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U ARLHAN IS AN FY 149! BULHGED S BMESSTON
FARLE | - oot BANGE PLAN BY A  FROPRIATION S0 ST [ 85U
S Ny NN b S
ACTUAL ESTIMALE Py ESTIMATE AAPL 1992 1993 1993 992
AGRICULTIRE, RURAL DEV. AND SUTRLCLON 7 riiriimmrommmmmmrmemmmeemsmemmeeess
reran 2,000 3, uuu 17,000 17,000 _———— _— ———— ———— -
GRANTS 2,000 3,000 17,000 17,000 - ———— -~ ———— -
LOANS ———-—— - - - - - - hatdniind - -
POPULATION PLANNING
TOTAL 8,000 ———— ———— ———— ———— ———— -———— -——— --
GRANTS 8,000 ———— ———— ———— ——— e ———— —r—- -
LOANS ——— -————— - ———— ——— ——— ———— ———— -
HEALTH
TOTAL 9,500 12,500 15,000 14,500 ———— ———— ———— ———— -—
GHANTS 9,500 12,500 15,000 14,500 ———— -—.-- ———— ——— --
LOANS ——— ---- —e-- -—-- -———— —--- ———— -———— --
EDUCATLON
TOTAL 3.000 7,000 3,000 3,500 ———— - ———— ———— -
GRANTS 3,000 7.000 3,000 3,500 .- ————— ———— ———— -
LOANS ———— o= ———— -——— ———— ~——— o - -
PRIVATE SECTOR, ENERGY AND ENV1IRONMENT
TOTAL -——— -_——— ———— ———— -———— ———— -———— -———— -
GRANTS ———— ———— ———— .- - ——— ———— -———— --
LOANS ———— ———— -——— -_—— -———- -———— -———— ———— -
SUBTOTAL FUNCTIONAL ACCOUNTS
TOTAL 22,500 22,500 35,000 35,000 ———— ———— ———— ———— -
GRANTS 22,500 22,500 35,000 a5,000 ——— ———— ———— ———— --
LOANS ———— - - - ———— ———— ———— -——— -
DEVELOPMENT FUND FOR AFRICA
DEVELOPMENT PROGRAMS
——— - - ———— 35,000 35,000 30,000 25,000 25,0
INTERNATIONAL DISASTER ASSISTANCE
2,800 2,500 2.800 2,800 2,800 2,800 2,800 2,800 2.8
TOTAL DA ACCOUNT
TOTAL 25,300 25,000 37,800 37,800 37.800 37,800 32.800 27,800 27,8
GRANTS 23,309 «3,500 37,860 3,800 37,806 37,800 32,800 7,800 e1,8¢
I.pOANS - - - - - | Y - - -
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e 3e o dN N AN By 1Y BUDGREL SUBMiSsLoN
TABLE L - LONG HANGE FLAN BY AFPROPRIATION ACCOUNT (SUQU)

--------------------------------------------------------- Pau: ¢
L 185 b7 1989 —==oby 1u90-c—m By 1991  <mcomool PLANMING PEREOD-— - oon o
AUTUNL RSTIMATE "y LS1IMATE JAPL 194z 1494 1944 1913
ECONGM T SUPPORT FLND T e
rorse 22,516 22,340 35,000 15,000 35,000 35,ud0 3u,000 25,000 ML
GRANG =S 22,518 22,300 45,000 33,000 35,000 35,000 30,000 25,000 22,000
LUANS -—— -—— -——- —_——— -———- -———— -———- -—— ————
DA & ESF TOTAL
TOTAL 47,846 47,500 72,800 72,800 72,800- 72,800 82,800 52,800 52,800
GRANTS 47,846 47,500 72,800 72,800 72,800 72,800 62,800 52,800 52,800
LOANS - ———— -—-— —-——— —_——— -— -——— -———— -
EMERGENCY REFUGEE MIGRATION ASSISTANCE
TOTAL -———- 23,000 ———- —-———— _———— ———— - ————— -————
GRANTS ---= 23,000 .——— - - -———— -———— -——— -————
LOANS _—— -—— ———— ———— -——- ———— ———— -———— ————
DA, ESF & ERMA TOTAL
TOTAL 47,8416 70,500 72,800 72,800 72,800 72,800 62,800 52,800 52,800
GRANTS 47,816 70,500 72,800 72,800 72,800 72,800 62,800 52,800 52,800
LOANS -—— —_——— -——— ———— -——— -———- ———— -——— -———
PL-480
TITLE I -———— - ———— ——— ——— ———— -_——— - -————
TITLE I1I ————— ———— -———— -——-- -———— ———— ———— m——- ----
TITLE 11 18,000 26,290 30,000 30,000 12,000 35,000 28,000 20,000 ----
HOUSING GUARANTIES
OPERATING EXPENSES
{U.S. 8) 920 1,100 ——— 1,400 1,446 1,446 1,446 1,446 1,446
TF US 8 ———— ———— -———— -———— -——— -———— ——— ———— -————
¥ WORKFORCE
OE/TF
us 8.0 18.8 ———— 23.0 23.0 23.0 23.0 23.0 23.0
FN 3.0 3.0 ———— 7.8 8.0 8.0 8.0 8.0 8.0
t PROGRAM .
us 5.0 10.9 ——-— 14.0 14.0 . 14.0 14.0 14.0 14.0
FN - 3.3 ———— 7.8 8.0 8.0 8.0 8.0 8.0

