Bank has approved a feasibility study
which should serve as the basis for a loan for the development of the paxrl.

There is a critical lack of accounting skills in the country, but the appli-
cation of a British auditing firm to establish a subsidiary here has recently
teen approved. There continues to be some potential interest, both here and
in Iran, in the establishment in Kabul of a branch of the very successful
private school of accounting in Tehran.

The Government has authorized the establishment of an Investment Advisoxy
Center (IAC) which has come into being under the sponsorship and with the
support of the Chamber of Commerce, which in turn derives its support from
the business community and the new industrialists. It provides a basis
from which foreign technical advisors can work with private investors and
it will provide young Afghans trained in engineering or economics to assist
them, It has the potential in the long run of developing into a useful
training center and consulting service for Afghan businessmen but will not
for some years have sufficient local market for its services or sufficient
experience and skill among its staff for useful service independent of
foreign advisors. The U.N., Germans, British and French have expressed
considerable interest in the development of this Center and have promised,
and to a limited degree provided, technical expert advice for it. They
generally tend to be fairly narrow, production specialists in particular

(Continued)
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fields such as ieather tanning, fruit processing, plastics molding and
textile finishing. Provision of such expertise 1s essential and useful,
but Afghan entrepreneurs tend to have at least equal need for management
advice on problems of cost accounting, qualily control, work supervision,
inventory control, short«term financing, market development, and personnel
relations, which are common to small businesses in eny field. Thus, the
second part of this projeet is aimed to provide finan:ial and other manage-
ment consultation to help fill the gaps between .2 < .ecific services from
other donors and the broad needs of Afghan industries, between the limited
experience of the IAC staff and the comprehensive coordinating task that
will be falling on its shoulders. The project will provide the services
of the contract team that is expected to supply the necessary management
advice and, at the same time, to develop the ability of the IAC to make
use of outside advisors, including eventually those from Kabul University
and the International Executive Service Corps.

Course of Action

a. Investment Committee

After the 1967 Private Investment Iaw had laid the legal foundation
for the creation of an improved investment climate, the Investment
Committee started to review new investment applications which so far
has resulted in the approval of some 140 proposals for new industrial
establishments. Of them, 49 were implemented and are actually in
operation. As a result, the Secretariat of the Investment Committee
which deals with these applications in the first instance and helps
in preparing them for submission to the Committee of five Ministers,
has gained considerably in stature, Investors appear to be pleased
with the services which they are receiving since, on many occasions,
the Committee has acted in thelr defense vis-a=-vis other govermment
agencies which tried *o place administrative obstacles in their way.
It has also made faint attempts at making industrial policy, although
at present it lacks experience in this area. For instance, recently
it established an arbitrary and rather meaningless upper limit on the
nuniber of new rayon textile mills which could be established. This
was done without much analysis or study and merely to appease critics
who had expressed a fear of over-investment in this area.

This clearly points to the problem faced in the future operation of

the Committee. While under present conditions its role as the defender
of potential and existing private investors is quite erucial, it is even
more necessary to change graduzlly those '"present conditions" which are

(Continued)
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partly responsible for the Committee's existence. The Committee's role
is obviously legitimate when it tries to assure that potential applicants
are indeed entitled to the substantial benefits provided under the 1967
private Investment Law (Five-yesr tax holiday, duty~free importation of
machinery and raw materials, etc.). It is on less firm ground when it
should try to overact or tackle areas in which it lacks competence.
However, since it is so common for any government operation anywhere to
mushroom, the danger is always there that under the wrong leadership,

the Investment Committee could turn into something entirely different
from what it was planned to be. For this reason the project attempts to
maintain the presently essential and positive features of the Committee's
work, while at the same time trying to assure that the Committee's direct
involvement in the private industrial sector will gradually diminish as

a more norma.l private industrial environment develops. In other words,
cnce an enviromment can be created which begins to resemble that of other
countries where the investor 1s largely on his own in making decisions
and is not faced wich lower echelon govermment officials trying to block
almost every move on his part, it should become possible for many of the
Committee's functions to gradually fade away.

The project attempts to revolve this somewhat tricky problem by providing
two experts to the Investment Committee, one an Investment Consultant -
"ombudsman" type advisor who for a period of no more than two years, will
provide assistance in the further elimination of obstacles to private
investment; and one Senior Industrial Economist to lend more substance
and market orientation to the Committee's decisions and to assist in
working out the linkage between the private industrial sector and the
Fourth Plan. In other words, in the short run, while the Committee

still tends to get involved in areas which ultimately should be left
free, the role of the ombudsman-type expert remains important, but by
the time his two-year tour ends, policy measures and indirect controls
are expected to replace some of the Committee's present operational in-
velvements. In spite of an apparent contradiction here, an effort has

to be made to see to it that the role of the Investment Consultant will
be self~liquidating.

At any rate, at this crucial stage in the life of the Investment Com~
mittee and with so many more potential investors, both domestic and
foreign, now showing interest in investing in new industries, American
advisory services are required to provide both additional sophistication
and consolidation of the ground gained so far.

(Continued)
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Investment (Industrial) Advisory Center (IAC)

In spite of having been constituted legally, the Investment Advisory
Center (IAC) is still in embryonic form. Its present status is as
follows: The Investment Advisory Cente:» has a charter, a budget of
some 600,000 Afs. ($7,500) provided by the Chanber of Commerce, as well
as a small office made available by the latter. Although the Chamber
is traditionally controlled by the bazaar, it is gradually developing
into a Chamber of Commerce and Industry as may be noted from the fact
that recently 10 industrialists were chosen out of a total of 30
members comprising the Chamber. Although capable Afghans to head such
a Center are scarce, one potential high-~level candidate has already
been offered this position, and he has expressed interest provided
certain administrative problems can be resolved. Other candidates to
become counterparts in the Center are glso on the horizon and a higher
rate of pay will be provided for them in order to attract the best
available talent,

Current plans to organize the Center are shown in the organizational
chart below = see page 1l. Until further action is taken by the RGA,
the Mission intends to provide only one industrial extension advisor
(Financial ilanagement Expert) as a Center advisor, supported by two
Afghan assistants, to work with the existing industrial clients,
Depending on the growth of industry, evolution of government policy,
the nunber and kind of advisors provided tc and through the Center by
the U.N., British, French and West Germans, the services of additional
U.S. technicians could be required.

