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SUMMARY REVIEW 

1. USAID experience in Afghanistan would seem to indicate that 
private industrial development projects, especially if directed towards the
 
development of the agribusiness or export sector, can make 
a significant
contribution to economic and social development as well as to achieving an
 
increase and better distribution of urban and rural income. 
 Afghanistan
provides a dramatic test case for this point of view because intermittently 
a private industry and public sector industry approach was tried to accelerate 
economic development, the latter generally with disastrous results, which in 
a negative way would seem to confirm the merits of the former, (Section 1). 

2. Section U of the "Review" discusses briefly the more generl 
sector problems in bringing about economic and industrial development in
 
a tribal society. Quite often such 
a society tends to be extraordinarily

resistant and indeed hostile 
to the unifying political discipline required for
 
nation building. Thus, insidious opposition by certain segments of the
 
Establishment or leftist groups are 
 to be reckoned with as potential problems

in developing projects of this type, 
 since such projects tend to have a delayed
 
socio-political impact.
 

3, The project's broader objectives are stated in Section I.
 
Initially tfey were defined 
as developing agribusiness industry for export as
 
well as 
to increase commodities for local consumption in order to save 
foreign exchange. Subsequently, thes' objectives were broadened to include 
certain social aspects which occur in the process of modernization. More 
narrowly defined, the project remained centered on making an impact on 
increasing rural and urban income through the development of agribusinesses,
using domestic raw materials for export, combined with an element of soundly
conceived import substitution. 

4. The Project was carried out in two different stages or phases,
with the help of two different contractors. Phase One, stressing the 
promotional aspec,; such as the development of a proper investment climate 
for the creation of new industries, ran from lIX4-1970. Phase Two, Involving
largely a change of emphasis so as to put more stress on institution building
and the development of industrial policy, continued from 1971-1974, (Section IV). 
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5. Section V describes the project's history during its entire
period. It discusses the major developments during the first phase, namely
(1) the fact that the government became disenchanted with the excessive 
drain of the newly created public sector industries on the national budget

which resulted in a shift towards the private sector 
through the promulga­
tion of the 1967 Foreign and Domestic Private Investment Law; (2) how the 
initial project emphasis was changed from the preparation of feasibility
scudies to tlhe creation of a more attractive investment climate initially
aimed at attracting the domestic investor with the expectation-which was
 
fulfilled-that once 
 the domestic investor was happy the foreign investors 
would follow, and (3) what was done in the area of institutional development
in support of the newly created private industrial establishments. 

Two sub-pi'ojects during Phase One, were more directly con­
cerned with the strengthening of Afghanistan's foreign exchange earnings

through the improvement of the Afghan 
 karakul fur industry and the

promotion of tourism. Particularly in the case 
of the karakul fur industry,
the methodology followed is inxeresting since partly as a result of some
organizational and policy changes, including the establishment of an
 
independent, co-operative Afghan Karakul Institute, 
 income from karakul 
pelts increased from about $9 million in 1967/68 to some $17 million in
 
1972.
 

Significantly, through the cooperative approach, part of these

increased foreign exchange earnings 
were translated into much higher

prices to the karakul producers at the grass roots level. 
 Likewise , an 
impact-admittedly minor-was made in the promotion of tourism in 
Afghanistan which subsequently developed from an almost zero base into 
a $10 million a year industry. 

The discussion of Phase One ends with a brief reference to the
problems, mostly of an administrative and political nature, in carrying
out the project, as well as with an explanation of how the project was 
able to generate multilateral support through acting as a catalyst or 
limited supporter for bigger ventures to be financed by other donors. 

Pha;e Two of the Project centers around the project's
subsequently changed emphasis in the direction of industrial policy
formulation, the development of industrial extension services and 
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further institutional development in support of the newly created privateindustries. Three institutions originally established Jn Phase One, theInvestment Committee, the Secretariat and the investment Advisory Center,were strenghthened, although he latter two were subsequently merged intothe Investment Promotion and Development Department of the Ministry.

Two new institutions, the Industrial Development Bank and the Afghan

Association of R. ivate Industries, 
 were established. 

Efforts to encourage the development of industrial policy tookseveral forms, such as extensive research in developing a proposed newtariff and an agribusiness emphasis, the preparation of drafts for themodified investment law and detailed implementing regulations, proposalsfor research and policy making units witihin the Ministry, and contributions 
to various five year and annual plans stressing industrial policy. 

After a brief discussion of the project's limited involvement inAfghanistan's mineral and petroleum sector, the historical review endswith a discussion of some significant problems during the Second Phase
which resulted largely from a 
 tendency on the part of the government toplace renewed emphasis on guidance and control of the private industrial
sector. In this connection, it also discusses the changes made-bothfavorable and unfavorable-by the new 1974 Foreign and Domestic Private
Investment Law which was promulgated after the fall of the Monarchy and

the establishmentt 
of the Republic of Afghanistan. 

6. Section VI refers to tie project's achievements as evidencedby the creation of about one hundred new private industries involving atotal investment of about $15 million equivalent as well as the creation of
some seven thousand new industrial jobs, 
 all supported by the institutional 
development as mentioned under (5) above. 

About thirty percent of these industries are export orientedwhile some twenty were start,( with the help of foreign investment,
either on(- hundred percent or in conjunction witli Afghan investors. 

7. Some of the socio-pol'tica I benefits derived frem the projectare discussed briefly in Section VIJ, mainly in terms of thle changes brought
about in a traditional society on the eve of modernization. 
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8. The "Review" (Section VM ) tries to provide some insightinto the make -up of the Afghan investors, what type of men they wereand what motivated them to invest in industry. By and large, the investorswere either bazaar merchants or their sons who had finished the university,most of them with a good sense 
capability. 

of niarkets but with limited managerialAlthough they obviously were interested in making money,pecuniary motives were not the only ones to make them act. 

9. Section IX addresses some recent criticism of the programby an American Professor in "monetarist" terms, implying that thepromotional aspects embodied in the Investment Law could be counter­productive in the long run because of increased imports or higher domesticprices, it appears, however, that such comments were based on erroneousobservations, and perhaps too much of a textbook approach. 

10. Li discussing results, it is necessary to relate what wasachieved not only to project inputs, but also to, "causality" i.e. ,extent the to whattechnical assistance provided made a difference of significantproportion. Section X addresses this subject matter, as it relates thevarious con'ibutions from AT, other b.lateral or multilateral donors
and the government of Afghanistan tD ultimate 
success. 

The final sections (XI and Xii describe someadministrative difficultes r the internalin carry~tf : out Jie l oject as well as howand why it was ended, followed by a conclusion (XIh--in cost/benefitterms-Lthat boh on its own merits as well as on the basis of acomlparison with other aid efforts in Afghanistan, the project was quiteeffective i. pursuirg the established goals and objectives. 

Notes: 

1. Exchange rates: At this writing the exchange rate forthe Afghani is Afs. 59. 00 to one U. S. dolir. During the period of
the Review, tie exchange 
rate has fluctuated between 51 and 85 Afghanis 
per dollar. 

2. 'I'lic AfghaIn calend , year runs from March 21 to March 20. 
3. 'The Afghan caledar .tAlbi with the move ol Mohammad 

from Mecca to Medina , no the curreLnt Afghan year is 1353. 
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A REVIEW AND DOCUMENTATION 

of the

PRIVATE ENTERPRISE 
PROGRAM IN AFGHtRnISTAN, 1964-74 

I. INTRODUCTION 

The purpose of this report is twofold. First, It constitutes anattempt to document the history and results of a private enterprise programwhich operated in Afghanistan from 1964-1974 and which was considered tobe very successful. Second, it supports the view that in a very under­developed setting, 
 the private sector can make more of a contribution to

economic development than we 
often believe to be possible. 

While the latter statement may sound redundant to some, as maybe noted from the contents of this report, its truth is not always reflectedin the actions and convictions of policy makers and economic development

planners. 
 Even if they accept the idea intellectually, they often seem toreject it almost subconsciously because of their normal inclinition
visualize foreign 

to
aid mostly in terms of government !o government programs. 

The pr( blem is compounded turther by the fact that the concept of"private enterprise", while officially supported in statements by a greatmany prominent policy makers in the United States and other developedcountries, tendis 11) have relatively few backers within the foreign aid bureau­cracies of the various donor nations. Contrary to "agriculture", "education",or similar well acceptd aid activities, "private enterprise" tends to betreated as an orphan in a bureaucratic sense because in the traditional foreignaid programs which are usually administered on governmenta to government 
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basis, there is almost no place to fit it in. Obviously, OPIC is not the
 
answer for what we 
have ;n mind here. 

Furthermore, since most efforts to help the private sector depend
on the cooperation with private individuals rather than with government
agencies, such programs cannot be as tightly controllcd as for instance a
project to improve a university where the hard nosed aspects of profit or 
loss do not enter into the picture. As a result, it is often felt that private
enterprise programs carrya larger potential risk of criticism in case of

failure which again tends to reduce their appeal at the working level 
to those 
engaged in administering foreign aid programs. Yet, the rewards to be

derived from industrial development programs 
can be very considerable 
demonstrated in a 

as 
number of countries in the past, particularly in the Far 

East. 

One of the L.&g,-3t challenges facing the developing world in the

decades ahead is industrialization. Increases in population, food produc­
tion and mobility are going to create immense needs for jobs, 
 improved
income distribution and regional balance which require that a good deal
 
more attention he paid to finding 
a proper way of industrialization. In
 
spite of a 
 growing emphasis on the development of public sector industry
as a means to achieve specific, narrowly defined goals, experience has
shown that the bu"-dn of successful industrialization in the developing world
tends to fall largely on the private sector which, apart from the enactment of
favorable policies for it- further growth, often requires additional support
in the form of incentives credit and advisory services. 

As the r cc!nt rcport of the National Academy of Sciences/National 
Academy of Engineering I)oints out: 

"In(Ius trialization holds the prospect of increases in 
world income, eipJ)loyn ent, and trade which will benefit 
industria, as well a,,SinduSt'ial i'-ng COWuntries. Applied
scientific research in agriculture has diminished (though 
not removed) the threat of famine for the two-fifths of the 
world's people whlo live at subsistence levels, providing 
a critical impetus to progress, worldwide. 'lhc Green 
Revolution is raising rural incomes and creating expanded 
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markets for local and imported manufactures. But,
it cannot in itself overcome the lack of productive jobs 
or raise wages to acceptable levels. Ill 

The case of Afghanistan is interesting in this respect because
 over 
a period of sonie fifty years, both approaches, involving development
through the public as well as the private industrial sectors were tried,rejected and tried again. Bere we have a country which in the 19 3 0'sdecided to pull itself up by its own bootstraps through policies favoring
the private industrial sector for the simple reas.on 
 that its Treasury wasempty at a time when foreign aid had not as yet become fashionable. Thesuccess of this effort was almost entirely due to the drive and vision of thecountry's top political leaders as well as the remarkable foresight of a fewunusual entrepreneurs who were able to mobilize doimestic resources at
a time when most nations in a 
similar stage of development were almost


entirely subjected 
to colonial regimes. Another interesting aspect is thatbecause of Afghanistan's closeness to tie Soviet Union, these people hadalso become aware at an early date of the merits and drawbacks of economicplanning. This in turn tended to influence their policies vis-a-vis theprivate sector in such a way as to find a compromise between the desiresof the individual entrepreneur and the requirements of a developing nation.
The outcome of this effort is described in Annex A. 
 We believe it is well
 
worth reading !
 

Some twenty years later, we find an almost total departure fromthis concept through ti country's reliance on massive inputs of foreign
aid. Such aid became possible largely because 
of the fact that during thecold war, Afghanistan's; geographic location made it politically important
to its tw.) major donor nations, 
 the United States and Russia. Afghanistanbenefitted throug"h a niarisive development of ts infrastructure but at aprice. While it; original d(velopment phase had been carricd out almost
entirely "out of prof it-" with each new step being financed out of incomecreated durirg the previous one, this next (yevelopm e;-t phase placed con­siderable emn)hasis )n comprehensive economic planning and the "uidedeconomy" concept. Following this change in policy, the plan s tfressedthe im)rovemen t of tlh country'3 infrastiuuturc, mpported by nassive 

1. National Academy of Sriencs/Natirna1 Academy of Engineering.Mee tirIj jle ChalennLje of Industrializatin! , A FPeas ibility Study for anInternational ndus trijtlization Institute, Washington, D. C., 1973, p. 3. 
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inputs of aid from abroad. Ultimately, this resulted in a vast increase in

the country's external debt, coupled with 
a minimum of political and

human resources development or what we generally 
can lump together under
 
the label "nation building". While one cannot and would not deny the merits
 
of Afghanistan's effort to develop its infrastructure during its 1953-63 "break 
with the past", it is also true that this constituted largely a one sided effort

in development for but not by the Afghans. 
 Human motivation was conspicuously
absent; compulsion was the word and a potential storehouse of private sector
 
talent which could have complemented the development of the public sector
 
and broadened the country's revenue base as a means for self-generating
economic growth, was shunted aside into almost complete frustraL.n or
 
despair.
 

In essence, the development effort at that time consisted of heavy

reliance on 
foreign technical assistance to draw up Five Year Plans including
 
numerous projects, 
 using the plans as a means to obtain a vast amount of
foreign aid and writing a check to foreign contractors to do the job. Except

for the unavoidable and substantial "slippage" 
 in this type of operation, the
results can easily be seen since brick and mortar tends to last more than a 
lifetime. The failure of a number of big public sector industries-largely

because of deficient planning and the 
 lack of competent managers to run

them-which gradually became 
more and more of a drain on the budget is
 
likewise clearly visible.
 

As a result, some ten years later, we note a gradual realization that
 
much of this aid had been wasteful. 
 This in turn led to a re-emphasis of
policies favoring the private industrial sector and it almost provides a 
negative confirmation of the merits of the private sector approach, as 
discussed in thi; report. 

Learning the hard way the nation discovered a few truths which 
have been summarized ;o well by Theodore Geiger' as follows: (a) by
relying more on private initia.iv,, a nation can mobilize indigenous 
resourcep of money, -kiils and human en.ergy that would not otherwise 
be available to it; () in developing their own industry, Individuals tend 
to save more and work harder than they would for other purposes, in
particular puiblic tiecttor employment; (c) In the initial stages of economic 

1. Geiger, Theodore. Private Enterprise and.Dvelopment, In 
"Dialogue, Vol. 4, 1971, No. 4, pp. .16-27. 

http:initia.iv
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development, the private sector tends to reduce waste and inefficiencywhich the developing countries can ill afford. Particularly the allocation
of resources within the particular industry has 
to be more judicious while
the lack of managerial constraints tends 
 to capitalize on the opportunitiesfor diversification and innovation that arise in the process of economic
growth i (d) a successful private sector tends 
to prcvide more productiveemployment than the public sector normally can. For instance, in India'ssmall industries, management overhead is considerably smaller than if someof these industries were combined into larger units, partly because the individualentrepreneurs are satisfied with a relatively small return for their effort. 

To sum it up, what Afghan officials perhaps g-rudgingly learned,
is that in the early stages of economic development, the selfish interest of
the entrepreneur often tends 
to coincide quite well with the attainment of
national economic objectives in a 
 true Ayn Rand fashion. 1 

Finally, after some six years of remarkable progress in thedevelopment of the private industrial sector, there was again a reaction
in the form of increasing concern about "controls'' 'kuidelines" and thepromotion of public sector industry, which again affected the policies
governing private sector development adversely. Thus, it would seem
that the development of a 
private industrial sector in Afghanistan presentsan interesting, almost unique, case study illustrating the position taken in
 
our first paragraaph.
 

IL THE OVEIIALL SECTOR PROBLEM 

In n sense, the problem of economic and industrial development inAfghanistan is best stated in terms of the experience of King Amanullah wholost his throne by trying to do too much too fast in what remains essentiallya tribal society. As Poullada point.s out, "the first and perhaps most obvious
lesson to be learned from the Amanullah experience is that tribal society
a
tends to be extraordinarily resistant, and indeed hostile, to the unifying
political discipline required for nation building".' 2 
 Thus, what aid donorsconceive as "logical" and are willing to pay for in order to eliminate gradually 

1. Ayn Rand. The Virtue of Selfishness, New York, NewAmerican Library of World Literature hic. 1964, pa:ssim. 

2. Poullada, Leon B. Reform and Rebellion in Afghanistan 1919­1929, King Amanullah's Failure to Modernize a Tribal Society. Ithaca andLondon, Cornell University P-ress, 1973, p. 267. 
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the country's dubious distinction of belonging to the "Club of the Twenty-
Five I-east Developed CountriesS'may well become obscured in a good

deal of lip service, if not passive resistance if the need for it is not felt
 
on a fairly broad basis.
 

For instance, as Dupree points out, "villagers willingly accept
 
any all suggestions for technological change because they realize that the
 
sooner they accep, 
 the sooner the 'developers' will leave. This"' 
unfortunate tendency is further aggravated by the fact that many dynamic

foreign advisers, in their enthusiasm to get something done, have tended
 
to "sell" programs to the Afghans which 
 they actually believed would be
 
effective but which were 
not conceived by the recipient as meeting an 
urgent need. As a result, the particular program started off on the "Tong
premise with the Afghans politely taking to the sidelines, rather than openly
criticizing a project which frequently was offered to them without much of a 
commitment on their part. 

Another problem, more specifically related to private industrial

development, was that in Afghanistan, except for the merchants 
in the

bazaar, there was no private enterprise tradition. As a matter of fact,
 
except for its above muntioned change of hart forced i,y necessity, it can

be said that in practice the government's day-to-day attitude often works 
out 
to be anti-business, particularly at the lower levels of administration. 
While risk taking, budding industrialists showed up in unprecedented numbers
after the promulgation of the 1967 Foreign and Domestic Private Investment 

were sameLaw, there at the time many jealous lower echelon bureaucrat.' 
ready to deny them the rewards. Furthermore, industrial organizations,
manufacturers' associations and labor unions were frowned upon as a
 
potential counterbalance to almost unlimited 
government power. 

Particularly during tie first phase of the program, the traditional
establishment, whose power was largely based on a military and feudal
 
society, 
 was ofte2n less than pla5sed to see "nobodies" rise up in industry,
particularly if these nobodies turned out to be members of minority groups.
Apart from that, there was ideological opposition from those who were
committed to socialism or communism as well as from religious leaders
who felt threatened by any departure from the existing traditional society. 

1. Dupree, Iouis. Afghanistan. Princeton, N. J., Princeton 
University Press, 1973, p. 249. 
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Thus, it would seem that the first requirement of a successful
development project in Afghanistan is that the local leaders perceive it 
as not encroaching cn their particular power structure regardless of 
whether or not the project is in the national interest of political integra­
tion or merely resulting in domination by the central government. As
pointed out above, the Private Enterprise Program faced some of these 
problems in that at times the program was felt as a threat by a minority
of ultra conservative elements of the ruling oligarchy. The fact that they 
were easily overruled does not detract from the other fact that this 
resulted in some sort of insidious sabotage and protracted problems in the 
day-to-day execution of the program which called for unusual tact and 
perception on the part of the foreign advisers. 

The easiest phases of the program were obviousl the promotion
of karakul fur exports which benefitted everybody, and tourism ,although
in the latter case ultra conservative elements often felt a threat to "their 
culture" because of the roaming around of too many tourists; the more
 
difficult part was the development of a private industrial sector which,
 
apart from affecting the traditional society, ultimately could result in a
 
shift in income distribution and political power.
 

II. PROJECT OBJECTIVES 

In the RFPlfor Afghanistan, dated October 1963, the Project was
 
first proposed to 
"assist the Royal Government of Afghanistan through

private enterprise 
 to develop new industries for processing.of agricul­
tural products so that they are accepta-ble to move in the hard currency

export trade and to increase production of commodities for 'local con­
sumption in order 
to effect savings in foreign exchange." Subsequent

CAPskof October 1964 and 1965 held to essentially the same rationale in
 
defining the purpose for this Project.2
 

As time went by, these objectives became more broadly defined
 
so 
that in the latter stages of the Project, the objectives were stated as
follows: (a) to increase per capita income through the proper motivation 
and mobilization of the private industrial sector; (b) to help a group of
 
private entrepreneurs become 
a driving force in modernizing the economy
which in turn could lead ultimately to the creation of a more democratically 

1. RFP abbreviated for Request for Proposals, CAP for Country 
Assistance Program. 

2. See: Thomas 1H. Miner and Associates Inc. Afghanistan,
Private Enterprise Program. Chicago, .ll. 1970, (mimeographed), p. 11-1. 

http:processing.of
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oriented society, and (c) to 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 

1status or race. 

More narrowly defined the industries so created were to have a
significant impact on rural income through the development of agribusi­
nesses using domestic raw materials for export; simultaneously, there 
was an element of import substitution to be pursued in those cases where 
local industry would be ablc to compete with the imported product strictly 
on a cost and productivity basis. Equally important were the income 
distribution effects and the creation of an industrial labor force which in 
time would become more vocal in demanding those social changes without 
which real development cannot start. Obviously, in a country where labor 
is plentiful and capital is scarce, a conscious effort was made to use labor 
intensive technology to the extent possible. 

IV. PROJECT PHASING 

The Project was carried out in two different phases or stages.

Phase one (1964-70) was carried out under contract with Thomas H. 
 Miner 
and Associates of Chicago which sent in a three-man team of high caliber
 
generalists supplemented by specialists covering 
 several sub-projects. 
During the first phase, the emphasis was on strengthening Afghanistan's
balance of payments and developing a favorable investment climate in order 
to create as many new industries as possible with a general emphasis on
 
agribusiness, 
 export promotion and sensible import substitution. 

The second phase (1970-73) was carried out under contract with
 
Checchi and Company of Washington, D. C. 
 During this phase, emphasis
 
was placed increasingly on institutional development in support of the new
 
industries as well as on the development of industrial policies designed to
 
bring about self-generating growth.
 

The project's brcad goals during the second phase, as stated in
 
the PROP and the RFP were as follows:
 

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

1. See: USAID Non-Capital Project Paper (PROP) dated August 11, 
1970. 
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Goal IL To provide more technical support for existing small
private industry through the provision of consulting services in the area 
of industrial extension. 

Goal II. To help create better overall support facilities for private
enterprise by acting as a catalyst or limited supporter in the creation of 
new sources of industrial and commercial credit, the enactment of better
commercial legislation and in general, all those vital elements which

normally operate in support of the private industrial sector but which 
are 
totally lacking in Afghanistan. 

Goal IV. To provide the insights and information needed to guidethe government in the development and implementation of industrial policy
(Research) and to ctrengthen the indigenous private sector by providing a
limited amount of training for people from local firms and institutions. 

V. HISTORICAL REVIEW OF THE PRIVATE ENTERPRISE PROJECT 

A. Phase One 

1. The Major Project Components 

a. Industrial Development 

As pointed out, the mid 1960 change in government policy
towards the private ;ector resulted from a combination of political develop­
ments and a growing disenchantment with tfie performance of government
subsidized public sector industry. A subsequent consideration on the partof the government was the need to create more industrial jobs for a growing
number of educated unemployed after it had decided to make a major effort 
in the area of university education. 

A modest "Private Enterprise Program" started Inwas
1964 which originally was aimed at attracting the foreirn investor through
the preparation of a number of feasibility studies. After a considerable
analytical effort, eight fields were selected for pre-investment feasibility
studies. These fields included animal casings, sheepskins, cigarette
manufacturing, corrugated boxes, spice and herb processing, carpet
manufacturing, karakul processing, and tourism. Upon completion and 
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approval by the government, each feasibility study was given a relatively
wide promotion effort among potential American, European, and Japanese

private investors as well 
as lending institutions. 

By and large, this approach was unsuccessful. Therefore,
in 1966 the direction of the progran was changed radically. The new approach
looked to the creation of a proper investment climate as a first requirement.
Although such a climate would primarily attract indigenous investors rather 
than foreigners, it was assumed that if an attractive investment climate 
could be created and if the' domestic investor would successfully move ahead,
the foreign investor was likely to take note and follow. This assumption
 
proved to be essentially correct.
 

Thus, during the first phase, the primary program goal
 
was to get new private industries started. 
 The goal sounds simple but in

reality it was quite complicated. As a first requirement, it was necessary

to create 
a proper legal base of operations which is so important in
creating an investment clinate. Once this was done, a handholding job


needed to guide the individual investor on how
was to avail himself of the
benefits provided under the law. Because of the lack of an industrial history,
the advisers had to work from scratch with each individual investor to get

his project started, most of whom had 
more money than ideas. The case

of the first investor as discussed in Anrex B provides 
a good example of the
 
type of problems which had to be faced.
 

As part of the promotional effort, there was a need tocreate a rudimentary institutional base in support of the new industries.
 
Thus, it became important to institutionalize the advisory services
 
needed to get the *investor started. 
 Once t&is was done, an effort hrd to
be made to find adequate physicalan location for the new industries which 
initially sprung up in the midst of the residential area. 

Obviously, this was a Hlerculean task for a small advisory
team consisting of only three generalist senior advisors of Thomas Ii. Minerand Associates, in cooperation with four more advisers, providcd by the 
Asia Foundation and Western European countries, who were either specialists
in a certain industry such as food processing, or tanning,or industrial 
economists working at the junior level. 

The first and formidable problem at the initiation of the first
phase was that the lack of any tradition in creating a new private industrial 
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sector. What little tradition was left from the 1930's was tainted­rightly or wrongly--by a connotation of "monopoly" or "exploitation".
Many people doubted seriously that an entrepreneurial class could bedeveloped in Afghanistan. Since during the period immediately
preceding, most of the capital to establish new industries had been
provided by the government, it was assumed that little 
or no savings
would be available for industrial investment. 

Even the idea that businessmen would be able to
engage in industrial activitibs 
not guided by the government was
 
repugnant to many Afghi.is. Students in their second year at the

University woald timidly ask what was 
meant by the words private or
public industrial sector while other intellectuals believed that the
"warrier traditions" of the Afghans 
made them totally unfit to engage
 
in this type of activity. 1
 

The matter of finding an administrative "home"for the newly emerging plrivate industrial sector immediately became aproblem. The soemingly "obvious" solution of locating the Programin the Ministry of Mines and Industries which had adninistered another
"Private Investment Law" prior to 1967 was out of the question at that
time since this Ministry was considered as the stronghold of the 
 "guidedeconomy" concept. Hence, no potential investor was likely to go near it.
As the contractor pointed out in Lis final report: 

"In1 the case of the Ministry of Mines & 
Industry, the home of the 'guided economy' con­
cept, the principal problem was that of guiding to 
such an extint that the project soon became a 
Government proposal being implemented with the 
investor's money. The Ministry of Mines and
Industries regularly dictated capital requirements,
machinery requirements, source of machinery,
method of payment, type an(d quantity of production
and any other d(etail which caught their fancy. Under 
the:se cir cuinns tanc(:5 , only the hardie ttinvestorn 

1. See: Thormati Ii. Miner and Associates, Inc. Afghanistan,Private EnterpriseProgram, Chicago, 1970, (ninmographed), p. 111-1. 

http:Afghi.is
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persevered, This happened to a very large rayon 
weaving plant which was approved over four years 
ago and which only now is actually being implemented 
under the more relaxed atmosphere engendered by 
the Investment Program. "I 

Fortunately the alternative existed of having the program

sponsored by the Ministry of Commerce which at the time was 
headed by

Dr. Nour Ali who was a strong believer in the role of the private sector.
 
Surrounded by a few other individuals who harbored the same philosophy.

Dr. Nour Ali was able to lay down the fundamentals upon which a program

could be built. Some of these concepts were completely revolutionary by
 
Afghan standards, such as:
 

-It is the Investor's money. flo can spend it on manu­
facturing any item he likes, providing that he 
can prove reasonable feasibility2 

The corollary to this is that industrial investors are probably as smart as 
anybody else, at least, and stand in need of relatively little "guidance" by
 
bureaucrats.
 

-The government is uninterested in where a man's capital 
or ascomes from, in what form, long as it come;. 

-The selection of partners is the investor's problem­
whether he is foreign 
or Afghan. There are no Iimposed partners, nor
 
quotas, nor "Alghan percentages".
 

-The purchase and selection of machinery, including

second hand equipment if desired, Is entirely up 
 io the invostor himself with­
out any interference by bureaucrati; who will 
not be reoponslble for the
 
operation of the plant.
 

-The application batically consists of a feanibility study
comprising all relevant Information and projections for five years. This 
study, when approved, Is the "license" as far as papItal, imports, foreign
 
personnel, etc. are concerned.
 

1. Miner. op. cit. 1).HI-2. 

2. In practice, because of conditions In Afghanistan, this constituted 
a certain bias in favor of agribusiness oriented projects. 
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-The project is considered by the government on the
basis of the Application-easibility Study without further negotiation 
or
 
"agreements".
 

_-The letter of the 1967 Investment Law shall be the only
guide and rule. An excess of zeal to foresee and prevent any possible abuse 
of Investment Law privileges is not to bo used as an excuse for biureaucratic 
harassment and interference in industry 1 

Thus, the basic elementh of tie first stage of the program 
were the enactnent of the 1967 Foreign and Domestic Private Investment 
Law and the oreation of the related institutions &stablished to help implement
the Law and to support the investors. All these are discussed in the sub­
sections which follow.
 

(1) The Foreign and Domestic Private Investment Law 

The legal base for the redirected private investment
 
program which started in 1966, was the promulgation of a Foreign and

Domestic Private Investmert 
Law, early in 1967.2 In addition to providing

the usual Incentives to the )rivate investor, such as duty -free import

privileg.s for equipment and raw materials, a five-year tax holiday, etc.,

this law esuiblished an Investment 
Committee composed of the Ministers of
 
Commerc,, Financ( , 
Planning, Agriculture, and Mines Pnd Industries. 
Approval of a proposed investment by thMs Committee, chaired by the 
Minister of Coin nierce, meant pers onal endorsement by five Ministers,
and hence. relatively ready c(opewration in implementing decisions by five 
Ministries. Also, thii arrangement provided the new investor with a direct
recourse( ti, hilher authority in case. his effort.s were met with opposition
from offiial, of e variou,, key Ministries with which he would have to 
deal it one tinm,, or another. 

What wasi imoportant about the I9;7 Private Investment 
Law wa nrot ,;(, much tit cminei into effect-two private investment laws 
were on the book; p)rior t) 1!X17, name ly, the Lim Encouraging Industries 
under the Mini;try (dIMin.e,, and Industries, and the Foreign Investment Law 

1. Miner. (p. ('it. ). I1 7- h. 

2. For a conplet text of the Law, see Annex C of the Appendix. 
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under the Ministry of Commerce-as ie fact that it represented a change
from investor control to investor support.1 

Through the establishment of the Investment Committee,the 1967 Private Investment Law tried to provide actual support to potential
investors and to eliminate many of the previous administrative difficulties.
Since the previous investment laws were administered by two different
Ministries, it was quite possible for one Ministry to block a project approvedby another. These laws required private investors to negotiate what in effeot 
were highly spccialized agrecmerts wih the government which governed all
phases of their proposed operations. The stipulations embodied in these
agreements included tie form and amount of capitalization, type, price and
suppliers of capital inputs, quality, and origin of raw matlerials, and the 
nature and amount of any technical assistance. The actual impipmentation

of thesc agreements was often disastrous to the investor.
 

