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The 13541 State Budret of Afghanistan

-

I. Summary and Comments

By almost any criterion, Afghanistan's 1354 (1975/76) State Budget
is the country's most ambitious budget ever. Total expenditures are

sted to increase by 67 percent from the estimated level of 1350 (1974/
75),~ with development expenditures projected to rise by 130 percent and
ordinary cspenditures by 32 percent.

Ordinary Expenditures of Government Ministries and Agencies are budgeted
to increase by afs 847 million or 20 percent this year, compared to a 6 per-
cent increase budgeted [ast year. Over half of the increase is allocated to

the Munistries of Defense and Interior (Police), 19 percent to the Ministry
of Education, & percent to the Ministry of Foreign Affairs, and 5 percent to
the Ministry of Public Health The allocation to these Ministries accounts
for over B0 percent of the increase budgeted for all ministries and agencies.

External Debt Servicinz will amount to approximately $26 million in 1354
(1975/76). down from abow. $41 million in 1353 (1974/75). The decrease
is a result of the debt service relief provided by the USSR. Debt servicing
will amount to only about 12 percent of projecied export earnings in 1354
(1975/76).

Other Ordinary Exj anditures (subsidies and grants) were up by 45 percent
last year and are projectec to increase by a further 188 percent this year
(1975/76). A-counting for 11 percent of total ordinary expenditure= in
1971/72, Ot;her Ordinary Expenditures have g-own so that they are projected
at 35 percent of total ordinary experditures ir 1975/76. Most of the increase
in Otker Ordinary Expenditures in 1975/76 is to provide additional benefits
to government civil servants and to subsidize governm« ~ institctions wmch 5
will in tuy » -irld major benefits to civil servants, ‘

Total Develc . ment Expepditures (GOA budgetary plus project aﬁsﬁimmm& |
are projected by the Budget 1o increase by afs 5260 million, or 130 peroent
over the estimated actual of 1974/75. Funds allocated to the mines, indus~
tries and energy sector are two anc a half times the level approved last year,

1/ All estimates of 1353 expenditures and receipts were supplied by the
Ministry of Finance during the second week of May 1975.
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and the allocation to this sector accounts for 41.5 percent of total development
expenditures, compared to 30.7 percent last vear. The proportion of develop-
ment funds allocated to agriculture is down sharply, from 32.9 to 24,5 percent,
although the absolute amount is 40 percent lzrzer than tke level approved last
year. Down slightly are the proportions approved for social services (from
16.0 to 14,5 percent) ar2 for transportation and comuunications (from 18.9 to
15.3 percent). As is ‘he case for the other major sectors, however, the abso-
lute amounts approved for these latter twe sectors are higher than they were
last year, by 69 and 50 percent respectively.

The Financine of Development Expenditures is projected as follows: 25 percent

from the surplus is domestic revenues; 9 percent from domestic borrowing; 11
percent from commodity assistance; and 56 percent from project assistance. |

Total Resources available to the Government are placed at afs 19.2 billion by
the 1351 State Budget. Sixty-eight percent of the resources is to be generated
internaily (64 percent domestic revenue and 4 percent domestic borrowing);
and 32 percent is tc be of foreign origin (27 percent project assistance and 5
percent commaodity assistance).

Project Assistance is placed at $114 million by the Budget in 1354, up from
an estimated actual of $40 million in 1353, While there are a relatively large
number of donors, the USSR is expected to be the largest, providing 37 per-
cent of total project assistance and as much zs the combined amounts of the
next three largest donors, tae IBRD, FRG, and U.S.A.

Commoditv Assistance is placed at $23 millien, with the FRG providing over
50 percent of the total.

Domestic Revenue rose by an estimated 36 pe*rcent last year aod is pmimm
to increase by a further 27 percent or afs 2. 60 billion in 1354. Afs 0.8

billion of this increase is a result of a higher export price for natural gas.
The sale of urea is expected to add about afs 0.5 billion to the overall in-
crease of s 2.60 billion; and increased revenue from moncpolies is expected
to contribute about afs 0.4 billion. Direct tax receirts are projected to rise
by almost afs 0.6 billion as a consequence of: improved assessment and
collectior; more complete and accurate tax registers; an increase in business
license fees; the institution of progressive land taxes according to size of
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holdings; completion of lavd surveys in some provinces; the reimposition of
the livestock tax; and an increase in the efficiescy of government enterprises.

The ioregoing constitute the bulk of the anticipated increases in domestic
revenue, Growth of the economy and improved collections are expected w
increase the yield of most major sources of domestic revenue. Budgeted
receipts and expenditures for 1354 (1975/76) are summarized in Table I
below and are compared with receipts and expenditures of prior years,

Comments

Aside from the overall magnitude of the 1351 State Budget being proiected at

a substantially higher level than is likely w maferialize, it would seem tha:
there 2re at least five imporiant conclusions that one can reach when making
an analysis of the Budget. These conclusions will be listed and then dimnw&mi...
Tke conclusions are:

1. The Government is very anxious to begin making an emmmm impact
upon the people which can be perceived by the people;

2. Overall, the GOA will have adequate funds to firance the level of
developmental activity that is likely to materialize in 1975/76;

3. With respect to groups of people, the Budget seems to favor the
military and police, the civil servants and the urban population gererally.

4. In his Jeshvn Day speech of August 23, 1973, the President stated
that, "The Republican State of Afghanistian attaches great importance to heavy
industries, such as extraction of mines...chemical industries and electric
power...and industrialization of the courtry is our long-cherished wish. "
The priorities still obtain, ;

5. A very high priority is placed on lower-level education.
The Government was displeased that developmentai activity in 1974/75 was nc

greater than it was and this vear's Budget projects a very sharp increase in
development expenditures. While there is likely to be a substantial short-fall
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- TABLE 1 Summary of 1254 State Budget*

{afs million)
Actual 1353 uloey
1350 1551 1352  Budzet Est. 1354
Expenditures " 8727 9943 10102 12296 11510 19176
1. Ordinary ) 5450 5656 6531 7311 7450 9855
a. Ordinary Gov't 3707 3900 4285 4323 4400 5170
b, Ext. Debt Service 1151 1035 1411 1849 1840 1200
 c. Subsidies, Grants 592 721 835 1139 1210 3485
2. Development e 3277 4287 35T 4985 4060 9321
a. Budgetary 1917 2387 1986 2800 2250 41453
b. Project Ass't . 1360 1900 1585 2185 1810 5176
Resources | D 8727 9943 10102 12296 11510 19176
1. Domestic " 6438 6793 7895 9062 9034 12952
2. Revenoe 5821 6111 7017 8262 9555 12152
©. Borrowing 549 750 792 800 ~521 800
¢. Statistical Des. 68 -68 86 - - -
2. Foreign . 2289 3150 2207 3234 2476 6224
a. Commodity Ass't 923 1250 622 1049 666 1048
b. Project Ass't 1360 1900 1585 2185 1810 5176

-

* Sources: 1353 and 1354 State Budget Documents and the Ministry of Finance.



from the projected level, development expenditures should nevertheless be
substantially above last vear's level,

While it seems clear that there has beern a marked increase in the fiscal effort
under the present Government idomestic revenue rose by 15 percent in 1973/74
and by an estimated 3¢ percent in 1574/75), it would nevertheless appear that
the domestic revenue projected in the 1331 fiate Budget may be overstated by
as much as 2 billion afghanis. Budgeted srdinary expenditures also appear to
be overstated, by perhaps afs 0.75 biliion or more {the subsidy needed for
sugar and petroleum products was computed before the domestic prices of
sugar, diesel, and gzsoline were increased; furthermore, the forecasted price
of imported sugar seems hizh). Reducing dowestic revenus by afs 1 billion
from the level projected in the Budget and ordinary expenditires by afs 0.73
billion leaves afs 2.05 billion as the current budget surplus. Adding domestic
borrowing of afs 0,80 billion to this and, sav, afs §.90 billion of commodity
assistance (annual State Budgets typically m*?mtaze commodity assistance),
give GOA budgetary development resources™ of zfs 3.75 billion for 1354
(1975/76), or 67 percent more than the estimated actus? of last year. Over
the last few years, the ratio between the GOA’s budgetary development ex-
penditures and project assistance has been about 1,25:1 - i.e., for every

afs 100 million of project assistance, the GOA spent afs 125 million out of its own
budget for development. The 1354 State Budzet shows this ratio to be 0.80:1 in
1975/76 -- a consequence of some traditional donors financing a larger propor-
tion of project costs and of new donors {the cii-produring countries) financing
a very high proportion of project costs. Using a ratio of 1:1, GOA budgetary
development resources of afs 3. 75 billion would make possible total develop-
ment expenditures of afs 7.5 billion, While this is only 80 percent of the level
projected in the Budget, it is 85 percent more than the estimated level for last
yvear. Using a ratio of 0.80:1 would of course give a larger projected potential
for development expenditures. What this would seem to mean, as was the case
for 1974/?5:-, is that there will be adequate funds to finance the development
effort iu 1975/76. Individual projects will suffer because of bureaucrztic delays
and because of a pocr allocation. But inadequate financing due to lack of GOA
funds zt the macro level should not be a bottleneck to developn.ent in 1975/76.

