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1. Basic Strategy

~The Mission has reviewed the dimensions and characteristics of

~poverty in Afghanistan. It concludes that current Government

approaches to economic and social develepment have not ameliorated
the problems of poverty nor, indeed, even addressed seriously the
population's most basic human needs. The reasons fer this failure
are that .

= the current GOA deveiopment model is 1nappropriate in
terms cf the country's comparative economic advantage
and i1ts relevance to basic human needs;

- income levels are too low to permit the poor to meet
basic human needs; and

- the capacity of Governwent te plan, mobilize and manage
development resources is serious:y 1nadequate.

B e AID pregram has not systematically challenged. GOA e;proathes _
~and strategies tc eccnomic amd social development. Rather, e have

- worhbed largely within the Government's policy framework. As a

- resuit, ‘AID is only marginally responsive to the basic need: of the
. poor and the demands of 1ts Own mandate. R

The Government of Afghanistan identifies reducing povnrty and
meetiny kasic human needs as an objective of its developmcar. Its

-;_ actions have be]ied this. If 1t is to meet this objective. it must:

- reorient and rattonalize its devalopment approach to
take account of the country's comparative economic
- advantage and its potential for meeting basic humanr
- needss _ .

- give priority to increasing the productivity and
- income 1evets of ‘the poor,

- increase the participatzon of the poor in basic health
and educatxon, and .

"~ assure that econemic and socfal r‘a*lns are not frustrated
by population growth
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If a donor is to influence Government approaches to economic
and social development, the Governmen* must be willing to enter-
-tafn donor participation at the center, rather than the periphery
“of devalopment. It also presumes the willingness and capacity of
a-donor to assume the posture of a major donor. Levels alone do
rot assure leverage. Rural construction, without a rural strategy.

suggests a peripheral involvement. Price stabilizatior witr’n the
context of a national food policy is at the center. o

Circumstances in the past kept AID from engajing the

. Governmeat on fundamental issues.  As a result, the Mission adspted

- a responsive posture rather than an initiatory stance. It was

- unable to develop data on the who, what, and whys of poverty i=
"Afghanistan or to majntain its position in the planning process.

The consequence is that AID has a program directed at the per1phctx,

“rather than the central issues of development.

In 1971, a Vorld Bank mission wrotz of the pervasive "dis-
{1lusionment about the past and pessimism regarding the future".
They cencluded that "such pessimism 42 justified as even in areas
where derelopment activities were undertaken, with heavy inputs
of capital investment and fcra2icn advice, returns have been dis-
mily lcw."” In 1975, Afyhanisran appeared to renain at this nadir.
" The USAID Development Assistainc+t Program for Afghanistan wrote of
development that "mushed alnng, frequently not achieving targe’s
nor even producing results wortn the investments".:

“In 1977, a World Bank mission wroce "the time for pessimism
has passed”. The members ~7 that missicr expressed confidence tnat
*substantial progress will bu made in the next ten years towards
the goal of higher income levels and meeting basic human needs of
the population™. We are cautiously opt1m1st1c There are ihree
major differences from that AL RTTy taﬂe that lead us also to this
conclusion: y . D

- In the past, the:BOA haS'shoun little-interest'in z :EVelop-
ment strategy. Project: mceting a “needs” criteria were
seldom presented by, or acceptable to, the Government.

- Recent Government imitiatives with regard to food grain
price stabilization, village based health systems and
education sector analysis are positive signs that this

- situation is changfng. - R




-3~

- There is a growing apprecfation by donors, and by scme
elements of Goverrment, that if donor cesources are
_ - directed to fundamental issues, they may positively
e T -Ieverage Government policy, pro~rams and procedures,
~ There is also a desire on the part of donors to act coup-
eratively; and, for the first time, there is a w1}11.gness
by the Government to perm1t them to do so.

SRR T - Finally, n 1971, it was difficult to identify the elements
® . 9Y a growth strategy. Exterral markets were .emote, and
T the tiny domestic market offered 1ittle prospect for -
jrdustrialization.. The o1l price rise has benefited nearby
markets which -Afghanistan.is uniquely well-placed to -
supply with agricultural products. Past investments.in'
agricultural infrastructure have already demonstrated
* increased production capacity. A strategy led by agri-
P cultural exports reflects comparative economic advantage.

- Given the cpportun1ty to move our program_to-the-center-of
-development issues and:the_necessity to do s0 if we are fo have
oo a significant roie in encouraging asd supporting Govermmenl's
L ~ developmeni obaectwes, USAID muct assume the posture of a major
donor. This means: .

- taking a system}c view of. the dafelepmert proc=ss.and
- structuring the AaD'pragnam towzrd fundamentai deve’op--
ment objectives;

. making necessary investments fn sector analyses to
deve!op programs addre<s1ng basic human needs;

. , , - prompting and suppcrting Gsvernment requests. for p]anning
® ... assistance; -

= sharply increasing the levels of U.S. assistance to
~ Afghanistan and moving a large portion of the assistance
portfolio to sector programs wiiich mere comprehensively
confront fundamental de:eiepment fssues,

- initiating problem oriented managemenr: cnalyses und
assistance; and o

- structur1ng the Mission to the requirsmevtéffer sector
ceoee e analysis, program developmen+ project design and -
° | evah.atmn. Rt
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None of this is to suggest that there- has been a fundamental
breakthrough in reorienting plan targets or the administrative
and management morass of Afghanistan, but rather that the oppor-
tunity <xists. There are problams. While serious discussions
concerning grain price stabilization are proceeding with the
Ministry of Plan, its Food Procurement Department continues to
champion the narrower interests of the urban consumer. While the

- Minister of Public Health has articulated a new National Health

- Policy, his Minietry continuec to allocate the majority of its
‘resources to urban huspital care; and while AID stands ready to
obligate additional funds for rvral construction, the implementa-

tion of most programs is at a standstill. The problems are many,

';but.the-opportunities=and.our n2ndate clearly outweigh the risks.

Given the history of.Afgheuistan?s development efforts and
AID's relationship to_ them, a transitional strategy.will be

- necessary to move us from where we dre to where we want to be.

e transitional strategy rests on the assumption that moving the
Governwent s policies and programs will be a process in which its

‘willingness and capacity will be chal]enged tested and when

appropriate, supported.

- Cha11en e. The Miss1on 15 prepared to cha!lenge the
Government to reorient its cavelopment approach to take
'_ awcount of the country's comparative economic advantzqe
and 1ts potential for meeting basic human needs, The pro-
posed price stabilizati» of food grains program is central
. to this challenge. PL-480 grains are available to support
-such a reorientation not to underwrite the current develop-
ment approach.  Similarly, the Mission is prepared to
cha’llenge the Government's willingness to shift priorities
to the needs of rural develcpment and to accept the poor
as a productive resource. Their willingness to address
poverty directlv and in the village will be met by AID
support. It is not our inlent to support national programs
- which are based on 1ittle understanding, indeed little -
- concern, of the poor and which have enly a 11m1ted 1mpact
on much of the ruraf s:ctor. _

- Test. The Fiss1un will test Government where there is
evidence that projects and programs can and should be re-
directed at fundamental deelopment issues. In health, the
covernme.-t has indicated that it is committed to.natianwide
implementation of a service delivery program. The Mission
is prepared to test whether, in a specific area, it is
possihle fu recruit and train workers, supply: and supervise
them, and develop a functional referral system so that a




- majority of the population bcains to receive the benefits.

_ If, at the end of the test, it can be demonstrated that the
& - - . system is workable, relevant and accessible to the majority
: : of the population, the potential for a health sector grant

exists. A sector grant would be based on performance,
concrete evidence that accomplishments are genuine. and a
commitment to meet the financiai and policy requxrements
arising from the experiment.

The Mission. is also ‘prepared to test Governmgnt commftment to
" basic education for the majoritv, There are two funda-
mental issues: relevance and efficiency. The Mission is
inftiating a new project directed at teacher training and
- o {s reorienting the current primary school construction
] R ~ project. In both cases, the project will be premised on
issues of relevance and efficiency. If there is evidence
durfng the design and negotiation of these projects that
the Government {s prepared to deal directly and effect1ve1y
with the issues, the Mission would then undertake a more
comprehensive sectoral approach to basic education.

The Mission also is prepared to Tinance immediately the
range of sectoral analyses necessary for the broad based
support of programs addressed to poverty and bacic muman
- needs. This is absolutely nezessary to assure that naither
e © o we nor the Government-are forced to sector-er'pciicy-
- decisions without the necessary data and analysis. Tne
Mission is also prepared to prompt and finance p]a"ufﬂﬂ
~ inputs arising - frem—these initiatives.

- Supnort. From the above process, systemic anaiy:is.
® o challenging and testing, the MNission expects to be able
— '  to support a more broadly conceived program directed to
fundamental 1issues. -

A critich;@dnﬁgrn, of course, fs the capacity of the
: Governinent to manage development programs. Four components cf
® - the transitional strategy are directed to this issue:

= in challenging Government to work at the village level on .
. income programs, the Mission believes it may be able to
work effective}y with discrete elements of ministrie: on
o - area programs without making the success of those prograis
® ' totally dependent on national svstems. This will permit
' the introduction of problem soiving techniques to bureau-
cracies in a concrete, rather than abstract context and
will factlitate the movement of. policy and management
in1t1at1ves up through the system;




- while testing. Government commitment, the Missien wi11 make
selective investments to strengthen irstitutional capacity
s0 that sectoral programs can follow on in the support phase.
In health, there will be a substantial increase in financing

 for the development of management systems. In education,
investments in strengthening the institutional capacity of
both the teacher training and schuol construction projects
are seen as essential and necessary conditions to national
or sectoral elaboration; - '

- in designing its program, the Mission will try to iden*ify
and use Tocal manzgement capacity. This is important in
Afghanistan where administrative workabiiity and the
feasibiiity of mustering the necessary local support for
effective implementation have been traditionally overlonked;

- finally, the Mission will buyild on its efforts to identify.
and address pervasive administrative and management
constraints in national systems. The Development Support

- Training Project is an important first initiative.

- In the near term, the transitional strategy carries with it
~~ the seeds of confrontation. The Gcvernment has been conditioned
“to a mora complacent AID posture  Recent experience with the
Anti-opium Poppy Agreements aud the Contitions Pracedent for the
~ Halmand Valley and Integrateu uhaat Projects aIl point to increasing
- sensitivity by the Government. wsut the confrontation is neces-ary.
Qur challenging and testine is zssential to define the size and
- nature of our support based o kiowledge, tested willingness and a
-~ fair measure of true capacity. _

It is essentiainthafﬁiﬁfs stfategy be discussed f}iﬁRTy'with

5 Government. That process has already begun., Both the Ambassador

and USAID Director have indirated our wiliingness to increase

levels substantially to the extent opnortunities can be developed

‘to impact the poor directly and in the near term. They have care-
fully pointed out the conseqgucnces of such a commitment: -AID will

~ be a more visible agent in the development process; and more ..
~importantly, AID commitments wili be linked to Government performance.
This last point has been particulariy emphasiced, Whether it is
_fully znpreciated remains toc be seen, vut our recent experience

“would indicate that we are bewng heard.




i The ¢iscuszion which Follows fs related to what the Government
- and AID must do if Afghanistan's develnpment is to address success-
- fully pcvrerty ana meet basic human needs. It must:

~ reorient and rationalize its developme'n't éppiréach to take
account of the country s comparative economic advantage
and its pata-:tia’! for meeting basin human needs;

e R give priority & mcreasfng the productivity arsd ‘income
: levels of the. poor;

- increase ‘the g_arﬁ;c_ipat‘.-en-of the poor in basic 'hea-‘i-__t__h_ B
and education; and ' B

& - assure that: econonﬂc ‘and social gains are not frustrated
: . populatwn grcwth.