TIe 19;7 Law, which was modified in 1974, changedall that. 2 The key elements of the 1967 Foreign and Domestic Private 
Investment Law-apart from those mentioned above-consisted roughly of
expanded fiscal benefits and guarantees on repatri ation of profits and

salaries 
to provide increased incentives for private investments, equal

treatment for new investments, 
 foreign and domestic, and grcatly improved,
clarified, and centralized procedures for the administration of the law and
 
for the settlement of disputes.
 

The law provided benefits for approved new privateInvestments, Afghan or foreign, in industry, mining, agriculture, tourism, 
or in any other service industry or priority enterprise designated by the
Investment Committte (Article 2). It specifically provided that ailthougl, all
mineral deposits are 
owned by the Statkt, the conclusion of individual agree­
menLs in the field of mineral exploitntion or basic industry remained possible 
(Article 26). 

1. For a review of the earlier inves;tment laws, see: Nyberg,
floward. 'I1i Investment Climtt, of Aflinistan, An Analys,; of Private 
Investment laws and their Applitcation, Kabul January 1966, (mimeographed). 

2. Afghanistin, Mlnis try (if Commeree. Foreilgn and )om.stc
Privatt,Inves tinentltw, Kabul, I9D7.March 
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In more specific terms, the law provided for the
 
following benefits:
 

-Exemption from taxes on company income for
 
five years beginning with the date of first sale of products of the new
 
investment (Article 3).
 

-Exemption from import duties on essential imports
(machinery, raw and intermediate materials) for five yeli'h after the 
approval of the invest menk (Article 3). 

-Tax exemption for interest on foreign loans which

constituted part of an approved investment (Article 3).
 

-Exemption from export duties for ton years after
approval of the investment (Article 3). 
 Except in the above cases, foreign

compants and their employees were subject to the normal tax laws. 
 The 
law stated that investments under this law were subject to an independent

annual audit by auditors who meet international standards (Articles 10, 11).
 

-Repatriation of profits, oapital, interest, salaries,
royalties and approved fees was guaranteed within reasonable limitations
 
and rules (Article 5, 6 and 9).
 

-- Shareholders could freely dispose of shares, except
that they were not allowed to sell to foreign governments. There was saving

clause on this latter limitation to allow for subrogation under foreign

governmental investment guarntees (Article 12).
 

-Joint ventures were explicitly encouraged, but the
law did not require any specific percentage of domestic participation (Article
15). One hundred percent foreign-owned Investments were not precluded.
However, the lay. ,.npowored the Investment Committee to negotiato sollback 
atrr'angements, amcig other things (Article 14). 

Vhe law required a.l government agoncles and departments
of the government to purchase their necessary supplies and t$6rvioes from 
entorprisnR established under this law, provided that these products were 
"substantiahy" competitive with imports (Article 16). 
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The law included nothing more specific than theforegoing provisions witl regard to prrtective trade measures available
 
as incentives to investments. 
 These, of course, were in no way precluded
by the law, and protection of domestic industry subsequently became an

established policy of the Government of Afghanistan, although not actually

implemented because 
of the continuation of a defective tariff. Furthermore,
the problem of policing Afghanistan's vast land frontiers is so great that there 
are limitations upon the government's abilty to enforce protection through 
trade barriers an(d high import duties. 

According to Article 17, rights of investors in theevent of expropriation were re-affirmed by reference to Article 29 of the

Afghan Constituticn, which read, in part, 
as follows: 

".roperty is inviolable. 

No one's property can be confiscated except in 
accordance v;ith the provislions of the law and the 
decision of a comnpetent court. 

Expropriation ix allowed only for securing public
interest, against an advance equitable compensation,
in accordance with the provision of tl!e law." 

The law made suitable provision for arbitration

procedure, as well as for settle-ment according to the Convention of the

Settlement of Investment Disputes between States and Nationals of othor
 
States, If the government and the foreign investor 
so agreed. Such anagTeement could be reached either at the time of investment or when a
 
dispute aro;e, as provided in the Convention. Afghanistan signed this
 
Convention in September, 1966 (Article 19).
 

Thf. "ingle licc nse" proviion (Article 24) esta blished
that an investment finally approved by the Investment Committee would 
require no other licene to operate in Afghanistan once Buch a license was
obtained. The law provited, furthermore, that the controversial "Lioensing
Regulations for Private Foreign ''radersi and Firms in Afghanistan" would 
not apply to inveitm(ntii approved under the new law (Article 25). 

It reniined gov.,rnment policy, nevertheless, to
draw aharp distinctions between "foreign inves tors'" and "foreign traders", 
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and to attempt to separate the two types of activity as well as the rulesapplicable to them. Understandably, the law restricted enterprises

approved for benefits under the Invesunent Law from exporting goods

which they did not produce, or from importing goods 6ther than those
 
necessary for their own production or use (Article 24).
 

(2) Supporting Institutions 

The Private Investment Law, valuable as it was,
would not have been able to attract or promote new investment without

supporting institutions. Indeed, as noted above, the law itself provided
for an Invustment Committee and a "Secretary". However, it did not
provide for a "Secretariat". To deal with the implementation problem,

the first Chairman of the Investment Committee first tried 
to set up an"Advisory Sub-Committee" consisting of repre~ntatives of the Ministries
of Mines and Industries, Planning and Commerce, together with the
foreign advisors. The Sub-Committee was charged with project analysis,
final recommendation for approval and the creation of procedures. Itmet only once but just long enough for the representative from the

Ministry of Mines and Industries to make it 
 clear that this Ministry would
have noliring fu,-ther to do with it. Taking another tack, the Chairman
then established the "Investment Committee Secretariat" located in the
Ministry of Commerce. 
 Since most of the original investore emerged from
the bazaar and since the Minis try of Commerce was already functioning as
the "Registrar of Companies in Afghanistan" and was handling the IssUanceof trade licenses, the potential investors, mostly bazaar merchants, felt 
more at home in dealing with "their Ministry". With this, a rudimentary

institutional base for the program 
was established. 

As originally conceived,the prilcipal function of the
Secretariat was to make sure 
that new investment applications met the

criteria established under the 
 1967 Private Invostment Law, and to
administer the law for approved applicants. This latter activity consistedmainly of processing invoices for duty-free importation of machinery, spareparts and raw materials, and handling administrative problems in connection 
with the export of fiished goods. 

Here a new problem emerged in that the Afghan officialsin the Ministry of Commerce had no precedent in dealing with investors. But
fortunately, a low of them had the right "non-dirigiste" philosophy so that 
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over a period of time lproper procedures could be worked out with the
 
investors themselves. As the contractor puts it:
 

"Not surprisingly, once an investor (foreign 
or Afghan) is really sure that the Investment 
Committee means what it says, after two or three 
of his questUns have been answered .vith the state­
ment "however yo want to do it" or "as y wislh" 
or "that's your decision, not ours, " then both tho 
Secretary and the advisors are normally overwhldmed 
by pleas for help and guidance, together with assurances 
that their every suggestion will be followed to the letter. 
In short, once the investor is sure that nobody is trying 
to force anything on him, he then becomes voluntarily 
receptive to suggestions and even 'guidance'."I1 

The second institutioz. established in support of the
 
program 
was the Investment Advisory Center (IAC) established ip March 1969. 
Funded by -the Chamber of Commerce, for several years technical 
assistance was provided to it by advisors from the United States, the 
Federal f p;,blic of West Germany, Great Britain, France, andVNIDO.
 
Its functions included 
 the preparation of investxneni applications for coni 
sideration by the Investment Committee, in cooperation with the Uinvestors, 
performing market studies and other analytical work for 'he Comrmittee,
the statistical reporting on the program and a variety of industrial exwnpion

activities which were becoming increasingly important as the number of new
 
industriks increased. 
 In contrast to the Investment Committee, ,the Center 
remained Investor oriented i.e., primarily concerned with helping the 
investor. 

From the beginning, the experience with the Center was
somewhat mixed and for a while it existed in name only. It was felt that 
to gain confidence of the investors, organizationally the Center should be 
as far removed from the government as possible. About the only way to 
achieve this result was by locating the IAC within the Chamber of 
Commerce of Afghanistan. The Chamber is a peculiar institution since 
it forms a sort of a link between the government and the private pommer­

1. Miner. op. cit. p. Ifl-8. 



-19­

cial sector. Although the Chamber is composed of some thirty business­
men, its connection with the Ministry of Commerce is provided by a
General President reporting to the Ministry of Commerce who controls

its financiaf rbsourccs which 
are generally derived from the collection of
1cense fees -frm commercial traders. Because the Chamber has its
 

own budget, 
 it has somewhat more flexibility in the use of its funds than 
the Ministry of Commerce which worked out to the benefit of the IAC. 

Once die administrative location of the IAC had teen
decided upon, a 
major battle ensued in finding a physical location for the

Center which for a considerable 
time was located in two rooms in the
Chamber of Commerce until finally the Ministry of Commerce made adequate 
space available to it. 

Obtaining funding for the Center posed a considorableproblem since the Chamber obviously :onsidered the IAC as a stepclild and 
an unwelcome drain on its finances. "he principal saving -race was, that
fortunately bilateral and multilateral c dvisers were available to it free of

charge which enabled the 
 Center to ge. started with the work. However,
here another problem loomed in that under the existing set-up it became

almost impossible to obtain trainable 
Afghan counterparts largely because

of the IAC's small budget and the lack of "glamour" attached to a semi-­
official institution as compared to straight civil service status. 
 Apart
from this, to find candidates; in Afgha:iistan who can be trained in tho area

of industrial extension 
is lie finding lie needle in the proverbial hay stack. 

For all these reasons, the JAC as an Afghan institution never amounted to much during phase one of the program since during thisphase most of the work was done by foreign specialists and relatively junior

foreign advisers whose enthusiasm made 
up to a considerable degree for
 
their lack of exl)erience.
 

After fhe new Investnent Law had proved to besuccessful In atL-acting, new investments, the next logical step was to
provide the investors with adequate industrial building sites since land
for industrial purposes, complete with adequate water and power facilities,
is extremely inscarce Kabul. To meet this problem, the government, in
September 1969, made available about 320 hectares for the establishment of 
an Industrial Park near Kabul. The tract of land provided for this purpose 
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is ideally located in the Pul-I-Charkhi area on the way to Jalalabad. It

is located near major highways and sub-surface water of good quality is

:available in adequate volume. 
 Electric power is ample and sewerage
facilities can be built at a reasonable cost. 

To develop the infrastructure for this Park,government initially intended to request a 
the 

$1 million loan from the Asian
 
Development Bank. 
 Partly because of difficulties in having such a loan

approved by the Parliament as 
well as because tie ever increasing problem
of the external debt service, this idea was shelved in favor of using domestic
financing which never was found. 'Thus, although a number of factories areactually located within the Industrial Park area, the creation of an Jndnstrial
Park and of an independent Industial Park Authority is yet to materializ.,

However, thanks to a contribution of the government of India, 
 a smaller
industrial area has been developed within the original Park area. 

By the time the first phase had been c(,nilet, (d in late1970, remarkable results had been achieved. What nobody had expected,

the effect of the Private rnvestment Law was 
almost immediate. As soon as the potential investors realized that there was a "Court of Appeal" to 
which they could take th-ir administrative problems encountered at the

lower levels of the government, as well as competent advisors 
!1 help themIn overcoming their difficulties, they began to file investment applications.
Consequently, by December 31, 1970, some 130 investment applications hadbeen approved, out of a total of 215 submitted. About twenty percent of these were export oriented while twenty-two were filed by foreign investovs, many
In partnerships with Afghans. Out of the above total number of investment
applications, fifty-threQ new industrial establishments were actually in

operation by the end of 1970. 
 'Its seems to prove that, given proper
surroundings, Afghan businessmen appear to be eminently responsive to

those incentives which scem to operate so 
well in other d(veloping
countries. Prior to 1.97, there had been doubt.s about thif;. 

b. Export Promotion - The Afghan Karakul institute (.Kl) 

In addition to it, already expressed uneasine;i; about thebudgetary implications of a growing but inefficient public industrial sector,
in 1966 the government also became concerned about a decline in the karakul
fur Industry which for many years had been a major earner of hard currency. 
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Efforts to remedy this situation again started as part

of the Private Enterprise Program with full support from the U.S. 
 Agency
for International Development which provided contract assistance through
 
the firms of Thomas H. 
 Miner and Assdciates and Vector Corporation both 
of Chicago, Illinois. Thus, in July 1966, the Afghan Karakul Institute (AKI) 
was chartered by the Royal Government of Afghanistan, as the nation's
 
first major independent, non-profit and privately financed, 
 self-develop­
ment program in agriculture and industry.1
 

Once established, the Institute's objectives were as follows: 

-To rebuild foreign buyer confidence in Afghan karakul. 

-To develop an organizati,_ ,, in Afghanistan which would
 
unite the industry and through which all interests could participate in the
 
industry's development.
 

-To create the financial resources necessary to support

the industry's development and to use these 
resources judiciously. 

-To develop a long-range plan of improvement and to carry 
out this plan effectively. 

In order to accomplish these objectives, the Institute 
adopted several basic operating policies, namely: (a) that the Institute 
had to be both independent and honest; (b) that it would have to share decision 
making with all its members and (c) that the Institute must communicate 
periodically with its members and engage in proper public relations activities 
at home and abroad. 

Because of strong support on the part of the government, 
progress made in this area was relatively rapid. The Afghan Karakul 
Institute has grovn continually in stature and by 1973, it had become the 
country's leader for planning, developing, and coordinating the Afghan 

1. For more details see: 'vector Corporation. The Afghan
Karakul Institute, Oak Brook, Illinois, May 1967, and: 

Afghan Karakul Institute. Four Years of Progress in the 
Karakul Industry of Afghanitan. Kabul, August 1970. 
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karakul industry. Due to better curing, dusting, sorting and grading of
skins, the quality of the final product was 
upgraded significantly. From

its start, the Afghan Karakul Institute had recognized this problem. 
 Tosolve it, the Institute constructed a new sorting house in Kabul. It searched thecountry for the best sorters and graders and placed them on its payroll to 
assure independent judgment. The Institute also adopted strong policies to

control sorting and it used all media to instruct exporters in the proper

buying of skins. Equally important, the produce 
mix changed materially

to seventy percent gray and thirty percent black, 
 which greatly improved
Afghanistan's competitive position with South Africa and Russia which

produce 
 mostly black I-arakul. Previously, in 1968 these percentages were
 
almost reversed.
 

Considerable progress was made in the area of marketorientation and market policies. At its start, the Afghan Karakul Institute

had no authority to change Afghanistan's 
auction policies. Yet, informally,

largely through difficult educational efforts, the Institute brought about
significant changes in this 
area and public auction has now become the major
 
means for selling Afghan karakul.
 

Likewise, good progress was made in the handling of buyercomplaints. When the Institdte started, Afghanistan had few men in the

London and New York auctions who spoke English. Complaints, therefore,

fell largely on deaf ears. Furthermore, these representatives had

authority to act upon complaints and even 

no 
if they did, there was no central

organization in Afghanistan to whom they could turn for help. Fortunately,
by 1973, these problems had all been solved. The representatives in
 
London and New York speak English; they are 
well schooled businessmen;

they have the authority to act and the Institute exists as 
a central organiza­
tion in Afghanistan to back them up.
 

As a result of these efforts, within only a few years, foreignexchange earnings from karakul increased from sOne $9 million in 1968
about $17 million in 1972. 

to 
In 1973, there was a temporary decline because 

of severe drought conditions. 

The average price of skins rose from. $7. 60 in 1967/68 to$14. 16 in 1973, while quality skins were sold in the 116 t') $23 range. It
is interesting to note that the sharply increased income is largely due to
better quality and preparation since the total nimbber of ,jkins nold in 
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1972/73, was slightly lower than in 1967/68. Although better world prices
for karakul were evidently a factor, the point remains that because f its
better organization, the AKI was able to take advantage of them. 

Another interesting aspect of the project was that itsimpact was felt right down to the producer's level. AKI's flockowners

education program and a program for broadening buyer competition have
increased prices to flockowners from an average of Afs. 250 per skin in
1968 to Afs. 900 in 1973, which is very significant from a point of view of

income distribution at the grass roots level. 
 Every year at lambing timethe President of the AKI went on the radio to inform flockowners at what pricetheir skins were being sold in the world market so that they would have a

defense against unscrupulous buyers. Previously, they were totally in the
 
darR about this. 

Prior to the formation of the Institute, the exchange ratefor karakul was Afs. 45 per dollar (as compared to a much higher free rate

of exchange) which amounted to an export tax. 
 Thanks to AKI lobbying,karakul was subsequently exported at the free rate of exchange. This tended toeliminate the smuggling of skins and provided greater benefits to the producer. 

About one-thousand suppliers, most of them small operators,now deal through the Institute. Since the larger suppliers showed increasing

interest in taking advantage of other investment opportunities in Afghanistan

and were moving out of the karakul trade, this provides the smaller
 
entrepreneurs with an opportunity to enter the trade through the use of the
 
Institute's services.
 

The Institute was put on a sound financial basis and is nowself-supporting. It receives 3/4 of one percent of the gross proceeds of the
sales in London and New York City, plus a fee of 1-1/2 Afghanis per peltfor sorting, grading, preparing for shipment, and arranging for shipping whichaltogether comes to a sizable annual income by Afghan standards. 

The Afghan Karakul Institute was established as a non­
profit organization. The non-profit concept was adopted as a means for
re-investing surplus funds back into the industry. Previous to the
existence of the Institute, everyone was taking from the industry and
returning very Thelittle. Institute has re-invested very substadtlal 
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amounts back into the industry. To give only one example, $145, 000 was
invested in the construction of a much needed sorting hotae. Located just
out of Kabul, this building is now considered one of the finest in the world 
for the sorting and grading of furs. 

It would seem that this sub-project also offers someintoesting lessons from a point of view of project planning and methodology. 

When the project was started, the timing was right. Declining
karakul exports were becoming a matter of national concern. There was at
least a commercial readiness,a realization that something had to be done andthis accounted for getting the proper support from the government.
Particularly, the support by the Minister of Commerce was crucial in the
 
early days.
 

The use of proper counterparts constituted another factor.

To find capable Afghans to spearhead a project of this type was 
not easy;yet it was essenti' I if the project was to result in permanent success.
Training was achieved in depth, allowing for several of the trainees to fall

by the wayside. Honesty and integrity were 
stressed in the selection of
potential candidates. As a result, for some five years, the project wound
 
up with the right Afghan management, 
 which was ale to provide an element
 
of stability.
 

To a large degree, the project was built on Afghan pridein achievement rather than holding out "bait" in providing technical
assistance. Thus, financial remuneration became of secondary importance

to those involved in the project, the ultimate success 
of which is largely
due to the dedication and prolonged tenure-rare in Afghaniltn-of Mr. A. 
G. Redja. the Institute's first President. 

From the beginning, the U.S. technical assistance was
well equipped to handle a project of this type with relatively limited 
resources. Altogether, about $180, 000 was spent for technical assistance,
participant training and commodity support. The organization, marketing,
advertising and public relations aspects were a natural for U.S. technical
assistance. Where needed, additional assistance was sought from others,
such as Hudson's Bay Company in London, which has a long history in the 
marketing of expensive furs. 
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Another important factor was the way in which the project 
was phased out. At first, there were resident advisers. As the project
progressed,these were gradually withdrawn, giving the Afghans a chance 
to go it alone and to learn from their own experience. However, to

minimize possible mistakes, periodic advisor visits were 
arranged for
 
so that mistakes could still )e corrected in time. This approach 
w .nt a 
long way in developing local pride and self-reliance. 

Started as a grant, the project made a deliberate effort toprovide the AKJ with enough competence, as well as equity, in time to be
able to apply for a loan for its future development. This virtually provided 
a built-in termination date for the technical assistance program. 

c. Promotion of Tourism 

Tourism looks like a growth industry in Afghanistan, sincethe country offers a most unusual package to the tourist. There are natural
attractions of an incredible beauty such as the Hindu Kush mountain range

and the unique lakes of Band-i-Amir contained by a natural wall several
 
meters high. In the villages, there are patterns of living which have not

changed for centuries. 
 For those who love to rough it, there are most
unusual opportunities in hunting and mountain climbing. To top it otf,the
country'" is endowed wi th most unusual archeological resources rangng

from tlie -r!y greaco Buddlhist and Kushan times 
 to the Islamic periods
and beyond. Many of the country's ruins still await excavation. The great
Buddhas carved into a cliff in the valley of Bamyan are unique Insofar as
the statues and their sectting is concerned. Add to this a morning in the

Kabul bazaar and(a day in the old historical city of Herat and the tourist
 
attraction becomes almost perfect.
 

The Private Enterprise Program made relatively minora
effort in the promotion of touris;m, an area which was completely neglected

during the early l960's. Althougl this effort was 
 limited to the preparation
of an initial program for the development of the touris. industry, it constituted 
an important factor in drawing the government's attention further to a
potentially very important tource of foreign exchange Iincome. 1 Subsequent
development; including th)e C(onstruction of an Intercontinental lHotel in Kabul 
provided ample jut tification of this initial effort. 

1. See: 11omas II. Miner & Asociates Inc. Lurvey of Tourism 
in Afghanistan. Chicago, i. 1965. 
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All during the 1963-73 decade, the Afghan Tourist 
Organization and the private sector were able to capitalize effectively

Dnthe existence of these resources. As 
a result, the number of visitors 
entering Afghanistan with a tourist visa increased from G, 000 in Ii) to

well over 120, 000 in 1972. 
 About half of thLese were Pakistanis while
 
most of the remainder were 
low budget visitors from European countries. 
Of the arrivals by air, about 45 percent came from the U.S. and Canada,
27 percent from Ja)an and 16 percent from Europe. The average length

of stay for groups of air ptassenj ers is alout four days as comnpared to ten
 
days for land travel. As a gene'al observation, it can be said that the
 
length of stay is in inverse prolrtion to the visitrs) income bracket 
or
 
per (lay expenditure.)
 

Income from tourism in 1972 was in excess of $10 million. 2 

In 1973, the nurmber of to urisit declined some what htit 1973 figures are not
typical because of the July 197.1 inilirtry Coti) which caused a large nuniwber
of people t) change their plans. however, according to reliable estimates,
ultimately the annual income from tourism could %kellreach some $20 million 
a year. ttowever, to reach such a figure would require a substantial invelit­
ment in modern hotel facilities and relate2d infrastructure. Because of the
 
successes already achieved 
in this area, the.WorlijiBank has shown consider­
able interest in providing financial and technical assistance to Afghanistan
for the development of this potential resource. 

2. Significant Probheins Dul,'ring the First Phase 

Right from the st'rt, it was obviout; that, apart from the usual
administrative difficulties. a program of this type would be confronted
 
with serious )rollens of socio0-political nature. 
 By Afghan standards, the 
program was almost revoluti onary be1cause it clashed witli many values of 
a traditional tioclety. It wa z; obviotisly goinl, Io be (Jml)()ed by those whose 
pocke thooks wouhl N' effe(Ct d by it-i. e. , a large grou ) of politically
powerful iin)orte rs -. ,,; well as by those whose position would be made less 
secure by changes in watlc ial mobility, new life styles and a new attitude toards 

1. M,,yvic; Irllniql(,; eI lrojects. A Study of the Development of
the Touriistlndti -i- in Afghanistan. Paris-Kabul, 1972, pp. 307.2-307.6. 

2. KFbul Times, Augtist 15, 1973. 



authority i.e., the feudal aristocaracy. Leftist elements with a strong

aversion to the private 
sector readily provided the ideological frame­
work for attacks upon the program.
 

Initially tese forces were more or less dormant for the sim)le
 
reason that thy did not x,live that the prog
ram could or would succeed. 
Howe yur' as dii nuneber of Industrial usthabli shient and the number of
 
workers ip(-r( asd and inest;rs fromn aload were egihning to come in,
j 

conCeeri lR(cani more voci.1. istenad of irely 
 iX i ug fri ghuning, the
 
irreversalh (hangs rs(iultirng 
from an i(ludlti ial (ivelopurent program

beei an outright trtt it)
tht, old ways vof xitenc.. Womn ,'.ere

beginning t)work al(ng-,i(t- mnen, jb )rootlri(n btai tbised on 
 nerit 
rather than on tar il]' ti(, anrid j ra'rinaie had bt,)p rvlt.(l to restUtLS,
 
a mnattvr l)l(ViUt'ly ulwitard of iii 
 thit Atihar ticiriui i(y. 

A"r. 'I:ti ( l U1'r wa.; b gintllst ] V, tl ivers ing to turn 

of u;atl,'..out vas't 11nil)hcbr.b gra vo coul)( )longer be absorld in the
 
gov(lrnhlni b vl(ineara iy as prvvit iuily had be)0ia -,'as.
di 0 This ]ed to all
 
increasing nnrt ofk j)oli(ta (NaIlmonstrations and rtely added to the
 
feeling of In.;scuriV or outright ie;ar 
on the part of the in-groups. The
 
fact that ty 
could rio longer control the Chan,'s which Could not I)iossibly

be reversd was (li.turhirng iii a society generally accustonled to tight con­
trols fronOm t ii)op. down. Mcniri(., of King Ainanulll's attiniLt-s at forced
 
social (ham';--as nxamplifid by his etfort, 
 to free die wone(rl from the
 
veil. (,)ntrilni iri to his 
ultiniate downfall--were still vivid.
 

FirItIy*N, tOe programi was Ioegiinj' to) bring, direct Inft~sto

People 
 v I wer rl]atively "unk.nown" )y time stiindlar(lk of a feudal aristocrac', 
whose inlnlbers were used,( to tocial id( 'conlllicprogress biai. ()a being
known to and (aius ituti :oin dirent to Owteulishie- i . Cjul j a few of ie 
new investort, b-ll otjL''i(,. tjijns eatt'j',,r' wit~l Inmerely mnaking mnone.y hooi fog
 
a 2ritrion for su(Ccs's;!,. Tli fart that t1,y had a fllowijog, 
 l,'cau, o tole 
number ,Alhtyl] whom they' mnployt'ie. l] co,ipohil dangerte dil1.(
 
was, a limst ke creathing mew o i n lI I'at a whien 
were still miot offtii llna r( ve I. 

I ;:l hi, iuch parties 

Anotlr (id,tiirin,fotor,wat, that many of the IWW JaVCStfirs
 
e] ong,i ti inr 'ty g roups hu(as 11 'blaks, 'r'ajikn an(d "Turkomen
 

interpertd(1 Witl a i)U'1kling of h1az ras Whose rise wa s looked upol with 
11jnttm(li(cd 1ye. 
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The first overt attack on the program was made in the spring
of 1970 when the Afghan equivalent of he U.S. General Auditing Offico
 
accused the investors Of illegal re-Vx)ort of duty-free yarn to Pakistin.
 
In a way their attack constituted an (fficial recogmition of the prog'am 
as
 
such since M~r,.v,,i p to itwould merely statA that the
the vii-

factories (i1(1 
 not exit Or that they were merely a front for contraband
 
tra(e a(tivi i.
 

At the Li n( tit' t-trge tw~is the rayon textile industry which was
 
accused of tw r(, extort of dlity-free yarn to 1akistun. The means was
 
an OffhiV1 imvI.. tigati 0n whi IIigch 
 t bet,bett-r descrilied as harrassment
 
and w ii.l, die ,eiZure of )0(01t.i,aml docunenLs from private
inchdlieltd 

factor(,!;, tizure andl seuestration W raw miaterials, temrporary seizure
 
of Me it'rsoas of tln- itorkers; and their irnttrrogatuon and temporary

occup'ldlon if private, textile mill l I wlvernmlent officials. 1 ie a"fack
 
and subl),(quti[ ;t(qqI. (lf perations resulted 
ingireat economic loss to
 
tfifact;ri, anid sont 
 f tli-Jinvs tor, actually lxec:Ire, discouraged,
 
itidiciti , ta the1
n arif 
and tler, they pave up their plans for further expatsiti(n.

AltIm)utli in tli-' wre ()vituy soi u lunrtAt there olvio(s,' Crt )nIscupinve(storti,
tile, att .l.w;s "I clit ( ofI-it 'ist, itver-re.a(ationi. Itbad distinct undertone
 
6f anltl-privati. ;eti r tcntiiiit ' i,,Ilm of te)(-
(iicv goverinient investigators
sttati-d openly 1Jiat Ilrivaw factorn-.e wt.re not (itd forthe CountLry inasmnuch
 
as thi(.\ tiIitlt' lito ('tII(' Ir l w ':li)i il tle hlla dl(k
of i dOlyi few farnilj e 1s
 

had (X1e'n the cae III lPak i,tin.
 

IT11 r1.-;tt-rtivt' tiru ',hwhiclieven included dir ct insinuations 
agahair t r'e'rttIrV d"iE-tlt. A ' yt If ,imstneIt C(innnitti.e,lasttd for teveral mionthti. 
Aftvr tioni(c (f thl,ilia rs hai:i lO thritwON (it ill t'urt an(] tMe tlen Miniftur
of CoIiIIedfrc(, 111l l0r-ttwn in) hi., w,.ilig t in favor (f ie inivestir , it belvin t 
ltsuliidI' Culrniatnin ina (WI'('is:ni) infav" (f te investI'ti by the Econoie 
linltu,-rs. Hureairn'liral]y, the Jirograri had evidently arrived nince it 

was fouind toi i#1, too va11,1] tnitbeiacrificed in to please the forces oft order 
traldi t o;;a Ii . I.
 

Anfihfer ieriot; prodbln durin, die firtst phase was the fact that 
as the jiwtgrani Uto(k dfjere wa, a delue' of Investient aiplicatlons and 
to)o fewv frign e mxprti. to nialyzi, die.r inrIii In depth. Initially thin 

I, See: P0I1ner. op. (.11. VII- ,. 
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proved to be no problem because most of the proposals for new industries 
were of the "obvious kind" i.e., to start new export industries based on
 
locally available raw materials such as 
raw hides and grapes or else they 
were concerned with the most rudimentary aspects of import substitution
 
such as developin,
 , a rayon textile industry to replace a sizable contraband 
traffic in inported rayon fabrics. 

liowiver, lt the end of the first phase, some more complicated
proposal s wert, be(ing pretsente(] whic(l required an analysis in depth both
 
from a point of view of the investors' chances for survival as well 
as from 
the national Ilittrest. To deal with ecse placed a heavy burden on the 
foreig~n advi ser!; wh(, in the a nc, of a,;se compeUlent AfgLhan staff frequently

had to work sixty l()u,rs a week to k upue wii the barrage of new applica­
tions, lience, Itl h was recognized to draw up a list of
Imidra need 

prioritie,; for new ind(hi5trie; whch then led to 
the secorld phase of the
 
progran dring wlich the ,', is was change.dfrom hel1ping individual
 
investors t) the developrllent of Inore 1g'neral] industrial policies.
 