1/ The amounts that the USAID will reimburse the GOA under the Fixed Amaount
Reimbursement procedure presumably should also be included in GOA budgetary
resources.

2/ The Finance Ministry's latest estimate of borrowing from the central bank in
1353 is a negative afs 521 million.
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As poted, a sharply bhigher ordinary budget was approved for the military

and the police, The increase, which 1bsorbs over half of the total increase
approved for all ministries and agencies, is three-fourths agzin as larce as
the increase appreved by the State Budget of last year and 330 percent greatey
than the ircrease approved the vear before. Furthermore, the development
budget of the Ministry of Defense, approved for a 50 percent increase over
last year's level, includes outlays of afs 175 million for a hospital and a
clinic, This afs 175 million is 80 percent 2s much as the total development
budget of the Ministry of Public Health, The sharp increase of 58 percent

in the ordinary budget of the Ministry of Foreign Affairs mayv 21so be related
to improving the security and stability of tke country.

When the present Government came to power after the July 1973 coup, its
indictment of the nerformance ot the economy under prior Governments was
harsh. Prices are now sharply higher thap at the time of the coup, bowever.
While Afghanistan has no satisfactory cost-of-living index, it does mairtain

a weighted national pric- index composed of 24 commodities. During 1333,
the index rose by 20 pe'cent, Most (96 percent) of the increase was due to
the rise in cereal prices resulting from domestic supply constraints, not from
higher world prices. JMeat prices also rose but vegetable and fruit prices
were down. Price increases of other foods (tez, sugar, salt, eggs) and of
nonfood items (e.g., soap, weod, electricity, petro, cotion textiles) contri-
buted less than five percent to the increase in the general price index. For
the period September 1973 ~ March 1975, the general price index rose by

48 percent. The index is not adjusted for seasonal price movements, however,
so this increase is misleading. From September 1973 to September 1974, the
index rose by 11 percert. There seems to be some consensus that real capita
income grew by less than 2 percent in 1353 1974/75).

Most adversely affected by the price increases are the urbar people and least
affected are the country's subsistence farmers who are essentizlly outside the
market. With the real income of the civil servanis shrinking rather than growing
from the already low level of mid~1973, additional benefits to this group smﬁm
especially appropriate and the 1354 State Budget provides for such bepefits.,~

_1_/ For a number of vears, foreign advisors have recommended an increase
in the civil servant pay.



While the retail price of cugar was increased by 25 percent at the beginning
of 1354, sugar is still highly subsidized and the benefits of the mbs}dy will
accrue disproportionately. and heavily so, to the urban p@mﬂaﬁian&. The
Budget also shows tha. .se Government intends for a large portion of its
development activities —- ¢2nstruction of hospitals, power plants, woter
supplies, industrial plants ~- to be located in the country’s larger cities,

The devel~pment budget of the mines, industries and energy sector is 154
percent greater than last year's., Last year's budget allocated 30. 7 percent
of total development expenditures to this sector, whereas this year's budget
allocat=s 41.5 percent.

The new Government has stressed many times that it places a high priority
on primary education. The Budzet seems to authenticate this. The develop-
ment budget of afs 149 million approved for primary education is 263 percent
larger than the afs 41 million approved last year. The ordinary budget for
primary education was approved for an 18 percent increase, from afs 437.6
million to afs 517. 9 million.

After increasing by oniy afs 6 and 8 million respectively in each of the prior

two years, the ordinary budget of the Ministry of Public Health was approved
for a 22 percent, or afs 43 million, increase in 1354. The relative increase

is fairly high compared to most ministries and agencies and larger absolute
increases were approved for only four Minisiries -- Defense, Education, Interior
(Police), and Foreign Affa’rs. On these coinparisons, it would seem that public
health is given a high priority, ranking perhaps third behind security and edu-
cation. The development outlay approved for the Ministry of Public Health is,
however, s‘ﬁghﬂy lower (2 percent) than it was last year, while the development
budgets of most ministries are sharply higher. Furthermore, the GOA contri-
bution is only 67 perccrr as much as it was lzst vear, with doror contributions
higher. From this it would seem that forzigners place a higher priority on

the development of public health than does the GOA and one is left with some
doubts about the priority that the GOA places on public health, There are

other interpretations, however. One interpretation is that the increased

1/ 1 may well be, ‘however, that the financing of tl.e subsidy is largely borne
by the urban population.
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ordinary ard (prac.ically) unchanged development budgets are a reflection
of the intention of the Ministry of Public Health to more efficiently urilize
physical facilities through an intensified effort to improve the operational
aspects of public health services.

The GOA contribution to the 1354 budget of the Rural Development Department
was approved at afs 127,5 million, up by 113 percent from the afs 60 million
approved for the pricr vear. The GOA contribution to the HAVA development
budget for the upper Helmand {(excluding allocations to the Kajakai floodgate
project) was approved for only ap 11 percent increase. HAVA's budget was
approved, however, before there were any indications that the USAID would

be supporting projects i the Vallev in 1354. The Minister of Planniog has
assured the Mission that if additional funds are needed to support U.S. projects
in the upper Helmand, such funds will be forthcoming,

We close this section by noting that the 1354 State Budget contains an estimate
of actual revenue for 1353, with the estimate of domestic revenue being
practically the same as the amount projected a yvear earlier in the 1353
StateBudget. Since the appearance of the 1354 Siate Budget, the estimate

for domestic revenue in 1353 has been revised sharply upward.



II, Government Resources

The 1354 State Budzet projects a record increase in the resources availzhle
to the Government for 1973/76. This is true of resources from both domesiic
and foreign sources. The magnitudes of chauge, as shown direetly below 1/
are large. Thus, tolal resources are projected {o increase by 67 percenty”

TABLE 2 Absolute and Relative Chances in Resources Available to the
GOA, Estimates for 1352-53 (1873,/74-1974/75) and 1333-34
(1974/75-1975/76).

Absolute Changes Relative Changes
| {afs millions) %
Resources 1352-53 1332-54 1352-33 1353~54
* .
Domestic Resources 1140 3918 3 43
- Domestic Revenue 2538 2587 36 27
- Borrowing -1313 1321 - -
Foreign Resources 269 3748 p 152
- Commodit Ass't 44 382 7 57
- Project Ass't 225 3366 14 186
Total Rescurces 1409 7666 14 87

* There is a statistical discrepancy of afs 8¢ million recorded in 1352.

1/ This may be misleading. The 1353 State Budget approved borrowing from
the central bank of afs 800 million. Rather than borrowing, the GOA ran 2
surplus in its budget and bank credit to the central government decreased by
an estimated afs 521 million during the year. This "reduced” resources
available to the Government by afs 1321 million in 1353.
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{afs 7666 million) in 1254 (1975/76) over the estimated actual’ of 1353

(1874/75). This compares to 2 14 percent increase in 1353 (1974/75).

After increasing by 36 percent in 1333 2974/75), domestic revenue is

projected to increzse by a further 27 percent in 1354 (1975/76). Project

assistance 15 projected to increase by 186 percent.

Substantiz] inereases in resources are wanted w finance the expected
sharply higher Government expenditures. The new Government is eager
to make an economic impact on the people which the people can pereeive,
The GCA was displeased that development expenditures were o higher
than they were in 1333 (1974/75). There consequently seems to have been
no timidity in including increased development expenditures in this year's
Budget, There may be another factor contributing to the high projections
for expenditures. The Budget Department of the Ministry of Finance
introduced 2 new budgetary schedule which requires expenditures to he
broken down into numerous categories and subcategories with detailed
allocations for each. Once a budget is approved, funds camnot be trans-
ferred from one category to another without the authorization of the
Ministry of Finance., Anticipating the red tape associated with a request
for a transfer, it has been suggested that ministries tended to overallocate
to the many categories sv as to mipimize the likelihood of having to transfer

Domestic Revenue. Consccutive year growth rates, 1971/72-1974/75, in
domestic revenues and the rate projected by the 7354 Budget for 1875/76 are;
5, 15, 36, and 2. percent respectively. The projected growth for 1975/76 is
of course very optimisti.; and while the attainment of such growth is con~
ceivable, the probability of attainment would seem to be very low. Contri-
buting to-the growth rates in 1973/74 and 1974/75 was the Goverpm=nt's
drive to collect back taxes, a process initiated bv the new Government after
it come into power following the July 1973 coup.~ 2/ This source of revenue
may be pear exhaustion. Obpe can nevertheless conclude that if the will
exists to collect the revenue, it can be collected. Orne cav guestion, however,
whether such a course of action would vield a higher and better use of re~
sources than if the resources were retained by the private sector, especially
the private business sector.

