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PREFACE-
This agri-buslDass research study \} by Robert Mmdy of Checcbl and Com-

pmy .. was prepsred UDder the AtD-Cbecchl CODtract Nesa-626o Th~ scope of the

semcea to ha covered as set out ~D the contract are·

"Agrl-busmeas research to support polley recommendations to
relate private tndustrial prOmGt~OD P.1th other nathmal goals.. The COD
tractor ch&U study the ngrl...bM'nes8 content of private Industrial devel
opment T:"~ the aim of identtfymg and increasmg the local raw maCerlal
content i'IJ local private tndu.Gt1"yq The contractor shall proviae research
assistance in support of pol1oy recommendations for the encouragement
of private industrinl Jnvestme":lt outside of the K3bul aroso 19

f

The structural nature ot Ws asmgnment is the successive relationships

1D the ecmomy and society reaching fleom the natlonal goals down to the level of

locating 8 pr1~ate industrial establishmento

Afghmlistan's na~iou81 goals WG~ expressed by President Daoud ill bis

1
Address to the Naticm on August 23, 19730 The folIowmg is 8 summary of that

The goals 81'13 baaad on economic and social progress \'lith justice
amd bx1ependsnc8,,' In this eOD'~ Afg~..nlstan,n country in which dlf
fel."ent bll'Othsi' t11.bea are It\lmg t mast strivle to C1"8ate 8 real meral and
mnterlal unity baaed on aquflllty, brotherhood tmd fric..ndshtp wit"1out
discrimb:mtfoDo ,,"~:ld further, e.t the present time, there la 8 n&ed.for
basic cntmgas bessd on plm::.:nb2g t modem Eclence and technology to ovel"
come ecCDom.1c b~ckMUt'dn'SI3S BDc1 to bring about an independent and well
coordumted llf1t101101 ecal30DlYo ki nddition, eJocial chaDgea a!:e needed to
ImproTJe working &11d Uvil'1g co:nditioDS through better morals 9 education,

,'1- .
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~ealth aeX'Vlces II equal oppo~m1ties for women" 8iJd the development a»d
preservation of Afghan nrt and culture..

The means of achieving these goals divide quito naturally lDto:

- administrative reforms
- economic !"'3forms
.- sooial i'efonns

ID turn, the ecnDomic re'fo:rnlS divide blto five generrl activities:

-.. fiscal polley
- monetary polley
- tndufnry
- agricultur.d

-- commarCtl

It Is through the la.at three activities 8bove pl1!S better living condUlcms

attained thl"ough social reform that the ~gr1~busl~ea8 research can be moat effec...

ttvely related to the nattalo1 goals and the p!'omotion of rural living CO"J.lditioM through

income and employment oub]ide of the Kabul are30 The five general areaa of activity

given above hsvoe beeD, In the address, further sepa2'1ited aDd descnbedo

!!!£.2!!.F..<2l!cy ffi1c!.!GVen~~ - the present system of taxatioo will be
modified em the basis of pl"Gfe~.:'Emceof direl,'t ta,.;:ati~n to indirect wxa~lono
~clituI'es__ = improv~enw will be marle ill the many forms of the social
infrastrucmre as weH as in e:\:psnd!ng indt,1stry and agr!cultlu"eo M.211,stm:'Y
~l1cy =0 estabHsh control of fOr'Glgtl exchange so as to prevent circuldioo
of money tn ''biack markets" f:t exho1-bitn:nt profits, encourage :m.d g-tliirantea
d.eposits W1d saYings P13 bID'lkR r emmre cooperatiorJ betvleeD private and state
capital for pR"Ogl"CSel, coolf'dmnt!cn and balanced f~conom1c grovrd3o ~fudtWh'y

- the 8t~ta sector of the ee01l1}my onght to ba lrtrerr-:gthened aDd ilie cmmtry
Industrialized by etr~2'b1isb.ing:uatianClI mdustrles o . Great importance ia
attacl:-.o,d to h221V}' industry such £s mh1ing, smelvJ.>g of memllic or.ea, msnu
facturiDg of mEchi:tieyy, chemical inc1ustTiee, and electric PCWiBl'o rna stt:"ua
will enco1n:oage, Pr'otr:ct, guide and centrol prl"!l&~a investment and et.ta?prize
In the fialcs of Hght :smd msdiu.m i:1.dll':Jtrit~:J 88 well as in hnndicraf~so Heme
industries \\1111 be prctocted ~gatm::t compettDg foreIgn products md c~.pitalo

Agr!CUIWl'"e = !mld ~8form in ·'he intfn"est of the m3jority of tha people will
be m.stltuted.. Cc,operativa13 mld eoo!,\ll"sM'I1El compm:rles for ~grf.cut;ure9 for
prodl1ctic·n and for cammmpticm will he est&bUi3hed with participatioo of n

3
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majority of farmen SDd 1D their lDtere~o Where poes~ble. arid led
will be X'ecKalm€d and irrigation faciUtle8 provldedo Also. scientific
m68suree lor exprmdblg aDd de"1t'loplng sntmpl hUi::JbmlClry winl be &doptadn
l'urthcr, steps will be tnken fol' resettling nomads and anotting !rmd to
the lsndless peopleo Commerce ... the state will guide the ccuntry'8

~- --
foreign tr£de em the pMctph of guided commerce based OD l:sttonal
i11t.eI'Ssto Commercial GDterpriesa wlll be protected against iCompstbag
foreign products snd capitelo

Prom the above ml1nma~ t the purpose ox ths ag:ri"'busmeas research study

can be. stated _88 a !t0r1es of rehrtlonsbips In the foll,!>wmg order:

- National goalso

Better standard of living
~tll income mld development

- Tba privste iDdus~l"Y con~twithin the natiooal gos:.so

- The ag?i-btmbes?J ard cooperative conteDt within th~ priv&ta industry
sectoro -

-- The lnea1 raw material content within the above ~arprise categodeso

- The loctrtton of private industry estabHshments in I"lU"cl nTeas 0

Placing these relatlc:nslrlps in ~ dynamic ayBtem capable of Pl"OO-.2cmg policy

recomm_datlo~sOD a susterlnlng basis Is thus the focuS 05: the agri-bumineals

research study 0 As with moet complex problems, tbJa approech adopted ia tIll! one

of .ccmsideriJ3g separately tba various recognized pmris of t,h·3 c.'Ys't9m making up the

m the prep!1ntion of this agrl-buBinass Y~.3sllfu·ch studv, a D\!.mber of co.~'"

the~plmmtng d&tn of b1Vestm~tprojects under tile Foreign and Domestic Ptivme

lllvestmarAt Lsw vms ably carried out by Mohdo Arif Aziz~ur, &RUgtic~lAnalyet

4
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in the Research Sectt,on.of the mvestment Promotion and D6'lelopme:nt Depart-

mont, headed by PreBfdant Younia Rnflk m the MInistry of PJmmfngo Mohdo

~ashlm Hassan!, Agricultural EI1gI:neer, VI :>rked faithfully and well tn preparing- ..

study0 Mlraqa Kabln, Economist, tablllatsn amd BUmmed up the base dGta by

the 325 admtntl!trat!vs-camerso MJI"aqa Kabin and Hashim H8Ssanl, elBo

membel"S w. the Research Seaticm, teamed up in the survey of commodity II repre-

sentative price differentials for 'ilia sub-rsgionso Thurston Teele ~d LawrGDC8

MorrlaO'Ji3 of the Checchi te.rnl cont?ibuted their nss!stsnC9 in editorial comment

RDd project developmento

The present report brtngs together the results of these efforiBo mIs

thoolY beb1Dd the approach advocated. The second cha~arll em ths Ruml·UmM

Dualllty, brings tmo sharper focms the fundamaratal differances betws!sD these

two P~\rts of any 80clety and the cons~GDCesfor eCOl!om~c advanoement of tJ1e

rura18a~i' 0 Th3 third chapter looks &t tLdustrial proje-~ mAfghanistan lD

order to d1crtill ID.3mlingful n:tsasures of eccnomic-efieet of various kinds of pro...

Jects, II:\aterials which make 8 contribution l~ter in the siudyc- The next chapter

outUnee lTfU.'10US mef.hoos in ~JSe f{ emcolli."agiDg inchJstriaL lnveatment mld develop-

mcome of 45 aresa in AfghnIl1atano Chapter VI is devoeeJ to :methods mid f1Pl,'l>roaches

of agri-busme-£s projoot m'!la~YBlso The finnl chapter sets out a proposoo progrsm

whereby agri-busi12ess can LlJcrease !'U1"81 mcom68 l.Dd wGl1-bemg iu Afghanlstano

5
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AN ECONOMIC FRAMEWORK FOR AGRI-BU3INESS DEVELOPMENT

10 1 IDtroductlon......,........

ThI8 research study focuses em the means of employiDg agri-bUBlDes8 for

system of tneome-dtstl"1butlODo The complaxiti~1Ilof such aD approach are many

bui~ they reflect thet real world in wb1ch Oll? PU1"p08Et must be achieved.. Consequently t

tm,se complex relationships as put of agn-busmes& cannotbe f.@1orod except at tiJe

risk of falling to achieve the aetnred EGlMo

WlIIySo ODe approach is to idoSDtlfy tlw priDclpal pa]~.8 and develop them JD~v1du811y

with the expo:rtattOI! t.b.at they will laoor fit together i:D a oompl~e and smoothly work-

c

while bablg WiElbie to either start or stQp it" Such au mppmach requires that we

devote as much effort to the rela~on~h1ps in the !lJystow as we devote to the develoP""'

ment of the parts aDd that ws p~ocood from the relationahips to the par"~ rmd not in

thE' reverse oroSI"0

The oholc~8 between the W/O ElW:fOQches poge problems foE' policy mnko!'So

It Is tempUDg for them to con~lder the effect!! of policy change by coocant1."tdiDg

9
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upCm the part VIP-ere the Imps~ is· centered 0 wbUe at the same elmo supposing

that Induced eaeandsrj' changes are so small Imd un1mporZmlt that they CaD be

seglectsdo For examp:e II sgl10ulturnJ proJectB are oft.en so cODcemed with~

effects are tUiGumed to be ~'US1Iy bene11etal" The mu':liyms may t eherefo:re, run

&8 follGWS: fertiUzsl' and proper methods .. higher yields - more production -

greater 3al~s .. increased moome .. expanded consumption - gm&tGr welffi!"·e"

The pos:aibHity that this chain of cause wd lC1nect C&n have a quite different end-

bg is ;udgad to be m.l3201~ end so Is PSSB9d oval'"

slderableo \~ is overlooked in the above example 18 the fset that a clwlge in

aggregate expenditures on a Dew farm. product by eoosumers Is !rI implied shift

ad pl'Oductlon of competing ~ommod1tieswill be.changed by their produce:ta

ad might change the 8l'gtimsnt with equal logic to give a quite different malytical

outcome: fortilizer &f":J proper met!1ods .. higher yields - more production ..,

greater qururt.!ty of aales ... lCJt!1el" prices - 00 change liD effE>Ctive farm. income ""

stagnant ClmsumeI' expencUtures .... farmers cut back production to raise prices ....

.,. of view adopted by the analyst ,"All have trouble p."'.ovid!ng unambiguous poUcy

10
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recommendatioDSo The polley maker will be ~aught between the opposite points

of view and will have to fall back on his OV'D lntultlon to settle the matter.. TAlese

approaches are a type of partial equ1llbrimD analJTlBls that has received formal

and mathematical treatment but rematas similar to a "teeterotottbr" whereby

holding one set of factors constant for balance, the inevitable result Is that If one

variable goes up the other must come doWJ!.. This alas is not the way of the real

worldo A more realistic model typically involves at least three variables and

three possible reactions to change. As a result, we cannot be sure when one

variable is increased just how the other two variablies are gomg t.o react. They

may both Q13CreaSe in a partf31 manner e<.i.ual to the increase, or one may remair
~CODstant while the other decre~ses in proportion to the increase, at.ld finally one

may even add tv the initial increase .so that the third varIable wIll have t.o decrease

an amount equivalent to the sum of tLe two increases.

Faced with these more complex possibilities, the lTeither-or" farm

mcsmples given earlier must be recast to allow at lea~t for the farm producer,. .

the non... farm prod-ucer t and the CODBUmero In additIon t each producer is tied to

his quantity of goods and its rrlce while the conGumer is tied to his Income Slld

propensities to consumeo The potential trade-offs batween the three sectors 81.ld

multiple prlce-quantity factors will give the policy maker 2i'\umber of possible

answers dep-ending largely on the consumer's reaction to the market changes..

Four possible reactions CaD be Imagined.. (l) If the oonsumer does not wish to

change the pattern of his consumption exr-ellditures and hls lDt:ome remains the

same t then bota producers (farm and Don..farm) must lower the price of tb.eii'

11
..
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goodg in ordar to sell.a larger quantltyo (2) If the consu~er Is willing to change

his pattern of expenditures for a bargain, then at least one price must be lower~d..

(3) If. OIl the other hand, Wle uon-farm producer iDtl"oUuces a new, attractive article

th8t appeals to th~ consumer so that he cut'3 back on his norwal purchases in order

to acquire the new iteJ::., then tho origmal quantities of goods CaIr1CJt be sold 3xcept

at lower prices, t1.1e consumer s income still remaining the Bame. (4) If the farmC'r

l"educes production, &.en the consumer income must bo higher to maintaIn his COD-

&umptloD of farm commod1tles and 30 farm prices can rise. As they rise, the con-

snmer has less money left over to spend 0:\1 non-farm proou.cts. The price of uon-

farm products must then decline to balance the money available or the quantity of

goods produced and SOld will have to be lesso

Such reEmlts are often unexpected and Dot readily accepted 80 the tende.ncy

Is for policy makers to revert to partial equilibrium analysis as giving more

acceptable, even if less valid, answerso The need, therefore, le to c,,;:asider in

more detail the meth.....cs offered by the mOTt:! complex but real world app:ooaches

to agrl...bllsines9 developmento

The complex influences introduced in the pl"eVlOllS section are shown to

react on agricultu~~e in unpredictable ways 80 that the final outcome of 3 ch~..nge

may be quite different than expected. In order to forecast more accurately the.

outcome of projects ar::d policy changes, we Ghould recognize that the stflte of

knowledge h:1s chnnged considerably over the past se1reraf decades 2nd that rather

12
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effective ne4!l tools of &1\0IY318. comb1n~l1g ov~raU theol>y, empIrical laws a-,d

meaaurem€Jl1:, have come~ use.. It A~.3mS hi.ghly p..-eierable that we adoiJt

by th~ indet.ermirmte methods of partial tmhlyrtso

TJlree partie'Ularly useful eea.oomtc ,",0018 or- ,[.o.~slg ~re 8ppUcabl~ to the

question of COi;1vel'tmg eg:r1cultural P:i·odl.~ction into iDereased rura11iJcome and

employmento Thsy involve in order of conside:r~O?lthroo impolt'lDt econOnllC

ratios: (a)'~ flverrv;e prop.ensity b CClnStllile, C::r) money anti pn(';es, and {c) the

only nner the most c3z:eful ml)al~is e:r~bUshing the probabllity of tile benefits

expected.. The three ratios alt'e d.escrl.bprl in aome detail below, alm!g Wtfu a

Dumber of ether useful toolso

mcreaqed agriculturalproduc"tJon o<mnot very well escape the fact that it

perform£; but a pRrt: of the t2Sir of i:w.provmg l'Urallncom~s 8X\d employmento The

The income and p.rafeTences of the CClliBumers cooceming wha-t 13 offered in the mar.".

ket also have d beai""mg an what crops 8D{.1 t.i..'Uantlties :ng:.."icultuJ:-al Pl'~UCG1{'S will fmd

At S-1.'ly given level of inccms, t':1e pn>pensity to c0116ume Is the ratio of

CODfruDlptioa to In,,;ome ~ll1d ·,'.he ave~age p:ro~8Uy to save is tb'3 ratio of Fsvinga



to Income (and, uJtlmataly. for the eecmomy ~s 8 whole the average propensity to

mveBt). More important here t~l tb.s margtnal propenstty to cODsume. that Is ,

'the ratio of change in consumption to Ii given change In mcoma mad stmUarly the

marginal propensity to save is the ratio of the change In eavtngs to the change

I:n l:Dcome. The key potDt Is that the average propellslty to consume 118 lests tha:u

{iDe. aDd the marginal pl"l)penstf.y to consume is typically even 1000 thaD the

~verag8 propansity to CODS'Jme. Thus, when income increases, consumption

, ~~creases but at a lower rate. The average and ma~inal propensitiss to con-

sum& are stable for each country wi! Un a l'aDge of incomes and appear to be

long-tertn phsnomeJulo
2

,.j
~

It Is also a general phenomena that the marginal propensity to COD-

SUDle 4")()d products is lower than that of most other producto.. Thus, 8S Incomes

iDcrease. the consumption of food products increases but.. at an 1Dereasmgly lower

rate.. The result is that. tmder Donna! circumstances, an incresse ;, !!:-oduction

means an trwreaSG in tacoma which in tum meane a leaser Increase in consumr-

tl011 of agricultural products which resuita in lower priess to clear the msrketo

savings and iDvestment are also important. Investment Is what produces

growth 1D an ccoDomyo If t~e part of m(",()m,~ that is Dot consumed (lliat Is ~ saved)

Is invested in lncom2'»producing pr('jecta ~ the resulting increase In aggregate

Income may bs enough to offset the relat.ively low marginal propensity to CClDsume

agrlcultuntl products and ailow agricultural productloo Increases to be cieared

without price reductiaus.. This all meODS that (l) agricultural supply increases

do not, alone, create their own demand, and that (2) in order to have per citplta

14
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agricultural p~ct1ODIncreases ,«iitbout prtos reduc11cms~the eotmO~ 8S a

whole mUBt be growiDg D IIDd S1Y'h gNWth mtum !"6q\dre8 a b1gh l6't'el of invest

!'i1eDto These oonc~ptsare looked at from other appl"Ca~ mth~ fol',~

1ated through the use of the IDcome-eaosumptlcm-bJvMtment relat1OlWbiPo 'i'hB

fact that agrfmdture h1 much of the worl(l. stin folloW8 the Idea that producttan does

create its OWD demlmd may wen account for the persilstence of low Incomes In raral

ameas. II is hard to use successfully 8'.D mappropr1ate approach for rural and agn
ou1tura1 development whilecom~ with a better 8.fJonoD:do Concept tD urbe

MOlle, must also be taken b1to account tD considering the rell~OD o1t

prices to char:ges In production" Agnculroral production, of course, is !D l~al

commodities tmd to exch811ge them fol" other real goods requires money acept

ID pure ba1ter a~ement8o The re1tatfonship of money t prices ad trmsaetlons

Is commonly expnlJIJed m the form MV =PI'. where M is the stock of mcmey. V

Is average velocity of money in clrculat1CB:1, P la ave~a prices, aDd T Is the
. . 3tnmSaetiODs of production, go.OOs and semCe80

AD iDeres!:e in agricultural production will chtmge the equilibrium of the

eqUation UDleafi at least one of the other factors ch.sng.es in proportiano D la

sometimes proposed that these changes csn take piace with stable prices. that Is.

15
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a change fn agrtcultural production can be balanced by a. proportionate change

In the velocity of money in alreu1atloDo If this P1"Opostt~ Is likely, then the

CODCept of production c~eatmg its OWD demmad might be made valid thX"ough

velocity increases contrary to the opposite conclus1cm expressed In the previous

section" Tht:> velocity of money. howfNer. Is considered on0 of the "great ratloa

4 .
of·ooGllom!cs" becauss of its statistical stablUty..

5
A nc~t financial !!:tudy of ccnditions lD AfghaDletan by Mo J.. I'IY is of

tmGrest in l·.....~-;)rd to the relationships in the above equatiouo He shows that the

period of 39 y68&"8 (1313...1352), the mean vE;locl~ (the rat1q of gi'OStI ~aUon21

product in the money economy to the stock of money, 10 eo currency In c1rcula-

tic!)' plus prlvtlte demand and time de~-ofjltB.excluding Inter-bank deposits, uwslly

beg1:Im1ng velocity ratio In the period was 5 0 09 snd the encU.Dg ratio wa13 5 0 060

This dma confirms, .for Afghai1!stan I the law of stsbUlty of t1w ve1oci~" of money

UDder these circumstances It and if the stock of money Is held constant,

then lncraases in transactions (productiO'.1) wil11l"esult in the pnce factor decX'emJ-

1Dg in order to mamtain equilibriumo In the actual Afghrmistnn csae. the stock of

larly with regard to agricultu!'e and rural income.. lUflv.tionary price mcreEaelZl.

or price stability for ngrlcnlturalt crops in the face of genoral prica inflation •

16



MONEY ESTIMATE~ FOR AFGHANISTAN
1314-1352: 1935-1973
(MIC1oo8 of AfghaDla)

Money EeAldmy Money Stock
Date GNP M2 Velocity,- ~"-""'" ... d ..
1814 99,{ 19£ 5 0 09
1315 1,070 209 -' 5.12
1316 1~15S 224 5.15
1317 1,224 240 5.10-
1318 1,314 25'1 5.. 11

1319 1,412 275 5.17
1320 1,622 292 ,'" 5.21
1321 1,817 338 5.38
1322 2,332 420 5.55
1323 2,858 502 5.69,

/

1324 3,355 582 5.'16. 1326 3,951 684 5.'18
1326 4,492 '19'1 5.64
1327 4,610 850 5.. 4.2
1328 4,511 855 5.35

1329 4.'19'1 907 5.. 29
13~,) 5,444 1,040 50 23
1331 6,014 1,168 5.15
1!32 6,423 1,274 5.04
1333 6,824 1,339 5,,10

1334 8,221 1,593 5.16
1335 11,12~ 2.097 5.. 30
1836 13,140 2,473 5.31
1337 12,98'1 2,481 5.23
133~ 12,161 2,41"'- 5.03

l33e 12,519 2,587 4.84
1340 13 0230 2,'128 4.85
1341 15,050 2,981 5.. 05

·1342 18,380 3,565 5.16
1343 23,379 4,405 5.31

17



-" Mouey Economy MODey Stock
~ Date GNP Ma Veloclty- ,.

1344 29,059 5,393 5.39
1345 a8,050 6 t'J.60 6.3'1
1346 33,516 6,355 6.2'1
1341 32,132 1,289 6.11
1348 33,019 6.538 5.05

1349 37."6 '1,341 Self)
1350 42,440 8,Jl.SI 5.19
1351 45,0'10 8,'159 5.15
1852 50,396 9,954 -- 5.06

en

MeaD 5.24
standard Deviation .215
.. l

Source: 5M.. J. Fry

.......--~,
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obviously do not help the rural sectoro We must, therefore. move to the ''real''

8DalysIS. and do so through discussing demand el!'2s11clUes for agricultural pro-

The income elasticity of demsnd for goodg 8]~d services mcludmg agrl-

cultural commoditlss exproases the chJmge ill f!wmt1ty demanded that mil !"II3sult

from a givm change in tDcoDlS. Such expregolo~~ sre commcmly shown an numer-

lc!l1 coefilcicmts.. For example II 1f the income elastIcity of denumd for food in

low-fDoome countries Is shown to be 0.. 8, this meSD~ that a 1% increase in tneoMe

.'
wW ·lncrease the demand for food by 00 8%0· Carryfllg this ·:noU01'l a step further

ad Msum.!."Dg tbrt 60% of the Qverage income is·spamt CD food, than in a case

where an 8.11ernge mcom~ of $100 is mcreased $1 , the $30 Dorm.ally spent em food

will be mClfeaaed only 48 Calts (00 8x 00 6 = 0048)0 10 terms of mcome lEfiels,

the iDeome elasticity for aU food Is sho\i'D I:n mternational comparisons to be about

00 8 whoo per capita moomes are GlMtmd $100. to drop to aboot 005 at meomes 1D

the $500 rmago, md to drop further toward zero 88 Incomes nse above $2,0000

exsmple, it has b~Zl shoW]) in FAO Bltudies thnt where the income demand coef-

iietent may average 0 0 5, tha average for the lax-ge ntral sector will approach

00 6 snd urban average win ap13:foach 1030 This Is another example l11uatl'GC!Dg

the web of relatlO1leMpa tiwt MSirlat the open-ended exptUlslonof agricul~ral

produ.ctlono

Jl9



The price elasticities of demand express thechaDge In the qu8Dttty of a

commodity that will be demmded In relation to a chwge In Ita pricso mthe

pl'eVtous case of mcome elastictUes, _ increase in income gives rise to an

tDcl"PSe mquauttty demmided; In the cass of price elsstio!fles. however, aD

coetnC!entB of price elastlcay !'ave the oppos'.te sign of those for income slasti-

city. tW1t Is, a negative or minus sfgl'l. Thus. a price elasticity of demJmd for

food II typicnl of low-income coUDtrles, of -00 9 means that a 1% iIlcrease In price

wm cause the quantity of food taken to decrease by 009%. and fit 1% decrease in

price win cause the quantity purchased to Increase by 0.9%0

The relationships of increasing populsticm f changing rates of 'lgrlcultur:al

production and Incomes when combined 'Ykith income and price ela8ttc1t1es sre

complex but they still respond in prael1ctabl\3 f~shlon t<> the famil1ar laws of supply

and demand b1 the!r rnaction. to cha:ngea in prlooo Of particular Interest in the
. .

presrmt ease fshow popub1!on and income dsnumd (U:utt Is. demand affected by

change in population and mco:me) affect prices in response to clumges in supply.,

In order to foHow through on these interactions, we must divide the fDcome

We elso -mmt to lmow the combined reac.."tlon 011 prices whan the I1on""agrieultural

lDcome psr eapit!\ Is held constant I LW wall as the necessary react1cm of Don-agri..

addition, two changes In the ovent11 symem are of Interest.. We want to mow the

reactions when (1) the propoxt!OD of the population in ngricu1tlu"e decreases, say

20
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from '10% to 50%, and (2) when the geaeral per capita lDeome Inoreases 0 say

from $100 to $500 It with corresponding changes In the Income mid price elastt-

clUes of demax:d for agricultural produc!S, to 80 from 008 to 00 5 aDd ...00 9 to

The us&umptlons and esUmt.it&.d J'esults of such condlttans, owges wd

fa<tors have b33D !gnorsd for the sske or almpUcity and because we are more iDter-

sated In tnmdB ~ this point~ the absolute values which require more elllborate

produetiCCl ia the Bimle. 2%, 8%, 4% and 5% 0 wbUe population inoreascas untformly

at two pereoot so thf:t the De~ per capita mcrease In agricultural production is 0% 9

The X'es-alta elesl'ly show tb9.t when non-agricultural per captta Income fs

Bt&ble and when ~rlcu1turai pl'oouct1G111a 1nc~asiDg faster tuan populaticm 11 then

agriculture 1£.:j amaller end/or when th~ oVG~1l1evel of per capita Income Is larger,

The most Danoue constraint aD IDcx-eaamg agrtcultul'sl production per

over the previous year, 10 e" tho last x PS1."Ce1Lt where x = the rate of pi"oduction

IDC1'l9RS8o To p':li: it mro resl ilie terms 0 !t fa in the nature of agriculture thnt prices
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)
aN hlghest Just before the Jmrvest begins and that they fall progressively until 8t

the emd of the harvest period prices are the lowfllst, parttcularly when It Is ev1dem

that production baa Increased s1gD1f1caDtly., Thus It At Is at the polDt In time when

IDcnasGS m production are realized Uhat thay are being sold at the lowest prteaso

III other words, the agricultural Inputs that caused the iD0r&4Ses are then seen to

be yieldlDg the lowest retut"Alo Acco~ to the calculf410ns In the Exhibit, the

marginal prices and returi1B can range firom OZ:8ro change to -790 5%. based em the

vartOU!l MeJumptlODS usedo

The motivation psychology to lnerease 8grlcliltural production In the face

of such maJ:g1:nal pnce effects is unlikely to be very urgent, especially U pi'Odu~el's

lwow through experlencL or hearsay that such ara the effeotso Thare Is. in addition,
. .

the p!am-ev01'Yday VlOrk and !ncome psychology that furiher d!mljdshes mottvEtttmo

It has been sumn.ta.nzed effectively by Ro Laksehman6 as follows:

" - Worh: Is palDful and Is never undertaken for Ita own sakeo "

tr _ AdditJonlli work becomes DWr0 painfulltDur by bouro"

tr .... Wages SIte plreElaQ~ oocause those who receive them oem usa~m to
cOlmmmd p!eaBllrab!e objects and ssl'Viceso "

It __ NeverJle~ess8 additionsI wages yield 1es4I pleasure, pay by pay II thtm
their predecessors. beeatt~ th...~ g~1fy tnstes of dtmmiehmg lU'gancy ,
for Individuals bay items cf' greater pleasure with their mitiel units of
tncomeo"

" - Tllarafora" wolk is P9rfO~edm anticipation of plea:mre that excseds
the pc1m of the nddit!ooallabor.. Hence, e.dcl.urcmal work for addiUrelal
p1"Oduction tand't to cease just before the point whare addt~!Ollfil plsaSUl'6S
match additional pninso "

Lekachmrn's conclusltOD ODD be p8rnphrasoo with roopect to prices ss

follows: Additional agricultural production tends to CaMEl just before the point



where addiUcmal pleasures match the pam of decreasing margtniil prices of ngn.-

I I cultural commooUieso
If ,'"

Exhibit 10 20 30 10 ShOV1S that the tendency towaro decreasing agricultural

prices can be offset by risb:1g DC" -agrioultul'al par capita mcomeso U Is fowd, how..

ever, that nan-~grlcultur.Qlmcomea must rise much faate? than agrlcultural produc-

tion in order to stabilize agricultural pnceso Thif! tn19Bcap&blo Income differential

between fast-rismg urban Incomes aud stable rural incomes 1s an Importtmt cauae of

the obseNe<l migrations of popu1&tton from the agrfculturol sector to the non.,.,~rtcu1-

tural sector even when non-agricultural jobs 8re scarceo rue chances of Income

benefits are generally jUdged better J.n those sectors where higher per capi~ Incomes

Rl'e known to exist" This movement of rural workers ito higher mcome areas, where

.they are slow to find h1gh-paying jobs J reduces the per capita mcome level in these

areas D At the same time ~ tWa movement l."educes the populatJ.on in the mral areas

without reducing tile volum~ of income so J."I.11"81 per capita mcomes Increase., The

net effect is to reduce the dUfeX'eDce between rural end urban per capita incomes"

Increases In total per os-pita income levels. Bay from $100 to $500 per year, also

reduce the diffel'euce between ruxoal and urban per capita tncomeo In Exhibit 102030 1" ,

the annual differences betw&.3D per capita income of agricultural and non=agricuBural

sectors van.9s from zero to (1%1I 1080 the dlff~rencesbetween column (ga) and ~) as

showD In the b~ttom sec\don, case 6, of the E:drlblto au the basis of agricul1h1rnl popu'"

tatlon decrensmg from 70% to 50% wltll. agricultural pr(<;;es being e1abil1zed by rising

Don-agricultural. p'3r capita iucomes, oases 2 and 4 of the Exhibit, then non..,ngricuUural

24
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pel" capita incomea do not need to rise as much to stablhze agricultural prices t

1. e. 1D case 2 non-agricultural per capltB incomes Increased 5.5% to obtain a 3%

Increase in agricultural par capita income; in case 4 the required change fs only

40 5%, which Is abont 18% le08 than before the shift in populatioDo

The overaU ~ffeet of mcroasfng agricultural production faster than the pop-

ulation is mc:reas1Dg is either a lowering of agricultural prices or an Increase in the

per napita income in the non-agricultural sector faster than in the agricultural sec-

taro There Is no ''trlckle-down enect.. II If anything, economic growth tends to cause

a ''trickle-up effec, " It Relatively then, the non..agricultural sector gets rich faster

while th~ dgncultural sector tends to fall behind.