¥ Full Time Ff!l\i_vu_l.r:?
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NEW PROJECT NMARRATIVE

Project Title: Narcotics Awareness and Control Project
Project No: J06-0209

FY 1989 FPunding: tl.o million

FY 1990 - 1992 Punding: 9.0 million

Life of Project: 1989 - 1992

Appropriation: ESP and possibly new legislation

The Mission proposes an expanded Project Alpha as well as three new
anti-narcotics activities to begin in 1989. The activities described
below are in accordance with the approved Afghanistan Narcotics
Strategy.,

a. tSxpanded Alpha. This pilot narcotics control activity now bheing
conducted under the Commodity Export Program (CEP), began in PY 89.
It involves the supply of wheat, sugar, and ghee as well as
agricultural implements to support a local mujahideen commander's
attenpts to curtail poppy growing in his area. Although U.S.
officials are not permitted to monitor the project first-hand, all
reports are that the commander has done what he said ke would do and
that no poppies were grown in areas he controls, 1In certain places
that had been under the authority of the Kabul regime and then
abandoned, poppies had been planted. The commander's followers
wanted to clear them out but could not because of mines. However, it
is reported that gocats were purposefully turned loose in the area,
which grazed the poppies into non-productivity.

With an estimated poppy production four times that of Pakistan's 205
metric tons for 1988, Afghanistan's narcotics production is a serious
current and future problem, Clearly, strong central government
anti-narcotics activity as well as comprehensive, integrated rural
development and awareness schemes are what the USG would prefer, but
this is not realistic for the near future. Therefore, A.I1.D. will
continue to work with the Afghan Interim Government, local
commanders, and shuras on crop substitution and to prevent assistance
going to areas unless commanders and shuras are willing to cooperate
in control efforts, Nascent awareness activities will be expanded
and improved.

The commander of Project Alpha area would like to expand his efforts
in the 1989-1990 growing season. The Mission believes that expansion
would be worthwhile, as it would clearly demonstrate that we will
continue to work with those cooperating with us on poppy eradication,



-8
This can also serve as an example to other comnhanders and shuras, and
to the AIG., However, until more effective monitoring is in place,
expansion greater than that proposed would appear unwise, {Some
restraint is called for in the amount ¢f assistance provided to he
sure that what is given is well used.)

b, New Activities, Other commanders, some near the Pakistan-
Afghanistan border, but others guite a distance away, knhnown of
Project Alpha and would like to have a similar project in their
areas, Not only do they say they want to be free from poppies, but
they understandably want to benefit from crop substitution assistance
in the process of reconstruction. The Mission believes that it is
possible to verify the bona fides of some of these Afghans. Further,
properly executed projects over a wide geographical reach could be
very effective in spreading the knowledge throughout Afghanistan of
the USG's interest in addressing poppy control and awareness issues,

C. Target Group. The target group is the number of poppy growers in
areas under control of commanders, shuras and the AIG interested in
controlling poppy cultivation through crop substitution/integrated
rural development and greater awareness resulting from enhanced
education activities, This number canncot now be precisely estimated,

d. Activity approval. An Activity Approval Memorandum (AAM) will be
submitted to Washington for review in August 1989, This project is
in line with the Mission's approved narcotics strategy.

e, Other Donors. UNFDAC may be willing to cooperate with this
project. Initial discussions have already been held. As well, the
Japanese have been informally approached to see if they would be
willing to "earmark"™ some of their undesignated UN funds for this
purpose.
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RANK PROJECT

Pk puak et et b b
NN O OO0 NWN M

0204
0204
PLO2
0209
0208
0205
0203
0203
0202
0202
0208
0208
0200
0201
0206

-9-

AID PROGRAM IN FY 1991
ANNUAL BUDGET SUBMISSION
TABLE V - PROPOSED PROGRAM RANKING

($000)