For the time being, the Mission attitude is much in line with that of
other donors, such as the U.N., the French, and West Germany--all of
whom seem to be more than prepared to support a feasible TAC once the
RGA decides to appoint a responsible and active Afghan to head the
Center, While the Mission remains convinced of the need for institu-
tional development in supporting private industry, it is not prepared
to push institutional development for institutional development's sake.
It intends to keep this program small and of a high leverage consistent
with requirements and opportunities.

Research

Research in support of the private industrial sector is almost non-
existent. It may be needed as a guide to the design of some sections
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of the next Flve~Year Plan, and to the refinement of policies for the
private sector. Examples of research topics which the resident ad-

visors might propose, after studylng the pertinent conditions and need
are:

(1) Identifying the deficiencies in Afghanistan‘s commercial and
banking laws and needs for remedial legislation.

(2) Providing a better insight into the operation of the money
bazaar and the possibilities of creating from it a source of
industrial credit.

(Continued)
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INVESTMENT ADVISORY CENTER
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Setting and Environment

A. The Face of Afghanistan's Industrial Sector

In a sense private enterprise is not new to Afghanistan, since the country -
provided for a natural link in trade betueen Fast and West even before medieval
Venice had reached its peak. However, in a modern sense, Afghenisten's first
attempts to develop private industry date from the late 1920s when Abdul Madjid
Zabuli--an alert Afghan cotton trader who accumulated a fortune furing the
Russian Revolution--founded the Bank-e~-Mille which was instrumental in establish-
ing the first private industrial enterprises involving wool and cotton textile
manufacturing, wheat milling, cement production, fruit canning and cold storage.

Subsequently, a few other Afghan traders began businesses in casings
processing, Karakul hat and coat manufacturing, processing of goat and sheep
skins and some service type businesses. They were joined by a few private
foreign investors such as a Swiss-started shoe factory, an auto workshop and
raisin processing plant started by an American, and Pan American with a 49 per-
cent interest in Ariana Afghan Airlines.

Unfortunately, the first modern flirtation with private enterprise did not
last long since this effort led to the establishment of a number of monopolies.
It was Zabulits view that very sizeable incentives had to be provided in order
to get money, which normally would have been confiscated during previous periods
of extreme firnAncial stress, out of hoarding., In this he succeeded, but at the
same time the profits made by these early investors led to much criticism on the
part of those who were not members of the club.

Nevertheless, the Bank-e~Mille did play an almost unique role in the early
development of Afghanistan's private industrial sector and even toddy it holds
a participation in a number of major industries such as the Afghan Textile
Company, Baghlan Sugar Co., Karakul Export Co., Carpet Export Co., the Jabul
Sera) Cement Factory, Afghan Bus Transport Company, Afghan Insurance Co., the
Herat Cotton Export Co., Kandahar Woolen Mills, Pashtoon Fruit Co. (Kandahar),
Wool Export Co. (Kabul), the Pashtany Tejarati Bank, the Agricultural and Cottage
Industry Bank and the Mortgage and Construction Bank.

World War IT further accentuated the monopolistic position of the Zabuli
system., For example, cotton textiles were imported from India under a quota
which benefitted only a few corporations which in turn led to a vast accumila-
tion of wealth in the hands of a few. This situation further irritated the
leftist and university student groups and finally resulted in a strong reaction
against private enterprise.
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Subsequently, the regime of Prince Daud Khan (1953-1963) placed a relatively
strong emphasis on infrastructural development and the construction of a number
of public sector industrial ventures. Most of these turned out to be unsuccess=-
ful. Yet, there were also some interesting by-products of this policy inasmuch
as it cantributed greatly to the training of a number of Afghan professionals
through the construction of major infrastructural projects, some of whom, much
later, turned their eyes again to private enterprise in an effort to move ahead
faster. However, on the whole; strong government control of private enterprise
during the Daud regime discouraged those people who had the means and the will
to contribute to economic development through the private enterprise system.
This even resulted in the liquidation of a number of existing corporations,
capital flight and a channelling of money towards retail trade in the bazaaxr
which largely escapes any form of government controls. This policy also con-
tributed to an increase in inefficiency which adversely affected the cost of
public sector industry.

By the mid 1960s, mismanagement in the public industrial sector, which still
controls some 30 large plants, was beginning to reach such proportions that
gradually a number of prominent Afghans again became interested in stimulating
economic growth through better incentives to the private sector. As a result,

a new Foreign and Domestic Private Investment Iaw was promulgated in 1967.
This second flirtation with private industry turmed out to be more successful,
and it may well end up in a marriage. At least it was sufficiently important
for A.I.D. and other donors to take notice.

What was so important about the 1967 law was not so much its coming into
effect-~two private investment laws were on the books prior to 1967, namely,
the Law Encouraging Industries under the Ministry of Mines and Industries, and
the Foreign Investment Law under the Ministry of Commerce--as the fact that it
represented a change from investor control to investor support, i.e., through
the establishment of an Investment Committee, the law tried to provide actual
support to potential investors and to eliminate much of the previcus red tape.
Since the older laws, which in substance were not so much different from the
1967 law, were administered by two different Ministries, it was quite possible
for one Ministry to block a project approved by another. Moreover, the previous
laws failed to offer Afghan investors some of the key incentives now offered to
foreign investors. These laws requircd private investors to negotiate what in
effect were highly specialized agreements with the Foyal Govermment of Afghan-
istan which governed all phases of their proposed operations. The stipulations
embodied in these agreements included the form and amount of capitalization,
type, price and suppliers of capital inputs, quality and origin of raw materials,
nature and amcunt of any technical assistance. The results of these agreements
were often disastrous and not without a note of tragi-comedy.
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To give only a few examples, the Afghan Woolen Industry (AWI) signed an
agreement with the Ministry of Mines and Industries providing for the delivery
of 85 percent of their production to the Army on a cost plus basis. AWI
predicated its investment upon this agreement. Unfortunately, the Miristry of
Defense refused to be bound by this agreement, arguing, appropriately enough,
that it had never been consulted. As a result, AWI suffered operating losses
in the neighborhood of a million dollars and has recently undergone total
reorganization. The Herat Cotton Co. had a similar experience. In its first
yvear of operation, the company made a profit and submitted its Profit and Loss
Statement to the Ministry of Finance with its Investment License which guar-
anteed it an exemption from Income Tax for three years. The Ministry of
Finance ignored the license and insisted upon payment of the tax. The Ministry
of Mines and Industries, which issued the license, offered no assistance and
ignored the investor's protests. In addition to these mishaps, a large number
of investors were turned down because prospective investors refused to accept
impractical stipulations that were insisted upon by the concerned Ministries,
such as what machinery to order and from whom. Among those excluded were
textile mills, a cigarette factory and a slaughterhouse.