If. Reorientin and Ratiena'!

e Gevernment of.

zi"ng thé Devehpmg‘ ent Agg.rcach of' “

T ¢ amstan

® 3 In considering a development assistance strategy for Afghanistzn,
o the Mission identified a sot of major issues for national policy. :t
. §s not an exhaustive 1isting.- Moru\ver, given the uncertain avail-
ability »1d reliability of data, the discussion is by necessit,,'
reavily cualitative. The iccues are aummamzeo be‘iow

L o+ .« Government strategy—, as --reflected by the Seven Year Davelop-
o - ment Plan and budget allocations, is directed to capital
~incensive heavy industry, yet its comparative advantage
-is clearly in agrictilture. World experience of the Tast
- twenty years, and the economic situation here, suggest that
. . heavy industry is neither a sufficient nor necessary
s '_  condition for economic development. Afghanistan’s compara-
BRI tive economic advantage lies in the processing of agriculturai
surpluses both for the domestic market and for export. It
15 also the key to increasing income levels of the poor.
_ : Afghanistan's deve‘lopment strategy r"ust be directed to
. o agriculture- 1ed arowth.

~ Basic human needs are not being met, yet_'_nat_i_onar services

are directed elsewhere. Resources available to Government
-~ are not 21located rationally or equitably, either between or

within sectors., Health care is focused on urban oriented

® hospiual care; problems call for a village oriented health
~ program. Fducation is conczntrated on preparing students foi
. University entrance; the great majority will get no education

o o+ orwill terminate early and remain in their vﬂlage with

- - : 1ittie relevant prepara*ion for work or 1ife. ~Resources must
- - be reallocated to reflect the basic needs of the poor, and to

® R T | increase their_productivity and incomes.
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- The levels of investment necessary for development are
- _ coastrained by the limits of GNP and Gevernment revenues,
& . _yet the GOA is not maximizing opportunities for resource
o mobilizatior and utilization.. In addition to pursuit of a
sensible growth model and traditional revenue generating
measures, the Government must do more to utilize private
income {i.e., fee for service), encourade private investment,

~ and -maximize non-monetary investment (i.e., self-halp).

.. Govarnment resources are seriously limited, yet their
utilizatfon 1s grossly inefficient. Fanagement weaknesses
are pervasive. Immediate steps must be taken to imarove
the efficiency of - Goverrment Lrograms.

« Populaticn grswth threatens the development prospects for
- Afghanistan, yet the-Government gives virtually ne-attention
to this problem. While the Government has tolerated a
medest family planning program in Afghanistan, it must come
_ . : , to recognize population growth as a key determinant of the : n
e . ~country’s development prospects. , ;

A precondition for reorienting cucrent Government approaches
to ecrnomic and social development is better analysis. The Mission
is taking a systemic view of the devaispment process. Sectnp

assessments are underway in the four major areas: agriculturr,
e ecucation, health and population. It is prepared to maks immediate
. investaents in sector analysis. A specific proposal is on tre desk

of the Minister of Education. The mission is also preparca o

prompt and/or meet Government requests for planning assistance. We"
belicse there may be an opportunity in the area of demograiiic
'ana1ysis and planning with1n the Ministry of Plan.

- HWe will also seek to ratfona?ize the process througn buucrete
- projacts testing the-validity of the reorientation called tur abo
If we are successful, we will seek sharply increased leve's and
. move a large portion of our assistance portfolio to sector. pr=o~ams.
~ The issues identified above will condition our approaches to Jdis-
¢ cussions with the Government, program development, project d-zigr
and evalvation. o _

In our diScussions with:the Government, it wi]l'bé'aéiimpoftant
to define what we are not prepared to do as to outline our positvive
intents.. A summary of the 11m1ts to our strategy foliows

- we are not prepared to entertain requests outside our
e ‘strategy and which do not directly affect the ear1y
“ o . fu?fi}1nent of basic human needs;




- we are not prepared to fund projects which do not accert
the poor as a- potentially productive resource; '

.« we are not prepared to support urojects which are not
based on equitable participation or do not offer the
prospects for broad based coverage; _

- we are not- preﬁared to support projects which fail to
_recognize the necessity for private and/or non-monetacy
1nvestnent,

- w2 are not prepared to subsidize sectbr inefficiency by
making up the difference with assistance leveTs* and -

" - we are not prepared to-consider any project or pregram
without careful Government attention to its implicatiens
for popu]at1on growth and equity. .

111, Giving Priority to Raising Productivity and Income Levels
~of B the Poor

“Most basic needs are met. in t“e market. They include minimum

'requirenynts for private consumption. But the market can perform

only as well as need can be transiated into effective demand.

~Income 1s the key. -Although -otier elemunts of baiic needs, such

-&3 health and education, are maintained through national systems,
they are not unrelated to income levels. Taxes and fees for

- sarvice, for example, both arisz from income. To the extent basic

needs are not being met, either incomes in general are too low or

- inequitably distributed. Both are the sase in Afghanistan.

A reorientation of ‘ecuncmic strategies and policies could
significantly increase national income. Indeed, the prospects are
dramatic; the World Bank estimates that an agricultural-led yrowth
‘strategy could achieve a seven nercent annual grewth rate or a
doubling of national income within a ten year time frame. This
- extrzordinary opportunity fo. ecoromic progress and its potential
for fulfillment of basic human reeds is pivotal to formulation of

- development strategies and policies i. Afghanistan. But it is not

~ to suggest such reorientation aione could work iniracles.. There
are obvious 11m1ts and concerns: , '

- it will be difficult for Afgharisian te realize this
potential growth rate since iraditional practices of
the rural population are deen1y ergrained and Government
capacity to affect change is limited; _
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- regardless of actual growth rates, the absolute levels
of resources available for meating ‘basic needs will
continue to be seriously constrained by the 1imits of
GNP and the paucity of domestic revenues. Additionally,
while the advantages of an agricultural grouth strateqy
are clear, generating tax revenues from the agricultural
‘sector is difficult. Opportunities for redistribut1on
are extremaly 11m1ted

- - substantial portions of the Afg.an popu?at1on, and even
entire regions, have not benefited from the country's
overall development. The World Bank estimates that at

: least twenty percent and perhaps as many as forty percent
of the population are in absolute poverty. This problem
is clearly more ‘serious in the rural areas than cities,

- but even in rural areas, there are significant dis-
crepancies. The more advantaged, because of their -
participation in the market, are already better able to
meet their basic needs and to take advantage of the
agricultural growth potentials. Government programs are
not directed to the d1sadvantaged who subs1st outside 'ne
_market system. . '

i

fhe near term strategy for reduc1ng poverty and meeting bavic.
human needs is: shift priorities to meeting the needs of rap‘d
agriculture development but forus on increasing the produc ;ar:ty
and ircome levels of the disadvantaged pocr, Afghanistan is
fortunate that the develooment strategy which will provisge a direct
Jmpact on rural poverty 1s also_the COUntry's best growth ctruitegy.

. Basic human needs must be met in the market. Income radistri-
- ~bution and Government programs are not alternatives in tie near

- term. The subsistence farmer by need ard potential, then, is the

~ appropriate assistance target. By increasing his market partici-
-pation, both individual and national ircomes will increase..

Where there is both.an. understanding of common coné;ra*ﬂ ts to

o '-  market participation and a capacity to address these constraints

for all areas, we will respond with appropriate natijonwide programs.
- Food security woutd appear to be a problem that can be addressed
ip this wiy. But where there is not an understanding, or wherzs
~ constraints are not common to all areas, we wzl] respond vith
appropriate area programs._




_ Nationwide Programs

It 15 impossible to identify 3 nationaT pattern of constraints
- It is difficult, without field amalysis, to suggest how one, or
-even a rcombination, of the usually identified constraints will
fmpact on access, productivity or income. All too often, AID has

- selected a facile solution and then searched the country for a

~ constraint situation to which it might be applicab]e.

Pisk is a constraint, however. which appears to cexist across
- the board, is efficiently addressed cn a national scale and exists
reiatively independent of other constraints, There is evidence
. that fzrm families, even witn cash market access, are unwilling to
- risk security for cash if food is not available or perceived as
availazble. Food security is an objective the Mission proposes to
address on a nationwide basis.

There are two aTternatives for assuring food security;
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use in drought years; or, relying on imports to supplement domestic
production. The first means that relitively more land must be
devotz2d to wheat production. The farmar on irrigated land loses

in terms of comparative advantage, and the farmer on rain-fad |nﬂd
loses because of the sbserce of an assured market offering
sufficient incentives. The se.ond alternative offers 1nc“er=ad

ir ‘ome prospects for all categories of farmers and reflects the
countr"s comparative advantage.

- An 1mportant element of our market strategy
is to increase wheat production on the lands where
high-value crops are not an alternative, and to
;1crease high-va]ue crop produ.ticn on the better
ands. _

This strategy requires a policy to stabilize wheat prlces
both to assure adequate market incentives for the rain-feu arza
farmers and to assure a-secure supply at reascnable prices for
the farmer foregeing wheat production. A program of domestir
 procurement, stabilization, imports and storage is key to this

-strategy. Nore importantly, it challenges the Government o
reorieny its development approach. This fact will be crucial in
determining future U.S. support. If the Government pursues thic
strategy, the Mission will propose-a major PL-480, Title III
program in coordination with other inputs from the ¥Worid Bank amd
United Kingdom. As another element of this strategy, USAID has

i
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initiated a phased effort directed to testihg the prospecfs for
increasing wheat production in rain-feo areas and productlvity on
~irrigated lands. . .

. The Mission i{s Tooking at other constraints best addre~sed
in a nationwide contett. _ S

‘Area Programs

Development begins tn-the village, and deve!dpmenf programs
must reflect the needs of the rural population living in the

-village. The data base is bare. While there has een considerable

work done on varicus aspects of the agricultural sector, there has

been 11ttle or no analysis of the prospects of various agricultural

strategies for the productivity and incomes of the poor. Unt!:

" that {s done, there will be little opportunity for recrienting the
Government's development approach.