~

306 AFGHANISTAN
TITLE

AGRICULTURE SECTOR SUPPORT
AGRICULTURE SECTOR SUPPORT
PL 480 TITLE I1 - AFGHAN
NARCOTICS AWARENESS & CONTROL
COMMODITY EXPORT PROQRAM
COMMODITY EBXPORT PROGRAM
HEALTH SECTOR SUPPORT
HEALTR SECTOR SUPPORT
EDUCATION SECTOR SUPPORT
EDUCATION SECTOR SUPPORT
RURAL ASSISTANCE PROJECT
RURAL ASSISTANCE PROJECT
TECH SVCS & SUPPORT

PVO CO-FINANCING

AFGHAN HUMANITARIAN RELIEF

NEW/ LOAN/

PROGRAM FUNDING

CONT GRANT APPN

oooooaaoaaaaoaon
OO0 QO0O0

($000)

INCR CuM
DP 6,000 6,000
ES 12,000 18,000
P2 (42,000) 18,000
ES 1,000 19,000
DP 8,150 27,150
ES 6,000 33,150
DP 8,150 41,300
ES 8,000 49,300
DP 2,000 51,300
ES 6,000 57,300
ES 2,000 59,300
DP 3,900 63,200
DP 1,300 64,500
DP $,500 70,000
IDA 2,800 72,800
TOTAL: 72,800

- e o e -
- =



=10~

LOcAL CLOPENCY USE FLAN

rert C of the PL-480 lew Project Narrative proposes a Title IT sales program
Lzsinning in FY 1990, Recurrent costs associated with our humanitarian
zzsistance prozraw are rapidly increasing. The ‘ission is directly fimancing
~ese costs now, but they should be shifted to the responsibility of the Afghan
Interim Government, or its successor, as soon as policies, procedures and
institutions are formed with which we can professionally interact. (See
Section 206 Sales of the new project narrative for more explanation of some of
the "tests" for our willingness to cooperate with the AID.)

(e

Afghanistan was amoung the poorest of all less developed countries before its
the current war. It will have little if any capacity for domestic rescurce
mobilization in the near term. Even so, any new government will require its
own sources of revenue if it is to take on the financing of these and other
required recurrent costs. It will be sometime before traditional sources of
revenue can be tapped. The new government will need to apply the discipline of
the budgetary process as quickly as possible. Failure to do so could cause
Afohans to criticize their own institutions for taking salary and other support

trom foreigners and beino unable to meet even their most rudimentary financial
reeds, A Section 206 grant would enable the government to sell agricultural
comnodities required in the private sector, and use the local currency proceeds
to finance the recurrent costs of priority activities, including the projects
we support,




FY 1991 Annual Budget Submission
Table VI: Expenditures of Local Currency Generations
(all in U.S. dollar equivalents, and in $ Millions)

1988 1989 1990 1951

Source/Purposes Actual Est. Planned Prop
II. PL 480

A. Public Development Activities - - - -

1. - L L ] [ ] - - - L ] . . - L -

2. » - - - * - L L] - L] » L] -
B. Private Sector Programs _ - - - -

1- - - . - » - . L L ) L L - L

2. « 8 % & 8 & & 8 & * & @&

C. Public Sector Recurrent Budget - - 4.0 7.

Wi

1. e.g9., Child Survival

D. Trust Funds (if any) for PL 480 - - - -
Monitoring and Implementation

SUBTOTAL OF PL 480 EXPENDITURES

- - 4.0 7.5
(UNEXPENDED PL 480 LC BALANCE
AT END OF EACH YEAR; i.e. PIPELINE)
GRAND TOTAL ALL LC EXPENDITURES - - 4.0 7.5

(GRAND TOTAL ALL UNEXPENDED LC
BALANCES (i.e. THE PIPELINE)
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TABLE VIII (A)
OPERATING EXPENSES NARRATIVE

Funiz allocated to the O/AID/REP program increased from $40.5 million
in £.s5cal year to 1986 with an operating expense budget of $494,000
and USDH staff of four, to $73.3 million in FY 1988 with an operating
expense budget of $920,000 and 11 USDH. The fiscal year 1989 program
is expected to reach $115 million, with operating expenses at
$1,200,000 and 16 USDH. In preparing Table VII1 for the ABS, a
detailed review of operating expenses showed that for FY 1989 the
Mission would need an additional $100,000. 1In Islamabad 11035 dated
May 16, 1989 we have requested that our FY 89 budget be increased
fro- $1.1 million to 1.2 million.