This situation changed radically when the 1967 Private Investment Law
established an Investment Committee, which in addition to making sure that the
respective investor is entitled to the privileges provided under the law, i.e.,
watching over the govermment's interests, provides him with actual support in
the solution of problems of abureaucratic nature which are always present in
Afghanistan.

This Committee is composed of the Ministers of Commerce (Chairman), Planning,
Finance, Mines and Industries, and Agriculture which virtually guarantees co=-
ordination with the respective Ministries with which the potential investor
will hsve to deal at one time or another. The five Ministers' signatures on
his approval signifying as they do that underlings should go along, is werhaps
as valuable to the investor in his continulng relations with the goyvernment as
the tax concessions.

Thus, apart from its approval functions, the Investment Committee has an
even more important role in breaking bottlenecks and providing investor support,
It serves as a general clearing house at a relatively high level where investors
can take their problems in Implementing a project. Experience in Afghanistan
and many other countries has shown that this is frequently crucial in promoting
private enterprise effectively.

In spite of all this, Afghanistan still presents a somewhat unique rela-

tionship between the public and the private industrial sector. While in other
developing countries, such as Mexico or Brazil, the two often work hand in hand,
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in Afghanistan there exists almost a certain antagonism between the two, which
is partly based on lower level personalities in the respective Ministries
(Commerce and Mines and Industries). Another complication is that in the past
a number of "private investments" were made on the basis of arm twisting by
the government. Thus, what actually looks like a mixed company with a sub=-
stantial private participation may still, for all intents and purposes, be
operated as if it were entirely in the public industrial sector.

At present, manufacturing industry constitutes barely 2=3 percent of the
GNP and it accounts for probably not more than one percent of the labor force.
Most of the bigger plants or some thirty large entexprises remain in the
public sector and are generally poorly managed and operating at a loss, This
major part of Afghanistan's industry 1s much in need of technical assistance
since better managemert and a more efficient operation would tend to vindicate
much of the original investment. Of course, this aspect falls outside the
scope of this project, although it does affect it sideways.

Next are a group of factories which were started with private participation
and a contribution made by the government. Many of the larger industries
operated by Bank-e-Mille fall in this category. A similar example is provided
by the Spinzer Complex which runs some of the industries in the North. As
may be noted from Annex II, prior to the enactment of the 1967 Foreign and
Domestic Private Investment Law, some 35 industrial establishments, public.
private or mixed, were operating in Afghanistan. They represented a total
investment of some $40 million and provided employment to an estimated 21,500
workers.

Then there is the newly emerging small, entirely private secter recently
established under the protection of the 1967 Private Investment Iaw with which
this project is primarily concerned. The general characteristics of this
industry are as follows: of the 49 plants opened since 1967, some 15 plants
are engaged in textile manufacturing followed by about 16 engaged in various
export-oriented fields such as raisin processing, animal casings, rose essence,
wine making, chinchilla and mink fur production. Another 10 produce items for
local consumption, such as thread, metal furniture, tiles, pharmaceuticals and
venetian blinds. The remainder consists of necessary service industries such
as dry cleaning establishments, cold storage, printing, etc. The total amount
invested in these plants since 1967 is estimated at about $3 to $4 million and
they employ some 3,500 workers.

The general breakdown of the approved but not s yet implemented applica-

tions follows about the same pattern with additional emphasis on the construce
tion, chemical and food industries. A little less than 20 percent of the
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proposed new factories include foreign participation while about 15 percent
plan to locate in the provinces. Particularly, the new food industries, such
as raisin processing, are highly dependent on foreign experts for management
as well as for plant layout and the handling of technical details.

What stands out in the private industrial sector is that the Afghan
businessman appears to be eminently responsive to those incentives which seem
to operate so well in the Western world. This was frequently doubted tefore
the passing of the 1967 Private Investment Law.

Perhaps a few words should be added about the characteristics of those
investors who committed themselves under the protection of the new law, By
and large, ‘they consist of people who came out of the bazaar, with a keen
sense for markets, but with little or no managerial ability. Another group
represents certain young intellectuals, some of whom until recently broadened
their experience by working for the govermment either in the Ministries or in
the large publicly financed infrastructural development projects. They now
look for more money and a challenge to accomplish something beyond the tra-
ditional pattern followed by most young people, i.e., seeking only government
service. Whereas the investor's list contains a fraction of what might be
termed "establishment people' such as ex-~Ministers and former higherankirg
government officials, these would not seem to be representative of the new
industrial class.

The risks taken by some of these people are impressive and a large part
of these risks are related not so much to production and local marketing
problems, with which they are reasonably familiar, but rather to msnagerial
weaknesses and the irequently unpredictabl- role of govermment, an aspect
vhich the Investment Committee tries to minimize. In turn, if successful,
their profits tend to be high, inasmuch as they have to be competitive with
the roughly 20 percent amual interest which could be obtained by merely lend-
ing out money in the bazaar. )

Traditionally. the elite's power in Afghanistan was associated not so
much with land ownership or the possession of money bt rather with the ability
to control the tribes or other forms of naked power. Because of the emergence
of a number of hudding industrialists, the position of this elite is now being
challenged somewhat by the previously unfamiliar smokestack! In part, this
explains the painful dearth of management capability as well as the remarkable
fear which the new Afghan entrepreneurial class still displays vis-a-vis the
goverrment in our environment representing a certain tolerance of extra legal
activity (entrepot trading and the money bazaar) in which, at the same time,
government permits or licenses are equivalent to economic survival. Yet, the
net result of opening the gate, as was done by the 1967 Private Investment ILaw
and other factors, has been an encouraging show of entrepreneurship where almost
none was assumed to exist,
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Of the 49 new factories now operating under the 1967 Private Investment
Iaw, 4 are foreign, leaving 45 Afghan investments to consider. Of these 45,
no more than 15 percent can be linked with the traditional elite power
structure. Almost all of the rest are made up of those "people about whom
nobody ever heard before" whom one normally associates with a democratic
society. Even from an ethnic point of view, at least 10 factories are easily
identifiable as belonging to minority groups, and some of those are among the
most active and dynamic investors.

Some 23 of the investors, many of them Pashtoons, are modest urban people
who are reasonably well heeled and who merely saw an opportunity to grow both
in stature and in the possession of worldly goods. Patrlotic motives, concern
about backwardness, and national pride also play a role which is probably
another reason why, at least for the time being, at the highest level of the
government, the new investor is viewed with more sympathy than fear, as was
the case In the early development of both fran and Pakistan.