1.2. 50 ~. Empirical Example of Crop Production - Price Relationsh!es

T"he agri-busbJess pnce...relationshlp in Exhibit 1.2.3.1 0 is a general and

thco~cal ane. It indicates t~~t ccmcentration on the inputs and production side of

agriculture ~ though of great importanC'e, is not sufficient by ItB~lf when improvements

In rural Income and employment are the goal, Before sattllng on this implied conclu-

sion t It is worth considering a production-price case based on empirical evidenceo

The American case of agricultural production and pricelJ has been selected.. This

choIce was made for two reasonso First, the necessary statistical data is available

and in good ordero Second, the data reflects a prosperous agricultural sector and a

well-developed agrl-business oneo Together, they provide a fair test of the produc-

tien-price relationship under faVO~ftlble conditions and thus give an Indication of the

directions the agn-business study will need to consider in greater detatlo
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· 9The Vo ~ ~roduct1on price dote for 67 crops duriDg the psr1.od 1954··

1989 were nmllyzed at five-year fntel~S, Exhibits lo2~501 tmd 10 20502" A

BUlJlDla:fY of the results 1D terms of per capita da111imd or production with CUn'alt

pricesd~ to constmt dollar Sgricultunl prices Is shOW'll below uslDg index

arrived at by dividing the {ann value iD current dollsl:'8 by the constant dolls? price

deflator and them div1d1Dg tMa quoti~ by production In metric tcms<>

Year

Production lildex
(per capita)

100

100

1959 1964- -
101 ~ 109

87 72

1969-...

117

52

. .1 The :numbers show clearly thSS as production per capita me:mued 17

points f:n 15 years v prices mccmstm1t tmit8 decreasoo 48 points ..

Year

PrIce lDdex

1954
~~

100

100

1959--
120

78

19M-
99

87

1969
-..=>

122

46

Here the reeu~8 show aborter te:rm swings whemna food gnd.wJ aoowl2d a

farmers cut back prorluetlon about 21 pdnts and prices Increased about 9 poiDtso
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In the following period 1964-69, per c9.pita productl.m vtaB again increased and

constant donar pl'1ces fell sharp\yo

Year

Production Index
(peT capita)

Price Index

1954--
190

100

1959-
98

108

1964-
1(\0

120

1969--
101

124

)

..'.'J

In tha csse of vegetables, production per ca¢.t3 was held almont con-

fI 'mt over the fift2$D=year t6tal period", Prioos e'itm in constaDt doHara are seen

to have 1L:~X"'3asedl) possibly because effective demlltld ~d woreasGd with rtcing

per capita incomes I) but PR'ooucttcm did not keep pace"

Year

ProductloL Inda"(
(per capltn)

Price Index

1954-
100

100

i959--
89

112

1964----
78

145

1969
.-.~

104

113

.,

~riodB show production foIling mad pnc8s rising t while at the end of the third

period, production haa riEatl rapidly and constant dollsr pric~,~ sharply doolrnooo

2'1



;reD other eroe
"

-} Year 1954 1959 1964 1969- - - --
I-roductlon Indeac 100 104 124 137

(per cap\ta)

Prlce Index 100 92 92 62

The pl'ogrf)ss1ve declfDe in constant doUar prlces as per capita Pl'O~'

ducU~ mcroased Is also h<ue for the ten crops in generalo There Is II however,

811 exception in the price pause of 1964: which seems Dot to have persisted for

by 1969 a 31-p.o~t rise in productlon has been matched by a 38-pomt faU in

constant dollar prlces o

J
On the bn~is of the above evidence, a change in per capita crop supply

does Dot appear to be capable of creating ita own jemanc ez.cept by an mverse

-J movemeDt in constant doll~r priceso

The detailed backup dat8 for these index number illustrations a~e

28 .. ~ ..
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JAvestock Proc!uctloD and Price Relationahfes
)

JD order to oomplete the agricultural pictUre on production and prices t

Uvestook has beeD treated In the same mmmer 8S crops, mad Dot tmexpected1y

the results have been the same.. Rising per cpplta productlcm !D Uvestock results

mlower real prices while decreasing per capita production xossults In h!gher real

priCe80 Agtlm there fa an excepttOll t this time in wool t where both production and

prices declmedo The det~ned analyttc~l results are given In ExIi~it 10 20 6010 and

are summarized helowo

32
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The agricultural production plica effect on agricultural per capita

tncomes can be offset wheA! non-ngncultural1ncoMGB riss more rapidly ti:um

sgrlcultu~l fncomes as shown in Section 1020 40 The iDcome differentials thus

generated tend to raise problems of Inequality in a sociGey and other mews

must be employed to reducs such disparities.. In the U. S. , the Govemm0Dt bas

fOUbd it deSirable to make subsidy payments to the agricultural sector, whleh

10
have accolmtad for 15 percent of the sgr1culturnl groGs ll3comea over the

fifteen-year period analyzed.. In addition, the populatlcm 1rJ agrlculture has

decreased f.rom about :4.2 perccmt to abont 5 percent over the same periodo Thus ,

farm incomes m the Uo So have tended 00 keep pace with !1an=~gricuUuralmcomeso

The EEC fellows similar policies of BUb91d~t anJ protection to keep farm :~.ncomes

from falling too far behindo

mdeveloplng cotl;';;)tr!es such as Afghanistan, where the pl"opDction of

the pop:J.lation in agriclutllre 113 aa high 813 70 percent, the available resources .

~o not permit subsidy programs of such IDab':DltudeB~ We mugt, therefo1""v, look

to the development of agrl~busmeas and non-!lgricultural payrolls in rursl areas

if improvement is to be made In rural f.ncomes and .~mpl(~'YmeDt"

34
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:m the preceding sections cODcernlng the propensity to consume. elas-

ticltles of demand. and money aud prices. the emphasis. vms an the total or aggre-

gate relationships in the economyo These general relationships are eS8eDtlal to

IDsitrG sQundly-orlented policies fo? l'~gl1-busine8B" Th0y are not sufficient by

.tb.emB~lveat however. as a guide In the development of equally sound polley at the

much mOTe detailed level of iDdustxy where promotion of investment in individual

projects is required.

'IThe LooDUef mput--output techniques fortunately provide us with the

means of c118;J){;-gregatlng tl~.e economic totals of Income" consumpt14')D and invest-
".."

ment as expressed in Secti<m 10 2.. 1 0 At the same timeD in a clfoss....section or

matrix format. it Identif1Esthe industl'i~l outputs contributing to these tatalso

In the prooesa the inputs to each mdustzy from other mc.ustrisa are identified

and summed with the fact~rB of valu.e added such as employment, taxes, mti'reBt II

and surpluses mcludmg laE.>t proflto The rigor of this approach is tested for each

mduBtry by the li.~eqt1irementthat ~e towl me81surement of outputs and Inputs

must always eQUal Oile mJother0 In 3ddiUon, this mput-output system adapr.s

itself to th'3 J;lclus!Ol1 of exports and imports, thus expanding th9 previous models

of cOilsumpt1oD :md money, which were shown for cLosed economies without fOTeign

trade. fox' the sake of slmpUcityD

The real v~lue of thls fnput-output approach for the agrl-b\1.ains8s Shldy

comes from Hs bracketmg of a given project with 'demm;.d' for its production

through all various transaction-a to the finnl product on me side It while on the athe1C'

85
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side aU SOUl"'Cee of s·.lpply-Inputa must be accmmted for" In the croBs-section.

.I , production and incom.e are bracketed by savings-Investment and consumpttODG

These relationships can he put fDto a simple, illustrative diagram"
. 1

....... - .. __ .. ., .. - Investment .. - - - - - - - ... -
t :
• •

savings :
f •

••
----+ Production-Income ~._~ Output-Demand

• I

• I" ..
COD8umptlon~ - - - - - - - --

•••••
•
"&1pply..Input

The Clagram mdudes both the investmtmt step prior to the start""up

of production ss well as the production step·itself. The Investment step is shown

by the broken line from ~mand (tha denumd for iDvestment goods) through Invest-

ment to Inputs (lor plant development) and the broken Une fram Income through

Savlng6 to Inveetment. 'r"ne Il'roducticm 800p of mput to Consumption (fin~! Q~-

dlturea) is shown by the rest of the diagram.

A description of these relationships Is expos1tianally cocplex m..~ the

most aat1afactory wal~ to p::esElDt th,sm fa 1"0 the form of a symbolic eq,uation or

modeL

IDputa to
Production
~_em- ..

Total
Sales

1111'lover. .-...........

OUtputs
to Users

X+M+W+T+R = = X+C+I+G+E

36



T = Taxes IS8s subsidies
r
I
l

where,

X=

M=

W=

R=

l'Dter-induatry trade or purchases. of finished output from ane
Industry to suohr industry. The· "X" terms on either aide of
the equal slgus may be subtracted ~thout chaDgfDg the equality0

Imports

Employtte compensation

Residual of depreciation, profits, etc.

_ = Sum of all traDsaettcus or tum-over durtng given period

. C = Personal consumption expenditures

I :: Gross private domestic investment Including lDvenwxy change

G = Government purchase of goods and semces
'.~

E. == Exports

The above equatian can be readily reduced in t.he followmg mWlnarto

show how it mcludes the earlier equatiou or medel for the "propensity to consume"

in a closed eC()il~mic system by assuming no foreign trade or {!Ui1CmmeDi aector

Sl'ld by subtractiug the Xs from eIther sida of the equation II thus

W+R = C+I

RecogniziIlg that W + R equals mcome for which we can substitute the symbol

Y D we have the earlier equatlw fo!" the propensity to consume Y :: C -to I.,

We can a130 expnnd the mp;rt-output equation to show the mter--indumry

relationshIps including mC!i3ey-priceso It Is worth the time to develop this

expanded form of the mput-output equation because of its uSE>fulneas in meaBuriDg
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and understanding how agri-buslDess relates to supply and demand. It also pro-

vides a Bound means for evaluating ogrl-busiDes8 projects as well as many other

klDda of projects 0 The matrix formnt in which the expanded model 18 set forth may

appear new and complex, but like any other evaluation technique, it requires some

repeated t'.Be after which It becomef:J quite natural and nowhere near as complicated

as it first spp.3ars, m its fully develop.3d form p of course p where it is used for

analyzing and forecasting D~tiODal economic changss,the inter-industry m~trix

algebra cnn become quite formidable I' but that Is not our purpose., Our purpose

will remain at the project GYlolUBtian level., The basie accOUDtiDg format for

ev81uatfng the 8g1i...buBiI!e~13 and 8011\0 other projecUJ in this study is presented in

l
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tn Chapter I we attempt to demonstrate, i:n ~ variety of ways, tlUlt

lDcreasesln agricultural prochlction do not create their own demand and Hmt,

unles6 other developme:ats ooour or oth~r s'teps are taken l the DOlm81 result of

a simple Increase In per capita agricultural production is a d1'()p in priceo

Further. BUch a drop may be so lST.3e that the agricuHural sector is worse

.off thm1 it was before the per capita tnci'eaae in production wns neWey"ado

Using the propem;ity to cor SUIDe as a tool. we show that consumors

will not telld to increase their consumption of food as :rapidly as thefr income

mCI'e!lses or. in re6p.JDSe to increased avaUabllity0 We delnOnB~1"ute tha~. the

increflses in the money su~ply may te~d to increase cur:~ent afghar·i priC,;:l;;~;

but, becau3et ths velocity of money is remsX'ksbly stable lJ the monetary efie(:~

do not Taise j,~eal prices of agricultural Qutputo Using lnaome and price t~12s~

~iclt1es of demand tl we show again that, unless there is a very large in~rease in

Doo.,.,agI'iculturaI incomes:t b,c:reases t\1 agX'icultul'al output ~r capita Nsult in

lower prices, e~peciany lower mal6!nal prices a:ild a relatively slower x'ate of

iDcomH grow'ih In the egrtcultural S(~cto.ro The r'Urul=Ul'11IDl incmne growih r11-OO

diffarenj;inls G~ and do be80me qunie large, a subject which we tl,cplo:re in much

more detail 111 Cl,npi.ur II o/.f'! the Rural=tJl'ban Dua1.1t:Jo

GetiJng U'\"'!i1.J froUl the i:heoreU~31 '-,:ttlysis for a mom~t, Chapf.e~ J

makes use of some of the great. mtlB8 of da1i~ avaHabls ou the Uo So e~ooomy to

.gtWEl aJ emphici.li example of tho p-o:mt Ender dj3CUS~ii011o III the pastt 15 Y£HU"S "

up UJ 1969 r, l1WSt Uo S" a(p1culture exJ\.~hl{:.ed ~b.e phenom:mO'Q of l'(lIsl pn('cs

40
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CHAPTER II

THE RURAL-URBAN DUALITY

Uman and rnral areas are so distinctly different ill character that the
".-

economy as a whole CB!\ he :3een to bs divided into two pal'tso The mosirecogniz=

able feawl'etO most of us is the difference in density of po,w.ation ilQ 1he ulilan

centera as compared \vith the opeD spaces and distances between people in the
. ,j .

rural or agricultural Bl'aaS o Auother easily ida:.at1fied difference is the much

greater activity 2nd traffic to be observed ill urbll1l cante:rso Less viBlbl~: but

DO less :real are th.e differences whereby na~uril produces l~ral products r.:ud per,..

sODal activity is xequi red to produce ur'br.Jl produ,cls and 6~11"Vices·o

Ul'ban fir-ens are p:<'edominantly cent6f's. of'noo""agJr.1cu1tu.ral acHvitie,G

and employment. -r.rhili?, rural areas accoun'1 for most of the agrlculml'al employ~

menta 'fhe boundaries b,~tw3em mesa clasuiilcntloilS:. bo'Wev~rt are not shal"Ply

marked and we must ~ecf)gnize village-town ~ctiviUes in 111ral areas liS well as

true thE:\[ s~~ciaU~,ation of f~rm. mId urban activities Dre Dot entiX'ely separated

EWe"'.J at the famH.r lev d, p[l1'Ucula~ly in urban m:'eas and commex>ctal vr< ~es<,

-.
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employment Cl1U. neverthales8, be well served by observing the rural""'\lrban

duality, or agricultural and non-agricultural sectors of employment, as separate

_tllleso An important distinction can thUfJ be drawil· betweeii the m8llDer in which

urban and l"ura i incomes are generated..

Urban incomes depend largely on the day-by-d~yactivities SInd traDs"

actions.. Rural iucomes on the ~er hand depend more on seasonal activities at

the time ofplar.tmg aud bUrv9StJng.. lD between theae periods, except for lrriga-

tiOD as in Afgl\fJDistan, tbere is little the farmer can do to Influence "the part ~hat

the biosphere a.ad agJ.·c-nom!cB play in sucoossfully matt'trmg 1he cropso The

urhan sector follows a different pattern and Is basically dependent on activiti.es

which are lzrgoly within the control of its particlpsnts in contrast with the farmezs

. l
who must p!a)' u waiting role while fozor:es beyond their. control are detel"illfnlng the

outcome of their' income potenttalo

Anotber faator in this dual system is a matt.EJl" of logistics bJ whieh ttme II

dtBtaDce nnd volume llx-e of quite diffel·ent orderso

The UJo:'ban Cell leI' 1s compact and the densIty of population is relatively

great eo that t:'18 time required for <me person to contact another is l'e12tively

short with the l'6ault Hwt many transactions and deliveIies can be achieved in 8

single dayo 'l....,v8 distanc(!-3 between transsctors are shr.llarly short and th£ll

volumes to b~ e;whanged each tim'a are small so that t:rmlsportntion n~ull"emem..q

are minlullzedo It''or 'the rural areas theBe factors are Just the opposlteo Tl'ans=

ponr(Uan is ty~Aca1.!.y lOll~ and difficu~t 80 ~hat much time is required foX' one vernon
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to reach nnother0 Also the principal u'1U1SactioDs of exchanging crops occur

only at relaUv~ly long time intervalso C1'op movements are also in relatively

large volumes and so require greate;: organizatlou and facilities as compared

with the small volumes that can often be carried by han.d from shop to homeo

The patterns of growth that result from these differences in rural and

urbaD areas u:re also in caatrast by their very nature. Urban development spreads

out In roughly concentric circles with greater densities along major routes of tnms~

porlatiOll., Depending on the approach adopted m town Qr urban planning, the

expandiDg boundary of built-up areas can be sharply marked or it can tend to

trickle out fn~o Op€D suburbs and smnll commercial farmmg for th.e url>an marketo

}levertheIess. 3Uch gl'o'O\rt..h patterns t'.re the result of street extensions and other
, ,J

.'

1n!rastruclure programs to satisfy the needs of people for homes and l~vmg spaceo

The investment required t.o carry out such programs is basically govorned by the

availability of funds and the numbers of people that can be S8l"Ved by a gi7en expen...

ditureo Hence, a rather high minimum density of population Is fundamental to

such growth and tends to maintain the efficiency of uIDtm development in terms of

activities and tTmlSactiollso These physical amenities and efficiency i:D tum

attract inlrtitutioDB bolli national and fot'efg;n as well as indumry 8lld conunerceo

Thus t.he stagl~ Is set for the next exprmdrng wave of stroet extensions L'nd concen=

These many factors together act to pump up puxchasing power' ill the

urban syst-em lAnd through the Income",multlpUer of cm13umplion and luv'eatmeut

and so promote in m~my 'lIBya the Et1trsctivenesB of urb~D liVl13g that iE: i:'J hir,h

,48
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contrnst to most rur~l and village ~1fo" The typical result Is a steady mlgr.ntluD

of population from rural to urbRn aTeas with little or no hellefit to rurallncomes

and employment,,- At the same ttme,· population growth is not aU benefit t·o the

urhan nrena because mJJDy new arrivals in the cltle'3 lack skills and resources

and so add to the problems of congestion, urban sprawl, pollution and slum

enclaves. Tbls dunlHy or notion and reaction in the system supports the belief

that projects des,gned to Increase rural incom.e and employm.ent will amcl!oratl8

these IfegaHv('l b:·~d ...;;. It is, therefore, m~e of the 9urpoges of this agri"'business

research study lo show how agrl-busJness can be an effective meatls of counter-

actlng the migraUons b:1 m2.king rural areas better places in whf.ch to fInd jobs

and earn income;J~

.~As the urban center grows and expands in "its compact efficiej·,t. pattern

of Cvdcentrlci ty, the rlll'sl ~lreas prmre to be much more resistant to change for

a Dumber of reasonso The migration from 'he rural are-us to urban centers' Is

UD3voidably refk:ctecl in much slower rates of grow>Jl in )1l1'21 tOWUJ; and viHages

as compared with ilia! in urban canters. Consequently, il1e developmmlt of the

needed ::nf:rastr",.-;ture of S~ ~'vice8 and arr.enft":!es suffers from higher per capita

cost due to th(~ %:x"'€:8ter dlEi::-tnCe between Ui3€rs as well as the .lower level of

demnn..:l placed ll;;cn Lherno Even farm,,·to"market ruads\alllUlder such circumc ,

8wn<lea to shc-w·'ehu·.!1s sF.Ficient to jUr'3tlfy their inllestl~'entuuder the eommon

deitn!t~! cOll'elHion belv....eE) the ratio of farm-t.o-ma.rl:et roads and cuUiv:lted

land to erop yidl'3o Thus, it is not uutE tho fnrm-f;o=,.market roads l'e:Ec-hJ

49
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TREND IN CEREAL CROP YlEWS- .CORRELATED WITH MILES OF ROAD_.
'IliI'V"

TO SQUARE MIL£S OF CULTIVATED J..AND
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d8DSlty of 1.5 miles per square mlle of cultivated laud that yields start to

lDorease rapidly enough for road user beDeftts to exceed the cost of the roads"

A typical curve demonstrating these relationships Is shown In ExhIbit 201 .. 00 1.

ThIs investment-land-yield relaUcmsblp Is ODe of the essential differences

between rural and urban growth patterns. Urbrm street-land-Income relation-

ships can also be plotted as a curve but it Is not necessary because. 88 already

polDted out. the usaI' demand tends to precede Investment lD street extensims..

IJ1e Urban Complex

The urban complex Is typically the seat of government administration

and the legislative function of creating laws and regulatiouso This decision-
.'i.,.'

maldng machinery is given weight and force by the power'to Issue money, borrow.

tax and make expendltureso As a result, such centers are most attractive to

those groups seeking to Influence lJ and benefit from t these governmental activltieso

Such Interest groups Include Industry 11 domestic commerce D foreign trade f com"

mercial agrlcwturaUsts, social and educational .servlces, publ1c ndmiDistratioD t

financial msUtutiOD8 and so forth., Their Incomes, payrolls and profits create a

growing effective demand t consumption and new lnvestment.. This set of dynamic

activities ~d& to be self.,>tJantatned and looks to the rural sector for little more

thaD a few basic agrlcultu:t>al commodities for which resource endowments are

particularly favorableo As per capita Incomes increase in these url>m ftlclav8s p

a progressively smaller portion Is spent on food..as haa already been potnted out

1D Chaptelt' 10 At the sam€! time. rising incomes cause a change in tastes favorlDg



ID developing countries such as Afglumtstan. the rlamg DOD ..food portion

· .
Imported food ltema and 80 further lowers the portion of urban bacomes circu-

latlng to the domestic rural areaso
.' ~.~ ...

0• ..-:~.:.

I .

i ,

.'

of mcome expenditures Is also tnfluenced by taste preferencerJ favoring imported

goods. particularly those not produced within the country0 Foreign travel also

lDcreaaes and together with other imports generates a strong demand for foreign

exchange which requires f.I more than proportionate increase in the in...flow of

foreign exchmlge from exportg. tourism. and capital transfers in the fOl"ID of

loans &nd gnnt'lJ" W addition. these iu""'fiows of foreign exchauge must be large

enough to provide foX" the imported needs of development proje~1B 9.Dd Dew induB
.:1

tries and cODstnwtlooo It Is one of the sDomaUes of development that agriculture

is oftel'l exr...eC'~ed to generate ever greater export volumes to earn foreign exchange

for urban pU1l)()ses and from wh1ch agriculture receives only a declining portion

of the benefitso

The effec~ of these many factors opens a distribution gap betwem the

partio1pantB lu the ul'bau ooOlwmtc syst,em amd those in the rural system almost

as though the! were EI611s:nie countries engaged in an approximate international

trade relaUa,t),3hlpo Tms pumt will be further developed In later chapters of thbJ

mudy0 Sueh gaps or dlffel'ences arc of low vislbiUt.y but nevertheles8 real in that

they are clea:rly 1"eCOt;1.1ized by many in the rural lWiTulaUon who at least feel that

moving aCl;"OSiii th.~ bouudsx'y mto the urban complex will give them 8 better livmg

th.an they Ciln find in {lie l"Ural RJL"E}3So
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A strict deftDttlon of au urban area 01' center has Dot been agreed upon

by the international commUDlty of planners. However. the Uo S. Bureau of the

CEI18U8 defines an urban place as aD iDcorporated mUDiclpallty wb1cb has reached

a population of 2,500 and, In addition. the p!\vsical, political, social aDd economlo

features of the limited area must be so developed and interrelated 8S to be reeog-

Dized as a functioning \D1lt" Various other agencies use larger populations and

5 ,000 seems to be a popular figure while retaining the other features of the abo".

definltioD0 An alternate population used fD many analytical studies fs a population

density of 2,500 per square mlle or 1.000 per square kilometer.

A schematic illustration of the dynamic set of ul'ban activities outlined

in this section Is shown In Exhibit 2.2 0 00 10 It wi1l1ater..be shown as part of a

composite lllust!'8tion of the combined urban-rural system.

The Rural Area-
The open and Independent character of rural areas stands lD strong con-

trast to the c~mpact and iIlt.erdepandent one of the urban 88ctoro The relative

difference varies greatly from country to country but it oan be roughly measured

by constructing an index baaed OlD the ratio of rural area to urban areao Actual

urban area dnta by country is Dot generally available but can be estImated from

population data and the use of an averags urban density ratio as ind1~ated in the

previous section" The foHowing ahort Index 11st of rursl area/urban al1!a ratios

based on G deDsity of 2.500 gives a not surprising indication of the differences

between Industrial and nou-lnduetrlal COtmt~ieBD
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. EXHIBIT 21'21>001. yRBA"!i SECTCR DEVELOPMENr
CONCEN".rRIC OROWvrH PATTERN- -
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Ratto of
Country and rural area
CeDSUS Date to urban area*

. i; ~.:""
~; ..

Iraq (1965) .."',
21S·,;" 1

. ~ ";,.

Venezuela (19.61) 1'18 - 1

Iran (1966) 148 -1

Afghanistan (eat. 1970) 146 -1

Uo So A. (1960) '11 - 1

Fralice (1962) 16 -1

England (1961) 3-1

*The urban aT.ea is estimated by dividing the urban
population by the density factor of 2,500 persons
per square mileo This factor tends in most cases
to increase "the urban area somewhat OM thua re
duces slightly the mngnltude ~f the'redo. The·
lDaccura~1es induced by this appro'anh are judged
Dot to impair seriously the vaHdtty of the results
as a good relative indicator of the transaction
distance differences between rural and urban areaso

The importance of these numbers for rural Income, employment and

agrl-bus1ness lies in the averag6 distance separatlDg transactors in urban and

rural areas., In Afghanlsta:1, for instance, where an urban transaction might

be located in a one...square mile area, a rural transaction will be In a 146-square

mile area.. The square root of these areas will represent the probable differences

In average distances separating transactors, that is, a rural transaction on the

average will h~ve to move twelve times the distance of an urban one..

Another feature of the rural area involves the subsistence nature of pro-

duction and consumption and Us lack of alternate choices.. If a cash urban market
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.value Is placed on this production so that It csn be equated to Income, then con- .

SumptfOD by the producers Is their expenditures and what is held in reserve and

storage Is their S8Vingso In cash term"" these amounts can be fairly tmp:l'eBslve,

but in terms of efficiency snd s&Usfactt.cn of final goods. ,the return is low in

comparisou with the ~holccs available to the t.maD producer and employee both

In consumption snd social relatiODships.

Each farm family living In this subsistence style endeavors to produce

some surplup. chat can be traded for 8ssenthds such 8S tea, salt, sugar and 80me

textiles BOd trimming that camot be produced 00 the farm or be gathered from

the uncultivated areas and opeD range feeding of livestock. T'fpically" the sur."

plus is the same commodity that thP. neighboring farm is producing and gather-
.;....;,.1.

iDg and the surplus cmmot be increased materially without causing marginal prices

to decline as shewn in Cha.pter L Each farm 01' farm village is constrained in

this moomer fFOra. progres~jively1ncreaa1ng personal rural mcomeso Long exper-

lace iu these matters by the rural population saia a tradlticmal pattern that CaD

be changed emly at ccnsldel"able risk to rural family living requirementso Few

atf..empts at change are made without cCXlsiderable evidence or guarantees that the

farmers Ol" villagers belie"'18 can be explicitly relied upon or controlled by them=

selves" After all, the agl'iculb.1ral community Cttmlot be axpected to change the

already-descl:'1bed oV81Q all system of constraints and distances in which it. oper'"

&tea simply b~\' u1crens1Dg production through chaugmg the palt.em of inputs from

• 56 .'
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The arid climate of Afghanistan and Its dependeuce on Irrigation acceu

tuates the separation of productive ax-ess in the form of small 0886S with stretches

of unarable land on all sides. Aerlsl photographs in AfghanlstaD DfteD give the

Impression of small green shIps OD 8 browu duncColored se8.. This 8ppt!&I'8DCe

gives rise to the schematic representation of ?Ural areas ss shown in ExhIbit

The Traditional Trade Pattem.. -
The Deed for trade between small centers of agricultural and rorsl pro·

duct10n is extremely limited due to the lack of speciallzaticmo In the traditional

form I each center is a small sub-systeml of as Dear seU"",suft'lc1eucy 88 ean pos=

....
slbly be maintalnedo The small surpluses produced muBt'flDd their way to a mflr-

ket town and so pass on through the hands of trad1tloo~!agrl-..busmes8 and middle-

men to urban centers of deficit where demand exceeds producUODo

rue gathering or concentrdtlon of commodities Into the system of dtstri-

butfCJD to the fiDal consumers of agrieultuftll production passes through a hierarchy

that further constrains any change in tractitfonal methodso The Afghan hierarchy,

wheD visualized as a pyramid of constraints, can be said to start with the rural

population of ebout 10 0 37 mlll1ooo 2 The next level fs composed of some 1,275,000

bmdowners followed by approximately 16,338 villages which are grouped under 325
3 -

administratiVE) centerso These centers are governed through 26 provinces topped

by the Cenb:al Government of 14 ministries gathered around that of the Prime Mint=

stry 8lld Head o~ SWteo
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Each level In the hierarchy provides a demand for part of the agri-

cultural surplus moving through the gathering and distribution chaDDels.. Part

of this flow is, of course. disbursed In the form of taxes Including controlled

food prlceso A large ponlon of these taxes Is expended in the urban areas and

80 reduces the nat flow of Income to rural and agricultural are&s. The volume

of trade exchange in money terms between urban markets and the representation

of farm villages In Exhibit 20 30 00 10 la thus necessarily a rather thin Une of

flowo

The schematic combination of the urban center, Exhibit 20 20 00 10 f and

farm village, Exhibit 20 30 00 10 f is shown in Exhibit 2.4,,00 10 B Is wol'th noting
,j
.'that the export trade In agrieultural comm~ltle8passes through the urban CeDe-

tar and only indirectly reaches the fsrm-\"'illage systemo

1raditionsl Agr:!::.!?llsinesIJ

Agr1-buslnes~ Is an IDtermedlary between supply and demand or pro""

ducers and f1:nal consumers.. It Is an outgrowth of the "farmers market" bA'Ought

about by rudimentary fOrIDtJ of specialization better to satisfy urban demand as

It der"'elopso In this process a chain of marketing functions such as transporatlon.

proces~ing.wholesaliDg aud rewiling has come Into beingo Traditionally f both

farmer and consumer bBve been suspiciouS of these BOe-eSJ.led mlddlemeno They

have looked upon them as unproductive c parnsltlcal snd often dishonesto They

stln do in some case3 0

"Some farmers In the past deHberutely r~lsed only as much wheat
os they required !hemselveso This waa because transportation was
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prohlbitlvely coatly and any surplUfJ wheat was purchased at dumping
prices by dealers, UBUl'erB and profiteers. " - The Kabul Times.
EdItorial page. July 8 fJ 19'14..