3. Multilateral ,qs, r 

All t1 rou ihtdw Private Enterprise Program, there was a

strong emphasis on multi lateral co-operation and co-ordination with other
 
institutions on the part of die USAII) Miss ion and thew 
 U.S. private enterprise

advisers. It was believed that sich co-operation would give the program
 
more stature 
in addition to reducing costs to the U.S. Government. 

Fir;t there wa a inost imporutnt contribution made by the

Asia "un( ltioo wh )i provided a 
 legal exper t t)help draft the Private 
Investno'nt lhiw. 'he Foundation didinot ftl;) itthis; it also provided a
food )r(sini, aivie,-:(r who played a key r,!:e!!,1-e devcl ;pment of the 
raisin ind :,try. 

An important contribution was also wrade by the Hiendrikion 
Group fr n,W,,t G rinany whi(lih for several yeart provided a junior
econotni, ardivi,;r IAC.to the A t;mhnlar contribution wat; made by the 
French 1,(,vriojnt while Great Britain tiupplied a ti'xtil(, expert for about 
On( year. 

IINIIX) p;rovided a leathnr an ]Itann Irg expert an well as some 
non -desript short tefrmers. Th leather expert,made a aignificant 
contribution t) the suecctis of the project. 
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The Peace Corps also gave valuable assistance both to theAKI and the IAC by making available several volunteers specialized in 
accounting and management functions. 

All through the program, an effort was made by the U. S.adviser, ato act %l,;catalyst for new activities which could subsequently
be )ickel u1p b.y n iltilateral donors. For instance, in the case of the
Industrial Park, the U. S. udvisers tried to get the project sufficiently
underway so tVmt t1(governmnt of Afghanistan could apply for a loan to
the Asian DBv.'lptient Bank, to finance the execution of the projcct. 

The mine wa; true with Iespect to the estlbli shniment of the
Industrial IDevelopment B'nk to be discu;sd Ia tcr. hle U.S. advisers
did considrable work inpre aring the project to a point where a

multilawtral d()nor S,'ui )
aS the U. N. 1). 1. or the I131) could take over.
Tourism is anmtht r ca,-e in point since the \,oirld Bank has become very
much intere-s ld in providing assisui,ace in this area. 

In the case(- of the AKI, the, U. S. advisers limited their efforts
strictly to the marketing aspect witLi(i 
 ,undcr,'tanding that the next stagei.e. , irn)rovinj, ti,.animal ijt-elf ,) ao; to gtI an even l ore saleable fur,
Would be divert.d to another,, (1011r0 

I)arti ularl, luring the first phase, the "C'talytic" effect of theprogram was (pii*,' go!f!,::rt :i nct 144,r1l1, 1ivehii mptt," t! LccI cai
assistac we(re tle) 
 Un C v(.-r ('ter S uJb:;tntial domestic resources or
else to lnx' the g~roundw rk fo- nubeqi.- inultilateral support. 
 'Iis provedto be of 1-reat help dluritig lie :eondl phasc which will be discussed below. 

13. lhas;el'w() 

1. The Major P'oject Cot)1(lnonts
 

ii. indlustrial lPolh
a' Formulation
 

Altbh orhj, ie('()nd )ha,,'(of tO pJlrogran),carried out under an All) contravt witiL C ,chianl Com~any, coonstitutt-d inmaay respcts
 
a contnuatuon 
 romo phait one, there woe i inpor U i t differences.
As the number of IndImutrial etllslinents lncrfmsed from fiftythree wIoneto abotl hundred, J1 was obvi oun ly no longer possible nordesirble for the fore|igni advitiert; ti) play an operational role in the solution 
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of the investors' problems vis-a-vis the various government offices. Hence,
during the second phase, the cmphasis shifted more to the conscious develop­
ment of industrial policy and institutional development. The word "conscious" 
is important. Obviously during the first phase, the Investment Committee
 
was faced with the necessity of making a 
number of decisions which over a
period of time also result.cd in the establishment of a certain, no matter how 
r. dimentary, industrial policy. Hlowever, this "policy" involved mostly 
ad-hoc decisions. 

In essence, the Committee's philosophy during the early

days of the program was 
one of complete "laissez faire". Initially, this
 
made sense since the investment Committee was navigating in uncharted
 
waters. For instance, when 
 the first investor who proposed to build a 
steel re-rolling mill stated his need ior importing steel billets, the 
Committee had to learn what billets were and it did so by carefully looking

at one, (see Annex 13 of the Appendix). Even if it had wanted to do so, in

the early days the Comnrritwle obviously lacked 
 the capability of administering
a Pakistani type of "sancions" system for the approval of new industries. 

As pointed out, initially the Committee did not believe in
 any controls or quotas tince the idea was 
 to attract as much investment as

possible through providing a maximum 
degree of freedom to the individual 
investor. Only when things tended to get out of hand, did the Committee
 
establish some limitations as was done in the case of die initial stampede

to invest in the rayon textile industry based on the "follow the leader"
 
principle. Thus, after a 
 rough estimate of market demand, the Invest­
ment Committee decided in 1970 that no more applications for rayon textile 
mills would be approved until further notice. 

As nime went by, and gradually giving in to pressures fromother quarters, the Investment Committee took it upon itself to consider 
new applications for private investment more in the light of national develop­
ment objectives and began to think in terms of "priority needs". In a way,
this constibitid a departure from tie general concept of the 1967 Private 
Investment Law which was merely concerned with ascertaining that the
prospective investtr would meet the legal requirementli so as to) be entitled 
to receive the privileges provided under the law. However, |)y international
standards, the policy of tie Afghan government still remained very liberal
inasmuch nk restrictions were put in the way of any Investor who was willing 

http:result.cd
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to forego the benefits provided under the Foreign and Domestic Private 
Invertment Law. Several investors actually preferred this avenue,
feelirg that the loss of certain benefits under the law was offset by their 
gr'eater freedom from increasingly cumbersome government controls. 

In stresfsing the development of industrial policy and the 
support of already existing industry, the second phase of the program con­
centratcd mainly on four major areas, as follows: 

-Improvement of the )erformance of the Investment
 
Committee and particularly Its Secretariat for the purpose of effecting

gradually a shift from 
direct to indirect controls. 

-Improv'ing the Investment Climate by providing more
technical support t:) prospective and existing private industry. 

- Institutional Ievelopment, including the introduction of 
legislative changes in support of the private industrial sector. 

-Research in support of all the three roals outlined above. 

in trying to make progress under these four headings, the 
Contractor, Checchi and Company, faced a most difficult task. While

during the first phase spectacular results could be obtained because 
the 
program was practically starting from a zero base, during the second phase
there was a need for mich more detiled analytical work, argumentation
and persuasion, which is clearly unglamorous and usually does not result
 
in any kudos.
 

As additional inve,,tors filed applicationtj for Investment,

the Investment Committee became 
more and more bogged down In details 
of which, by definition, It should not have taken cognizance. To give only
one examplU, )eCCaus1e of a U fective Import duty utiructure, the Invcstrn~t 
Commit,<!(,, in pastjing on duty-free import privileges, became deeply
itv(lved in the Iny-to -day operation.s of the private, investors. 

All along, i11ort dutiet on raw materials were no high,
and on finished goods o low or, in home cases, reversed, that few 
Industries could 1) e!taol hewd in Afgwanittan witlout the relief from raw 
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materials duties afforded by the Investment Law of 1967 or earlier legisla­
tion. Thus, virtually all non-government projects had to be handled by the
Investment Committee. In this respect, Afghanistan was linique, or nearly 
SO. 

'Thiis situation gave rise to two related problems. First,the Inve',tnment Comnmittee itself became deeply involved in nearly every
project, which brought the predictable l)ureaucratic delays, inefficiencies
 
and ofher problems. Secondly, sinec 
 the Law provided duty-free raw 
materials for only five years, and few industries could Continue to exist
without such benefit.s after the fifth year, what would happen to flose
 
industr'ies after the end of the five-year period?
 

The lont,-terin solution to t)oth problems was obviously areform of the duty structure which would increa.;e significantly the spread

between duties on raw materials and those on 
related finished goods. This
reform would open up numerous industrial opportuni ties which would 
require only limited Investment Commnittee uction, i.e. , basic approval
for licensing and an income tax holiday. It would also make it relatively

easy for approved firm,; to contintie after the five-year duty-free period
 
under the law was over. 

The next im)ortant requirement wa: to improve the quality

of t( projets which came before the Investment Committee st, that fewer

questions of an analytical nature would arise. 
 This was oOne throug1h an

effort to improve thw planning and preliminary work Jhe part of f.he
on 
investor, ti, IAC staff and the adviscrs. The need for a more analytical
project analysi in(]nImarket studie, can eas;ily been fien ,rom) the fact that
 
(h1rin I ,;(I
ecOnId pIhase, the Inve tinent pr'oposals tenideod tO) becomeII much

Inore COMdex. 
 In 1971, feveral larger projects were inipiemented such aslle v(;tlli.;lrn(nt of an oil bilendingl plant, I Boa) factory and a pharmaceutical
plant, alIi,,s t all of whi,li were constructed with subs tantial linancial participa­
tion fl'¢Olll ah~l(l. d 

A,; the coiplexity of the lato r proposal; increat3:ed, it l)ccalne
in orc and mllore difficult for the five Mi ters to (h.al with the reC,,clive
detils in the ComnlllittIe llcetinll,;. hence, it Sub-Committve was appointed
coinposed of lower level officials of te respe ctive five. Ministries 1 m ake
"recoin endiations" ti) the Coinin ittev. Althuugh the Sub-Coin11lttee lacked 
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the necessary preparation and experience to do so in an effective manner,
this at least put more pressure on tle Investment Advisory Center for a 
more critical analysis of the proposed new projects. 

Another problei was tMre 
fict that in view of the earlier 
described faiily loyalties, tie Committee,in srome cases,tnded(I to over­
look the neg-ative re(cor mnendations maie b)y the Investient Advisory
Center and approve Mire project anyway. (byP)mis)4ly, this was hard on the 
1AC staff and the Cherchi advisers. 

Forttnarte]v, tlere wa; a safety valve h-,rc. A', long as
 
Afghanistlan wa; mnaintaining, a fr(e ratt )fexchange. wihat dle 
 saln
 
time the loose control of its )lrde,s direa t(n( d coimLitiin from abroad, 
the investor coil(I not 1go very fiar in imple inent ing a 1project which was
 
basically unsound. Unless he 
was quiti: stubl)o1rn about iipleiienting an
 
unworkable project, 
 all tiat could hap; en is that the project ini ,ht not be
 
of particular in trest from n poin 
of view of national development, a
 
criterion which was not establishd in the investinent law anyway.

Fortunatly, the appJroval ,offl)lli ,ations based on 
sach a pre ferk: tial
 
treatnent was limiu.
 

To lend inore legitiinlacy J)die proi'gra i, it became
 
necessary to draw up industlial priorities for the )rivate tiector whichl
 
subsequently conld and were incor;)ora:ted in the Fo urtl Five Year Ilan.
 
This again forced the Corn indite 
to think about industria] policy in a 
more abstract way rather than through incidhntal lprefere,necs or objections. 
Once it had b(ri (leeirAY to do this, itautomatically brought up the 
question of linkag.s lutween tre NrivaA E3turirise Ir(orain mnd iS 
policies and tMc, overall economiic 1col icy of the govrainient.
 

T) sum)it le), 11ILriugh iot always 1,u(;sfuill, the new 
Industrial policy wa; (h-siglner to bringj, about a Jhit fron lirect to 
indirect Byrrtrol,.(oring so, the j!)VeI:n'oieric t 'tl-rd ]to rtdie find to 
somne exti- it (]hllinatl, tile role of a1growing binr.atic(-ry charged with 
thre Ililrn entaLion of tie Invi-stji(-nt I;w which generally was ill prepj)ard
r
 
for t]it; tn.;k. F"r thiei-i ,ie, rlirect cOrnt !,obviously tiv-lrr to( opeln tire 
gates to cor,-rru)ti(r 'in favoritis;m which w, v'eactly what ti(' lhilwrplhy 
originally ' Inves'tlment Diw tried ti)el]imitt. 'Thurs, itembodied in dir-


HEW ini(, 
cratio (ibstach; faring Wire 

consious uffort aq inauhntiativally rvrlu]]a, sotir - of die 1;srenltl­
investor by rerlir-ing ti. invlv(eIv.ment of Mre 

bureaucracy iLse f. 
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b. Industrial Extension 

The second goal requires rela lively little explanation
 
since the activity in question can largely be summarized as the provision

of standard industrial extension services. 
 Most of this was done through
 
the strengthening of the capabilities of the Investment Advisory Center and
 
by providing management assistance to it. While the lack of trainable 
Afghan counterparts remained a problem for a considerable period of time, 
gradually the 1AC was able to develop some local competence in this area, 
thus correspondingly reducing the role of the foreign advisers. 

A big step forward, in the summer of 1972, was the govern­
ment's decision to provide more adequate quarters to the Investment Advisory 
Center by locating it in the back of the Ministry of Commerce. The provision
of some research materials and equipment by AID constituted another step 
in the right direction. Thus, gradually, although painfully slow by non-Afghan 
standards, the IAC began to develop a rudimentary capability to engage in 
market studies, in the preparation of periodic and special reports for the 
Investment Committee as well as in developing promotional material, such 
as an Investment Opportunity List composed of some twenty five industrial 
opportunities.1 This list was prepared to meet the needs of some investors
 
who-while having the necessary funds and willingness to invest-had no
 
clear ideas about what they wanted to invest in.
 

Last but not least, the IAC also started to develop its capability 
to provide direct technical assistance to actual investors although obviously in 
this area the main burden continued to be on the foreign advisers. As time 
went by, it more or less assumed the role of a rudimentary productivity 
center. in several itstances, by introducing better methods and procedures, 
the foreign advisers to the Center were able to effect dramatic savings. To 
give only one example of the type of assistance rendered, by improving the 
moulds for plastic shoe manufacturing, a vast amount of labor' correcting 
each shoe coming out of the defective mould could be eliminated. To the 
factory, this made almost the difference between a profit and a loss. 

Participant training provided by multilateral agencies was 
important in getting the Afghan counterparts to the Center take over more 

1. Afghanistan, Ministry of Commerc2. Investment Advisory 
Center. Publication No. 2. Investment Opportunity List. Basic Data 
on Projects Which May Be Feasible for Afghanistan. Kabul, 1972. 
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of the functions of the foreign advisers. Links were also sought with
 
other institutions such as the Kabul University's Center for Engineering

Consulting Services and Applied Research in order 
to draw upon capability
already developed by other aid programs. Another important link was
developed with the U. S. Peace Corps in the provision of accounting training, 
a most inlportant service in view of the requirement in the Private Invest­
ment Law making the new industries subject to annual audits. 

The Center also played an important role in developing

industrial linkages, 
 i.e., making the new factories work in support of
 
each other. However, 
 this could only be done towards the end of the
 
project and after Mr. 
 George Thomas, a U. S. direct hire industrial 
engineer had been added to the Mission staff. The acquisition of Mr. Thomas 
by the Mission constitutes an interesting story in iiself. From a point of
 
view of project implementation, 
 the type of services provided by Mr. Thomas 
were obviously needed for quite a long time. As a matter of fact, USAID
 
had cohsidered requesting his services about two years earlier. 
 However,

doing so ran counter to AE)/Washingion's thinking about industry programs

in general, which can be summarizea in one sentence as follows: While we
 
used to involve ourselves in industry programs years ago, 
 we don't do this
 
any more, the implication being that finally 
some of c~untries needing

industrial development such as Korea or Taiwan had 
come of age and were
 
able to go it alone.
 

Yet, the time frame of development is important since 
some countries such as Afghanistan are now at a stage where ofsome 

these other countries were years ago. Unfortunately, for the Club of the

Twenty Five Least Developed Countries most of them woke up too late to
 
benefit from AID's earlier largesse in this area! 

Fortunately for the Program, Mr. Thomas' reputation 
was well known to some of the higher policy level officials of AID so that
he finally did appear on the scene. Apart from making a dramatic effort 
in Increasing industrial productivity, one of the first problems tackled 
by Mr. Thomas was that of industrial linkages. The problem here 
was that because of the duty-free import privileges enjoyed by the new 
industries under the Investment Law, a tendency was gradually developing
towards indiscriminate imports from abroad. By showing the investors 
that they could have certain parts or machinery made for them by other 
industries established under the program, without the need to wait for 
imports and at a lower cost, efficiency increased in the Industries so 
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affected while at the same time the supplier industries were able to
 
reduce their idle capacity.
 

Di';-inp thc s:econd phase of the program, a consciousand successful effort was also made to increase the Afghan contribution 
to the IAC's budgef as well as to shift more and more of the functions of the
Investment Committee Secretariat to the Center. At the start of the ­
program, the first step in filing an investment application was usually a

discussion of the project between the prospective investor and the
 
Secretary of the Investment Committee. 
 At that time, the Secretary

explained the operation of the Private Investment Law, discussed the

yarious aspects 
 of company formation, and checked if there were any

other proposals similar 
to the one submitted. Depending on the case, atthis point, there might have been also a discussion with the Minister of
 
Commerce. The Secretary then prepared a 
letter to the Investment
Advisory Center advising the JAC that initial approval had been granted and
requesting that the Center assist the investor if necessary. 1 

When the Investment Committee arbitrarily shifted from a "laissez faire" approach to requiring a project justfication in national
economic terms, it became obviously more government rather than investor
oriented. Hence, the need occurred to provide the investor with some
services which would be primarily concerned with his interest, in particularly
the preparation of his iniestment application. This provided another ratiokale
for removing the Center as far as possible from the government by placing
it administratively under the Chamber of Commerce. As we shall see below,
in the end it was not possible to maintain this stance since after June .1973,
the Investment Advisory Center was no longer allowed to exist as a separate
organization but became part of the Ministry of Mines and Industries. 

Because of the /nv!stment Committee's concern with detail,
the careful preparation of the investment application 
was ve ry important to

the future of the project. In the first instance, of course, the application,

and related documents, were the basis for the Committee's consideration of

the project. Equally iniportant, however, 
 was the fact that, once approved,
the subsequent implementati:)n of the project remained tied to the application.
With regard L- the duty-free importation of machinery and raw materials, thespecific items and amounts which would be permi:ted were those shown in theapplication. Sh)ould the applicant underestimate his requirements, he would
be expected excess 
for small amounts, 

to pay duty on the unless his application was amended or,
unless specific approval of the Minister of Commerce 

was obtained. In case the investor had no specific investment idea but had 
money to invest, a relatively frequent occurrence,the staff and the foreign 

1. For more details on the initial procedures, see: Zondag, C.-,Private Industrial Investment in Afghanistan. USAID, Kabul,197J,, passim, 
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advisers at the Center usually explored the various possibilities with the
 
investor and assisted him in preparing his application.
 

In theory, the IAC's analysis was concerned with such
items as: technical analysis, cost of machinery and raw materials, operating
costs, market information, personnel requirements and how they would be 
met, foreign exchange implications, sources of financing, import require­
ments, etc., but in practice, in most cases it still lacked the capability to 
do so unless assistance was prcvided by the foreign advisers. 

c. Institutiopal Development 

In the area of new institutional development, two achieve­
ments stand out during the second phase. In both of these, the U.S. contract 
advisers played a major role. The first was the creation of an Association
 
of Private Investors capable of representing the interests of the new
 
industrialists vis-a-vis the government. 
 Originally, the Mission's Private
 
Enterprise Division intended to achieve this result through conducting a
 
management seminar for the 
more prominent private investors in the hope

that this would also bring them together to form an Association. However,

the association developeed spontaneously after the Checchi Team had put in
 
a considerable effort in helping the investors 
to organize an industrial exhibit 
during the spring of 1972 where thirty five of the new factories displayed

their products to the public. 
 Thin led to the wubsequent formation of an

"Afghan As~,uciation ol Piivate Industries" composed initially of some 
65 
members. Apparently, the investors, in talking to each other, discovered
 
that they had a lot of problems in common and that jointly they could present
 
a better case to the government than by doing so in isolation. 

I 

The government's reaction to the group was initially
cautious. Still fearful of labor unions and other political organizations,
it objected to their initial proposal of calling the new group a "Union of
 
Manufacturers". 
 However, it approved them subsequently as aa Association". 

Again, Buch a developiment nmry not mean nuch in other 
countries but in Afghanistan where only a few years earlier individual investors 
were ilmost afraid to present their complaints to the Ministries in a forceful 
manner, this meant a lot. i anything, the Association set up a channel of 
formal communication between the investors and government. As the latter 
gradually became more aware of the benefits of the program in terms of 
contributions to employment and foreign exchange earnings and savings,
began to listen more attentively to the investors. 

it 
Above all, the Association 
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became an important tool in coordinating the national industrial develop­
ment goals as expressed in the Fourth Five Year 
Plan with the interest of 
the private investors. 

Another important accomplishment in the area of institutionaldevelopment was the establishment of an Industrial Development Bank in the
aspring of 1973. Here again, the role of the Contractor, Checchi and Company, 
was crucial inasmuch it filled the gap created by the departure of the

Nathan Team 1 which had nurtured the project for 
a numbcr of years. Thus,
in 1972, one of the Checchi advisers was asked by the government to
become the principal coordinator fcr the establishment of the Bank. In that
role he worked closely with a World Bank Mission which visited Afghanistan
in July 1972 to straighten out many details regarding the establishment of theIndustrial Development Bank. Ihe adviser also prepared a number of key

docan -ts including a detailed d-scription of the proposed Bank and its

operaLions, its Articles of Leorporation and other special J)apers. 
 Because
of the obvious lack of Afghan competence in this area, the adviser's role 
was crucial in getting the project started. 2 

The history of this institution is likewise enlightening. 3 
The estabhishment (Gf an !ndusLzial )evelopment Bank had first been discussed 
some ten years earlier but rig,,ht from the start it ran into difficulties. In
general, these difficulties centered around the question as to whether the

Bank shotld be private or puhlic in character. 
 Some people were opposed

to the concet it.self, expressing the fear that stuch 
a bank would tend to favor
only a small group of people who as 
the result, of the loans obtained would be

able to accumulate considerable wealth as had been the case 
 with
the twenty inilionaire families who emerged in Pakistan during the

regime of President Ayoub Khan. 
 Frem a political point of 

--.Vkow. ting the w'as,(iStib-l pov rty ohvi(ously more acceptable than 

1. Robert It. Natha and Associates, Inc. of Washington, D.-C.

maintained an 
 v c,,m ic planning team in Afghanistan for a number of
 
years.
 

2. For m;,r' etilIs, see: Checehi and Company. Fourth Semi-

Annual leportJanuary-June 1973.
 

3. For more details, see: flistory and Status of the Proposed
Industrial Devel,)pmen Bank of Afghanistan, USAID, Kabul, 1972, 
(m imcogrJal)hd). 
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creating wealth, even if the need for more industrial jobs was at the
 
same time proclaimed as a 
national objective of relatively high priority. 

When assistance was requested,in 1966, from the Inter­national Finance Corporation (IFC), a World Bank affiliate, in order to
establish such a bank, the project ran again into trouble because the IFC
appeared tA)be reluctan1t to move until the promulgation of a new private
investment law. The IFC was clearly concerned about the investment
 
climate in Afghanistan as it existed at the time. 
 It also insisted on a
large l)articipation in the Bank by Afghan private investors. 

An additional hurdle had to be overcome in the form ofestablishing a proper legal base for the establishment of the Bank. To
 
get the respective law approved by the 
Parliament required extensive
 
maneuvering. 
 Actual approval did not materialize until in August 1971,the King threw his weight behind it although as early as 1967 a draft law 
to establish the Industrial Bank had been approved by the Cabinet. Thus,
it ook until 1973 for the Industrial Bank to become a reality. 

As presently constituted, the Bank's total equity is
Afs. 240 million of which 
forty perctnt or Afs. 96 million was subscribed

by a number of foreign banks and the International Finance Corporation.

The group of foreign banks is composed of the Chase Manhattan Overseas
Banking Corporation, the First National City Overseas Investment Corpora­
tion, the Industrial BA k of Japan Ltd. , the National Westminister Bank
Ltd. and the Credit Lyonnais. Afghun shareholders contributed the

remaining sixty percent of the equity 
or Afs. 144 million. The Banke
Milli,- Afghan, the Chambers of Commerce of Afghanistan and tle

Pashtany 'l'Tejaraty Bank are 
the largest Afghan shareh3lders, having

nearly 100, 000 shares among them. 
 The remaining shares are held by
about 160 private Afghan bu;inesses and individual investors. 

In addition to its equity capital of Afs. 240 million,
Bank receive(i a commitment for an Afs. 560 min'!ion loan from 

the 
the

Government of Afghanis tan. Tne Institution aso obtained a $2 million 
line of credit from the International Development Association (IDA),
designed to cove:- it, hard currency requirements for about two years.
After that time, it is understood that additional IDA funds would be made
availilble to meet the Bank's further needs. During its first five years of 
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operation, the Bank was t) be supported by a three-man foreign manage­
ment team. funded by the U. N. D. P. with tle World Bank acting as
 
executing agency.
 

d. Research 

lecause of the need to devclop more adequate industrialpolicies, a greattr effort in research was necessary to properly define such
policies. An poirnti'd out,intialiy these effortsL were focussed on a revision
of the tar if t hnal{( it mor(ev('elopmen t rateir tian revenue oricna td. ! i a subsequent ,tIf, ( the re search effort was direct(id to tying the mrolnlotion ofindust 'ia] de vyeopa wnt in witlh ( t er national g aIls such as tei developlment
of additional agrihusin ,s ventures f 1"cx ()rt. Anrother- research thrust
 
was made in the dire ctiom of the geqraphic diversification of industry in

order to diminish the concentration of industry in) tle Kabul 
area. 

In spite of many difficulties, by tie middle of 1973, the
privatv industi'ies were well es tblished. a 
new
 

As mlatte r of fact, by that

time the programn had become too large to 
be administered by the Ministryof Commric . lience, for the sakt, of a be tter c9.ordi ation between all
 
indu,:trije;, boIt J)ivits, and pul)ic, (lcision was
v reacdied in ,June 1973 totransfer tie cTtr( 1 ve r the J'rivatt, Enterprise Prograim from thw Ministry
ef Commerre to ie Miri.,try of Mines and lnd11;tries, which gradually had 
lost its; injial ho t!lt, attitil(t, to it. 

(',asequeatlv, a sep'llarato division was; creattd in tle Minis try of

Mine.,; and! Indtv;sri, , s is 
 rig of tN( generail dire ctorates, one to handle

investient appljati ms, rirwey., 
 and tvehnical assistance, I.e. , comprising 

rall of thec invest orientd function., previou'sly handled by th Jlvestnment
Advi.m)rV C>ntvr, and whichomn would coantiiu.. to h:mndle tie we')k whichformerly wa. thr provinr( of tw &ct'rt oft Oe Invetn:,oll Cn(lirittec. 

'l1w lof o, havin, thr old IAC oper at;i, at s;ome arn, lngth
from Ot tovernmment wasi eorn;~eri,;ati in pa't by a inchIlar r financial 
contribution from hie Miuis!ryof Mine, arid Ind ,triei, and a more positive
attitude by the .itlattr Minist.i.N 1t privat inivestimient if) ',eneral. In addition, 

1. r details te,:,more Checclhi and Company. Afghanistm,Ileconende d lvied Cust n Tariff ]&is.d on SI'I'C okes. Kibul, April 1973. 
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a Planning and 1Pclicy Board was created for the development of industrial 
policy and to crc1 ata better coordination between the private and ile 
public industrial sectors. 

After the fall of th Mnarchy in July 1973, the govern­
ment's interest in industr'ial de xc,)ijncnt was, (onfirime. hiy the President 
of the Republic who ma (hl [h. f1lhowing stasutmeInts in his inaugural address: 

"'rh lh:)ublicIa Stett. of AfghanisLtan attaches 
great inllJ)ol'taln(,t, [1) itiavy i n(iu trieti, such aIs cxtraction 
of Inines, and nw t:i and m:chine building indust-ies, 
chemical i nlstries and (clet'rc power, which insure 
rapi( e coaomi(c grwLih and consoli(IaLtion of the independence 
of tj country; seriou:; stips arc elnvisaged to be taken in 
this sector of the econo)my. Exl1luit tion of tfli Hajigak 
iron ore for setting up) a sineltI[g in ill and indus trialization 
of the country is our lu ng, clerished wish. 

The leptublic'a Statte will eicouragc, protect and 
guide and c(xitr()] private investinent and Iprivat2 enturl)rise 
in the field ofI ght and me('uiuln industries as well as handi­
craft and nece,,sary coupe ration will be insured be tween 
the privat ,, and l ;tt capita Is lfor progress, coordination 
and balanced ecooni c growLii. 

aiIa St'ltc the prote ction of 
national indlustries and handicrafIt aS well as nation.il a'ts 
its )aramount duty, aid will ad(o)pt a 

The Ueil (C(leid(r., 

policy of protection 
for hollie ildu. tri(c,: and coinl ( rcia1 ente rpri ses against 
the omlpeting foreign )roduct.,; and capital. ,1' 

While thi:s t;tatiinrit i; obviousl]y a reconfirmation of the 
guided-rixvd indn,;trial developinent (oncetIl, it also reflec s the govern­
ment's re cogni:ition of i' lie WJ)rivati indil t-[ia] Iector. To ptit j! ill one 
sentleae(,, what the i, ivcroen I had in iinnd was that tie priva te industrial 
sectoir would be givei itr)n, tuig ort tin(] prote(ltion pirovided it, activities 
were in lr witl tJle national in tvreSt as outline(I in the Fourtl Five Year 
Plan. 

1. Kabul Times, August 26, 1973. 

http:nation.il
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2. The Mining Sector 

On various occasions, the government expressed interest
in mineral developimn i as part of its 
Private Enterprise Program becausethe Foreign and D)omestic Private Investment Law included a clause onmineral development. As may be noted from the Appendix, Article 26 ofthe 1967 rivtatv Investinent Liw specifically mentioned the possibility of
private investmnt, eit-her domeiti( or foreign, in minerals exploralion 
and exploitation. 

Suc('h an inlvhrest iade senise because as may be noted fron
Anrex D)of die Apptendix, 
 Afghan istan's ineinral potential is promising. 