In spite of the most heartening change in govermment philosophy, its im=
pact is still limited inasmuch as the law will have to be applied in a general
environment which is not geared to the support of modern industry. ™ the
extent that they exist on the books, Afghanistan's business laws are hard to
implement because of a general unpreparedness on the mrt of the people dealing .
with them. Perhaps even more serious is the almost total lack of adequate
commercial and industrial credit, While it is true that in the past the
Bank~-e=Mille has provided a certain amount of industrial credit to a chosen few
who were able to put up sufficient guarantees, the activities of the other two
banks, the Da Afghanistan Bank and the Pashtany Tejarati Bank, are geared
respectively to the financing of govermment operations and foreign trade. The
Bank-e-Mille is also active in this latter area. Thus, commercial banking
services in Afghanistan are confined to only a small sector of the economy
while no source of industrial financing exists., Loans are available to only
a relatively small number of the larger, more successful business firms for
purposes that are not industrial. The major other source of financing in
Afghanistan continues to be the bazaar where the average interest rate is about
20 percent annually. This high rate of interest tends to attract savings and
idle funds, making it difficult for the larger banks which pay only 6 percent
to attract funds. Bazaar lending is largely based on such factors as personal
acquaintance, credit reputation and family connections. Most of this type of
lending is short term and for non-development purposes.

B. Govermment Policy Towards Private Interprise as Stated in the Five~Year Plan

In accordance with the Third Filve=Year Plan philosophy, as explained by
former Prime Minister Maiwandal, "the economic enterprises of the State should
be directed toward eccnomic inf?a§tructural projects, power production, heavy
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{industry and the like, while private enterprise, undertaken within the frame-
work of government planning should be encouraged and protected by the State...
Priority should be given to strengthening light industries...supported through
guidance and assistance by encouraging domestlc investment, securing reason-
able credits, strengthening the Industrial Bank, and creating the necessary
atmosphere to attract foreign investment within the framework of economic
development."” The second goal of the Plan after increasing production, es-
pecially in agriculture, is the "expansion of the private sector with the
encouragement of quick-producing projects in agriculture and industry."
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IList of Industria’ Establishments Existing in 1966
(Public and Private Sector)
Estimated
Paid-In Estimated
Number of Capital Number of
Product Factories (In Millions of Afs) Woxkers
1, Building Materials
(Cement, Tiles, Marble, etc.) 11 400 2,500
2. TFood Industry (Flour Mills,
Raisin Processing, Dried Fruit,
etc., Excluding Oil Mills) 12 100 1,500
3. Cotton Ginning and Vegetable
0il Mills 14 450 4,000
4, Manufacturing Industry
(a) Leather and Shoe i 3 600
(b) Chemicals, Plastics,
Ceramics T 13 200
(c) Woodworking Tndustry 6 60 670
(d) Metal Construction,
Motor Repair, etc. 13 250 3,000
5. Textiles 18 1,500 9,000
TOTAL 85 2,776 : 21,470
NOTE: Since 1966, several major industrial plants such as the Balkh

and Bagrami textile mills, the nitrogen fertilizer factory at
Mazar~e~Sharif have been constructed or are under construction.
Consequently, this list is now in the process of being 1pdated.

Source: Ministry of Planning.
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List of Industrial Establishments Open as of April 30, 1970

(Operating under the Private Investment Iaw of 1967)

Estimated Private Capital

Present Investment
Project Numbex (In U. S. Dollars)
Number Name - Production of Workers (Over 5-Yr.Period)
1 45/001 Da Nabatat Sherkat-Rose Essence 40 $ 80,000
2 145/002 Rahimi-Meat Cold Storage 40 50,000
3 45/003 Sanahti Kishmishi Paki-Raisins 55 550,000
4 45/005 Arian Casings-Casings 59 112,000
5 45/006 Saaed Industrial Co.-Casings 20 125,000
6 45/0C7 Clemd.-Alcohol and Wine 4o 234,000
T L45/008 Shababuddin Yasaury-Rayon Textile 76 371,000
8 U45/010 Samoon-Raisins T6 170,000
9 L45/011 AMU Textile Co.-Textiles 80 1,253,500
10 45/012 S.S. Pashtun Kandshar-Fruit Cold Storage 10 18,400
11 h5/013 Desgah-~e~Khalin Shoji~-Carpet Washing 0 237,000
12 L46/021 Century Re-Rolling Mills-Metals Lo 152,000
13 46/023 Arghandab Fruit Co., Ltd.-Raisins 23 233,000
14 4/025 Kadir Weaving-Rayon Textiles 25 88,300
15 L46/027 Magsudi Textile-Rayon Textiles 385 1,197,800
16 46/031 Warasta Press-Printing 25 50,700
17 46/041 Shuaa Press-Printing 11 28,000
18 u46/0k2 Modern Dry Cieaning Co.-Dry Cleaning 11 28,500
19 46/043 Newi Saased Murtaza Masawji-Rayon Textiles 366 533,000
20 L6/0kk  S. San Spinghar-Thread 25 92,000
21 L46/051 Chinchilla Parwar-Furs 30 261,000
22 L46/052 Afredi Service-Garage 8 . 26,600
23 L46/055 Saleh Metal Industries, Inc.-Metal 9 120,000
2L L46/056 Wazir Fruit-Raisins 85 532,000
25 L6/058 Pashtoon Food-Fe-isins 45 93,700
26 46/060 Kabul Felez-Metal 20 28,000
27 L46/062 Muhayys Textile Co.-Rayon Textiles 36 214,000
28 L16/067 Ahmed Textile-Rayon Textiles 160 1,175,000
29 L46/069 Wais Fruit Co.-Raisins 56 100,000
30 L47/07h Hakim-Dry Cleaning 1k 7,400
31 47/077T Nesawji Jalili-Reyon Textiles 114 160,000

(Continued)
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Estimated Private Capital
Present Investment
Project Number (In U. S, Dollars)
Nunmber Name - Production of Workers (Over 5-Yr.Period)