Overview of FY 1990

There 18 major change from FY 89 to FY 90 for the O/AID/REP, For FY
90 all expense categories for the 16 USDH and 5 FSNDH must be funded
in tz-tal. All of these people were not on the AID/REP staff for all
of ** 89. Also in FY 90, there will be three home leaves and
transfers plus one direct transfer authorization. The full funding
of t-e total staff in FY 90 and the four transfers account for almost
all sf the operating expense increase from FY B89 to FY 90,

The LBS instructions for Table VIII require certain actions if the
enhanced funding level does not cover projected costs for FY 90. It
will be extremely difficult, if not impossible, for a program that is
expanding at a rapid pace, to cut back on operating expense in FY

30. The ABS instructions are general guidance and are appropriate
for missjions that are staying at the same or declining program
levels. The O/AID/REP needs $1.6 million for FY 90 and the funding
level provided by ANE for FY 90 is $1.4 million. The $200,000
shorefall in PY 90 reflects our currently (May 198%) approved USDH
level of 16, plus two "verbally approved" new positions, However, to
comply with the instructions, the attached table was cut in every
expense category except Foreign National Direct Hire to stay within
the $1.4 million level,

One reason the Mission has managed to stay afloat with a relatively
low operating expense budget and a small staff, in comparision to our
pregram size, is that the Mission receives an estimated 15 to 20
person years of support services provided by USAID/Pakistan,

Wworkforce
The “ission's Management Planning Assessment, completed

conc.rently with but separate from the ABS exercise, addresses the
need for augmented USDH staffing levels, Revised QE proposals will



< forwarded with the assessment to Washington. Stz2ff increases anid
s0s5ible move to Afghanistan will require an enhkarcenent of
s:rating Expenses resources, ¥food issues will pbe of paranmount

-r>rtance which requires an officer now who is capable of dealing

7 complex food aid and food security issaes, In addition,

:nning for a possible move to Afghanistan requires that wae

1"—-2diately establish an Executive Officer position.

L I T T TR BV TS |

Reasons for Increase - PFY 90 to PY 91

If the Mission moves to Afghanistan in fiscal year 1991, we estimate
that about #9 million would be needed for operating expenses. This
est-imate was not used in Table VII1 for PY 91. 1t is mentioned only
to alert AID/W to plan sufficient operating funds for the possible
nmove into Afghanistan. Details with respect to these requirements
are contained in the Management Planning Assessment,

The amount shown in Table VII1 for PY 91 represents the same
workforce levels used for FY 90. The overall OE increase is under 5

percent.

ke increases (based on the #1.4 million ANE-provided funding level)
that are 5 percent or more are shown below:*

- The increase for educational allowance and R & R travel is
directly related to the increased units for these items in FY 91.

- The salaries for PNDH, PNPSC and guards represent the average
increase received by PSNsS in prior years.

- The change for residential rent is tied to the supply and demand
for leased housing in Islamabad.

- The increase projected for utilities and maintenance is based on
historical cost data,

- The increase for site visits for the mission and AID/W is related
to the increase in the program.
- The training requested is related to required courses for career

development,
- The increase for residential furniture and ADP hardware is due to

deferrals from prior years.

* Note: In actuality, this would constitute a decrease from the
prujected $1.6 milliou cequired for the currently approved 14 USOH,
plus 2 additional positions.
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FY 1991 ANNUAL BUDGET SUBMISSION
TABLE XIII
PL 480 TITLE II (FY 1990)

I. Country Afghanistan .
Spensor's Name CARE

A. Maternal and Child Health . . . . . Total Recipients

No. of Recipients {Thousands)
by Commodity Name of Commodity KGS Lollars
Total MCH

B. School Feeding . . . . . . . . . . . Total Recipients

No. of Recipients (Thousands)
by Commodity Name of Commodity KGS Dollars

Total School Feeding

C., Other Child Feeding. . . . . . . . . Total Recipients

No. of Recipients (Thousands)
by Commodity Name of Commodity KGS Dollars

Total Other Child Feeding

D, Food for Work . . . . « « « + 4+ o+« +» Toral Recipients 1. 005,733
No. of Recipients (Thousands)
by Commodity Name of (ommodity KGS Dollars
133,333 {agsumes 150 KG persorn/year) Wheat 20,000 3,160

—872 400 (asgumes 20 KG person/yearl . VNegail 17,488~ Q9,300

Total Food for Work 37,448 12,460

E. Other (Specify) Emergency Food Relieforal Recipients 666,667

Ko. of Recipients (Thousands) .
by Commodity Name of Commodity KGS - Dollars
666,667 Wheat 100,000 15,800
N/A ~—Trans. Grant = 10.000