National systems in Afghan1stan are not focused on the poor
and a1l tco often are skewed to cupporting the already modernized
sector. AID will attempt to reorient these systems, but adminis-
‘trative 2.d managerial weaknessas cugu~ against the iikelihood of
this in the near term. There are uoportunities, however, to
develop programs at the villace or regional ievel which could -
directly and irmediately affest the proauctivity and income Tevels
- &f the poor. HWorking through naiional systems at that level would.
 also permit the imtroductior of problem solving techniques on a
' gore manageable scale to bureaucracies totally unfamiliar with such
processes. It would also facilitate the movement of policy,

. program and managementaissuec up throuyrn the system.  Finally, it

would build on the strengti ov national dgricultural 1nst1tut10ns--

supporting cash market syst=nu

A second element of our market strategy is to
address specific._constraints to cash market
participation of specific populations in o
specific régions. This =zpiroach is not exclusive
‘of working within national systems, but it will
enable us to work with such systems at an :

- appropriate scale and with focus.

. There are no reliable data on cash market activity, per-capita
.income levels and distribution or even regiona! income levels and
distribution. The Mission, therefure, has “aken surrogate indi-
cators which reflect our best judgmant on income and cash market
participation. Our analysis has resulted in idantifying possibie
-target regions. In and within these regions, ground verification
will be necessary to identify appropriate nopulations and the
ecritical constraint patterns.  Possible areas are:
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- Northern Region : 'Faryab and Jawzjan

..

- Northeast Regicﬁ ;m¢1§.:Badakshan and Takhar

- western Regian'i'-' 8adghis and Farah

. = Southern Regién;;_ 1 Ghaznl and Zabol
. - West Central Region : Bamyan, Ghor and Oruzgan
Although we are unab1e to order constraTnts, articu]ate their
“interdependencies or their particular celationship to cash market

participation, we can-identify them by category. They include:
- risk, inadequate and unreliable water supply, lack of market access

- and agricultura! services; land ownership patterns, inappropriate

agricultural technology and convining institutional arrangements.

~ The Mission will initiate the analyses necessary to identify
- .programs at the regional level based on field analysis of village
Tevel constraints to increased productivity and incomes of the
~ poor. Qur strategy is to move farmers from subsistence to greater
cash market partic1g§t1nn. ‘On rain-fed lands, that means-a crop

focus 32 wheat. On irrigated and partially irrigated lands,

thz¢ means a crop focus on cash potentials. In all.cases, it

protably suggests intearated agricuitural development in specific

- areas.

_ The above strategy does not directly address the problem of
those eicluded from cash market parvicipation, i.e., agricultural
laborers and those farm families who own very low quality agri-
cultural land. This group presents a particular dilemma for the
Mission. Three approaches have been considered. None are entirely
satisfactory, but we iﬂtend to. exp]nre ways we can address the
reokiems of this group:

- settlement is the"so1utfon proposed by Government; and
- AID has supported the offort ir the Helmand. But re-
settlemant has been expensive, particularly in Afghanistan
where irrigation has been used and where 1rrigation
.infrastructure is essnntia]

-'.nstitut.onal_reform is another alternative. There-are at
-~ least three aspects of the traditional instituticnal
- structure in Afghanistan %that Linder progress in cash
markct participation: share-cropping, fragmentation of
land hold1ngs and water rights. None are likely to be
solved easily in the near term; o
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= off-farm employment represents 2 third alternative. In
the near term, prospects for cn-farm agricultural labor
will probably incredse as production of high-value crops
increase. Over the longer term, it will be necessary to

- provide off-farm employment for rural workers. The

overall growth strategy should lead to such opportunities.
In the interim, Afghanistan is vortunate that the Middie
East lzbor markst prov1des an eacape valve for empIcyment
pressures. . i .

IV. Increasing the Participation of the Poor in Basic
Health 2nd Education _ .

.There are a.range'of-basic-needs-1nadequate1y met in the
mirket. Health and education are critical examples. National
services are raced with almost staggering problems. These are
a result of previous strategies based on too 1ittle knowledge,
planning and resources. Mational services, as a result, are

2 largelz inappronriate, inadequately financed and inequitably
,ava1 able. )

flational services are not directed at the ba31c needs of the
‘peor. Health care is focused on event defined, urban oriented
~ healthk care. The problems threatening people‘s Tives call for .
' c0nt1nuous, viilage oriented healt: program. This fundementa!
anomoly is reflected in resource allocations, institutiona’
mardates, and, tragically, in mortality and morb1d1ty statistics,
The educzation system is equally off the mark. It is concentrazed
on preparing students for university entrance, yet the grea.
mjority terminate earlier with 1ittle relevant preparation Tur
work ¢r adult 1ife. It fails absolutely both in terms of k23ic
needs and economic development. .

. The financial plight of national services is depTorab:° -
Total health related public expenditure comprised only 0.65 rercent
of GNP in 1876/77. The share for education was 1.7 percent. In
‘addition to inadequate financial support, there 1is serious nic-
allocation and inefficient use of what limited resources they have.
Almost fifty percent of planned 1977/78 health expend1tures ara
for urban hospztals Almost-forty percent of education's aevelop-
ment budget is devoted to higher education. The health services
are charucterized by low utilization of existing programs even by
" people with potential access, and in education, drop-outs anJ
repet1tion are very high
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: Improved resource. allocaticns and 1nterna1 sector efficiency
will improve, but not soive the financial proh1ems of national
services. The Government's policy of free service necessarily
means limited service. In health, there is precedent anc oppor-
tunity for a fee system‘--ln.education, non-monetary investment

B {t.e., self-help) must be applied to augment public resourczs.

Finally, the national services need to explore the opportunities
for shared, community facilities. These are opportunities largely
unexplored in Afghanistan. .

| _A. Heai*th

The pattern of 1llness leading to death in Afghanistan ir well
recognized. It consists of diarrheal, communicable and respirdtory
‘disease. Causes are equally known and rooted in ignorance. They
are manifested in poor nutrition, inadequate sanitation and uncon-
trolled fertility. The s1tuat10n {s compounded by the absence of
effective health services. The consequences fall primarily to the
vulnerable, the isolated and the poor. In Afghanistan, these are
-dispropor*ionate]y women and children. This group must be the
focus of any program, although an a*tack on the fundamenta) causes
- of i1lness will benefit all elements of society.

By any standard, ‘the natior-3 health system deserves 1ndict-

- ment for neglect. The services of the Ministry of Public Health
»re largely inappropriate, fiaflicient, inequitably available and
of 1itile standing with a majoricy of the population. The Ministyy

- is-urban centered and curativ2 criented. With the important
exception of the AID funded Village Health Morker and Dai programs,
the Ministry has failed to take cdvantage of the indigenous system
which already exists at the village 1oJe1

While the indigenous system is & patchwork of'myth, tradition
and ancient Arab practice, asd is charactorized by total ignorance
of moderr medicine, it is in every viilage and is available
equitably. It is also afforuatie and self—susta1n1ng, and enjoys
- the confidence of the people.

" It is our intent to reorient the naticnal healtn

- system to meel the needs of its rural nopulation
and relate it where feas1b!e to the indigenous
system. - : _

AID, in its current bfcgram, i< challenging the Governmént to
~ develop a system centered in the village ard chused on nutrition,
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';sanitation, ﬂmmun1zat1un, heai*h education and MCH/ famiTy planning
‘services. - The Mission is also chalienging the Government to 1ink

its public health systems to indigenous systems and to rely, at

- least pe-tfally, on the market for its financing. The Mission

believes the health systems in Afghanistan cguld draw strength

. from its dual aspect. Finally, we have made it clear that AID
will support only & national system with broad coverage and not

one catering by dusign or default to select portions of the

~ population.

The positive initial respense nf the chérnmehtitb_our current
program in village service delivery suggests the broad outlines

¢f a strategy. Current effort:, while giving cause for en-

couragement, are too 1imited in scope to give the answers needed
for design of a national prograr. An expanded effort is called

~ for to answer these gquestions and to test Government willingness -
- _and capacity to support a national program. The following three

steps constitute our transitional siratagy:

- = Field Experimentation,. While the overall health delivery
system ¢f the country is extremely weak, the directions
in which progress is 1ikely have been identified through
recent pilot tests, Focus has been on identifying
mechanisms independent of the Basic Health Center network,
ard others vhich expand each Tenter's capabilities.,
Iaitial results are cncouraging, but the question remains
whether they are feasibi~ and affordable under normal field
conditions. What is required is to test whether, in 1
specific area, it is possible to recruit and train
wirkers, supp]y and supervise them, and develop a functicnal
refarral system so that a najority of the populat1on begins
to receive the benefits.

~'Management Systams Dev~1opment Even the most appropriate

- service deijvery approaches will have 1ittle impact unless
they can be implemented effectively by the Ministry of
"tublic Health. The range of management deficiencies is

well understood, and initial afforts to resolve them have
shown possibility for improvewent. OQur aim is to focus

managen=n. systems on the fundamental causes of morbidity

and mortality in the village. The reforms required are of
- such magnitude relative to the current morass of Afghan
. adninisrative practices that a great]y expanded effort

is required.
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The issue is purely. apractical cne: not whether ideal -
operating efficiency will be attained, but whether the
critical constraints can be relaxed to the extent that
acceptable levels of service deiivery will be achieved.
During the field experimentation, the Mission will work to
strengthen institutional capanity of the Ministry of
Public Health. This means improving: manpower planning/
-training, logistics, financial planning and budgeting,
information systems, evaluation and program pilanning, -

- management training and persorral management.

-~ Financial Analysis. The final component of the transi-
tional strategy recognizes that knowing what to do ancd .
how to do it are of 1ittle benefit without the necessary
resources. Field experimentation will contribute in two
ways. First, carefully collected and analyzed cost data
can provide information on resource-requirements for
national implementation. Second, it can demonstrate
whether or not financ1ng through fees for service is
feasible.

If successful with this test and if the Gove?nment is willing
~ to reorient the national health system to the needs of the viliige,
‘we believe we can support a sector grant by 1981 that will add:ess
fundamental issues and will offer the prospect of naticnwide

impiementation of aa appropriaca delivery system.

.'B. Education

_ In Afghanistan, most people are without access to educt:ion,
Most »f those who do have access, get too 1ittle educatirn and
of the wrong kind, The price for Afghanistan in terms of lost
potential is high. - It means, for the rural population, Timited
apportunity for individual deveiopment, improving wcrk skills or

~ controlling their enviromment.

To correct this situation, the national education sysuem

 must acddress two groups. The first are mainly adults whom tiz

‘educatinnal system has bypassed. Their ability to participats

- in the development process: is seriously impaired by their igncrance.

Education would permit them to better benefit from programs to
improve their hexlth.and envirconment and to increase their inccmes.
This group is usually assisted best by non-formal education. The
second group, the school age person, must be equipped to deal

" better inr the future with the problems adults face today., Access

| "~ to s.hool and a relevant education wili provide the basis for a

more usefyl and productive life., The formal education system musc
respond to these concerns.. . ' -
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Village level needs make a persuasive case for giving priority
to primary and non-formal education. Primary education enables an
individua, to conceptualize a future that is different from the
one he now faces. It is best suited to promote modern attitudes,
impart basic human skills of literacy and numeracy, and improve
~equity. It can also have a significent impact on expanding

opportunities for women and reducing fertility. Both primary
~and non-forwal education are essential if the fundamental changes
*hat must take place at the village level can occur. There is
2iso evidence that, given the Tow level of national development in
_-quhanistan, the greater return to educational investnent, as well
as ror equity, will come at the lTowest educational levels and will

-  diminish,as one moves to secondary and higher education.