32 L47/078 Amir Zada Nasawji-Rayon Textiles 4o $ 94,000
33 L47/079 Bagram Fruit Packing Co.-Raisins 56 121,000
34 L47/081 Ahmad Tile Co.-Cement Tile 20 13,000
35 L47/082 Afghan Garment Co.-Tanning & CGarment Mfg. 750 1,600,000
36 L47/093 Farhad-Dry Cleaning 8 27,400
37 W7/097 Merzazadah (Ariana Felez)-Metal Mfg. 30 136,500
38 47/098 Habibullah & Balmarkandas-Rayon Textiles 15 148,000
39 hY/lOO Bahdor Textile Co.-Rayon Textiles Lo 260,000
bo  47/109 Nizam Manufacturing Co.-Thread 30 200,000
41 L47/110 Siddiq Laboratories-Drugs 5 71,.°0
Yo L47/111 Zamiri Knitting Co.-Knit Goods 65 60,000
43 L47/112 Raheemi Textile Mills~Rayon Textiles 40 160,000
Wi 47/116 Osman Textile Co.-Rayon Textiles 20 333,000
45 W7/117 Hangahar Textile Co.-Rayon Textiles 88 800,000
46 47/118 Aminzada Textile Mill-Rayon Textiles 50 360,000
7 W7/127 Pickle Saze Aqcha-Cashings & Pickle Skins 37 660,000
48 47/132 Mink-Furs Co. 30 55,500
49 L47/140 Deri Barsok-Casings Co. 15 431,000
TOTAL 3,417 $13,852,800

NOTE s Both employmert and projected investment

Tigures appear to be somewhat inflated.

Source: Ministry of Commerce,
Investment Committee




Investment Committee of Afghanistan

Approved Applications as of May 31, 1970

Grand Totals

Total approved spplications:

Approved applications amended:

Number of applications with foreign participants:
(Pakistan, Italy, India, Iran, Germany, U.K.,
Switzerland, U.S.A.)

Analysis By Categories

Animal Husbandry

Pelts and Furs

Construction Industry

Aggregate & Stone
Bricks

Marble & Stone
Tiles

Chemical Industry

Bone Meal

Caustic Soda & Chlorine
Eesential Oils

Ind. Alcohol & Wine
Soap

Food Industry

Biscuit & Candy
Dairy Products
Edible 0il
Sausage

ANNEX TV to
Attachment A

110
5
18
Number of
Applicants
2
1
1
1
2
1
1
1
1
1
1
2
2
1
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Analysis By Categories
(Continued)
Number of
Applicents

Manufacturing Industry

Automotive Parts 1

Cartons & Bags 2

Gem Stone 1

Knit Goods 3

Leather & leather Products L

Metal Fabricating 6

Plastic & Rubber Products 5

Textile Weaving 32

Thread Products 2
Pharmaceutical Industry

Drug Compounding 2
Processing Industry

Animal Casings 4

Fruit Dehydration 1

Raisin Processing 13

Skin Pickling 2
Service Industxry

Carpet Washing 1.

Cold Storage-Fruit 1

Cold Storage-Meat 1

Dry Cleaning 3

Garage & Auto Repair 3

Ice 2

Industrial Printing 3
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Brief Description of the Investment Procedure in Afghanistan

Steps in the Process

1.

2.

Proposal and Application

Se

Preliminaxy interview. An investment almost always begins with a
potential investor arriving at the Ministry of Commerce with an "idea."

A brief interview is held with the Secretary of the Investment Committee

who discusses:

(1) The Private Investment Iaw and its operation.
(2) Afghan company formation,

(3) Whether there are any similaxr proposals.

At this pcint, the Secretary also answers any questions raised by the
investor.

.Preparation of application. Principal steps:

(1) Five~year analysis of Investment Costs (fixed and operating
capital), operating costs, markets and selling prices, personnel
requirements (foreign and Afghan), availability of technical
know-how and training programs, import requirements, type of
company and its formation, sources and availability of adequate
finances.

(2) Preparation of a "Recommendation' to Investment Committee.
(3) Prevaration of the application form itself.

(4) Preparation of explanatory letter in five copies signed by the
investor.

Aggroval

Qe

The approval process begins when the above-mentioned application,
analysis, recommendation and letter are formally delivered to the
Secretary of the Investment Committee and the project is officially
given a number.

When this is complete and from 4 to 12 finished projects are on hand,

every project is explained in detail to the Minister of Commerce
(Chairman of the Investment Committee) and he negotiates the date of a

(Continued)
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Committee Meeting with his four other colleagues, namely, the Ministers
of Planning, Finance, Mining and Industry, and Agriculture.

Investment Committee Meeting. At the next meeting, the projects are
submitted one by one to the Committee of five Ministers by the Secretary
of the Investment Committee who explains each project in detail.

Whenever possible, a small "exhibition" must be prepared with samples of
raw materials, finished products, photos or charts of the process in-
volved. The Secretary must be prepared to handle many and varied ques=-
tions, to convince the Committee of the merits of each proposal, to avoid
the Committee's tendency to impulsive modifications of long-studied
projects, to talk them out of ill-considered rejections, and to try and
get them to accept the wording of the Approval as drafted.

At the end, the Committee by majority vote approves or rejects the
application, If it approves, it sets the wording of the Approval,
generally with some modification to the draft.

After the meeting, the final Approvals must be prepared and the signa-
tures of at least three Ministers of the Committee obtained on each.
Only then can the investor be officially informed that his project is
approved.

Implementation

The steps toward implementation can be summarized as follows: (a) Company
formation, (b) Issuance of License, (c¢) Iand and building, (d) Machinery
importation, (e) Certification, and (f) Raw material importation.

(=

Company Formation. Since the Secretary of the Investment Committee is
also Registrar of Companies of Afghanistan, the new, approved company
can be formed without much trouble. The provisions of the Commercial
Code for the recognized forms of legal organization are too complex to
be illustrated here. In general, however, the process can be completed
in a week or ten days.

Licensing. As an Investment License is issued in the name of the new,
approved company, the license must await the legal existence of such
company. Once the company is formed, the Secretary Instructs the
Chamber of Commerce to issue the License itself.

The license is of special importance under Afghan conditions, as it must
be physically produced (and scrutinized) on all occasions when exercising
any right under the Investment Law-- with the exception of business with
the Secretariat itself.

(Continued)
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c. Iand and Bullding. Particularly as concerns the land and its location,
the Secretary's office must take an interest. Between the lack of
documentation of land ownership and the new rules for industry issued
by the Urban Planning Authority, great care must be exercised to avoid
later, paralyzing complications.

With the recent creation of the Industrial Park under the control of
the Investment Committee (in operation in the Secretary's Office), the
problem has been eased enormously as suitable sites may now simply be
assigned,

d. Machinery Importation. When machinery and equipment arrive in the
Afghan Customs, the investor brings the following to the Secretariat:

(1) "Elm-wo-Khaber" (document issued at the frontier attesting legal
entry).

(2) Invoice certified in country of origin.

(3) Shipping documents.