F. Other (Specify) Section., . . . . . . Total Reciplents 166,667 (370,50C

No, of Recipients {(Thousands)
by Commodity Name of (owmodity AGS Dollars
166,667 (agsumes 150 KG per person/year) Wheat (or 25,000 3,950
{370,500) (assumes 20 Kg per person/year) vegoil}l {7.410) £3.,950)

Total Qther

II. Sponsor's Name Government of Pakistan/Afghanistan
i-6
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FY 1991 ANNUAL BULGET SUBMISSION
TABLE XIII
PL 480 TITLE II (FY 199)1)

I. Country _ Afghanstan .
Sponsor's Name_CARE

A. Maternal and Child Health ., . . . . Total Recipierts

No. of Reciplents (Thousancs)

by Commodity Name of Commodity LGS bollars
Total MCH

B. School Feeding . . . . . . . . . . ., Total Recipients
No. of Recipients {Thousands)

by Commodity Name of Comacdity [{H bollars

Total School Feeding

€. Other Child Feeding. . . . . . . . . Total Recipients

No. of Recipients (Thousands)
by Commodity Namc of Commodaty AGD Lollars

Total Other Child Feeding

D. Food for Work . . . . . . . . . . . Total Recipients 1,327,817
No. of Recipients {Thousands)

by Commodity Name of Commodity »GS Dollars
466,667 (assumes 150 KG per person/ysarl Wheat 0,000 10.430 .
BA1,.150(assumes 20 KG per person/wear)  Vegail 12,223 Q9,180
Total Food for Work 83,233 19,610

k. Other (Specify) Emergency Food Relipflotal Recipients 400,000

No. of Recipients {Thousands) .
by Commodity Name of Commodity KGS Dollars
~400,000 Wheat, QQ,u00 8,940
N/A Trans. Grant - £ 000

F. Other {Specify) Section. . . . . . , Totel Recipierts__ 333,333 (719.,1:)

No. of Recipients (Thousands)

by Commodity Naze of Commodity LGS Dollars
333,333(assumes 150 XG per person/year)  Wheat [or 50,000 7,450
(219,100) (assumes 20 KG per person/yearl Vegcoill {4,382y __ (7,450}

Total Other

1. Sponsor's Nage GOVernment of Pakistan/Afghanistan

I-6



-30~

MW PRUJECT MAREATTVE

ro-ect Title @ PL-430 Title II
cTi 2ct No 2 N/A

-1 22490 Funding @ 842,210

71 2v91 Funding : 342,000

Lifs of Project : N/A
Appropriation : PL-480 Title II

The :ission proposes three separate but related Title II activities in FY 1990
and 1991: emergency food relief, CARE food for work programs, and a Section 206
szles program. If normalization occurs more quickly than projected below, we
would anticipate a large sales program and a smaller emergency relief program.
That is the direction in which the lission wants to move,

a. cmergency Food Relief Title I1 wheat has supported needy Afghans in
Afzhanistan since early 1987. This support is even more critical today with
the rapidly changing situation resulting from the Geneva Accords, the Soviet
culi-out completed February 15, 1989, and the formation of an Afghan Interim
covernment. The planned 120,000 /T wheat program in FY 1986 will be focused on
new.y liberated areas of Afghanistan if/as control passes from the communist
regime to the mujahideen. It is imperative that food stocks be maintained in
tncze areas as resupply from Kabul ccases or diminishes. railure to do so
could result in large numbers of refugees flowing to Pakistan. We project this
recuirement to be reduced teo 100,000 MT in FY 1990 (8,333 MT per month
cif-take) and drop to 60,000 MT in FY 1991, as UNHCR and WFP repatriation and
internal refugee programs gradually become established.

The multilateral program hopefully will begin in earnest late in FY 1989. 1In
FY 1990, we expect the need for a bilateral emergency relief program to
continue since the planning of UN programs is incomplete and warfare continues,

It is estimated that the cost in FY 1690 and FY 1991 of transhipping the wheat
froz the closest port (Port Qasim, Pakistan) to the Afghan border will be $57
per MT. A grant of 343 per MI will assist the improverished authorities in
Afghanistan to move the wheat to its internal destination. Therefore, we are
prozosing that a transportation grant of 3100 per MT be established for FY 190
and FY 1991,

FY 1989 FY 1990 FY 1991
Com=odities/MT (3000) Commodities/MT ($000) Commodities/MT ($000)
Wheat 120,000 20,290 Wheat 100,000 15,800 Wheat 60,000 8,940
Trans. Grant 6,000 Trans. Grant 16,000 Trans. Grant 6,000

Totzl FFW 26,290 25,800 14,940
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V. condfCash for Work (FEW)  Peturning far-ers will reguire at least ane teo Luc

)
cre  seasous to become self-sutficient. A fond/Cash for «.rk program will provide
en,.:yment during the critical period while farners restore their land to a tillaule

con.-tion, rcfurbish irrigation systems, and plant and Larvest crops.