Both systems are faced with almost staggering prob1ems

~_In_non-formal education, there is: In primary educatlon, the system Iacks

= Tittle knowliedge of what to - relevance: it does not provide
"~ impart: - skills or knowledge useful for
. rural Afghanistan:
- = little kncwledge of how to _
.. devalep and 1mp1ewent - - efficiency: it trains an~ produces
prorrams; L e - graduates at exhorbitant costs:
- . = 2n nadequate fiscal and - quality: teachers are peorly prepared
uman resource base; - to deliver useful sdwiation;
- no organization capable of =~ < eguity: the system reachas only a
developing 1ntegrated non- - - fraction of the natior': boys, uand

foraal programs. _ :  _“"-7 a pitifully smaller yambEr of girls;

- management capacity: this is extromely
inadequate;

- organization: there is a split
between two uncoordinaltad, non-
cooperating ministries;

- fiscal resourtes: these are
~ {nadequate and misallocated.

Tt s our intent to veorient the national education
system to the needs of the rural population and make
it accessible to a broader range of participants.
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The Wission is prepared to test Government willingness and
capacity to reorient its priorities to primary education and
‘address the real needs of the rural population. There are three
steps in our transitional strategy for primary education: '

‘= Teacher Training. "A pivotal project for this new strategy is
primary schooi teacher training which compiements: our previous
involvement with school construction and curriculum develop-

‘ment. The teacher is key because he/she stands between
the child, parent, curriculum, school ar+ corrunity. This
project, to be submitted in fiscal year 1978, will help the
_Government tc train teachers so that they can be more-
e“fective agents in meeting the needs of tke populatiomn.
The project should affect the examination system, repet<iion
and drop-out rates for pupils and teachers and the role of
-the school in the village. It will serve to test Gover ment
- cormitment to re!evance.. .

- Expansion of Access. The Mission plans to resrape its primary
school construction proabct in FY 19278. This effort will
focus on the kinds of schools that should be built both
in terms of different physical configurations and aiterna*e
grude systems; where they should be built and in what
relationship to other commuaity structures; how they should be

. financed; and the impi-catzions of various construction
rodels for system growth and equicy. This project will
serve to test Governmunt _ommitment to efficiency and ecuity.

- Sector Analysis. Results of these projects in terms of
Afghanistan’s education reads will initially 1ie at the
margin. If successful in testing concepts of relevance,
efficiency and equity, the Mistsion will consider increasing
its support to education. Expansicn will regquire substantiaily
niore and better Goverrment educational sector analy51s. The ’
Missfon will support this effort. .

If successful, and if the Government can effective]y address
these issues and reorient tne nutional education system, we
believe we will be able to suppu*t a sector grant in 1080 tlat
addresses fundamental issues arud will offer the prospect of a more
relevant education and dramatic increase in primary enrnliments

_ Ve have 1ittle knowledge nf now to apprdadh'noh-fermal-~
‘education in Afghanistan. “We will ascist the Government to deter-
mine needs and assess Afghan canacity to nzet them.  For exampie.
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- our current project with the Kabul University Research Center is
directed at the development of a data base and the institutional

- capacity to research the sector. Once adequate knowledge and
~capacity are in place, we will consider specxfxc assistance to

support other sector efforts.

V. Poverty, Rasic Needsﬁand.PopuIation Growth

Afghanistan faces a major population probl-wm. Jny sigrificant
reductions in mortality will seriously compound it. Continuing the
current ineffective pubiic health programs without a populatien
-component suggests a population of 46 million in 2025, up from a
current level of 14 million. Improvement in the health prograns,

- but still without a population component, suggests a population

. of almost 70 miliion. An improved hcalth program coupled with a

' population component drups those estimates to 39 millfon.

. The choice for Afghanistan, and it is a-real.choice, is
whether its population fifty yeurs from now will be 39 million or
© 70 miTlien. Pelicy makers in the Goverrment have not focused on

th;s problem. They have vet to perceive its implications for
today. L )

It is our intent to move on three broad fronts:
- population policy, intagratioen oy health, nutrition
and family planning services; and investigation of
~ alternative systems ¥or introducing family planning
information and services.

-_Popu!ation Po1icy

As a matter of prioritv, the Missicn intends to cba!lenge
planners and policy makers with the consequences of
population growth, Tue Mission has offered consultants

to the Ministry of P12a to review the implications of
varying growth rates for Afgharistan's development
prospects and alternates. They will review fertility

and mortality determinants; their interrelationships

with family planning proyram performarce; and the pro-
pensity to practize family plarning. lhen, the Mission

vill assess with the.Government appropriate policy instru-

- ments available to it. We are prepared to provide tong-tern

consultants in the area of demugraphic and population
analys1s and planning.
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- Institutiona! Framework

Linking health, nutrition and family planning services is
-1kely to_1ncrnase the acceptability and effectiveness of
each. The one institution active in family planning is
the Afghan Family Guidance Association: (AFGAE It
receives no budgetary support from the Government and is
entirely supported by the International Planned Parenthood
Foundation and AID. AFGA's cli.iical and training opera-
tions should be merged with the Ministry of Public Health.
Aithough that position is now public policy in Afghanistan,
the timing and method of the merger are not clear. AID

- will test the Government's willingness to train MCH/
family planning workers under the aegis of the Ministry of
Pubifc Health, When this occurs, assistance to AFGA would
be continued so that at the point its clinics are absorbed,
its cormitment to family planning is also absorbed.  AFGA
-could then devote its attention to information, education
and trials with new contraceptive techniques. .

= Alternate Delivery. The Mission will explore alternative
systems for providing family planning information and
services. This will focus on: integrating population
planning concepts_in appronriate formal and non-feorme'
curricula; involving private sactor organizations inciuding
pharmacies in commerical distributien; and initiating
discrete demonstrations in the community (village :evzi)

- distributing programs that con be rep]:cated with1“ the
overall service de11very program

'YI;_ Lonclus1on

Prospects for deve]opnent in Afghanistan are encoura ginge.  An
agriculture-led growth strategy emphasizing exports could achieva
significant ecoromic growth rates in the short-run. In such a
growth context, AID has an opportunity to play a criticai =2ie in
-helping Afghanistan improve the condition of the rural poor through
increasing their 1ncemes and providing them access to basic nationc]
services. ,

_ While prospects are encouraging, success is by no means
assured. The key factor will be the determination and comm-tmeni
of the Government. Past experience suggests caution. The
Gavernment has failed to approach development systematically or
encrnatically, has been largely indificrent to the welfare of its
poor, and has only passively cooperated with foreign donors. Yet;
- there are signs that the Government is increasingly commilted to
‘development issues and willing to collaborate more close!y with
donors in addressing them _ _ _
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Qur proposed AID strategy al}ows us to address deve‘opment
and basic human needs problems in a broad, systemic way, involves
us in a dialogue with the Government on bas1c palicy issues, and
provides us with the level of aid rescurces necessary to 1nf1 iance
these policies. But it also offers a hedge against Governmont
inertia by carefully prem1sing AID expenditures orn their perform-
ance and ccrmitment. : .

The strategy is not without risks. There ‘s a real posa‘bility
that by so explicitly linking AID expenditures to GOA perforrance
and commitment, this strategy will lead us to confrontation with
the Government and subsequent frustration. Indeed, past AID
- experience would suggest such an outcome, But, we believe the

oppoertunities for achieving development gains far outweigh the
risks. The strategy at a minimum givas assurances that the di.lcgue
-with the Government will be on the right issues--which has not been
“true in the past. .

While mindful of these risks, we believe the Mission has an
- exciting cpportunity to play a me Ja“ role in helping the
- Government of Afghanistan address its development problems and
help meet the basic needs of its uespla. .
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ANNEX B

. SOCIAL ANALYSIS

I, Bas‘c Human Needs

Basic human needs 1n Afghanistan, measured by a]most an"
{nternational standard, are not being met. The crud: death ,ate
fs 25 per 1,000, the infant mortality rate is one of the world's
~ highest (180/1,000), and life expectancy at birth is only 35 years.

Access Lo clean drinking water is unknown even for residents ~f
the capital city, and periodic food shortages in some parts of .the
-gountry have resulted in famine. With a low average mean temper-
ature, the inadequacy of clothing, snelter and fuel is apparven:.
. .Education has made only one in twelve literate, In Afghanistan
the per capita average income s $180. The World Bank astimates
that anyone with an income below 385 is 1iving in absolute poverty
and is unable to meet basic needs in the market. Anywhere from
20 to 40 percent of the population are in this category. The
following charts iilustrate Afghanistan's failure to meet basic
human needs in comparison with ofhar countries:
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India 613.2 39.9  15.7 " 2.4 29 1,050.4 139 42 16.8 50 2,079
Pak'stan  70.6  47.4 6.5 2.1 22 146.9  (132) 4 166 50 2,160
Philippines 44.4 438 105 3.3 21 8.7 (78 = 46 .0 88 1,940
Thailand 821 43.4 108 3.3 21 8.6 (65 46 - 169 58 2,560
fres 339 287 8.8 2.0 95 s2.0 . (60) 37 204 61 2,50
fraq 1.1 48.1 146 3.4 20 2.4 (%9 & 6.5 53 - 2,160
Afghanistan 146 6.0  25.0 2.5 30 24/ . (180) 85 7.9 3 2,250

NOTE: Afghanistan's figures for 1977 otier countries for 175, |
" ‘(sources :World woucdaﬂ*ozuaWﬂw Sheet, World Bank Repor t, Iisti Reperts)
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11, Disparities

While national statistics conclusively demonstrate that
Afghanistan's basic needs are not fulfilled, these statistics
do not reflect the large disparities in 1ncome and access to
services such as health and education. These disparities are
manifest in a number of dichotomies, the nature and major features
of which are described below. o

Rural - Urban

While 85'pércent of the sewvtled population are classified as
rural, national services are directed to the urban population.
For example, a disproporticnate zmount of the health expenditures

“are for urban hospitals and outpatient services {i.e. 49 percent
_of the planned 1977/78 expenditures}. In education, urban primary

schools cutnumber rural primary schools on a per capita basis;

 rural secondary schools are virtuaily nen-existent; and the _
university caters to the urban elite. While only one in four urban

rasicents is literate, this is five times greater than the rural
average - In addition, the price structure shows a strong bias
towerd the urban population: wheat, gasoiine and sugar are all

" suusidized, and electricity is non-existent outsicde of the urban

centers.

Ge graghz

Afghanistan is spTit diagonaliy by the Hindu Kush nassif Tne

Kabul Rivar Basin and other major population centers lie along the

r--single hicrway system which basicaily circles this mountainous .