The Budget projects domestic revenue increasing by afs 2597 million in 1354
(1975/76). Table 3 following shows the source of increase according to
major category.

1/ The estimates of actual expenditures and receipts for 1353 are the Finance
Mipistry's latest esttmates, egast of theestimates are probably fair,

2/ .The process was a(ztuam under the prior government but with less
determination.
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TABLE 3 Domestic Revenues, Estimates for 1353 (1974/75), Budget
Projections for 1354 (1975/76) and Changes ir. Revenue

afs millions

Revenue  Revenue Estimate Budget - Pervent
Code Source 1974/75 1975/76 Change Change
1060 Direct Taxes 1092 1687 595 54
200 Indirect Taxes 5522 5520 -2 4]
300 Sale of State Prop~ 1643 2654 1009 61
erty & Services
600 Gov't Enterprises 397 1350 853 240
Other 893 941 42 _5
Total 9555 12152 2597 27

* Source: Ministry of Finance and the 1354 State Budget

The largest increase, amountirg to afs 1009 million, is expected to come
from the "Sale of State Roperty and Services™ which will be mainly a result
of increased revenue from the sale (export) of natural gas to the USSR,
Revenue from the latter was afs 1175 million in 19%4/75 and is expected to
increase by afs 850 million to afs 2025 million in 1975/76. That this will
happen is relatively certain since 2n agreement has been reached with the
USSR on both price ($16.10/1000 cubic meters) and guantity (2.8 billion
cubic meters). Increased telephone charges, ircreased sales of citrus

from state farms, increased exports of minerals and improved adieinisirative
procedures covering disposal of Government property account for most of the
remaining improvement expected in Account 30¢. The reveme projected for
this account is realistic.

Revenues from Government Enterprises are projected to yield the next largest
increase ~~ afs 953 million. In the past, the Government Monopoly has
geperated most of the net revenue attributable to Government Enterprises, from
the domestic §ﬂe of imported sugar and petro products. With the rising world

sugar pricesz'- over the past three years and a domestic sales price for sugar that

1/ Average c.i.f. prices were $92, $225, 3272, and $535 per MT for 1971/72 -

1974/75 respectively. For the last two contracts recenily signed by the GOA,
$1,140/M7 was paid for 5,000 MT (from USSR delivered to a border port) and
$885/MT was paid for 11,000 MT (this latter contract was with a German firm
operating in Iran). ‘



has not increased proportionately, the Sugzr Al-nopoly's coptribution 1o
Government revemie has been declining a-d the Sugar Monopoly will have
to be subsidized in 1334 (1973,76). In 1873,76, the Petrnleum Monopoly
will have to pay approximately 2.5 times 25 much per unit for W@I{m&

and diesel fuel as it has been paving for the past several vears,~ The
operations of the Petroleum Monopoly shauid nevertheless more than cover
costs, but the net revenue will not be neariv erough to off-set the loss ¢
the sugar operation.~ Thus the afs 700 million revesue that the 1353 Budyet
shows for the Government Monopoly is a Scdo. The internal and exterral
sale of domestically mwanufactured fertilizer is projected to vield revenues
of afs 500 million., This would seem 0 be an overiy conservative estimate,

1/ Afghanistan has been paying an average price of about $42/MT for gascline
and diesel fuel for the past sevcral years. The country wili be able to cbizin,
under an old contract, 30,00 MT of gasolize at §23/MT (1.93 cents/liter)
 from Iran in 1975 but will pay $97/MT (7.11 cents/liter) for diesel frel from
this source. The trade protocol with the USSR calls for the importation of
85,000 MT each of gasoline and diesel fuel. the former priced at 3130/T

(10. 92 cents/liter) and the lalte: at $110/MT (8. 06 conts/liter) at a porder
port. ' ‘

2/ A study made by the Ministry of Planning indicated that with the new import
prices and at the old retail prices of gasoline and diesel (afs 8 and 6 per liter
respectively}), the Monopoly would do some bemnter than break even on its petro-
leum operations. Sales of diesel are proiected at about 17¢ million liters and
sales of gasoline at about 140 million liters., The added price of afs 2 per liter
on diesel should increase net income by rouchly afs 340 million and the added
afs 0.5/liter on gasoline by about afs 70 r—illion. Net income of the Monogaly
from its petroleum cperations could accordizcly reach afs 500 million in 1354.
The losses from sugar may be over a billion afchanis however. For example,
if the c.i.f. import cost of sugar averages $7530/MT durirg 1975/76, this will
be approximately afs 45,000/MT. Consurmers pay afs 30/kg. Distribution,
administration, other costs including impost duties amount to about afs 3/kg.

A subsidy of afs 20, 000/MT would be needed. For 52,000 MT, the sugar imporis L

expectad in 1975/76, the subsidy would be afs 1.04 billion. The Budgeris on a
cash basis and a substantial change in year-end ipventories would play havoe
with the above estimates.
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The next largest increase - afs 393 million - is projected from: direct Mm&%..,
Receipts {rom these taxes have been growing very rapidly and, according

the 1354 Pudget, are to be wccelemzted ir 1975/76. T.ue annual rates of Mmmm
1972773 - 1372/75, and the rate projected by the Budget for 1975/76 are 34, 43,
33, and 51 percent respectively. Over the period 1971/72 - 1974/75, receipts
from these taxes comtributed 7, 9, 12, and 11 perceni respectively to annual
domestic reveme and are projected to yield 14 percent in 1975/76. The vields
frr direct taxes sin.e 1971/72 are shown below in Table 4.

TABLE 4 Direct Tax Receipts {afs m:llious)

. | Actual 1974/75 Budret
Code Hem 1971/72 1972/73 1973/74 Budget Est. 1973/76
160  -~Direct Taxes 428 573 818 2257 1092 3837
1,0  Individual Income - 216 230 363 392 470 332
120  Corporate Income 138 165 289 275 430 450
130  Real Property 70 78 84 350 %0 350
140  Livestock - - - 100 - 100
150  Govt Enterprise - - 89 78 120 80 160
180 Other 4 1 4 20 b 35

The inclusion of a multiple increase in land tax revemues is by now institutionalized
intn the annual budget making process. To a lesser extent, the same is true of the
(reimposition of the) livestock tax. This tradition is continued in the 1354 State
Budzet which projects a quadrupling of land tax revemues (from afs 90 million to

afs 360 million) and an increase in revenue from livestock taxes of afs 100 million.
The fact that these two sources of increased reveme have been so resistant, non-
responsive to hudget projections in the past, leaves one skeptical that they will
respond in 1975/76. A reason given for the failure of the Budget projection on
revenues from land and livestock taxes in 1353 (1974/75) was that the Goverrimemt
did not have the timme to set up the mechanism needed for implementation, While
this may have been true, there see ﬁs 1o have been little work done over the past
year to develop such 2 mechanism.~ Yet, one's skeplicism should be tempered,

for over = number of vears the annual State Budget projected sizeable increases

in receipis from individual and corporate income taxes to no avail. Recently,
however, the yields have been rising very sharply as is shown in Table 4 abowe,

1/ Cadsstral surveys did continue however.
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One nevertheless has to conclude that it is Lizhly unlikely that the increase

in the revenue projected for 1975/76 from direc: taxes will be realized and
that a substantial short~iall of at least afs 300 million can be expected.
Furthermore, it is not ciear that the attainment of the projection would be
desirable. The increase projected for Teverues from individual income

taxes is in large part a tax on businesses.~ And if the livestock tax and tie,
increased tax on land cannot be collected with some degree of uniformity~
then it would seem that the tapping of these sources of additional revenue had
better be postponed until they can be administered with some degree of eguity.