The aoly adjustment 'that might be made to the above paragraph Is to

use the pl'8sent teDse Instead of the past teBseo Middlemen will contlDue to do

bus1Dess because they perform useful servloes and are necessary In order to

obtaID the lower cost and price benefits of speclaUzatiOllo

Q2e of the problems being faced by this research study Is how to help

overcome the above sociological burden by developing and distinguishing between

modem and traditional agrl-busmsBso It requires recognition that such market-

IDg services can be truly productive. This can be done by showing that modern

sgrl-busmOO3ee: have OOCIlOmlC utility: by transporting farm products, they pro-

duce space utiUty; by processing them, they produce form utility; by storing

them, they produce tima li.til1ty; and by buyfDg and selIiDg ~ they p~du~ poe.es81oB

uttUtyo

Each of these fuziatiaos or steps between the farmer and the consumer

represents 8 cost or 8 build-up em the farmers' price that must be paid by the

fiDal eonsumero If the coot or price mcrements are high, then the geographical

.market aras aVllllable to ,any farmer will be small 1D the traditional formo There

is thus 8 relatively inelasUc price marglD between the farmer and the ccnsumer

wlOdn which the agri-.bustneasmrtD must opal'8tl)o If the agri-businsssman exceeds

this price mnrg1n p he loses buslnesso He is caught between two opposing forces,

the producer and the consumero
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On ODS side fs the farmer working for hlgher prices us1Dg his power.

to determine production through crop substitution and. land use mcludfDg restrlc-
'~

, tlcm of land plaDted to crops. em tbe other side Is the consumer working for

lower prices using his power to determme demand through substitution of whEt

he CO'21SUmeso 1D bstwee:a Is govemment policy try1Dg to satisfy both the farmer

8Dd ccmsumer 83 beat it can. When. 8S ID Afghanistan. an agency of govemment,

. the Food Procurement Department t takes over part of the agrl-bus!nes8 fuDctlaD

In an Gffort to satisfy these confUctiDg price IDterests, it is also caught In the

same price squeeze. The dimcu1ty of any goverament agency to control costa

(most public sector enterprises ID Afghanistan operate at a financlallosfJ) adds

to the problemo SUch BgeDc1es have. however II an escap;e route Dct avallable to

private agrl-lnmmesso Their losses are made up by tfttes or government deficit

flnancingo Thus J ~OTl-busmes. eoterprtse Is typically caught In a three-way

sqUeeze by forcas over which It has llttlecoutrolo In may case t the normal

price margin Is exceeded but Is paid for Indlroetly by society as a whole with

A schematic illueiration of the forces involved in the agr1-busiDoos

price squeeze Is shown in Exhibit 2" 50 0.10

ThIs traditional ~ri4lusiJj.esssystem encourages the ngrl-busfnesBman

to locate his enterp:rlse In uroan c~,]ters where the effective demand for agrlcul...

tum! products Is moat easily reached and whers prices and Incomes can be most
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effectlvely maaBgedo NOD~8grtcultur81 enterprises are located tD urban centers

for simUoJ:' reasons as well as to avoid the extra cost of' transportattcm of mater

Ials and flD1shed goods to and from a rural locatiOMI.

The questlcm of location has been recognized In the revised (May 19'14)

Foreign and Domestic PrIvate Investment ~w (FDPIL), which has added aD IDC8D-

tlve to locate Dew enterprlseQ outside of the Kabul area by exemptlDg the enter-

prise from Income taxes for an additional two years. The erosion of net IDcome

due to the extra cost of transportation t which is Dot reduced after the extra two

years. is enough 1D itself to give this lDcentive 8 minor value in the absence of

other favorable factorse

It is well to note in this regard the major diffel"ences in market size

and distance between Kabul and the other importnnt urban centers in Afgh:mistano

Exce~ for the Kabul"",Charikar corridor, so-called In this study, m which seVeD

sizeable towns &.:nd administrative canters are located, t.ne other urban centel1~

constitute quite separate uxoban areaso Not all of the population in these places

listed below are urbml (the exact data are unavailable) but the numbers do

express r(~asonnblywell the relative importance of these locations frnm an urban

buslDess point of v!E)Wo

-"

Place Dames-
Kabul
Shnkardara
Quarabagh
Mtrbachakot
Kalaknn
llagram
Charlkar- -
K - C camdor

Kilometers
from Kabul-- ......

°

64

64

Estimated
Population

500.000
73,000
67,000
53,000
69,000

107,000
96,000

965,000

,.-.......~ ~.. -----_._~--
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KIlometers Estlmated
Elacenames from J{abul rOpu!8tlOD

I

Jalalabad 160 106.000
Pule-Khumrl 230 94,000
Kunduz 83'1 168,000
Mazar-l-tIlarlf 432 231,000
K8Ddabar 488 310~OOO

Bent 1,053 232.000

As we go beyond these oemtera fDto the more I'Ul'81 area where the Deed

for lD~ome and employment Is greater, there ia an lDereaslng requirement for

government incentives and" polley to encourage the necessary private ad public

IDvestment on which Job creatlou depends. Part of any suoh solutlaD Is likely

to depend on technological bmovaticm regarding 8g1ieultural cmnmodity pro-

Ce8slDgo IDstead of accepting industrial tecbnology"th.at integrates as many pro-

cessfDg steps as possible in a siugle establishment in order to gain the maximum

efftcleney and scale of opernticms tI it is better to separate the initial processing

steps and locate them closer to the pomts of agricultural produc#oDo Some

efDctElDey is lost In'this approach but the trade-ofj("ls between further cc:mcen-

traUCI:l of Bg71-buslness ellterprises in urbsn centers or positively moving some

portion of the procsaalng faclUties into rural areas for the benefits to be achieved

m rural income and employment.

The prlnclpallDcGDtives, and incentives are golDg to be needed, rela~e

to fiDanclDg of facilities a:r.-d production, sometrmlspon subsidies, ad guBl"8Dteed

contrac-tual anangements 'With financing ~ tween wnolesalers (In some cases t the

govemment) t :tInal p:rocoa~ors, mitial processors. (Including cooperatives), and

the fOrDlElr6 who agree to grow the required crops of specified quality.. Once such
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• oomplete commodity systerh Is fully Introduced by ~;cODcertedeffoi't,
. " ... ","

IDcluding donor countIy technlci8DS who understand this approaoh, suhse-

quent projects iollowtng this dlrectlcm will become more natural and more

88811y undertaken..

Chapter IV below discusses more fully the range of lDoeDtives which

. .

. are used to encourage Industry to locate in rural ad generally poorer areaso

The raislD cleanilJg and packagmg projects under FDPIL auSpices are

a successful example of ngrl-busmess accompUshment UDder favorable conditions

of exlstiDg surplus and marginal supply 8J1d effectivB demsndo Once ready-made

situations of this type are developed, new ~pportunltlesprove to be mora d1ff1c:o

cult of accomplishment.. Often Umos suitable technology of the necessary small-

scale Is not available and must be designed to meet the local conditions.. Trem-

big Individual commodities In a systematic way from farm to fiD~l cOD8umer

and optimum location is Dot al\\"l!Ys easy but wIthout sppllcattcm of a thorough

method or scientific npproach, successful results are difficult to achieveo AD

alm of this study Is ro discover opportunities. where such an aPPJ"08ch.Cf.lD be

proved be:nefictalo

The first chapter Introduces the adverse price-Income relatlaushtp

with respect to increasing per capita production of agricultural commodities"

It points out, among oUlsr things \) that urban per capita incomes must Increase

more rapidly than l"Ural incomes. if !ncreases In per eapita agricultural pro-

duction are not to result m sharply declining marginal farm prices"

66



l.:~)

f!
I :
I :' . \•. )

t .J,

'\
I ')

t -.,

t:
!'
~ j

ID this second chapter the distIDctlOD betweeD urbliD complexes and

rural areas are descnbedQ The Import8D~feature of these differences Is the

ability Gf the urbBD cent,er to grow quite Independently of the rural areas,

parUcularly when typical foreign assistance i8 injected Into the economy0 The

abtllty of the urban complex: to absorb thls assistaDce Is most prcmoUDced and

In the procesa It draws heavily CJD Imports Including food pl"oductso Efforts to

develop demand and sv.pply of suitable local farm products which wCIlld help to

adjust this imbalance have tended to fall behind.. As a result, the gap between

urban development and rural growth Increases sharply and gives rise to very

vlslbl.e iD~ualiUe8 In the distribution of Incomes and employmeuto

I

61



I
""

'_: ~.'•. ,1.~ .j
,'j ,
"("'\
" )

~.
.. '..•'"''

,
;,.

:-':'

I'
i

BmLIOORAPmCAL NOTES

CBAPrEB D

~I , ''EYalu.&t1on Handbook," A.LDo WmshtDgton. D.C., 19'12 sOU!'ce of

data. The graph was prepared by Cheecht and CoiDp8DY.

".
/2/ "Survey of Fertilizer Warehouse and Tl'8Dsport Requirements m

Afghanistan," Checchl and Company, Kabul, 1972. p. 68;,

Source III te.'1t; MiDistry of Agriculture t Afghan!staD.

c.

,

lsI "statistical Pocb:e1-Book of Afghanistan. II Department of Statistics,

MID1stry of Plmming, Kabul, 1350 (19'12)0
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CBAPTERm

MEASURES OF DWESTMENT AND AN INFORMATION

SYSTEM FOR POLICY RECOMMEl'iDATIONS

3010 mtroduction-
The aim of investment measures is not to create a new way to measure

Investment projects as much as it Is to saloot me from the bmumerable methods

already available.. Such measures fall Into two groups - financial and economico

Flnanoial measuras relate primarily to firm~ or orglfmtzat1~swhich 1nclude

govemment and institutions.. Economic measUres typically relate to nationsl

aggregates and sub-aggregaf:es of productiOn and tnomneo

In the field of economic development, the development bauks are blghly

Interested In the flnancial measures in order to b~prove the security and repay-

mat of lOaDs" Development lDstttutioDS deafgned to assist prospecttve investors

In plmmlDg their investment enterprises for government approval and licensing

also teI1d to rely 00 financial measures lD preparing feasiblltty studies.. Financial

measures lire labeled the ''m!Ci.'''O'' approach to developmel1to

Economic plan:n.lug. agencle3 such aa plmmmg ministries devote themselves

almost excluaively to aggregate economic measures for the allocation of resourees

as in "I!'lve Ye::1r Plans," Wld fo!" the approval of categories of investment lndustYy,

I.; ""'i 'i" .

I ~

Infrastructure, aDd scclal davelopmento 1m flome cases such plsnntng departments

'12
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also prepare national accounts m,d projections of the economy n I:a other cases

ecouointc measures are used br other govemmeDt agencies and m1Dlstries to

prepare the national aCCOUllts. ECODomlC measures are labeled the "macro"

approach to davelopmento

ThIs division of !DveBtment messures for exclusive use by two separate

I

branches of, or approaches to, development has an unfortunate effect on both l1ggre-

gate and enterprise growtho It results In poor coordination of effort so that natlcmal

plans often fan to achieve their goalso And enterprises, eVeD wheD financially viable <

ofteD fail to make the anticipated contribution to economic growth through 10s8 of the

multiplier effecto As a result, both platmers and eDtrepl~e1ieUrS lose the suppcrt

and respect they need in their wOl-ko

In this chapter we undertake a review of various available measures for

. the purpose of workmg out a composite system In terms of both financial and

9CODQmiC mef,sures o Such an approach depends on thelJJherent fact that macro

measures must depend on the aggregation of information first obtained at the

micro levelo

Nature of Enterurlse InveHtment
.... J'

Investing Is SD act of expe:nditureo It must, therefore t be preceded by .

the identification and availability of funds or other resources neceslu11"Y to the

Invflstment expandltureo llor a private invel%tor f the sources of funds are savings,

borrowmgs. pro:1tB, or th~ tnmafer of other resources to the new inveBt'.w:u:Jlto·

For 8 government, the sources of fimds are taxes ~ borrowings t new mon'3y, 010

the transfer of ~ther reaou;rces o

13
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Onee the proFJpec'tive investor has identified apotenttally interesting

project nnd Mil rea:3OD to believe that funds in their various forms are, or will

be. m8de avr.llable, the neid step Is to evaluate the feasibiUty of the selected

project in order to increfwa the probability of financial success and the security

of the investLlent G."'l:pel1d1t.n:oes on plant, materials and working capltat~ Ths

.
process of conv·aItIr:z tnes3 plans into reality is a physical pl"OCeSli as Is the

proceas' of production once the project is in operattoDo Both are bayond the

scope of this ch3pte:r"

Pro-1nciion gives a return first in the form of sales receipts ~ a part

of which ':'$ then expended as tnter-indush'Y payments, aDd factor Incomes

for tho inpuw of pX'cdu~t1ono Anothr3r part ot the receipts is paid out in taxes

to SU!:Jpi)l't govemnitnt j]ctlvlties of administration, b'.1vestmenl, and social wel-

fare redImrlbll..tion of incomeo What remains t if there is not a loss, is p~oflt

or Mum on the tnvestmmt which then becomes avsilsble for dividend illcome

to Investors :md/or for starting a new cyclC' of savings j borrO\'\rtngs, m'!Jestment,

All these lH.::tivities and processes go into making up the natul;'e ~f inveBt-

ment :md ~ha economic sYH~em" They need to be kept in mind as the various

means of m08r;uren.".;:lnt are cons!dsl'ed in the following sections.,

An d::r!om1 qu.esUoIl is whet prompts investot'a to convert aaviq;lE nncl

their purel.ln~t!g pov.rer that can be IlSed m 80 many dJ.fferent ways into 2D

'14
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tDvestment involving so much ''brick. mortar and hardware" with the attending

risks and time lago

For a family Investing in a house, the answer c~ be necesBlty and the

desire for future living comfort, status and eecurlty0 For an en~repraDeur t the

basic urge may be to provide the means of earning an incomeo In view of the

risks Involved, his reasons a:re likely to be more complexG He Is verhaps more

ambitious and is looking for greater returns both financially and socially as well

as the personal satisfaction in achieving them. There is also the element of more

Influence and power that tends to go with such success.

Government Investment in productive enterprlse, in cantrast to Govem...
;;.

ment's other expenditura purposes, is motivated by an expressed desire to

increase the national product and employment while avoiding the supposed exhor...

bttant profits of private industry and ita investors.. The suppression of the profit

motive reduce.:i the efficiency of the enterprise oparatio~s because profits are the

control and measure of management effectivenes~ll This loss of efficiency is often

offset by giving such e.nterpK'1ses monopoly powel"o

"Furthel'm.ore some L-governme!}!7 enterprises acted like mono
poUes Il Emd were able to report profitE oDly through overchargit'.g the
custom.ers t who i:11 many instances were government organizations" ,,1

By implication, the purpose of investment is profits whether the enterprise Is

public or pI1.vateo In the process of generatillg profits and new cycles of invest..

ment for profits, tht-' social benefits of production and employment are very much

In the u~tUl"e of by=productso In other words, a compositive method of measuring

~
_ ~.. " J,-or

" \fJ'.

'/5
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IDveStment is needed. to lnflure that neither purpose is overlooked as so often

happens when financial and economic measures are us~ separately by different

agencies or institutions cf dsvelopmento .

3. 4.. ACcoWlt1r"1~ :Meas: ~~':"eB
.. •..&cIt....-..~ "'1"----

AcemmtllJg ~ne~m.-.~as or systems of aceourotlDg fall under two headings

already meIlt1onoo ~. final! 'ial and econonrlc ..- 8I!d ~re considered in som~ det~Jlil

in the na}1& two sub-aection, '. Following t.hess is a composite mearmra which 1$

developed and applied, as L\ example ~ to some of th.J. private enterprIse projectl3

under the lt~oreig.n !ll\d Dome 3ttc Privata mv~stmen~ ! law"

.An equally impor/::?J:.t measure is t.he one of Ines~.onwhere an investment
-;~

should be mada in o;:dar to 8"b1e"lC a distribution of br:#neflts and avoid enclave

d"velopmElnt~ This 3ubjact i.e considal"Ai sapa!·at~ly in Chapter V. Regional

Resources and lhco::::.e in Afghanist:ano

It produc:,39 ita P91->lcdic reports 1n two m.~ ~n forma, ti:w bal9'.l1C9 shestand the

The brJance sheet presents t1:'.e n:n~Jjcial condition of the firm or orgu!-

zation at a sp.sc~:i1c ro1nt 111 tfmeo It separates the a66et13 m-ad liabil!ti~a !.n~

''De!: worth 0: the (;:Dt ~rprls" ') 'f

'/6
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The operating statement preseDts an accumulation of tranBl8ctlvzas over

a given period of time. These transactions In detaU measure the performance of

tlle enterprise durmg the period covered by the statement. ~ this sense. the

operating statement also measures the utilization of Ute mvestment in plDDt,

material and worktng capital 8S well as' .the effectiveness of the mansgeme:at and

the productivity of the Inbar for,ce.

Condensed examples of thf~ balance sheet and operatiDg statements are

shown In Exhibit 30 401,,10 Though considerable lDformaUoD concarnmg the firms

activities is to be obtained directly from two statements. scientific management

Is necessarily interested in obtammg a more thorough undemanc.· of what Is.

actually happening so that improvements can be constantly inade. C__ tersely,

if things are going wrong, it Is important for management to be able to d~ermtne

the precise corrective s{:t':lp3 or poI1ey changes neces8ary for better rssultBo

Intuition is a poor lSubetltute for knowledge lD such CRses bscause choosing the

wrong steps that make Jn1ltters worsQ Is as likely as taldDg the proper corrective

acttoDo Ratio analysis 83 Bst forth in the following section is the recommended

approach for the problems indicated aboveo

30 4" 20 113«0 Analysis

Ratio analysis involves relating items In th~ balance sheet and oparatmg

statement to one another at frequent and regular intervalso Though the ratios

themselves have imporin'{/.ce, It ~s the change or variances in the ratio,:: from

period to period, say month to month, relative to a pre..,det8rmlned standard that

.-
77



:'1
l

( ..)~.
\. ........

j

1
J

r',

>. ~....

"," '.

EXAMPLE OF THE BALANCE mI-EET
AND THE OP=E=R=A~T;''''IN''--;;G-'ST~A~T-E-M;'';;E;;;o.;,~rTIN A CONn'ENSED FORM, 4.1......_

BALANCE SHEET-
Assets-

Current assets
Cash & receivables
·lnventories!

FIxed assets
Less allowance for

depreclation2

Other assets

Ltabtlltles

Current liabil1ttes
Payables
Accrued liabiUties

Borrowed debt
Net worth•

Pald-m capital
Eamed surplus3

. Total Aseets equal Total Liabilities & Net Wortho
r

i
OPERATING STATEMENT..

Purchases
Inventory changel

Wages and salaries
Other EU-:penses
Deprectation2

Taxes
ProfIte3

Net sales
Other net income

3Losses .

Note: The superscripts 1 t 2'1 3 represeDt the net financial ~aeets of operations

trausfe1Ted to the balance slleet:o
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gives management the best iDfclrmatloD or guide to ~ture polley aDd actlono

Such variances indlcate whetber performance fs good or bad compared with

the standard. The standardfJ themselves must of course be designed for a

satisfactory overall level of performance.

The ratios can bq'~ conveniently divided into financial and operatiaaalo

The Dumber of Euch ratios that can be devised Is large. A study by Roy Foulke2

lists 14 importqt financial ratios t whlle the American Society of AsaociatlOD

Executives found 34 separate tyPes of financial ratios bemg compUedby 26 trade

associationso We list below only ths 10 financial ratios recommended by the

Uo So Small Busmess AdmbJistratiODo3

.f
Current assets t" cUrrent liabilities"1 0

20

3..
40

50
60
'1•.
80 .

90
100

Net worth
Net worth
lqet worth
Net wm:th
Net wcnih
Net salas
Net sa1.es
Net sales
Credit sales

to current liabilities
to Bet sales
to Det profit
to fixed assets
to borrowed debt
to current assets minus current lIabilUies
to goods Inventory
to net profit
to credit collections

Oper'stmg ratios, listed below t dapelid for their number on the 8ooount~flg

detsll employoo in dividing costs and exPenses that represmt the opentloDB of

the enterprise or organizatiODo We list only 11 of the more Important OPSl'1!tlng

ratios below.

1" N-et sl!les to eost of goods Bold
2" Net sales to gross profit
30 Net sale9 to operating expenses
40 Not sa:Ci3 to operating pI'oflt
50 Net saiea to Belling expense
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6. Net sales to admiDfstrative expense
7II Net sales to general expense
8. Net sales to :fmanclal expense less fixumclal income
90 Net sales to J.lrofit before taxes

100' Net sales to taxes
11" Net salea to Det profit

Pro forma balance sheets. oporatlng statements aDd ratio analysis are

L

~.:

all used In preparing project feasibility studies. The value of ratio analysis in

.
such studies is that it acta as a check an the validity of the assumptions that must

be made In preparing feasibiUty· studieso

It is vitsl to note, and it emmot be overstressed, that Done of. ille above

work or assumptions has ;my validity unless the assumptions cODcernhlg the

!18rket for the final products of the enterprise are themselves sufficiently
~

:~

researched so that they are as attainable an~reasmlableas it is pcssiille to make

themo Everytb1Dg about the project bivestment btnges on the reality of this one

point.

The accounthlg measures ab-ove are preUmmary to preparing the enalysis

on which m"!estor-s make th!~lr' teclm1cal decislooso The subjective and Intangible

ladors on which investment decision:! are basad must be assumed favorable or

the above aecolmUng work b~com8S a waste of time aDd reSOQrCe8o Factors such

as the gansl'"81 Investment olimate. legal mld economic II are most ImportRDto The

attItude of the Govemment'13 Investment Committee concerning the ch&~cterof the

lDvestol~s and the specific pl'oject must also be taken into account alang with all

th:a problems of where to locate the establishmento If these subjective and iDtangible

80
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as well as when net profits can be expected to change from repayment profits
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faCtors can be formally determined before the actual feaalbllity study is under-

taken. the situation will be better for all concemedo">'1D other words. the project

approval process is best divided mio a pre-feaslblUty application. that Is, the

geDeral 8apects of the investors and the project vlitilout the technical and finan-

cia! QDalysi.s, and the feastbillty application which Is only to be undertaken after

the pre.."feaslbUaty appUcation has been ~pproved
.

The technical investment decision is based on the second step or feast-

blUty application but the accounting procedures tDdicated above are not yet, in a ,j

form that lends !tself to the broad thlnldng in which most investors are primarily j
j

Interested0 Of course, they want to be assured that the details are properly j

,j

j

h8i1d1ed but In addition they want to know more about the return of their capital
I

I

I

I

This d1stlllct1cm mthe nature of profits Is all too often overlooked or I

under-emphasized, particularly by government enterprises and plmmers"
I

Repayment proftts are those allocsted by management to retiring hOl
I

rowed debt and return on pald-iD-eapltal whether debt or capital Is obtained fr'

pubUc or private sources" If these funds,. are not. recovered from profits. tb~

become "stmk costs It and 'lease to be a factor in economic growth that most I

economic analysts P100ject for them" Paying out the maJdmum of sales-inc{;'1

.' I

labor so that prcfits are minimized or nonexistent is often the underlying jl;1'

,

I

,

tioD for gov'ernment anterpnseso It Is the surest way possihle of malting b I

a Hmml<: coat" tmd so restrlettng the growth of Income ~~ employment"
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, III l'egards to the methods of analyzing retums OD fDvestment. there

81"8 f.our generally accepted approaches.

1. cash-Dow analysis
2. The rate of return on the overage Uf~ of the lDvestment
3. The pay-back period
,t,. The simple rate of reb;trn on IDvestmeDt

AU four approaches could be applied to each project but such redtmdaDcy Is Dot.
to be recommended.

(l) Cash-now analysts is the most elaborate and aophtstt.cated of the

become progressively unrel1able as the future is eJdeDded. As 8 result, cash-

flow analysis suffers from what (s commonly called ''PSeudo-accuracyo'' An
. ;'

example of cash-flow method~ is shown in EXhibit 3.500010 The prIDe1pal v&lue

of the cash-flow approach is to show that the analyst has done his "homework"

• SO to speak and as an indicator of when additll.'lDsl working capital is most likely

(2) The rate of l'6tUm on the average life of the investment 18 particularly

useful when an ex1stmg plant or establishment 19 to be exp811ded or an important

machine or piece of equipment is to be addedD In auch a case. th.e expected life

of the macbJile. etc•• and the Investment required when installed and ready to

pzooduCG is first detexminecL. secood, the new output .value and its cost is est!-

mated to give the l1et income to be expected oval:" the average Ufeo Third, the Bet

fDcome OD the old production or portion of production. if any. Is computed and .

deducted from the net income first determined for the new iDvestmeot.. Fourth.
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EXHIBIT 3. 5. O~1.

CASH-FLOW METHODS FOR EVALUATING PROSPECTIVE INVESTMENTS• •

$4000
• = caplt8l1zed l1sbursements

.Cash-now
$-1000
-2000
-1000
+1000
+1500
+2000
+8000
+2000

$ 5500
.io deprectatlcm

'$1000
1500 .
2000
3000
2000-

$9500
.•• =profits (after taxes).

$1000
2000
1000

CASH-FLOW SCHEDULE
cash-out· .Cash-ln··-Ilm!ng-years

-2
-I

start-up
+1
+2
+3
-t4

6. Ute of project

/'"
.' I

~ c'.

;.~-.-,

i..

I I

I :

METHOD A. PRESENT VALUE B. FUTURE VALUE
at 10%* DfBcount at 10%* Discount

_DiU - ZF

Tbnlng-yrso cash....flow Factors Amount Factors Amount- - = - - --2 $-1000 1.210 $-1210 1.949 $-1949
-1 -2000 1.100 '-2200 1.772 -3544:

start-up ..1000 1.000 -10,00 1~610 -1610
+1 +1000 .909 + 909 1.464 +1464
+2 +1500 .. 826 +1239 1.331 +199'1
+3 +2000 .'751 +1502 1.210 +2420

- +4 +3000 .683 +2049 1.100 +3300
, +5 +2000 .621 +1863 1.. 000 +2000-$ 5500 $ 3152 $.4078

*IWAreBt rate cost of credit for investment bor1"OwiIJgs.

METHOD

_Tf.;;...m...;;fD~g-!rs.

-2
-1

SUll't-up
+1
+2
+3
+4
'~5

Cash-flow-$-lfJOO
-2000
-1000
+1000
+1500
+2000
+3000
+2060

$ 5500

c. INTEP4,l1AL RATE OF RETURN I:

Trial 22% Trial 23%
Factors Amount Factors Amount
-1.488"' $4488 1 .. 513 - $-1513
1.220 -2%0 1.230 -2460
1.000 -1000 10 000 -1000

0820 + 820 0813 + 813
067,2 +1008 ?661 + ~91

.551 ·H102 .53'1 .+1074
•451 ,+~353 0437 +1311
.370 + '/40 0355 + '110.-$ 25 $- 74

Source of factors: Financial Compound, mterest and Armuity Tables, 4th
EditioD; Financial Publishing Coo, Boston, 196604 .

.....'
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the beneftts. o? costs to the other operations aDd price structure are estimated

aDd either added to or deducted from the above results. to gtve the Det return

em the new iDvestmeut over its average life. ThIs Det retum Is theD divided by

tile Dew mvestmeDt to give the percentage rate of return on the average Ufe of

the Investment. The strengths aDd weaknesses of this method are similar to

those of the cash..flow method.

(3) The pay-back pf!riod method Is slmUar to (1) and (2) above except

that the estimated stream of net profits or Det retuma is summed UDtll It Is

erlUll to the IDvestment or Det assets (total assets less OUlTe!Dt liabllitlea).

The time required to achieve this equality is the pay-back perlodo In some cases
,;.the allovl3nce for depreciation Is added to net returns·or net profits to give 8

cash-pay..back period. which of course is considerably shorter than fD the first

caseo

(4) The preferred method is the "SImple Ret\u'D on mvestme:nt" (ROI)o
~

It gives the mveators the hUormatlcm they are lookIng for, it Is simple enough

80 that altematlve Investment schedules CBD be readily prepared for comparative

purposes p m1d It has a hf.gh degree of reliability because. it Is based on the mlni-

mum of assumptlODs, aDd those being the ODes in wh~ch most confidence can be

placedD

The Hansrd BuoiDess SChool recently conducted a study5 of 189 multl-

naU051al companies in whf.ch. almootwtthout exception. the financial officers of

these corporations used a simple form of return on Investment (ROI) 88 the basic

84
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meosure for making IDvestmeut decisions in their International subsld1arieso

A common target Is 8 percent (projected average annual Det profit divided by

projected net sssets, 10 eo total assets lese curnmt l1ablUtles). A sample form

for calculating ROI Is shown In Edlibtt 30 110 01e> This rate of return Is seldom

reaUzed and when it 18. It Is l1SUally for only a few years before Bome change

OC~:irs that pulls It down agaiDo We should note that the 8 percent target from

the survey r13sults corresponds to the period before therooent spectacular

Increases In world..wtde interest rateso

Thus. multi-naticanl enterprises, in spite of their resources and

capabilities to develop sound assvmpUons, prefer the m~re simple nOI fDveBt
-;'

ment tadlcators. In developing countrIes where assumptions are much less

reUable SiJd cannot compare In quality with assumptions based on the scientlfic

Informatlm systems of multl-Datianal corporatiol1s J there Is even les8 justWca-

tion for cesh-flow methodso At the same ttme~ we ought not to ignore Maynard's

6statement that tlltditionel methods of ROI are bmh Inadequate and unrellableo

With these cave~lts in mind, we move on to methods of national Income accounting w

Input--output analysis and multtpUer effects In order to develop a composite method

of evnluating prospective investments in both financial and economic tarmso

3060 National meome~AccountlnL

National accounting Is au empirical summation of national economic

activities durlngstRted p~riods of tlmao Ilia very much fD the nature of operat-

Ing statem.ent accoutltiDg for business that appeared in Section 30 40 10 The nrln-

~~l dUfereuce fa in the handling of business purchases which do not appear as

85



i !
, I

•

•I

Buch In I:1JliooaI !lc{'.ounlir,g. o,herwhm tho!:." purpo8e 18 1.0 provu:ie iRC::'I;.~ i.O[j,'·

matiun \1'0 ihe baslBof which goVel"'llmeni. officials are as~isled in the f(.l:C(!1;.lti~'1·

•used by 1:'lHinesam~n" N3tional ac·;ounling methods, h(IWCVf'r, do not. ir.elud(;

the eqtHvalent of n bahmcc 8h(AC~ thoutib th~re are m~ny eCOnOm.lSHi who belie..;"

of naHonall\ccu1.mling 'is by consi(kri.ag h(,.'W the bre:ld \Ie em comes: 0 :·.c· TltH; .

p:cico of 5 c£:nts a FOlZld f:!old 10 a l~l11er r..nd funner aS~>1.1~bg DO lO~:';e:- :;kn1~~ ; :',<;:

fA
'7

waS. t.ho lnillel.' mr;y s?li the \Vhe~T. in the fl?rm of flour to 3 baker for 10 e~'O-..s <..,

POUD<J, Hex: 'he b:ik~r mny sell th:' bre3d to 3 housewife for' 15 ('ent~ <"I '';,.mnc'

to the ·.;;the cid(led {funher d~scrib-~l in S8C!ticn ·3.8. ) during ("deh pYcce:: ...ing

we 3xrivc at a mun of :30 ~ents bLtt lhe final price is only 15 ermls.. Cle~~:·ls '.' i'

. have be-en double 2drhng by includiIg ·~.he vdlue added of wheat. n1Te~~ 1im.·:,; ll1s'e.,d

fnrmer added [) CeIl)S of -.idlue., 'tbe mille.r purchvsf'd 5 (~en'is of wham. aJ~(~ ndd:>d

5 cen~'~H oi vr-lu e ~ alld the taker. purchased 10 cents of nour nnd added 5 c :~n!8 of

value~ If Wt;1 19::lore purchases rmd sum only the values added. 'we have 15 ce-;HS

0.'"n .)
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IndustlY enterprise must Include purchases from other industries .

lD its aCCoUlltmg procedures. Nattonal aceo1mtlng~cludes those purchases

BO as to avoid double couuting t ss pointed out In Section 30 110

NS't!O,1Jfll Aecotmt.s... [ ~~

, ,

i :
I, :

! ,... -

\
.!