Al thoug,,h die subjcct was tal)hed on several occasions, mainlyin term:i Sof te plos sib ility of AI) providing tecdhnical assistance in tiedrafting of a pr(qIxr mining and( etro lcuin code, nothing much was
accom1)li shed in this area in ainly e cause of the government's lack offamiliarity with Uis area. Whi]h private t;ector mineral development,
includiri, foreign investIlnent, was con;idert(d ds iralle by he governmentas a m.ans Io innIrNa S tioreign exchange earnings and to provide employ­
mel (iulside t(' cities, thcre was at the aie tUne a trong fear that,becaus of !it inpxlpe(rJni(,e, the government inight be taken a dvantige ofby fore ii~ comp~anites. Hence, there was a tendency to gi ve preference to
exierini(intinig first with e( or two small concessions" rather thantaking die )lunge and enact an attractive minning or petroleurn code whichwould J)rovitk , equal (lpportunit to all invevsthrs. Aniter problen was


that getting such lgislation lassed by th,, P'arliament, presentedl 
 almost
 
uns urnoun talilt problems.
 

Nevertheless, after the 1973 Coup d' Etat which eliminatedthe Parliarnen 1, th( Checchi advi s(ers (id beconicme involved in a review of a prop )sal h y the Cie(. I'rancai.(Is PctrLol es for the explor.ation and
eCX)!oititio)n of ie, count:';',s petroleuti resources. 'T'his isriludtd
conncn[. on a draft ixtroleurn code prepare(I by a former Deputy Ministerof Mfines in d ladushtrie , Mr. Abdul Qu(ldus Maj d. The ultimate outcome 
of tiest n.'gotIations is atill uncertain at this time. 
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3. Significant Problems During the Second Phase 

As the progran expanded, its problems, naturally, became
 
more complex. One of the principal problems was that as the government
 
began to look at the )rivate industrial sector more from a point of view of
 
its contribution to the need for a
the national economy, clear industrial 
policy became even more apparent. T11e fact that many of these decisions 
were still made on ad-hoc basis, contributed to a certain uneasiness on the 
part of the investors. 

In a number of cases, cumbersome procedures and delays in 
decision making result d( in the investor losing a great deal of time and 
money, Failure to implement the Investment lIw in specific cases such 
as com)liance with the requirement of Article 16 of the 19;7 Investment 
law-which suited t'at once a product equallocal industry produced in 
price an(d quality to the importidI one, all government agencies would have 
to purchase the domestic product-resulted in a considerable excess capacity 
and cause(I additional hardshi p. 

As a result, early in 1973, the investment climate began to 
deteriorate and many pott ntial investors, especially those from abroad, 
took to thw side lines. Ile problem was further complicated by the fact 
t)at the gen(ral tension between India and Pakistan, culminating in the 
secession of Bangladesh and the resulting tighter control of the Pakistan 
horder, mad(, exporL;, either legal or illegal, of Afghan products more 
difficult. 

Another problem was that in spite of the establishment of the 
Afghan Association of lPrivatv lndti'tries, the effective communication 
between this group and t) e government still left much to be desired. 
Furthermore, th( inability of the Ministry of Commerce to handle a large 
progran) of this kind resulted in an increasingly weak ip ort for the 

,Ilrivat indudstrial t;ect-)r. 'lthus, good o)o)rtuni ties in mini-ng and tourism 
1t;s
were .;la result of the general inccrtltinty. 

A; pointitd out, the transfer of the Program in 1973 front 
the Ministry of Commerc tU) the Ministry of Mines and Indtstries wa:; a 
mixed bless,,ing. Ilowever, since this change wa; nuperceded by the July 
1973 Coup (1 Etat, It did not have a rerious effect on program Implementa­
tion except for making the i)rocedures more bureaucratic. 
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While these negative factors were serious and in some casesquite damaging, they were offset in part by favorable developments such 
as the establishmnt of tie Industrial Bank and a gradual realization on
the part of the government that if the private sector were to continue

making, a significant contribution, a drastic and 
more positive change of
attitude toward die program would be required. 

After tie 1973 Coup, the Private Enterprise Program remained
in limbo for a numbcr of months, because obviously the government had more urgent matters to attend to. Thus, for some eleven months, no new
investment applications were dealt with in a responsable manner by theInvestment Committee and decisions on vital matters affecting tie program
delayed. Yet, it is interesting to note that dur .,g the second half of 1973,i.e., after the Coup, five new factories opened their doors, one of them 
quite large and with a substantial participation from abroad. 

As conditions became more normal, the government turnedits attention to the proposed amendments in the 1967 Private Investment
Law andla revision of tie tariff. Such amendments were highly desirable
because the Dari text of the 1937 Law was quite ambiguous on a number
 
of points. However, once in the act, 
 the government "over-amended" bymaking some more drastic changes and promulgating a new Private Invest­
ment Law. now quoted as the Foreign and Domestic Private Investment

Law of 1974. Annex C of the Appendix shows the text of the old and the
 
new laws side by side. 

The initial reaction to the new law, partidularly of the
foreign investo)rs, was quite unfavorable. However, as pointed out above,

the new law has some 
good points inasmuch it clarifies ambiguities under
the old law and eliminates certain, presumably, favorable aspects which,
although written in the old law such as Article 26 on mineral exploitation, 
were not ieing implemtnrited anyway. 

The major improvements in the new investment Law are:(1) a removal of the time limit on duty-free importation of capital goods
(was five yearsi) and duty-free export of producLs (was ten years); (2) a 
provision for somewhat improved l)enefits for projects located outside ofKabul province, to c(ncourage dispersion of industry; (3) a listing of the
bases for approvinig projects, which should help establish priorities; 
(4) a minor strengthening of tie clause requiring government to favorlocal suppliers, and (5) a strengthened requirement regarding auditing. 
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From an administrative aspect, another favorable change
 
was that almost simultaneously with ie promulgation of the 
new Invest­
ment Law, the Private Enterprise Program was transferred from the
 
Ministry of Mines and Industries to the Ministry of Planning. Apart from
 
the fact that the latter Ministry has been gaining in stature since the
 
establishment of the Republic, it also provides a better vehicle for
 
coordination which is important in implementing agribusiness projects,
 
requiring the involvement of several Minis tries. 

'Ilie major unfavorahle features of the law are:new (1) a
 
requirement that all project.- have at least 51 rpercent Afghan equity partici­
pation; (2) a shift from duty-free raw materials to an arrangement whereby
individual duties for approved projects will be set annually for individual 
raw materials; (3) a reduction from five to four years of the tax holiday, and 
a number of other minor reduc."ons in the extent of benefits; (4) increased 
emphasis on control rather than promotion in a number of area,, an( (5) a 
provision which makes the law retroactive to all projects previously approve(d
in the sense that, once the law is published in the Official Gazette, the forwer 
projects must conform to thje new law. This retroactivity l)rvision, 
unders tnadally, is most oppOse(dI 1 ,existing enterprises, es' ec ally foreign. 

Iuring the several months tlat the law was uIlder discussion,

the USAI) Priva ti 
 Enterpris adviser; pretarcd complete 'pro)osed draft and, 
on request, many otlher proposals oil spec fic sections of the law. 11owever, the 
adviser.s did not parLi specialipate directly in the committee, tig investnent
 
Committc or Cabinet (P.libration,. 
 The final result Is, in many res;leCts,
 
different from what the advisers recommended and hoped for.
 

VL RES I TLTS 

IIy ,June :3(0, 1974, one-hundred Inew industrial (eitlbl ish Inents 
representing nn Investment of Afs. 1.2 billion had been es tablished under
 
the provisions of the 
 ]!;7 lrivati, inventment Jaw." Conlsiderlng tei 
different ex('han ,(rate,; in effect during the period, thisi nvestment 
comes to about $15 million equivalent. Since te,Industrial Bank had not 

1. For a (detailed list of all the estatblishment, tiee Annex E 
of the Appendix. 

2. Source: Ministry of Planning. The Investment Committee of 
Afghanistan. 
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as yet made any loans prior to 1974, almost all of this capital was
 
mobilized without the benefit of any iudus trial financing.
 

By June 30, 1974, a total of 26;0 investment applications had 
been submitt(i t the Investmenit Coimmittee, excludling nineteen which had 
been superse ded by application; for modification or expansion. Of these,
210 had been a ppltr(veo; onl twenty-seven were rejectAtd. The balance 
was Iperdiiji final Co)nniittC( action. Seven teen i Irdustrwies had stopped 
production for variNs r.'asos; sev,n only tvnporarily, while twenty 
were iunde(r constr uc ti(ln and txpech"Ii to star operating in tl(.- very near 
future. Thn t%I] eonqi)l( ynu rr cre ated(1 by these new indus tries caine to 
about 7, (00 jobs, most of them for t(,l] -skilled workers. 

A hrea-1kd(wn Of til(. neW indLustrial (;tablirihrent-- )y major
fields of activity arid leorathjci location is s;hown in the tables on the next 
two pag As, i,, he neoted, m(,st of the new indust-ies (H2 )were located 
in Kabul. Six w,,r, located in Kandahar, four in Jalalabad, three in
 
Mazar-i-Sharif and ol(, in ArIcha. 
 Four more were located in ]Herat and
 
Charik:ar. 'I'his cl(early refle-ts 
 tjil(, difficulty off ,stallishing industry
outside of Kablul be(tau,, (f t lachk of power and infrastructural facilities. 

total .(f flie invest rint of ,on Ats. 1.2 billion about three
 
qluarwtrs lepel-,cri ted ithnlhr:sIit iriVesttuncnt; (nly about one -fourth Was
 
foreign, elrtlr 011, -1und1,4-d p .rcentor ill corrlnin; ion wili Afghins but
 
these gelnella .ly reptl't ritt! di l]rgest investielle". West Grillran
 
inve!;lrirtllttii it, arg111.,est of the ,
ti lfor share becaus- mniilioin
 
lnvcstl iit in d4 1oe,'cht ]harinaceutical plant. The' ca;)ital of the others
 
was li tai (,'k,), A 
 rirani Or Swis:, (about 3G (,ich) and British,
 
Indian, 'F'url inl, It.alian (,I"i 
Iraiian (abairt one p1rcent or Je;s each). 

V"la is parli(ihlrla,y gratitying is the' r,-latively high percentage 
of new indtirlo's. a mtt dirty nI'vent which are export-orientd. 
Another in terostnirr , a;t,,ct i!; tltn ,,; , ra i'''iveid private industrial siector 
eXpiide(dj, itbeg'n t colctrt on1 die creation of clust'lr of new 
indlitw rit',; Of natirlal hillrr t;rinceI'r ch as textiles, lather find tanling 
or raiisin pwo( e sin, for exlo L. nhdustrial linkale developed between le 
various plant, nuplyin g each olvr, t 1 1,; reduhcing the need for importsi. 

For i Inll, It die' ra'ion textile weaving field, 1H firms 
were operating in 1974. S uic Afs. 240 illion had betn Jnvootih d In these 



PRI'ATE LNDUSTRIAL 

Type of Proiect 

Nu,her of projects 
Estimated investrnent 2 

(millions of Afs)6Percent of invest-nent 

Geographic Location 

Number of projects 
Estimated investment 

(millions of Afs)
Percent of investrnent 

NationaLiy,- of vestmrent 3 

Number of projects 4 

Estimated investment 

(millions of Afs)Percent of invesuntent 

1. 	 Proiects which 
2. 	 Excluding IDBA. 

uMder exports. 

Pitw rt. IZ ESTABLISHED UNDER THE 1967 PRIVATE INVESTMENT LAW (1967-74) 
location) 

Partially1 DomesticExport (.rented Oriented 

8 64 
104 864 

9, 71% 

Herat Charikar Agcha 

2 2 1 
27 15 20 

2% 1% 2% 

Swiss Italy Iran Turkey 

1 1 1 1 
35 5 2 10 

3% 1- i% 

zell 	much of their output to foreigners. This is economically the same as exporting.Havat. Akbary and projects under construction. Includes As. 15 million for ARU 

(Total invesnmeni, nationality and geographic 

Total 

100 
1,204 

100% 

(All figures rounded) 

_Export Oriented 

2C 
236 

20% 

Kabul Jalalabad Mazar Kandahar 

82 
1. 037 

4 
48 

3 
16 

6 
41 

57% 4% 1% 3% 

Afghan Pak. mId. USA UK Germany 

92 7 3 3 2 2 
392 69 10 38 15 128 

75% 6% 1% 3% 1 III-

3. 	 According to applications.
4. 	 Projects with any percenage of foreign investment are counted under the foreign country asAfghanistan. Thcrefore, 	 well asthe 	 total exceeds 100 (is 113). For investment, the percentage is used,so the total equals Afs. 1. 204 million. 

Source: Investment Committee of Afghanistan. 



PRIVATE INDUSTRIAL PROJECTS ESTABLISHED UNDER THE 1967 

(By type of activity)
 
Export Oriented 
 Partially Exportl Oriented 

Animal casings 2 2 Dry cleaning 4Raisin processing 9 Sausage mfg.
Leather and tanning 2 1 

10 Cardboard containers 3 1Honey processing 2 Coca Cola/Fanta 1Bone meal 1 Data processing

Fur raising and processing 1 

1 


Wine raking 
 1 
Nut processing 2 


Total 
 28 Total 8 

1. These firms sell much of their output or services to foreigners.
This is economically the same as exporting.

2. Three tanning firms also process and export casings, but have
been cotmted under "leather and tanning".

3. The output of this plant is almost entirely for the raisin export 
industry. Thus, the output is exported.

4. Some potential exists for conversion to cotton textile production 
for export.

5. The largest of these. AHU, exports some processed skins as 
well. 

Source: Investment Committee of Afghanistan 

PRIVATE INVESTMENT LAW (1967-74) 

Oriented Towards Domestic Market 

Rayon weaving 4 
18 

Rayon spinning 1 
Knitted goods 2 
Steel re-rolling 2 
Printing 3 
Edibl oil 1 
Metal Fabricating (furniture, 8 

bus bodies, etc.) 

Plastic products, (bags) 7 
Plastic footmear 5 
Building tiles 1 
Soap 
 1 
Detergents 1 
Lubricants blending 1 
Paint, insecticidesPharmaceuticals 12 
Ice plants 3
Foam rubber/mattsses 
Leather shoes 2 
Storage batteries 1

Ato un t i 2 
Accounting B 
Development Bank 1 

Total 64 
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plants, based on relatively conservative estimates. By the middle of 
1974, they employed some 2, 400 workers and had in operation close
 
to 
1, 100 looms. Their combined total capacity, working full time, and 
under ideal conditions, would be between 22-25 million meters a year.
Actually it was about thirty percent less. In national economic terms,
the elimination of rayon textile imports, because of local manufacturing, 
saved the nation about $2 million in foreign exchange in 1972. 

Although some of these textile milis are very small and
inefficient, the fact remains that they measurably increased the number 
of looms in the country which is still short of meeting both the current 
domestic and export demand. By combining forces, they could establish 
a third major textile industry complex in addition to the larger mills
 
already established. By exporting 
cotton grey cloth instead of exporting
ginned cotton or cotton yarn, Afghanistan could easily increase its foreign
exchange receipts by about $10 million a year. The small private mills 
could either switch to cotton or else continue to produce iayon fabrics,

leaving the larger mills 
the possibility of concentrating on cotton rather 
than producing rayon cloth for domestic consumption. It would seem that 
sufficient flexibility exists to achieve the desirable result of increasing 
exports. 

The tanning and leather industry presents a similar case.
In 1973, there were some ten' firms engaged in this activity operating
under the protection of the 1967 Private Investment Law and representing 
an inves.rment of some Afs. 1202 million. Together they employed about 
5002 workers. What seems significant is that tanning and leather 
processing in Afghanistan is now beginning to develop into a national
 
Industry. Due to the world-wide leather shortage, the private

investors have all the markets 
they can handle. If they are able to
 
meet the proper standards 
 to respond to this demand, leather processing
could well develop into a new Afghan export industry of major importance.
This potential is corroborated by the fact that recently a laxge U.S. 
leather firm joined hands with an Afghan tannery to produce quality skins 
for export. 

1. Including AIIJ Shoe which also produces leather shoes and 
is usually counted in that category. 

2. Including the portion of AI1U Shoe devoted to tanning. 
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Although currently the additional foreign exchange earned byexporting semi-processed skins instead of raw hides is relatively small,the potential benefits from the further expansion of this industry are

quite large. 
 Based on an annual export of some 3. 5 million of semi­processed skins, 200, 000 leather jackets (pustinchas), 300, 000 hides

and some 50, 000 properly tanned furs, 
 and including the savings derivedfrom the local utilization of wool and hair, annual foreign exchange

earnings could easily reach 
$2 million a year. 

'The raisin industry provides an even more spectAcular successstory. Only a few years ago, Afghan raisins could only bo sold abroad ata very low price, mostly to the Socialist Bloc countries and mainland Chinabecause the product was mixed with dirt from crude sun drying. With theestablishment of nine private modern raisin processing factories, abouttwo-thirds of the Afghan raisins are now exported in processed form to theworld market. Considering that total export earnings from raisins recently
were coming to about $17 million a year and that, except for certain

specialized markets, 
 proper processing more than doubles the value of
the product, the implications of the value 
added by industrial processing areclear. An added plus is the fact that raisin exports help the farmer
cooperatives growing raisins so that the raisin cleaning factories are
making a direct contribution to the increase and better distribution of
 
rural income. 

As time goes by, the macro-economic impact from theseindustries is likely Lto become 
new 

more and more visible, particularly in
those cases where the new industries are a natural such as leather,raisins, dried fruit and the production of handicrafts. In many areas thesurface has barely been scratced. For instance, Afghanistan stillimports talcum powder whle exporting the raw material for crushing
and pulverizing in nearby countries. 

Although precise data on the capital-output ratio and valuePdded are not obtainable in Afghanistan, it is obvious that the return on an overall private investment of some $15 million equivalent with a
substantial export component, should be considerable, although probably
not as good as it should be. Statistical evidence suggests that the valueadded per man year of employment comes to about one-third of the original
investment per job 1 However, the value added is likely to Improve whencapacity ut-lzation increases, as It will. 

1. Sec: A Survey of ProjectsOprating in 1349 prepared bythe tw2vtment Advisory Center of Afghanistan, Kabul, March 1972. 
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Apart from these "statistical" results, there was theinstitutional development mentioned above resulting in the creation offive important supporting institutions. Last but not least, the develop-
Inent of industrial development policy with the assistance of the foreignadvisers, was crucial to support a rapidly growing private industrial 
sector. To give only one example, once the five-year duty-free periodunder the Law ran out, the investors found themselves faced with a tariffstructure which historically placed a lower duty on the finished productthan on the raw material required to manufacture it locally. As a result,a new tariff had to be developed, making it development rathe,, than
 revenue oriented. 
 A great deal of effort was expended on this effort and,
at the moment, it seems to be bearing fruit. 

VIi SOCIO-POLITICAL BENEFITS 

Less tangible are the socio-political benefits which are importantbecause of their nation building implications; yet, they are clearly presentinasmuch as industrial development of the type described can be importantin bringing about much needed changes in a traditional society. The needfor this is obvious for a lack of socio-political development constitutes oneof the main reasons why Afghanistan, in spite of substantial economic

assistance over 
a period of many years, today still continues to be anunhappy member of the Club of the Twenty-Five Least Developed Nations. 

Unfortunately, because of the lack of electric power in other areas,the program's impact to date has been concentrated mainly9he Kabul area.Yet, in a city of some 500, 000 people, the socio-economic impact of thesenew industrial establishments giving employment to some 7,000 workersor about twenty percent of the industrial labor force, becomes quite notice­able, both from a point of view of the visible skyline and because of itsemergence as a political force. The will become muchcase more dramaticwhen the number of new private industrial establishments reaches aroundtwo-hundred with a payroll of some 15, 000 which may still be several yearsoff. Finally, if one accepts the thesis that, above all, development is astate of mind, the following facts would seem to be highly significant: 

-Five years ago, an investor with sizeable capital would havelived in constant fear of a government official earning Afs. 2, 500 a month, 
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because the official could effectively close down his factory whereas
in 1973, the government was asking the Afghan Association of Private
Industries for cooperation and understanding in the solution of difficult 
national problems. 

-Some seven-thousand new industrial workers, most of themwith a greater or lesser degree of literacy, are bound to have a political
impact at some time, whether or not they are organized in a labor union 
or act merely in a group spirit. TIle fact that the government is well 
aware of this then becomes a constraint on the freewheeling of a feudal 
s ocie ty. 

-Private industry jobs are developing an environment for the
possibility of promotion by merit which is a totally new conaqt in a
society based in nepotism, 
 with few rewards and almost no punishment. 

-Spectacular progress was made in eliminating policies whichdiscriminate against the small firm, as well as in the employment of
 
women.
 

VIII. PROFILE OF THE INVESTORS 

Since on two o "asions, once during the early thirties and again
during the 1960's, the private sector demonstrated a capability of

contributing significantly 
to the country's economic development,
perhaps a wordsfew are in order on the nature of the Afghan entrepreneur
since here again, there exists some confusion. 

An early atteml)t t.-) study the Afghan private entrepreneurs wasmade by Roy Felhnan ba-(td on the use of several U.S. psycholoical

tests adapted to Afghan conditions.] 
 Among other things, Feldman
 
tried to)anailyze thoug;ht content and 
 t) relate structure of thought and
 
thou~ht flexibility to entrepreneurial motivaLion 
 and success. 

On the basis of his investigation, Feldman reached the conclusion
"that the men l)articipating in Investment Law benefits may betie Private 

1. Feldnaa, Roy E. Thought Flexibility and Entrepreneurial
Motivation among "Businessmen", Potential Businessmen and Govern­
ment Workers in Afghanistan. Kabul, February 1970, (mnimeographed). 
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doing so for a variety of reasons not related to the kind of motive that
 
Is correlated with business 
success in other countries. It also raises
 
some questions about their probable success if they do not hire
 
managers with entrepreneurial motivation". 
 However, Feldman's study
 
was carried out when the 1967 private sector development had barely
 
started. Hence, his conclusions were evidently somewhat premature.

From what was said above, it would seem 
 that the Afghan private investors 
operating under the Investment Law clearly met most of the prerequisites 
stated in the literature. 1 They even did so in the face of exceptioial
difficulties such as limited availability of industrial credit during most 
of the period described. 

In trying ti) answer the question: Who are the new investors and 
what really motivated them, the writer conductud a number of conversations 
in depth with most of the investors from which the following general con­
clusions can be drawn. Almost all of the investors originated in the bazaar 
and most of them were still holding on to their bazaar trade while also 
managing their factories. Only a few had a university education and they
persuaded their parents, usually bazaar merchants, to invest. A few of
 
the investors lacked any formal education but the majority did finish high

school. 
 Their age varied from the early thirties to the late fifties. 

As to their motives to become an investor, a variety of reasons
 
were 
given although obviously this type of information, obtained largely
by personal conversation, is not particularly reliable. Several investors 
stated that they became interested in local manufacturing because they
felt that in time the government would restrict imports, sQ that the hand­
writing was clearly on the wall. Furthermore, the early success of some 
of their competitors led to a "follow the leader mentality"4 

Others indicated that they had become interested, as importers,
by their expnsure to, factories abroad, which made it worthwhile to start 
their own factory in Afghanistan. One investor credited the Afghan
Embassy in Karachi for convincing him that gett'ig into domestic 
manufacturing was good business. 

Makin, a profit was obviously a primary motive, flth )ugh
almost all of the investors expressed a desire "to help the country 

1. SCe: Paplanek, GuStave, F. The Development of Entrepreneur­
ship andEconomic Development, edited by Peter Kilby, New York, the 
Free Press, 1971, pp. 317-318. 
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Industrialize". Yet, it would seem that for some pecuniary reasons 
were not the only motive. Apparently "having a factory" provided them 
with a degree of prestige )articularly in the case of minority groups. 

A number of the investors felt that having a factory and providing
a lot of en)ldy'vinent tended to protect their capital inasmuch as the govern­
ment was likely to stipl)ort thiem on account of its interest in reducing the 
current high rate of unemployment. By contrast investment in land

considered to 

was
 
he more risky because of possible government intervention 

and lan(1 retftorn. 

Asked if they could not have made their money more conveniently
by bazaar lending at a rate of some twenty-five )ercent a year, several
 
investors replied that this 
was not all that easy because this high interest 
rate was offset by frequent defaults, whicl) considerably reduced the rate
of return over ij tertiiin period of time. A lot of bazaar "lending" consisted 
merely of "sharing the risk" in what essentially were conmmercial trans­
actitour. If thi,, had to be the case, they preferred to do io in their own
 
busine ss(. s where 
they woul( at least have fill control. 

Vh at einrges from the discussions is that by and large, the
investors cons;ist of pople who came out of the bazaar, with a keen
 
sense for markeLs, 
 bUt with little or no manage'ial ability. Another
 
group relaresents 
cert in young intellectuals, soine of whom recently
broadene d the i r eXpe rience )y working for the governmen t, citlier in

the ministrics or in the 
 large pub licly financeed infrastructural develop­
ment projects. They now look 
 for more money and a challenge to accomplish
sometling beyond the tra(liti(nal )atternl followed byNmost young eolc, i.e.,
seeking only governnment service. The: risks taken by some of these )eol)le
are considerabh, and a 
 large pairt of these risks are relat(! not so much to

producltion and local marketing probleins, but rather to maniagerial weak­
nesses and 
 th, frequently unpr(1edictable ro!h of the government. 

Althouigh it is sortimenes difficult to (itermine "ethnic background''
in Afghanistan, it would steri fliat the ethllic coripasition of the grouJ) of
privat, investors operating under the lrotfction of the 196W7 Private Invest­
ment L;aw confirms Naegler's findings that about e venty percent of the 
Afghan entr)reneurs are of nor- Lih tun origin.) Most of the investors 

1. Naeler, lorst Privatiitiatiebei1nl ,ieufbau i
Afghanistin. Bertelsmann UnlversitIts Verlag, Dlsseldorf, 1971, pp. 84-85. 
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under the program appeared to be Tajiks, Uzbaks, Turkomen and otherminority groups with only a sprinkling of representatives from the Pushtun 
establishment. 

IX. CRITICAL COMMENT - TlE ECONOMIC ARGUMENTS 

Superficial observers I have questioned the desirability and viabilityof the private investment program as conducted in Afghanistan in "monetarist" 
terms as misallocating resources through import substitution, capital intensive
instead of labor intensive projects, artificially low interest rates, location ofenterprises near their major markets, and so forth. In effect, the criticism
recommends a "laissez-faire" or non-interference approach to project
selection and finance, and refraining from providing fiscal incentives. 

Ironically, except for- the incentives provided by the 1967 PrivateInvestment Law, the program started out largely on a "laissez-faire basis",
 
and even today its approach is more
countries, liberal than that of many developingsince as pointed out above, operating under die 1967 Private Invest­
nient Law constitutes an option and not a mandate. 

Wh1)at the critics overlooked is that favorable developments in theprivate industrial sector as sketched were due in a substantial part to the
removal of bureaucratic obstacles. 
 As a next step, they applied a text

book approach assuming the existence of capital intensive private industry
as we!l as low interest rates which 
 is not in accordance with the facts as a

visit to a 
 few of the new industrial establishments will easily demonstrate.
 
More specifically, the private enterprise program 
in Afghanistan has
resulted in generating employment for some 7, 0002 workers it a capital
 
cost of approximately U. S. $2, 000 per job.
 

If this is a capital intensive result, then one must adopt a veryspecial definition of capital intensivity. Further, if commercial rates of

Inter. 1 , which were universally applicable 
 to the private enterprise 

1. See: Shaw, E. S. "Resource Mobilization inAfghanistan",
Financial I)evelopnent Comnittee, Report No. I1/038, Kabul, 1973,
 
(mime ographed).
 

2. At the end of 1973, the estimated actual number of workers
employed in ninety-four industrial establishments actually operating under theLaw was between 5, 000 and 6, 000, as a result of a fall-off in employment inseveral of the larger projects and temporary closures in others. The potentialemployment at full capacity is probably over 10, 000, representing one Job for every $1, 500 in investment. As pointed out before, at this writing total employ­
ment is about 7, 000. 
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projects, are a subsidy to capital investment and represent unjustified
 
favoring of capital over labor, then again 
a very special definition of 
subsidy must be applied. Also, to criticize the location of enterprises
 
near 
their major markets and best infrastructure is equivalent to
 
challenging the general )rerequisite of financial viability in industry
 
and enterprise. Alternatively, it is to say that projects must be so
 
small that viPlage markets will suffice. Very little modern technology
 
can operate successfully 
at a scale small enough to match such infinitesimal 
markets. 

"Import substitution" has become a po)ular cliche to oppose most 
fiscally promoted projects. The indiscriminate use of this phra:e, as 
applied in the present context, is unjustified. It is quite simple to identify
three distinct types of imports substitution; one is generally unfavorable 
and the other two are favorable. 

A generally unfavorable case is where all the raw materials must
 
be imported and where future development of domestic resources 
are
 
unlikely, in the reasonable future, to be developed and thus replace 
 the 
imported raw materials. In such cases, the incentives needed to encourage 
the industry may outweigh the benefits, unless the tranport cost of the raw 
materials is significantly lower than the finished goods or if the nation is 
endowed with unusually productive human resources (Japan). 

A more favorable situation is where most raw materials are
 
initially imported but where 
 there are opportunities for development of
 
local raw materials sources. The import substituting industry creates
 
the market necessary to exploit these sources.
 

A third extremely favorable case is one in which the finished 
goods are being imported but where the canraw material be economically
obtained within the country itself as the basis for a domestic industry. 
Sugar is a good example of this third case. The desire to promote
agriculture and the potential for raising sugar beets has been proven in 
Afghanistan and it only needs to be expanded. To oppose such develop­
ment on the grounds that a sugar factory Is an effort in "Import 
substitution" to replace sugar being presently imported is extremely 
primitive. Vegetable oils are another case three example. 
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It can also be argued that most of the new industries in Afghanistan 
are largely based on the reduction of transportation cost over considerable 
distances while making items "close to the human body", I.e., products
which almost any country normally tends to produce domestically rather
 
than import. Further, while the rayon textile industry has been singled
 
out for criticism, we have already pointed 
out its potential for conversion 
to cotton provided enough raw cotton will be produced in Afghanistan. Since 
such a development is extremely likely, the plant investment could easily be 
converted into an export oriented rather than an import substitution oriented 
one. 

Critics of import substitution who do not distinguish between 
these three cases are guilty of demagoguery at the worst or of being
misinformed at the best. Conversely, where case one can be demonsirated 
and no social nc:ud, as in the pharmaceutical projects, is involved, the 
criticism may be partly justified. Under the Private Enterprise Program,
efforts have been made for some time to develop differential incentives
 
which would minimize the incentives provided to such enterprises.
 

X. PROJECT INPIUTS AND CAUSALITY 

All through the Private Enterprise Project (#087 and #116), the
Afghan private investors obviously made the largest contribution because
 
they put their own money on the line, without which nothing would have
 
happened. As pointed out, this contribution came to roughly $15 million
 
equivalent.
 