In an attempt to hold down domestic prices in 1333 (1974/75), the GOA reduced
import duties on some scarce essential consumption goods and subsidized the

consumption of sugar. To replace the revenze lost from lower import duties
and to finance the subsidization of sugar, the GOA imposed export taxes on some

1/ Thus: Revenue fafs million)
1333 1354
Acgount Revenue Source Estimate Budget
11 Private Traders 245 280
112 Fixed Business Tax 60 80
113 Salaries 45 50
114 Shares 1 1
115 Written Declaration 34 40
1186 Transfer 15 15
117 Private Contractors 35 45
118 House Rent -  §
119 Transport 35 a0
110 Total Individual Income 470 - 552

2/ Finance officials note that good surveys exist for some provinces and that
the progressive land tax could be implemented in these provinces and dove so
equitablv. As the cadastral surveys of additional provinces are completed,
progressive land taxation would the o b2 Introduced into these provinces.
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commodities {cotton, oilseeds, walnuts, raisins) in an attempt to zbsorb
some of the windfall profits that would have accrued to exporters ariziog
from high world commeodity prices. These iﬂgc‘eﬁpzs were intended to be
used mainly to subsidize sugar consumption.= The retail price of sugar was
maintained even though the import price doubled. The export tax on cotton
was the eguivalent to the receipts in excess of afs 51,472 per MT for muld-
lateral exports and to the receipts in excess of afs 46,222 per MT for bi-
lateral exports. The tax on oilseeds was the equivalent to 10 percent of the
proceeds in excess of afs 14,000 per MT; on walnuts, 5 percent of the proceeds
in excess of afs 28,000 per MT; and on raisins, 10 percent of the excess of
afs 30,000 per MT for uncleaned raisins and afs 35,000 per MT for cleared
raisins.2/These taxes are retained for 1354 but their yield should fall sharply
since commodity prices are substantially lower. Vegetahle oil and plain
cotton goods were allowed to enter the country duty free in 1333. With the
sharply higher domes. ¢ cotton production in 1353 (1974/75) and the proiecied
increase for 1354 (1975,/76), the tax on vegetable oil imports has been fully
reinstated and the tax on coiton goods partially reinstated. Receipts from
indirect taxes are projected to stay at about the same level in 1354 as that
which materialized in 1353, when revenue from indirect taxes {Account 200)
rose by 56 percent. The projection for 1334 would seem to be a reasonable
one.

Afs 42 million of additional reveme is expected from other accounts,

It is highly unlikely that the domestic revenue projected in the budget will
materialize. The greatest shortiall, perhaps not less than afs §00 million,
will be in the Government Enterprises Account. The next largest shortfall
is likely to be in the Direct Taxes Accounf. Domestic revenue is likely to
be at least afs 1 billion less than the amount projected by the Budzet.

Domestic Borrowinz. At the time the Budzet was being put together, there

was litile more rationale for the proposed borrowing ficure of afs §060 million
than that it was the fisure which was used in last year's Budzet. Present ‘
projections by the visiting IMF Article XIV Consultation team saggest, however,

1/ Finauce officials say, however, that none of these funds were transferred

to the Sugar Monopoly in 1353; that the Sugar Monopoly itself finzaced the

subsidy to consumers by drawing down its cash balarce and by transferring
no revenue to the Government's Incoming Account.

2/ Beginning with 1354, the latter regortedly was changed ‘m a tax of
I5 percent on the expori value in excess of afs 30,000 per EI.



~16~

that afs 800 million of borrowing is not an inappropriate level and will provide

the basis for an expansion in the mcney supply of something close to the 9 per-
cent of 1353.

Commodity Assistance. Cummodity assistance is expected to amount to
afs 1045 million (323 millie=z):

| - $ millions | |
.FRG 13 DM 30 million
USSR 6 ' Rbls 4.7 million
Japan 3 Yen 107 million
¢ Other 1- 2
Total 23

Commodity assistance is exceptionally difficult to forecast and the anmual
State Budgets almost alwavs overestimate revenue from tkis source. The
estimate for 1354 appears to be a fair one, however, but somewhat on the

high side. Projected commodity assistance of afs 1045 million for 1354 is
57 percent greater than the estimated actual of afs 666 million for 1353.

Proiect Ass{stame. The Budgzet forecast for project assistance in 1354is

$114. 27 million, up from an estimated $40 million in 1553, Project Ammm .
is discussed in some detail in a later section, .




IO, Ordinarv Expenditures

Traditionally, ordinary expenditures of the Goverrmmrent are divided into:
(28) Ordinary Expenditures of Government Ministries and Agencies; ()
External Debt Servicing; and (¢) Other Ordinary E\mndmfzgm, the latter
composed mainly of subsidies to civil servams, exporters; and Govern-
ment institutions. This classification is followed here.

Ordinary expenditures account for approximately three~fourths of the
Governmen:'s to. budgetary expenditures., The former are scheduled
for a sharp increase in 1975/76 even though external debt servicing will
fall subsartially, Indexes of ordinary expenditures are shown below with
1971/72 = 100:

Indexes of Ordinary Expenditures (1971/72 = 100)

Actual _1974/75 Budzet

1971/72 1972/%3 1973/%+ Budret Est 1975/76
Government ordinary 100 105 116 117 119 139
External debt service 100 80 123 161 160 204

Other ordinary 100 122 E | 192 204 589
Total ordinary 100 104 120 134 137 181

Ordinary Expenditures of Government Ministries/Agencies. After a rather
stringent Ordinary Budget for Government :mnism@wgm in 1353 (1974/75)
when an expansion of 6 percent w3s approved, a gererous 20 percent increase
was approved for 135¢ (1975/76)=' The Ministry of Foreign Affairs was granted
the largest relative increase -~ 58 percent. The absolute increase for this
Ministry rarked fourth, followirg Defense, Education, and Interior (police).

The overall increase in the Ordinary Budget of Government Ministries and
Agencies was afs 847 million. Of this, as is shown ip Table 5 below, afs 309
million or 36,5 percent went to the Ministry of Defense; afs 160 million or

1/ A misromer but 3 traditional classification. The export subsidy is the
difierence between the surrender rate paid to exporters on export proceeds
earned on cotton, karakul, and wool, and the official rate.

2/ These percentage changes are based on the approved budget figures, not on
actual expenditures. At least in the past, new hudget figures have been based on
the budget figures of the prior vear more than on estimates of actual expenditures,
and it may be that changes in budgeted amounts reflect the intentions of the GOA
better than changes in actual amounts. The percentage change, 1352 to nm, Iimm
(estimated) actual ordinary expendimures by mmm mirnistries and agencies
amounted to 2.7 percent.




.

TABLE 5 Ordinzry Budzets of Government Ministries and Agencies,
1353 ang 1354"

Percentage of Toind

Budget - afs Millions Increase for All
Ministrv/Agency 1333 1354 Increase AMinistries: Agencies

1. Defense 1600 1909 309 36, 5
2. Education 940 1100 160 i18.9
3. Interior {Police) 430 552 122 14.4
4. Foreign Affzirs 90 142 52 6.1
5. Public Health 200 243 43 2.1
6. Finznce a7 134 37 4.4
7. ‘Public Works 95 131 36 4.3
8. Info-Culture 75 95 20 2.4
9. Kabul University 202 216 14 1.7
10, Air Authority 60 73 13 ‘lm 5
11. Other 534 575 4 4.8
Total 4323 5170 847 100.0

* Source: 1353 and 1334 State Budgets
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18.9 percent was allocated to the Ministry of Education; and afs 122 million
{14.4 percent) to the Minictry of Interior (police). Thus these three Ministries
were allocated 70 percent .I (he total increase and these three Ministries plus
Foreigp Affairs were allocated 76 percent of the increase. Ministries/Agencies
are ranked on the basis of ~bsolute increase in their budgets in Table 3,

Defense and Internal Securitv. The new Government provided for a modest
increase in the budge. for defense and internal security last year (1974/75) but
approved ~ sharp increase this year, with this year's budgeted increase being
three-fourths again as large as last vear's and 380 percent greater than the
increase budgeted the prior year., The increase in the ordinary budget for
defense of afs 309 million for 1354 (1975/76) is larger than the absolute amounts
of the ordinary budgets-of all ministries/agencies except those of the Ministries
of Education and Interior (Police). Yet, the ordinary budgets for defense and
securify have been moving downward relative to total ordinary expenditures

and domestic revenue, and have remained at about a constant proportion of
total expenditures (ordinary plus development including project assistance).
And under the highly unlikely outcome of total revenue/expenditures projected
for 1354 materializing, defense and security expenditures will fall further
relative to total ordinary e..penditures and domestic revenue,

Thus:

Ordinary Expenditures Percent o
for Defense and Internal : 1353 Budger
Security as a Perccnt of: 1350 1351 1352  Budget Est 1334
Total Ordinary Expenaiturcs 30 A 29 28 28 25

Domestic Revenue 28 28 27 25 22 20
Total Expenditures 19 17 19 17 18 13

Education. After growing at 10 percent annually since 1350 (1971/72), ordirary
expenditures of the Ministry of Education are budgeted to increase by 17 percent
in 1354, Kabul University, however, is budgeted for only a 7 percent increase,1/
following no ircrease in the prior year. These developments would seem to agree
with the GOA’s stated policy of increased emphasis on lower-level education and
a retrenchment in hizher education, Nevertheless, as is shown below, ordinary
expenditures by the Ministry of Education are not becoming relatively more
important when compared to total ordinary expenditures, domestic revenues,

and total expenditures. The decline shown for 1354 (1975/76) is not likely to

1/ A budget of afs 202 million was approved for 1353; the Ministry of Finance
ectimates that expenditures were afs 210 million.