.'

The nation&! acc:ount headlngs stad with gross Dati-ousl product (GNP)

and gross natiODallDcom~which, by their definitions, must equal one nncthero

Thls arrangement sots up a double acoOlmt1ng method for accuracY just as the

famfUar doubls accoUD~ method used in finance and buslnesso The GNP 1s

equl"alent to the salea OX' income side of the business operating statement;
, /

gross national Income, {lil the other lumd. Is equivalent to the cost, expense and

profit side of the bUBineE~ operat1~ stRtemento The switch in terminology

between natiO!lsl income and business expenditures Is due to the fact that busines&

expeadltur€s IJeprasent Income to those who receive the expenditures. The income

polDt of view Ie more Interesting to goverDment policy makers because fuey want

to kxlow who is receiving such Incomeo They already lmow from the o:r.fP figures

tile €.lDta'lr'p?lsea that are l~celviDg sales income and fo:~ the diflerent k1.-ooo of goods

and semces as well as the generll1 purposes for which they ara purch~8edo

Tbe V'SrlOUB 9ub...headingu used mnational accounting 88"e summarized

belowo'1

"*..-
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BnslDeaa operaUng accounts and national income accounts eM be matched

up in the foUO\vfng fashlon o The expanditulfe Bide of the busiDeas operating state-

moot Is used in a slightly e:ipanded form that In no way ellmlges the results pre'"

vioualy shown m Exhlbi~ 30401.1 0 1'1le gross natiOllal bloome side of the national

acoounts is In a sUghtly reciroered sequence to facilitate the mmching proces~o

Ao-

BUSINESS ACCOUJ:1TS- -,.....- NATIONAL ACCOilln'S
.. -.c:zI

Grosa National !\1comen_ ~

I-,
88

(excluded)



I.oveDtory chnDge (tnclo cash and
receivables)

Wngea and salaries

Sootallnsurance, etc.

Rent

Net interest

Depreciation

IDdlreet business taxes
160 Less: subsidies

Less: subsidieg

Diytdeuds

Co-

Income taxes

Net profits

11~ Dividends to perscDs
I

c.-
12. Corporate SUrpJufI

130 Proprietors'lncome

Income taxes deducted from
12 nnd 13

!lote: The DUlF.hering in ilia right hnnd column follows trllt of the national
income account headmgs given in the text above.,

G!:oup A p purchases. Is no·t included on the nntional1ncome aida for the

reesons set f01111 In Sectlo:u 3060 , t.ile wheat to bread ex&mplso Group B accountn

are dil"OO11y ccmpm:abis fi;J cue wou.1d wcpect.. The profit or surplus, group CD

haa been ext.e',nded to ahow :~ncome taxes <m profits, corp':)rat.~ surpluo and pro....

prletore r meoDleo Personsl income taxl~£J ~re not shown because (l) they nre not
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pa~ of bualnas8 accounting II and (2) on the national Income aide. they are part 6f

wages. salaries and other personal Income that i1Ire.~lc8llyshown in D'tGre

detailed schedules of national mcome.

Both fDcoma snd direct taxes flow to govemment PllrchaS8S. which then

move through the business accounts. and to government wages and a~larles" Taxes

are thus a re:UatrlbutioD mechanism used in societies to shift incomes from ODe

iroup to anotl1e:r, or from productive to less product!ve purposes II so as to provide

security. social semce::. and amenities that emmot be dlrec:tly derived f1C'om pro...

ductloDo ~~ su.bsldy item saldom appe81'S {n project f,gaalblIity studies ,though

it Is 83 renl ~s Slly !)f tile other it.ems and often causes future m1sunders'W.lldJng8

and problems by its absence..

The'reasOD for no~ mcludiIlg subsidies In feasibility studies 113 that they

are u£r,lally in the form of exempti<:F.18 used sa meentlv8s to encourage new Invest....

mento Later, when the project bas be-an irJ operation for some. time. the exemptioml

expire with the result thai mcpenditures increase to reduce or wipe ot."1 profits

unless market cOlldtalo'DS &11d competitiou from other new and exempt projects are

such that prices can be UH:1:'esae<L AD thooxy, these older projects should have so

improved in f'fZicieDL1' as to absorb the added exP.t3DSI8 bu~ all too OfWM ot.her chmgee

have made Sl1~h :imp:roVtart.\!~:ntsImposslbleo The FDPn, program in Afghmlstr..n

~riISXlC(-ld thin prcblem t-3 a rather acute form whsu th-a period of mee~t1ves of

custom dutieE; m:Jd ircome ft9X exemptlC'D for the first group of projeets exph"edo

A number of [nV·0Btol'fJ reported that they would have to shut dOV'JD their eu~erpl~se8o

90

\. ~···tr-··



I
·~. ,

~J

/\
,( i'

If the feaslbiUty studies for these Investments had projected results with and

without subslciea, a more equitable meaDS of tnmsltion might have been pro-

I"

I
l. .,

3.8 Value ,Mded Relatlonahimt

Value added quite s!mply,ls the value added by an enterprise to Un pur-

•.j

c.

t,
I i

chases of raw materials and gooJs and services. Clearly p the dlfle!:'ence~ between

total outputs aud mpt.."'t8 of :raw materials, energy t shipping materials ~ etoo t Is

~e paymEmt of mges and salaries, Hid the resldualso So value added can be

derived either by subtracti!!g inputs from outputs or addmg wages-salaries and

191:ddualso Cr,pital as depr,?ciation a:nd changes In stock or fDventories compU-

CIltas the defir.itlon a3 do other items In most accounting systemso It' is, there-

fore. a matter of adjusting the accounts used in the feasihility study so that they

can be moat approprl.gtely divided into inputs and residueso A recommendable

division of aocounts is shO"1tn In Exhibit 3" 110 00 1..

Value added varies from enterprise to enterprise and from year to year"

ComblIJng ent91"PTises into industry groups.reduces thes03 variations and gives a

benclur.~~k or indicator of the value added ihat may be expected In preparIng feasi-

biUty studieso J:u additicD, the labor shar.e in value addod has bee:n found to be

an Impozotaut CO:UBtsn~ (Sectfon 10 20 20 ).80 that by comparing the value added by

iDduntry group's t we can obtuiD an lndicatl,)r.' of r<elative employment pO~E:nUalo . An
'.

example of such l11l ~r;)alysi8 using availai'le Uo So Ao data8 is shown in E:i:h1bit
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EXBIBrr 3080 00 10

VDlts of
JDvested aSllieta to

VAas% VAaa % eam ODe \IOit of:
• d

IDdustX-:-f G:t'o~12 of sales of GNP VA Payroll- -
Transport & tltUlties 5904 9.5 30'10 6061

Sel'Vices 580 5 1105 ~ '10 1016

MlnbSg 53.'1 201 2066 4<;44

Canetroctlcm 4304 '1.0 1.09 10·57,

I
Agriculture 3909 403 30 32 4036

Mmmfntfiuring 35.5 32.. 4 20 09 3007

. Wholenale & retail 200. 160'1 10'10 2,60

P'JDmca, etc 0 6801* 1502 13018 51 0 90

• Race1.J,:.ts do not include lonn capital repaido

-----
I !

, !

I:, .. ,
I .

[ i

~(I

Sources: ''Statistics of Businese Income." Uo So Department of Treasury,

flStatistical Ahstract aithe Uo So," Uo So Department of Commerce,
19700



'l'11e lQW ranklr:.g of mouufacturing as a potential employer of labor may

coJne as a surprise to soma readerso If they will recogul!te, howevel", how tmpor-

tat intmufacturfDg is to the demmd and Income of the other Industry groups. it

will be essiel- to undarstaDd why manufsctur1Dg must act as the principal employ- .

mat multiplier in the ove},."Ol1 economic system. The smaller the menufacturiDg

sector, the smaller the other sectors will be in propoll'11on to the demand crested

for them by manufacturillgo

The right hand colunm of Exhib!t 308 0 0010 shows the relative dollars

of assets reqi,11rad to pay on the ave:rage one dollar in payrolls., The order of

labor inteDSiven'3SS shown in this collllJU) it3 quite d1ff~rm1t ti1aD the order of V~!U6
:A

adWK1 to sale;) receipts iD the first columno The mdustrY groups are reol'dosred

below, stal'ting with the most labor iDte7.lslveo

.. I!dust!'Y Group

Services
Const:ructia11
Wholesale aDd reiaU·'rade
Manufacturing
Agriculture
MIn1J:g
Trancpol~l 2nd utllit1c;s
FbulJilce 0 e-:':::3"

Dollars of
assets· r~t~ired
for one dollar

of payroll

1016
1 .. 5'1
2060
3.,07
4!l36
4 .. ,(4
6061

51090

The 8f.!SStG to v'a!ue ~dded :ratio in «-1UlIJa three follows the snme ordeR' 8S

shove but with Ivwar value,:: l~epreBaatIDg ilia in~luBion of the necess8!'Y return
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Multiplier Effect in Value Added.... --- ..... -- -

There are two ways of lockh1g at UY1 mu1til}lier.~efIectfor pU!'poses or
.; .

this studyo One Is to consider an blcrease in demand broug?:lt. about by the govemc
•

ment lncre.using its expenditures or the supply of mon~~y.. The other Ie to con...

sider increasing investment either by government Investme!.it or by govelT.lment

Incentives Inducl'ng an mcreas5 In private mvestmento

. !II the fir-st ease, the government can use fiscal me8aUl"ZJH or monetary

measures 0 In the fiscal area, gO'lGromoot expendUul"C tner~GBeS mua1 be financed

by lnCl'eaarng the money supply or th:i"ough t&::c i:~Cl"'ea2es ') Increfisii2g taxes, how'"

ever, may redu~8 demand (consUmption) which cnncf}h~ the \'ery effoct Utu ~fJing

~

. . to achieve t or they inay tap idle smfiDgs or hoarae, tl th'3y udz\:, which ,:Jill have

the desired effect of 111(}reaaing dems:'ldo Altern::ltivel~r. the gc.vernrne::llt may employ

m03!etary tneasmrea by bo"'Owlng lind/or fl1cr.e~UJing the sto<:k of m(Iii)0Y iSla that

expenditure can be mCl"e&Soo. but ID eo dohlg there is a g!'I~E:te:t' I'lfll.;: of causing

inflation..

ID tho seoomd caae, the iuCa!ltiv08 Y'apie13eut &overoment. l"eVOi:W.M fore=

gone or actual subsidies made. The eXl)·!mdUuX'e 01 dcmcmd effect 1:3 tht1S :achieved

through tJle recipients of ~he2le rnceJJUve130 Both C86.eS rest em the 2SD'Umpti0:.1 that

economic growth, increasGd p.3t'sO!1al inee-me aud empJ.oyme,ntt

.
and investment (Y ;:.~ C + [> lor the simplest Cf:~::.i{~ of E c~.osed Bystem" "The IDf}l"8 come.

plex case of an open system t inclu,Jing gov;}l"nmenl nnd fonl:g~ trud!Ol, ili mOire repr-r.;'"

sentath"e of !ha real world but more diffJ.clllt of descript'iOD :.Y ::; C 0\' I {- G ~ E - r...rl.,
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featUre previously dlscussedo In ord<3r to follow the effects of the cxpeudituras

~.:
~, :

. I bell1g p":'1Dto private mvestment, we need to r~order the above equation 80 that

(I • U - C - G - E + M)o JD the first tnstance I' an tncrease in private investment
\.

Mll Increase lmports(M) and income (Y) while decreaslllg pars~al consumption

(0). ether goverllment expenditure and iDvestLlent. (G) a.od exports (E)" The

Increase m income (Y) will then act as in the equation ( Y :: C + 1 + G + E - M)o

The problem In first increasing U1vestment (I) la the time lag effa~e; on cres>Ung

the new demand to abeam the uew production fl"om th.3 nGW inveatmanto It

should be remembered that tile :Dew pi~oductiOll must be sold at a pI1ce including

raw materials, goods and services, 50 that it is only th'e vl1.1ue added that

lDcrease~ incomes while the l"et!uired demand s.nd expeDdlture must cover the
".'}-I

total price of Dew production.. '.rhus, both app~oacbea ar;3 mdiaetluiUbl"lum and

must be combined in a balanced fssW.on to 8ch!e~e the dasired econorrdc gr-owtilo

They need to be combmr1 m a commcn policy based OPJ wm."kBl:' proportiOlls th&t

recognize the eccmomic .realities in ench development' ni.t:.1tttiolio ThIs is no

simple task because of vary1Dg time hgs and di.ffertnt; coefficlenta that are

lnv61ve-do The elaboration of such combined equaUcmprcp.';}l'ly Hes in the Pl"o«-

vlnoa of eCClIlometrf.cs and is be.voud t!le scope of thia g{';'.1f.~~Y.,

The effe~ts of increasing investment to increase income a.X'e canven-

ttO'linlly referred to as the investment multipUel" e'ffeci foUr}'rrmg the bastc not1\-::--

expreseed by dlvlclli1g the numeral 1 by the pSiccantsge of n6W income saved 01'

lnvestedo ThIs baole idea has been dt'leloped t1to m~JJY !Jpa~i3Hzed mulUpUera
10

,.

96 .



l I
.••J

but the maDy variables at work In the economy require many complex eqU£.tlODS

for their expressiono As a result, a sizeable computer is often needed to solve

them In the time :wv:l1ableo Econometric testing of tbeee equatlcms has verified

their fundamental acundnerJB so that in simplified forms they IDakeuseful indicators

In measuring the funnelal fea81biU~J studies used in project evaluation..

•

,

•.'

The general mul'~!p1tereffect c0l1sidersd above is obtained when expen-

dIturea or lnve8tm(~lltare !'ggregates for the total economy. When the effoot is

concentrated in a spaeific industry II it msy be called 11 pnrtial multiplier effecto

It Is in this partial sense t.:mt use of the multipller caltnlla~ons can be applied

In evaluating lhe md1vidud projecf'..s or a gro~p of proj~s of the FDPIL p!'ogramo

Using a parHal lrr..l1t1pUer in this way introduces 8~veral important

que8tl(l11s that need to be l"3so1ved before th3 multiplier CaD be used in p:rclject

evalustlcmo The gel·,eral multiplier takes no account of purchases as exr.lained

In the wheat to broad eX8mpleo It 1s, therefore, .only eoocemed with the value

added as mcomeo F01~ an ~,:lj(l1v1dual prcjec1;t ita purehase8 may also Hct to

increase the par~ial multl:::;.!er effee~. III order to include purchas5s, howaver,

, we must dis1.-l-:guisll b6h/~In purchases oi iocaEy-prot:i\.\Coo materials aLd impo:ded

ollr8S" The local material pu:rchases mczoe!lse the multiplier effect while imports

a't:t us leakagos that ;;,ceduc~ the effee-t 0 Un the ~..her hmld, however, expm:i". 8~Jea

L,°educe this kn;.c~ge :J.ud so add to the positive effect.
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ADoeher question involves under-utUlzatioD of the project capacity0 in

preparmg f6fu3tbl11t:l studias, 8 high utilization factortB- generally arrived at in

ljoma form of time."phased scheduleo Fanure to reach the high level projected

Is qu!te prevalent in dl3veloping Cowltrles ttDd this low uUliztttion a~ts as a funhar

leakage In the multiplier effecto

The means of achieving a workable measure fnTf evaluating bdh1dual

investm&.t~projec.-ts whUe :ren:abrlng simple enough for use under conditions of

limited reSO\l:tces L"1 which small-scale feasibility studies must be prepared and

approved res~s en 8 combination betwsfE naUonsl income ~ccoUD'fu1g~lu~t i>l"ovid0e
-;:

for the partinl l~:lult'pl;er effect with imp(;ri leeksges plus exinrt gaiIla nnd the

b.....J!c iDput-output aCcoUDtl.ng aystt:n1. that. provides for the business 8coounta 8

fneludrng pur~lws-es 0 This necess81;Y format was ~riefly l1Jt:foduced m the last .

:'"""".a Ke;,"1lesian point of ",1e,,- of the multiplier Ignores thr~ ir.ilelt"=mdushy

tnm8r.~~io:n8 al1d tref!ts consumptioD as a genel"ator of the mcome~5Jlves1me.ut

the l'ola of t.t3 p:rodti.Cti.oD proceSfll but tl.->e<1:;a the fWal demand for the outputs of

produc1;ion 8~ given ·qu8ntltlaa c.lS del~rmined empb1C11111y by DRtional income

n:Baa bolli ,n-w1S eoou:td be) synt]wslzed be~;auBe~ em the one htIDd,
the Leo~if.ef prOC(3St.1 only giveB ~rt!nl atr~n.'lmo ox outputo, (j.bt3i~ed by
dam.mb2g U~) the b2Ck flows thX'eu~h tho ch.-'UlDGll3 of crnsumpHoL mul t
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on the other, Keynes I theory of the multl?Uer cm. be valtd o:oly if It
Is supplemented by accu~te lnfC1'm&Uon about the structure of
Industrial out~t3.. " 11 .

Wlt,hout golDg mto a der.aUed Une by Une description, the synthesis of 8 mixed

~ ey,iles-I..eonUaI format Is illustrated as a recommended ''IDvesbneJt Projects

EvnlutUion Form" for hmdliDg ~e general accounts of a financial feasibility
.

aDalyBls as shovm in Exhibit 30 11.. 0" 10 T'as nocee8ary nccuunt schedules for

preparing a financial feasibllity roJalysls w;lich are etandalG(J p~cedure8 are not

made pari of thia preseDtB.t1o.~ as they wml1d add nothing lor the purpQses of this

study 0

There is also a progressive partial multiplier to be c:)Dsfde:-ede It is .

In the nature of development that a potent~al ~ema12d for a product muat e1~lst

before mtreprSleura will make an invest"mmt. For Gxample, it Is lrtatloDal

.to stort a Yilm sp!n:ning mUl if there are no existing ?lenving mllis to use the

y~mo Once we&vr;,ng mills are in operatlC!l1 ~ It is logical to start up a Elp~ing

mine The queatlcl1 this progresB!ve proceE:3 r8.iseg Is how bast to account for

thIs improveme:nt in the pal'tial multiplier ~uation (see Exhibit 3011 0 00 10 for
1

explanation of the tel'ma in this equatIon) S/{E .. :M:+X+C:;.-fHS) 0 Obvio1l21y,

the Impl~VGinent is illo~t easily me~suredby the dirfGre:r.ce en;) in plica between

the co;.st of fiber and the cost of yarn to be importee:: which ctUl then be added

1
to the above equation, thus sf (E"=IIJH·ne+x+C+G+S) ~ A special account .schedule

for det,armmg the value 3mount of (D') Is prepared when a progressive partisl

multipller effect is b be determ.~nedo



Retum on mlO!3tment (ROI) equation

Pantsl multlpliorettuatlon

Progrea~ivep!lrtial multipl10r equation
~re D' ~ d!ffelfeuce m raw mnterlal

cost betwe~'D l?lroiecl A and
new Project B (sea explana
tion ,in the t.ext)"

RIA 1
---;;..~~,,.,,...-

S/ (E..,jt,{.e,.X-{>C4GVS)
1

•

Note: The letter symbols are arbitrarily 'chosen bu~ follow genet'sl economic
usageo

• ~# ~ • •
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!L1L"ted F~nnBt.Model.~Ued to FDPIL Project!
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Three hundred and teD FDPIL project appli~atfOl!BW8l"6 reviewed

aDd one hundred and Dmeiy-sevelJ were selected fo-r examination em tbilt basis

of their comp~.et9nes8with regard 00 financial fe2siblUty inf.<>rmat!on., The

date of the first application was in March t967 and the la8,\ in Aprll1974.,

Eighty':"four of ~e e...,amined appllcaticDa had failed to be app1"ovoo or to start

their implementaticm processo The remaining 113 applications approved and

licensed by the Investment CO!Dmitt.se were 8.Dslyzed and the finaucial fessi-

blUty data was tahulated aecordint to the account haadings in Exhibit 3011 0 0.,1 ..
. ;1'

Etghty-eigllt of tha analyged appllcationii have become operating eDterprises

and twenty-thrae are in ~d'f'meed 3t1lgea of implementation or con8truciiOl1.,

The 113 appiicatlO'il8 were divided into BeYlen industry categories:

(1) agri-busmess., (2) hoalth associated industries, (3) chemically baaed

industries, (4) mOI'gm'Jic roetennla ba3t9d industries, (5) mbted chemical

and inorganic bas~d indt;stries (6) eeI"llice type industries, and ('7) iin:ulcial.
enterprises 0 TheBe seven cntegories were further subdivided under thirty-

four headings so 08 to m.ore expU~it:'! Shl)W the nntu.X'e of the products to be

manufacturedn 'I'.iiis clanslficatiOll scheme ie lteied in Exhibit 30 120 00 10

.." . -
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EXHIBIT 3 0 120 Oe 1e

CLASSU'J.CATl:OH l,to/{' FOIl FDP!:rJ PROJECT lNDUSTRIES• ....~~~"-e ....... ... • ._ _

WITH N1JIvlBER OF PROJECTS ANALYZED
'-:1 -- -~- ...

m~ Other Cb.9m!call~-Bae8d......... -....IBC~.........-~

Jndusfi::d~s
WI ........ ...-r-"'o:-

12. Man-mac:e fiberll" fJp.ummg 1
13. Thread spi'UHmg 1
140 Km.ttm.g IniUa 4:
15. Rayon weavmg 21
160 Blending of hlbdceutB 1
170 .Detergents & soap 1
18. Chemicals 3
190 PGrfumei~6El 1
20. Plasttc pl~od!1cts ...!

39

! .

I

i .

I

I

L Agt1:bustn~a~li!~strt~

l~ Edtble oil
z. Nut proo<3sslng
3. Raisin packing
~. Beverages
6. Natural honey
6. Ice pllmts
'1. Animal casings
8. sausages
9. Other food stuffs

10. Hides, skins & lea,fuer

D. He~lth I1Ut-lE:ai~tes
....,.~--

11. PbaX'I.U!l(~.elJtlcalB

IV0 ~c!lIa~i\J .M.a~~~18-.E!!!!'5d

fndt.12S::dea
.. -=

21. Met21 wm....ldDJ
220 ConBtl'\1cUtm m(l~~rla18

23. stane wo:rk!r,g

No.-2
2
'1
2
S'
4:
3
1
1 .

12-3'1

2

11
1
1-..

13

102

v. !41Xed ChepJ,cal~ 1Jl0!Lulc
Based InriuBtriea.... ---

24" Furniture
25. Truck bodies
26. Auto & truck battl9rles
2'1. Prt.m1ng
28~ Paper cartons
29. BuUaus

VIo Service:!xpe i!du8t!:l.!!
30. Jny cleaning
31. Car;:et washing
32. Tire recapping
33. Public accolmting and data

processing
l

VII" .!'fn8.Uc~te!1'r1~
340 Development banks

t.9ta1 projects
8Dalyz~

No.
-=-

1
1
2
3
3
1-11

5
1
1

3_.
·10

1

11'1
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The fiDSDctal feaslbUlty d!cta for the t 13 applications are summ.artzed

In Exhibit 30 120 00 20 according to the seven prlnctpal Industry categories and

total program UDder the account beadings of Exhibit 3011 0 00 10 The summary

reeults are thEm uoed to calculate the retum on investment (HOI) and the partial

multipller (P) for the categories and totalo

The returns on lnVGshnent {ROn appear to be fairly high except for

Pharmaceutical Industrial and Fbumeisl Industries which appear to be 10'\"/J

Lower profits £nd savings act in ahe equations to increase the partial multi-

pilar effect where the3G effects are :JO!iH:lve lUld decrease them where they
;"

are negativeo The agli-buGlnf!BS pal'tial muUlpUer effect is high and pos~tive

as would be 8}~eted bec8u~e high pereentt!geo of domestic raw mGterlsla are

used, planned imports are low, a:ad plam1fJd exports of nuts, raisins, and ar~imal

hides lInd ekir:s 31'>9 high.. On the other hand, the Chemical Slld ML~ed Ind1.1.nry

categonea result in Deg~th'a partial multiplier effect on the eoonomy because

the plmmf:Kl impo:ets are lar'gero

No program can expect to eUmi;naoo aU the negative effects because

of the Deed to d5t!elop moor-Industry supply and trade effectso The fiber md

yarn example pr..3vlotlsly cited Ulustr-atca how negative muU ]5r effects can be
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modified by subs~ueutlnt~r-1Ddustryactivity of Dew supplier projectso 'rblu .

process II Wh;SD well-planned to reach raw :m.flterial po~tlal existing In a country,
0.;.

CaD give spectacular economic results when the early ~egative effect 18 turned

brto a poa1t1ve one"

!n order to accomplish these bsne-rtclal l'esuita. a sound long term

polley-making structure based 011 a scientific managem0nt fnform.~t!o;l.i syatam.

.1"8 neededo Such a system Is discuE'sed in lats!" se~tioDS of this chspt..el'o UntH

S".Ich n syEltem is f1l"mly amabHshed and in operation ~ it is difficult to !mow to

what e.UQDt tbe desi~ed program Is beiflg bnpleme:n~(3d., I!"or sXIim.ple II VIe do

they are fslung behind, 01." why. It is f;reqt..ently Bt~ted by., observ0~ ..J that ite
,:.:' .

FDPfi., pl'ojoots are oper:JaI~ at only h<11:: of &.611' cape.city" We do n(}~ imow U

lDvestments were arlly pa;::;tally made, or whether othel" factol"s 2r'e flt 'V'Ol~ i:ha~

could be co~ed by polley changes b::.sed on a01.l"ud evidence rather V.hllil 0:1 (';cm'~

plaints and haa:rsayo Sarf.ous efforl.s to -correct this sit.u.aUon hal!~ bB:a3 and am

bemg made I) but the neceamtry "feed b:l~k" of fWlIDclal {Hta fx'om fdle ID.3uager1()"..lt
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both private mad llublie in'qeetmeIlt" The partial multiplier principle t when

•
effectively modifled t oan and should be applied to all kinds of programs

Including infrt-tstrucl,ure t food and ~utrltlont health aDd welfare t education t

rural developm.ent tt.nd BO forth ..

The partial-multlpiier Is a ratio or percentage and, tilough 8.1] excel-

lent fndlcatoi!', it does not teu pz the n:.~gnitude of bertefil:Bto be expected from

the planned total1nvsBtme:nt or net aesets involved, The n?agnltudea of the

expected SlItl'l.",sl cOD'~ribution to. g:~'!&~ t,m~lonal pr-oduct (GNP) b:r indt\S~1Y cate-

gorles ~ml, however, be ealcu18~ed fos shovm be!tJw'

Cont!'1butlOil
l~du3tI'Y Savi:ng£1* Pa.rtial to GNP
.£ategor.!~ ..(:.000 2.09.Q..:t:!~.~) x muU!£1.!~1' ..t :: (:22..0.l.eo0 A:!!!..,.1

~ .:c~..-

I Agrl-b1!.sblNJ~ 3400 2 + 1.00 3 {- 3 ,50·L, 1

II Health 22~9 - 0.. 3 eo 6,,9

m Chemlcany·...b~wed 50L3 ... 2.0 - 1~OO2,,5

IV 1no1"ganlc..,h~sed 34.. 8 - l.O - 34: 0 8

V . Mb:ed base 4409 2,,6 116c7

VI Sm.~lcf:)1J 25u 8 + 1~4 + 36.. 1

VII Fi'l~ncial 37.4 + Ll {. 4L.l_.- -_. -...~_......~

'rcrittl 1,00'1,. :3 i- 204 -v 2,420.,0

~ Snvmga from Exhihit. ~"12,, 0., 2 0 ~ dapil."ecftTt:10Th plUG Oh.m:i,;!:O ta !'Jtc~k pl1.l3
Dat p:r.onl:B"

eff'ectlvla:nCSB of the plIDxoed inv8ntmrnt by l1.lduEltry mitegorf B8 and ~l':4 r~b.o'm~ beluwc
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Contrlbution Net ;,-: lDvestme1Jt
IDdustk";Y to GNP Assetl.J effet."tlvensetJ
!!!.tegorir:~ LOOO t 000 AfB.:,)

,.
(OOO? 009.. Als" ) ratio&:_ .. , :::r..

, '~;,.. . . ",

I Agrl-businsss + 3,604.. 1 1,'122,,7 + 2.,034

II Health .. 6.. 9 17406 .. 0,,040

m ChemfcaUy""based - 1,002,,5 1,609.0 .. 00 623

IV morganic""bssed .- 340 8 '19.. 0 .. 00441

V Mlxf>Q ba3e 116.' 1610 1 .. 00'124

VI Services + 3601 820 9 + 00435
/

VII Financial + 41:1. l!Ol..Q.~~. + 0,,041- --
Total + 2,4.2000 4,840.. 9 + 00500

A po.sltive inveE1;msnt :sffr3CtiV'e:nesa ratio is desirable even if it is nsar

zero booause it lnclicatGiE a current co:ntrlbutio:a to GNPo Ne.gst1ve ratios p whe:a

they are sm.all, OED often be justified if they mak0 a real soclal contribution al'i

do the health indUEr~rieBo Larger negative ratios tndicate a need for' a chUDge in

mvestmaltt p:oonlotlon polley. unless it can be shown that in & reasoot\ble time

period the lrt?ger negative ratio wrIt be reduced to small figures or pref6rably

become a posi~ive oneo "l'he negative :ratios ill th.'9 p,bove tao:te are due 'fro an

I

DS'101:opment pl·ojeC~El mid progj"'ea~ are fR"equently coot'1ideE'ed and
I

.plmmed as rtd0RiVe1'Y systems" hUt without mentioni:tlg the compiimentm.ey sygoom

o:n which. it wUl depend for succaSl!I.. I'U 1;he followi:'D\3 discust~im:~ II we cl100ue f'.o

call this missing procesEJ ~ "ri1oeiying system.. ir The oversight seems to be
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the· result of an unfounded assumpUon that a neatly organized receiving system

a1r~dy exists in the IDlaaX'-devaicped ecoDomy and fs compllmen~aryto the

newly conceived delivery system.. The eeoLomlc frttmework alreedy considered

",nould surely raise serious doubts that the economic Byste~ fs so simple.. In

other words, it is almost as though the "delivery fJystem It were planned to

deliver Itcb~rmed bullets n which w9uld raach only t.hose targets for whose

benefit they had been produced.. If we are to a.void this coeatly and wasteful

method of deUvery t we must give more atrentioD to treating the problems of

development ali a system.. A simple diagram from systems analysis call illustrate

this point..