A -rznt to CARE has been approved under the lission's Rural Assistance Project to
undertake food for work activities in Kunar Province. The program will be carried
out in 25 villages in two districts and include 30,000 benefic:aries and 3,500
metric tons of wheat which is being provided to CARE out of the Emergency Relief
Program. The FY 1990 program is projected to double through a combination of
increased work days per worker and a larger number of workers. A ration assuming a
family of seven was used to calculate the food requirements. Vegoil or wheat will
be —onetized and the proceeds for used cash for work projects.

Fooc and cash for work activities will be largely of a public nature, and focus on
neeied rehabilitation and increased agricultural production, including the
restoration of irrigation systems, feeder roads, and reestablishment of soil
conservation practices. Much agricultural land has deteriorated from war damage and
dis:se and will require major restoration work.

FY 1989 FY 1990 rY 1991
Co~-odities/MT {(5000) Commodities/xT {$000) Corrodities/MT  (S000)
wheat 3,800 (609)* wheat 20,000 3,160 Wheat 70,000 10,430

Vegoil 17,446 9,200 Vegoal 17,223 9,180
Total FFW (609)* 7 12,460 19,610

* c~~Add, financed from Emergency Relief Program.

c. Section 206 Sales Recurrent costs are a rapidly increasinz line item in
our humanitarian assistance program. If possible, these costs should be
shifted into Afghan Interim Government's (AIG) or its successor's budget; the
discipline of the budgetary process is greatly needed, but to Jate not overly
evident, given the vagaries of this war. Some important tests for our
willingness to consider such shifts are political stability within the AIG,
professionalism, accountability and avoidance of political interference for our
prozrams. Afghanistan was perhaps the poorest country before the war, and will
have little if any capability for domestic resource mobilizatisn in the
near-term future. The Mission will study the capacity of the private sector to
purchase agricultural commodities available under Title II. A Section 206
grant would enable the AIG or and A.I.D.-provided agent to sell such
cor—odities, and use the local currency proceeds to finance the recurrent costs
of oriority activities, including the projects we support. Much remains to be
dorn2 to develop this activity. It may not be possible to reach agreement in FY
yC.
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FY 1460 FTOLU9l

Commodities/MT (20G0) Co-~odities/MT (£00C)

wheat 25,000 3,950 wheat sS4, 0G0 7,450
or Vegoil or Vegoil
7,410 14,382

Total Section 206 : 3,950 7,450
FY 1989 FY 1990 FY 199]

Cran< Total: $26,290 $42,210 $42,000
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An-ex J

Privatization Plan Marrative

Given the nature of the cross-border program, the J1SG palicies which
g::de it, and the conditions under which it operates, tnere is
lini-ed scope for privatization efforts,

Recurrent costs, financed by A.I.D, for pre-government and interim
government structures, have been a feature of the CBHA program since
1985. Recurrent costs have been an up-front mission concern since
the beginning of the program and cost contajnment is in the forefront
of all our thinking. 1t is USG policy to support the current Afghan
Interim Government, consistent with its adoption of policies and
programs acceptable to the USG (see Section 206 narrative in the New
Project Narrative for PL 480 Title II). Thus, there are severe
linitations on what we can do with regard to the private sector.
Yet, within these parameters, and given the fact that any new Afghan
government will have few if any sources of revenue at its disposal
for the forseeable future, we are addressing issues of *fees for
services,® ®cost recovery," monetization of PL 480 Title II
foodstuffs, as well as private sector activities, in existing
projects.

The mission's Agriculture Sector Support Project (ASSP)} which employs
200 Afghans, is assigned the lead role in the provisicon of traded
agricultural inputs to the private sector. In the education, health
and transportation sectors the situation is more complex. Currently,
the program pays salaries of some 6,082 Afghans as part of its
activities under the Education Sector Suppoert Project {ESs5P})}, for
1,264 Afghans under the Health Sector Support Project (45SP), and for
412 Afghans working for the Afghanistan Construction and Logistics
Unit (ACLU) under the Commodity Export Project.