',‘,,
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materialize, however, because the funds allocated to the Ministry of Education
are likely to be utilized whereas the Budget estimates for total ordinary expen-
ditures, domestic revenues and total expenditures are higher than will materizlize.

Ordinary Expenditures by PERCENT

the Ministry of Education Actual 1353 Budzel
as a Percent of: 1350 1351 1352 Buczet Est 1354

Total Ordinary Expenditures 13 14 13 13 13 11

Dcmestic Revenues 12 13 i2 11 10 9

Toial Expenditures 8 8 9 8 8 6

There is additional evidence that the GOA places a high priority on primary
education. The size of the ordinary budgets approved for primary education
has been growing very rapidly over the past few years; the growth in ordinary
expenditures by the Ministry of Education has been rapid; but the growth in
ordinary expenditures by Kabul University has been slow:

Ordinary Budgets
1971/72 1972/73 1973/14 1974/75 1975/76

A. Primary Education

Budget (afs millions) 241 263 340 438 518
Index--1971/72=100 100 109 141 182 215
*Source: Ministry of
Education
B. Ministry of Education
Budget (afs millions) 700*  773% 872+ 937+ 1100
Index--1971/72=100 100 110 125 134 157
* acfual expenditures
C. Kabul University
Budget (afs millions) 176* 197* 211* 210* 216
Index--1971/72=100 100 111 120 119 123
*actual expenditures

Public Health., After growing at 7 percent annually since 1350 (1971/72),
ordinary expenditures by the Ministry of Public Health are budgeted for a 22
percent increase in 1354 (1975/76). While a sharp increase, it is not as large
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an increase, in relative terms, as the increzse projected for total ordinary
expenditures, domestic revenues, and toizl expenditures. As poted above,
however, the projecdons for the latter three items are high.

Foreicn Debt Service. TIoreign debi servicing, which has been growing at 17
percent annually since 1330 (1971/72), will fz11 by a sharp 35 percent in 1334
(1975,/75), and will amount to only about 12? percent of projected export ez m%a.
The decrease in service pavments from afs 1,84 bﬂhon in 1353 to ais 1.2

biilion in 1354 (1975/76) is due to USSR deb: relief.! The relief totals 1@@
million roubles (about $135 million), is to be spread over a sm» year period

and become effective in 1975.

Other Ordinarv Expenditures. This class of expenditures (subsidies, grarts)
has been growing at a very rapid rate of 27 percent annually since 1350 (1971/
72) and is projected to increase by 188 percent in 1354 (1975/%6) over the
estimated actual of 1353 (1974/75). The account is pw jected at afs 3453
million in 1354, up from an estimated afs 1210 million in 1353. The very
sharp increase would clearly seem to be a concession to civil servants, I

is also directed at the urban population. There are afs 200 million to sub-
sidize wheat consumption by the civil servz=ts; afs 182 million to pay for an
increase in civil servants' lupch allmvance, afs 300 millior for the Government's
contribution to civil servants’ pensions; afs 1200 milliop to subsidize sugar
consumption; and afs 157 million to purchzse 170 new buses for Kabul. The
account contains afs 585 million of unalloczzed reserves (see n‘es to Table
A-5 for a more complete listing of allocations).

The growing relative importance of "Other Ordinary Expenditures™ is illustrated
below. Such expenditures amounted to 11 percent of total ordinary expenditures
in 1350 (1971/72) but are budgeted at 35 percent in 1354 (137"/‘76).

% of Tot2l Ordinarv Expenditures
Est Budzet
Ordinary Expenditures 1971/72 197233 1973/74 1974/75 1973/76

By Ministries/Agencies 68 69 66 59 52
For External Debt Service 21 18 22 25 12
For Other Ordinary A1 13 13 16 35

Total 100 100 100 100 100

1. These two figures refer to GOA budge:ary debt servicing converted 2t afs 45.3/
USS. The estimates of total external debt servicing for 1353 and 1354 are $45.0
and $31. 5 million respectively.



The Budget estimate o1 Other Ordinary Expenditures for 1354 (1975/7¢)
would appear to be high, however. The estimate of the subsidv required
for sugar and perro proaucts is afs 1.2 billion. This estimate was
made before increased domestic prices were approved for sugar, diesel,
and gasoline. The estimated import price of sugar alsc appears high

in view of the recent sharp drop in world sugar prices. A subsidy of
afs 1 billion should cover the losses incurred by the Government in

its sugar operations. The peiroleum operations should generate net
revenuc Of perhaps as much as afs 500 million. The projected subsidy
of afs 1.2 billion would consequently appear to substantially oversiate
the subsidy needed.

»



IV, The Development BPudoet

A development budget of afs 9.32 billicn was approved for 1354 (1975/76),
up by 130 percent from the estimated actual of 1533 (1974/75). Excluding
reserves, 71 percent of the development budzet is allocated to fuur ministries/
agencies -~ the Linistry of Mines and Indusiries, 29 percent; the Ministry of
Agriculture and Irrigation, 16 percent; the Afghan Electric Authority, 14 per-
cent; and the Ministry of Public Works, 12 percent. Almost 85 percent of the
approved development budget is for ongeing prejects. Expenditures for new
projects are concentrated in industries and ezerzy and most new projeds are
surveys and feasibility studies. Over 80 percent ¢of new project costs will be
borne by project assistance, according to the Budget, and 54 percent of ongoing
projects.

Sectoral Allocation. The proportion of development expenditures allocated to
the mines, industries and evergy sector is up shzrply, from 30.7 percent in
1353 (1974/75) to 41.5 percent in 1354 (1975/76). There are small declines
in the proportions allocated to social services (from 16.0 to 14.5 percent)
and to transportation and communications (from 18.9 to 15.3 percent) and a
sharp decline in the proportion going to the zgriculture and irrigation sector.
The proportion allocated to the latter sector decreased from 32. 9 percent in
1353 to 24, 6 percent this vear. The absolute amounts approved for each of
the four sectors increased, however. The increase for the mines, indusiries
and energy sector was a large 154 percent. The increase for soc:al services
was 69 percent and for transportation and communications, 50 percent. The
40 percent increase for agriculture and irrization was the smallest relative
increase of the four sectors. The sectoral allocation of the development budget
is shown in Table 6 following.

Budgetarv Development Expenditures of the GOA. The extent to which the GOA
is willing 1o commit its own resources to finance particular development
activities may provide a better-indication of the Government's priorities than

the extent to which activities are financedly project assistance. In Tahle 7
below, GOA budgetary development expenditures (i.e., development expenditures
exclusive of project assistance) which were approved for various ministries,”
agencies in 1354 are compared with the same such expenditures for 1353. All
ministries/agencies with a total development budget of over afs 200 million

are included in the table, plus one, the Rural Development Department, with
less. On the criterion of relative increases in approved budgetary development
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Table 6 Sectoral Allocation of Development Budget *

Budgzet Allocatdons

{afs millions} ¢ of Total
1671775  1973,76 1974/75  1975/76
1. Agriculture & Irrigation 1641 2291 32.9 21.6
- agriculture 650 1070 13.6 i1.5
- irrigation 961 1221 19.3 13.1
2. DMines, Industries, Energy 1528 JET4 30.7 31.5
- mines 695 1636 13.9 18.1
- iﬂd’\lsm? 481 945 9.6 ﬁ.@w 1
- energy 352 1243 7.1 13.3
3. Social Services 799 1354 16.0 15,5
- education 157 292 3.1 3.1
-~ public health 168 460 3.4 4.9
4. Transpert, Communications 945 1122 8.9 15,3
- land transportation 556 1184 11,2 12.8
- communications 277 147 5.6 1.6
~ sourism & air transport 112 81 2.2 0.9
5. Total 4912 £841 98.5 85,9
6. Reserves 73 380 1.5 4.1
7. Grand Total 4985 932 100.0 100.0

* Source: 1353 and 1354 State Budgets.



expenditures, primary edicaticn and rural development have the hirhest
priorities. Approved 1354 budzetary development expenditures for primary
education are 286 percem c. such expenditures for las: yvear. The corresponding
figure for rurai development is 213 percemt (see Table 7). The Ministry of
Public Health is at the bottc.z of the ranked list. The Ministry of Agriculture
and Irrigation and HAVA also make a poor showing on the criterion of relative
increases in approved budgetary development expenditures. It should be noted,
however, that HAVA'S budget was already approved (by the Ministry of Plansirgy
before the-e was anv indicztion that the U.S. would be finrancing projects in the
Valley in 1354. The Minister of Planning has assured the USAID that if addi-
tiona! funds are needed to support the U.S. projects, the funds will be forth-
coming. '

ije!ct. assistance is heavily coucentrated in mines, industries and energy.
While a relatively high proporiion of the GOA's budgetary development expen-
ditures is also allocated to mines and industries, the GOA's development budget
is more heavily concentrated in agricuiture and public works than is project
assistance. Thus: .