1!!Pule~1 Pro-cen. Jgutpuls., [~rocee. I Z::,tip IProcca.I
lnpuw

Outputs,.,.."
~

If the second and third prooeBses Sf'S mlastng or differently aligned f the outputs

of the fh?st prOCeB~J -will not be able to reach the Buooeedtog cnea.. SImilarly t if

the ()\l.ltputa are 'not "-he COl'i>ect em.es, the following procesaJea cmmot receive them

as lnputso 'l""b,at is t the system will Dot work as plnrmed or hoped foro

A delivery SystElDl fot' cr$at!ng irrigated land and distributing it to poor

people may be dlag:'Smm~daB follc'ViJS:

[] .d:
'--(

Irrigation
work

~ Cl ~"" People on land

new
land

•
EA1JSlience ZhO\VB that Buch projecf:s tend to give retm.''1lS lest>! beneficial then

11originally propoaooo Kulbrunlicl' pobts out thElt in ci'SOS whel'e land 1:3

108
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~8trlbuted by I.and reforms, It Is more than llkely that In teD years' time,

the distr.Ibution "f:Tlll return to a pattern Dot unlllte that before redistribution

took place, tho'L1gh ~he actual own8I'S may be different persons or agcmciesn
~

lJl1935, the Vo So settled some tV/o hundred fam1l1es OD DeW land in the MBtanuska

Valley of sOlIt..hern Alaskao Ten years later, these two hundred small farms bad

been cOD:3ol1datoo Into some twenty larger farms with some of the oligim:l1and

bein~ entirely aba'(ldon(~o

Part cf the problem for such delivery system projects lies in ~he defini...

Uon of the aim, goal or t~rget, whloh 1D the above example stoppe-d with "d!s'trl...

buting land to poor peop!eo U If the def:tn[tton had bean earned to its llYJical COIl-

clu,'3ion tnstead of atOPP1~g short, it wCJuld have been clear:that these pee-pIe would

also need Incomes or ehey would end up m the well-Iwown agriculturnl "cr..lbsisi0j;1.C{,

trap" which makes them ::.If:ile or no beUer 'Off than being in the landle3s ;31tuatloo

from which they VfC?e h"a1.Hsfer:rede The poor on ''mmI'' farms or .msl[;-mal farm.

land can exp-er!anc(~'asmuch poverty as the poor in urbau canters and \'".1th. per...

haps less opportu1i?~~ to f:3CSPS their con.ditiono

A natura! que3tfC'~ throJ 1S, how should 'o/1~ dElfil~e a reeei~i'i.Dg aye,tent?

Clear.ly. the above deih·ery system. requh."as a msrket but the Idea of m.arket

know that there are m-li!!)Y ;:JOOr ~jlle to U:ID8n are~m ~at wo\.ud like to ~~11'l8'

">.

It In, t!:lt3"!"31ore p 7.leces/Jary tllat thia pota:-Jtia! oomand be ccmverlad to

effectIve demtUld It which means new Incomes for the rOO? poopll9 In the urb3U
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~na and this rectulrement translates Into the need for new jGba and the

Investment n'eces8sry t(} oreate them" If the lDveatmant comes froM savings II-

.,
all well and goodo If Investmeat comes from governmeat ls~e of money or

expEDdtturea, then prices are raised by 1DflaUon8ud no b"eJjeflt in :real tS1W.S

Is avallsble.

The difficulties of arrlv1:Dg at a con \plete solution or a complete recelv-

1Dg system ~1th1n a domestic economy 81"'e commonly reeGg:\11~ed aDd it has »cw

become populLir to add exports as a final step in the processo Before considering

exports, let us summari.ze the abov0 domestic probleDUJ ;qris1ng from dellvor"J,

systeme and implied markets. Dellvory system = new dam + imgation works

+ distribution of land to the poor'" a surplus agncuH:ural commodity + it

marketo A market == a recetvmg sys'tam = investment =new job~ = Rlew

lDcome = effeetive domo:Jt1c demilDcL.. To this prooestl, w;~ must 'l!CW add the

potential possibilities or exports to mcrease effec _-Ie demando

Export-import 'trade OCCUrB $.£, flDd only if, relative prices before

trad'S are different betw(~31l countIiea IJ fur.L '.s, if the prioe raiio In th~ home

.coUDtry 2 !! =: 2rlce of 1~m9 (,._~£!1~~f!, is different from the price mio in
P2 price of home lmpCirt~bl€B

the foreIgn country, ~:c 2rfce o!.!2:'f!:Jg!) o01..mtr;v--.c.~.£££1abl~ 0 11 the price
~. price of fOTI~igr, cutmtry hrportablas

prices are an average fOlb a Dumb~lr of commodities 0 Thus ~ at least some com-

moditJee' pl1ce rotiOG win !end to be different and (,10mpgtitlve forces VJHl gene1."""

nt.e an e."{clumg~ rate I3Uc'a that it is cheaper for each country to buy at least one

no
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product from fmoth18ro All that Is necef'~ary In the most general case Is to

stipulate that t:.rsde will cccur if the difference in relative prices is sufficiootly

great to oUMreigh the com of transportation and foreign import duti~8o12

Knowing that price ratios mugt be different does not axphd.n why they

are different, sillce the sa... '" commo(Htiea are often being p~oduced iIi bom

.
countrleso It should, therefore, be evident that we need to consfder the ftmctlrr.iJ8

of cost that lead to diffeZ'mQces in prlce~e ProducA-.icm of a commodity retluires

vario\J.s qmmtlUes of inPUtS, each with Its own price.. Henc~, the price ,(Pi) of

8 sIngle commodity unit to be exported will equal the sum of th~ ne~essal"Y input

quantities (ai ) times thei:! prices wh1ch ern be written as: .
f)'

where (n) equals the number of mputs requl!"oo, and (i) indicates the comIilodity

.being cODsld~redo The rElsder is perha~~ accustomed to distinguishing between

"reo.c'Jt'· and "profit" so that one of the mputs (al) above willrepres\:l!I.t "capi~l"

and <rne of the prices (Pi) 8bove will represent the rate of profit on Gapitalo

It'the commodity (1), grapes, for example, of a similar vsr1ety and

qualit.y 1I Mathe 8amB pI"lee in both exporting and importIng COuntri0S so that

r A 'Il t then theae grapl3s will not he tradedo In order to export COD:'ffioolty (l),

the difference in price must at least equal the added cost of e:lCporting (special

paCk9[)mg and h;.mdlmg, trmlsportatiou 9 import and export duties. etco)o Thus,

the question ~ms on which i'iti),'mts can be lowered in prlCA to absorb the price
r._

different;'~ 1 between Pi and flt 0
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The mputB to agricultural production for export. that we must COD-

sider, are: (1) productIon labor. (i) IBltd, (3) water for irrigation In Mghaulstan,

(4) purchased agricultural supplios. particularly imported fert111zer II and (5)

export grading, packing and lumdling. starting In the reverse ordez: factor (5)

Is en urbn:o activity and has already beenlDcluded ill the price differential to be

flbsorbed; factor (4) Is u1'ban-suppned and coats are relatively fixed; factor (3)

la scerce and has a~..ernste crop Ulloa BO will be applied where it will give the

highest return; factors (2) aDd (1) are rural activities and, lD fa~8 of the cost

inelasticities ill factors (3""'5) willlmdoub!edly have to absorb the export price

dlffel'eDtial between Pi a~d qi0 Thu.s. production labor t the people we ;J-:Jst

;;.

wish to help, will have to absorb p:>ssibly ha~ of the pri~ed1fferentialdepending

OD their arrangements with the landownero If they are also small landowners.

they -v1U perhaps hnve to absorb tb.e whole difIerenc80

Only In the case where domestic market prices for commodity (1) are

already low enough ~o abElorb the whole pnee difference will rural labor' recfiive

Its fulllncome share from expodso Opportunities for fiDdiDg such price differ-

eutlala are II }t)wever, limited by Of;her countrIes in the world: trying to ~por1

the B9me or competing cC1mmoQ1tieso An additIonal limiting factor is that in

foreign marketn whsX'8 c(.mmoolty (1) production costs sre high and thUf1 favorable

to imports, the commoill.y 1s usually pro1ected by lrlgh duty rstes or nOj1-tarlff

bamel'S.. As a I'0SU!'t ,l o:~ly cC>UI1'&1ies that do not produce commodity en will be
-,

ready to ~bBorb t..lt~ nooet!llJory prlce difference and eveD then they will Beak the

Ivw6st world price"
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The outcome of this review of exports in terms of a recetvmg system

is that only rJpacialty products with limited foreign competition or Umtted pro-

duotton offer long...term prospects for agI'lcultural exports end equitable prices.

World scarcity In the faco of hlgh effective demand Is a relatively short-term

exceptiOD.. A complete receiving sy8i1am concept must ~ therefore, add teclmologlcal

bmovatlcm if it is to be aucoeJssful, becauee agrIcultural exports, e1~cept for

specialty crop3. tend to add only marginal benefits which must be shared with

the urban sector wb11e th~ agricultural sector absorbs the price differential"

The subject of technical bmovatlon Is considered more fully In later chapters

of this agrl-buaineas research study..

I

I

Import substltu,t.ion industries hS1Je gained a bad reputation among

development theorists bet)3USe they have" in their work t come across too many

examples of negative Elff~otivenestJ rmtoB in Investment programs~ We believe.

however, that they would have bean bette!:' advised to ilistwgulBh betwsen various

k1.nds of Import sub~tttutta.no Sweeping gemeral1zaticma such as ''import BUb-

stltution proJec"ts an bad" have the commOD fault of mscC"tlracyo We recommend

that at leaet two import B'..Ibatttutlon cstegoriea be recognized and UfJ'ad: (l)

resource import BQbstltuHcm. Bnd (2) nODn.resource fmp-ort substltut!ODo The

fit'at cnt~ory (If fn~iUstrlifl3 can lead to highly favorable developmeiAt results

"iUle the aeco!!d ca.h!'gorj of tndum:nes MS litile long...t~nn potential for develop-
-.

n:wmt ben(}flts.
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AD example of a resouroe-Import substitution project will help to

olarify our recommendatlOZlo Mghanlstan has the agricultural resources to

pi'oduce sugar bee~B and cottoDo Neve~eleB8 0 both sugar and cot~on cloth

are Imported and thus demonstrate Em existing and efl~ve domestic demand

for thase gooda. By virlue of this ext.stlng demand, it follows that a portf01'l of

average family mco;;]le is alreaqy anooaiad to their purchas00 This means that

a porifOD of national mcome can be shifted from impol'~8 to the dom.~stic sector

without the necessity of first raising the national mcome level by increasing

goverrvnent exp:anditureso The shift to the domestic sector wlll Increase

national income thl"Ough ilew investment and its multipUer following the inherent

.
time lag involved ill this process. Continuing the impll~ import pdlcy will in

. r

a drain to reduce nstiaaal income as has already been c1om01.!stratedo

contrast hold back Afgh.!Ul development becauae the import expenditures act as

• An example:

Q..;,.'ornm__od_i~

cotton te,=tiles and yarn
Raw cottO'~

S)nth.etic textiles
~nthefjc fiber '.:md yarn
Sugar, commercial
Suga14

, loans a'{lJd g:ranta

• In mUliOIlI3 of Afg2um.1s n

Production
Producer
. Vame*

1 11 006
713
·41

138

1350

nil 257
1,049

113
677
771

- 154

••

13
Source: Production data .. Survey of 1':i:'Ogl'ass, 1350; Exports of Mel'(:h~d!seII

1350;14 and Imp.::m of M~l'Chancti.aa,13500 15
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It 10 also reported that raw cotton could be converted to grey cloth

for export and thus Increase the value added in AfgbanlstaDo The problems of
";'.

producing grey cloth to market specifications and quantity may hinder such

eonvers10D0 The cotton'-synthetlc Impon-export data is IQcluded to Illustrate

the complexity of resource substitution when a DOD-resource Import phase Is

tncludedo 'I'he potential domestic benefits can be real enough, however, if

piBDnlng·policy and mBDagement Is BOUDd," strong and effectively implementedo

In the case of sugar, the po'tential benefits from resource Import

substitution are Impre8Ellively realo The traditlouslly low cost of sugar on

world marketa and the higher costa In Afghanistan have been repeatedly used

. ~

8S 8l'gUments to block g)."eater domesUc sugar productlon~ However, the ecoo....

cmic cost of Imports aDd the c01TeApc.mding lowerfng of natiODsllDcome has

'Dot been Included In the financial feasibility studies. Therefore ~ a true picture

on which to base polley decisions has been missing.. Tb.is subjeCt will be taken

up In greater detEdl in Chapter VI of this studyo.

30 150 ~ for n Management Information System

.The quantity of information that government and planning officials must

face daily ie often overwhelming.. It indicates a comparable growth in problems

and decisions to the point where many questions cannot receive th-: time and

attention that they deoerve.. The vary complexity of the issues involved in modem

U5
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dyltamto social IIlld economic relationships defy easy or speedy solutloDo

Often the InformatioD and advice received by the officials is contradictory and

fto decisions become even more <Ufficult to make and the long-term effects

OaD escape consideration altogethero

The l'espoDse to these gt"OWing problems has resulted in modem

managem6!lt systems, spurred an by computer technology, designed to handle

1Dformatlcm scienUfically and so eonvert It into more highly usable fO:nn8o

The adoption of such iLformation systems leads to easier and sounder decision""'

maklDg for those "illmg a:od able to make use of thamo

The positions 30 far pre~en'red in this study Is based aD tha availability
r

of Info:rmattcn to highly usable fo:rmo The information system outlined in this

section Is designed to obtain, organize and analyze informatlcm for the use of

planners and decillion-makers 8C('Orolng to fnmework and economic measures

a~Ucable to ~grJ..buBin\?ss developmento Without Bome such mGDl\gement

information s}"siem dssl:red progI'es13 will be delayed and possibly prove to be .

mtsdlrectooo

Doc!sloDtJ in Ute N>al wodd are necessarily made In the time 8valluble

en the basIs of lmperf'ec\: lnfonnationo rl'he goal of a management mformatloo

system Is aimed. therefore, at provIding the maximum of organizel(} and analyzed

facts in the minimum of t.imeo fa this process, there are three Infornmtion func-

tiona ths't must be canstnntly kept in mmd: (1) what Ie gomg an ex1lamaUy to the

plarmfDg sud developme.ut organ1zatl~m and p1"OOeas as opacified, (2) wb~t is

going OIl Intamally to the organization and procea!fll 8S specified" and (3) the

116
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orderly and Indexed aocumulat1<m of the record of past activities ad iDforma

\

Policy m8Dsgemoo !D turD makes use of the organized facts above In

three pliuclple ways: (1) the day-to-day polley that solvea problems for the

mamy cllenta that Dever cease to demand favors of government aDd managemeDt,
•

(2) polley that alma to avoid future problems t and (3) polley that alms to make

improvements in the orgt..'Ulzatlw itself as well ·as to Increase economic develop-

ment in the ilat!ouo

The choioe of a coordlnat~>d and cODsiste,'ut ecmomtc framework and

~Gt of measures Is funda;c[{e.Dtal to a useful management informatioo system and
. ;-

sound policy formeUODo i\D economic framework and sat of meastm:ls hElve bean

presented in tb..~ earUer portions of this study t but it seeme worthwhile In the

present context to consldo:r ill brief Borne t>f the confllct'.JJg ballefs 8tld advice

that 8 management !.nformation sys-rem can be asked to deal with whE:u preparing

lnformaUan for' the policy......makerso Two points of new are l1sted belowo The

first set of five beliefFJ reprsseots t.he cODventlOJ1s1 wisdom often advanced m

various forms Rlld pl"ojec-f3 by some aid expertso TaG second sst of five beliefs

repreSElHt'3 a more mod~}].'Jtl pofnt of view tested by experience m handling devfJlop-

m.ent projootso

"Conventional Wisdom"
ftM: _ " .......'"-_ -=rn

8u.JYply CI'eatf3B it::!l own demando
Fb~mliotal f·f.>83tb:lUty measures DX'S all impol"tanto
InveS1hnen~ and money multfpliern are natmrally POSiUV8o

M0Bau.:>."Cme.nt of :!:mal ald-offacts 13 8 disservice to the cooc~~ of aida
Aid s;l):ould focus fm a~mple, fast~l"espo.ndlng proJectso

tl7
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5.

"Modern Point of View"

Increased supply must be matched by a Dew and independently effective
demand.

Economic viablUty is equally as important as f1Danctal feaeibility.
:investment and money multlpllers can be negative as well as positive

at the project level.
Lack of base level and final level measurement fs a major cause of

rismg opposition to aid in donor countries.
There are no simple, fast-responding projects waiting around for

development in economIcally poor countrleso

The differences between the two points of view are quite cleare The

•
j

, .~/

difficulties in forming and applying framework, measures, and receiving system

concepts lmdoubtedly account for much of the delay in adopting the modern,
;.

though more complex, concepts to the development process. This general

problem bas been solved in Bcience, technology, and big business by including

scientific IDfnrmation ays !:ems as part of their organizational structure" Develop-

moot agencies are now moving rapidly in this Same dirootiono

-.,

The inclusion of a management information system as a separate entity

or office !D an already existing organization can itself present problems: (1) how

should It be tied into the "organization chal-t, If (2) how should it be intel"Dally

organized, and (3) what are the eSE;eI\tiallines of communications and functional

relationships with ollier o:fflces, boards and committees of the organization?

A traditional organization chart in the form of a pyramid Is shown

below.
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DEPARTMENT OF
INVEST:MEIiT PROMOTION

AND DEVELOPMENI'

___________ 4:-.:t_

.-:.-----_.
INVESTMENT
COMMITTEE

t-----~I-----tSECRETARIAT

t I
GENERAL IlHVESTOR J

~
SERVICES ASSISTANCE

• I ,
! I I I I "

~ff staff

.' ADVISORS

,
GE!tERAL

OPERATIONS

I
I I

I
!I\'i'DUS'fnIAL

PARKS'----r,--.
,---1--,
I !

Staff

.'r·

The lines of authority and 1"EiBponse together fonn the direct, mtemal

control system of mmag1ng the orgamizat1oo~ The liDe of authority transmits

Instructions 9 ll'aquests, explanaUonB of policy, stao • frcm the top levels to the

lower levelso 'rhe Una of response tr't?namits upward brl'ormntlon concerning

the aoti'viUes or outputs g.:merated by t.he mpws from the Une of authority0 There

Is a third information r1(~';l;\~lOlk, not shown in such organization charts, by which

external tmorm.atlon 18 received at VUYiOWl levels with a cOrTeaponding outward
'"

10 aloo operatIng h'Om tho hiBtorlcHl recold D1am~lned in the files of Ule organl".,

zaUono
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Thls system of control Is traditional but nevertheless has a weakness

In that the line of response conveys only that information that the lower levels

want the top control level to receive. It Is usually unbal8;Dced to Show the opera-

tions and activities in a favorable manner with little indication of the failures and

inefficiencies involvedo As 8 result, polley-makers often do not hear about the

deficiencies until they are brought to theil' attention by external sources. Modern

Management information systems have come Into use in order to overcome this

Inherent weakness in DS neutral ~ manner as possible..

The above pyramidal diagram is rearranged in a vertic31 form t.o

•
.I

•

include the llnes of information flow and the management info~matfon system
-/

8S shown in Exhibit 3.. 16.. 00 1. This vertical organization diagram indicates how

8 management information system can be. added to a department along with the

internal organiz8.tlon of its offices.

The above organization concept::! can be consldel'ed in terms of a real

. case, as f01l0WB~ This agri-busines8 research study waf! carried out in a

manner not unlike that sho"tn1 in the Exhibit, except that t'b.e mlJlagement infor-

matton "ffice ss shoWD in !:he Exhibit was part of the Cheooht team attached to

the Investment Promotion d.nd Development Department, now in the Ministry of

Planning.. The Research Office was set up separately as indlcated, but the Files

and Records were divided between the offices and the teamo The flow of infor-

mati.on came from the Area of Operations, 1300" , and IuvestorfJ us indicateda The

inclusion of the Investors tr~ the Exhibit represents a major change from the pyra...

mid of the Organization Cha:t·t first shown" The addition of some 100 operating
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private iDc:iu.atriea is an excellent axsmple of the added complexities of modem

development that t~d to overburrlm and break down the traditional lines of

authority and response" which were neve~ designed to deal with the autonomous

natuze of e"~(Sl'j)al industr.10a and en.terpriseso The Indu.Strial Advisory Center

(!low Operattoos DcpartmlJDt) of the PrlVE.it.e Enterprise Program hsIped cope

with the investors' needs r but the feedback and analysis of these activities were

hand:ic~ppedby the lack of a fOfln1211y organized managem.ent iDform.atit~ system

wlthi.n the departI11e.Jt, and this fu.'!ci:ion has been handled directly by fui3 Checchl

team In parallel with the traditlanal1nformation system which, due to budgetary

conmraints t WV.S lU\able to attract personnel vJith the n6ces8a~ analytkR! tram...

Ingo NeveIihelevti, a l:>ed effort should be continued to tnclude a fo!mally

organizfld manll,gement information s~cticn within the Investment Promotion and

Developmwt Depar-tmento

.....
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3.1'10 .£hapter Summa;r;y

• '1.\ Thls chapter provides mDDy of the basic comcepts and much of the

annlysis which Is used in later chapters to describe agri-buslDess proJ~ts

aDd proposed programs for their encouragemeut.

Projects can be measured, or evaluated, using ffnanclal or eccmomic

measures. Both are important.. FiDaDclal measures. the "micro" measures,

\

•

.:.

use well-known tools such as balaJllce sheets, operations statements and ratio

analysis. FeasiblUty sturlies are based on the snme tools, plus the oll-lmportODt

market study. The chapter describes fov.r approaches to using these tools and

concludes that the simple "retum on investment" Is the most useful and most
I

used financial measure.

On the other side are the economic m9asures, using national aoommtso

These measure the valute of the project to the econo~y,not to the invostors, and

thus are "macro" measures. The chapWr goes on to describe value added analysis

and the use of multipliers and, especially, partial multipliers to analyze the econ-

omle value of the projecto

The best approach to measurement, of course. ip the composite one

making use of parts of both financial and economic measures o A model system

Is descI'lbed and 113 projects approved under the FDPI L are analyzed using the
. .

modelo Not surpr.1singly. there are large differences between various types of

projects, with agribulture-based, and ogri..,buslness type projects scoring vary '.

wallo
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The ohapter then introduces the concept of a receIVing system, whfch

Is needed to complement the deliver) ", tem in econolnlc development projects,

but often Is not considered. This revens to e~rlier discussion In Chapter I about

the importance of demand 8S well as supply0 The effect of foreign trade, especially

exports, Is introduced with a further warning that technological innovation Is often

t:'eeessary for the development ot an effective recelvtng system..

Finally, there is the discussion of the Deed for an 1Dformatton system in

any organization designed. to foster eoonomic development, and for the o~m!za-

tlonal struct.ure to le so designed as to make the information system effel.ltiVEln
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CHAPTER lY.

AREA DEVELOPMENT... _. ......._-.cw:u ..
TO ENCOURAGE AGRI-BUsr:,'l~-:SS.. .........~

JntroductloD
->;,,;............;.;;.;.~.;;.,

The previous chapters have beeD presented largely in economic

and sometimes abstract languageo) Basically they were the groUDdwork for

what followso Sufficient reeogniticm bas not yet been given to the importance of

project location aDd to area or regional disparities of incomes and employment

opportunities 0 This chapter II therefore II introduces in more general language
l

the area or.regional ~oncepts of development \lllhich are sometimes refened

to a9 rural developmento Following this subjective description of the typIcally

proposed requirements for area davelopment, we examine in the succeeding

chapter a regional division for Afghanfst;m mcluding data on population II agrt-

cultural land and production, and other resources 0 The relative differences

betwoen the divisions CaD then be identified and project locations can be proposed

most advantageously fo!' the reducl:ian of regional disparities in rural and agrl""

cultural amaso

mdusi:rializilUcm does not affect all pm~i;g of a country in an evm

mannero Vast areas af.'O cbaracierizrd by low ecoDomic activity and suffe:r> fr>om

, UDemployment rind low pc:nr:' capita fnec meso A few arona. h{IWeVer, attract con...

cent1:>tltione of industry and \l as a consequence \l employment and per capita income

130
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In these enclaves are relatively high.. This problem of imbalanced income-

location is not ee"lf-eorrectiDgo Deliberate measures must be designed and

effectively applied if income and employment are to be spread more widely

throughout a country0

Almost all countries have aimed at rapid employment generation

through industrial development which has characteristically led to imbalanced

concentrations of factories and an inability of public authorities to' expand pro-

portionately civil amenities. tl".msporlaUon nnd housingo As a result, both

rural and urban areas axe suffering from imbalanceso In the first case J there

is a loVi level of !'lcome~employme:ntbut a relatively high level of unpolhrted

amcnitleso In the secred case. thf)re is a higher level of income-employment
I

but a relatively high level of urban slums and pollutiono The unsolved problem

is how to achlev'e a more satisfactory balance In the location of income, employ-

ment, amenities nnd the development of policies needed to achieve these goals 0

In oro?!' to be able to deal with this problem, a logical flosmework

concerned with spatial distribution of economf,c' activiti-es Ie necessury 0 It is

more compUcnted than the previous aggreGate approaches to development

because space rule! location have to be explicitly determinedo If the disparities

of aggregate d'3velopment al"e t.o bf3 kept within tole~Rble Um1ts" the approach

has to be such that it incorporat.es a strategy for constantly monitoring the

iuduced location changes as the"J take placoo

A traditional society d.<9pandlug on agriculture for two=thlrdD of its

ooonomic activity ganeraHy hilS n V01'Y limited volume of goods and fJomcca
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for conSumptiODo 'fhe typical prObTes8 of development through lndustrlal-

lzatton lends to tremendous changes in the spatial conoentration of business

activity and the concomlt!lDt redistribution of populationc Any program, such

as agrl...bu...~.i1eSB located in rural are8.B. that tends to reduce the migration of

workers to urban areas may be considered a change for the betterc A major

constraint, of course, is the unwilUngness of the people to refrain irom the

typical rural to urban-1ndustrial mlgrationso

Some of the broad cMl"acl:aric,"tics of low incoffie=employment

locations are unemployDleTIt, l()\'lll levels of living, a low rate of absoluta

growth due to migl"'ntion to urban areas,. inad3quate infrastructure 8lld lack

of commUllU:Y facilitieso Many other characteristics are also mvoiyed such

as lack of ente1"prise, sldlled labor, p..lrposeful social attitudes and in many

cases a lack of Daturnl :!"eSQuroeso mdeed. IDE':DY such arena show a te!ldency

to slip backward 8S other locationn aj,'g ae.en to be forging aheado

It is clear t.hat low income employment locations reflect n number

of charact"el'lsUcs which are interr-elat:edo It Is cl1ffiC".l1t to separate cause aIld

effect in aai~eS[1ing these :relationshipa or to pick one characrerlstic out of many

for the purpos", of rlefiniug !5Uch locntionso Consequently, saveral cntel"ta mlt

of the mli.11'"j recogn5.zable ones are ge;)'~raJ.ly I'ef.1utre.d to satisfy the d~fi.Iiiticm

of a poet' kcutiuno
'.-

ExnmpleEi 01 ;:iuch crltel'ln in 1".ride<:1pread use are:
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- population density
- industrial employment
- per capita tax base
- per capit:u gross arEla product
- labor supply grenter than demand
- high unemployment
- rate of business closures
- area migration
- seasonal l.uovement of labor
- heavy depelldence aD traditional agriculture
- l:Dadequata all-weather roads
- insufficient hospital beds
- insufficient schools
- low ~r capita income

Except for the last two items, the unit of measure is a selected percent of the

national averageo It Is clear that the official point of view is a relative O!leo

It iS8 mMter of how one area ~I1ds relative to its nelghboro It is also typical

I
of relative measureB tha~ the closar the point of view Is to the problem, the

less distinguishable are the relative diffe1"eI1C8So In a poor neighborhood I) how

are the poorest one=thlrd to be identiIied and how does a project avoid also

helping the well-to=do in the neighborhood, unieer; the project is strictly ''weI''''

fare" in nature? There. is no simple or available answer to this question g but

every effort. will bel mode as we progress to keep this problem in miDd 8S

recommendatl.ons are made.,

In many count.ries only one category of po:>r location 13 recognized

although va:dous azasa show qult.e differ.>ent combinations of oriteria f:md degree

of var!Rtion balow ~he DO:r.mo It 113 quite tmUkely flint a single progl'am could deal

effeC'~velywith G wider range of c-r1tcrla and degrs60 Many area project faUuX'es
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suggest that ineffecltve clas6Jiicat1<JI! of the specifio location problema is a

principal cause of unforeseen difficulties.

The factors that have resulted in low income areas are many and

Intricate as they relate to the fnb:n:play of economic t soctal and political foreeB

throughout the hiat'.)ry of the area. A comprehensive account of these faotors

when reduced to a scheme of clas/?iflcatio21 applicable to each location gives a

subjective ta.ne to progr3ms that wUl be important iD selecting polley and ultimate

success or failur00

In combination with these tmdf::rlyiDg factors Is the obvious coocUtion

that projoota noed to be located in a specific place. Typicallyo location theory

attributes tbla selection pl"OOess to comparative advantag.e" For inertance, beUer

transportation facUUles can often be a detarmintng factor. Similarly. the PI'OX-

lmity of the se~t of poUtical and fl~lcal authority has always played an important

part mwhere developmrmt takes pInceo Availability of natural resources and

infrastructure along with social am.enUi.6El also plays 311 important role in com-

parative advantages. In Home cases D fJelectiol1 of locntIon may even revolve on

pers(mal prefenmca or convenie:.ucoo

Once sit.ed, n project draw.; p.eople to provide services to the

employoo.o 'I'lvc, level of iDcome t07ds to rj,80 because of the increase in economic

acttviliy 0 A~ nldXl EH~ek n heiter fll~Ttre , the rural po~r ST'a also attrB!.!ted *0 a

doveloping c"~nt'~r, however amall, where a",pect&tions are more Rttrnctive, .

e't.'€'Jl though leE",;; real, ttw.u in the !t)cat!oo foom which they comeo

134



,I
I n!
I

l
( ")

I ,..../
,
I

J)
I ..

i

•

•

~trasts in A:J'~ Development

Many large centera ofacUvity start with a single enterprise, for
_.._-~

example, a quiescent village may suddenly acquire a large 011 refinery or manu-

faoturing establ1slunent.. As the projects and ellterprises grow, they draw people

from the surrounding regioDo They first draw skilled labor from other areas

which then are made poorer because the high productivity of skfll Is removedo

Na:d" thC' people 13ft behmd find Ufe more difficult because skills are 1~88 and

1D time many of them will also move to the more active areas, 8tAd thus they

help to intensify the problems of the urbsn poor because they bring few or poor

skills with them..