The government of Afghanistan provided more nominal inputs­
although sizable in terms of the Afghan budget-in the form of office
 
space and support, office staff and counterparts, of which there 
were 
about twenty nine when the project ended. Of course, the intangible Afghan
input so crucial to success was the early Afghan decision backed up by
dedicated supporters, to bring about a major policy change in favor of the 
development of the private industrial sector. 

Apart from AID, bilateral donors, the Peace Corps and the 
Asia Foundation provided technical assistance (,' the type described 
earlier while the UNDP/1BRD made a very substantial contribution to 
the establishment of the Industrial Development Bank after U.S. technical 
assistance had laid the groundwork for this to happen (i.e., the catalytic
effect). Likewise, UNIDO made a valuable contribution In leather processing. 
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In monetary terms, the AfD contribution over the total project
period was roughly $1.6 million, almost all of which consisted of U. S. 
contract technical assistance with a minor input in commodities and the
training of participants abroad. Most of the training provided consisted 
of on the job training. 

As regards "causality", i.e., to what extent U. S. technicalassistance was crucial to the project's ultimate success, the following 
observations would appear to be relevant. 

In the case of the Afghan Karakul Institute, a new concept was
introduced with a heavy reliance on cooperative aspects. Considering
Afghan conditions, it is hard to see how such a su)-project could have 
materialized without technical assistance from abroad, not to mention 
the technical assistance needed to keep it on the track. 

In the case of the development of the private industrial sector,
local opinion in Afghanistan is virtually unanimous that the described
 
results would never have been achieved without the help of foreign
 
advisers because:
 

-VWhile the domestic investors had the money and the will,

initially they lacked the ability to properly analyze and develop their
 
projects. 

_Most of the foreign investors would not have had the patience
to persevere without foreign experts' guidance through the maze of the
Afghan bureaucracy which, as a result of the a.;visers' influence, was
 
streamlined considerably in the process. 
 The Mission can produce

substantial witnesses 
to testify to this effect. 

Prior to l967, privatte sector experience was non-existent
within the government structure. Bence, foreign advisers were essential 
to guide the respective officials in dealing with the creation of a proper
Investment climate, including warding off attacks from those who were
antagonistic to the program for reasons of ideology or excessive con­
servatisnp. 

-Because of Afghanistan's geographic isolation, and generalbackwardness, private industrial development could not have succeeded 
without a modest amount of industrial extension support. 
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-Perhaps most important of all, the s;iccessful execution of
the program required tie presence of high level generalists in support
of the Afghan staff engagcd in day-to-day operatigns. New concepts. had 
to be introduce(d and once acccpt/. d' t1 eildet for their implementation
had tx) be worked out, frequet.tly in great (leil as was ihe case in tariff 
modifica tiorn. 

'iee ti.ll educational effo(i't was r(qu(r(I id explaining
comllic(atcd inwhi,;trial )rohleIm, to lg1 ,Afg hv' V i)L kers. Co)ordination 
aspects Mit et(' rp)tiic industry had t() h, c()).Ti"h'e(d as well as tleestaI)lilt:eat of proper critiqila f')r in(ld~lit.rial prl('ritics Within the
 
colfine'; of aII (.(, ,)t-lb 
 chil a,:, ce 

decided t(, I thit riout,.
 

(. iI;Vestill: ll o de gover'elillent had 

Iln thte .s of totiri: 1:n, :atjsal'ty j,;is mcih harder t') estiblish
 
since here the UISAN) ass is '_'iic. 
 C0 1(isit(d )I t ();;t-+hot ti-clnical 
assistance aptpnicli in the fo'-ni of a re ior t (1(.VCein an area in which
 
the Afghans thJeiti;(lves weir( 
 airt ad.v mnak igro gress. 

XI. Tl: l OLE0 O)F Tll' CONTRACT()tS 

All thtireu,,h tli iproje ct, tdic role of lie cortzactors was not an
 
easy one( siincv tl)(.v had to pleae fur different "masters", at times with
 
greatlv diffirot iW!i rests.
 

I tt p1rfWThe ta ( i 1'' (,'(r le inlvS tors whV.') n C ely needed
cornpetcIt ad vice, whith Iii,e U. S. ((ti' Uct pe rsow!ne was ahble to provide.
however, flhis alvi ,(, ( )vr',(ld a v'ery wide range of activite- requiring all

alhno. t einy(;lo, -(di(' itd: ustrial kunwlegl,( 
 of b 'oadly hasetd g('!eralists
with a tilt);talti.ll v'x -(-;'en(', it) workirig,, in a difliiult '.'vir m)-nt who at

the sam,, timi, haid a mior' 
 (itailed s,),iijc knowicd,,e about certain technical areav. hIld, hakItiii s i' V ., WC.,', av'iil:aI] aaod i)rovid,!d f-r in tle 
COn]tract. it wi.sott ly ;,! Ln s r,' ] (:I.5 i tj l:. l' n e %;i r.r'ol'ei to 
because of ie firaie ('-Inl 1ii'lvoivel. 

Next, Oio, wva tOw.()tvc rtirin I)t A(f is.am in tiAt forni ofthe reOlv, Min,,:,i,.t;._aIu,'Itu, the>, were thre which in succession 
sponsored t)i pr(jct-whose inwter', at tinue,,; conflictvd witi that of theJnve;ti,r!,, a; art f:'mn the fiat that tICy, i.c . Ow Minltrleft: ,had cut out 

http:tilt);talti.ll
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a task for themselves which by and large they were unable to handle.
 
Obviously, this placed a heavy burden on the U. S. 
 contract advisers
whose tact and patience in working out compromise solutions was often 
taxed to the limit. 

Even in the absence of "policy disputes" and the need to engage
in some sort of a battle, clearcut policy implementation still called for 
a sizable input on the part of the advisers for the simple reason that in
Afghanistan the government's administrative stiucture was so deficient. 
Taking a typical work day of a U.S. contract adviser would be most
enlightening )ecause, of the variety of problems which had to be tackled. 

Cons ideral)e tact was required in "integrating " the other

bilateral advisers--mostly of a 
junior vintage--into the project which
 
provided additional leverage to it. Yet, 
 these "coordination meetings"

frequently at the homes of the various advisers, 
 paid of handsomely in

the forI of g(o(od relations and an adequaitC division of labor.
 

'Ten there was the USAID Mission and the Private Enterprise
Division of IJSAII) which had to be catered to in ihe forl o. numerous 
reports as well as a number of "special jobs'", some of which went well
 
beyond the call of duty. At times, additional work res,;ulted when 
 the 
Division or the Mission questioned the contractor's approach in certain
 
cases which in turn required inputs in terms of "justification".
 

Finally, there was AII)/Washington which took an unusual interest
in the formulation of the PROP which established broad guidelines for the

execution of the project.Frequently these 
were difficult to reconcile with
 
the day-to-day views and operations of the government. To give only one
 
examlle, Al1/Washington's original concept was 
 that the' role of the

Investment Committi-e, in alp)rovinlg projects 
slhould grahually be diminished 
so as to eliminat, the institUition altoga ther which was in direct conflict
 
With the idea of te government whicli, as Lime 
went 1)y, became more
 
iliterested in esttiblishing "pri orities"'ind tJllls a tighter control of the
 
approval pr cess. The.re were inti, rnal prolens as well in thlie form ofAID/Wasfhin gtn approvals to gro ahead with certain parlS of tll(project 
which were subsequently r(Jverse(l. 

Yet, the two contract teams bore this burden cheerfully and Utheynever lost their cool. Btoth teans consisted of very high level professionals 



and when their time came to phase out, there were strong requests

from the government of Afghanistan for the continuation of their
 
services.
 

XIL PROJECT TERMINATION 

In terms of bureaucratic ups and downs, this project has , in the 
past five years, been like the proverbial cat with the nine lives. The ninth 
life is about to end. 

Towards the end of Phase One, i.e., around mid-1969, AID/
Washington reached a decision that the project was to be terminated. 
Essentially, this was a defensible position because the project was doing

well, and thus would be ending on an up-beat, even if the whole job was
 
not yet completed.
 

However, there was considerable opposition in Kabul to the
 
project's termination. Reportedly, 
 the highest level of the government

of Afghanistan showed much interest in the employment aspects of the
 
Private Enterprise Program, even if these constituted only a small part

of the project's total impact. Furthermore, over several years, 
 the
 
incumbent American Ambassador had developed a strong interest in the
 
program with the result that a 
number of decisions and actions regarding

it were concurred in at his level and he lent his support to it 
on key
occasions. Twi AID Mission Directors also felt strongly that the project 
was effective in addressing Afghanistai's more urgent needs. 

As a result of a further exchange of views between AID and 
wasUSAID, it finally decided that the specific project (087) would be

terminated but would be replaced by another project in the industrial 
development area. This latter one would not concentrate so much on 
promotion but rather on industrial policy development and institution 
building, although still continuing enough assistance in Lidustty
promotion to keep the basic program going. As a result of this decision, 
a new Non-Capital Development Project Proposal (PROP) was prepared
by the Mission, in close co-ordination with AID/Washington. Several 
high level AID/Washington officials visited Kabul in mid-1970 to establish 
guidelines for this new approach. 
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The final PROP document, dated August 11, 1970, was approved
by AID/Washington on October 20, 1970 and became the basis for a Request
for Proposals (RFP) dated December 21, 1970. A large number of
 
potential contractors responded, 
 and Checchi and Company was selected as 
the contractor for the Second Phase (Project 116). The RFP itself received 
favorable comments from the various bidding contractors as an unusually 
well-prepared document. 

The PROP, in a number of places, envisaged technical assistance 
in this area for a period of five years. 1 However, AID/Washington comments 
on the PROP, approving the document, proposed a system of "joint AID/
USAID reviews to consider hanges in staffing, project focus and approach, 
as the project progresses. " Therefore, AID/Washington would not make 
any specific commitment regarding future staffing. 

Several project reviews were carried out. At the Mission level,

after the Contractor had submitted a Revised Work Plan in May 1972, 
 an 
elaborate review of the project was conducted on July 19, 1972 with high

level Afghan officials, including the Minister of Commerce, 
 and represen­
tatives of the other contributing donor nations and UNIDO. 
 Their comments 
were generally quite favorable. 

In accordance with AID/Washington's above-mentioned system of
 
reviews, a joint USAID-AID/Washington project review was scheduled for
 
January 1973, or 
after the contract had been in operation for about 20 months. 
To facilitate such a review, the Mission submitted to AID/Washington its 
own review of the project and recommendations in a rather elaborate docu­
ment. 3 This document recommended the extension of the Checchi contract
 
at the three-man level, substituting a full-time research adviser for the
 
one "trouble shooting" investment adviser (ombudsman), who was scheduled 
for phase out after the first two years. It was reported that this document 
was well received in AiD/Washington. It was further indicated that because 
of the completeness of the Mission's review, no large scale joint review 
would be necessary. 

1. See: USAID Non-Capital ProjectPaper dated 8/11/70, 
pp. 18, 19, 26. 

2. See- AIDTO A-219 dated October 23, 1970. PROP Approval.
Industrial Development Proect No. 306-11-910-116. 

3. See: Afghanistan. The Private Enterprise Program, prepared
by USAID/A in connection with Review of Contract NESA-526, Checchl & Co., 
Kabul, November 15, 1972. 
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However, AID/Washington was unwilling to accept the new
research position without further consideration. An exchange of cables 
took place and in March 1973, Mr. Jonathan McCabe, ASIA/CD, made an
extended visit to Afghanistan, for general project orientation and 
specifically to investigate this research question. However, Mr. McCabe's 
visit turned out to be concerned with the overall merits and demerits of
the project. While admitting that the American contribution to Afghan

private industrialization was significant, Mr. 
 McCabe on several occasions 
voiced the opinion that the program was somewhat out-dated because while 
having been engaged in this type of activity in the past, AID was not doing
this any more. As the Ambassador pointed out in this connection, this 
seemed to overlook the fact that at different stages of development, there 
are needs for different types of projects. Hlowever, Mr. McCabe's final 
conclusions dated April 9, 1973-although critical of the IAC-were as
 
follows:
 

"Within the framework of U. S. foreigni assistance,
the Mission program directed to private sector develop­
ment can and shculd be supported; the American 
contribution to Afghan private industrialization is 
significant. However, it is my view that recognition of 
the dimension of the task to be done, the preparedness of 
bilateral and multinational donors to work in tandem toward 
project goals, and the established experience of the U. S. 
contractor performing on behalf of the USAID, provide the 
U.S. with a unique opportunity to contribute more effectively 
and on a scale broader than that currently being realized."1 

Mr. McCabe stated further that in order to enable the Agency to
accomplish the objectives of the project, a visit by Mr. Vincent Chechi­
the Contractor Principal-to Kabul was essential for the proper evaluation 
of the research aspect of the project. Settlement of the research issue,
and final approval of the contract extension, was to be delayed pending this
visit. An extended illness of Mr. Checchi prevented this visit from taking
place. Therefore, the extension was agreed to (in June) with the full time 
research adviser included (in August), with the extension carried out in 
two amendments both eventually dated July 1, 1973. The extension was to 

1. Jonathan I. McCabe. Industrial Development Project 116,
USAID Kabul, Afghanistan. Observations and Recommendations. Kabul, 
April 9, 1973. 1 
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September 15, 1974, one year froi, the date of the return of the last
 
team member from home leave.
 

With the approval of the new AID legislation, the Mission decided
that the private investment project did not fit into any of the three priority
categories of AID activity. Since the Mission wanted to move its program 
as quickly as possible into these priority areas, it was decided, in close 
consultation with AID/Washington, to end the private investment program.
Accordingly, the Private Enterprise Division will be closed in July 1974
with the departure of the Division Chief, and the Checchi contract will not
be renewed again after September 15. The remaining direct hire industrial 
engineer will be shifted to the Capital Development/Engineering Division. 

XIIl. CONCLUSION 

In conclusion, it would seem that this report bears out our thesis
that a relatively small amount of technical assistance in the area of private
industrial development, at times, can provide substantial benefits in relation 
to its cost. Particularly, if we compare the cost of the Private Enterprise
Project with thc vast amount of foreign aid provided to Afghanistan, with a
technical assistance component of some $20 million a year alone, and if
 
we compare 
 the results of this elfort with that of the overall program, it
 
would appear that such 
a comparison is impressive.' 

Another point is that if our objective is to raise rural income
 
and bring about a more equitable distribution of such income, agribusiness

tends to provide the additional leverage in raising farmer income, 
 because
obviously industrial processing not only helps in creating a market for his

produce but it also adds 
to the final value of the product. If we are merely

helping the poorest farmers 
to raise more food for their families, the
effort would get dangerously close to carrying out a relief program, since
 
no savings would result.
 

For this reason, we believe that programs of this type are well
suited to meet the criteria of the new AID legislation insofar as the 
promotion of agriculture in a very undeveloped setting is concerned. 

I. For more details on external aid to Afghanistan see Annex F 
of the Appendix. 
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ANNEX A 

THE ROLE OF THE PRIVATE SECTOR 
IN THE EARLY DEVELOPMENT OF THE AFGHAN ECONOMY 

After the fall of King Amanullah and the reign of terror of the
brigand "King" Habibullah Ghazi (the so-called Bacha-i-Saqao or son
 
of the water carrier), the Afghan economy was in shambles. 
 Sirdar
 
]kbal All Shah describes the situation in the following terms:
 

"The brigand's rule was hardly a month old when 
appalling atrocities were started at the capital by his 
highlander ruffians. Money was extorted from all and 
sundry, houses were searched ostensibly to recover arms, 
but really to discover buried gold and silver. The new 
King knew that If he were to remain on the throne, then 
he must continue to pay his robber followers five times as 
much as before. No one would pay land tax, or toll, for 
everywhere the fire of revolution still blazed high. At 
last he devised a comprehensive scheme of wholesale 
extortion, selecting men of his type, and distributing
them throughout the country around Kabul. In each 
district they were to prepare a careful report of the 
wealth of citizens who were compelled at the peril of 
their life's blood to produce every penny that they possessed.
Every well-to-do Afghan was bled white, so far as any cash 
was concerned. Paper money was printed, but no one would 
accept it. Maddened by the demand for money, the brigand
resorted to more diabolical methods of torturing people and 
extorted every sou that they had or could borrow. The 
distress was unimaginable, people's noses and ears were 
cut if they did not produce money. " 

Thus, when King Nadir Shah took over, his economic development
options were quite limited, almost nil. However, being intimately familiar 

1. Shah, Sirdar lkbal Ali. Modern Afghanistan. London, Sampson,
Low, Marston and Co. Ltd. 1938, ). 133. 
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with the country and its resources, he knew how to tap what little wasavailable. Although the country was still ninety-five percent illiterate,
It had a few traders made of entrepreneurial timber who were capable
of galvanizing the private sector. The King knew how to find them. 1 

'There were people like Abdul Aziz Londoni who had bought karakul
skins in Tashkent and Bukhara when nobody wanted them except the British.
Having laid the basis for Afghanistan's karakul exports to England, "Londoni" 
next turned to exporting Afghan cotton to Russia for which he was paid half ingold and half in cotton clotl, an excellent compensation. There otherswere 
like Sher Khan Nashir Ghilzai and Abdul Majid Zabuli. 

As a first move in obtaining support from the commercial sector,
the King decided to call on Mr. Zabuli. Since during the next fifteen years,
Mr. Zabuli was to play a most important and perhaps somewhat controver­
sial role in the economic development of the country, a few biographic
details about him would seem to be in order. Mr. Abdul Majid was born in
Kandahar province shortly before the turn of the century. The name Zabuli was added later. WhIen he was about five years old, the family moved to
Herat. In Hlerat Mr. Zabuli worked first in the family':., wool export
business. In 1918, when his father died, Mr. Zabuli started trading in the
flerat-Maimana area. Shortly afterwards lie also started trading in the
southern part of Russia. A few years later, he associated himself with 
some wealthy Berati traders such as Messrs. Niaz, Mukhtarzada and Aimaq,to promote Afghan frade with Russia, following King Amanullah's decision 
to have closer relations with the 13. S. S.R. 

In 1925, Mr. Zabuli shifted his base of operations to Moscow asthe representative of the abovc mentioned group where he met Mr. Londoni.
He remained in Russia until 1930 when economic conditions in the Soviet 
Union became increasingly difficult as a result of Russia's New Economic
Policy (NEP). During his stay in the Soviet Union, Mr. Zabuli learned
first hand about economic planning in the U.S. S. It. which led him to develop
his own idea:; about economic development in a mixed, private-public sector
setting. While in the U.S.S.R. he married his present wife. His two sons
from this marriage are both working abroad in prominent positions in the
scientific world. Mr. Zabuli also had a daughter and a son from a previous
marriage to an Afghan lady. This son, Abdul Rahim Majid, is presently a 
leading businessman in Kabul. 

1. Dupree, Louis. Afghanistan. Princeton, N. J. Princeton 
University Press, 1973, p. 471 ff. 
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Almost immediately after Nadir Shah took over from the "Bacha",
 
the Prime Minister, Mr. Hashim Khan, who had become acquainted with
 
Mr. Zabuli when he was Ambassador in Moscow and who for many years

after Nadir's assassInatdon in 1933 was to diract the Afghan economy,
 
prevailed on Mr. Zabuli to come 
to Kabul to help in the country's
 
rehabilitation efforl The task before tlhem 
 was huge. Afghanistan's
 
limited foreign trade was completely disrupted and internal trade was at a
 
standstill.
 

Mr. Zabuli who was in Berlin at the time of the 1929 crisis in
 
Afghanistan arrived about four weeks after 
the conquest of Kabul to size
 
up the situation. Although he had no intention to stay, the King prevailed
 
upon Mr. Zabuli to use his talents for the good of the country. His Majesty 
indicated that a new order had to be establshed so that people could again 
support themselves because all the wealthy people had lost their capital
and the merchants had lost their hopes and confidence. The King felt that 
at the time there was no one among the Afghan merchants except Mr. Zabuli 
who had the capability of helping to establish a new economic order for the 
government. Most of the export and imp:ort trade of the country was in the 
hands of foreign merchants, mostly Hindus and Jews who made exorbitant 
profits, and only small businesses belonged to the Afghans. Thus, the King
directed Mr. Zabuli to find "a way to take these businesses away from these 
foreigners and give them to our pecple. "I However, what the King really 
wanted from Mr. Zabuli was an economic plan to lead the country out of its 
medieval existence. 

Mr. Zabuli stayed in Kabul from November 1929 to February 1930 to 
draw up Afghanistan's first plan for economic development. One of the main 
objectives of this plan was attracting private investment as well as the develop­
ment of trade, commerce and industry. In his plan, Mr. Zabuli was farsighted 
in recommening that thc development effort be concentrated north of the Hindu 
Kush whichhad Lne most promising agricultural resources and the best trained 
people. 

From a political point of view, this was somewhat controversial 
since most of the people in the northeast belonged to minority groups such 
as Uzbaks and Turkomen, some of whom had come to Afghanistan during 
and after the Russian revolution. Even worse in terms of Pushtun politics, 
he particularly counseled against large scale economic development of the 

1. Baak-i-M,11i Afghan. Report of Operations for the Year 1344 by
the Executive Board, (in Dari), Kabul, 1965, pp. 23-26. 
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south and was able to spot some of the deficiencies of the Helmand Valley
Project which subsequently were to cause Afghanistan so much trouble. 
After ten days of deliberation, his plan was brought to the Cabinet which
 
approved it without change.
 

The main features of Mr. Zabuli's plan which was based in part on 
some of the ideas already discussed during the reign of Amanullah were as
follows: (1)the establishment of a national bank, (2) large scale agricul­
tural development north of the Hindu Kush mountain range, (3) conaecting
the north and the south by a much shorter highway, so that transportation
of commodities could lbe handled rapidly by truck, (4) introducing the
possibility of forming an international trade corporation and (5) centralizing 
all foreign trade activities in Kabul. 

The latter point was very significant because prior to Mr. Zabuli's
involvement, Afghan export products were mostly handled from Peshawar
 
and Meshed 
from where they found their way into the world market via 
international traders who pocketed most of the profits. The Bank project
had to be shelved, however, since the King was afraid of opposition from
 
the religious leaders because of the implications of charging interest.
 

After the approval of his plan, Mr. Zabuli left while transferring
his business from Moscow to Berlin where he kept in close touch with Sardar 
Mohammad Aziz, one of the King's four "brothers, 1 who was then Afghan

Ambassador 
 to Germany and who was subsequently murdered in Berlin.
 
Mr. Zabuli 
was recalled again in 1931 when the execution of his plan had
 
run into difficulties partly because 
of the lack of credit facilities. While 
the agricultural sector was doing reasonably well, trade and industry were
 
in trouble largely because of a 
lack of credit facilities. 

In the light of almost unsurmountable difficulties, Mr. Zabuli had

little interest in re-establishing residence in Afghanistan 
and to give up his
profitable business in Germany. However, the King, ownciting his example
of rising from his sick bed in France to throw out the Bacha, prevailed on 
Mr. Zabuli to stay. Mr. Zabuli reluctantly agreed but he was able to wrestle 
one important concession from the King, namely to revive Amanullah's old
scheme of establishing a national bank. In the light of Nadir Shah's bending 

1. It is seldom mentioned that King Nadir Shah and his "four 
brothers" were from different mothers. 
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over backwards towards the religious leaders, this was a most important 
concession; yet the King did grant it. 

Next, Mr. Zabuli had to make his peace with religious leaders.

He did this by obtaining 
a statement that while Islam prohibited the
 
charging of interest, there was no such prohibition against the making

of a profit. Since obviously Zabuli's scheme 
was to disguise interest under 
the mantle of profits, he was careful in not calling the new institution a
 
bank but rather a "Joint Stock Company".
 

As gradually opposition to his scheme relaxed, he was able, in

1933, to call the new institution by its real name of Bank-l-Melli Afghan,
 
or Afghan National Bank. During the next twe2nty years, 
 this Bank was
 
to became the cornerstone of Afghanistan's economic development in a
 
way which may be best described as economic development out of profits. 

King Nadir Shah was assassinated on November 8, 1933 by a
 
student for what appears to 
 be both personal and political inotives. lie 
was succeeded by his nineteen year old son, Zahir Shah but the real power

remained in the hands of his three "uncles", Hashim Khan, the Prime
 
Minister, Shah Mahmud Khan and Shah Wali Khan.
 

Jiashim Khan who was in control of the country for a number of 
years, has sometimes been called "the businessman of the Musahiban 
Family". lie emphasized ec-onomic development through the expansion of the 
private sector while at the same time stressing the need for modern
 
education. In the process, he accumulated a sizable fortune. 
 lie was a 
hard worker who never married after his desire to marry Amanullah's 
sister had been thwarted. After Mohammad Aziz's assassination in Berlin,
he took c.re of his sons, Naim and Daud, the latter of whom in 1973 abolished 
the Monarchy and e.tablished the Republic. 

To develop the country'-) economy rapidly on a pay as you go basis,
-lashim Khan gave important concessions to the Bank-i-Melli which Abdul 

Majid Zabuli had conceived from the start as a potential holding company
for a numeL-r of agricultural and industrial ventures. Thus, the develop­
ment of private industry in Afghanistan is closely associated with the person
of Mr. Abdul Majid Zabuli whose early activities in redirecting the Afghan 
economy have already been described above in connection with the country's
"first plan for economic development". In a way, he is almost a legendary 
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figure in Afghanistan since he was the first entreprenear-industrialist
of note to arise in the midst of a class of small merchants. 

As the country's first economic Czar-he was Minister of NationalEconomy from the late 1930's until 1951, while managing to reside in
Switzerland during the war-Mr. Zabuli was able to acquire power and use it for the benefit of the country as well as for his own profitable

enterprises with the distinction between 
 the two not always clear. Theinteresting aspect of this development was that through its busincsslike 
2peration and a strictly observed banking secret-which Mr. Zabulihad established as a precondition for starting the bank-the latter wasable to mobilize a substantial part of the private capital available in thecountry, Thus, a relatively largfe number of private investors, including
some members of the Royal Family, benefitted greatly from the bank's
 
success wh)ich in 
 turn assured itself of broader support in conducting its 
affairs. 

In order to get a proper perspective I of the Bank's contribution
 
to the economy of Afghanistan, 
 three major fields of activity should be
 
singled out, as follows:
 

a. Trading 

Initially the Bank's operations were mostly concerned with tradingactivities, i.e., it concentrated on organizing Afghanistan's foreign trade
which heretofore had been fragmented. For this purpose, the Bank in1935 organized three trading companies on a geographical basis, namely

the Sherkate ltehadia-i..Shamali 
or Northern Syndicate in Mazar-i-Sharif
for exporting wool and cotton; the Sherkate Itehadia-i-Herat for exporting
wool and karakul sktins from that 
area and the Sherkate Watan or Watan
 
Company In Kandahar to export wool.
 

The main purpose of these ccmpanies was to export. products from
the various regions 
to the Soviet Union in accordance with the respective
trade agreement.s and to l)ro)erly organize such trade within the country.Thus, investments I:, t)ese three companies were made by the Bank-I-Melli
and the traders as well a,,; by a number of interested people in the provinces. 

1. See: Bank-i-Melli Afghan. Rcport of the Board of Directors
and Balance Sheet (March 21, 1 957-March 20, 1958), submitted to the
Annual Meeting of the Bank-l-Melli, Kabul, 1958, passim. 
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Apart from that, the Bank established a number of subsidiaries on a specific commodity basis such as the Karakul Company, the Cotton 
Company, the Wool Company, the Textile Company, the Sugar Company,
the Motor Monopoly Company, the United Company of Andkhoi and
Maimana, the Joinery and Lapidary Company and the Motor Service
Company, all of which represented an initial investment of

Afs. 280 million. 

some
 
At the peak of the Bark's operation, it controlled
 

about fifty subsidiary companies.
 

By establishing the Karakul Company, the Bank was able toorganize the karakul trade properly for the benefit of the Afghan traders.Prior to this, most karakul skins had been exported by foreigners under
the name of "Persian lambskins". The Bank excluded foreign traders
from exporting karakul and creatpd export quota for the various Afghan
traders so as to eliminate, the activities of middlemen. It also established 
proper facilities for the sorting and grading of the skins in order to safe.­guard Afghanistan's reputation abroad. The result was quite impressive
because by 19i6, the Karakul Company had become one ot Afghanistan's
major corporations. Partly due to the company's promotional efforts,
the volume of karakul skins exported more than t-ripled dUring the period
1933-1945. Similar goals were pursued in the establishment of the cotton 
and the wool companies. 

The Bank also invested money in a number of other specializedexport companies such as the Carpet Export Company, established in

1956 to promote the sale of Afghan oriental carpets and rugs. 
 The Bank's
contribution to the expansion of Afghanistan's foreign trade has been

substantial. 
 As its capital and reserves increased, the Bank was able to
take advantage of commodity price fluctuations in the world market which
again worked out to the benefit of the Afghan exporters. Prior to this,

the Afghan merchants had little or no control over the prices which they 
were to receive for the_4r products. 

As soon as the Bank had been established,ft opened an office in

Berlin which was 
closed during W-,rld War I. After the wai it opened
an office in Hamburg for 6he pu-pose of conducting Afghan trade. A
similar office had been established in London in 1934. Shortly after it was founded, the Bank also op-!ned offices in Karachi, Bombay, Peshawar
and Chaman,in order to follow up on Afghanistan's exports and importsgoing through India us asweUl to serve other needs of its regular customers. 
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Early during World War II, the Bank established the Afghan-
American Trading Company in New York for the purpose of handling
the American market for Afghan piroducts and to bring back much
needed imporLs t,) Afghanistan. A Beirut office was established in
 
1955 for the purpose of I)rom')ting Afghin trade there after relations
 
with Pakistan had become sonewhat 
tense which in turn led to the
 
suspension of trade via Pakistan.
 

1). Banking an(d Monopolies 

The Bank-i-Melli was formally established in die spring of
 
1933 with a capital of Ats. 35 niflion which by 
 1950 had grown to 
Afs. 660 million. Started as a comnmercial hank, It soorn discovered
 
that in Its foreign trade operatLions, it had to balance imports against

export. 
 which resultvd in the Bank becoming an instrunent of exchange
control in 1931-39. As a resuit, the exporters of karakul fur were 
obligated to sell their foreign exchar.ge receipts at a fixed rate to the
 
Bank-i-Melti. Thus' by rctruiringf 
 the traders desirillg to imiport goods

to sell a numbe.r of export pcoduct.s, the Bank actually ';bimulated the
 
growth of a healthy foreign tra(V,.
 