Any new government will not be able to immediately firance the
operating costs of schools, clini¢cs and transportation operations.
*Pees for services®" makes sense only when those organizational units
providing services have use of the funds generated, rather than
having these disappear into the Treasury in a distant capital city.
Experience elsewhere indicates that people who want thess services
are usually prepared to pay for them in one way or ancother. 1If the
public¢ sector cannot adequately provide them, private initiatives
usually will -- at a price. If A.I.D. encourages a new government to
act as a dispenser of services, the role of government as such will
be established; conversely, if we constantly encourage a private
seztor role in the delivery of services, it may take, We are doing
this now and will continue to do so in the future.
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Dur+g the refugee resettlement period, a centrally located transport
caz=z1ility such as we have with the ACLU is probably essential, even
=hz:zh 1t would be preferable in the longer term to leave
trarnsportation to the private sector., State transport corporations
or z--ansportation units operating under the aegis of ministries are
asz2z2.ly financial and managerial disasters when these replace or
co~cl.ement (compete with) transportation services the private sector
can provide, especially when this takes place on a playing field
til-ed against the private sector, We are instituting ¢ost recovery
mechanisms in the ACLU,

The portfolio only contains one distinct privatization/private sector
ele-ent, the Private Sector Agribusiness component under the ASSP,
alt=ough we are looking at the trade sector in a broader context in a
Robert Nathan/Louis Berger study (funded out of the CEP}.

The RFP for the Private Sector Agribusiness (PSA} component has been
advertised, bids are due on June 16, 1989 and we expect the
contractor to mobilize before the end of the current fiscal year.

Thez 2SA component will primarily serve individual farmers and small
groups of informally organized farmers with production inputs and
services. This component will be operated primarily through the
exizzing private agribusiness sector in Afghanistan and Pakistan,
drasing heavily on supplies available on the market in Pakistan,

The PSA component will strengthen economic and commercial ties
betseen Afghanistan and Pakistan and in doing so assist in
elizinating shortages of agricultural inputs which have developed
over the past ten years. It will promote and encourage the increased
flow of critically needed production inputs to Afghan farmers,
utilizing Afghan and Pakistani private sector agribusiness channels,
Comz=odities to be targeted include:

- farm machinery and equipment
- seeds and planting materials
- fertilizers

- irrigation equipment

- livestock farm animals

- other agricultural chemicals

Most of these commodities are available in Pakistan through
com=ercial channels; however, there may be cases where commodities
will have to be procured under this project. The contractor will not
be required to directly procure any items, but will, however assist
in arranging such procurement (i.,e, identifying commodity needs,
rezs.ired deliveries, arrangement for transportation and sale in
Afghanistan and monitoring end-use, as appropriate).
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The >SA component will not directly finance producticn i-zits for
exzort to Afghanistan but rather encourage private sector :rrading
linxs, to assist in facilitating commercial transactions and to
pcs-ide financial export incentives to increase the flow »of
prsi:ction-related commodities,

Up o #30.0 million over a three year period has been programmed for
the export incentive portion of this component. Any direct commodity
procurement would also be funded from the $30.0 million.

Pinancial export incentives represent a central focus of the PSA.

The purpose of the incentive will be to influence market forces at
the manufacturer, dealer, trader and farmer level such that exports
of needed agricultural inputs become avajilable in Afghanistan and are
prcductively used by farmers. The concept of additionality is key to
this effort; the program should result in a net increase of
agricultural exports and on-farm availabilities.

Incentives will involve either a reduction in commodity price and/or
a reduction in commercial risk. To the extent practical in meeting
near term PSA objectives, incentives should be provided in such a way
as to minimize creation of long term distortions. Mechanisms
considered include:

- direct subsidy incentives to manufacturers or tralers which would

be passed
along in part or in whole to Afghan dealers and ultimately

farmers;

- production guarantees where the PSA would gquarantee to a

manafacturer a
pre-determined sales level, either in sale of number or amount of

commodity
which requires up-front production costs;

- supplier credit gquarantees where the PSA would guarantee a
percentage of
Afghan dealer credit on 60-or 90-day terms;

- working capital guarantees where the PSA would guarantee a

percentage of
payment risk on a short term loan from a financial institution;

- payment of transportation costs of commodities from Pakistan to
Afghanistan

by the PSA and possibly payment of transportation costs inside
Afghanistan; and

- common warehousing for the commodities at the borcer,
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.=centives will be heavily dependent on having reliable pricing
0 establish minimum effective incentive rates, These rates
vary from commodity to commodity and possibly from area to area

.2 Afghanistan. Pricing and demand data will ze gained from
7 7is and monitoring performed by a new Monitoring, Analysis and
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~:ng Unit and supplemented by information obtained through the
rch and studies portion of this component,
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Lrmex L

NARCOTICS RELATED ACTIVITIES

Jp:um production is an historic fact for certain areas in the east
ani south of the country, although there are no precise production
figures. Most observers agree that poppy production declined in the
early years of the Soviet occupation (1980-82) because of fighting
throughout Afghanistan, but over the last few years it has been on
the rise., In a report submitted to Congress on March 1, 1989 the
Narcotics Bureau {(INM) of the State Department estimated Pakistan's
opium production in 1988 at 205 metric tons and Afghanistan's output
be+ween 700-800 metric tons. This figure could rise as returning
refugees seek gquick cash crops and as anti-narcotics efforts in
Pakistan have greater effect and cause production to move into a less
regulated Afghanistan.