% of Total GCA Bud-
% of Total getary Development

Project Ass't Expenditures
Ministry of Mines and Industries 35 21
The Afghan Electric Authority 21 4
Ministry of Agriculture & I-rig + HAVA 12 28
Ministry of Prblic Works 7 19

Project Assistance: The Donors anc Their Projects. The Budget forecast

for project assistance in 1554 (1975/76) is $114.27 million, up from an estimated
actual of $40 million in 1353. While the list of significant donors is growing,

the USSR is expected to be the bigzest supplier of project assistance (§42.0
m*ilion, 36,8 percent of the total), providing 2lmost as much assistance as the
next three largest donors (IBRD, FRG, and US) combined. The Budget shows

17 percent of total project assistance as being grant assistance and 53 percent

as being loan. - Of the four major donors ~- the USSR, IBRD, FRG, and the U.§,»~
U.S. project assistance is expected 1o contain the largest grant component,,
amounting to 30 percent of total U.S. project assistance. The grant component

#
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Table 7 GO Budgetzry Developroent Expenditures Approved for Ministries/

Agencies in 1333 (1974/75) and 1324 (1975/76) and Percent That
1354 Approvals are of 1353.*%

@ @ @)
Expenditures (afs Millions) Coluran (23 »

Ministry /Agency 1353 1354 Column (1) x 3( |

Rurzal Development Department 60.0 127.5 213 G E

Ministry of Mines & Incustries 448.5 776.7 173 e
Ministry of Fublic Works 4498.1 - 727.9 162
Ministry of Education 107.6 163.9 152
Primary Program (27.5) {78.7) (286}
Secondary Program $1.0) (38.9) {76)
Voc. & Teacher Trzining (25. 8) (21.3) (83)
Ministry of Defense 80.0 130.1 145
Afghan Electric Authoriny 117.9 165.9 141
Minis%;y of Agri & Irr 798.4 BB8.6 n
BAVA~ 102.6 114.5 111
Herat Livestock 20.0 18.4 92
Ministry of Public Health 147.1 98.8 67

* Source: 1353 and 1354 State Budgets. Tbhe list includes all ministries/agencies
with total development budgets of over afs 200 million plus the Rural Development

Department,

a/ Excludes allocations to lower Helmand and to Kajakai ficodzate projects.
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{21 percent) of German sssistance is the next largest, followed by the USSR

with only one percent of its project assistance composed of grants., The World
Bank is expected to provide no grant project assistance. All World Bank Jeans

to Afrbanistan are IDA loans, bowever, with hichly concessionzl terms --
50-vear materity, 10-year grace, and .75 percent interest. The UN is expected
to provide the largest zmount of grant assisiance, followed by Iran, the V.8, the
FRG, and then India {see Table A-3).

It is worth noting that project assistance is alwavs overstated in the annual State
Budgets, generally subsmm’iaﬁyif This vear, 1351, will be oo exception, not
because the assistance would not be available if projects were prepared jor
implementation, but because projecis cannot be identified, developed, and imple-
mented in sufficient quantities to absorb the assistance which would be forthcoming
if this could be done.

Donor Areas of Concentration. The 1354 Development Budget shows the areas
of donor concentration as follows:

- The USSR continues to concentrate its azsistance in ihe exploration and
exploitation of of natural gas and petroleum (824 million for gas and cil exploration,
construction of a gas desulfurizing plam and contimed work on the urea and
thermo-electric plant). Of less importance are: geological and mines surveys
{85. 8 million); assistance to the military (¥1.2 miilion for bospital, clinic, and
other construction); roads and bridges (33. 0 million); electricity distribution
(52. 6 million); and agriculture and irrigaticon (¥1. 1 million). Assistance is
also provided in urban housing, tclecommurications, and agro~-industry.

1/ For example:

| Budzet Estimates Estumates of Actual *
1353 afs 2,183 million  afs 1,810 million
1352 2,351 1,585
1351 1,997 1,900
1350 2,588 1,360

* Source: Ministry of Finance



- The IBRD may consider financing two thermal electric generators
for Kabul ($8.0 million) according to the Budget. Assistance of $6.6 million
is projected for the Herat sr'avghterhouse; $3. 0 million for agricultural credit;
$2 million for an irrigation project; and 51 million each for highway madntenaace
and air transportarion/communications.

- The FRG continues with electricity transmission (Kabul, $4.0 million);
telecommunications (2.3 miilion); regional development (Paktia, $2.5 million);
potable water ($1.5 million) and assistance to the Vaccine and Semm Institute
{($1.6 million in cooperation with UNICEF;.

- The g&ﬁ will, according to the Budget, provide $1.0 million of developi
ment assistance to HAV A; contribute $200, 000 to the School of Public Health; |
disburse $8,2 million for Kajakai power and transmission; and jointly assist

(with UNICEF) primary ecucation in the amount of $1.6 million. X will con-
tribute $1.1 million to rural development.

- Iraqg is supposed tb finance a cotton textile plant in Herat.
- The UN continues tc operate with a broag-based program.

- Iran is financing feasibility studies including studies for 2 national
railroad and a road from Deshu to the Iranian border. '

-~ The ADB will assist in irrigation, in the constructio
shown in Budget) and the Kajakai flood gates.

- Sandi arabia will finance feasibility studies mainly in irrigation,
including 2 study to begin developing an irrigation system for the Harirud

The above donors account for over 95 percent of the project assistance shown
in the 1354 development budget.

Financing Development, Over the past four years, an average of one-third
of total development expenditures was financed from domestic resources and

-



1/ . X L
two-thirds from foreizn aassisiame%- The same proportions are projected in
1975/6 by the 1354 Stzte Budget, Table 5 below shows the sources for
financing development expenditures and the relative contribution of each
source.

Table 8. Financing Development Expenditures

Percent of Totnl Yinancine

Actual 1972/75 Budget

1971/72 197273 1973/74 Budrwet Est 1975/76
A. Domestic 30 27 38 35 398 33
1. Current Budget Surplus 11 11 14 19 52 25
2. Borrowing 17 17 22 16 -13 9
3. Statistical Discrepancy 2 -2 2 - - -
B. Foreign Assistance 70 73 62 65 61 67
1. Commeodity ass't 28 29 17 21 16 11
2. Project Ass't 42 44 44 44 45 56
C. Total Developmest Exp 100 100 100 100 100 100
1. Budgetary 58 56 56 56 53 44
2. Project Ass't 42 44 4“4 - 44 45 o8

Table 8 shows that domestic financing of development expendirure has been
growing relative fo foreignm assistance. It shows a sharp increase in the relative
contribution of the current budget surplus (i.e., domestic revemve less ordinary

1/ When project assistance is valued at afs 45.3/5. The GOA converts the
foreign exchange value of project assistance to afghanis at afs 45.3/US3, the
rate that the GOA pavs the Central Bank for foreign exchange for most foreign
exchange purchases for official transactions of the GOA. If project assistance
were valued at the free exchange rate, foreizn assistance would be greater than
two~thirds,
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expemiitures}%j The relzailve contribution of project assistanc;'%s rising

slightly while the contribution of commodity assistance is fzlling., These
short-run trends would sec.n to bode well for development in Afghanistan,

Clearly the financial ability of the Govemmem to meet developmental costs is im-
proving. The fiscal effort [.. increasingr’ And relatively more reliance is being
placed upon Afghanistan’s own resources for dev elmpmemé—/

Over the pat few vears, the rztio of: (a) GOA development expenditures out

of its own budget to {b) project assistance, has averaged about 1.25:1.

That iz, the GOA spent, on the average, afs 125 million out of its own budget for
every afs 100 million of project assistance (again, converted to afghanis at afs
45.3/8US). The ratios of GOA budgetary developinent expenditures to project
assistance, 1330 (1371,72) - 1333 (1974/75) were: 1.41:1, 1.26:1, 1.25:1 and
1.24:1.  The 1354 State Budget shows the ratio dropping to 0. £0:1 in 1975/76.