]Prio: t, 193(0, Afhanistan had n t)-par currency. 'I'Ic Bank­
t-Melli was able to introduce it gradually but only by having at all times 
enough silver coins on hand which could be obtained at any time in 
exchange for bavknotUe;. Once c.)nfidence in the paper money was 
established, tih Bank was able, within three years, to take Afs.60 million 
in Afghan and Iranian t;ilver coins out of circulation. 1 

By that ilme, the Bank als,) had become a Bank of issiue for ie
 
government 
which eniUrusted it with addi tiona l responsibilities such as 
the procurment of government orders aP] the nanagement of the various 
government monopoes, an activit-:., which SLul):(;qucl tly resulted in much
 
criticisim. 'T- unde',rs tnnd these iV onopol )rop--rly,
I however, it should
be explairc-d ,onopoli,;tic 

1930 were in tll( haids of o-iAgne rt, tiich ;asthe distribution of Cloth
 
which wa,,; ; ,,ly in th hands o; Indian menrchant.; and tle distribution of

gasoline and petroleum p)roduc P; which waS 

that they rpresen t-d m actlvities which prior to 

handled out of Peshawar by
Faze and Coinpa ny. Likewise!, Ahan it;mitan's vehicle imiports de)ended
 
on the IPeshawar Nor thc:n Comipany which 
was the agent. for General
 
Mo tl)o,.
 

1. At the time, the excaange rate lotr the Afghani was about eight 
Afghanis to the dollar. 

http:exchar.ge
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Since all these companies were making exorbitant profits, therespective activities were taken over from them by the Bank-i-Melli. 
In other words, the Bank-i-Melli did not create the monopolies; it

merely took over existing ones 
from private fo-'eign traders. For
instance, when tie Bank-i-Melli took the General Motors agency awayfrom Northern Company in Peshawar, the cost of cars was reduced bya substantial margin. As a by-product of this move, Afghan truckers 
were able to entei the transportation ,usiness whiOh previously was
mostly in the hands of Indian truckers. A similar thing happened with 
sugar and petroleum products, which te Bank imported against theproceeds from its exports. After a few years, the monopolies for the

acquisition and distribution of sugar, gasolina and motor 
vehiclc'2 were
turned over by the Bank to several organizations especially set up for
 
this purpose.
 

In addition to its limited "Central Bank" functions, tie Dank
able to establish a 

was 
very c.mnpetent commercial department. It introduced 

checks as well as ot)er forms of comme.rcial paper and offered facilitiesfor making loans to traders. Because of the general confidence which it 
was alble to generate, its deposits increased rapidly. 

In 19:39, the Bank-i Me Ili's rudimentary Central Bank functions 
were transferred to a new bank, the Da Afghani:.tan Bank which then
began to act as the fiscal agent of the 
Ministry of Finance, oonrLollin g

Afghanis tan's currency and supervising foreign exchange 
 transactions.
This Bank, the original capital of which was Afs. 120 million, was largely
established with the government's original share in the Bank-i-Melli
which by that time had increased many times. Consequently, from tien 
on, the government retaincd only a limited participation inthe Bank-i-

Melli.
 

The transfer of some of its central banking functions to Oe I)a
Afghanistan Bank enal)od the Bank-i-Mel!4 to concentrate more on

Mr. Zabuli's origintl concept of gradually making thelank a holdingcompany .or anuiber of in(lustrial ventures which will be discussed 
below. 

1. Bank-i-Me-il Afghan. 
_eportofOperations for the Year

1344 by the Executive 13oard, (inDari), Kabul, 1965, p. 41.
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c. Industrial and Agribusiness Activities 

As pointed out, some of its commercial activities subsequently
led to the Bank's entry in the field of industrial production and agri­
business operations. For instance, after first conducting an agreement
with the Soviet Union covering the exportation of a certain quantity ofcotton, the Bank-i-Melli, Lnfl936,started cotton cultivation in Qataghan
province through its "the Northern Syndicate". Consequently, 12, 000 tonsof cotton produced in Qataghan was exported to the Soviet Union during the
late 1930's and cotton gins, tractors, oil presses and cotton seed were
imported in return to lay the foundation for the development of the Afghan 
cotton ginning industry. 

Considering the conditions prevailing at that time, Mr. Zabuli'svision and organizational talent in developing an integrated textile Industry
was remarkable. First, land had to be developed north of the Hindu Kushmountains, including the eradication of malaria which previously had
been endemic in the Kunduz area. Good quality seed had to be importedfor distribution among the farmers. Credit facilities had to be established 
to provide interest-free loans to carefully selected farmers. Centralized
purchasing facilities and the establishment of a ginning company, today theSpinzar Company, came next which in turn led to the establishment of an oil
extraction mill, a soap factory and a ceramic plant. 

Prior to its entry into cotin production, the Bank-i-Melli had

already laid the base for establisi ing in time an integrated cotton textile

industry. A small textile mill and hydro-electric power plant to serve

the mill were established shortly before 
 the Second World War at Pul­I-Khumrl having an annual capacity of about fifteen million meters. The
Textile Company also bought from the government a small textile mill 
at Jabul Seraj with an annual capacity about one-million meters. 

Almost simultaneously with these developments, the Bank hadstarted to develop sugar beet production In the Baghlan area. A complete
60, 000 tons sugar mill was imported from the Skoda Works in Czechoslo­
vakia which started operating before the Second World War. Only a few years later, It supplied about one-thiid of the country's needs for refined 
sugar. A similar procedure as In the cjse of cotton was followed by the
Sugar Company in the distribution of improved seed, granting loans
farmers, establishing farmer cooperatives, building farm to market 

to
roads,

irrigation canals and bridges. 
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In 1937, the earlier established Watan Company of Kandahar
installed 
cotton gins and oil presses in Mazar-i-Sharif, Taluqan, Balkhand Khanabad. The Kandahar Woolen Textile Mi was Iounded i:

1943 with an annual capacity of some 
120, 000 meters of cloth while smallcotton and silk industries were started in Laghman, Kabul and Herat. 

As the Bank's competence in the industrial area increased, thegovernment started to transfer some of its own industrial plants to itsuch as a cement factory buiit by King Amanullah which had neveroperational. The government, 
been 

likewise, permitted the transfer of twoof its wool factories to the Bank in order to meet the urgent need forwoolen goods during World War II. In a less desirable fashion, theBank-i-Melli was also able to obtain control of a number of budding newindustrial ventures which were subsequently integrated into its chain of 
activities. 

As a result of its success in the textile industry, the Bank decidedin 1950 to start a silk industry irn Qataghan province based on imported
mulberry trees from Japan. The gradual expansion of the textile industrysubsequently led to the establishment of an industrial complex at Jangalakin order to supply parts for the textile mills. It also led to the Bank-i­
Melli's involvement in the production and distribution of electric power.
Its main power station at Sarobi was completed in 1957 to provide power
for the textile industry while excess electric power was used to meet the
 
pow-!r needs of the city of Kabul. 

Finally, Mr. Zabullfs grand scheme was crowned with the buildingof Afghanistan's first modern cotton textile mill, the Gulbahar plant, which even today constitutes Afghanistan's major industrial show piece. Runningat full capacity it can produce about eighty million meters of cotton fabricsannually. The company is owned by some 9, 000 shareholders with the

Bank-i-Melli holding about 42 percent of the stock.
 

Apart from its direct involvement in industry, the Bank-I-Melliparticipated in a number of other commercial and industrial ventures
such as the Afghan Insurance Company, the Pushtun Fruit Company(Kandahar), the Pashtanl Tejarati Bank, the Mortgage and Construction
Bank, the Bus Transportation Company and the Industrial Loan Fund. 

What is so interesting about the Bank-l-Melli's agribusiness
complex is that contrary to Afghanistan's subsequent approach In building 
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public sector industries often based on a minimum of market analysis,
Mr. Zabuli usually started from the demand function. His main 
cern was finding 

con­
a market first rather than concentrating his first
efforts on the production side. 
 Being a practical businessman, he knewthat once the demand, i.e., the money was there, most of the difficult

problemsofmotivatirg the farmers could be licked. In this way, profitsbecame the key to development and the success of one stage led to the
establishment of another. No foreign aid was ever required and technical 
assistance, mostly German, was all paid for in cash. 

A concern tor proper management was always high on Mr. Zabuli'spriority list and promising Afghans were hand-picked and sent abroad fortraining. There little orwas no room for the usual Afghan practice ofnepotism and hiring friends within the Bank's empire. Even today, thisZabuli-trained elite continues to fill key positions in the Afghan economy. 

Unfortunately, the principal weaknesses in the total scheme ofoperations were inherent in the primitive socio-economic structure ofAfghanistan. Capable people were hard to find and many of the earlier
activities of Mr. Zabuli would be considered a conflict of interest in today'sterms. The matter was further complicated by the fact that the Zabuliempire pulled itself up by its own bootstraps. There was nobody else toturn to. Hence, most of the Bank-i-Melli's operations had to be developed
vertically and in an integrated manner. Although Mr. Zabuli tried tocorrect this monopolistic aspect through public participation, i.e., selling,shares in his commercial and Industrial ventures to the public, the meresize of the operation and its influence all through the government gradually
made it politically vulnerable. 

In spite of being the country's leading capitali ,t, It is interesting
to note that Mr. Zabuli always displayed a considerable degree of socialconscicusness. lie was by no means the "laissez faire" type )flr excellence
and realized qjite clearly that in a country like Afghanistan the govern­ment had to be somewhat interventionist. lie accepted the concept of theguided-mixed economy to a considerable degree,and many of his :\ctionsreflect tils trend clearly. Perhaps he even started it. For instrince, topromote ilk production, the Bank-i-Melli contributed to the establishmentof an institute of sericulture In Kabul in 1936. Likewise, In cooperation
with the Ministry of Economy, experimental farms for cotton growing were
established by the Bank In northern and southern Afghanistan. 
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He pioneered in the Social and Welfare fields. The Bank i-Melli's
original pension plan for its employees was subsequently copied by thegovernment for its civil service. The Bank was first to introduce Health
Insurance into Afghanistan. The Bank's Welfare Fund has had a substantialimpact on the development of education in Afghanistan. It did provide con­
siderable financial support to the Ministry of Education for educational
development. It also contributed to the Malaria Eradication effort, the

Women's Welfare 
 Institute and the development of Mothers and Child
 
Centers.
 

Yet, criticism kept mounting and in the later 1940's the opposition
grew to the point where a large scale investigation was started by the
Parliament regarding the Bank-l-Melli and Mr. Zabuli's activities in

connection with official foreign exchange allocations. The problem, 
 whichhad political overtones, was compounded by the fact that Mr. Zabuli, as
well as the original group of investors In the Bank-i-Melli lacked both tribalconnections and strong dynastic ties with the younger members of the Royal
Family. Although acquitted of most of charges, Mr. Zabuli then left and
established residence in the United States. He returned in the early 1960'sto take part In the preparation of the 1964 Constitution after which he loft 
again, to return only for short visits. 

To put the criticism against Zabuli in perspective, it would seem
that he faced opposition or two counts. 
 First there was "the Establish­
ment" which was becoming afraid of his mounting economic and political

power in the areas 
north of the Hindu Kush. However, perhaps more
important among the younger generation was the fact that because his geniusfor business, he had taught the Royal Family how to enrich itself beyond
their wildest dreams, thus strengthjening their oligarchic, power. Yet, as
the Royal Family needed Zabuli, Zabuli also needed the Royal Family as aprerequisite for putting his schemes to wo'k. Both made use of each other 
to make money. When enough money had been made, the usufulness ofZabuli correspondintrly declined in an environment where a Monarchy with
essentially a bazaar merchant mentality was extremely reluctant to give
any credit to any outsider for doing something of major significance in 
Afghanistan. 

When Prime Minister Daoud took over in 1953, Afghanistan was
facing a number of critical problems. Particularly among the students
and the younger generation, Including even some younger members of the 
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Royal Family, discontent was wide-spread. Part of this resentment was directed against Hashim Khan's paternalistic government and the
monopolistic role which the Bank-i-Melli had been playing in the national 
economy. There was concern about excessive profits by the private

sector althoughL me fact that these profits were by and large used for

re-investment in the 
country was conveniently glossed over or given
 
little cred.nce.
 

In other words, Prime Minister Daoud was faced with the legitimate
need of meeting wide-spread discontent by making structural changes in the
Afghan economy for the purpose of putting the country on the road towards more rapid social and economic change. Furthermore, the border incidentswith Pakistan had made it clear to many people how vulnerable the Afghan
economy really was in terms of its connections with the outside world. 

The Prime Minister's first attack was directed at the Bank-i-

Melli which had enjoyed relatively smooth sailing during the regime of
the King's Uncles, 
 Hashim Khan and Shah Mahmud. Dealing with the

King's Cousins, 
 Daoud and Naim proved to be more difficult partly

because of their "dirigiste" philosophy as well 
as because of the fact

that the "Cousins" 
had not been as closely connected with the Bank-i-

Melli group as the "Uncles".
 

The position of the Bank-i-Melli was further threatened by the
fact that Abdul Malik, the new 
Minister of Finance and subsequently also

Minister of National Economy, 
 who had taken over after Mr. Zabuli, whohad resigned in 1950 over a controversial foreign exchange 'allocation,
 
was imbued with a strong anti-private sector bias. The turning point for
the Bank-i-Melli was 
reached in 1953 when Shah Mahmud's resignation
 
put an end to the regime of the King's Uncles.
 

Almost immediately, the BanL.-i-Melli was forced to divest itself
from some of its industrial ventures. 
 The government obligated the Bank 
to sell about sixty percent of the stock of the Northern Cotton Company to
the Ministry of Finance as well as fifty one percent of its stock in theElectric Company which was constructing the new Sarobi hydro-electric
plant near Kabul. In most of these cases of forced Wke over, the govern­
ment paid the Bank out of the profits of the companies in which it had
acquired a participation. Next, the government reduced the earnings of
the Textile Company by price controls on textiles. The profits of theKarakul Export Company likewise evaporated because of price controls 
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while strict exchange control over all proceeds from karakul, wool and
 
cotton eliminated most possibilities of profitable re-investment. As a

result, the completion of the Gulbehar Textile Mill was 
delayed for a
 
number of years. To top it off, the government charged the Bank-i-

Melli with 
tax evasion in connection with capital gains derived from the
 
sale of stock and land. 1
 

The various steps to curtail Lie activities of the Bank-i-Melli
 
constituted a drastic blow from which 
the Bank never recovered. Apart

from the prevailing anti-private sector sentiment in the 
1 960's, there
 
were also kolitjcal overtones because of the Bank's concentration of
 
investment in the north, rather than in the south which was populated by

the Pushtun majority. Perhaps more
even of a factor was the fear that
 
the Bank-i-Melli was becoming 
a state within the state because of its
 
;inancial and e,-onomic control over a large area north of the Hindu Kush
 
populated by minority groups, 
 such as Uzbaks and Turkomen. 

Next, the government, in 1954, established the Pashtany Tejarati
(Commerce) Bank to bring foreign trade under its control while the Ministry
of Agriculture formed the Ag.,jculture and Cottage Industries Bank in the
 
same year. There was even 
an attempt to convert the Bank-i-Melli hito an
Industrial Bank. However, this was fended off by the creation of the now
 
defunct Industrial Loan Fund in 1957, 
 in which the Bank-i-Melli took a
small participation. Most of these new financial institutions performed

quite poorly over the years, 
 largely because of political interference,

weak management and legal impediments in the areas of making loans and
 
foreclosure.
 

In summary, it can be said that while Nadir Shah rebuilt the house,
Hashim and Abdul Majid Zabuli tried to put the furniture into place. After

these three men had been on the scene, the Afghan economy was no longer

the same. It had developed miior new exports, created 
an agribusiness
industry base, acquired its first iastitition of higher education, reduced
Russian influence in 'e north through the economic development of that 
area and established a beginning for development in the 1outh of the country,
Oll of which was done with a minimum of reliance on public funds. 

1. Franck, Peter G. Economic Progress in an Encircled Land.
 
Middle East Journal, 10 (1) Wintur 1956, pp. 43-59. 



Hashim Khan's scheme of using the Bank-i-Melli empire as aprimary vehicle for Increasing Afghanistan's foreign trade paid off hand­
somely. Between 1938 and 1945, the value of Afghanistan's exports
increased fourfold and its balance of payments improved in a most 
spectacular way, as may be noted from the following figures: 

Afghanistan's Foreign Trade 1938-46 
(in millions of U.S. dollars) 

Year Exports Imports 
(FOB) (CIF) 

1938 7.7 14.4 
1940 12.6 12.7 
1942 4.7 6.6 
1944 30.0 6.6 
1946 28.3 25.0 

Sourcc.: LLY Afghsani,-tan Bank, Economic Bulletin, August 1961. 

Karakul fur became one of Afghanistan's principal sources offoreign exchange and the number of skins exported increased from 906, 482 in 
1932 to 3, 339, 825 in 1945.1 Fruits, cotton and wool were the other major
export Items which together represented some forty percent of the export
trade. Yet, in spite of all this, Afghanistan's economy remained vulnerable
because of a lack of economic diversification. Prime Minister tiashim was 
well aware of this since as early as 1939, he Introduced a long-term
Economic Development Plan, prepared by Mr. Zabuli, to :Improve the
agricultural economy of the country through major Irrigation projects and 
new agrAlbusiness type industries as well as by improving the country's
transportation and communications3. However, not much came of this Plansince the outbreak of World War II put a considerable strain on Aighanistan's 
economy. 

Another drawback of "the system" was that by giving th Bank-i-
Melli, which handled most of the country's export trade, a momopoly position, 

1. Bank-I-Mell Afghan. Re=ort of the Board of Directors and 
Balance Sheet, (March 21, 1953-March 20, 1954) submitted to the Annual
Meeting of the Bank-l-Melli, Kabul, 1954, p). 6-7. 
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a duality of interest was created between personal gain and the nationalinterest. Particularly on the import side, certain imports which yielded
the greatest profit were not necessarily in the nation's interest. This
largely benefitted a small group of the coul.try's leading merchants and
the Royal Family without having much of an impact on the rest of the
people who remained desperately poor. 

To cope with this problem, the government subsequently rescinded some of the Bank-i-Melli's monopoly privileges while at the same time
breaking up some of its integrated industrial activities. As we can observetoday, the "cure" may well have been ,,orse than the disease since Afghanistan's
sabsequont shift to the development of large public sector Industries, almostall of which have been losing money, resulted in a considerable misdirection of 
resources as well as a continuing drain on the country's budget. 
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ANNEX B
 

A CASE STUDY IN AFGHAN INVESTMENT PROCEDURE 

CENTURY RE-ROLLING MILL
 
APPLICATION NO. 46/021
 

This project is a foreign investment by a Pakistani investor, Mr. Bassan

All. Mr. -lassanAll holds Investment License No. 
 1, P"d for this reason
 
was 
a guinea pig in regard to all procedural matters. 

The purely technical parts of the application Mr. Bassan Ali did by him­
self, having been the proprietor of a re-rolling mill in Karachi for many
 
years. However, considerable explanation was necessary 
to the Secretary

of the Investment Committee and 
 to the Minister of Commerce as to the 
nature of a re-rolling mill, the raw material to be used, the products to
 
be produced and their eventual use.
 

Eventually, the project was approved, and then the search began for a suit­
able building site. Under the laws of Afghanistan, foreigners may not own
 
iand but may only rent it. The procedure is that the original 
owner of the
 
land must sell the land to the Construction Bank which, In turn, will lease
 
it to the foreigner for a term of up to ninety-nine years. The contract team
 
advisors attempted to be a buffer and coordinator between tLe Investor with
 
the agonizing procedure all this entails, 
 and eventually he located a suitable
 
piece of land on the Jalalabad Road. Ie whole procedure was very compli­
cated du, -t the lack ol an industrial park, a problem which now has been
 
solved through the actual creation of such a facility.
 

Further complications arose during the importation of Mr. ilassan All's 
machinery and equipment which generally required i double and triple checking
of both the items and the value of the machinery imports. In the first 
instance, it was discovered that the inves;tor's as;umption that fire bricks 
were obtainable In Afghanist t)wa, to Wlly unwarranted. Connequently, 
these to be thul 
value of the otal imlported equ 'ument contiddertbly lieye.'ad the value antici­
pated and li,;ted in tl applIcation. Thus', an amended application had to be 
prepared for fsubsequent acti on by tie Investment Committee. 

were required imported in large numbern, Increasing the 

Inthe mean­
time arrangements were made for the release of the fire bricks from Customs 
so that work on construction of the factory would not he stopped. 
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Simultsmeously, it was discovered thAt Customs, carrying on the pro­
cedures uder the old Investment Law, were requiring all imported

machinery to be examined and cer'ified by lnspectorB from the Ministry

of Mines and ldchut:, ies. Aside from the buzeauzratic delays Involved,

this was a dangerous precedent+s'-Aoe at ttp frime MWnes ard Industries

had no love for the private nduW.ry- program zt,d sin,e heir reputation in 
regard to machinery was none too good. Arer bringing th mnaer to the 
at' lion of tbe Minister of Commerce and expiatrbg to him the dangers
Lnvolved, the contract advisors persuadf-A .;mto make au Istae of the 
ma ter to get Customs procedures chrtoged, 

Another xmfortuiate assumpeon made by the iestor in oinection with 
the project was 'hat people were available in Afghanitan who could lay

foundatiams for heavy machiner 3 .
 This caused ccrIsJdf- abJe delays in
time and several false starts. P so<m became obvious that Uh. investor 
would have to bring his own expet',B fiom Pakianm. iowever, the approved
applica lcm made no mention of such temporary nstaliation exports and the 
Afghan Foreign Office wus vc'y suspicious. A1,er long discussions, It was 
discovered that if the investor were to pay the wages of these people in 
Pakist n raler than inAfghanI6.a, so that they did no need work permits,
the Foreign Officc would ailow them h_,as tourists foi a sufficient length of 
time to lay the founda.oAs, 

Visas for 'he invewor and his family also turned out to be a serious prob­
lem, U1,der tbr.the_ exlsi' +g Afghar. visa r.gulafio~o, the lnv .r needed
either to put up a mane'.ary guarantee, or to g&. an Afghan to In'sue a guar­
antee for hit flnan .iri obilgattoms before he was ermibed to leave tbe
 
couxrry. S&tc ,
rnvcw:xr in qiestIat, had a business In operation in 
Kararht, red since fim lmp:'emeatncm of his l.,ves~merit alrplcaticm required
his constant traveilng between Pakitna and Afghaiistsf. ,-the situation 
became almos, ilmpotsmbie. A-, an emergeacy merasure, a "pe.,mn-fle1t"
guarantee to be placed on record was ar-r'iged for by the contract advisors,
thas reduc)ng tht, problem of ob".iining the exit visa to the Secrctary of the 
lDvetmmr2' Comn.ittee's Itiuing, a lre'or irtaing thaf fxet wa s uch a guar­
antee. Sub.niquer.tly, a Bpeelmi lnvct-o'B Visa was proposed w!jch presumed
that Lht- invewtor's invewmen wan uuftlcle(', financlai o'arantee and that 
authorized the & cxe'ary of Y.he h vettmet Commtef to tssue such vhiat. 
AI.cr elaboixie (i )'lr of|] thlb; nw mu'.i-ntyy /exit visa regulation war 
finaliy pankied by fCht Caib:ret and Mr. lhvtwa All obfu1'ned L'iventor'n Multi­
cm'ry/exlt Vinu No, 1 

Another problem wat that of Jie avaianbility of ehcmtrlc power. While Kabul 
now hai a mirplun of powcr from the new hydroeleciric untonn, the Kabul 
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Electric Company still functions with the rules and mentality of the days
when power was very short; it ia their view that they are doing the public 
an immense favor by providing a ccmnection. Only after many letters and
much Intercession by the contract advisors and the Secretary of the Invest­
ment Committee, was Mr. Hnsan All finally connected to the high-tension
lineo 

In this regard, it should be noted that In all Mr. Hasuan All's dealings

with oogher Government agencies, 
 the help and intercession of either the
advisors or tho Socretary of the Investment Committee was necessary. 
He was even forced to require official help to be permitted to bid for the 
metal scrap resulting from the construction of the Hotel Inter-Continental. 

A further complication arose in xcgard to the training staff to be imported
from Pakistan. With the erection delays described above, Mr. Ilassan

All was barely In production at about the same 
time his application stated 
that the training staff would leave. The visa situation being what it is in
Afghanistan (particularly for Pakistanis), the Government was quite ready
to throw out the training crew before they had trained any Afghans. Even
the Ministry of Commerce, for political reasons, was very hesitant about 
renewing their visas, It was only after the advisors had explained in detail 
to the Depuiy Ministcr of Commerce that the workers in the factory were
handling red hot bars of iron with considerable personal danger and that if 
some Afghan were killed or injured as a result of lack of trnining, the
 
Ministry could be held morally responsible, that the situation 
was solved. 

Next there was a problem concerning Mr. Hnrisan All's raw materials. Inhis original application, he estimated that he would need imported raw 
materlals In the third year of operation. DurlN, the second year of opera­
ticn, however, a situation arose where he began to run short of Afghan

(scrap) material and needed to Import. Unfortunately, the application was
 
read at the Ministry of Commerce 
as not being m etimnte but as being a

commitment: that Is to say, 
 he would not import raw materials before the
 
third year. 
 It was then decided that the only way this could be charged was 
by an amendment iW the application to be passed by a full Meeting of the
Investment Committee, allowing him to import. After much delay, the
proposal was flally submitted to the Investment Committee which refused 
to give a dcCitlcm since it was not familiar with steel billets. A steel billet 
was the:2 obtatod and at the next meeting (approximately a mnth later),
the billet wai brought Into the Committee room and placed en the table.
Ihe Committee them agreed that Mr. Hausan All could import billets but 
not scrap material. 
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Billets were in short supply-worldwide-and it was impossible for
 
Mr. iassan Al to receive 
them in less than six months from any source.
 
Unfortunately, the wording of the Committee's decision was just as
 
specific as it could be-billets and no scrap material. Again the advisers
 
brought the situation to 
the attention of the Minister of Commerce, who
 
agreed that the decision made 
no sense. However, it is an official govern­
mental decision and consequently it required Committee meeting to reversea 

it.
 

When the sample steel billet was presented to the Investment Commitce for 
inspection and for their edification, they, each, initialed the billet and had 
it placed in a safe, for safekeeping, so that when steel billets were imported,
the imported billets could be matched with the sample. Steel billets are not 
always of uniform size (depending on source); therefore, trouble couldmore 

be anticipated with imported billets which would arrive, 
 differing in any
 
respect from the one initialed anO in the safe.
 

Usually, however, once a problem is well-defined and explained, there is
 
no re-occurrence 
of difficulty at that particular level of intelligence. Sub­
sequent problems do, however, arise with lower echelon leople and those 
people are usually more diffiL'ult to deal with due to their lack of compre­
hension. 

What can be learned frdm this case is that while the interjection of foroign
advisers into the procedural problems of the government had obviously 
some undesirable aspects, the project would not get off the ground unless this 
were done. The same holds true for many other application,; which ultimately
resulted in the establishment of the factories now in operation, Fortunately,
however, It also appears that as a result of this Intercession gradually a 
procedure war; developed ,hich tended to prevent a repetition of exactly the 
same problem. For this reason, It would seem that the active role of the 
contract advisers constit ied almost a necessary evil in an as yet slow but 
gradual Improverment of ti procedures of existing institutions. 

Source: USAID Non-Capital Project Paper, dated 8/11/70, pp. 35-38. 



ANNEX C 

COMPARISON OF 

FOREIGN Akl) DOMESTIC PRIVATE INVESTMENT LAWS 

OF 1345 AND 1353 

This is a side-by-side comparison of the two investment laws, prepared without commentary.includes all articles of both laws. ItIn some cases, articles or parts of articles of one law or the other areused more than once to make the comparison clear. There are articles in both laws which have no similar
pr:-is!on in the other; these are marked 'no similar provision,, or in other appropriate ways. 

Note that, although the article titles in the 1345 law are part of the actual law, the article titlesin the 1353 law are not. The official Farsi version wag p-epared wthm- ar-tIcle titles; the titles includedim the Ebgllsh translation were added by the translator for the convenience of readers. 



FOREIGN AND DOMESTIC FOREIGN AND DOMESTICPRI'ATE INVESTNIMENT LAW PRIVATE INVESTMENT LAWOF 1st HOOT 1345 OF 30 JOUSA 1353(Febrtary 22. 1.q67) (June 20, 1974) 

ARTICLE 1. PURPOSE ARTICLE I. _i.rric,: 

- the present law i to encourage and The purpose of this law isprolc:Q . to encourage, protect, guidepri;te invest-n-.ent-s by both foreign and and ccntrol private investment for the creation and
Afg-an nationals so as to promc't economic develop-men. and :o expansion of industries, andadvance the standard of living in to provide necessary col-
Af hnistan. laboration between public and private investment orthe p':rpoqe of the progress, coordination, and bal­

anced development of the national economy. 

ARTICLE Ii. Characteristics of Desirable Investments 

For the purpose of increasing national income, private
investiment shall be based on a majority of the following
bases/characteristics: 

1. Ala-ximum use of Afghan raw materials.
2. Ma-ximum use of Afghan manpower. 
3. Import substitution. 
4. Increase in quantity and value of exportable items. 

0 
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ARTICLE 2. SCOPE 

The privileges, rights and obligatims -ofthis law shall

extend to all new, 
private investments in Afghanistan

by any real persc or non-governmental legal entity,

whether Afghan 
or foreign, provided that the following 

conditions 
are 	met: 

a. 	 The Investment is approved by and registered in 
detail with the Investment Committee In accordance 
with this law. 

b. 	 The blvesment.Is madc within the framework of a
corradian, limited liability partnership or other 
form of company established pirsant to the Corn-
mercial Code of A-hnistan or by a legal entity orperson uthorlzed to do business In Afghanistan par-
sunt to this law. 

c. The accounts of the Investment are subject to an 
mmual independent audit by auditors who meet Inter-
natiomally acceptable standards of accounting. 

FDPI4 1353 

5. Satisfaction of the common needs. 
6. Use of Afghan industrial products. 
7. Maximum value added. 

ARTICLE IMl. Qualificatios of Private Investments 

Privute investments by real persons or legal entities
shall benefit from exemptions and favorable treatment 
and shall be obliged to fulfill their obligations as spec­
ifled in the present law, provided that the following 
conditions are met: 

1. The Investment should have been officially approved
and registered by the Investment Committee accord-
Ing to the provisions of the present law. 

2. 	 The investment should be made by real persons or
legal entities authorized to conclude and execute 
such transactions. 

3. 	 The books of account of the Investment should be 
audited annually at the expense of the investor by 
an independent auditor who meets internationalstandards &adwho Is acceptable to the Ministry of 
Finance of Afghanistan. 
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d. 	 The investment is made In any of the following fields 
of activity: 

(1) 	 Industry; 
(2) 	 Mineral exploitation, provided such nvestment 

is in accordance with the Mining Law of 
Afghanistan; 

(3) 	Agriculture, animal husbandry or the processing 
of agricultural or animal products; 

(4) 	 Tourism, especially the construction of operation 
of hotels; 

(5) 	 Any service industry or priority enterprise not 
included in the above categories which the Invest­
ment Committee may designate by regulation 
pursuant to this law. 