When such a location starts to develop, it c~ntes a comparative

adv~lJtage that attl,"acta more enterprises and, in turn, more people.. As the

population grows, a ready market emerges and then consumer goods industries

take root along with an ~xpanding service sector.. As infrastructure facilities

are mrengl:hel1.ed ?ud expandad, f..hey stirn.ulnta further development. It should

be o~)viol.ls tha·t enLerprifi6 will ffud it much more profitable to be in a place

wherE! these fElcilitJ.es are already available rather tha:n in a location v/here the

lack of such fsoilf.ties mt.kaa it more difficult to aUrnet skilled labor and so

Sc21oo1lJ. hoHp!tals and othel' social services may be called the

soctal in~88truclure.az,d when combmoo willi the economic Infrastructure,

they tend to mcreNie tho total viability of the areao It 18 a matter of natural

l~Bpo:nse to a growing ccncentrm;f(:.D of p<0opleo As a consequence, skilled Imd
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trained labor becomes even mOl"e 8vallableo Thus •• the place which received

an lDitiallmpatua becomes a grc'Jving center of 8ctivityo It attract.':I people

and industry which naturally pref~r such areas to low!llcome-employment

locations because the lnfl'astnlcture t labor. s1.'tbsidiar.i services and markets

are aU tcgethar in compact centeJrs, making distribution and communications

. highly' efficleF:to Such areas attr(~ct paop!e to employment opportunities as

weH as to schools t colleges, hospitals a.nd othar secondary faclllti,3s which

are to be found in greater abundanceo The highly industrialized urban center

typically emelges from this process o

Such a development need not pose serious pr-oblema but most of
r

them doo If the gJ."owth of a city Is systematic and all its functions are fully

developed and maintained in proportiol'\ to need anc not just relative to t.he per

capita tax base all m.tght be welle Unfox'tunately, such articulated development

generally doeE! not OOOU.fa Gl'owt.h of enterprise is generally much faster thaa

the growth mthe availahility of infrastructure facllitleso The growth of

population is also, gene:raUy, much ff~ster than the growth of available social

amenitieSlo As a consequei:1ce, the city becomes a Wghly congested area with

many socially l.mdeslrable effact.s such a8 pollution t crime, delapfda~ed Bt1'1.lC~~

tures t ineffective sanitary ser'vicml Hv.d{pot~holed)orU1l8tufaced streets"

Given the cODgestioll Blld the brenk· ·down of amenities t why do enfter-

.prlB{~S and pe.ryple cOJlti:rm'9 to m~gTat(i into auch centers aud Dot sta1:-t to move

away from U1em? Th8'1j come ffild ll."(ru'J~h\ mntfJ.ly bec3uBe initially they do not.

have to heal" the CGst of the infl"nffil"UC":Ur.v RDd axistin.g amenities and if they try
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to go back where they came from, the opportunities that exist there are usually

no longer available to them so that staying in the city Is the lesser problem"

J:o the early stages of developme:t.lt, some ~i··~as do not receive the

Impetus needed" As groNth proceeds elsewhere, these areas keep losing their

chances. The country';] resources of enf:=z.preneurshlp and capital become

absorbed by the opportl.l!3ities available in the relative~y few urban centers.

For the same reason, infrastrocture facilities ara not provided in the poor

areas.

Attracted ty better employment opportunities in industrial areas,

people come to them from low employme"ilt areas. Such-immigration is

usually of skilled and yOUllg peopl.g and so reduces the scope for development

iD poor locations. However, even urban and industrial 81"ee.8 are known to lose

their impe~us aDd go into decline. ill some cases, n depletj.on of a natural

resourcli: causes a.loss of output food empioyment~ In other cases, the demand

for manufactured produ.ct.s may shift and due to an inability of the Industry to

develop Dew produ~..s, ilie area stRg'oJstes and emigration may take place in

particularly tmfavol"sble situations"

There are EeverEt! ger.:eralizatione to be derived from the above

descrlptiol1Q An area ffi8£y grow aud improve, or it may stEgnate, or i~ may

decline. The;rend that is actually folIov;ed i.s relaUve to what is happellf.ng in

other arallS. It is also i3'pical of cU:les p now8veio they are defined, that wey

draw more fl"cm their hinte:rhmdB than they ret-uri] to them o Perhaps the most

crlUcul eklmeJJt in ove:rrcomm.g low lJJcorne~employment rmd iack ( f opporhr.Jities
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In poor areas is the lack of effective decemrnlizatlol(?f public 3uthO'l'ity 8ild

fiscal decislon-malters to such areaso

Government agencies In many countries a~O\md the world are

engsgeq In the task of planning development so as to reVG1C'Se the trend towards

growing regional dlsparltieso Efforts to change dt1"ection are considered essan-

tisl because of political activities ariswg from regional dispal1.tiea that can

disrupt the economy and undermine natitmal integrityo Ai'Elii development

and who pays for it. form. one of the irequently discusaed issues among Eul"opmm
i.:oJ

nations 0 Even the enel'gy crisis of 1973~4 has become enmeshed in these funds...

mental regional ial:lUeSe The Uo B. Congress is also changtJ1Jg the manneT ill

which USAJD funds are divided, in reaction to the visible disparities that have

resulted from past devel,)pment affortGo It Is now concentrating on food, popu."

lation and education programs to meet the need for better regional lucome diBtri~

buttOIl 0

The goal of many government &gencies is to attract enterprise and

labor into the depresse<:~ regional areas by providing both Buitable inf.rastructure

facilities as !rcen!l:ives for investment in enterp:viseA cmd subsidies to help ho' j

the necel3snty laboj{" skins in rural arc38S o

mfr8'3tructUi~'e fncilities include such fthings as roads p t"ailways,.........".-~-~
waterways lJ oll'wbWs I' and defense systems whlch help to link and secure regions

and areas so tl1atl"eSQUy'cea availnble )0 ~he various locations can be b$t1:er
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distributed and utilized by a110 In low illcome-employmant locations, it is

important to iusure that t.he hmd is developed by providing drainage, roads,

water supplies p electric power "-md telephoneso In soma cases, Industrial

service facilities and structures must precede Investment so that the efficient

movement of goods is guar811teedo

lDcentive!J by government are frequently offered to attract industrIes,

Initially the choice of location is not generally a condition for incentives being

granted, but!n time it grows increasingly important~ Government !ncentives can

take many formr3 as the partial list below indicateso

1i.
- subsidized l~d acquisition -1"
... bt!!ldi~:;9 ",'ith !-:-.....v !'~~
- buildings Of1 lease-purchase an'angements
"" subsidy on pla:nt and machinery
"" subsidy on transport C05tS

- tm~ and duty conces~ion3

- lOaDS at low r'ates of interest
- lo~rlsc;>ll easy repaymElut terms
... pariicipatian in equity capital
- concesBioi}1£ on electlicity rates
- fJODCess!.ons 011 rates and the obtaining of water
"" modernization lOalis with easy terms

Some of the~e measures may have to be ada~J to local conditionso

It is not likely that a single locatiO:I1 'Would be so poorly endowscl as to :require

aU of these measures. Nevertheless} ruling any (If them out arbitrarily is

not a conducive beginning to solving de~Telopment pl'oblemso

Assistance 1M requh.'ed In t~~aining t~k£.~Jor employment in ~h9 new

lndustrieso Subsidies toward t.ho cost. of h.'ai:ning or retraining labol' ar\3 a gr'cat

help to individuals but On2J1 fail to benefit the poor locations as, onC3 trairhd p

139
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the individuals tend to move away to more developerl c,;,.oters where the nev/ly-

acquired skins command Ii higher incomeo Thorefore. In addition to a subsidy

toward the cost of training local labor and bringing trsiBed persona iDlo a poor

location 0 3dequate ass!stanee must be providM for all these persons to obtain

housing under favoxonble conditions. Il will probably also be neces381'y for

subsidies to be made fm..' the construction of houses which coo then be sold

directly ox on leasa~~ptu'Chal3e to ihe new labor force"

The above manSUl'eB tend to influence development direcily and

givo both e~cou!'aging&nd discouraging resultso Too few cases seem p however p

to achievp. the level of davelopme~ltm..-peoted. On the o~her hand. tb.3te are
-;' .

• .)

examples of d;3velopment whel"e direct aSliiisiance is avoided in favol' of indh'cct

approaches that have achieved rather spectacular successes due to fine natural

endowmenf:sc Cities such as I.ondon, B~nnlngh3m,Tokyo, Osaka p Moscow,

IeniDgI1ld, Fads, Lyon ~ DelhI, Bon:iliay, New York and Pittsburg l:}re examples

where plam1ed and unplalUl0d develol:.:ment have created concentrntf.,d, congested

and polluted h,dustrial eent3l"So Ula::U1U)?eS to diB~ourage further indust.rialization

in such places and to encourage djsp:nsuJ. or il,dust.rles have betJD adop1..ed by

planners, but these measures have net been entirely efiect.ive aDd G1ere is even

doubt regardil:!g the abll.Hy of the au.th()r:.;ie~ U. '~J.jTJ. development gI'ov~h in such

fecund lccnlfoH8~ Satellite towns and cen~ers are be!:ug planned and hulU t but

they also aoem m1abl~ t.o keep np with U18 problem" The s~flrch for soluUomJ '.

.:
thus rnUtI bnck b1'to the :t.91d whero ChaAlg;(-!8 tied to al.um" cODoUlons such as sgrl...

business d.::velopment in ru:r.nl areas tend U> b!::lcome more ntiractlvi30
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It thus becomes clear thnt prospet-of:a fo~. a auccesaful regionsl

Incomes development policy depend on the tnteractio~.1of many factot's with

the pl'ohlema of counter productive moves always prosQ'-lto Perhaps the

most tmporiant group of fuetol's &re those relating to the apl1ity of public

m.i.thol.'ltles to envisage and work out the de~ail8 De<~essalj' for persuading

Investors to establish themselves in low income areas while at the same timo

working to achieve the es"ent1al cooperation req.ulred between ofilclala and

invemolCSo

4060 Location Re1uirements....... ._---
r

;
It is 'widely recognized that ed:ensive efforts are necessary to

develop backward aY~as and such effor-ts musi; be aimed at creating the con-

ditiOllS that will attract invastmer:.t and enterprise into those al'easo It must

be realized that areas or low income generally are caused by deficia\ciea that

need to be made up i:n m-uer to a~,ract, new investors that have the opUon of

location in other. alrearl.V developed, Breaso

The first step in tbistask of improvement. is t.o idGntity the degree

to wbtch the infrastructure is defi~ient End to 8chedu10 those inff'a8t.1"Uc~,ure

faciHUes that must be rapidly acl:i€ve.a.o The neld step is to d~3termine ~he

group of lncen~ives, from the many thnt are avail~ble, that are most appropl"ie~e

to conditions wHhtn Ule arens selcer-3d for development, as well as for ~he type

of il1dustry and Invest,or l;hat naed::! to be ~:Ul'act.edo '[he diifel'ent type of mea=

BUrei3 nocded t.o aecompH.eJ1.. these two Bh~P3 aTe described in Borne dC~3il in the

fol1O'wlD~ s act-i.oua.
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General---
Tile facUities geuerally look~d for when an investor Is seeking

a new site for an enterpT.ise are those comm1:Jllty facilit:t~s that are commonly

used by many different indushies and most of tbe people. They include trans-

port. communications, power, wat.er, and social overheads such as schools,

hospitals, welfare, trainiD~ facilities. etc. A oJ.oae look at the bett.er developed

areas reveals that they usually have adequate infrastrncture faciUtleB with a

slow grading off to the poorer reglonso Even in many less developed countries,

these facUities are fairly adif-'Q,uate in a fE.lw of the principal centers. It is the

\"8pidlly with which these facilities decline in Dumber andqual1ty as <me moves
J.

~

out of the centers and into the countryside that is in marked c~'!""ast to indus-

trial! zed count.ries •

406.2" Roads' Hnd Communf.cntions__ 'r"7~" ~ __

The lnck of i.nfr'astrueture" facilities, particularly aU..,weather roads ,

f 1

, .

'.:; ;
, ,

Increases unit C09i'8 of supplyo These costs narrow the market radius in which

products can be sold in eomp.etiUon with o~her producers in more centralloca-

tionso Th.'s condHion is typical of Ule agl~lcultural trap 1». which improved

fLl1-r.aing methods l"nise productivity on th(~ farm in a l'elaUvely uniform fashton

while lcnvi:'.lg t rUllsport costs to rlse rapidly as more clistnnt. mnrke'iB must be

reached in oreer to sell the incre~sed p.i.'OductioDo Improved farm technology

is of UUle help in Buell 3 SituUHOH. Only when real food shortages occ.mr do

pricos dsc to t.he 1~oint where they arc Hole. to overcome tina cost hurdle and
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even then the time lost in moving over pOi")r I'oads o~.~en results ID the food

supplies arriving too late to help those who need themo An efficient COInmuni-

cations network and transport system are the proven m~anB of overcoming this

problemo

Land.-
\

•

In cmmtrles where the population density lB high or where arid

climate severely limits utilization of large sections of the laud surface, ~he

price of suitable land may be extremely high relative to the potential market

prices for whatever is produced on that lando in Bome cases, suUable blocks

of land for industriDI purposes roay simply not be available without government

assistanceo 'Fnls assist,ance can take the form of low-eost loans and credltQ

Paym611ts may even be scheduled 80 as to reduce the burden to tlle enterprise

during its clifficu1t initial period of a few years. F'inauci.al assistance can be

made available on 2 pI'iortty basia for help f.n purchasing lando 'rhese types

of assistance related to land are often contingent upan the area occupied 8.8

well as the amount of employment cl"eated" Care Is also required to ensure

that the temporary quarters provided during ilia CCilstrocUOJl phase are ndt

turned into squattc~·'~t.YImhousingo Such OCCt1P~1l1CY can be very difficult to

correct at a leter date"

Bwldip~B= __.:;J.;;;;. ....

..,

•••
The bazaar. aystem of building and shop construction with manage-

mm!t and supervision can often be adopted to encourage smalt~scule enterprise

143



I I'I I,

! . ( )
I' .• ~

I· I

I

. of a craft and manufacturing nature. The buildings can be municipally owned

nnd leased as hi the graIn bazaars of Afghanistan. or private landowners can

be encouraged by various government ministries to build such bazaars and to

sell iDdivicb.1al stalls 011 the installment or loan purchase plan" Or they may

be rented or leased so as to encourage investors to start new enterpriseso

SUch facilities combme to solve two of the major problems facing

regional development at the level of local marketa t i. Co the cost and financing

of land and building in suitable locatlonso

Electric Powera:;;w._..__ .............

•

• ..

Electric power is the modern prime mover(and one of the major

forces on which a rising per capita income dependso With the help of electric

energy, the mcUvidual Vlorker is able to increase bis output and so his iDcomeo

Without the addition of enel'nsl energy, the laboring maD. can only earn what

his own muscles are able to produceo Once his physical sldll and techniques

are fully developed, his maximum reEl! income level will have been reachedo

The depend(~nceof productive modern enterplise on electricity is

enormousc More cl"Ucial thmJ ccmc63sions and incentives is the continuous

supply of electrici ly of the COl"l-ec£ voltage at a reasonable costo A failure or

Interruption in the electric power supply affems enterprises directly as pro=

ductton Is hampered and even stotTPooo In vome development programs, the
'.

importance of a steady supply of electric power has been recognized to the

potnt where conaidr3Jratioll is given to compensating neVI enterprises during theit'

first few y'enl"E1 for loas of production on thIa counio
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New enterprises that are willing to locate outside centers where

a stead¥ supply of electric power Is available must face the capital intensive

cost of generating their. own electricity0 A liberal granting of financial

asa3Jatanc9 fer the purchase and installation of generators Is an essential

incentive whf')re governments wish to encourage regional development in

low-Income locetionso

Water

. .~•

I ,

Water is an essential requirement in mnny fndustrleso Where it

is not available fJ."om public sources, or when the cha~es levied by public
~

-/"
sources are high, some concessionary as.sistSDce to Dew industry is neededo

In arid countries where water lights are jealously guarded and allocaked, even

greater government aSfjistance to new industry may be required in order to

obtain the DElCeSR3ry water supply0

V/sler effluent from ind!lStrial pl'OOeSEBS is often polluted and

must nat be allowed to drain into freah water chanuelso Agam, in arid cotm~

trles, this pl'oblf:m call be most seliou.e and further assistance may be needed

in providlllg wote.!." treatment to f'emove the undesirab~o \V8steso

In those cases where deep or. shallow wells prove to be the only

water sourceri 8vi1llable, or where treatment of WHS~€) wRter must be provided

by the new industry, it is Iml'lOItant to U:lclude tile cost of these facilities in the
'.

project tn"esfnH.-'nt pIMa and feasibUity r;tudiea~
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the least that must be done to atir-act industry. It Is the nature of such facUities

that It is more economtcal to provide them for a large number of enterprises in

a single location than it is when the establishments are scattered.. The eoonomy

of compactly arranged servtces when passed on to a new enterprise connecting

to them can b9 an important faotor ill attracting new investment to aD areao

An Industrial estate is inItiated when a cODvenient and compact area

is acqui~dby the public authorities and is then made suitable for industrial

occupation by providing the needed facilities from public funds. Water and
I

electricity art~ installed. An appronch road and internal roads are graded

and finished along with drainage for the area o The land is plct:~ into conven=

teutly-sized parcels a:od demarcated to assist investors in making their selec=

tions" Carefully worded agreements between the estate managers and the users

are required. Shuctures of standard or speoiaUzed form can be made part of

the agreemento A gene-ral stol"'age or warehouse depot Is generally required

as an eatat.e=opareted f~cnity0 A number of ether common facillUes such as

post office t b!,~anch bank t canteen, etco must also be made avaUableo In other

words, all th(-l basic re'.~uf:L"ement3of en~;erprlse muot be provided if the estHte

Is to prove succeE~ful in attl'RcUr.g il:wea~orso

If a part of the estate de7elopment effort falls on the industries t a

suitable subsidy rwoos to be giVelio
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§pOOlfic Incentive@..

In addition to the already-m~l1tioJledgener~l infrastructure fao11-

Utes required to encourage investment in rural areas, there are a Dumber of

specific incentives that may be used. Tiley are made available on aD individual

project basis. Some of the incentives mentioned below are available to new

Afghan enterpds€ts under the l?oreign alld Domestic Private Investment Law

rIDPIL) wherever they may be located. To encourage locati<m o1.rtslde the

Kabul a::'~2 t some of the present incentives are extended for a period of two

years. Location in wdel°-developed lural areas will t!.tldoubtedly r~uire a

r~view and cClUside:r-aRion of additional incentives to help pver-eome the greater
. . '7

operating and financial problems that will be encOl.mtered•

The various specific i.'llcelltives to encourage rural investment fall

under four general headings: (1) subsidies l' (2) financial assistance, (3) fiscal

help, and (4) other assistance.

SvlJsidieE--

i.

•

Subsidies in various forms have already beEm mentioned alld some

are included a second time in the fol1owh)g discus~ion hut should cn-nse no con'"

fusion.

Suhsld~es on ~~~l?5!.tll are of&m given ,~O help defKay the 8dde.d

exPEnse of <.~xe·::Ung; sr.roeturea and Ins\';alUng machinery in difficnlJe locf~HmJgo

'.
This addod expunse la mmaed in PH1'i; by fhe eldrr. c.ost of dellver1ng ihf' malteIi.als

snd mnlntainingthn neCeSBlUj' skilled \.aho!" hwolved in such worlc o WHhou& a

14'!

"'-,~~"'~_ .. "" ....-.-~~.~ .. -- ... -...... 1



f '!

I· !, ...
, I,,)

.Ii,
I t. '.J

I (

subsidy such pl~ts are not competitive because their average costs will

greatly exceed those in urban centerso

Subsidies on !w_~tlUlUx...t~nq!-1§are provided by the Operations

Section of the mvestrnent Promotion and Development Department (IPDD)

which has a resp<)DBibility for 8ss1stlDg to their preparaticm through the

application system sud so covers a considerable portion of theaa costso In

order to prepare such reports for 2gn-buainea8 or rural In"estm.ents t more

care aDd expoose will be needed to assure that the physical Infrastructure

already described is available or iDcludad in the plana and eattmateso

• ,)

. Suboidies on .!t!!~~t. ~~ trm::sE.,f~,.:rE.!!.0E. is an h1Jportant factor fthat
...

'7
influences n deeisio1.l in favor of locatir;[{ an. indus~ry in hard""to.,.,reach 1"'Ul'ul

areas" In adcliUon t.o cODHiderations sL':.ch as indicated above f01' plant c'.nnstn.\c=

tion 2nd inatall,'t1on, tJlel"~~ is the continuing problem of transport cost to the

major market c~nt~I'S to 'which it is of1en cheaper to deliver impOrts than it is

to haul goods from roral 2reas over peon" roads· ~.nd long distances" This com~

petltive dJf1enmce I1eeds b be adjusted if J.''.lral dBvelopment is to prospera

Sub.':lidlf:B on h:b{)l' have aho3adv b&~ menUcned and need not be
".:-:.~-~ "

li'jpancial A8~iist~mce
_'"''-W~. '''-'--IW''' 1.~

"

I I

~.i~?~ t-:> ent,:'rp.r.isa9 'wHiil1G; to locate ill I'1.n"ul moeas are au impor...

hO"Nfwer t the Lc-lple p~'Ob'-'Jm involved in all b£u;l~hlg cnte:r:."p:t169S" The cosi of
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aGministering large loans Is about the Bame 8B that for small aneSn Urban

lnduBtries tend to be larger than those In rural areas and their borrowing

needs tend to be greater 30 they are more attl"8ctive to ~he banko Second t a

S(IUlAd loan needs to be granted against some security such 8S the facUlties

of the Dew indust.ry., Urban facilities are generally a better risk thsD rural

ones where altornative uses are less and additional investment is harder to

obtain0 Third, supervismg loans is a function which involves distance aDd

ease of traDsportaUoDo Thus, again, ul'ban loona are favored because they

reduce t.b.e i:isk of inadetll.!8\:e supemsion by the loan officef'S" Together these

three problems fOl'm a natural bias against making loana in rural 8:reas and

:I
greater security or guarantee is r:equtred if ~;J.e bank is to manage ita risks

effectively and keep its fends turning over so that it can make new loanso

.£:~~;l!!!...~nte~ is B.:tI accHpted method cf encouraging development

banks 1JJ illB.!dng small rural loans while assunng them of adequate liquidity to

earlY on 1;h,:!ir purpose of maldng new 10mls~ Typically, tJ1.e credit guarantor

fs the government that will, fot' some premfum payment from the bank (often

charged to the borrower), agree to absm:b a major portion 'of loan losses

actuall.y inCI,H"redo It m~ly f~lso agl'OO to discount loans that it deems to be col-

lectnble and so help the b~mk maintain a fnvoJ'able liquidity poSitiODn

tndustl:'Y to locate in run,l ~rea8o It can rennee the problem of raismg nsk

caphal t inciuMs Hlnallcr IOfln requir0mc1ntB and 80 "encourages development

btrnks by incl"en9ing t.he 8ouncmes6 of such lor-ns, ro:ld where farmer cooperatives

149

-,,~_.

!



:\ ,'"

','1' tL,
" (.)

~j
I· [!

·f "!, '

, -~.

: ,

: !
, 1

. 1

i. '

•

(--.

!
I

'.

•

are belng encouraged, it will help Induce thetrformatlon and participation In

an Industry that will Increase directly rural Income and employmeDt ID the

selected locatlOD.:90

Fiscal Help

Fiscal asalst1mce as used here oonslsts of the various fonns of

tax concessions that can be made to encourage Investment. They reduce 8vall-

able revenues before Dew ones can be generated, whereas subsidies are a use

of revenues or funds that have been generated alreadYG Tax conoesslons rel8te

to partial or total exemption from income (profit) tax i excise tax, 881es tax,

Import and export duties. property tax, aDd fees such se registration. court.

I
mortgage and stamp dutieso

The FDPIL program grants exemption from income taxes and some

related taxes for five years with an additioDsl two years granted if the enter-

prise is located outside the Kabul areao Exemption from import duties was

slmllarly granted but iII July 1974 exemption was rescinded and a special tariff

with lower Import duty rates for FDPIL projects was Inaugurated"

othor AS81stance-------
Provision of. Infrastructure facilities, subsidies, financial asslst=

ance and fiscal concessions create a favorable industrial climate and stimulate

enterprise IDveetmento H wever, in the relatively uncel'tam situation prevail-

fng In mral or backward areas, some more stimulants are generally necessaryo

Of major importance are those relating to assured markets, price preferences,

150
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market iDformatlon, 8Dd supply on tDput materials which for ugrl-bualnee8

development will depend aD the coope:rattloD with farmers In growing the

specified cropao

The assurance of markets Is of utmost ImportaDce In eDcouraglDg.
tnvecrtors to locate their enterprises in selected rural areas. The government

8S a purchaser CaD play an active role in assuring markets by directing its

purchasmg departments to contract with such enterprises for a portion of their

requlrement8t\ Such contracting should also include a price preference or dlf~

fereutlal that will eBse the competition from large industries or importers who

can and often do underprice or offer concessions on their goods so as to ellml-

Date small competitors.. The goveA"'Dment should also dis~1)11ragenew enterprises
r

that Integrate all of the agri-busines8 processing steps in urbm 8rea80 '

Informatlou CD various ecooomlc and market ooodlt1oDs Is Dot 88s11y

avallnble in backward or rural areas and there Is a need for active govemment

1J1.1pport in collecting and disseminating such informs tion on a regular basis

either by mailing of specIal bulletins or by radio. which is now done only em an

irregular basts.,

DG¥'olopmeDt in rural or backward areas that are lacking in so

many ways the basic Infrastructure facilities, ease of communications and

transactions, and 80cial amenities tllat attract busines8 are not eaSily'
-..

accomplished in short periods of tlme o This throws the

, 151
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burden of encoul'aging agrl.,.business investment to locate in such areas on a

well~oordinnted system of incen'Uvea wbi"h is presently unavailable in.

Afghanistana This agri-.-businesa researcb study procfJOOs mthe following chap-

tars on the as&umptton that these nrea development requlrerrJ.GubJ and incentives

ylll be forthcoming or OWl be incorpol'ated in the recommended project programs.

as they are planned for implementatiOllo What we are saying la that development

for economic growth is a process that is continuously- forcing resource reallooa-

tion and methods upon planners and the economy" Conversely, if we are either

UDwllUng or unable to change our melliods, policies snd resource allocations,

progress will bo slow indeed..

. '.
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REGIONAl., HESC1TIUJES AND HICOME m AFGHANISI' .~,"~__ ___~~.-..__-"",__~....~ft·.F..I4'Ia_~._'~."'-'~_

50 1 0 J:ntl'Odu~ti.on.- -

In many w~YEJ regIons nre particular humID} creations and as old au man s

feeling for tarE-itodal r1ghtso Such conCe9i:S sta:rted as nah!l'al'hunting areas with

bOUIl.dar-tes th3t shift;cd as food game moved from place to placeo Later nocia}. cen...

tel'S or ilgrtcuUural vilbges developed in fixed locatious ',vith rough boundarIes

detel.."illh'!ed by f:he exf.~Dt of cuIt-i73ted :l~t:JdEJc Areas bet\,,'er...m sUch cer.,tars T.cmained
'}'

tmdefA.umiDed but still subject to the territorial C()!lCOl1J of the hunter O~ the Efe

pattern of the nOID.f:QJ

T"i:\e mod€,rll world hOiS extended bcuLidary coth7.Cpts to fill up the uoclaimed

space so '~hat lHlI;!CIlS hS'I,TG beEou fOlmeo eou'iig:u.ou.a t.o C~!le JT.lC'!;D.9T<, Sitch political

bOi.mdarles seldoll:'_ coincide wi~h natural fe[du.~es of th8 land ·;'.Opo~:raph'yor the econo'-~

role endo-wl:t1\:lnt. of ref!CiUH'es (l)~ ll"ada and il1c:ome among peopieo As 8 resu!l., n1nl=

a need fOl:' bet~er plall:ni:Jg as ~ memAS of 8ch1.evblg e.lm e ~~l~ri~,nble d1strtlnnion of

income 21,d <:,mploy1ll6:Jt"

lats in various are~s of knowl,edge,. Thl~ maj\.i~'7 fjelds of study ~b.:=lt: pl'ovide hr.-;1or~ '.-

1.56
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Geography '0'''' aw natu.re of man#s OC(~!J.p:~.ncy of t.he enrth and of
.' its regi':·:Xl~l. Hl!l1Hn~"li:!es and dlff(;rC:lllc{'Js" ..

Eoonomics •.'~ 'he flow of goods, moxwy aud C:(CI:lU to) from and
within I-l~i?~J.oJna; also lOCHHoJl theories, relats.d to economic
activity.,

Politloal Scl8l\Ce ~... tho 1nsUtution31rne~Ulsby whtnh plans are
made effr-,)ctiveo

Psychology ~),:;:;d p1lilor::ophy -u-,. ~h~ moUvr..t!or.c and Idelltiflclltton of
social gcdso

Management :1cieooe ....~ the improvement. of o)"~::n:jz8Hm.HJ ill

structurE: and l"datiQIlSU~)S, boH~ iElerually [!J.ld .:;:ct(~rlnHy.,

Engmeer1:::g ..,,, fha physical ::itt"uct.1Jre m,d the m,muer of 'Jj!;:;.:!i~1:ng

re80urc'~~;=:.,

. .

and Kashmir in the al'ea d 'i'4° ]~., long-lh:\dc:j to the ea.:Jt f!nd SGllj;b 118 far- ,ow 30° '\)"
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Kashlmndyo in the Vval;haD Corridor" There nrc eight mountain pealts rising to

over twenty thouslmd feet m this general areao The topography of the landscape

is dominated by the InJi'~du Kush range, containing these pealtso North of Kabul,

the main range fans out Into,three sub-rangeF.'l The Dort.hem br1..1.lch runs west-

ward and north of the Hart Bud Valley aDd is known a:.:'l the Paropamlsus Mountains,

which are Iinally interrupted by the ,Hali Rurl west of Herat, where it turns north and

runs Into the Uo So So R" The cEmtral branch runs south of the Bamiym Valley where

it Is known as the Koh'~l-Baba range" and south of the Eart Rud Valley whel"e i~i8

known as the Slah Koh Motmtains which termJDste north of Farah" 'rhe aour.hem

branch starts nt the Sr.fed Koh east. of l{llb':ll and runs roto the Sulaiman r1'lDge of

Pakistano This mountainous system has caused Afghanlst:m' 1',.0 be ('sUed tha land of

•

.,

e;.