In the past, the inability of the Government to finance its share of project
costs has been a bot!leneck to project progress. Consequently, a number of
traditional donors are now providing an element of local currency financing for
their projects. Furthermore, the new donors (oil producing countries) are |
financing up to 100 percent Jf project costs. This development wie reby dorors ‘ .
are funding a larger portion of total project costs plus the fact that the GOA’s K
current surplus is trending upward should do much to mitigate the past boitleneck

1/ A figure of 19 p>reent was budgeted for 1353 (1974/75) but 52 materialized
beczuse the GOA did not spnd as much on development as it had intended ard
wanted to spend.

2/ The figure of 56 percent shown for 1975/76 will not materialize since
project assistance is such z grossly inflated Budget projection.

3/ While there is no n2cescary relation between fiscal effort and development,
the extent of the former is some indication of the commitment to development.

4/ For what it is worth, in the past a number of foreign advisors/observers have
contended that the single mou: imporiant constraint to Afghan development was the
inadequate budget of the Government, a reflection of the Government's inability or
unwillingness to "mobilize" domestic resources for developmeni.

#

w8
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of a chronic shortage of local currency finznce for development projects.
Given the {iscal effor: that it seems one czn expect of the Government in
1354, the GOA should easily have afs 3.3 billion (from its current
surplus, internal borrowing and commoditv zssistance) for developmen:
out of its own budget in 1975/76. At a razio of 1:1, GOA budgetary
development expenditures to project assis:amnce, the afs 3.5 billion
would support afs 3. 5 billion of project assistance and afs 7.0 billion

of total development expenditures. While afs 7.0 billion is only

75 percent of the amount projected for 1875/76, it is 72 percent more
than the estimated actual of 1974/75.

It would thus seem that changed domor policy and increased GOA fiscal
effort have dope much to mitigate the development problem of inadequate
local currency finance. There will continue to be bureaucratic delays

in channeling the funds to projects, however, even when the funds are
available,

Geographical Distribution of Proiects. The new Government has

indicated that its development effort is 1o be diffused over a wider

population than has been the case in the past. The 1354 State Budget

does seem to indicate that there was summe effori in this direction

although there is still concentration. Thus, the Budget's new industrial
projects tend to be located in the country's larger cities but not all in

Kabul. The same is generally true of potable water, evergy and
telecommunications projects. With some notable exceptions, the outlavs

on roads are concentrated on improving existing highways conzecting

major cities. The movement towards dispersion of hospitals and basic kealth
centers is pronounced, however. Similarly, the development expenditures of
the Ministry of Education seem to be distributed over a larger geographical
area. The development effort of the Ministry of Agriculture also appears to
be spread over a large part of the country although there are clearly areas of
concentration, While the Budget may not be too reliable an inidcator of the
effort towards dispersion (because development expenditores will fall short of
the projected level, many of the new projects are sruveys or feasibility studies
which will vield benefits only after several vears and some projects included in
the budget will rot materialize while some not shown will materialize), the
picture seems to be one which shows the GOA making some effort to obiain
the diffusion that it states it wants.
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TABLE A-1 -- Summary of Total GOA Resources —-
Domestic Reverue, Domestic BorrowinZ and Foreign

Assistance”
(afs millions)
Actual 1353 Budyet
Code Item . 1350 1351 13352 Budeet Est. 1254
100 Direct Taxes 428 573 818 1257 1092 1687
200 Indirect Taxes 2976 2937 3540 3328 5520 5322
300 Szle of Property, Service 882 1049 1090 1331 1645 2654
400 Licenses, Fees, Fines 200 216 272 328 310 356
500 Use of State Property 227 164 197 190 210 225
- 600 Govt. Enterprises 933 928 736 1342 397 1350
700 Misc. Revenue ) 101 85 201 320 215 215
800 Non-Revenue Income 74 159 163 146 164 111
Total, 100-800 5821 6111 7017 8262 9555 12152
900 Loans, Foreign Ass't 2528 39G0 2999 4034 1955 7024
910 Domestic Borrowing 549 750 792 8§00 =521 &G0
- 920&930 Commodity Ass't $29 1250 622 1049 666 1025
~ 9214&931 Project Ass't 1360 1300 1585 2185 1810 5176
- Statistical Discrepancy 68 ~-68 86 - - -
- GRANXD TOTAL 8727 9943 10102 12296 11510 19176

% Source: Ministry of Finance and 1353 and 1354 State Budgets
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Table A-2 -- Domestic Revenue by Components
{afs millions)

Actual 1353 Budget
Code TItemn 1350 1351 1352  Budget Est 1354
100 Direct Taxes 425 S73 818 1257 1092 1687
110 Individuzl Income 216 230 363 392 470 552
120 Corporatc Income 138 165 289 275 430 450
130 Real Property 70 78 4 350 90 360
140 Livestock - - - 100 - 100
130 Gov't Enterprises - 89 78 120 80 160
190 Other 4 11 4 20 22 35
200 Indirect Taxes 2976 2937 3540 3328 5522 5520
210 Import Duties 1609 1702 1999 1915 2700 3150
220 Export Duties 202 223 209 180 270 300
230 Consumntion Taxes 20 19 50 100 57 100
240 Comm'! Transactions 722 522 612 560 1657 1200
250 Alonopoly (tobacco) 34 45 58 60 75 80
260 Fixed Duty on Imports 268 266 498 400 630 680
270 Fixed Duty on Exports 25 27 8 - 25 -
290 Other ) 9% 102 106 113 108 10
300 Sale of Property, Service 882 1049 1090 1351 1645 2634
310 Land, Buildings 28 12 7 8§ 26 25
320 Natural Resources (Gas) 587 727 690 900 175 2025
- 340 Minerals, Ag. Products 74 74 106 223 155 221
350 Auction 35 50 68 S50 -85 100
360 Printing 7 5 28 5 12 14
370 Communications 119 142 150 150 165 220
380 Health Services 8 9 9 11 13 135
390 Other 14 30 33 14 34 35
400 Licenses, Fees, Fines 200 216 272 328 310 386
410 Vehicle Licenses - - 5 25 10 20
420 Identity Cards 20 38 27 53 31 40
430 Court Charges 67 80 75 85 85 100
410 Fines, Penalties o 7 15 8 12 15
- 450 Customs Fines 19 21 30 20 24 30
460 Marriage Licenses 1 1 1 2 b 1
470 Traific Fines, Comm, 56 51 85 100 100 120
480 Business Licenses 23 5 12 15 22 40
20 25 20

490 Other 9 13 21



Table A-2 (cont’d)

Acruzl 1353 Budeget

Code Item 1250 12351 1352 Budget Esr. 1554
500 Use of State Prersriv 227 152 197 150 210 225
510 Real Estate Renizl 18 13 22 20 28 25
520 Moveable Prop. Rental 8 6 15 9 4 10
550 Private Investment 141 83 81 80 §6 90
560 Tolls 59 62 79 §1 92 100
600 Gov'i Enterprise 933 923 736 1342 397 1330
610 Mornopolies 912 901 6952 1210 342 T00
620 Cooperatives - - 1 - - -
630 Slaughterhouse - - - 10 - -
640 Factories - 1 1 - 3 500
630 Public Institutions - - - - - -
660 Prison Industries - - - - - -
670 Food Procurement - - - - - -
690 Other 21 23 42 122 52 150
700 AMisc. Revenue 101 83 201 326 215 219
710 Back Revenue 73 67 159 300 170 179
720 Domestic Aid, Relief - - - - 5 -
790 Other 238 18 42 20 40 40
500 Non-Revenue Income 74 159 163 146 164 11
810 Refunds 5 17 52 15 64 15
820 Emplovee Loans 10 10 12 9 15 15
830 Repayment of Advances 58 132 79 120 84 80
8§90 Other 1 - 20 1 1 1

Total, Domestic Revenue 5821 6111 7017 8262 9555 12152

{100-800)
900 Loans, Foreigm Ass’t 2838 3900 2999 4031 1855 7024
910 Domestic Borrowing 549 750 792 800 -521 800
920&930 Commodity Ass't 929 1250 622 1049 666 1048
921&931 Project Ass't 1360 1900 1585 2155 1810 5176
Statistical Discrepancy 68 ~G8 86 - - -
GRAND TOTAL 8727 9943 10102 12296 11510 19176

* Source: Ministry of Finance and 1353 and 1354 State Budgets
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Table A-3: PROJECTED PROJECT ASSISTANCE, 1354 *

Alillion Dollars

Doror Loan Grant Total &
1. USSR 41.42 0.58 42.00 36.8
2. IBRD 21.64 - 21.64 18.9
3. FRG . 9.37 2.50 11.87 10.4
4., USA 8.18 3.30 11.48 10.1
9. Irag - 7.00 - 7.00 6.1
6. UN ¢ | - 5.33 5.33 4.7
7. Iran - 4.37 4.37 3.8
8. ADB 2.80 - 2.80 2.5
9. Saudi Arabia  1.88 0.890 2.68 2.3
10. India = 1.20 1.20 1.0
11. C=zechoslovakia 1.10 - 1.16 1.0
12. PRC ‘ 0.76 - 0.76 0.7
13. Sweden - 0.66 0.66 0.6
14. Kuwait 0.20 0.30 0.50 0.4
15. Switzerland - 0.27 0.27 0.2
16. UK o - 0.20 0.20 0.2
17. Bulgaria 0.16 - 0.156 0.1
18. France - - 011 0.11 0.1
19. Denmark _0.10 - _0.10 0.1

TOTAL 94.66 19.61 114.27 100.0

-

* Source: 1354 State Budget
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TABLE A-4 Ordipary Expenditures by Function
(afs millions)

- Functicn

1.