. region. As a result, cormunications are extremely difficult. It
- is only in the last fifteen years that all-weather roads have been
~constructed linking the major cities and joining Afghanistan with
- reichbouring countries. However, Afghanistan is stil1l a country

of many small physically isolated settlements, few of which are
Yirked to the national road system, ind remains dependent on long

| . and costly land routes throuch neighbouring countries for all inter-

nztinnal trade. Much of the population is stiil only loosely inte-
grated with the nation as a whole, and the market economy has yet

“tu incorporate a substantial proportion of the rural populace. As a

consequeice, policies or programs initiated in Kabul have cnly a
Timi .ec impact much of the rural sector.

 Etheicity

As noted, the services.and-advantageS'tend-to-go tuhthose.Idcated

. 1n the more geographically advantaged areas and not o those who have,

througn the ages, been pushed nigher into the mountains. The best
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examples of these disadvantaged are the Kirgiz of the Wakhan, the
Hazaras of the central mountains, who also have the added disadvantage
. of being of the minority Shia sect of Islam in a predominately Sunni
cauntry, and the Avmaqs of central western Afghanistan.

- The Pashtuns, on the other hand, are located mostly in the Iower
altitudes and along the borders to thz sast and south, and are Sunni
- Muslim. Pashtu areas are the source of both past and current political
vower, and thus many services and programs are concentrated in these
“-greas. The three major-international reg1ona development projects
- (He'mand, Paktia, and Nangarhar), for exampie, are in Pashtu areas.

The nomads, accounting for about 10 percent of the tota1 popu1a-
tion, are basica11y transhumant sheep and goat herders, and are
isulated from the advantages of national 1ife by their migrations to .
and from the less accessible areas of the country and the herders’
1ife-£tyle

Men and Women

The traditional values anﬂ'orientatfons; based on internretations
of Islam, limit women's participation ‘n the greater society. The

~ pattern of sex segregation outside the home results in limited use of

the mzla-operated health services and the school system, Tne educatinn

 _system is perhaps tihe best exarnle of such sex discriminaZioin. only .

14.5 percent of primary school enroliment are girls, 82 percent of
wnom are in the first 3 grades. Urban females, however, iave greater
access to education than rural femalas. -« due both to moderizing
influences in urban areas and to the greater number of educaticunal
facilities available. - For example, 32 percent of the total female
primary school enrollment and 61 percent of the total fenxale secand-
- ary schoo] eénrollment is 1n Kabul

~Land Tenure

Although land qua]ity and productive potential vary r"--‘-:aﬂw
throughOJc the country, the fundamental disparity in rura1 ir~ome

 1s reflected in land tenure systems. all things being equal, those

with land fare much better than those without. HMHoreover, land in
the rural areas forms the basis for political power and 1s necossary
for mafirtaining culturaily prized independence.

ATthough there are indications that the best land {i.e., w2ll-
irrigated land) is more equally distributed among the land-owniry
~ class, nationwide land tenure is skeweu, with some 20 percent of iand-

- ownevrs holding ds much.as 75 percent of the land, This does not zalte
into consideration the varying quality of the land, but i* does indicate
the magnitude of the problem-in national terms. Moreover, outsice of
the rainfed wheat areas, where nesrly every family owns some land,
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: .anywhere from 20 to 40 percent,of the population may be withcut access .
to land whatsoever, i. e.,they are agr.cultura1 laborers.,

_ _The-traditional-Tand:tenure sysiems need nct in themselves be
major obstacles to agricultural improvement. Attitudinal surveys have
~demonstrated that in several locations all categcries of feirmers are

receptive to new ideas and will respond to appropriate incentives. The
landlords take an active interest in their land, and may act as
entrepreneurs in risky undertakings. There is. at ‘=ast in some
regions, a tradition of communal responsibility which causes farmers

to amploy more casual labor than they need in peak periods. The
traditional social structure, however, does present difficulties when

- attempts are made to 1ntroduue new forms of organization (e.g.,

 cooperatives, water users' associaticns, credit groups) or when

~ technological rationalizaticn is attempted (e.g., more eyuita.le water

- .distribution). Any innovation that threatenc the ex st1ng power -
- structure is likely to be opposed. As a consequence, improvemen<s of
productivity through Government. programs, without changes in this

power structure, will tend to iead to unequal distrioution of benefits

and thus a worsening of the distribution of income within the community.

Dny Lansd vs., Irrigated Land |

- Since most areas of the ccuntry require 1rr*gation to achie.e
adequate yields, the availahii‘ty and depencability of the water supply

s as important as access to laad in terms of productivity anc levels

of income.’ Differences ii water distribution systems vary frcm region
to region, and even within'regionsj Major irrigation systems, similar
to those of the Helmand and Nargarhar, are the most efficient since
they are not affected by yearly washouis or late season water shortages,
probiems which affect most or the smeller river irrigation systems,
Springs and Karez systems are least aofficient because of their limited
- capacities and the vagaries of the water table. Systems which provide
adequat2 supplies of water inroughout the year allow doubTe-cropping,
and this, of course, greatl €2 paud° the income potential.

L Rainfed-wheat_farm$ng 15 cocally dependent upon the-spring rains
- for their yields. With sufficient rains, yields can oftein match or
. surpass some irrigated fields, but years of sufficient rains are irare
and once every three years a farmer can expect a crop failure due tc
- drought. Hectara for hectare, then, the dry land farmer is vorse »ff
- than his confrere on frrigated land, theugh the farmer normaily has
" larger nholdings, is more often & lancowner, and supplements his income
with off-farm labor and herding.




", Cash vs. Subsi. ence Agri;q!ture

The above variables combine to produce a s1tuat1on vhere some

rural areas are well into the cash-crop economy while others approach

a nearly pure subsistence ecovomy. Thus, on the one hand, there are

the easily accessibie areas with good land, major irrigation systems

. allowing double-ciopping, and agricultural progessing industries

. {e.g., the Helmand, Baghlan-Kunduz, and Nangarhar); on the other hand,
there are remote areas with pre:arious water supplies, land charabter*zed

by marginal fertility, non-existent markets, and a reliance on herding

- and off-farm labor to supplement weager incomes {e.g., the Hazarajat.
Badakhshan, Zabol, Badghis, etc.}.

Conc]ugjgg

Afghanistan, in general, {is not meeting the basic human needs
of its population. Worse still, there are numerous disparities in
the distritution of the scarce rescurces and services currently
available. For the most part, rural, inaccessible, and politically
- poweriess regions and people, including the vast majority of females,
h?de received a dfsproportionate?y smaller share of the deve]opment
pie

I11. Tarcet Group

“ The previous analysis sugu-sts alternative criteria for identify-

g a target group. Those who iive off the land suggest one possible

- definition. They can be divided intn four categories; smaliholders
share-fa'mers, share-laborers and casual laborers. It is assumed this
categorization defines a poverty 1ine, but it does not distinguish between
-a categery in one region and another region, nor does it suggest a
program to nne grcup as distinguished from arvther. -

“The analysis a1so ‘suggestad the varfation and severity of climace

- and topography in Afghanistan is such that physical conditions are the

- primary determinants of agricuitura) productivity and tnerefore of
income levels in rural areas. For planning purposes, one could classify
the agvicultural areas into irrigated, partially-irrigated and rainfad;

“but differential landholdings cut at easy generalizations about 1nd1v1d-

“ual or even community poverty. For example, see the chart on page 14.

_ The previcus analysis suggests still other approaches based on
‘regiuaal, personal or economi¢ characteristics; but we are forced to
~conclude there is no easy quantitative definition of the pocr. The
importance of knowing, of course, i to give coherence to program
 deveiopment. A target group is not a truth to be found, but rather
a concept to be defined. Subsistence provides a useful definition.
This dafinition requires us to concentrate on the more discdvantaged
anc¢ thes poorer areas of the couniry. Because of the great diversity




'_pcorer areas. The Hor1d Bank,gfves us a l<ad, ”however,,when they
observe that "the average of land/viilager is a rather good index cf
the average living standard, since land represents a pool of potentini

~income which {s available for distribution "

The chart on page 15 provides a ventative fdentification. For
‘example, the West Central Region of the country, the Hazarajat, ranks
relatively Jow in its land to population ratios, as does the Southern
v2gfon of Paktia, Ghazni, and Zabul Prcvinces. An even better indication
ot the wealth of an area, however, is the amount of hectares devoted to

. thn cultis/ation of high-yielding varieties (HYV). This is provided on

‘pate 16. The West Central and Southern Regions again rank lowest.
~ Tnis chart also explains the apparent ancmalies that appear in the
earlier chart. For example, although the Northern Region has a very
“hisn land to population figure, particularly for irrigated land, tne Jow
- use of improved seed and fertilizer (complete statistics not ava11ab1e)
. fndicates that the area is primarily characterized by semi-irrigated
lands, with iansufficient water supplies to cultivate HYV. Otber sources
indicate that perhaps half of this irrigated 1and remains fallow each
_year due to the water constraint.

~Statistics on the use nf'improved seed also explain the wea:th of
areas which have low land to population ratios. The East Centwsl Region,
for ewzmple, has the lowest 1and to population ratio, but a;:rrding i7 the
data on HYY use it iz one of the largest cultivators o7 fioh-profit
seed; in addition, with fa1r1y depencable water supp11es, tnese farmers
are doing a good deal of double-cropping. An average fav.. femily can stay
“well above subsistence on an hectars holding of well-irrigated, double-
- croppea land, which is the case in the Eastern Centrail Regior.

Yiven this tentative {dentification of poorer and mure disadvantaged
provinces or regions which for the most part are not participating in the
market economy, the Mission will focus only on those arsas where our
- efforts will directly benefit the poor and where we will not be in
competition with other major donors. Thus, we will not worv in Nimroz
‘because tha area is dominated by a very smal] number of Batueh Khans
who own nearly all the land, and we will not work in Paktia ovr sangarhar

Provinces, which are current]y the scenes of German and Russian ae»°lop-
‘ment programs, respectively. In addition, because of the poiitical
sencitivity, we will not work in the Kuristan area (Laghman/Naﬂgarhar)

The area remaining, then, arter we have excluded the wealthy area:
-~ -and - those cited above, comprise a somewhat concentrated group of

.. provincas inhabited by the poorer people of Afghanistan. This consists
- of parts of the following regions: The Hazarajat (Bamian, Oruzgan, Ghor),
the Northern Region (Samangan, Balkh, Jawzjan, Faryab), the YWestern
Region (Ferah, Badghis), the Northeast (Takhar, Eadakhsha'), and tha
Soutnern (Ghazn1, Zabul).. (See the map at page 18).