After examination of these documents, the Secretary signs an Order for
the Customs to allow duty-free entry.

e. Certification. Before any duty-free raw material may be brought in, a
factory must be inspected and receive a Certificate of Implementation
stating that machinery has heen installed and that it 1s in running
order (and therefore can utilize the raw material).

Certificates are prepared on the basis of percentage (50%, 100%, etc.)
of the capacity as described in the application.

f. Raw Material Importation. When a factory receives a Certificate, it can
clear duty-free raw material through Customs. Basically, the procedure
is the same as that described for equipment, except that a very close
control is kept of volume vis-a-vis the quantities listed in the appli-
cation.

Certain "sensitive" items (2.g. rayon yarn) must be stored in approved
warehouses and are issued on a ration basis, month by month.
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What Other Donors are Doing in the Area
of Industrial Development

Apart from the direct inputs by other donors into this project, there are a
number of related assistance activities in the general area of industrial
development, both public and private, which are worth noting. These activities
are either of an operational or advisory type but in many cases the two are
mixed.

The principal contributions are as follows:
France

In the area of industrial development, the French effort appears to be more
closely related to the development of commercial ties between the two countries.
French aid consists mainly of the preparation of feasibility studies, the
financing of travel to Afghanistan by French investors, and the development of
hydro-electric and infrastructural projects,

Technical Cooperation is carried out under the auspices of the Association pour
1'Organisation des Missions de Cooperation Technique (ASMIC) while participant
training is provided by the Association pour 1'Organisation de Stages d'Etudes
en France (ASTEF).

Assistance to private industry in Afghanistan is provided under a contract with
the Compagnie d'Etudes Industrielles et d'Amenagement du Territoire (CINAM)

which has resulted in a number of feasibility studies written mainly from a point
of view of attracting French foreign investors. At present there is one senior
French expert attached to the Ministry of Planning while a young French economist
is due to arrive in Kabul shortly. The latter will be assigned either to the
Ministry of Planning or to the Investmer.; Advisory Center, depending on the need
for his services, '

The budget of ASMIC came to about $200,000 in 1967 but has currently been reduced
to about $80,000, out of which it has also financed some short-term experts to
do a specific study, such as looking into the possibility of paper manufacturing.

Currently, a new Afghan-French financial agreement is under consideration involv-
ing the possibility of making available loans for industrial purposes which will
require further study of projects suitable for joint industrial ventures in
Afghanistan.

Particularly for this reason, the French are very much interested in the early
implementation of the Investment Advisory Center as a means to promote such

(Continued)
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studies which could subsequently be financed by the Industrial Development Bank
in which French banks are also supposed to participate.

Some of the projects presently proposed are:

1. A beet sugar factory

2. A paint factory (ASTRAL)

3. A match factory

. A paper mill

. A tobacco and cigarette factory
. Tamming and pickling plants

O\ =

Th> French also have been active in making some mineral surveys as well as in
the composition of a vegetation map.

West Germany

Assistance in industrial development is largely provided through the Hendrikson
group which provides one advisor to the Ministry of Planning in the area of
general planning and feasibility studies, the collection of statistics, indus-
trial policy, etc.

Another advisor is provided to the Ministry of Mines and Industry in the area
of planning and the development of general industrial policy. At present this
expert is engaged in making a study of all the industries located in the public
sector.

One technician is attached to the Investment Advisory Center in the area of
investment promotion, management assistance, market and feasibility studies.

Export promotion is being handled by one advisor in the Ministry of Commerce
which includes the preparation of feasibility studies in this area. °

Two German experts are currently assigned to a project involving the reorganiza-
tion of accounting procedures for the major industrial complexes of Afghanistan,
such as the sugar industry, the Spinzar complex, Afghan Textile Company, and
others. Among other things, this assistance is directed at providing proper
balance sheets for these enterprises. Two German technicians are providing
courses in accounting.

A German "Industrial Management Institute" (Institut fur Industrieverwaltung)
has been active in Kabul for about six years in training people in the area of
Commerce and Industry. Although originally this school was intended as a
relatively low-level commercial school vhich would train bookkeepers, corres-
pondents, storekeepers, typists, and statisticians, unfortunately the character
of the institution was changed since, due to Afghan pressure, its status was
made about equivalent to university training (which means that all graduates
now expect to be "moodirs" or managers).

(Continued)



ANNEX_VI to
Attachment A

(Page 3)

At present the Institute provides a three-year program involving the study of
bookkeeping, foreign exchange operations, salesmanship, commercial and labor
law, business economics and economic geography, industrial technology and
knowledge of materials, as well as German, FEnglish, and TFarsi typing.

The Institute graduates about 40 students a year, of whom :bout 10 percent are
women.

Great Britain

U.K. assistance in industrial development has been minimgl. After a year long
search, they now appear to have found a textile expert to be attached to the IAC.

Japan

Japan has been providing some short-term ascistance in making mineral surveys
such as the survey of beryllium resources in the Kunan Valley.

Tast Bloc Countries

The Soviet Union has been providing one Russian advisor for small industry who
has been concerned mainly with the preparation of some 28 small factory projects.
Russia is also providing technical assistance in the operation and maintenance
of the Jangelak Metal Repair Shop. Apart from this, Russia is providing large-
scale assistance in the construction of a nitrogen fertilizer plant at Mazar-e-
Sharif, in the construction of a second grain silo in Kabul, in the operation of
the natural gas fields in the North, and in the conducting of several geological
and mineral surveys.

Czechoslovakie has been providing four experts in the operation of the Markar

coal mines and four experts to assist in the operation of the Ghori Cement Factory.
It has also provided some eight engineers and architects to local construction
companies in Kabul, as well as three experts to the Spinzar Hotel Company to
assist in the rumming of hotels.

Mainland China

Red China is providing some technical assistance to the Lapis Iazuli workshop
in the Ministry of Mines and Industries.

China has also been providing large-scale technical assistance to the Bagrami
Textile Factory. Other Chinese projects are the establishment of fish ponds and
a large chicken farm near Jalalabad.

The Asia Foundation

The Asia Fecundation has played a very important role in the development of the
Private Sector since the Foundation was instrumental in bringing one legal expert

(Continued)
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in connection with the drafting of the 1967 Private Investment ILaw. The Founda=-
tion also provided another expert to develop the food processing industry which
ultimately resulted in the establishment of some 10 new raisin processing
factories,

The Asia Poundation has also provided a senior economic advisor to the Ministry
of Cocmmerce in the area of international trade promotion and negotiations,
private investment, customs and tariff reforms, as well as export promotion.