Apart from consumption of heroin among the occupying Soviet soldiers,
“rere appears to be little domestic use in Afghanis:zan. The vast
majority of it is exported through Iran and Pakistan to Western
ZTurope and the United States, and increasingly for use in Pakistan.
Most of the production is in eastern Afghanistan and the northern
Je:mand Valley.

At the Mission's initiative, a Narcotics Strategy for Afghanistan was
developed in late 1988 and approved by AlD/Washington in early 1989.
This strategy aims at reduced poppy production and increased
narcotics awareness. Pilot activities have been undertaken through
existing projects, and the Mission is currently desi.gning a
stand-alone Narcotics Awareness and Control Project,

Existing legislation generally assumes the existance of a central
government to work with, which is not yet the case with Afghanistan.
The approach therefore is to work through the Afghan Resistance
leadership as embodied in the Afghanistan Interim Government (AIG),
individual commanders and shuras in the field, and in coordination
with the Government of Pakistan., A combination of "carrot and stick”®
interventions in agriculture, narcotics awareness education and
anti-narcotics elements in the health sector charac-erize our
tactical approach.

Yor example, we will not fund agricultural and rural development
activities in areas where poppy cultivation is known to be condoned,
while we have successfully provided commodity incentives to farmers
for not planting poppyY. Agriculture projects seem to be mos:
directly relevant to multisectoral interventions because they offer
alternative crops and agriculture -related inputs and infrastructure.
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Marcotics awareness necessitates the involvement of health and
educational activities, such as the incorporatiocn of anti-narcotics
reading materials in literacy training activities developed by the
University of Nebraska (Omaha) under the Education Sector Support
Project, It is also being addressed through relevant training for
health workers and informing local populations of the health
implications of narcotics use and addiction, currently being
undertaken through the Mission's Health Sector Support Project. As
well, w are sending Afghans to c¢entrally financed natcotics awareness
seminars in order to create greater understanding of the issue among
key Afghans.

Finally, an important element o¢f the strategy involves moral

suasion. Senior members of the Mission are conducting continuing
dialogues with leaders of the Afghan Resistance. Many religious
leaders consider poppy production and narcotics trafficking to be
un-Islamic and are willing to take steps to ban its production. With
AlD's assistance, this is successfully being accomplished in an area
under the control of a religious commander in Konar province (Project
Alpha)., Other commanders and shuras are showing interest in similar
activities as a result of this pilot effort, which is having a
significant spread-effect, The Afghan public at large is being made
better aware of what poppy production can lead to in terms of
corruption, related crime and possible addiction among Afghans.

The Mission is proud to have taken the initiative in this important
area in a country to which it as yet has no physical access. This
presents an obvious constraint on implementation of the strategy.
Working with an Afghan Government is key, but until a permanent
central government is in place we will work with the Afghan Interim
Government, local commanders and shuras,

For FY 1991, when it is assumed that the U.S.G. will be operating out
of Kabul, with a new Afghan Government exercising some control of the
country, all rural development schemes of whatever size will
hopefully have anti-poppy components built into them. PFurther, there
will need to be specially targetted crop substitution programs,
particularly in the eastern areas of Afghanistan not suitable for
agricultural development schemes. While it is expected that the
United Nations Fund for Drug Abuse Control (UNFDAC) will take the
lead in formulating narcotics awareness programs for returning
refugees and local reconstruction, we expect to cooperate with it
through our own anti-narcotics project.



Country Afghanistan

FY 1991 ANNUAL BUDGET SUBMISSION

Area Development Projects:

Proj. §

306-0205

306-0209

Subtotals

Narcotics Awareness Projects:

Proi. §

306-0209

Subtotals

Totals

Proj. Name

Commodity Export
Project

Narcotics Awareness and

Control Project

Proj. Name

Narcotics Awareness
and Control Project

FY 1988
Actual

Y 1968
Actual

L-2

NARCOTICS ACTIVITIES

FY 1989 FY 1990
Estimate Requast
(obligations - $000)

200 -

700 600

900 600
FY 1989 FY 1990
Estimate Request
(obligations - $000)

300 400

300 300

FY 1991
AAPL

600

600
FY 1991

AAPL

400

400
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