=14 -

. Subsistence Farm Size: Ave Family of 6

- Owner Operator

Share-cropped |

Share-labor

{100%) {(50%) - (20%)

~ Dry-Land Wheat ~_21.1 hectares _82.2 105.5

Irrigated Whest - non-HYV 4.8 3.6 ! 29.0

Irrigated Whext - HYV 2.8 5.6 14.0

Irrigated - double ~ cropped 1.0 2.0 5.0

wheat, cotton and cther . S :

~crops w/adequated and

improved conditions

This chart indicates the relationship between income and land quali:y. The
better the quality of the Tand, tne more income, and thus the less tand
actually reguired to maintain a faaiiy of six above subistence. In addition,
the chart iliustrates how different tenures ~an affect income (e.g., no
matter what quality of land, the *armer will need twice as much if he s a
share-crepper rather than an owier-operator -- since he must give % the crup
to the landlord. Conditions worsen by a factor of 5 if the farmer is a
‘laborer rather than an owner-operaior since he receives only 1/5 of the

- crop yield).
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'_'Chabf:_w opulation to Land Ratios

o : : ~{000's; - Total  Overzll
, . Hectares Ratio Hectares Ratio Hectares ratio
: ~ . {o00's) *  dry - dry land * Irrig. Irrig. arable land to
Province - Population Tand “to pop. land . to pop. land Ponulation
O East Centra'l N : '
- Kabul - 1505 5.0 . 002 44.4 .03 49.4 .03
Parwan - 1177 6.9 066 68,0 - .05  64.9 .06
© Wardak - 381 - 0.9 - .002 22,8 -~ 06 23.3 .06
Logar 321 - 8.6 .027 21.2 .07 .29.8 -~ .09
. : " Totals 3384  21.4 006 - 146.0 .04 167.4 .05
Souihern ' N
Ghazni = 1032 - 24.9 G4 96.8 .09 121.7 .12
Paktia = = 929 - 15,7 .017 - 44,1 .05 59.8 06
.Zabol ' 301 - 9.1 030 51.6 W17 60.7 YA
° Totals 2262 49,7 0:2 192.5 .09 242.2 11
Eastern : ' '
hangarhar 1177 - 10.6 .009 88.2 .07 98.8 .08
Laghman _ 279 0.7 003 33.2 12 33.9 i2
E Totals 1456 - 11.3 .008 121.4 .08 132.7 G2
_ o horth. West T _ . . e '
Kunduz _ 473 42.9 . .00 168.5 .35 211.4 .44
Takhar 479 - 148.1 . .3L 49,1 W10 198.2 .41
Badakhshan .~ . . 424 0.8 - .1&0 51.7 .12 11257 .25
Baghlan 778 78.8 . L12¢ S 68.6. . L12 1£3.4 .25
® - Totals 1970 327.6° .166 337.9 A7 665.5 .3
Morthern - ' : _
Samangan 508 72.9 .237 36.1 .12 108.0 .35
Faryab BQS 96.4 192 101.7 .20 188.1 .39
Jawzjan 418 4e.9 - .119 151.0° .36 200.9 .48
@ Balkh 4383 44,3 L1101 181.6 A1 225.8 .52
iorals . 1669 - 263.5 .158 470.4 .28 733.8 .44
festern - ' ' S L
Ferah 372 1.3 .030 102.0 .27 113.2 .30
Herat = 751 168.5 . .224  136.3 .13 304.8 A1
@ Badghis 356 60.3 . 169 26.5 .07 26.8 24
: Totals 147 2.0.1 .. - .162 264.8 -~ .18 504.9 34
South West | o o
Heimand _ 253 ' 0.1 - .000 119.2 .40 119.3 A0
~ Kandahar . 822 19,7 ** .024 103.9 .13 123.6 15
® tlimroz 105 0.92 .000 - 49.6 47 49,6 A7
“Totals 1222 - 19.8. - - .nil 272,70 .22 292.5 .24
Yest Ceriral - _ - .
Bamyan - 340 3.4 010 20.1 06 23,5 07
° Oruzgan - 472 2.2 .00S 114.5 .24 116.7 .25
Ghor e 343 ag.t . 128 56.9 16 105.0 W20
Totals 1160 81,7 .045 ~131.5% .17 245.2 i

o =
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Chart__

Area Planted with Improved Wheat Seed

| - Total Irrigated ‘Hectares -

Region - - (000s) ___ lnder HYV Percent to HYV
fast Central 146.0 12.8 . 8.76
~ Southern e 25 129
Eastern o7 1214 : 4,5 3.7

| Y |

- Northeast , o 1337.9 11.9 . 3.52
Northern T a70.4 10.5 2.23
Western 2648 142 5,36
soautwest ¥ w27 7 2.3

 West Central 1915 3.2 1.67

~ Netes:
1. A goed deal of land.is a}sé planted to cbttoh'and‘sugar-beets.

2. Most of this production of HYV is in the Helmand; similirly, there is
' a large amount of cotton and corn production there 23 w2ll.
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Explanatory Notes to A1l Charts

-1, ' Ideally, the population figures used would b2 for only those
.. gaining a portion of their 1ivelihood from the land. Unfcrtunately,
these figures are not available. -

2. Dry land hectarage is somewhat misleading, sincé'only ore=-third

.15 ever under cultivation in one year, Similarly, in many or the

. irrigated areas water shortages necessitate fallewing of at jeast
* half of the potentially irrigable land.

3. Comparing the gross regicnal retios of land to popuiatio,
several figures stand out. The East Central area is the lowest,
mainly because of so 1ittle land in Kabul; but even if Kabul were
removed from the figures, the cast Central Region is still Towest.
Much of the iow income derived from farm work, however, is supple-
mented by off-farm 1abor in and around Kabui. But probably most
important is that this.is the vegetable and grape growing regionm,
“where the average size holding necd .10t be large to gain a modest
income. Similarly, the Baghlan figure is low and thus somewhat
misleading because of the produttion of sugar beet and cotton in a
very concentrated part ¢7 th: ~rovince - these zve strictly cash
farmers, growing very little wh.at. Trus, despite the small
holdings of irrigated land. “ncomes are rather high.

4. The statistics as noted maka no distinction between the quality
of irvigation in different parts of the country. Thus, the northern
. region, where water supplies are very procarious. looks rather gooc
in its land/population ratios. One-half of this land, however, is
fallow every year and Tittlc of it is devoted to HYV.

-~ 5. . The rich southwest, Helima:d, is somewhat low on the overall .
~ratio, but is rather high <n the irrigated land to population ratio,

~ primarily because there is so iiitle rainfed wheat land in this

region. This figure would be even higher if it were not fur the
poorly irrigated areas of Kancanar province.
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- ANNEX ¢

 ECONGMIC ANALYSIS

I. Afglanistan's Growth Strategy

The size and structure of the economy of Afghanistan requires

that any growth strategy rely heavily on international trade.

Current low levels of income severely 1imit the domestic market
even for simple manufactured goods. Moreover, sizabie surpluses
in agricultural production in a farm econicmy can only be absorbed
through export. Current low levels 2. income severely limit the
uomestic market even for simple manufactured gooda.

The strategy of the GO# recognizes the necess1ty of basing its
development on trade, but focuses on heavy industry along the lines
n“ 2 Soviet model. This strategy is clear from the Seven Yrar
Plan. Industry, mines and energy account for sixty percent of the
total allocation although these categories account for less than

- ten percent of GNP and three percent of employment. Agr1cu}uure

and irrigation receive oniy twenty-five percent of the overa!ll
allocation but account for sixty percert of GNP and over seventy
percent of employment.

This strategy does not build on sfghanistan's comparative

_-advartage. Markets for industrial production are doubtful
Neighboi ing countries have econonies that are further advanced

industrially and are reluctant to oran their markets to foreizn
cumpetition. There are technical difficulties with major =nvest-
ment schemes which raise sericus question as to their economic

- feasibility. Past investments have not been profitable. #ost

important, ther2 is neither the management capabiiity nor sxilled

and ~iscipiined work force necessary to make even a mediln sized
. enterprise efficient. )

In contrast, Afghanistan is uniquely well placed by its

- gecyraphy and climate'tO'suppTy agriculiural products to the ra.idiy

grou1ng markets in Iran and the Middle East. Afghanistan’s

current foreign trade pattern and its rate of expansion is highly

suggestiva of a comparat1ve advantage in agricuIture More uhan
three-cuarters ¢f Afghanistan's export earnings are in agriculture.
A1 major export items, with the exception of natural gas, are

- based on agriculture. See Table No. 1.
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VALUE OF EXPORTS OF PRINCIPAL
* COMMODITY 1972/73 - 1976/77
 {$U.S. mitlion fob)

N 1972/3  1973/4  1974/5 1975/6 197677 (1)
Oried Fruits and Nuts  30.5  44.6  58.2 547 74.4

Fresh Fraits 107 216 3L5 20.1  27.0
 Ginned Cotton o1 72 WMI 8.3 68l
farakul 164 1.0 127 104 2.5
Carpets and Rugs 0.8 1.5 19.9 161 2.1
Naiural Gas 171 18,0 321 46.3  36.3
~others (2) 28.2 . 3.2 _ALS  52.6 8.6

TOTAL 1245  159.1  230.6  235.5  310.0

- (1) Provisional

~ (2) Most of which are agricultural

Alsn significant {s the rate of growth in the volume of
agricultural exports over the past five years. The rate of
expansinn for the five major agricultural related exports has
exceeded ten percent per annum. Cotton has shown the jreatest
increase, but fresh fruit exports have had particularly rapid
‘growth. rost of these increases are attributable to expansion

- of areas planted rather than through gains in yields. The
- potential for a much greater efficiency in production exists.
‘This would further enhance agricultural competitiveness.
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Moreover, the expansion of exports has ~ccurred with
‘Afghanistan's traditional trading partners; the large and increas-
ing Middle East market for agriculturs) output has barely been

o tapped. Less than three percent of Afgharistan's recorded

exports were shipped 'to Iran in 1974/75, the latest year for e
‘which data are available., _ _ R -

The implications far a growth strategy are unmistakable,
‘Afghanistan's comparative advantage 1ies in agricultural pro-
duction and processing, not in heavy industry. The demand
prospects for agricultural exports are good. World Bank estimates
indicate that the export value of vegetables, livestock, cottn
and fruir and nuts could expand by fifteen percent per annum over
‘the medium term.

. A maaor advantage of agricultura] based growth is that it
directly impacts on the rural poor. It will directly produce
increased employment and incomes in the market where the vast
‘majority will continue to meet their most basic needs. It also
is Tikely to have a significant income multiplier effect.

An agricultural strategy does nov mean that industrial
projects should not be undertaken: but they should be looked at
~very carefully. There are scre possibitities for impart sub-

- etitution, particularly in tuxtiles. TIncreased cement preduction
~is also warranted. A good poiential exists for an agriculturai

. processing industry which 'i.uld complement expanded agricultural

production. A light consumer gcods industry to meet the demands

from the increased incomes c¢f agricultuial families also would

seem to be a possibility in the future. The main thrust, however,
must remain in agriculture for the medium term.




11, Resource Mobflization

A major constraint to further economic and social progress .

in Afghanistan is the low level of resource mobilization for
development. Current public and private net investment levels
_ probably dc not exceed ten percent of GNP, At any reasonable capital
output ratfo, this will sustain an income growth rate onty
- glightly above the rate of population growth. The purpose of
this secticn is to analyze Government mobilization efforts and
determine where such efforts can be expanded. Three types of
resourcs mobilization will be discussed; fiscal efforts on the
- vart of Government, private investmert, and commun1ty based

salf-help activities.