ARTICLE 3. FISCAL BENEFITS 

Inv3stments within the scope of this law, hereinafter called 
"approved investments," shall receive the following fiscal 

benefits : 

a. 	 Exemption from taxes on all income of the company for 
a period of five consecutive years beginning with thn 
year in which the first sale of goods or services of the 
approved investment occurs, 

FDPIL of 1353 

4. 	 The investment is within the scope of the field of 
investment and proJ.cts determined by the Invest­
ment Committee to oe appropriate and acceptable 
for private investment under the present law. 

Ct 

ARTICLE V. Benefits and Prerogatives 

Investments that have been approved by the Investment 
Committee according to the provisions of this law shall 

benefit from the following exemptions and special treat­
ment: 

1. 	 Exemption from taxes on all income of the compamy 
for a period of four ensecutive years beginning with 
the year in which the first sale of goods or services 
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b. 	 Exemption from import duties on capital goods, 
replacement parts, raw materials not available 
in the country or semi-finished goods necessary 
for the establishment or current production of 
the approvFed investment for a period of five con-
secutive years beginning vilth the date of approval 
by the Investment Coimnittee. 

Such 	customs-free imports must, however, be 
registered as such by the Customs Department of 
the Ministry of Finance and a duplicate copy of the 
registration must be sent by the Customs Depart-
ment to the Chairman of the investment Committee. 

If a dispute arises as to whether a specific import 
is to be regarded as "essential" within the meaning 
of this law, such dispute shall be resolved in the first 
instance by majority vote of the Investment Commit-
tee. If the Committee's decision should be adverse 
to the petitioner, It may be appealed by the petitioner 
to the Primary Comn-crc!al Court in Kabul, whose 
decision shall be final and binding. 

Rassenger automobiles shall In no event be exempted 
from import duties under this law. 
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2. 

3. 

4. 

of the approved Investment occurs. 

Exemption from personal income tax and corporate 
tax on all dividends for four consecutive years begin­
ning with the year in which a dividend is first distri­
buted, provided that the tax exemption shall in no 
event extend beyond the seventh year from the date of 
approval of the investment. 

For projects that are going to be established outside 
of Kabul Province, the duration of the exemptions 
referred to in paragraphs (1) and (2) of this article 
shall be increased by two years. 

For capital goods, spare parts for replacement, raw 
materials, and semi-finished goods not produced in 
the country and necessary for the establishment or 
current production of the approved nvestment, the 
following favorable customs duties are applicable: 

Capital goods: exempted (in accordance with Article 
26 of the Customs Law). 

Spare pas : ten percent (on the basis of the invoice 
for the goodE at the customs port or the unit price). 
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c. 	 Investors shall be exempted from personal income 
tax and corporate tax on all dividends for a period 
of five consecutive years, beginning with the year 
in which a dividend is first distributed, provided 
that souch exemption shall In no event extend beyond 
the eighth year after the date of approval of the 
investment, 

d. 	 Interest an foreign loans which constitute part of an 
approved Lnvestment shall be completely exempt 
from personal income tax and corporate tax. 

e. 	 Products of approved investments shall be exempted 
from all export duties for a period of ten years from 
the date of approval of the investment. 
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Raw materials and semi-finished goods: twenty per­
cent maximum (on the basis of the invoice for th2
 
goods at the customs post or the unit price).
 

Within the twenty percent maximum rate, the customs 
duties for individual raw materials and semi-finished 
goods shall be determined and tnmounced by the Invest­
ment Committee at least once a year prior to the begin­
ning of the year on the basis of their classification and 
considering the custom duties on similar imported 
goods and the provision of Article II of the present law. 
Passenger automobiles, ordinary trucks, ordinary t­
construction materials, and office furniture shall in 
no event be exempted from the customs duty. 

Imports that come under the above exemptions or rhduc­
tions must be registered by the Customs Presidency of 
the Ministry of Finance and a copy of the registration 
must be scat to the Chairman of the Investment Committee. 

If a dispute arises as to the interpretation of the present 
law with respect to whether a specific import Is to be regarded 
as essential, such dispute shall be considered in the first 
instance by the Investment Committee, which shall express 
its views. If the Investment Committee opinion is adverse to 
the petitioner, he may appeal to the Primary Commercial 
Court in Kabul whose decision shall be final and binding. 
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5. 	 Approved investments are exempt from payment of sukuk 
taxes, registration fees, and other legal fees levied by the 
court in connection with the preparation of ccimmercial and 
judicial documents and deeds related to bank transactions. 
However, investors are required to pay court service fees 
for the completion of procedures necessary for the above­
mentioned docume'jts and deeds at the agreed upon rates in 
the schedule in Appendix A of the present law. 

6. 	 Interest on foreign loans that are part of an approved invest­
ment is fully exempt from income taxes. 

7. 	 Products of an approved investment shall be exempt from 
payment of export taxes according to the provisions of the 
Customs Law, provided that such products are permittd 
to be exported. 

ARTICLE 4. OTHER BENEFITS 	 See Article V. 

An approved Inrestment shall also be entitled to such 
other fiscal benefits as may be provided by the Income 
Tax Law, such as depreciation allowances and invest­
ment credits. 
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ARTICLE 5. 	 REPATRIATION OF PROFITS, 
INTEREST AND CAPITAL 

Capital, profits accruing to foreign investors and 
interest installments on loans received from abroad may 
be freely repatriated in the original foreign currency 
on the basis of Da Afghfmistan Bank's free market rate, 
In aceordance with the following conditions: 

a. 	 Payment of princtpal add interest to the extent of 
the legal obligation to do so. 

b. 	 Profits of the foreign investment may be repatriated 
at the end of any fiscal year, after submission to 
the Ministry of Finance of an auditor's certificate in 
accordance with Article 11. 

c. 	 Registered foreign capital and such reinvested profits 
as shall have been registerLed may be repatriated 
after five years from the date of approval of the 
Investm et at an annual rate not to exceed twenty-
five percent of the total foreign capital invested and 
registered. 

d. 	 If the repatriation rights granted by this Article should 
be Impaired by foreign exchange controls imposed for 
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ARTICLE VII. Capital, Profit, "ndDebt Service 
Repati un 

Capital, profits accruing to foreign investors, and interest 
Installments on loans received from abroad may be freely 
repatriated in the original foreign currency on the basis of 
the De Afghanistan Bank free market rate in accordance with 
the following conditiots: 

1o 	 Payment of principal and interest to the extent of the 
obligation tn the credit agreement. 

2. 	 Profits of the foreign Investment at the end of any fiscalI 
year after submission to th3 Ministry of Finance of an 
auditor's certificate in accordance with Article XIII of 
the present law. 

3. 	 Registered foreign capital and such reinvested profits 
as shall have been registered after five yes:rs from the 
date of approval of the investment at an annual rate not 
to exceed twenty percent of the total foreign capital 
invested and registered. 

4. 	 With respect to the imposition of foreign exchange con­
trols, the foreign investors shall enjoy equal rights with 
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balance of payments reasons, surh controls shall 
be imposed so as to cause the least possible 
impairment of repatriation rights and, in any event, 
foreign investors shall be guaranteed national treat­
ment on an equal footing with Afghan nationals with 
respect to availability of foreign currency. 

ARTICLE 6. REPATRIATION OF ROYALTIES AND 
FEES 

The purchase price or licensing fees for patents or know-
how, which are part of an approved investment, may be 
repatriated in accordance with the legal obligatlau to make 
such payments, provided that such purchase price or 
licensing fees have been approved by the Investment Coin-
m.ttee as constituting a part of the investment and as being 
rensonable in relation to the total investment and return 
thereon. 

ARTICLE T. FOREIGN CAPITAL 

Foreign capital invested n Afghanistan pursuant to this 
law shall enjoy the benefits established herein, as well 
as the regular facilities, benefits and assistance avail-
able to Afghan capital. 
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Afgham nationals regarding the availability of foreign 
exchange. 

ARTICLE VIII. Licensing Fees for Patents and Know-how 

The purchse price of licensing fee for patents or know-how 
that are part of an approved investment may be repatriated 
in accordance with the legal obligation to make such pay­
ments, provided that such purchase price or licensing fee 
has been approved by the Investment Committee as con­
stituting a part of the approved investment. 

ARTICLE IX. 	 Non-discrmlnatlcm According to Natonality 
of Capital 

There shall be 	no discrimination between Afghan capital and 
foreign capital invested pursuant to this law as regards 
facilities, prerogatives, tax and customs obligaticns, keep­
ing of accounts, and judicial and arbitration procedures. 
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There shall be no discrimination between foreign 
capital and Afghan capital Invested pursuant to this 
law, especially as regards the levying of taxes and 
duties, the keeping of commercial books and judicial 
or arbitration proceedings. 

ARTICLE 8. 	 EVALUATICN 

Investments in kind and intangible property shall be 
evaluated at current international market prices. In 
case of disagreement, the valuation shall be done by 
an independent, professional appraiser acceptable to 
the Investment Committee. 

ARTICLE 9. 	 REPATRIATION OF SALARIES 

Foreign persounel of approved enterprises may repa--
triate up to seventy per cent of their income, net of 
taxes, through Da Afghanistan Bank at the latter's free 
market rate. 

ARTICLE 10. 	 TAXATION OF FOREMNERS 

Foreign companies, investors and personnel within the 
scope of this law shall be subject to the same obligations 
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See also Article XVI. 

ARTICLE X. 	 F-luation Ao investment-in-kind and 

Intangibles 

Investments in kind and intangible assets shall be eval­
uted at current International market prices. In case 
of disagreement, the valuation shall be done by an inde­
pendent professional appraiser acceptable to the Invest­
ment Committee. 

ARTICLE XI. Repatriation of Expatriate Salaries 

Foreign personnel of approved enterprises may repa­
triate up to sixty percent of their income net of taxes 
through the Da Afghanistan Bank at the latter's free 
market rate of exchange, 

ARTICLE XII. Eal Treatment of Foreign and 
Nationals 

Foreign companies, investors, and personnel within the 
scope of this law shall be subject to the same obligations 
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as similarly situated Afghan nationals, with respect to 
taxes, duties and other fiscal obligations, 

ARTICLE 11. IXDEPENDENT AUDrr 

Enterprises within the scopc of this law rre required to 
maintaif regular books of account, a balanc6 sheet and 
a profit and loss statement wiich must be audited annually 
by an auditor who meets international standards and who 
is acceptable to the Ministry of Finance of Alglhmistano 

Copies of the auditor's report shall be submitted annually 
to the Ministry of Finance and to the Chairman of the 
hivestment Committee. 

ARTICLE 12, RIGHT TO DISPOSE OF SHARES 

Shares of aproved investments may be freely sold to any 
Afghan or foreign national, No foreign government or 
agency thereof may acquire such shares. The foregoing 
limitation shall net apply in cases where the investment 
Is guaranteed by a foreign government or agemcy thereof; 
and the government or agency thereof would be subrogated 
to the rights of the owner of the shares an the basis of the 
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as similarly situated Afghan nationals with respect to 
rights, taxes, customs duties, and other fiscal obliga­
tionus. 

ARTICLE XIII Accowrting and Auditing 

Enterprises within the scope of this law are required to 
maintain regular books of account, a balance sheet, and 
a profit and loss statement which must be audited annually 
by an independent auditor who meets international standards 
and is acceptable to the Ministry of Finance of Afghanistan. 
Copies of the auditor's report shall be submitted annually by! 
the private enterprise to the Ministry of Finance and the 
Chairman of the Investment Committee. 

ARTICLE XIV. Sale of Shares 

Shares of approved investments may be freely sold to any 
Afghan or foreign national, provided that such sale should 
be within the limit set up in Article XVI of this law and in 
accordance with the Commercial Code of Afghanistan: h~-­
ever, these shares cannot be sold to a foreign government 
or governmental agency. 
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provisions of a valid agreement betweni the Govern­
ment of Afghanistan and the goveinment of the investor 
concerned. 

ARTICLE 13. 	 FOREIGN SHAREHOLDERS' RIGHTS IN 
THE EVENT OF SALE OR LIQUIDATION 
QIF THE APPROVED INVESTMENT 

The proceeds of the sale of shares of foreign nationals 
in an approved investment, sold to an Afghan natihsl 
or to the Government of Afghnistan, may be transferred 
abroad through the Da Afghanist Bank at the latter's 
free market rate of exchange in accordance with the pro-
visions of Article 5 of this law. 

In case of liquidation or bankruptcy, the remainiv, net 
assets belanging to foreign nationals are also transferable 
abroad as provided above, 

ARTICLE 14. 	 AGREEMENTS CONCLUDED BY THE 
INVESTMINENT' COMM=TTEE 

Separate arrangements for the possible sale of shares 
belonging to foreign nationals in an approved investment 
may be made between the Investment Committee and the 
foreign investor. 
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ARTICLE XV. 	 Transfer of Proceeds of Sale of Shares 
and of LUcftdation 

The proceeds of the sale of Phares of foreign nationals 
in an approved investment sold to the Government of the 
Republic of Afghanistan or to Afghan nationals may be 
transferred through the Da Afghanist& Bank at the latter's 
free market rate of exchange in accordance with Article 
VII of this law. 

In case of liquidation or bankruptcy, after the completim 
of the required legal procedures therefor, the remaiuing 
net assets belonging to foreign nationals after the liquida­
ticm are transferable abroad as provided above. 

No equivalent pr71ision. Ar'icle XX covers thelzvvii­
ment Committee and its operatiams. 
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Furthermore, 	the Investment Committee may negotiate, 
on behalf of the Royal Government of Afghanistan, sup­
plemental agreements such as management contracts, 
agreements for the expansion of productiva capacity, the 
training of Afghan personnel, etc. , which are necessary 
and appropriate to the particular investment. 

Any such agreement must, however, be published in the 
Official Gazette within three months of its canclusion, and 
shall be of no firce and effect until so published. 

ARTICLE 15. 	 MEASURES FOR ENCOURAGING JOINT 
VENTURES 

The encouragement of joint ventures in Afghanistan 
between Afghan nationals and foreign nationals is among 
the objectives of this law. Therefore, no specific amount 
of investment by Afghan nationals is required in such 
investments tdar this law. 

ARTICLE 16. 	 OBLIGATIONS OF GOVERNMENT AGEN-
CIES AND DEPYA:MYNTS TO PURCHASE 
THE PRODUCTS OF APPROVED INVEST-
MENTS 

All Government agencies and departments are required to 
purchase their necessary supplies and services from 
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ARTICLE XVI. Limitation of Foreign EqAtyI 

Foreign investment under the present law shall only be 
made n the form of a joint venture with Afghan capital 
and the share of foreign investment in a given investment 
cmmot exceed forty-Dine percent. 

ARTICLE XVII. Government Purchase of Local Products 

Government departments and enterprises are required to 
purchase their necessary supplies and services from enter­
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enterprises established under the provisions of this 
law, provided that such supplies are substantially 
similar in quality and price wlfth importable equiva-
lents. 

For purposes of this Article, price comparisons shall 
be made cm the bses of the Da Afghanistan Bank's free 
markt rate of exchange, 

ARTICLE 17. PROTECTION AND GUAIANTEE OF THE 
RIGHTS OF INVESTORS IN CASE OF EX-
PROPRIATION IN ACCORDANCE WITH 
THE CONSTITUTION OF AFGHANISTAN 

Property within the pro-visions of this law is protected 
against Government expropriation in accordance with 
Article 29 of the Constitution. 

ARTICLE 15. 	 APPEAL FROM ADMLNISTRATIVE 
ACTIONS 

If administrative act~ons are regarded by an investor 2s 
not being in conformity with the provisions of this law, 
the investor shall have the right of appeal to the Invest-
ment Committee. 
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prises established under the provisions of this law, pro­
vided that such supplies and services produced in Afghan­
istan shall nzt be substantially different than similar 
imported goods aid services and that the price of the local 
goods and services shall not be more than fifteen percent 
higher than importable equivalents. 

ARTICLZ XVIII. xpropriation 

Property of an approved investment cannot be expropriated 
except as provided for by the applicable law and upon issue 
of an order of the competent court. Expropriation of the 
property of an approved investment can be carried out only 
in the public interest and after compensation made accord­
ing to the provisions of the law. 

ARTICLE V, last paragraph, provides: 

If a dispute arises as to the interpretation of the present 
law with respect to whether a specific import is to be 
regarded as essential, such dispute shall be considered in 
the first instance by the Investment Committee, which shall 
express its views. If the Investment Committee opinion is 
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If the decision of the Investment Committee is unsatis-
factory to the petitioner, he may appeal to the Primary 
Commercial Court in Kabul, whose decistann shall be 
final and binding. 

ARTICLE 19. ARBITRATION 

Except for cases mentioned in the foregoing Articles, 
disputes arising from the application of this law between 
the Royal Government of Afghanistan and foreign nation-
als shall be settled in accordance with the Ccnvention on 
the Settlement of Investment Disputes Between States and 
Nationals of other States, provided that the Government 
of Afghanistan and the foreign investor have agreed to do 
so. Such agreements shall be transmitted to the General 
Secretary of the International Centre for tht Settlement 
of Investinen-t Dispute "--provided by the oabove Coen-

tion. 

Other disputes arising between the abcve-mentioned for-
eign na mals an.d the Royal Government of Afghanistan 
shall be settled by arbitration as provided below. Each 
party shall appoint one arbitrator, who shall then jointly 
select a mutually-acceptable third arbitrator within thirty 
days. If within this period a third arbitrator is not selec-
ted, or if the second arbitrator is not appointed within 
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adverse to the petitioner, he may appeal to the Primary 
Commercial Court in Kabul whose decision shall be final 
and binding. 

ARTICLE XMX, Dlspu.es 

Excun. for the case mentioned in the foregoing article, 
dispx-rs arising from the application of this law between 
the Investment Committee and foreign nationals shall be 
settled in accordance with the Convention on the Sttle­
ment of Investment Disputes Between States and Naticnals 
of Other States, provided that the Investment Committee o 
and foreign investor agree to do so. Such agreements 
shall be transmitted to the Secretary General of the Inter­
national Center for the Settlement of investment Disputes 
as prvde y h aoe ovejlin 

In the absence of agreement by the Investment Committee 
and foreign investors to submit to arbitration as provided 
above, disputes between the Investment Committee and 
foreign inveators shall be settled as follow,-. Each party 
shall appoint one arbltrator. who ehall then jointly select 
a mutually-acceptable third arbitrator within thirty days. 
If within this period a third arbitrator is not selected, or 
if the second arbitrator is not appointed within thirty days 

http:Dlspu.es
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thirty days after the other party has appointed and given 
notice of its arbitrator, then such arbitrator or nrbi-
trators shall be appointed by the Secretary General of 
the above-mentioned International Centre. 

The arbitral tribunal composed of the above three arbi-
trators shall determine its own rules of procedure and 
shall assess costs between the parties. 

Decisions shall be taken by majority vote of the arbi-
trators.
 

The arbitral award shall be in 'writing, shall contain a 
statement of the reasons on which it is based and shall 
be published in the Official Gazette. 

The arbitral award shall be accepted by the parties as 
the final adjudication of the dispute. 

ARTICLE 20. "7ESTMENT CCMMNU77M 

The Investment Committee shall be composed of the fol­
lowing ministers or their authorized representatives: 
Minister of Commerce, Minister of Plaming, Minister 
of Mines and Industries, Minister of Finance, amd the 
Minister of Agriculture. The Minister of Commerce shall 
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after the other party has appointed and given notice of its 
arbitrator, then such arbitrator or arbitrators shall be 
app-,inted by the Secretary General of the above-mentioned 
International Center. 

The arbitral tribunal composed of the above three arbi­
trators shall determine its own rules of procedure and 
shall assess costs between the parties. 

Decisions shall be taken by majority vote of the arbitrators. 

The arbitral award shall be in writing, shall contain a state­
ment of the reasons on which it is based and shall be pub­
lished in the Official Gazette. 

The arbitral award shall be accepted by the parties as the 
final adjudication of the dispute. 

ARTICLE XX. Investment Committee Compcsiton and 

Operaion 

The Investment Committee shall be composed of the follow­
ing ministers or their authorized representatives: tbe. 
Minifter of Planning9 the Minister of Commerce. the Mtn­
later of Mines and Industries, the Minister of Finance, and 
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serve as Permanent Chairman of the Investment Corn-
mittee. In his absence, the Minister of Planning shall 
act as Chairman. 

The Investment Committee shall convene as often as shall 
be necessary to consider inve3tment applications and 
other matters before it. Individual members of the Com-
mittee may consider such applications without formally 
convening the Committee and shall give their decision in 
writing to the Chairman. 

Decisions of the Investment Committee shah be simple 
majority vote. 

The Investment Committee Is herewith empowered to issue 
regulations and necessary administrative procedures with-
in the scope of this law in order to fulfill the cbjectives of 
this law. Such regulations or procedures will be effective 
after publication in the Official Gazette. 

The Investment Committee may delegate such authority and 
duties as It deem necessary to fulfill the objects of this 
law. 

The Chairman of the Investment Committee shall cause pub­
li-ty to be given to this law in order to explain it and pre-
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the Mbister of Agriculture and Irrigation. The Minister 
of Planning shall serve as permanent chairman of the 
Inve&.ment Committee. In his absence, the Minister of 
Commerce shall act as chairman. 

The Investment CommitteG chaqll convene at least once 
each month to consider investment applications and related 
matters. Decisions of the Investment Committee shall be 
by simple majority vote of the members of the committee. 

The Investment Committee shall prepare, for submission to 
the government, the regulations necessary for achievement 
of the goals established in the present law. The Investment W 
Committee shall undertake selected and effective measures 
in accordance with the provislio of this law for the fulfill­
ment of its objectives. 
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pare the ground for private Investment In Afghanistan 
and shall generally undertake all effective measures 
in accordance with the provisions of this law In order 
to fulfill the objectives of this law. 

ARTICLE 21. 	 LIST OF PROJECTS 

The Investment Committee shall publish at least once a 
year a list of investment opportunities which would qual-
ify as Upproved Investmera under this law. 

ARTICLE 22. 	 DECISIONS OF THE INVESTMENT 
COIAUTTEE 

Within three months of the date of submission of a formal 
investment application according to Article 23, the 
Investment Committee shall Issue a preliminary acknow­
ledgment to the applicant stating: 

a. 	 Whether the proposed Investment is *ithtn the scope 
of the prosent law; 

b. 	 Any recommended changes the Committee wishes to 
propose with respect to the Investment; and, 
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ARTICLE IV. 	 Scope for Private Investment 

The Investment Committee shall meet at least once 
a year to determine the list of approved projects and 
shall cause the list to be published at least once a 
year In the local press. 

See 	Article XX (Paragraph 3) 
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c. Such additical information the Committee deems 
necessary. 

As soon as is reascnably possible thereafter, the Invest­
ment Committee shall give its Final Decision in writing 
to the applicant. 

Every Final Decision of the Investment Committee, 
whether approving or rejecting an application, together 
with every agreement pertaining thereto between an 
investor and the Investment Committee, shall be published 
in the Official Gazette within two mcaths. 

ARTICLE 23. INVESTMENT APPLICATIONS There is no similar provisions. The Intention is to 

Appliatics for investments within the scope of this law 
cover all t is in the regulations. 
paragraph 3.) 

(See Article XX, 

shall be prepared in five copies and submitted to the 
MinIstry of Commerce. The Minister of Commerce shall 
forthwith cause a copy to be given to every, other member 
of the Investment Committee. 

Applicntions may be accepted in Pashto, Dart, English, 
French or German. The Committee may require the 
applicant to submit a Pashto or Dart text of the application 
and all relevant documents. 
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Appllcations must contain the following Information: 

a. 	 Name, nationality, and a brief summary of the 
investor's business background. 

b. 	 Detailed description of the proposed investment, 
including the following relevant information as 
required by the type of investment: 

(1) 	 Estimations of capacity snd a pro forma profit
 
and loss statement for the first five years of
 
operation;
 

(2) 	 Amozit and source of necessary raw materials; 

(3) 	 Imports of goods and services necessary to 
establish the enterprise and estimated additional
 
Imports during the first fire years of operation;
 

(4) 	 Anticipated domestic sales cnd exports; 

(5) 	 cntracts concluded by the applicant for the sale
 
of the products of the proposed investment, and
 
such contracts as the applicgnt has an expectation 
of concluding; 
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(6) Persamel; includtng managemeut, foreign 
experts, and estimated number of other 
employees; 

(7) Type and degree of training to be given to 
Afghan personnel. 

c. Amort, type and commtry of origtn of capital. 

d. Degree of Afghan participation in the proposed invest­
ment. 

e. Applicant's represenitative in Afgh anItan. 

f. Articles of lhcorporatian of the appllcant, if a 
legal entity; and Articles of Incorixrftia of the pro­
posed enterprise, if It is in the form of a company. 

g. Lamd, services and other facilitiee which the applicant 
wishes the Royal Government of Afghanistan to provide. 

h. Adequate fInancial informatio aiout the applic nt. 

i. Sach other informtict as the Investment Committee may 
require accord ng to the type of investment. 
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ARTICLE 24. 	 SINGLE LICENSE 

The license issued om the basis of final apprmval by the 
Investment Committee shall cmstitute the only license 
required under the laws of Afghmistan for an approved 
investment. Such Investment may not, however, export 
goods which are not produced by It or import goods other 
than those necessary for its own production or use. 

ARTICLE 25. 	 ACTIVITIES NOT WITHIN THE SCOPE 
OF ThIIS LAW 

Afghan nationals whose proposed investments do not 
qualify under the present law may carry on business in 
accordance with the Commercial Code and other rele­
vant commercial and fiscal laws of Afghanistan. 

Foreign nationals who do not qualify under the present law 
may only be licensed zo do business in Afghanistan pur­
suant to the Licensing Regulations for Private Foreign 
Traders and Firms in Afghanistan. 

The above-mentioned Licensing Regulations shall not, 
however, be applied to investments approved under the 
present law. 
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ARTICLE XXI. 	 Single Ucense and Import-Export 
Restrictions 

The license issued on the basis of final approval by the 
Znvestment Committee shall constitute the only license 
required under the Law of the Republican Government of 
Afghanistan for an approved investment. The approved 
investment cannot export goods which are not of its own 
production nor import goods other than those necessary 
for its own production. 

No similar provision. 
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ARTICLE 26. SPECIAL AGREEMENTS 

Nothing contained in this law shall be construed as pre­
venting the concluding of individual investment agree-
ments in the fields of mineral exploitation or basic Indus-
tr- between the Royal Government of Afghanistan and any 
Investor, whether foreign or domestic, which agreement, 
due to the importance of the investment or the nature of 
the undertaking, may contain greater or lesser benefits 
or obligations other than those provided herein. 

ARTICLE 27. 

After the effective date of the present law, the following 
laws shall stand repealed: 

a. The Forei-nr 	 Investment 1 aw; and 

b. 	 The Law Encouraging Industries 

In the case of foreign investments made under the Foreign 
Investment Law of 1958, the legal provisions applicable 
thereto shall continue until they expire. 
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No similar provision. Possibly the following portion of 
Article XX may eventually permit something similar. 

The 	Investment Committee shall prepare, for submission 
to the government, the regulations necessary for achieve­
ment of the goals established in the present law. The 
Investment Committee shall undertake selected and effective 
measures in accordance with the provisions of this law for 
the fulfillment of 	its objectives. 

ARTICLE )LXfII. 	 Abrogation of Former Law and Retro­
activity 

1. 	 After the effective date of this law, the Foreign and 
Domestic Private Investment Law of 1345 shall stand 
abrogated. 

2. 	 The investments which have been approved under the 
terms of the Foreign and Domestic Private Investment 
Law of 1345 are obliged to offer foreign shareholdirgs 
for sale on the basis of the provisions of Article XVI 
of the present law. 
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ARTICLE 29. DATE OF COMMENCEMENT 

This law may be cited as the "Foreign and Domestic Pri-
vate Investment Law" and shall enter into force after pub-
lication in the Official Gazette. 

Published in the Official Gazette 
No. 23 of 1st Hoot 1345 

No similar article. Covered in regulations. 
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ARTICLE XX-II. Effective Date of Present Law 

This law shall enter Into force after publication in the 
Official Gazette. 

ARTICLE VI. Proper Use of Benefits 

Proper use of the exemptions and prerogatives pro­
vided in the present law shall be controlled by the 
Investment Committee. In case of proof that an in­
vestor abuses the exemptions and prerogatives, the 
Investment Committee has the authority to withdraw 
these benefits partially or entirely. 

Published in the Official Gazette
 
No. 8 of 30 Jousa 1353
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No similar appendix. APPENDIX A 

SCHEDULE OF COURT SERVICE FEES 
FOR APPROVED I*WESTMENTS 

Registered Amount , Deeds Other Registered Documents 

Up to Afs. 1,000,000 Afs. 2,000 Afs. 1,000 

From 1,000,001 to 
5,000,000 

From 5,000,001 to 
10,000,000 

From 10,000,001 to 
15,000,000 

From 15,000,001 to 
20,000,000 

From 20,000,001 to 
30,000,000 

From 30,0C0,0Oi to 
.i.0 ^,00 

Afs. 

Afs. 

Afs. 

Afs. 

Afs. 

Afs. 

8,000 

20,000 

40,000 

60,000 

80,000 

120,000 

Afs. 

Afs. 

Afs. 

Afs. 

Afs. 

Afs. 

4,000 

12,000I 

20,000 

32,000 

40,000 

60,000 

ia 

Ab=-, 50,000,000 Afs. 200,000 Afs. 80,000 
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ANNEX D 

AFGHANISTAN'S MINING SECTOR 

Although indications of many minerals have been found in
 
Afghanistan,1 the country's mineral 
sector is still quite small and
 
undeveloped, except for the production of coal and natural gas. 
 Mineral 
development resorts under the Ministry of Mines and Industries which
 
al,,,o has responsibility for the Afghan Cartographic Institute. 
 Most of
 
the Ministry's top officials are well prepared for their task, 
many of 
them holding advanced degree s Irom abroad, but unfortunately they have 
little to work with at lower levels. Field activities are limited and are 
mostly conducted with the help of Russian crews. 

Afghanistan has received considerable assistance from abroad to 
develop its mineral resources. A German geological mission,followed by 
a German Geological Advisory Group,worked in Afghanistan from 1959 to
197 for the purpose of conducting a geological survey of Afghanistan,

including the preparation of a geological map, and the training of Afghan

experLs. This has resulted thw mapping of some 400, OCO 
 square kilo­
meters. Additional work in asbestos, 
 salt and silica sand was done by the 
Hendrikson Group, a German firm of technical consultants. 