I

j

''ten thousand" pas~eso Of the twelve principal watersheds created by thesa moun...

talns only ona, tl:t~ Kabul..,KciToar river system, reaches an ocean via the Indus River"

Tha others disappear into deselt ilTigatloII or inle> inland depressions such as the

Aral Sea in the U, So So Bo and the marshy lakes In the Sl.stan BRsm on the southwest

bor:do::- of Afghan1atan and It-t:lDo These twelve drainage and river sys~eros a:t-e ShO'WIl

on the map in Exhibit 50 20 0.1. The heavy llnos on the map fndlcata the mQuntain

ridge lines that define the bounc1ary of the bve.i va pmclpal catchment basirls and

river systems in Afgh:Ulist3Jl o

The geography Is also an ecologiC'al=energy system of cODslcerabla blterestc

Th,'S high mO\.lui:a'[n ridges 8.C~· as water and snow colketors that give 8 hy~lraulic

head (enorgy) to the run-ofI r ;::0 that it CHU h."11gate the land along the many l!t1"eains

and rivers in the cotmtryo Perhaps even more im.poltn:ct, the mountnina act as n

158
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timing systemo Afghanistan Is an arid country with an average precipitation of

less than twelve inches per year" 4 Even this small a~~ of water and snow Is

received In the winter time when It can be of HUla benefit to agriculture and agrl-

business0 However. the Dlountains hold much of this precipitation and release it

when needed for irrigation and ground water in the spring and Bummero Thus.

Afghantg~ is like a gigantic girdle of oases around the flanks of ita mountain

system 0 This remarkable natural technological system has consfderablepotentlal

for agriculture and agrioabusiness. but it poses, at the same time I some serious

problems for man=made technologies that have been developed under quite differ..,

ent circumstances of more adequate and seasonal precipitation In broad. fertile

. <!</
valleys that encourage low cost land and transpoliaUon terminating In seaports"

The advantageous scale and integrution of such technologies have trouble transfer..,

ring directly to Afghan conditionso Major modifications are often necessary before

they can be silcoessfuUy adoptedo More on this subject is discusEJed in later chapte~a

of this study0

Within the twelve major regions above, there are forty-five sub~reglonB

that have been identified, again by using mountain or watershed ridge 11nes~ In

this second case, tile problem of boundary defmition is more complicated., m the

first case f the regional bCUlldaries all run to the nalioual boundary lines f whJle in

the second case the Bub-regional boundaries terminate in many instances within

the twelve regions themselveso Following such n meUlod of sub~·boundarydt)ter=. .
'.

mlnation often means a choice has to be made between very small, more numerous

Bub""regiona, and larger and fewer sub~l'."egionso The height of ridges compared
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wl:th that of theil' valleys has a hearing on such judgment, as does the location of

. admtnistrnttve centers, of which. '''e are 325 in Afghanlstano Of particular

Interest for agria·business development is the cost of transportation which lnvoh'es

multiple factors of distance. grades over mountain ridges ~ location of agricultural

land In the valleys. potential road alignments, and so fortho In addition, it is ImpOl.'-

tot to observe that the semi-nomadic and semie>sedentary population moves verti~

cally vp the mountains from their winter homes6 and not horizontally as real nomads"

ThIs vertical search for green grassland and pasturng~ for their livestock In the

spring and summer means that people tend to Occ,"Upy valleys up to the ridge lines

as indicated by the 45 sub..,regions andiD Afghanistan do not tend to spread out along

general contour lines 83 has sometimes been suggestedo These factors, to the extent

they could be observed on the base map or determined from general information,

were 811 considered" The sub-ttegional boundnries ctetermlned in the above manner

are indicated on the map, Exhibit 50 20 0" 2" and on the twelve regional maps that

followo Included in this Exhibit are the 325 administrative centers. shown as heavy

dots on the mapo The names assigned to the regions and sub-regions are river,

valley or place names, depending on which appear most appropriate or descriptiveo

See EKhibit 503" 00 10 for list of codes 9.l1d DameS e

There are twenly=slx provinces withf.n MghaDist3l1o Prior to 1974 there

were tWeIlty=eighto Clearly J the sub-region boundaries ~ of which th6re are foriy-

five t do not coincide with the province b0lll1darie8~ As a matter of observation,

the boundaries of the twelve regions do not follow t~e indicated province boundaneso

The Afghan Demographic St.udies Staff has Indicated to us that admlnistratlva center
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boundaries tend to follow ridge lines and presumnbly the pr1)vlnce boundaries as

. a collection of administrative centers should do the same" There may, therefore.

b6 a d!scl'epnncy in the province boundary maps that are available or the base map

ueed in producing the province boundary m~ps may be different from the base map

1
used in this study. i" eo the Operational Navigation Chartso The indicated boundary

differences between the twelve regions and the twenty~six provinces are shown on

A map, Exhibit 5,,2 0 0040 , showing the seven Administration Regions and

twenty-six provinces of Afghanistan, is also includedo

BoundaI'~Content.J _

J.

In order to utilize the boundary system of the 45 sub~xoegions, they need

•

•

to be qUJll1Ufied in terms of their production of crops, livestock and other resources.,

The data for this purpose has been obtained from published and lmpublished reports

relating to the 325 administrative centers or selected major centers in the sub...

dlvlsioDSo The grouping of the administrative cen.ters within the sub... regloDs is

given in the following table, Exhibit 50300" 10 , according to place name and the

identification code numbering system developed by the Afghan Demographic studies

Si:affo
2

Some changes in their code numbers are being made due to the change from

28 to 26 provinces, but they are not yet available in published form.,

The 371 Une headiD.ga in the following tables are reduced fOI' data presen~

tattoo to tho 45 8ub~,regi JDfll headings and a total for the countryo The work sheE~&S

for the 325 ndminlstrstive cenf.el·S are nol iIlCludeD in tJlis study report, but may be

made avnilable at a later date in duplicnf.ed forma
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EXHIBIT 6 0 So 00 1 0 ,

AFGHAN WATERSHED BOlJNDARIES- . - .-
BY REGIONS. SUB-REGIONS AND BY LISTING OF- ( --

ADMINISTRATIVE CENTER PLACE NAMES.-.. -

- Code DescriJ!!lve Names _ Code Desc~l!lve Names

,
t·

r:;.. ,

i,.
! .

re!.-·\
t. ~'.
!". ~ ".

I
t··
r~·

,.
1--

t'

i:: .
'"

..~

0100.. KABUL-KONAB REGION

m.01o Upeer Kabul Sub-reg!2!!
001 .. 0101* Kabul City
002.. 0102 Bagrami
003,,0108 Paghrnan
004 0 0104 Chardehl
005 0 0106 DehBabz
006 0 0107 Sorobay
007 0 0109 Shakardara
0080 0112 Quarabagh
00900110 Mlirbachakot
0100 Jl13 Istalef
011,.-0103 Kakejabar
013 0 0111 Kalakan

. 01630202 Tagab
018 0 0206 Negrab
019" 0203 Alasai
070Q 0304 Bngram
076.0305 Kohesafi
078~040l ~raydan

084 0 0402 Jalrez
. .0860 0403 Nerkh

0102 0 Lo~ar .Sub-regi~

012~0105 Charasyab
04200501 Baralci
04400506 Kolangbar
045 0 0504 Mohammadaqha
0460 0503 Charkh
047.0502 Khoshi
08100404 Chal{ Wardak
082~0408 Saydabad
085 0 0405 Day Mirdad
097" 0605 Nawar

021030 Panjisher Sub-regio.!!
014" 0201 Mohmudi Rag!
01500207 Panjsher
0170 0204 Kohcstan
02000208 Chargrla
021 0 0209 Dara Hazara
0220 0205 Koband
071 0 030e Jabullussaraj
0740 0307 satang

Q.I040 ~b.!lr Sub-reg!£.!.!
069" 0301 Chartkar
072 0 0308 Sur~~e Parss'
07300302 Ghorband
07500309 ShekhaU
07700303 Shenwar

0105~ Alish1ng...Alf.n~~region
03600901 Laghman
0370 0905 Ali Sheng
0380 0904 Almgar .
03900902 Qarghai
0400 0906 Nurestan
0410 0903 Kacbe Aziz

,

~o ~onar Pa.£!>:.".Su~re~iOD

02301001 Chaghasaray
0240 1007 Bar KonaI'
02501013 Pech
02601011 Chowkf
027 0 1006 Khas Konar
02801008 Sarkani
029" 1009 Kamdesh

.0300 .1010 Bargemntal
031 0 1003 Badeel

* The last four digits refer to the Afghan Demographic Studies code systemo

Other digits refer to location code' system on maps developed nnd used by
Checchl and Compnny in thiS Agri-businesfi Research StudYn
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: ! - Code .!!escrlpt.ive Names Codo...... Descriptive Names _

03000 TARNAK REGION

02100 'Gamel Sub-region
098., 0623 Wazakhwa
1070 0733 VV~r~

1220 0722 Gomal

031L GJ?azni-Gardez Sub-~~ion

08300409 Jaghnte
0870 0601 Ghazni
0880 0613 Andar
090., 0606 Jaghatu
09100621 Shnran
092 0 0609 Qarabngh
09400616 Katawaz
09600615 Nawa
099,,0612 Awband
10000620 Onma
101., 0618 Janjkhel
1020 0604 Khwaga t;md
1030 0619 KhoshmaDd
104 () 0603 Dehsk
10500602 Zona Khan

"

1,

, ,

, ,

/'
0329 1002 Chapa Dar'a
03301004 Naray
03401012 Nur Gal
03501005 Dangam

0107a ,Jn1;alabad Sub-reIDC?!.
043" 0505 Azra
0480 0801 Jalalabad
049(\0811 Achen
05000816 Hesarak
051 0 0810 Deh Baia

. (\52 0 0805 Rodat
05300814 Su~khrod

054" 0812 Kama
0550 0819 Khugakhel
056 0 0802 Snenwar
057" 0807 MohmSl1d Dara
05800806 C~prahar

05900815 Behsud
9600 0813 Goshta
06109804 Patikot
062n0820 Pacher
0630 0821 ShaI'zad
06400817 Kuzkonar
065" 0818 Dara '!\llT
0660.0808 Lalpul.'
06700809 Nazy8D
0680 0803 DurBaba

02000 GOMAL-KURRAM REGION

02080 Ku~a~ili-region

1140 0719 J~ji

116.. 0721 Jantkhel
11700728 Chamkani
.12500720 Ahmad Khel
1300 0729 Pa~an

132,,0713 Dsxsdarang
14100730 Lacha

~99" J{~l-Majun St!!>..,re~

112" 0702 UX'gun
1130 0714 Tan!

179

115... 0'134
1180 0709

, 12000707
123,,0717
124,,0724
12700126
128,,0735
129,,0706
13100'112
1330 0708
13400723
13600725
13700711
13800718
13900715
140,,0705
1430 0710
14400716
1450 0703

Jaj1 Maydan
Khost
Bapra
.Moaokbel
WazlJndran
Bargi
BRk
Barmal
'ferezay
Zlrok
Sar-obi
Swak
Sabari
Khalmdar Khail
Guriz
Gayan
MRndozai
Nadarshkot

; Naka
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~14~ ~,2.rghem~8.:-!p":!~iOE
1700 2406 Ar'gheBt~m

179 0 2416 M:anrf
2050 2507 b~~lkay

2060 2509 Sham~dzal

208" 2508 Atgol."

0312" _ Tal11al~ ~ub=reg:!oo·

095,,0010 Moqol"
10So 0611 nnan
1690 2401 Kandahar
1'15,,2404 Drmd
181 0 2405 Daman
2000 2501 Kalat
2.02,,2502 .Jaldak
2040 2Z04 ~uilijoy

03l3~. Are'4:EEEal:.J1~-=r~'1.
08900607 Jaghori
093 0 0608 Malesbm
171 0 2412 Arghandab
1'130 2413 PmlJvr.~i

1740 2407 Y~~krez

176,,2415 Dahla
1800 2414 MaywsI1d
201 0 2505 AIgh3nd3b
203,,2506 Duychupon
207" 2503 M~zan

106~ 0614 Giru.
10900617 Yahyakhel
11000622 Yosufkhel
11100701 Gardez
11900731 ZUl'mat
121~ 0727 Sayd Kar.sm
1260 0733 Arma
13500711 Bal'oti
14200782 Matakhsn

Q1.!.8n _/1 liD",'k!!J._~~l'~~.?o~.

18402409 Nesh
191" 2601 Ta-raD!tot
193., 2602 Oruzgau
194",2606 < Cnol's
195., 2604 Dllykl.mdI
196",2603 Darawad
1913" 2609 Kajran

Code pescr1Etive Nan~__

04000 It:i~MAND REGION

0416" lliSih ~elm~~:region_
079,,0406 BahBud I
08000407 Behsud )1

282 0 2806 PauJaw
28402807 VVaras

0417" Bawa B!.~r f!ub~r~_

1920 2607 Ajrastfm
197" 2605 Shal'estan
199" 2608 Gezub

Q.~~~,; ._9~nn~et.~::!!?_[icm
158,.2313 Dlsttll
159,,2309 Gat'Dl90r
165. 2302 Uegistan

!!il!l:l..~l~~b:!?,~g!~
155" 2301 Lasbkargah
157,,2312 Bagh~an

150,2305 Moaakala
16102310 Nadi AU
162 0 2311. Nawah liBra
163,,2307 Nawzsd
164" 2303 Nah.l."o Sr;:r:al
166" 23()4 S3l'\"gtn
167c 2308 Ks,jaky
183~2408 Ghorak

!?escrlE!!ve Nnm~BCode-

\. .>

\.,
,

.~••

r·.l
I It·
. ( "er;--'
, ; I .
I I'oj d

!.

·.Q~15." •.-!?EE~ p,~~!.:~~)--!'CjQ~~~
172" 2402 Sph'iboldtl~; .
1770 2410 &hcrnbak
1'78" 2411 Kru"c.z
182,,2403 Shegay

""...
0500, KRASH RFD REGION

Q§21" __ K1n;1~8l:!.,~~::l"ezion

149~ 2106 Bnkwa
153·,2109 Gulesinn
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Code !?~scrlpUve Names _ __C-,o_d_e__ Descriptive Na~_s__
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05220. UYE..er Kbash Hud &Jb-l:'eg!ou
16802308 \Vashere

05230 Lower Khash Bud SU~7remop..
185.. 2201 Zarang
186" 2205 Chal'bsr.Juk
187,,2206 Juween
1880 2203 c;nakhansur
1890 2204 Knshrod
1900 2202 Kux'kl

06000 FARAH RUn REGION

~" Ie.~r ~E!.~.!lurLS£~-r~-2E.
146" 2101 'Farah
1480 2107 Balabolak
1540 2102 Khake safed

~25o U'p~.!...F'aI'ahRud Su.b-rerrion
1500 2110 Pll:.l'.'chaman
210,,2?07 Pasaband
212 0 2705 T~rnrah

2150 2703 Saghar

0626~ Harut Il~2-Sub-~<2B

1470 2105 Anal~ar~

151~2103 Sh}~dand

1520 2108 QaHkhan
1550 210-4 Far-as
2190 2013 Adraskan

07000 ATESHAN-KAREZAK REGION

9J4..:;.5;;..0_;;..;N..;;.O..;;;8...;.:;ub~f'egions or_.a~!Ei8trative

centers

08000 HARI RUD REGION

,2827" ---.£!1~k!l,:!?aran S~:E.e~!..92!.
209 0 2701 Chaghcharan
214 0 2706 Saljangal

181

08280 Tagab Ushlan Sub-I'egl~

21102'104 Tulak
213.,2702 Shnhr'ak

082~~ a.~e Sub-region
218 0 2008 Obe
2280 2009 Cheshte Sharif

0830~ Herat &lb-rerl.~
216,2001 Hel'&t
217 ~ 2002 Enjil
220> 2004 Pa9~"()on Zal'ghoon
22] 0 2011 Zendajan
222,2007 Ghoryan
223,2010 Ka~okh

2240 2003 Gozara
226 0 2012 Kohsan

09000 KUSHK-MLYJlGHAB HEGtON'

~h--K~~hk RE..~~!9.::reglon
r.25,2006 Kuabk
227~2005 Gulran
23401902 Kushke Kolma

0932 0 I~ashan &l.m-l"egian
229,1901 Qala Naw
232< 1905 Qades

.2,9330 _,~~~b"'l:eg10D

23001906 Jawand
231" 1904 Ghol"mach
23301903 ~{urghab

246~ 1807 Konestan

. 10000 KAJSAR-SAMAN'GA'N REGION

,!!).~1. u._IS":lisar-ShirE?h~@bSub~I2LtiE~

235 v 1801 Ma)'mana
230 0 1802 ADdkhoy
23701809 Belcher-8gh



,1 'J

Code Qescriptlve Names

!rO~70 Samangan Sub:t:.egiop'
8070 1501 Samangan
3090 1503 Khulrn

19350 Darye-i-Si.ah Sl1b-r~
2880 1701 Sbeberghan
29001704 Sarepul
291 0 1702 S~g Cbarak
298 0 1705 Kohestanat

2380 1806 Pashtoon Kot
23901812 Darznb
240 u 1813 Dawlatabad
241 0 1810 Sbirintagab
24201811 Qnysnwr
2430 1808 Almar
2440 1803 Khane Charbagh
245" 1805 Qaramqul
2470 1804 Qurghan

Roey Doab
Hazarat:e Sultan
Kaldal~

Descri1'!lve Names

Andartib
Doshi
Tala~wa~B,trfak

Klwnjan
KahmaI'Cl
Baygha'tl

Code

81001506
31101505
31201504

262,,1309
26401304
26701305
26801306
283,,2803
2860 2804

11000 KUNDUZ BASIN REGION

11380 Kunduz Amu S/.Ib-l'eg1on
2610 1301 BagMan
263~1302 Pule-Kbunui
26501307 Nawnn
2660 1308 Burka
2690 1303 DahaDl Ghort
30001401 I{unduz
30101407 Chardara
302" 1403 Emam Saheb
30301404 ~nabad

304" 1405 Archi
30501406 Qallzal
80601402 ,:A11abad

r'

~lAL. FaTkhal'~BaoID- &:.b-regioll=
313 0 1201 Talcqan
314" 1204 Eshkamesh
317" 1310 Khost W'c'! F!'(,mg
3190·1210 Farkhar
821" 1205 Bangi
322 0 1206 Chal
325" 1211 WarsaJ

ill.Q.:.. Bnmiyan Sub=region
28102801 Banrlyan
287" 2802 Shibal'

1.139" ._!?oshi-Andarab Sub~regfol.\

~~'W'tol"li,..,rtlt.
j.~c.u.tC.\,!QU

Kh.amab
Paizabad
Mal'dysn
Darae &mf

295.,1709
29601711
2970 1708
299,,1707
30801502

10360 Ban~ ~1!!}d-l-Amir ~1J)-r~on

2700 1601 Mazar~'i-Shal1f

271 0 1602 Balkh
272~1611 Chezntal
273" 1610 Charbotake
2740 1606 DavAatabad
27501609 Shortepa
.2760 1607 Sholgsra
2770 1603 ~ahI"e.Shah!
2780 1605 Charkent
27901604 Dehdadl
28001608 Khesende
2850 2805 Yeh:awlallg
289,,1706 Aqchs
2920 1710 Qarqin
2930 1712 Mfmgajek
2940 1703 Balkab

..' .

I"';
;.-

,
I •

I.

l~
I
f
!
!
!

.' '.,

!

"\,

I C'".- - ;....;" ...~ I.;! ' .If:'
, t .
I . ( )

It.: '
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12000 KOKCHA-WAKHAN REGIO.N

124~0 Kokchn Sub-region
24801101 Ji'ayzabad
250.1106 Jurtn
252 0 1112 Keshem
25401107 Babarak
25701110 Zebak
2580 1103 Shahre Bozurg
260~1108 'Koranoxnuujan
31501207 Chah3b
31601203 Kh\vajagbar
31801202 Rustaq
32001208 Ylmg! Qala
3230 1209 Darqad
324 0 1212 Kalafgan

1'",\
"

r i
~ I
, (, ').'.I .. !

i '
l .J

- Code '_ _DesCript;ive.~ames

..---,.. ,

e

e'

12430 Pan, Sub·-region
251 0 1104: Dm.waz
255 0 1105 Khawhan
25601102 Ragb
25901111 Shaghnan

12440 Wakhan Sub...rerJ,on
24901109 Esbkashexn
2530 1113 Wakhan

183
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5040 Besources Inventory ond Anlll~>

The principal resources of interest in this study Involve people, land,

agricultural production, roads and water" Data on these subjects by Bub~I'cgions

are included in the following Exhibit tableso Data on other resources such as

schools, health services, minerals, electric power, etc~ have been gathel'ed as

available on work sheets but are not included in tbi~ report" In addition. however,

qgrlcultural production in the for-m of crops and livestock has bO\:5D evaluated in

tenus of prices to give relative farm. value income by sUb-regionso Market prices

were obtained by interviews willi traders operating between the sub""r~iolls and Kabul

or other major urhan centel'So These maI~wt prices were then reduced to estimated

farm=gate prices .00 the basis of inforillatioD obtained from the same interviews and

interviews with other persons informed on the subjecto The agg:regate farm value

built up in this detailed manner was checked and proved compatible with the national

income accounts for the agricultural sectoro

The above Inventory data and information were analyzed to show peX' capita

results in each category of information, which are then used to give a rolative rankco

lug to each Bub=l""egion<. Each categol'Y is ranked separately· from 1=45 so that the

lower the number, the more of the particular resource Is available per person in

the sub-regicn, The sum factor of the individual ranld:ugs as a partially we~ghted

Una total la an indicator of the potential wel1=being of the people m the Bub=:regioD,

PI'OgTnms and projects to help the pooreot areas should thuB be st&tted

first ill those Bub-regions with the highest number ilicUcatoX'o 'I'he second step in .-

this approach is to survey the aelec:ted f1Ub~region(s) in greater detail with emphas~B

134
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on the data nnd information needed by specific projectse This method is in con-

tt'85t to sImilar efforts to survey and maintain current detailed information on
:1.

all sub-regions simuUaneously" Such broad approaches tend to break down for

two reasons o One, the sheer volume of W01'k is costly and', two 5 the general iuabil-

Ity to cany an projects in 80 many areas is discouraging to the local people who

anSwer survey questioDs and then fInd no project Implementation can be can1ed

outo The selected sub...region approach as recommended needs up-dating only at

long Intervals Blld so releases personnel and funda for a more eoncentl-ated effort

at thoBe poiuts where projects are most to be encouragedo

Five importunt measures have been selected as represeiltatlve in eval-

U8tfng reaource location for agri""buafneB8 purposes and fn:ldentifylng areBS most

f.n need of attention if rural per capita iDcome and employment are to be improvedo

The first is people and populatlo:r.a distribution all the central theme of interest"
.
Immediately coupled with this is the second, the land occupied K~d utilized for

agricultural purposes" The land and, therefore, the people depend on the supply

of the wateil~ which, in arid Afghan!ataD, Is a tyrnnnical master and is the thlrd

measure.. The fourth measure is roacL3 or the effective access and egress to and

from the land by the people snd their producl.so The effectiveness of these com=

blned factors is measured by the fifiJl fador, production of crops and livestock

related to the rest of society in terms of the farm value of production"

The estimated population of Afghanistan used in this siudy is 1407 million

not including some 200 million ''kuchio lt nomads, Exhibit 50 400" 10 A P1'eLiminary

185
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32516,33&14,700 4,330

Note: Kuehle nomads estimated at 2c 0 million are not included above.,

EXHIBrr 50 4 0 0 0 1" (conto)

Admin-
istrative

Code ~b-reg,ion Igtat Non-agrio ~rfculture y!'llages centers- -(in thousands) (number)

0830 Herat 466 121 345 690 8
0931 Kushlt Hud 156 11 145 327 3
0932 Kashan 142 29 113 166 2
0933 Murghab 188 51 137 204 4
1034 Kalsar=8hirintngab 438 131 307 351 12

1035 Da1'Ya-i=81ah 175 25 150 336 4
1036 Balkh Band! Amlr '195 261 534 850 21
lO37 Samangan 176 78 98 287 5
1138 Kunduz Amu 879 219 660 537 12
1139 Doshi Andarab 360 154 206 136 6

1140 Bamtyan 85 14 71 95 2
1141 Farkhar Bangi 281 62 219 505 7.
1242 Kokcha 457 64 393

,.
808 13

,

1243 Panj 92 6 86 110 4
1244 Wal~han 53 '1 46 43 2

Total Afghanistan

Source: Total population: Ministry of Plaxmlng; other data: Ministry of
Agriculture and rrngatioll" 3

')
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Agrlcultnr'cd CellSUS of Afghanistan3 shows an agrlcnltu)"oal population of 10" 37

mllli()D for the period of 1967p ·68" Thus, b:r difference, the non-agricultural

population is approximately 30 percent of the settled populationo The settled pop-

ulation is divided among some 16,338 vllhlges and 325 administrative center's~

The land utilIzed by the agricultural populatlGn in various productIve ways

including forestry and pasturage amounts to 67" 3 million jel'lbs, which is equi""

valent to 32" 8 million acres or 50,720 squaX'e miles out of an approximate 250,000

square mile total, Exhibit 5" 40 0" 20 On the basis of such data, the low population

density of 290 p~r square mile of productive land is used to suggest consi.derable

room for population expansioll before serious over,,,,populat.1an as in neighboring

countries takes placeo If, hOWeVel", th'3 real l~miting factor of water is fully f.ak("!ll

into acc.ount, then this optimistic.: point of view requires serious reconsideration

because irrigated land amounts to only 9,515 square miles" To this figure we can

add the land used foJ" dry farming, if we adjust the yield which is about one=fifth of

that for irrigat.ed l:mdo Thus ~ the l"eel land~w-ater resource for food and industlial

crops is about 11 ,400 square miles and the work1Dg population density now rises to

1,285 per squa1"o3 mile" The pasture and forest land of some 31 thousand square

mlles provides some oppOl~CunHy for expm.lsion but at 2 cost in presr.1l1re on HV6'=

stock and future forest p:roducts" In any case, settlJDg fanners on such land does

not increase the water supply or increase beneficial crop yields for' fal111 Income-

The irlj.rr.~~io~waleX"' syst.em of Afghanistan following the mulHpifcUy of

topographical featm"Gs ~nd smnll islands of Hl'l1ble l:md Is simiiarly dh'erse and

complex" To irfignte the 9.515 square miles of crop land I'equirea at present

188
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~: .i EXHIDrr 50 40 On 2" (cont" )
I ). i ,._:- •.

t Total Cultivatea Land
-.:at ......

productive Irrlgnt~d Pasture
Code ~b~~ion land Total land ~!Y la!!!! & forest- - ......... -, --

(in thousands of jeribs)

0830 Herat 1,819 1,0'18 633 445 741
0931 Kushk Hud 1.267 924 '15 849 343
0932 Kashan 1,328 308 55 253 1,020
0933 Murghab 2,9[88 451 93 358 2,337
1034 Kalsar~Sh1lintagab 5 ,043 1,572 5'13 999 3,471

\
1035 Darya..'t..Slah 2,497 934 384 550 1,563
1036 Balkh Band! Amir 7,600 2,649 1,625 1,024 9 4,951
103'1 samangan 2,90;1 724 231 493 2,179
1138 Kunduz Am.u 5,277 2,852 1,439 1,413 2,425
1139 Doshi Andarab 1,376 134 75 59 1,242

1140 Br04mtyan 342 34 25 9 308
1141 Farkhar Bang! 2,322 1,027 216 811 1,295
1242 Kokcha 3,139 1,4J3 306 1,107 0 1,726
1243 , Panj 989 333 68 265 656
1244 Wakhan 261 107- 67 40 154

J

Total Afghanistan 67,299 25,420 12,625 12,795 4& ,879

In square miles 50,719 19,157

Source: Ministry of Agriculture 3lld Irr-igatlono 3

190
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some 28,500 man"·made or constructed jules, canals, karezea and wella, Exhibit

5,A.. 0031) That is, every third of a square mile or 213 acres of land muat on. the

average support the COD8truction and maintenance of its OV:"D separate irrigation

workEf" In the same context, these water systems drive many small grain mills"

More and mora of these mills are being driven by small Internal combuatton engiDes

but these, together with the water-diiven milla, sed up to Borne 18,400 in Afghani...

stan and give an lDdlcatlon of the small, widely dispersed agrl-busiDes8 technology

required for success UDder Afghan conditioD8o

The paved or surfaced road system Is extromdy limited with ooly @lome
~-.c>

2,400 kllometen of fmch highways In a country of O'7e1" 640 thousand square kilo=
.

meters In aren(> Even when 4,280 ldlometers ~f dirt and gravel roads suitable for

regular :motor transportation Dre added, the ratio or roads (in miles) is an unim=

preo81ve 0,,217 mUes of road to square miles of cultivated land, and places Afghanl$

stan near the bottom of the Hst of cotmtrles of the world in this respect.,

The product.lon of agricultural crops is estimated at 6., 36 mllUon metric
L::UiA: ~

tone average in the years 1347-480 ".M1~ livel!itock production is Dot reduced to a

weight basis but fs estimated at 16" ~ million head including poultry 0 800 .Exhibit

5",4" 0" 4" The ave!"~ge crop yield bused on the equivalent 11,400 square mHetj of

cu~i;ivnted land (01l8""fifth of cultivat-3d dryland added to irrigated land) or 70 3 mUllon

acres gives about 1,920 pounds of cr9pa per acreo This figure indicates n good

degree of productivity and skill considering the low leval of {(utilIzer EDfr insaclicides

In use in Afghnnistan duIi:ug the data perIod n
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EXHlDrr 5040 On 3"

AGRICUI.'I'lJRAL RESOUHCES 8t I~COME
.@)(4) W~:rERAND R01~DS BYiYB~lfEGION

, I'
Code-

Irrlgat1<m
Water sources....._-....:_..,--

Juies & Knrezes
canals & wells• 'II. .....-...-....c ~

(number)

Small
grain
mills

Marltet roa.ds .
11 c --1

Paved Motor
....Hwy 0 !!.anaport

(kllometers)

Miles of
roads per
sqo min of
culUv3ted

land

\

•

"

01~)l

0102
0103
0104
0105

0106
0107
0208
0209
0210

0311
()312
0313
0314
0315

0416
0417
0418
0419
0420

0522
0523
0624
0625

0626
0'145
082'i
0828
0829

U~per Kabul
. Logar
Panjsher
Sbibar
Alishing=Al1ngar

Konar....Pach
Jalalahad
Kurram
Kaitu<nMatun
Gomal

Ghaz:nl...-.Gar.dez
'['aroak
Arghandab
Azghestan
Dar! Rud

High Helmand
Navrct Batur
Tirln-kaj
Kajaki
Garmser

T}"'l.... r'I..... __ ~ .. L.
J.'lo../1I.u.D.ul!r~,::)u

Upper Khash Rud
Lowel' Kb<.t.sh Rud
Lower Farah Rud
Upper Farah Hud

Harut Hud
Ateshan Kal"ezak
Chaghcharan
Tagab Ushlan
Obe

659
1,057

213
142

48

290
533
130
450

80

1,285
359
890
412

291
513
316
47

"nOU

195
116
361

1'16
na

8b2
282

98

859 '
422

87
4

13
. 492

204
479
277

2,399
774 .
555
496

69

10
9

330
338

261
35

159
1,::!24

7

1,149
na

260
1

104

192

1,009
743
583
SP2
560

681
1,02'7

208
542

30

1,118
231
61"l
171

14

780
392
874
460

33

23
133

74,
229

nn
200

90
205

225
149

36

25

80

100
255
100
25
70

90

52
50

125

90
na.