Government Revenue Efforts. Afghanistan's tax effort is
‘extremely 1imited even by developing country standards. Taxes
-amount to only seven percent of GNP, This is less than half
the rate of taxation for a sample of 47 developing countries.

- Notwithstanding this low level, tax receipts have
expanded by an zverage of twenty-two percent between 1972/73 -
1976/77. Income taxes have increassc threefold as larger nuwners
of individuals and businesses have begun paying taxes. Taxes on
- {nte,national trade more than doubled due to an increasz in im-
port taxes and a sclective exnort tax to absorb windfall refits,

- and through rapid growth in internaticnal trade. Non-tax

revenues virtually doubled, profits from natural gas sa"' to
-the Soviet Union providirg two=thirds of the increase. 3Seoe
Table 2. . _ -
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Table 2 CENTRAL GOVERNMENT REVENUE, 1972/73 1977/78
: o ' (millions of Afghan1s)

' _"  Revised I/
Estimatas Budget
1972/73 1973/74 1974/75 1975776 _1976/77 _1977/7%

Current revenue =~ 5,688 = 6,562 9,525 11,160 12,686 13,804

- Tay revenue 03196 4,056 6,585 65709 7,934 8.629
Tay on net income & profits: 484 . 730 . _907' 1,065 1,529 1,887
Corporate and income taxes 254 387 47 §58 T 8ez 1,102
~ Infividual income taxes 230 3€3 460 571 667 785
Taxes cn Froparty: .78 83 95 - 97 - 151 500
Rea] estate (land) tax 78 33 g5 97 TET 500
- Livestock tax B - - N e - -
Texes vt Goods and Services: - 196 2583 262 289 - 76 - 450
General sajes tax 13 5T &3 o I3 127 131
Selective excises ' 49 59 68 62 84 - 8&
~Licenses 2/ ' w29 37 79 . 88 95 114
Other taxes on €Goods and 102 106 52 - 462 - 110
services :

Taxes on_Intornztional Trade: 2,281 2,9%¢ 5,113 5,202 5,i7z 5,770
and_franssctions: -

Tmport 2Jties 3/ 1,968 2,494 3,868 4,161 4,343 4,661
Export duties 3/ 2F0 216 320 257 373 414
selectiva erport tax §/ = - 1- 893 666 653 .. 58517/
- Exchange profits 5/ - - 42 70 - - -
Other . 21 30 32 _ ils 103 110
_Other_ taxes 6/ 187 176 208 16 20 22
‘Non-tax revenue: A% 2,806 2,930 4,450 4,752 5,288
~ Property income: 1,361 T&§§I 1,916 3,457 3,577 4051
From public enterprises EQZB; (745) (447; {523) (250) f814)
_ ?ales ?f natural gas {727 -(690). (1,1758) (2,375} 2,347) (2,164)
gross) ,
Other ~(206) (269) (294) (554} - (330) {1,073)
- Adainistrative fee, charges, 337 363 403 599 833 737
etc. s ' .
Other : 294 449 = - 621 409 - 392 477
Capital revenve 62 75 148 . 129 124 188
Total revenue - . 5,750 6,837 9,669 11,299 12,810 14.)82

) v’ . ) ’

Source: Ministry of Finance;anduna'Afghanistan Bank




Footnotes:

The reviced estimates fqr'197$/77 are hased 6n-prov1§10na1 éctua1s for

- ten months. -

Include motor vehic1e-Eeéisfration'fees.

Includes revenue from fixed import ¢nd export taxes.

‘Data from Research Department, Da Afghanistan Bank. This jten represents

revenus from selective taxes on cotion, oilseeds, raisins, and walnuts.

Staff estimates based on datgbprovided by the Research Department,

‘Da Afghanistan Bank. ' This item represents profits from governmant
_foreign exchange transactions with Da Afghanistan Bank.

~Includes stamp taxes.

The 1977/78 Budget combines exchange profits and selective export taxes
under the heading "Commercial transcctions®. The latter have been de- -
composed into the two former crmponents in the same proportions as they
were in 1976/77. Since exchange 3uhsidy exceeds the resulting exchange

~ profits and we present these data ~n a net basis, there is no entry

here for exchange profits.

.
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‘The reasons for limited tax performahce are twofold. First,
tax administration is weak in Afghanistan and tax assessments are
subject to personal interpretation of tax coi]ectors. This has
- led tc widespread tax av01darc

Second, the ctructure ¢f the economy 15 not conducive to
~_easy or equitable taxatien. Probably one-quarter of GNP is sub-
- ststence income, unmonetized and untaxable. Ten to fifteen
~percent of the nopulation is nomadic and virtually untaxable.
Foreign trade, typically the easiest and most important source
of taxation, is small. In addition, smuggling 1s a time honored
activity in Afgharistan, Attempts to increase taxes on inter-

- naticnally traded items increace the {ncentive to smuggle.

Modern industry and mining, the more easily taxable domestic
secters, account for only threo percent cf GNP. Moresover, modern
accounting practices do not exist in Afghanistan even among large-
scale Government enterprises. This makes sales, value added or
- business income taxes difficuit to utilize. More than fifty per-

cent of income and seventy percent of employment in Afghanistan
derives from agriculture or rural handicrafts, typically the most
difficult areas to tax.

rThe'source ef'actua]_tax-revenue in Afghanistan bears out
the ahove discussion. While fore.gn trade is limited, taxes on
- 1t account for three-quarters of tax revenues. Tnis is more
Lhan twice the percentage for uther developing countries. Incom:
. taxes account for only sixteen percent of tax revenues. Taxes on
production and internal transactions yleld only four percent of
tatal taxes compared to thirty percent in other deve1op1ng
countr.es.

- Non-tax revenues acceunyed for twenty percent of total
revenues. There were predeminantly natural gas sales to the
- Soviet Union. The income earned from other public enterprises,
though they comprise almest all major industrial establishments,
is very low and is falling,

‘The prospects for a rapid increase in tax revenues relative
to GNP are not good. - Imports are aiready heavily taxed. While
Amports are expected to increasa rapidly, much of this will be
in capital goods, which are subject tc lower tax rates. Exports
will be mainly agricultural-with limited potential for revenue.
generation. income growth will be in agriculture, the most diffi-
cult sector to tax; thus, income tax elasticity is Tikely to be
Tow. The Seven Year Plan projects major improvements in revenues
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from public enterprises. This is probably unreq]isticagiven the
consistently poor performance of public enterprises in
Afghanistan. Moreover, earnings from natural gas are 1ikely to
necome less important as a result of a recent conservation

policy.

Taxes on petroleum products reprasent one potential area

~ for revenue increases, If the selling price of gasoline and
diesel oil were to double, as proposed by the World Bank, it is
estimated that the resulting revenues could increass total taxes
by fifteen to twenty percent.

Another way to increase resources to the Government is to
recuce existing subsidies. The largest of these are for sugar
axa for civil servants wheat,  Hhile a reduction in the sub-
sidies to civil servants would probably be matched by increased
direct wage payments, the sugar subsidy does represent an
“{mpsrtant potential for easing financial constraints.

Charging fees for Government services is another way tc
raise revenues, Very 1ittle has been done in this area in ths
past,. The Government is considering such an approach in the
health sector, ' :

Overall, the outlook for significant expansion of Govarn.
rent revenues in the short run is not good. The Seven Year Plan
projects revenue increases at a rate of ten percent per annun.
Given the unrealistic projection fur income from Governront
?nterprises, actual revenue growth is likely to be substantiaily -
BRI § - -1 - - : :

Self-Help Activities., Perhaps the greatest prospect for
increasing the capacity of Government to provide needed public
services 1s to encourage self-help measures. The rural sector,
so difficult to tax Jdirectly, could pay in direct labor or cash
contributions for local projects. The advantages are:. (i) hha
‘beneficiary pays for what he gets; (2) there is less leakage
than going through inefficient central government processes; and
{3) tnere is greater likelihood that maintenance at the local
“Jevel wi11 occur. One difficulty is enticing a population,
accustomed to waiting for Government services, fo contribute
even a portion of the requirements. Another difficulty is
enticing the Government to insist on self-help contributions.

“Private Enterprise, Non-agricultyral private enterprise is
extiemely important in the Afghan econcmy, perhaps contributing
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forty percent to GHP. The majority of thekn'arE'sﬁaTTasca?e
and handicraft or service orzented This sector has npt_been |

dynamic.

The potential for significantly increased investment in

" the pyivate sector is great. There are strong irdications that
private savings have been considerable over the past several
years and these have not been utilized. The most significant
--constraint is uncertainty of Bovernment intent’ons “oward pri-
vate enierprise. The Seven Year Plan gives scart attention to
the private sector and the new constitution does little to
encourage private investment. This has resulted in a "wait

and see" attitude among potential entrepreneurs,

. Several recent deveIopmehts give reason for guarded
optimism, The revision of the Foreign Domestic Private Invest-
‘ment Law (FDPIL) provides incentives for the private scctor,
~including more generous tax holidays, duty exemptions on import
of capital goods and duty reductions on raw materials, among
others. Also, the Industrial Covelnpment Bank of Afghanistan
(10BA) has taken a number of major initiatives to stimulate
.investirznt in smali-scale iFdUSLP). Interest rates have been
.redugeu and collateral requ1rem»nfs have been significantly
ease

- (ther constraints to in resiment in the private sector have
been addressed. These incluie the removal of all taxes on
industrial licenses, pending arvroval of a mortgage law, and
the development of an Afghan-investment consulting'organization._
The initial results of these actions are encouraging. For
example, approximately 75 concessional lvans for small-scale
~ industry have been approved by IDBA during the past five months,

“compared with 28 during the nrevious two and one-half years.

. " We zonclude that while there are significant opportunities
for stimulating increased private investment, the potentiai for
- mobilizing additional government resources for development is
1imited. The possibilities of using more self-help mecsures
-can enhance the country's capacity to provide basic sccial ser-
vices and infrastructure. Tha rexlization of the potential of
private investment and self-help measures requ'lrsa chanqe in
”Eovernment policfes. -
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- 111. Allecation of Government Expenditures.

_ Governmént expenditures are small in relation to GNP,
~althouni they have been increasing in recent years,  In 1872/73

B total expenditures on both the ordinary and development budget

amounted to 10.8 percent of GNP; by 1976/77 this proportion had

- risen to 18.3 percent, During this same period, the proportion
of the budget aliccated for development grojects *ncreased from .
44 percent to 52 percent, Se= Table 3.

Hithin this budget there avre terious aI?ocation-prob]ems. o
Programs addressina basic human needs receive low priority.
Agricultural programs were allucated less than two percent of
- -the ordinary budget and 20 percent uf the development budget in

- 1977/78. The Seven Year Plan élluocates 25 percent of the

~ development budget to agricultural programs, yet agriculture .
~contributes 60 percent of GNP and 70 percent of employment.