In 1958-59, a French geological mission carried Dut geological

investigations 
for radioactive minerals, which were nonconclussive.
 
Subsequent French studies 
related to coal, iron and steel deposits. 
Assistance from Czechoslovakia ha, been limited to coal while Japan
sent a geological mi ssion in ,19;9 to examine beryl de)osits In Nuristan. 

Ie U. S. Bureau of Mines asuisted in the exploration of beryl,
chromite, lead and zinc at well as the assessment of phosphate deposits.
It also provided a tsubstantial amount of assistance to the coal Industry
while the inineral potential of the Kandahar, lower Ilelnand Region was 
assessed in a )reliminary way by geologists from the Morrison Knudsen 
Company. 

1. Afghanistan, Ministry of Mines and Industries. Geology and 
Mineral Resources of Afghanistan, Kabul, 1973, passin. 
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By and large the greatest contribution to the assessment of
 
Afghanistan's mineral resources was made by the Soviet Union. 
 Most
 
of the U. S. S.R. contribution consisted of regional mapping, prospecting
 
work and detailed work on specific mineral prospects. However,
 
contrary to that of most other donors, 
 the Russian assistance is provided 
on a contract basis, payable by Aighanistan. Since 1954, a limited amount 
of technical assistance in minerals exploration has also been provided by 
the United Nations Development Program. 

On the basis of the few available data, Afghanistan's mineral
 
potential ranges from fair to favorable. 1 Excellent bee7yl occurrences
 
in the pegmatites of eastern Afghanistan have been known for many years
 
but little commercial importance was attached to these deposits until
 
1957. Good grade manganese ore has been found southeast of Kabul in the 
Safed Koh Range and nickel ores have been spotted in Badakhshan but
 
non'e of it in commercial quantities. Chromite has been found in Hesarak
 
in Nangarhar province and in the 
 Logar Valley, southeast of Kabul, but
 
the geological data are sketchy and indications are that low grade Afghan
 
chromite ore would have a hard time competing in the world markets.
 

Copper mineraliation is widespread within some ten provinces, 
extending from the northeast to the southwest. Occurring in veins and 
disseminated in acid igeous rocks. pegmatites and in-contact-metamorphic 
zones bordering (and extending into) limestones, Afghan copper ores are
 
principally the sulphides with projected mine-run values ranging upward 
to
 
2% Cu. While each of the occurrences studied to date appear to be of
 
limited tonnage, most are located within important "sulfide belts". Each of 
the known sulfide belts deserve intensive study utilizing sophisticated and 
integrated airborne and ground exploratory techniques to either accurately 
measure existing mineable vein type deposits or identify the presence of 
important anomalies 0)orphyries) at dept.h. 

The mining of gold from many locations in Afghanistan dates 
back to ancient times, but iLs exploration over the centuries has been 
sporadic and of limit(d importance. More recently, interesting alluvial 
gold deposits have t)wen discovered in the Mashad river which flows into 

1. Sweetwood Charles. "Important Mineral Occurrences in 
Afghanlstan, 1,968, " U. S. Department of Commerce, D.Washington, C. 
1969, passim. 
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the Kokcha river in the northeast part of the country. There is some 
mining of precious stones such as low grade emeralds and rubies but 
this is still in a primitive stage. Lead-zinc studies are currently only 
of a preliminary nature but about seven occurrences may hold some 
promise for future exploration. Promising deposits of tin, tungsten 
and mecury have been discovered in several locations. 

Insofar as iron ore is concerned, only tle Hajigak deposit can be 
rated as impressive ore body. It is situated near the 1-lajigak Pass in 
Bamiyan province, about 150 kilometers west of Kabul and some 65 kilo ­
meters south of Bamiyan. According to estimates by the Ministry of Mines 
and Industries, possible reserves could run as high as two billion tons of 
plus sixty Irecent Fe ore. Assuming that large reserves exist and con­
sidering that open pit mining costs should be low, as well as that the reductiol 
of Hajigak ore may be possible by using natural gas from Sheberghan, the 
transportati-)n costs would nonetheless seem to present a major economic 
obstacle to ore exports. Accerding to some studies made, the cost of 
transporting ore from itajigak to Spin Boldak and onward to Pakistan, 
(a distapee of some 670 kilometers) would be about twice the cost normally 
encountered by iron ore proaucts elsewhere. Hence, the possibilities of 
using Hajigak ore to supply the steel mill at Karachi, Pak 'stan, for example, 
are remote at best. 

The outlook for asbestos, fuller's earth, silica sand, t'-.'um and 
sulfur is promising. Potentially commercial asbestos deposits exist at 
Loya Dakka in the Naigarhar province, about 200 kilometers east of Kabul. 
Deposits of fuller's earth are reportedly large and the material compares 
favorably to the imported product. Silica sand and quartzites for structural 
aggregates, foundry uses, and container grade glass are in abundance at 
many localities in Afghanistan. While Afghanistan's Imown deposits of 
elemental sulfur (in solid form) appear to be limited to cnly a few small 
deposits, and warm spring, sulfur precipita te, occurrences, recently 
identified sufur in sour gas wells in northern Afghanistan, hold excellent 
promise for siWaificant recoveries. 

Exploration of the mica deposits near Maidan and Sarobi is 
continuing with technical assistance from India. Possible sources of 
potash (1)mtassium oxide) have been located near Andkhoi and Tashqurghan 
but the major uncertainty lies in the amount of brine that can be extracted 
from the impervious muds in the basin. 
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Actual mining activities of note are confined to the mining of
 
salt, architectural building stone and lapis lazuli. 
 The reported 
production of salt which is mined in some eleven locations, comes to 
about 28, 000 tons of rock salt a year and 16, 000 tons of brine salt, all 
of which is consumed domestically. The respective rock salt deposits are 
located in the Takhar province, while salt lakes occur near lerat, 
Andkhoy, and Kandahar. Salt output has increased steadily since 1954 and 
the existing distribution outlets appear to be adequate. All salt mines are 
owned by the State and are operated by the Salt Department of the Ministry 
of Mines and Industries, which sells directly to local dealers and traders. 

Marble is mined commercially at three different locations in
 
Afghanistan; Kandahar province, Kabul province, and Nangaihar province.
 
The annual output comes to some 10, 000 metric tons. Most of this 
production is being used in local construction. Exports have been 
insignificant because of transportation costs, although the quality of Afghan
marble, varying from white to black, compares favorably with Italian and
 
Nortl American marble. There are some 
promising alabaster deposits 
near Galichah, close to the Pakistan border. A government owned alabaster 
and woodworking factory at Iashkaz Gah has been exploiting some of these
 
deposits, but its principal problem has been managerial as well as the lack
 
of an adequate market for its products.
 

Lapis lazuli has been mined commercially since the early 19%J0's.
 
Lapis lazuli is mined from State 
controlled mines in Badakhshan. Annual
 
production averages five 
to ten tons of jewelry grade lapis lazuli. Its 
quality is excellent. Good quality Koal'n is found in Takhar and neighboring 
provinces in the northeast. At present barite is still mined on a small 
scale but the potential is promising since fairly large deposits of good 
quality barite have been discovered in recent years. 

The known coal occurrences of Afghanistan run from east to west 
along the Hindu Kush mountains. Eleven deposits of coal have been 
identified so far, ranging from lignites to high volatile bituminous, and 
of these, four are of potential importance in meeting future energy demands. 
At Karkar and Ishpushta, Baghlan and Bamiyan provinces, reserves are 
estimated at a combined total of 5. 5 million tons of low grade coal and at 
Dara-i-Soof, Samangan province, some 75 million tons of coal are reportedly
blocked out. The Sabzak deposit near ierat is said to contain ofreserver 
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nine million tons of coal. In general, Afghan coals (7, 500-13, 000 BTU)

exhibit ash content up to 
 twenty five percent with moderately high volatile
 
matter (25-30%) and low sulfur (less than 1%).
 

Only the Dara-i-Soof, Kai kar, and Ishpushta mines-all of which are
State controlled-are in production, accounting for a combined annual output
which has varied in recent years from 80, 000 to some 160, 000 tons. Most of
this is consumed by industry, such as the textile plants, the cement and sugar
factories. Dara-i-Soof coal is used for residential heating in IKabul and 
Mazar -i -Sharif. 

The Karkar mine, located near a major road, about 240 kilometers 
north of Kabul, accounts for about seventy percent of all the employment in
 
coal mining. Production is subsidized by the government partly because of
 
high transportation costs. 

In the future the Dara-i-Soof mine may well become the country's
major Source of coal north to Mazar-i-Sharif and south to Kabul. The mine­
ability of the coal is considered good. However, because of its isolation,

only about four thousand tons of coal are mined annually at Dara-i-Soof.
 
To connect 
the mine with the hard surface road passing Samangan-Pul­
i-Khumri would require about 152 kilometers of new road construction.
 

Afghanistan's present production of natural gas is concentrated in
 
the north. Over a period of some 
fifteen years, sizable deposits of natural
 
gas were developed with technical assistance from the U.S.S.R., the risk
 
capital being supplied by the Government of Afghanistan. 

Sweet natural gas was discovered in the YIauterivian crctaceous 
sandstone of the Yatim Tagh, Khwaja Gogerdak, and Khwaja Borhan
 
fields with a proven reserves of some 
50 billion cubic meters. Sour gas 
was discovered in the Jurassic limestone of Khwaja Gogerdak and Yatim 
Tagh. Recently additional gas deposits have been found in cretaceous 
sandstone near Sheberghan. 1 

'The gas is being exported from Sheberghan to the U. S. S. R. through 
a 91. 5 kilometer 820 millimeter pipeline to the Russian border at Keleft. 

1. Majid, A. Q. Neft-e-Gas-e-Tabe-Jedar Afghanistan, published
by the Ministry of Mines and Industries, (in Dar), Kabul, 1968, passim. 
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An additional 88 kilometer 325 millimeter pipline feeds gas to the 
chemical fertilizer plant at Mazar-i-Sharif. For the moment, 
Khwaja Gogerdak is the only producing field. The total past 
expenditure incurred in exploration is about $100 million and the 
construction cost of the exploitation and transportation installations 
comes to about $25 million. In recent years, sizable deposits of 
sour gas have been discovered, with estimated reserves running 
from 50-100 billion cubic meters. 

Petroleum prospects appear to be more limited, although recently
interest in Afghanistan was shown by some of the larger foreign oil con­
cerns. Promising areas for petroleum exploration are located in the 
central and southern part of Afghanistan. 1 So far, Afghanistan has only 
discovered one small oil field with recoverable reserves of some three 
million tons. However, there is no commercial production to speak of at present. 
All of the country's petroleum requirements are met through imports from fran, 
Russia, or Pakistan, depending on the region. 

1. Schreiber, Alfred. et. al. "Geology and Petroleum Potentials 
of Central and South Afghanistan". The American Association of Petroleum, 
Geologists Bulletin, V. 56, No. 8, August 1972, pp. 1424-1519. 
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ANNEX E 

ACTIVE PROJECTS UNDER THE 1967 PRIVATE INVESTMENT LAW 
(As of June 1, 1974) 

Location 
No. Name and Product 	 City Area 

45/003 S. S. S. Kishmish Paki (ralsiu cleaning) Ytazar Dashty Shadiyan
45/006 Saaed Industrial Co. (casing) Kabul Qalacha
 

(now known as I-loma Casings)
 
45/007 Soc. CLEMD (wine) 
 Kabul Pul-i-Charkhi 
45/009 Da Pashtani Yawali S. S. (raisin cleaning) Mazar Dashty Shadiyan
45/010 Afghan Mewa Samoon (raisin cleaning) Kabul Pul-i-Charkhi 
46/021 Century Re-Rolling Mills (steel re- Kabul Pul-i-Charkhi 

rolling)

46/023 Arghandab Fruit Co. (raisin cleaning) Kandahar
 
46/031 Warasta Industrial Press (printing) Kabul Salang Wat
 
46/041 Shuaa Industrial Press (printing) Kabul Osmayi Wat
46/042 Hollywood Dry Cleaning (dry cleaning) Kabul Turabaz Khan
 
46/043 Newi 
Sayed Murtaza Nasawji 	(rayon Kabul Jangalak 

weaving)
46/048 Sherkate Sanati 	Tel Kashi (edible oil) Herat Pashtoon Pul

46/055 Saleh Metal Industries (venetian blinds) Kabul 
 J. N. Pashtoon 
46/056 Wazir Fruit Co. (raisin cleaning) Charikar
 
46/057 Ghulam Hassan Fariadi (tanning & gar- Kabul Sherpur
 

ment mfg.)
46/058 Pashtoon Food 	Processors Inc. (raisin Kabul Darulaman 

cleaning)

46/060 Kabul Felez (metal fabricating) 
 Kabul S. Ghazni 
46/062 S. S. Nasawji Muhayya (rayon weaving) Kabul Shar-i-Nau and 

Pul-i-Charkhi 
46/067 Ahmed Silk and Textile (rayon weaving) Kabul Pul-i-Charkhi 
47/069 Wais Fruit Products (raisin cleaning) Kabul Pul-i-Charkhi 
47/074 Hakim Dry Cleaning (dry cleaning) Kabul Shar-i-Nau 
47/075 Ahmadzada Container Co. (plastic bags) KabvJ Pul-i-Cha-rkhi 
47/077 Nasawji Jalili (rayon weaving) Kabul Afshar 
47/078 Da Amirzada Nasawji (rayon weaving) Jalalabad Rage Shahmard 

Khan
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LocationNo. Name and Product City Area 

47/079 Bagram Fruit Cu. (raisin cleaning) Charikar
47/08] Noor Ahmed Tile Co. (cement tiles, etc.) Kabul Karte Char
47/082 S. S. Roghaniat Afghanistan (lubricants) Kabul Pul-i-Charkhi 
47/088 AMU Textile Co. (rayon weaving) Kabul Pul-i-Charkhi 
47/093 Farhad Dry Cleaning (dry cleaning) Kabul Dehmazang

47/097 Ariana Fclez (metal fabricating) 
 Kabul Jangalak
47/098 Sherkate Tazamoni Nasawji Habibullah Kabul Pul-i-Charkhi 

and Balmarkandas (rayon weaving)
47/100 M. Bahador Textiles (rayon weaving) Kabul Pul-i-Charkhi 
47/108 Afghan Tanning, Dyeing and Garment Kabul Dehmazang
 

Mfg. Corp. (handicrafts)

47/110 Siddiqi Laboratories (pharmaceuticals) 
 Kabul Jangalak
47/111 Zamiri Knitting Co. (knitted goods) Kabul S. Sbawzda 
47/113 Sherkate Pickle Sazi Aqcha (pickled skins) Aqcha
47/116 Osman Textile Co. (rayon weaving) Kabul Khairkhana
 
47/117 Nangarhar Nasawji Sahami Sherkat 
 Jalalabad
 

(rayon weaving)

47/118 Aminzada Rayon and Cotton Textile Mill 
 Kabul Pul-i-Charkhi 

(rayon weaving)

47/119 
 Noman Metals and Motor Workshop Mazar 

(workshop)

47/121 Abdul Rauf Maqsudi Textile Mill (rayon Kabul Tainiany Wat 

weaving)
47/123 Da Sadozai Textile Co. (rayon weaving) Jalalabad Rage Shahmard 

Khan47/125 Shahabuddin Yasawi Textile (rayon weaving) Kabul Taimany Wat47/126 AHU Leather and Shoe (tanning and shoes) Kabul Slaughter House
47/127 Sherkat' Limited Pickle Sazi (casings) Kabul Shahshahid 
47/132 Sherkate Sahami Mink (mink raising) Herat 
47/135 Ilaji Gulzada & Mohd. Zia Textile Mills Kabul Pul-i-Charkhi 

(rayon weaving)
47/138 Ahadi Textile Co. (rayon weaving) Kabul Pul-i-Charkhi 
47/140 S.S. Deri Barsok (casings and pickled skins}Kabul Pul-i-Charkhi 
47/141 Homa Industrial Press (printing) Kabul Shar-i-Nau 
47/147 Sufi Yakh Sazi (ice) Kaudahar
48/153 Faizy Plastics (plastic products) Kabul Mohd.Jan K. Wat
48/159 Haschmat Sausage Co. (sausage) Kabul Guzargah 
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Location 
No. City Area 

48/165 Mazaruddin Textile Co. (rayon weaving) Kabul Pul-i-CharLhi 
48/170 CAM Coca-Cola Bottling (Coke and Fanta) Kabul Afshar- Darul­

aman
48/171 Da Afghan Body Mfg. (bus bodies) Kabul Chaman Housori 
48/175 Khalil Detergents Kabul Pul-i-Charkhi 
48/182 Mountain Steel Mills (re-rolling and shapes) Kabul Pul-i-Charkhi 
49/186 Maiwand Corporation (pickled skins and Kandahar 

casings)

49/187 Samir Industries (foam rubber, mattresses) Kabul Pul-i-Charkhi
 
49/190 Kochi Sarmano Factory (pickled skins and Jalalabad
 

casings)

49/193 Azami Plastic Bag and Pipes (plastic bags) Kabul Guzargah

49/194 Da Abdul Ahad Plastic & Rubber Factory 
 Kabul Pul-i-Charkhi 

(plastic footwear)
49/195 Ahmed Plastic Co. (pl4stic bags) Kabul Pul-i-Charkhi
 
49/196 Maqsudi Plastic Co. (plastic bags) Kabul Taimany Wat
 
49/198 Hoechst Afghanistan (pharmaceuticals) Kabul Pul-i-Charkhi
 
49/199 Watan Plastic Co. (plastic footwear) Kabul Pul-i-Charkhi 
49/200 Zarabi Plastic Industry (plastic products) Kabul Pul-i-Charkhl
 
49/201 Sadaqat Shoe Factory (leather shoes) Kabul Charahi Ansary

49/204 Herat Ice Factory (ice) Herat
 
49/209 Pamir Felez (metal furniture) Kabul Shar-i-Nau
 
49/213 Rokai Beekeepers (honey) 
 Kabul Jade Maiwand
 
49/216 Pashtoon Container (plastic bags) 
 Kabul Darulaman 
49/217 Karim Knitting (knitted goods) Kabul Pul-i-Charkhi 
49/218 Afghan Business Machines (data processing) Kabul Hotel Intercon. 
49/220 Afghan Bone Meal (bone meal) Kabul Pul-i-Charkhi
 
49/222 Pashtoon Ice Co. (ice) 
 Kandahar
 
49/224 Aria Battery Ltd. (batteries) Kabul 
 Shar-i-Nau 
49/226 Mihan Felez Corp. (steel profiles, etc.) Kabul Pul-i-Charkhi 
50/231 S. S. S. Afghan (soap) Kabul Pul-i-Charkhli 
50/234 Coopers and Lybrand (accounting) Kabul Wazir Akbar Khan 
50/237 Afghan Chemical and Engineering Kabul Pul-i-Charkhi 

(insecticides, paint)
50/238 Khanna and Annadhanam (accounting) Kabul Shar-i-Nau 
50/239 Yaqub Leather Industry (leather) Kabul Shewaki 
50/240 Khan Laundry and Dry Cleaning (dry Kabul Karte-Se 

cleaning)
50/247 Sayed Murtaza Nakhtabi (rayon yarn Kabul Jangalak 

spinning) 
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LocationNo. Name and Product City Area
 

50/249 
 Pashtoon Nut Processing (nut processing) Kabul Shar-i-Nau50/251 Talib Felez (nails) Kabul Gozergah50/253 Spiaf Nut Processing (nut processing) Kabul Pul-i-Charkhi51/260 JHerai Plastic (plastic shoes, etc.) Kabul Pul-i-Charkhi51/263 General Afghan Pustincha (tanning & Kabul Qala-i-Shada 
garments)51/264 Kabul Plastic Oplastic shoes) Kabul Pul-i-Charkii51/265 Millie Plastic (plastic shoes) Kabul Vul-i-Charkhi51/276 Kandahar Raisin Processing (raisin Kandahar 

cleaning)51/277 Wais Tanning and Fur Industry (tanning) Kabul Pul-i-Charkhi51/284 Afghan Everest Packaging Industry Kabul Pul-i-Charkhi 
(cardboard cartDns)51/286 Kabul Textile (rayon weaving) Kabul Pul-i-Charkhi

51/289 Kandahar Leather Co. (tanning) Kandahar51/294 Arsalaie Bee and Honey (honey making) Kabul Karte Parwan51/315 Industrial Development Bank of Kabul Jade Maiwand 
Afghanistan 

Source: Investment Committee of Afghanistan 
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ANNEX F 

EXTERNAL ASSISTANCE TO AFGHANISTAN, 1963-73 

During the 1963-73 decade, the number of aid donors increased sub­
stantially but the total amount of bilateral aid decreased as compared to te
 
previous decade. 
 This was due in part to Afghanistan's failure to mobilize
 
more domestic resources as well as to a relatively rapid increase in the
 
country's external debt. Itowever, 
 this decrease was compensated by a sub­
stantial increase in multilateral aid.
 

During most of the decade. well over twenty donor countries were
 
engaged in various formns of technical and economic assistance. Technical
 
assistance accounh d for roughly $20 million 
a year during the period in
 
question. I)uring most of tie 
Third Five Year Plan period, about two thousand 
foreign technicians worked in Afghanistan engaged in some three hundred evelop­
ment projects, sonie of them quite small, and often lacking proper coordination. 
At the peak of their involvement, about half of these were Russians; next came 
about two hundred and thirty Chines, two hundred United Nations experts, one
 
htmdred and fifty 
 West Germans, one hundred and twenty Americans, ninety

French, sixty hidians and a sprinkling of experts from other Western and
 
Socialist Bloc countries, as well as some 
 two hundred and fifty volunteers. 

Tie projects covered by these technicians ranged over a wide area of

activities such as irrigation, agriculture, animal husbandry, regional and
 
national revenues development, electric power, 
 health and education, forestry,
police training, transl)ort and communications, industrial development, export
promotion and economic planning,, to name only a few. 1 

During fie 1 963-73 period, the total -vailability (not the disbursement.s)
of loans and grants came to well over $70 million a year. Aid was largely
provided by the four major bilateral donors, the Soviet Union, tile Unitcd States, 
the Federal Republic of Germany (FRG) and the Peo)le's RC)utblic of China (PRC) 
as well as by the United Nations system. The table on tie next page shows the 
contributions made by the major bilateral aid donors in more deitail. 

1. Precise data on foreign aid to Afghanistan during the period covered 
are not available because of the reluctance of several aid donors to furnish them 
and the incompleteness of government records. Hence, most of the data 
provided in the subsequent pages are based on informal sources. More recently, 
since 1969, the U. N. D. P. Mission to Afghanistan has started to prepare Annual 
Reports on aid from the various sources which have also been utilized in 
preparing this brief, and by definition, somewhat incomplete review. 
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.EXTERNAL ASSISTANCE COMMITMENTS TO AFGHANISTAN, 1963-73 
BY THE MAJOR BILATERAL AID DONORS 

(in millions of dollars)
I. United Statcs 

a. Sector Assistance, Grants: $ 88.1 
(agriculture, private enterprise, transporta­
tion, education, management, regional 
development, populaton and health, technical 
support, etc.) 

b. Sector Assistanc(e, ILoans: $144.3 
(agriculture, transportation, management, 
regional (tevelopimel t) 

c. Commodity Giants $ 77.8 

d. Comnmodity Ioans $ 22. 1 

GRAND TOTAL $332.3 

Source: USA.) Mission t) Afghanistan 

2. U.S. S.R. (cxcludng military aid) 

Loans and Grants, including technical assistance, by major agreements: 

Credit 

Agreeiwen ts 
Pby years) Items Finanerd 

(in millions of U. S. 
Amount 

(sub- totls) 

$ equivalent) 

To tal 

1963 Nattral gas indus-ry, $3i. 

lndust,'y d(,e] :)) nt, vehic le s 
and machinery $ 4.0 

Commodity credts 4.5 $47.4 

1964 Prefa)rilcated h,)using plant $11. 1 $11. 1 

1965 Commodity criedit $11. 1 
Agricultural machin, ry $3.0 $14.1 

1966 Irrigation dcvcloptnent $10.3 $10.3 

1967 Agricultural machinery $ 5. 3 $ 5.3 
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Credit
 
Agreements 
 Amount
(by years) Items Financed 	 (sub-totals) Total 

1968 Electric power, transportation, 
natural gas industry, chemical 

continuation Microrayon, short­
term projects, commodity assistance, 
trade credit. etc. $126.7 $126. 	 7 

1971 	 Fertilizer Plant (Mazar-i-Sharif) $ 5.0 $ 5.0 

1972 	 Electric power, transportation
 
and telecommunications, grain
 
elevator, industrial development,
 
agriculture, Polytecnic Institute, etc. $ 96.0 $ 96.0 

1973 	 Open credit $ 28.0 _$ 28.0 

GRAND TOTAL $343.9 

Source: Ministry 	of Planning 

3. Federal Republic of West Geriany (FRG) (im millions of DM) 

a. Sector Assistance Grant:;: DM 174.0 
(technical assistance in geology, public health, 
education, regional development, economic 
planning, police training, telecommunications, 
electric )o(wer (dvveloplment) 

b. Sector Assist ine Lx)ans: DM 190.2 
(electric i)(wer (Iivyelopnment, tvlecom n unications, 
wheat itora(., fuel tanks, private industry) 

c. Commodity 1ii,:m, DM 10.0 

d. Other Assi stiince (Mahipar, Paktya, wheat, etc.) DM 36 .2 

GRAND TOTA L DM 410.4 

Source: Ministry of Ilanning 
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(in millions of U. S.4. People's Republic of China (PR) .equivalent) 

1965 Credit Agreement $28.0
 
(for eight assistance projects in the
 
area of agriculture and irrigation) 

1971 Credit Agreement $44.0
 
(for additional mutually agreed upon
 
development projects) 

GRAND TOTA L $72.0
 
Source: Ministr.y of Planning
 

Soviet aid during the period was providing continuing support to
 some of its longer-term projects in the area 
of transportation, natural gas,
 
power and irrigation development with a 
 lesser emphails on education, healthand industrial development. The total amount of its loan and grant commit­
menLs during the preiod in question was about $:3,4 million, mo:tly in loans,

including a technical assistance cc:nponent.
 

U.S. aid totdlled a little over $332 million during the entire pe-riod.
Its principal em phasis was in the areas of education, technical support services,
agriculture, including the linand Arghandab Valley Regional Development
Project, economic planning, public administration, public health and family
planning, and development of the private industrial 
sector as well as the usual
comm)dity inpults. The aid b1alance between the U. S. S. I. and the U. S.
remained largely unchanged since, with roughly equal amounts provided,

Soviet aid kept concentrating more on infrastructural projects while the

U.S. programs, broadly speaking, were more concerned witi human resources
 
development.
 

West Gv rman aid, conilngi to some )M 4 10 Willion du:lng the period,
was largely con'entrated in the area a of education, regional development,
economic planning, geological and hydrological inve atigations, police training,
telcmO-nmunication; in(] electric power deve o)llpmenlt. 

A, isi,;nc, onm iitment. from ,the Peopleh' Republic of China came
 
to ubo ut $72 inillion (uring 
 th( perid(, lirgely concentrate'd in the areas of
irrigatim, agri culture, animal husabandry, aericulture, piciculture, industry
ond natural reources,dev:lopment. Training wai provided the Job whileon
impor ted equipment and tiipjlies needed for projects were met under credit 
agreemnen Ls. 
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In the case of the U. S. and FRG, most of the aid mentioned
had all been disbursed by tie end of 1973. However, a substantial partof the U. S. S. R. and PRC loans had not bt-en disbursed by that time. Inaddition to the above mentioned inputs, a relatively large number of Afghans
were trained in the various donor countries, excel)t China. 

Aid unde r ti 1J. N. sys tem, totalling well over $90 million

during the period, was provided by the U. N. I). P. 
 and tie specialized
agencies such as FAO, UNEISCO, W11O, UNIX)O, ILO, WFP, UNICEF,
etc. . for a vide variety of projects, largely concentra tcd in the areas
of social security and ot.her ,ocial services, agriculture and irrigation

development, 
 healdi and education, transport and communications, industry,
International tra(e and science and tvcinology. 

Both the World Bank (IBRI)) ind the Asian IDevelopment Bank (ADB)became more active in Afghanis:tin towards the enol of the 1'K;3-73 period asevidenced by te granting of several 1I3lI) loans such as $5 million for thereorganization of tlhe Agricultural Development Bank, $5 million for roadmaintvnan ce equipmept, $9 million for die Ierat slaughterhouse complex,
$2 nillion for die Industrial Development Bank, $5 million for the Kunduz/

Kianalad irrigation project, 
 $2. 5 Inillion for aviation comi unicatdons aswell as tie A 1 l,.ans of $5. 15 million for agricultural development and

$14. 
 9 million for tle constructin of the liellmand Valley road which would
ultima ,ly Connect Afjgh;ni:,ai'1 .
 ,,,u ti wost witih de lranian highway system.A substantial lpart of these loans I d(not b[ ,vn disbursed by tie end of 1973. 

As reailds the I ssers bila.-ral -aid(donors,French bilatdralassistante whi cli began in 1!)22 ha s been largely concerned withi education;

India worked in t'ducation, ag'iulture and public health; assitance from

the U1. K. VInI)hasizeS'dI e(Iwntion aid agriculturaI surveys. Japan was eon cerned "itid;oudie,. on provinclal wa tr systi ms development, hospital
scrvices and training. Czechsl(''vakia (xxlihasi.*ed industry, natural 
resource, ; defvlcprnint, hea]til, tsocia('l teurity an( education. Swedenhas en providinIng rsslstanu,( in rural agricultural credit and trade
 
)r o m
 otion. Kuwait provided a a,,,in for the I)urcha,;e of som,, 30,000(f fertilizer, while Canada, 

tons
lPahis,1gn, Poland, Yuo(),slaviv, Finland,

Jcninark. Switzerlard, Bulgaria, die Nethierlands and Turkey allprovitded soic sort of inior he lJ) during tie 19%K3-73 period. In most of
the cases. diis help was connected wI di (rought relief. 
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In addition, there were inputs by a number of voluntary agencies

such as the U.S. 
 Peace Corps, the German Volunteer Service, the U. K. 
United Nations Association, Care Medico, the International Afghan Mission 
(medical services), the Asia Foundation and the Afghan American Educational 
Commission. 

The potential gross availability of foreign credit ass'stance during
the Fourtl Five Year Plan period was about $447 million, including a
 
$127. 4 carryover from credits which were 
agreed upon under the Third
 
Plan. However, 
 debt service would reduce these gross availabilities by
 
some $185 so
million that in reality projected net availabilities of foreign

credits during the years 1972-76 reached only about $262 million.
 

1. Afghanistan, Development Assistance 1972, Annual Report
prepared by he United Nations Development Programme, Kabul, 1972, 
(mimeographed), pp. 131-2. 