3.

Administration

Defense, security
- Defense

- Internal security
Social Services

- Ministry of Education
~ Kabul University

- Public Health

- Info & Culture

Economic Services

Total Ministries

Debt Servi;.‘.e, Subsidies

- Foreign Debt service
-~ Exchange subsidies
- Other subsidies, grants

Total Ordinary

1353 Budget

1350 1351 1352  Budwet Est. 1354
499 517 540 435 444 541
1621 1731 1883 2030 2061 2161

1359 1460 1545 1600 1660 1909
262 271 310 430 401 552

1114 1230 1412 1417 1439 1654
700 773 872 940 937 1100
176 196 211 202 210 216
165 186 192 200 202 243
73 75 137 75 90 95
73 422 448 441 456 514
3707 3900 4285 4323 4400 5170
1743 1756 2246 2988 3050 4655
1151 1035 1411 1849 1840 1200
390 360 380 550 550 633
202 361 455 589 660 2582
5430 5656 6531 7311 7450 9855

* Source: lMinistry of Finance and 1353 and 1334 State Budget-




7

SR 1

—

TABLE A-5 -- Ordinary Ixpenditures

Government Ordinary

Office of President
Wolesi Jerga
Senate

Supreme Court
Prime Ainistry
Defense
Foreign Affairs
Interior, Civil
Interior, Police
Finance
Education
Public Health
Justice
Communications
Commerce
Public Worhs
Agri & Irrig
Mines & Industri»s
Info & Culture
Planning

Tribal Affairs
University

Air Authority
Cartography
Gen Transport

Total - A

Foreian Debt Service

Other Ordinary

Export Subsidies

Contribution to USAID
Subsidies to Civil Servants,
Institutions, Reserves

Total - C

Total Ordinary

{afs millions)

Actuzl 1353 Eudget
1350 1351 1352  Budzet Fst. 1753
12 5 30 1 10 12
28 o3 1 0.5 0.4 g
8 by 4 0.5 0.2 O
63 69 64 65 56 €9
43 39 54 9 37 43
1359 1460 1545 1600 1660 1909
81 91 98 90 105 142
59 66 63 12 42 54
262 271 340 430 401 332
89 §7 121 o7 10 134
700 773 872 10 937 1100
165 186 192 20 202 243
34 33 42 40 38 43
61 78 91 100 95 114
15 15 17 2 18 25
116 108 109 93 10 131
76 76 72 g0 70 84
133 60 77 65 82 64
73 75 137 75 S0 95
31 25 25 22 21 122/
21 24 27 25 25 32
176 1% 211 202 210 216
65 77 74 60 65 73
- - - 11 8 12
7 8 8 _ o 8 1
3707 3500 4285 4323 4100 5170
1151 1035 1411 1549 1840 1200
390 360 380 550 550 633
72 72 72 36 36 36
130 289 382 533 123 2mel
592 721 835 1139 1210 3485
5450 5656 6331 731 7430 9855




* Source: Ministries of Finance and Planning and 1354 State Budget
Notes to table: -

a/ Reduction duc to transfer of contribution to UN from Planning Ministry
to "Other Ordirary™. ]

b/ Composed of:
- afs 1209 million, to subsidize sugar consumption
- als 200 million, wheat subsidy to civil servants

- afs 182 million, for increase in civil servants' lunck allowance
from afs 4 to afs 10. Also allocates afs 6 per lunch for office
boys, janitors.

- afs 167 million to purchase 170 buses for Kabul (National Bus
Enterprise). This is-being financed by FRG commodity assistance

- afs 585 million, reservis
- afs 30 million, loans to civil servants

- afs 452 million, for contribution to domestic and infernational
institutions, Ir-ludes afs 200 million for pensions, afs 4C¢ million
as Ministry of Public H»alth contribution to UNICEF, malaria
eradication program and kindergarten program; afs 13 million to
the UN: afs 6 million contribution to insurance for civil servants;
afs 50 million to subsidize Bakhtar Airlines; afs 10 million to sub-
sidize ACUK; afs 10 millicn to subsidize the Afghan Film Institute,
and afs 23 million miscellaneous, including PAS.



TABLE A= -~ Su xc:zm&‘r}*

1.

2.

3"

5.

7.

Project Ass

AMinistrv/Acency

Agriculture & Irrigation
-0 (Ongoing projects)
- N (New projects)

Herat I.ivesm&
-0
- N

Rural Development
-0
-N

Land Survey
-0
- N

Ag Dev. Bank
-0
- N

* Source: 1354 State Budget

. Towml Develop

135; *

GOA
Budget
{Afs millicony

150.5
149.5
1.0

18.4
18.4

127.5
127.5

35.5
0.1

a/ Project Assistance converted at afs 45.3/%

mwﬂl* pment Expenditures -- Budgetary
went Expenditures
and }@re“m E‘uc ;m;;a Expenditures from GOA Budget,

Project
Ass"t
{& million)

11.01
1.30

2.50
2.50

1.60
1.00
0.60

6.60
6.60

b d

i.08
1.08

-

0.10

s~

0.10

3.00
3.00

A

T@‘w& il % 4 ,f;y'

Development =
{ufs million)

1* 4" T«w”‘ﬁ
1,3%0.5

66. 9
192.3
193.3

- ;

40.1
F5a B
4.6

135. 8
135. 9

-



TABLE A-6 (comt"d)

8.
9.
10.
1.
12,
13.
14,
1s.

16,

Ministry Agency

Mines & Indusiries
-0
- N

Afghan Elec. Auth.
-0
-N

Food Procurement Dept
-0

- N

Education
-0
o _N

Kabul University
-0
-N

1ic Health
-
- N

Housing, Town Planning
-0
-N

Presidency, Drinking Water
-0
-N

Info & Culture
-
-

- 43 -

GOA
Budget
{Afs millicny

776.7
T17.8
58.9

165.9
165.1
0.8

0.6
0.1
6.5

163.9
138.9
25.0

72.8
7.0
65.8

28.8
98.0

k.

50,0
50.0

-

114.5
7.0
37.3
59.0
7.0

52.0

Project
Ass't

(£ million)

40.31
31.09
8.21

23.62
15.28
8.34

0.17
0.07
0.10

2.56
2.56

P

2.59
2.39

0.0
0.40

1.50
1.30

Total
Development
{afs milion

2,602.5
2,126.3
£76.2

1,235. 8
L |
378, 6

8.3
3.3
5.‘@! :

279.8
25.0

72.8
7.0
65.8

216.0
216.0

-

68.1
68.%

-

182.5
l?'@ﬁw m
379

35.0
7.0
52.0



TABLE A-fcont™d)

17.

18.

19.

20.

21. Kabul Municipality

22,

23.

24,

Ministry/Agency

Delense
-0
- N

Justice
-0
-N .

Interior
-0
- N

»

Central Statisdics

-0
-N

- (o
- N

Public Works
-0 .
- N

Communicatiors

-0
-N

Air Auﬁh@rity
-0
- N

Total

= O (ongoing projects) -

- N (new projects)

]

Reserves

GRAND TOTAL

-
w®

GOA
Budget

{Afs millicn)

130.1
120.1
10.0

10.8
10. 8

—

8.1
9.1

12.7
12.7

-

16.0
16.0

-

727.9
714.9
13.0

27.3
24.3
3.0

28.1
28.1

-~

3,764.8
3,489.2
275.7

380.3

4,145.1

Project
Ass't

(& million)

4.16
3.05
1.11

-

7.96
4.01
3.95

2.64
2.10
0.54

1.17
1.17

114.27
89.11
25.16

1 114.27

Teoral
Developrment
(afs million)

318.4
258.0
60.3

10.8
10.8

o

12.7
12.7

16.0
16.0

L

1,088.3
896.3
191.9

146.9
118.3
27.6

§1.0
$1.0

S id

8,941.2
7, 526.0
1,418.2

380.3

”@ Mﬁm 5