The Peace Corps (U.S.)

The Peace Corps is providing one volunteer in Karakul curing to the Afghan
Karakul Institute.

U.lN,

The U.N. is providing one alvisor to the Ministry of Mines end Industries who
is mainly concerned with the development of Public Sector Industry. Another
U.N. expert is concerned with the improvement of the leather incdustry.

A third U.N. expert has been advising the Carxpet Exporters Build and the
Ministry of Commerce on necessary measures to be taken for the improvement of
production, internal trading, export marketing, and export advertising of Afghan
carpets.

As may be noted from the above expose, assistance by foreign donors is largely
of an incidental and ad-=-hoc nature. At least insofar as the private sector is
concerned, it does not address the problem as a whole. Only the U.S. has been
showing primary concern with this problem as exemplified by the creation of a
favorable investment climate and the need for institutional development. In
other words, the U.S. umbrella seems to be an important factor in making other
donor imports more effective.

International Executive Service Corps (IESC)

Over the past several years the IESC has made several inquiries about the need
for its services and the likelihood of finding "clients" who would use an
advisor on IESC's usual terms. In October 1970, IESC was willing to send one
30-90 day specialist to advise a group of enterprises with similar problems each
time such a group was willing to act jointly for that purpose.

(Continued)
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Kebul. University

The faculty of Kabul University includes professions and capabilities that
might be utilized in the industrial extension service as one method of helping
private enterprises to find means of solving their problems. With good co~
ordination, such arrangements could increase the practicality of students’
education and the businessmen's understending of the kind of capabilities to be
found in a Kabul University graduating class.
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AFGHANISTAN - INDUSTRIAL DEVELOPMENT

ATTACHMENT B

Scope of Services and Contractor Responsibilities

Scope of Services

The contractor is expected to provide the technical capabilities to perform
the following sexrvices:

Q.

Advise the RGA on the elevation of its Investment Committee to the level
of a policy making and coordinating body for the encouragement of private
initiative in the field of industry, and the development of legislation
and institutions vital to the successful and productive operation of
private industrial enterprises, recommending topics for and, if so
authorized, conducting research where needed to define needed policies
or describe needed institutions.

Systematize the review of investment applications which the Investment
Committee now reviews as individual cases.

Improve and systematize the help the Investment Committee now offers to

investors in preparing their applications and in getting into operation,
so that this help can be transferred to private or quasi-private respon-
sibility within two years.

Iead the Investment Advisory Center in the effective utilization of
foreign and Afghan resources available to it for the greatest benefit
of existing and potential private industrial ventures.

When occasion demands, recommend and, if so authorized, provide short-
term technical services to fill gaps in the resources available to the
Investment Advisory Center.

Contractor Responsibilities

The above services are to be applied toward the achievement of project
targets, which are described below under the respective project goals,

To further improve the investment climate and to increase
government reliance on indirect, rather than direct, controls.

(Continued)



AFGHANISTAN - INDUSTRIAYL: DEVETOPMENT

ATTACHMENT B
(Page 2)

The project will assist in the implementation of the 1967 private invest=
ment laws by providing advisory assistance to the Investment Committee, the
instltution created to process new investment applications, to formulate
industrial policy, and to help investors overcome administrative and other
obstacles. In the past, policy declsions were usually reached in the process
of solving individual cases as they come up. What 18 needed now is a gradual
shift from ad hoc policy making to more general policy directives and the

uge of indirect controls, an area in which the RIA lacks experience. In a
nutshell, the major project goal 1s to prevent an existing organization
dealing with private investors from making costly mistakes while at the same
time trying to reduce the role of this organization over a period of time.

In more specific terms, the project's objective is to:

a. Turn the Investment Committee gradually into a vehicle which can, on its
own and without the help of foreign advisors, handle new investment
applications and eliminate obstacles to private investment.

b. Decrease the operational involvement of the RGA and the Investment
Committee in day-to-day matters through the increased application of
general policy and indirect controls, to the point where investors will
gradually be able to make most of their own decisions consistent witu
national economic policy.

To assist an Afghan industrial extension service to coordinate
technical support for small private industry through the
provision of consulting services.

In addition to reducing direct government involvement in the private sector,
the latter should be strengthened so that it will be in a better position
to handle its own operational problems more effectively. For thHe initial
period, this aspect will be handled through the investment Committee as
well as through the Investment Advisory Center.

To help create better overall support for private enterprise
by acting as a ~atalyst or limited supportsr in the creation
of new sources of commercial and industrial credit, better
commercial legislation and, in general, all those vital
elements which normally operate in support of the private
industrial sector, but which are lacking in Afghanistan.

In this broad area, which is largely concerned with the changeover from g
traditional society into something more modern, the project has obviously

to be somewhat eclectic. In the end, all this tends to reduce costs and
thus make business in Afghanistan more efficient. Most important, this

goal 1s obviously directly related to maintenance of the current competitive

(Continued)
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environment engendered by Afghanistan's open border and free exchange rate
which at present constitute the major pressures for competitive, markete
oriented enterprise and against the mercantilist tendencies of many govern-
ment officilals.

To identify the insights and information that are needed
to guide the RIA in the dev=lopment and implementation of
industrial policy (topic~ for research).

Improved knowledge is vital in guiding the development of the private
sector in the coming year and in integrating it properly into the framework
of the Fourth Five-Year Plan. Although in the past this aspect has been
neglected with apparently almost no damage so far, this situation cannot
be allowed to continue as private industrial development becomes more
complex. For the same reason, there will have to be somewhat more emphasis
on training,

The topics to be proposed for research are to be chosen in agreement with
the RGA and ATD. The reseaich may be conducted under this contract, or
otherwise, as USAID and AID/W will determire.

Two more specific responsibilities of the contractor are:

Propose the special tasks in Afghanistan, the United States or
elsewhere, for which Afghan or other donor capability is not
available and the contractor might provide shcrt-term personnel.

Authorizations for such supplemental work will be issued individually by
the Contracting Officer.

Within six months from the arrival of the Chief of Party,
establish with the RGA and USAID a set of achievement
targets against which project progress may be measured at
one-year intervals,



AFGHANISTAN -~ INDUSTRIAL DEVELOPMENT

ATTACHMENT C

Qualifications of Contractor Personnel

Apart from normal backstopping activities, the contract should provide
specifically for project-related investigation by the home office, as re=-
quested., Personnel in the contractor's head office monitoring the project
should be on top of the p:oject at all times. For this reason they should
quickly acquire sufficient familiarity with Afghan conditions so as to be
knowledgeable of the environmente”, political, and social background of
problems encountered there, Proposed field staff should either speak the
local language or give sufficient indication of the ability and intent to
learn a working knowledge of spoken Afghan Farsi within a short period after
arrival. USAID/Afghanistan will provide teachers for an initial six weeks of
intensive in-country Farsi training.