Allocations for social services are also low, Health
accounted for 3.7 percent of the 1977/78 budget and during the
‘course of the Seven Year Ptan thic is projected to drop to 3.1-
garcent, Health accounted for an even smaller portion of the
derv2lopment budget. It was allocated less than three percent
or the total in 1977/78 and is expscted to averace only 1.2
wvercent cv:r the planned per1od

- Even more disturbing than the Tow budget levels for health
is its internal allocatior, Urpan nospitals recefve a dis-~
proporiionate 49 percent share of the budget. During a recent
exercis> to reduce the health budget the Ministry of Finance

" actuaily increased the hospital budget.

if rural populations are to recaive min}mun health

. services, programs addressiny their problems must receive signi-

ficantly greater resources., Thic will require larger budget
allocations as well as a shift of priorities within the -health
sector, Continued emphasis on providing urban health services
precludes the possibility of an equitable health system. '

. Education recelves a greater proportion of the budget thar
 does health but it is still seriously inadequate. The
proportion of GNP devoted to education is Jess than two percent,
This ranks Afguanistan in the lower quartile of developing
courtries. The proportion of the 1977/78 ordinary budget going
to aduzation is 19 percent and this i3 projected to remain
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1972/73-1971/78

(millions of Afghanis)

TOTAL ORDINARY

Overhead Expenditure
“Gen. Admin. and
Public Order
. Detense
Public Debt (interest)

Social Services
“Education
_ Health

.- Other

Identified Subsidies
Foreijn Exchange
Government Mornopoliias

- Wh2at for civil servants

D.  Pensions. Econamic
-Services and Other

“Transfer to Pension Dept.

Econamxc Serv1ces,0ther
| C +0

'TOTAL_DEVELOPMENT

GRAND TOTAL

DISTRIBUTIQN OF CENTRAL GOVERMNMENT EXPENDITURES

9021

29626

1/ Budget data

¢/ Includes 620 budgeted for sa1ary increased plus a large sum for rurchase

-of banks.

Source:

Ministry of Finénce.

' Budget
| 1wyn mnn41wwn wnﬁs1wwn 1977/78
4923 3419 5663 8354 9537 9790
2910 308 3245 3762 4072 - 4907
7T Em eer 10 194 46
1460 1545 1608 2114 2184 2731
659 679 750 548 614 696
1230 1412 1429 1569 1953 - 2430
- 968 - -10B3 1120 - T1ed3 1550 1850
186 152 206 268 - 342 373
76 137 105 58 61 207
_ 1306 £49 €89
- - 3% 367 397
- - - 778 82 - 42
T ? 7 2001 200 2501
1717 2013 1741
7 1 ? 3001 3001/ 3001,
7 ? S T3¥ 2613 7/ 1441
783 903 989 3023 3562 v453
4326 3672 4648 - 6065 11500 20233
'9249  - 10311 14419 21087
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constant during the course of the Seven Yaar Plan. . Only thrze

‘percent of the 1977/78 development budgot is allecated to educa-

tion, and this percentage is- expected to average only 1.7
percent over the course of the Sever Year Plan., Given the

. current high level of population growth and the potential for
- -even Tuch higher rates in the future, and given the small wercent-

age of the school-age population presently enrolled, these

~allocaticns are c]earTy insufficient to have a maJOr impact.

Ac in hea!th ‘the relattve priorities within tne education
sector appear to be unnecessarily skewed against the rural

-majori’y of the population. In the past five years 37 percent
..~ of education's ordinary budget and 42 percent of its development
. budget have been spent-on primary education; there are two
- -million primary school-age childrer, These figures were 16 ier-
- cent and 39 percent respectively for higher educaticn; there are

ten thousand university enrollees. Unless greater attention is
given to education in generaI, and primary education in particular,
Afghanistan will continue to rave a majority of its pepulation
flliterate and untouched by tha modernlz ng infliences of forma1
schooltng.

The Government's a1Toéat1on of its expenditure is based on a

‘development model which is »rban oriented and industrial based.

To meet the needs of Afyharistan’s popuiation will require a
fundamertal restructuring o¥ G:vernmental pricrities. The basic
income, health and educa*-ﬂ" neceds of the populaticn should we
attacked directly. Thus, a greater portion of Governmental
resources within those sactors fundine must be directed to basic

- needs. That implies the structuring cf delivery systems to impact

the rural agrarian populesiuvn,
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IV Foreign Exchnnge Situation

As of January 1978, the Tevel of Afghan!stan 5 foreign ex-

~change stood at app“ox1mate?y $365 million, equal to 10 months

of impor*s at 1976/77 rates. This is about four times the level

- of March 1975. Reserves increased about $60 million in 1976 and. -

1977 and then jumped by appraximately $150 miilion this past

" year. Foreign reserves grew primarily as a consequence of rising
~export commodity rices and very sharp increases in the foreign
- exchange remittances of Afghan workers in Iran and Arab countries.

The 60A has intervened in the frez money market to slow the

_apprec1ation of the Afghani., These purchases have totalled

$50 mi11ion in the past 18 montls. Notwithstanding such inter-
ventions, the Afghani has appreciated vis-a-vis the dollar

- from 55 Afghanis in March 1975 t3 43 Afghanis currently.

The GOA interventions, combined with significant deficit

 financing of public expenditures, caused the money supply to rise
by some thirty-two pércent during 1976/77 alone. Norwithstanding
" this increase in the money supply, prices rose only a moderate.

six purcent, This was much ress than would be expected from the
increase in money supply. The modest rate of inflation was
apparantly due to the very low marginal propensity to consume the
greih in private incomes and the willingness of the private
szetor te absorb this increase in money supply.

 An official reserve level cifficient to finance 10 months'
{roorts is higher than that of the nurmal developing country, but
is not balieved excessive for Afghanistan given the volatile pre-
~autionary and speculative nature of the greatly increased stock

. of. savings held. by the private sectior. But any significant
"further increase in forelign reserves would not be desirable, nor

would auy further appreciation of the Afghani. It is generally

ronceded that an exchange rate of approximately 50 Afs to the

dollar is desirable to provide adejuate export incentives -- the

 key to sagrifwcant growth in GNP, Thus, any additional appre--

ciation of the Afghani would undermiuz planned export expansion

| ~ard be detrimental to Afgnanictan's econonic development.

Tie problem facing thé'GOA'fs not an easy one. It must seek

to stabilize 1ts foreign exchange holdings, avoid any further
appreciation of the Afghani, and deter excessive inflationary
sressures. The 50\ believes foreign remittances have leveled off
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and will not increase this year. Export earnings are also
expected to decline slightly due to decreales in export prices
and reduced export crop production. Daspite this, the GOA

must find additional ways to increase imports to absorb $50-$100

million in foreign exchange annually cequired to bring {its ister-

- national accounts into balance.

Officials at the Da Afghanistan Bank argua that a number of

steps have recently been taken to check the growth in reserves,
. Until recentiy the GOA subsidized exports by olferirg a special
“conversion rate for all export goods, i.e., 48 Afghanis to the

dollar. Now all export earnings except those of six commodities

- must be converted at the free market price. A néw government

procuremant law has been promulgated making it significantly

- easier to purchase foreign commodities. In addition, Central
.. Bank officials state that they have Jurged the GOA to use foregn
' exchange for economically sound investments, such as the construc-

tion of a cement plant and match factory, and for the purchase of
wheat. Finally, they point ouZ that the GOA will be required to
increase substantially its debt repayments from approximately 330
million now to over $80 million annually Ly 1981.

White 1t is difficult to asress che success of these efforts
at the present time, it is encouraging that no GOA intervention
in the roney market has been raguired in CY 1978, a sharp con-

- trast to last year at this #imc. Only the future will tell how

sarnestly the GOA will seek {9 .acrease productive use of foreign

“exchange to promete Afghan**‘an s econcmic development. But i%

is clearly in the interest of A*ghanistan to see that these foreign
exchange resources are used productively and in a manner which
avoids excessive_inf1ationary pressures.

In conclusion, the rezert increzse in Afghanistan's foreign
exchange reserves is a mixed blessing. Crn the positive side, i
permits the GOA to pursue birovager development policiss without
serious fear of foreign exchan¢e cunstraints. Unlike many developing
countries, Afghanistan has T¢llowed a prudent monetary policy which

" has avoided excessive inflation, xept the Afghani fully con-

vertible on the free market, and avoided the creation of foreign
exchange constraints. This is all to the gocd. Moreover, given
the high level of privato precautionary and spetu1a+1ve savinjs,

foreign reserve holdings for 10 months of imports is not un-

reasonable. -On the negative side, the GPA has had difficulties

- controlling the exchange rate. Cieariy, the uOA must adopt policies




: ;15—”

- which channel future foreign exchange growth into development
- activities, a course the GOA states it is now following.

The present situation does not c¢all for any reduction in the
foreign assistance efforts of doners. Afghanistan remains one of
the least developed countries in the worid and requires subutantial
foreign technical assistance as well as additional investment
resources if it is to begin to meet the basic human needs of the

rmajority of its popu]ation.
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V. Labor M1gration '4_

‘The dramatic 1ncrease ef oil prices and the resulta"t

"-"ecnnomic expansion in the OPEC countras in 1973 has generated
.- significant employment prospects .for Afghan workers., It is
-estimated that 10 to 15 percent of the adult male labor for<e

worked at least part of last year in OPEC countries, notably

- Iran. These migrants are primarily unskilled iaborers and
construction workers.

~ The effects'of_thisgmigration are felt throughout X

~ Afghanician. The number of migrating workers varies with the

crop situation in Afghanistan. During a poor crop year there
is a reduced opportunity cost- to leave farms prior to the

“harvest; in good years there is less pressure io leave. Therc
- are reports of increasing difficulties in attracting sufficient

farm labor particularly at harvest time. Wage rates fer casual
labor have increased from an average of about 40 afghanis per

- day in 1976 to G0 afghanis per day in 1978, a real increase of
- about 33 percent. At the height of the last harvast season

rates of 100 afghanis;or’more had 10 be paid to secure labor,

The cotisn harvesting areas oi thé south and the provinces

bordering Iran have been partwcuemrly affected.

In Herat, the provinca mcst accessitle to .;an, wheat
prices are currently 20 perzent higher than any cther repo"tﬂﬂg

. market in the country. Such increased demand probably arose

from a combination of enlarged incomes from Irarian sources and
from & deciease in local produchion. It has been estimated that

- as much as one quarter of the rderat whoat land was left unplanted
~ last year as farmers choss ta_find woerk elsevhere,

- The increased opportunities in Iran for Afghanistan's under-
enp1oyed and the associated increased income prospects are
undeniat:ly beneficial in the short run, but it does have
consequences for Afghanistan®s jonger term development. If the
Iranian labor market continues br. absorb large numbers of Afghans,

" the agricuitural Tabor force will decline, wages will continue

to rise and mechanization will.be ingreasingiy'aCOnomic. The
problem, however, is that Iran may be an unreiiable market. IF
structural changes are made in the Afghan economy based on labor

- migration, a sudden closing of ‘the labor market would have

severe repercussions, A second problam, of course, is the

~ potential drain of the highly skilied from Afghanistan. In a

country-already short of skilled ranpower, this looming threat

should be of major concern. The uncertainty oF the situation could

be lessened if Afghanistan and Iran n2d a formal understanding to

‘regulate the flow of labor,