The project calls for a small but high leverage and high quality U.S. input.
For this reason much is expected from the contract technicians to be recruited,
insofar as academic credentials, actual experience, and record of previous
accomplishments are concerned. Fach advisor is expected to be familiar with
the techniques .. public assistance to small business, and government policy
and practices affecting small business, in addition to the experience with
private enterprise he brings to the job.

The Senior Industrial FEconomist and the Investment Consultant will work out
of theilr own contract office with the various Ministries concerned while
spending about half of their time physically within the Ministry of Commerce
where the Secretariat of the Investment Committee is actually located. The
Financial-Management Fxpert will work primarily in the offices of the Invest-
ment Advisory Center. For all three advisors the duty post will be Kabul
except for such travel, domestic or international, as necessitated by the
position and responsibilities assumed.

Job descriptions and desired gualifications of the lons-term personnel to be
recruited are as follows:

1. Senior Industrial Economist

a. Nature of the Job

Advisor on planning, high-level policy making, and policy implementa-
tion. High leverage position. U.S. contract team leader (Chief of
Party). Advisor's counterparts are at the highest level of the
Ministry of Commerce and the Investment Committee composed of the five
Ministers of Commerce, Industry and Mining, Planning, Agriculture, and
Finance.

(Continued)
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Qualifications of the Advisor

(1)

(2)

(3)

@_g_x_wat ion

MA in Industrial Economics with additional post graduate work,
or the equivalent in work experience. PhD preferred for "status"
reasons provided he is a pragmastic persomn.

Ezgerience

Must have considerable operational industrial experience with
actual work experience in developing, preferably Moslem or Asian,
countries. The advisor should be well versed in industrial
planning, since he would be expected to make the proper contribu-
tions in visualizing and planning the development of the private
industrial sector under the next five year plan.

A high degree of versatility is reguired since problems in
Afghanistan generally do not lend themselves to pat solutions.,
Advisor's bio~-data should show a practical approach in handling
industrial development problems as well as a bent in favor of
private enterprise.

Personality Factors

Mature, high caliber professional able to conceive rroper indus-
trial policies and having the personal atrributes to have these
policies accepted and implemented by his counterparts at the
highest level of the Ministry of Commerce and the Investment
Committee. dJob requires dedication, enthusiasm, matience, and
adaptability. Proper candidate will have no 9-5 mentality and
leave "foot prints."

The ability to get along with different kinds of people in an
environment of tribal rivalries, as well as tact and perspi-
caciousness are importent inasmuch as incumbent might find himself
in the midst of feuds and personal controversies between the three
Ministries wita which he would have to maintain relations, i.e.,
the Ministries of Commerce, Mines and Industries, and Planning.

Languages

German and French are highly useful languages in communicating with

Afghan officials. A knowledge of either one wculd be helpful and would
be taken as an indication that the advisor would be likely to learn

Farsi (Afghan Persian) within a reasonable period.

(Continued)
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Health

Because of the environmental conditions in Afghanistan, the advisor
and his family should be in excellent physical condition, capable of
living in a high altitude (6000 feet) climate.

2. TInvestment Consuitant

a e

Nature of the Job

This position is visualized as being more operational in nature than
the one described above, inasmuch as the consultant would be directly
concerned with implementation problems and the breaking of bottlenecks
rather than with actual policy making. This role can best be described
as that of an "ombudsman' or trouble-~shooter, reporting primarily to
the Senior Investment Consultant and the Minister of Commerce. The job
frequently requires long or irregular hours.

Qualifications of the Advisor

(1) Education

MA in Business Administration, or its equivalent, acquired through
actual industrial work experiences in foreign countries.

(2) Experience
The advisor should be familiar with problems of production,
marketing, plant management, finance, industrial relations, etc.,
ir developing countries and should be able to demonstrate actual

accomplishments in problem solving.

(3) Personality Factors

Advisor should be a mature industrial investment consultant having
worked in an opefrational capacity in developing countries for a
number of years. Must be result oriented. A practical approach
to problems and enthusiasm and drive are to be stressed in bird-
dogging actual or impending problems, as well as in working out
solutions which may involve difficult compromises between high.-
level Afghan govermment officials and private businessmen. These
problems may range from the very complex to the almost clerical
level.

(Continued)
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Considerable imagination would be required in working out ad=hoc
solutions in a highly complex and sensitive social environment.
Advisor's personal relationships withtop offlcials would be
crucial in achieving any measure of success,

langusges

The ability to speak the local languege or to learn it in a minimum of
time is cruecial for this position.

Health
Because of the envirommental conditions in Afghanistan, the advisor

and his family should be in excellent physical condition, capable of
living in a high altitude climate.

Financial=Management Expert

S.e

Nature of the Job

This position calls for a welleseasoned FinancialeManagement Expert

with proven leadership capabilities, Actually; his responsibilities are
likely to be broader than is implied in the position title, since initially
his work would be concerned with helping to make the Investment Advisory
Center more operational while at the same time providing guidance in the
solution of problems encountered by individual investors. His counter-
part would be the Director-General of this Center, to be recruited from
the top echelon of the Royal Government of Afghanistan hierarchy. Since
most of the other foreign technicians working for the Center are likely to
be technical specialists, he would have to develop the coordinating capa=-
bility of the IAC, i.e., assisting the Director=General in making their
services available to the public,

Qualifications of the Advisor

(1) Education

MA degree, or better, In Business Administration or the equivalent

in work experience with special emphasis on industrial management,

accounting, and marketing, Some background in industrial engineer=
ing would help.

(2) Experience

The advisor should have actual. industrial experience in developing
countries in dealing with both institutional development and the
solution of implementation problems of individual investors (indus-
trial extension),

(Continued)
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(3) Personality Factors

Should be a mature individual with ability to inspire confidence
and trust.

Good Jjudgment and astuteness are highly desirable characteristics
as well as the ability to resolve multiple organizational and
financial problems under complex and difficult conditions.

Apart from working with the Afghan business community, the ability
to work with technicians from various developed countries is
important.

Languages

The ability to speak ¥arsi, or to learn it in a relatively short time,
is highly desirable for this position.

Health

Because of the environmental conditions in Afghanistan, the advisor and
his family should bte in excellent physical condition capable of living
in a high altitude climate.
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