95
10

98
30

75
35
12

110
15

333

95

125
80

128
197
145

50
25

330
110
65

187
nn
65
60
75

.,485
,,3'L
,,142
.,496
,,254

0389
,,139
" 277
0265
~ 343

0 490
.. 382
0214
0069
0365

0529
0 265
~20i

,,435
.,375

1,531
2,,479

,,208
,,531
~204

,607
0,

113

..,144
,,258
00113

. ---,.,-- -. '?
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~mlT 5., 400" 3.,. (cont8;.--.,
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- Ir.l"if~aUOn Miles of
Water sources Small Market roads roads per- Motor!Jules & Karezes grain Paved sq.. rot., of

Code ~-region canals & wells mills -~~ .!rE!l~o.!! cultivated- - ...... ..... ,.... ..... 0

( Dumber) (kilometers) land

0830 Herat 2'16 383 934 202 92 ~225

0931 Kushk Bud 90 149 151 63 ,,056
0932 Kashan 31 23 200 90 ~241

0933 Murghab 119 29 356 160 ,,292
1034 Kalsar~Shir1ntagab 214 1,798 916 160 ,,084

1035 Dnrya-i-Siah 313 185 345 52 200 ,,222
1036 Balkh Bandi Amlr 651 497 1,099 182 230 0128
1037 Samangan 65 206 125 107 60 .,190
1138 Kunduz Amu 205 55 656 2~J8 243 ., 139
1139 Doshi Andarah 148 '1 345 67 125 10181

1140 Bamiyan 98 ~53
..

169 90 2 0 184
1141 Farkhar Bang! 388 160 369 ..- 25 0020
1242 Kokcha 402 391 741 257 .,150
1243 Panj 82 8 205 0b<00

~
1244 Wakhan 26 68

Total Afghnuistnn 13,324 15,161 18 p443 2,413 4,282 0217

lUnpaved but capable of supporting motor tr<:luspv~t 8S r,zJl,llar traffic,

Sources: Irrigation water- sources" Mini.stry of Agricultu:l.'e3 .and market I'Oads by
measurement on mapsl, aDd calculaUC'n mCes of roads pl~r S\{t'\are

mne of cultivatE;:d land by Cham:h! ffi1d Conpm.1Y,'





EXlllBIT 50 4.. 0040 (conto) ..,

-)

-. :
Agricultul'al "

j' P!(]duction ~Y.mated value of eroductiol}
Code Sub-reglon 9roEs_ Ltvestock4 ,grops IJh'es~ock Total- -- ----~ -: I (thousand) (thousand) (million Afa.)

(metric tons) ( head )

0830 Herat 289 672 1,373 751 29 124
0931 Kushk Rud 1~3 266 342 357 699
0932 Kashan 41 489 178 650 828
0933: Murghab 6'1 '694 236 1,016 1,252
1034 Kalsar~ShiriDtagab 266 722 791 1,350 2 11 141

1035 Darya-=1-Siah 209 943 836 1,70'1 2,54~

1036 RaUth Bandl Amlr 723 2,454 3,099 4,405 7,504
i037 Bamangan 138 677 642 842 1,384
1138 K\mduz Amu '143 970 3,845- 1,463 5,308
1139 Doshi Andarab 41 344 201 396 597

1140
:.

. Bam1yan 11 1,30 58 164 222
1141 Farkhar ,B811gi 146 201 774 297 l,O'll
1242 Kokcha 203 599 801 761 1,562

i
1243 Pl1llj 45 .166 187 200 387

~
1244 Wakhan 28 42 89 56 145

ToUll Afghanistan 6,356 16,108 27,185 22,236 49,421

*Jncludes poultry"

Sources: Crop production and livestock hwen1ol"y, Mmlst-ry- of Ag>?iculture and
Irrigation" 3 New livestock production and value of production obtained
by surveys and calculations f Checohi and Company"
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i • - i EXHIBI:!' 5040 (\~ 00 AGRICULTURAL RESOURCES & INCOME
! (' ")

-......-__~_.... _.....,.... ____ I _

'- "
RANKI~G Q.It' SUB-HEGIONS BY PER CAI>ITA RESOURCES.-...--.-- ... --- -~.... --- -- " .......

~: _ Per capita of ~gricuH~ral Population
Productive Irrigated Fann value Roads tQ

, "

land land ~"Eroductlo!!..- cult.. land Rauk, .. .
L Codo S£,b-region Jerib R3Dk Jer1b Ranl( Also Ranlt ratio Rank Sum- -- - _.~ -- ~-= .....gJ.lll"!' ••.:.' - -

0101 Upper Kabul .'19 43 04& 38 1,387 43 0485 10 134
0102 Logar 1.46 41 ,,47 37 2,047 38 .. 371 15 131
0103 PanJsher .,64 44 042 39 1,446 42 ,,142 34 159
0104 ' SWbar .89 42 048 35 1,985 39 ,,496 8 124
0105 Allshing-AHLgar 3,,54 32 1016 21 5,086 18 0254 23 94

0106 Konar-Pach '1~20 24 048 '3 1 ,65~j 41 0389 12 :i13
0107 Jalalabad 20 69 39 072 26 3,094 32 ,,139 35 132
0208 Kurram l90 21 4 .. 28 43 1,34'1 44 0277 19 110
0209 Kaltu~Matun 2.. 91 36 .41 40 1\<960 40 .. 265 20 ,i.36
0210 GQmal 3.. 19 35 024 44 4,143 23 .. 343 17 119

0311 GbaznfaoGardez 3.86 3i .. 57 31 3,202 :! 27 0 490 9 98
0312 TarD9k 30 44 33 1025 19 3,809 25 0382 13 90
0313 Arg' -.Jdab 2.77 38 1.,11 22 3,151 29 0214 2'1 116

I 0314 Arghestan 3.94 30 1026 18 3.134 30 ,,069 40 118

-
,,/

031S Dart Bud 7,,40 23 064 30 2,859 35 0365 l~ 104

0416 mgh Helmand 10 87 40 .. 54 32 2,£'/1 33 0529 7 112
, 0417 Nawa Bawl' 7.42 22 1066 13 50723 16 .,265 21 72

0418 Tirin-kaj 7,,46 21 1v 64 14 4,533 21 .,201 30 86
0419 Kajaki 5"OE 28 ~013 9 5,884 15 .,435 11 63
0420 Garmser 18~39 5 9043 2 20,714 1 ,,375 14 22

0521 Khushpash 9086 16 1043 16 2,679 37 le531 3 72
0522 Upper Kbash Rud 3_29 34 1... 36 17 5,429 17 2,,479 1 63
0523 Lower Khash Rud 12 0 50 11 2.,71 4 10,983 6 0208 28 49
0624 LoweI' Farah Bud 160 51 8 2067 5 3,A95 2b ,,531 6 45
0625 Upper 1!"8rnh Rud 2,,78 37 0'11 27 2,857 36 ~204 29 129

0626 Harut Bud 7081 20 L,74 12 6,107 13 0607 5 50
0745 Ateshan KaI'ezak na 45 na 45 na 45 D8 45 180
0827 Chaghcbaran 17006 6 0·71 28 7,586 9 0144 33 76
0828 Tagab Ush1an 11075 12 1019 20 5,947 14 0 258 22 ~. 68
0829 abe 380 43 1 28,,89 1 ~2,O71 5 0073 39 46

t, '.
,
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The farm value of the above production Is estimated at 27., 2 m!llion Ala"
411 __ •

for cX'.O:~ and 221>2 million Afa" for livestock for 8 total of 4904 million Afa" On

the baBls of seventy-five percent value added In Afghan agriculture, the total esti ooo

m~te is remarkably consistent with the g~ss natiODsl product estimates for the

agricultural sector as they appear in the Afghan national accounts0 '1

Tht, distribution of land, irrigation, production farm value, and roads

varies between @ub....regloDso Each sub""'rGbrfon hoa t therefore, been ranked Rccord..,.

IDg to the above resource~ and income headings on a per capita basis as shown in

50 5. Dtstrlbuti~)!l of.~~.ricu.l~~Resou..l'c~, and In2"~!?~ ,:
,>J

One of the princ1pal purposes in area development is to Identify the more

depressed regions or sub=regloDs In their aggregate fonn, which Is somewhat dUfi=

cult to do because individual and specific observation can be rather mIsleading" Aner

all, most areas contain both rich people and poor people and what we are seeking

moat is the difference in proportIoll of eacho That is, in which s\.1b,,,,,regioXls will

the average agricultural per capita resources and income be low and which high?

The work of this chapter as given in its vati ous exhibits is sunmiarlzcd in

Exhibit 50500010 accordl.ng to the previously disCUBEJOO factors of population, land,

fann value 8IId roadso Of speciallnterest 1s the use of ille sub=region ranklngs by

factors to place these sub"~l"egiolls in three groupso Thus ~ the high third of the

agricultural population according to Its per capita reSOU!-c8S and incnme fs plnced

by sub-regions In fhe first group p the middle third of the ngricnlrural population lu

H:>8



I l
I
, t'

t: :
\~ ..

, "

the second group, and tho low third of the agricultural population in per capita

reaouX'ces and Income by eub-regloos appea,ra in the thtt.dgroupn The results

of this analytlcnl arrengement are as followso

Clearly there Is a poor one-third in the agricultural community of Afghani=

stan and it is a question of where theBe 8ub<breglo.ti8 ~:re and how they are to be

reached in face of the ...-ecognized lack of roads 8uiwble for regular motor tr3U9=

POri:aUODo As a matter of fset, how many people realize the dependence of agri=

culture on farm""'to~mali{et roads and then are prepared to acknowledge that the

Afghan agricultural community Is aaked t.o prosper anf! grow or3 only 65 centimeters

of such roade pel" person? T'.nla altllatio:n t for agrl-buainess development. hordera

on the absurd and it is fair to aBk how it 11.209 come abouto The answer is in part

traceable to the criteria of dono~ agencic8 thal: require roE-de to be jUBtlfied on
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the basis of "user cost savlngso" The pUl'pose of farrn-to~market roada is !!2t

io save users a fracU"on of a cent or Mghani per ton tdlometer on th.eir hauling

b111so The purpose of farm",,·to ...mar1tet roads i6 to ir.crea36 the motivatlcn to higher

yields and income by providing timely access to and from markets" UntU trv.nspor-

tattoo experts acknowledge modeX'D economic theory and partial multipliers in their

techniques of road evaluation, we shall be forced to hold back on road projects as

unjus~iiied even when the poorest third of Afgllan agriculture has only 28 centimeters

of farm""to..,market roads for its per capita useo

As a general result, the v'alue of pl:oductiOD of Afghan agriculture was oD

the average less thr.n 4,800 Afs o per person in the a;:ricuhural population during

the 1968=69 period analyzedo At 80 Af~o per U080 dollar', this ave:c."age is ~bouiSO

Uo So dol13rs 8 year; at the present exch2Dg'e nite of 56 Afsc. per Uo S" dollar (August

1974), the average agIicult1.lrai pOT capita income is only a little higher at about 86

Uo So dollars per yeaI'o This average is not necessarily equivalent to m.Qlletary

income as the above figtU'6S i:uclude the estimated v&lu~ of agrlcult;;.u·~lprodu~s

consumed on the farID by farm fami11es~

The disparity in far;.n value from the high third to the low third is in the

order of four times with the high third haVing ~ Oll an average per capita basis,

some 8,562 Afs~ per year while au average person in tJJ.e low third ~las only 2,075

Afso per yearo Some care must be taken in interprotiliij '~his differeucH because

the non<"agrlcultural popul'1tioll is not proportional in tb'3 ;:l1.1b~,:t'egiorwl groups, 3S

is shown in tile tabulation below"
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,-.-.-

I Non-Agriculture
! I.

Agrt- Non...Agrl- population, \
; j

.Sub-R~ions Total culture culture _ by gr..Q.1!-p,

• (inthousands)-
High Group 4,881 3,539 1,342 2705%

Middle Group 4,568 3,369 1,199 26 0 3%

Low Group _!,251 .!,462_ !.,.7~ a40 1%c_
TOTAL 14,700 10,370 4,330 29.,5%

\

•

.'

.,.

The high proportion of non-agricultural popul3Uon in the lowell! group is

partially due to the inclusion there of the Upper Kabul Su'hc"regiol1 in whIch there

Is a large urban and governmental population" It is characteristic of the family

system tnlder such conditions to combine small per capita land distribution for

the basic food supply it provides with low urban cash salarles~and incomes as 8

supplement to cover othflr necessities and amenities"

In nbsolute tenne, however, the differences in llo:u,,·ngrlcultur-al populo<=>

tlon, as can be seen ubovo, are insufficient to aCOouIlt for anything bilt a small

portIon of the per capita iarm value differences as firs,tndicatedo The lew third

of the agricultural population must indeed be poorer than either the top 0)," middle

groupso mother worda, the agricultural population preSBu:J:'e f..n group t.b.1"-ee on its

equi1!alent irrigated land is 1,455 persons per square mile as compared with 274

persons per square mile in the top group" There is :tV.J WHy physically to redistr.1=

bt1ttJ the land from the top third to the low third as c~n be se~n on the map, Exb.ibit

50 50 00 20 fu addition to the land being fixed in place, these two group8 are quite

effectively separated by the mIddle group of sub,,·reglolls with two ("~ceptlonl1i: one,
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where productive land Is particulnrly scarce and tbe other where water Is so

scarce that no admtnf.stratlve centers are locntcd in t.he. ~_l.Jh-regionn The pro~

blem of the bottom third is how to make inadequate agricultural resources more

prodG.";'~~v~ than they already aren

Research and examination into the topographical featureB of Afghanistan

reveal that the country la divided into twelve ffiHjor watersheds and river. syslemEl

sunoundil1g the central mountain massive of the extended Hfndu Kusho These

major rival' or drainage basins call be further divided into 45 sub.,.,rsgions of basins

due to the mountain folds snd terrain that produce valleys witllin valleyso

"In the broad sense of agriculture that -includes livestock and fonJsts, only

20 perc{,)]1t of the area of Afghanistan is pr'oductivea It is an arid country wheX'e~ the.
. 4average precipitation Is 12 inches 01" lesS! per yearo The irrigated land on which

crop production maInly depends is about one~Iifth of the pr.oductive ar-ea or 4 per=

cent of the totaL As a consequence, the rotn r :Jettled population of some 14" 7

million persons, of which 70 pel"Cent are classified as in agriculture;, have a per

capita income of lesa than 100 Uo So dollars a yem:"" EV&1l at thls low level of meoma,

the top one=thfrd of the agricultural population is estimated to have an :mnual farm

value lucome equivalent to about 150 Uo S" doHal's par capita while the Iovlest oue=

third has the €{lufv~Ieut of about 40 Uo Sn dollal"se The scarcity of f21"ffi e-to=mal'ket

roads suitable for. economical mot.or tr-anspm't:;1ti0t1 1H pa~'tici.llarly :n'.)Hc~able and

Is a contrlbuttng CBUf:le to the low incomes 0
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The concentration of the poorest third of the agricultural population in

. the southeast sectlon of Afghanistan as shown in Exhibit 50 5., 00 20 18 suggestive

of the need for particular aud early attentloDo
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CONVERSION FACTOR;'.5
fl!i ,. ~.•..,.. _I!_.

(. )

iI!:
I !
: !

LENGTH--
Gaz of
,Jerlb

1 0

04141
103585

218508

Feat-
20 415
1..
30 281

52800

Meters·,·....,...,.." .......

.. 7361
,,3048

1.
16090

,.-....

MlI.es---
00004574
.0001694
00006214.

10

AREA Jeribs Acres He~taref:J .§Snare. M.J.leit- . Ott - - ......._--
10 0 04823 .. 1952 o~OO754

\ 2,,073 1. 04047 0001562
50123 2,,4'11 10 0003861

132609 640.. 2590 0 10

WEIGHT Seers Pounds Metric Tons Short Tons- -- - C'3'kool1 ~;:,

10 15.. 58 0007066
,j

000179
,,0642 1" 00004536 ~ .. OOOS

141053 220Sc 10 10102
128,,37 2000. 09072 10

• AVERAGE FOREIGN EXCHANGE RATE-- --- , -- --

1341 (March 21, 1962 - March 20, 19(3) Afso 50 0 39 = Uo So $lc.OO
1.342 ( " 1963 II 19(4) 'ifso 500 14 = "
1343 ( " 1964 " 1965) Arso 580 74 = "
1344 ( " 1985 " J 1\'36) Arso 74076 = "
1345 ( " 1966 " 1967) Afso 75,,00 = "
1346 ( " 1967 II 19(8) Afso '15056 = "
1347 ( " 1968 " 1969) Afs" 74 0 47 = "
1348 ( " 1969 " 19'/0) Afs .. 75 0 44 = "
1349 ( It 1970 It 1971) Afs" 83068 = "
1350 ( " 1&71 " 19'12) Afso 84067::= II

1351 ( " 1972 II 1973) Als" 80064 = If

1352 ( " 1973 " 1974) Afso 610 05 = Ii

"""
Source: MfDist.ry of Commerce ·and Do Afghanistan Banko
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/3/ PreUm1nary ..hgricultura I census of Al"JhanistJiT1, Department of Planning,
Ministry of Agriculture and In>igation, Kabul, 19690
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CHAPTER VI'M ..._

AGDI-BUSINESS PROJECT ANALYSIS~ ..____. .., liE

6,,1 0 introduction....,
Agrl-bus1Dess commodity systems· or projects may conveniently be

divided Into three categories: e:,port, Import and domestlco Export commodity

systems are those which are primarily oriented toward the export market. but

are baaed on domestic suppl1eso Import commodity systems are the opposite c=

forelgD suppllea distributed to the domesUc market" Domestic commodily :lyatems

ar~ based on domestio raw materials, generating pl°oducts for distribution pl'imar...

l1y to the domestic market"

Export=eriented projects are highly popular in financial circles where

foreign exchange earnings are moirt desiredo In contrast, import projects are

froWDEJd upon becAuse 'of their drain an foreign exchange tmless they are supported

by long-term foreign loaDs or grants" Domestic type agri-business projects tend

to be unpopular because of their general complexity and contl~uous price squeeze

situation described lD Chapter IIo

Economic benefits can be derived from aU tln:-ee kinds of agri=business

projects t but the risks involved are far from etlual" In order to evaluate these

"'An agrl-busmes8 commodity system Is defined as that set of relatio'nships hold= .
lDg together all of the participants In agricultural r:mpply, production, pr'Oces8=
lng, marketing and consumption as influenced by imports, exports and govern~

mento
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risks and benefits, we must deal with tile complexftles mvolved; but in doing so,

'we must also face those who nurse a prejudice in favor of simple projects and

economfcs.. In this l'egard, we can do no better thau to quote Alfl"ed Morshall:

t'In this world every plain and simple doctrine as to relnUons
between cost of production, demand and value Is necessarily false;
and tbe greater the appearance of lucidity which Is given to l~ by
skUlful exposition the more mischievous it Iso III

in this rather lengthy chapter, all three categories of agrl=busiDess

project are discussed and comparedo Export projects are covered in a general

way0 Import projects are dealt wit.u mostly by descrihing and analyzing the

exlstlng Afghan sugar' Syst9Ino For domestic projects, sugar Is also usdo Two

approaches for growing and processing the bulk of Afghanistan's domestically
:~~

consumed sugar are described and analyzed in detan as an example of a domestic

projecto "The chapter also Introduces a sec('7)d domest1e project, eorn, but does

Dot include the detailed analysis provided for sugaro

Afghallistan is i!l the typical position of wantlng to incrOS3e export

earnings and so improve its balance of payments or simply to be able -to increase

its lmportso It is, therefore, most natural in such an agricultural country that

farm commodities should be' pl"omoted for export..

We can assume that thel'e Is an unsatisfied demand in the world for

agricultural products because of the many current l"epOl'ts on htmger and cnderco

-nourIshment in many countrleso This situation gives a positive attraction to

export promoUouo UnfortUDntely perhaps, exports must. be paid for and this fact

2i5
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we can'not aSfilUI)le" Rather, we must critically fnce the problems of effective

demand based on incomes and prices"

Foreign trade oecUl'S whe.'l and only when expol'ters have much to

eoll, when thf:lre Is demand abroad \msatlsfied by local production slid when

foreign prices net of transport cost and duties are higher than home market

prices so that good export profits mee to be eamedo Nona of these condHions

•
tend toward stability.. T~e foreign conditIODS can be varied either at will by the

trading par-tner through changes In tariff and nOD""tarlff bm.'Tlers or by changes

In the foreign exchange rates",

In addition t comP0t1.ng nations are fref;' to ch::II\ge policies toward a

common trading partner so as to change the propol"tions of the trade flows" For

example t many exporting countries expend much ingenuity and large l:iUffi8 in the

form of fJubsidles to crE)cte the necessary price difference that win permit trads(l

Op the ot1ler ha~dt many importing COl.fntnc3 (often the Bmne ones) de as much

llS they can to reduce the needed price differential on imports with either tariff

duUes or non"",tll:dff bar-tiers such as quotas and inspection 1'0str-1ctionso Even

when satisfactory pdce diffeHiDtials are found to exist, they can be quicldy

equallzed by the devices mentioned aboveo

Exceptions to these genernl conditions do e,dst when a particular com-

modlty is not produced in a possIble impodlng countlj~ nLd othsr world suppliers

are not competing st.ronl~ly for this special market t Ole when the hom.e CO'l."ntry

produces an expOl'table fInd mUl'keinble conm'l.('A.1i~y that Is l10t produced elsewhere

or in few o?.her countr.-les o Once such oppot:tuuLUes ~:ce b31ng exploited, the markets

216
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may be expanded by improving the quality of the exp')rt or by increasiDgs its

variety or again by lowering its price" But once these additional steps have

been taken, further export promotion of agricultural commodities must r~vert

,
to fiDding existtng price differentials of a durable nature on a commodity"by~

commodity basiso If such efforts are to be more than qulclt market suxveys

resulting in trial and errDr projects, there Is a need for a workilble unp.erslanding

of international trade and the priDclp\es UpOD which it functions ..

In order to plan anagri...busmess export project we must, of c'0111'8e,

know the probable price differentiale But equally important, we must also be

able to determine quantity and speclficatlcms on which to plan the required invest=

mento 1:11e 1{nndahar Fruit Company project in an example of ~ serious failure in

this respecto Quite simply, the export quantity cannot be determlnad 011 the demand

side by investiga.tion only wUhiJl the exp.')1'UDg country., Thu:J, determination of

quantity (demand) Is divided int.o two problems just as are prices, 10 eo the foreign

and the domeatico

The minimum required of a foreign market survey once a commodity

is selected is:

foreign plica nat of h-rrusport costa and duties
pl"obable stability of the price t costs and dufies
propensity t.o consume the se.!ec~d commodity in the foreign

country
the gro38 national product of the for<eign countx'y
present imports of the commodUy 01" Us aubstiult.eS

21'1
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The minimum required of the domestic aide of the market fll.iNey is:

domestic price 'at the expolt't gateway , ',',
probable uta,bUlly of the price and supply'"
propensity to COl~sume.tho selected comJ1!.odity at home
the groBs natl:ooal product
present exports of the commodity

Umtug this information ro determIne probable quantity, plant capacity and

lnve~tme)lt ~fteurequirea matrix algebra and the usa of a computer" Su.oh first"'Oroer

quantity and capacity must then,be tested for probable reaetion on domestic prices t

Faced wUh such sur-\ley problema t it Is not Gur-prisfDg t.b.E~ heuristic

methods are adopted and mUial1nve8"tffian~ are BmaU and t\U a trial and errol' basiso
.!

GiVEm the many tropondeA"ables in e-.xporting, it ia natu.ral that" govemme.ut e:u~ii1es

trade witI? o~of}r gmmriJIDent. eIatltiea tmd privata trEdeX'B with other private h"Sderso

The exceptions alre large multinational busineB2 companies that are able to control

large market sha:res t bu.t such considerations aloe beyond the scope of lli.is atudyo

The d:lmest!c price level raises questions ollier. than the qUroltUies and

value that enn be exported of a given commodH,'<Jo Of particular inteY'Ost are agri=

business and lUl"31 income and eml;lloymento ASl9Umh~g for the moment that favorable

export opportunities are discovered t 1¥>w and whal"e 3t'6 ~he beuefltB distributed?

The domestic price level depends on facto.l" costs, 10 eo labor, land t oap...

itat and watero If they are high cost, t.hen lu;cesare high and exportablea are
, .

reducedo If they are low, then prices are low 3ud expoX";s cm.~ ineY.'O~se" 'rne coat of

factors, in tum, depends on their eJ3dowmeEB~, 10 en if th~ lend Ie f.ertile, plentifu.l

and well-water'ed with skilled labor to work it, and :nnple caplt'll at loVl 1nro1'6st for

218
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Improvement, then factor costs per unit produced will tend to be lowoThat Is to

Bay, exportable agricultural commodities can be moat eff!!ctlvely produced in

those Bub--reg1oDs where per capita resources are high.

The Afghan export statistics for 1340 through 134~ (l961c067) gtve

data from fourteen customs houses throughout Afghanlstano 2 After 1345, the

export data was consolidated Into seven customs locaUonso CD the basis of the

founeen locations and the map 1D ,Exh1blt 50 5~ 0<> 20 , the exports from the three

areas of agricultural resources' per capita have been analyzed and demanatrnte

the tendenoy of exports to follow resources 88 expectedQ

The reason for the low percentage of ex.iXl:a.'ltg f:t'OlU the middle third as

compared with the low third la due to the pri...uclpnl ctlBtoms house at Kobul City

serving the adjacent areaa 01 the middle ilill'd while the high third is sufficiently
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distant to make this sort of cODcentrntton i.-eaa practical" Nev-er1helesH, as the

naUonal highway around the cotmtry was bt,;ilt and put into use, the cust.oms

administration was able to reduce its locations from fouFteen to seveuo

The Kohdaman area near Cbarlkar is famous for Its grnpes and t'alsins

wblch are exported in large qUl~DtltieB, but It Is lccr.1ed ma sub-region of the low

thircL. This apparent exception to the findmgs of resources per. cepita fs due to a

relatively small area of exc,~l1~t land and conditions for vltlct11tux-e b131ng sub=

merged numerically in its larger sub-reglo:o with a dense populatiollo Tb19 type

of local endowed resources strongly fortlfiea t.ne cox!C!uslon that agrl~buaine'3tJ

~rt projects beMent the mc"*:'e prosperous agricultural areas and not the poorer

ones and so increase the duaHty of the .Jconomy.. 3

Import proje~ta, aS4}ne of -the rhr36 kinds of dev010pment activity, are

frequefAtly enco1J.l..1tert:id but seldom evalu:;rt-;id in economic terms related to agn",
,

businesl:'J or :rural incomes and employment" Just n~ exp.OI"t projects tend to work

agamst the poor areas t we :fmd thti't Import projects tend to have a similar effil3cto

The maID dlffftl-eDCe between them is in roe timing of the investment rlsko EXiJ1)rt

risks derive fx'Om fluctuathw; dem.m:;;d ll.1ld sell$ng pricP, differentials which, because

of their Immediacy, cause t1"'oubl~ for the expol·t promotol"s early in the life of the

Droject.. Importg, on the other hand, rely on supply aud purchase t ,al"'lUS t~nt

affect price differentiaLs but slowly and push troubles j.nto the future for ~(lmeone

elBe to cope witho

-220
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Wheat, fe.(tillzer ond sugar are examples of fmpoli projects that are

pl~ymg an Impol'tant rote in Afgh~n agcl-buslnesB econonucs .. The first has been

most filuccen",ful bu~ tho second ~o, in spite of th-elr past successes, are clear

e.~ample8 cf the high riski9 Involv~cJ. The world priCGS for these two ~ommodUles

have Increased in a -manner to put serlou8 stross on domestic polley and develop-

ment.. Sugar' as 8n 1m;?ort proJ,~ct and commodity system is of speGlul Interest to
.

this study beeaufie it heEf a long fmd weH-do\Jl1m011t,)C history f world priC>38 have

caused ch~~e8 in attltuda!3 tOW8!fC:S the projact, and it is subject to comre:rsioTI

verslUD. thare are a Dumber o~ lmpor~<r"'t factors to he ~(ms\d0red for fu{'411-<>e polley ~

~l'(!.llr Factory, and {3\ th·3 purohase of BagMan and imported 8ugal' by the Sugsr

Monopoly ~&bs()roed in 197·1 ~n(;:> the P€i~ro~eumMonopoly for gfi1i'iter efficiency) for

d16hibution throughott.~ Aighanis~ano The amounts sho\'/tl are ilia aYura~es f(\l' the

4resi'S 1348 BlH.l :1.349 as obtained from the UI'\dck. V"gg & Gould l"eporio AH ~01}a

•

Average purchns~ a,f Sdgar bet:;ts by the Bflghlnn' Sugar F'actory. ex {anD 81 s404 tons

Average yield of beota pel" jerib of limd 2(, 8 tons

AV81'.1@'9 !Jumber of jenbfJ harvested lor sa~e 21 >930 .ieribs
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a hectare ::-;: 50 123 jerlbs; 1 acre = 20 073 Jeribs)

, (average exchange rate UoSo $1 ::: 80 Also)

.£9mblned Op~~ttng'§!Bte'R~t

•

Cost Accounts
~

Seed
Fer'dl1~er

(''hemical
Ol'gBDtc

Hl~d Labor
Weed\ng
Harvel:lt
Ot.ber

'Hauling
C3iJ&l rep3~rB

T~es

Interest
D6preclation

loa 6 kilo·s @ '103 Arso
113londs

4.. 4 days @ 70 AfB"
40 3 dayc @ 60 Afso
60 2 days @ 43 MBa

Af8~ per

.Jf~L

free

114
198

308
258
267
68
42
57
14
35

TotAl Amoll-nt
21,930 jt3rfb8
(!housaD'?j\.f'!.d

2 500,
4,342

6,754
5,658
5,855
1,382

921
1,250

307
768--.....

•

Total cost and (:xpense:

Income Accounts__ r~

Boet ,?aiue 690 Afso pel' ton, offic{al prlcf'.
LeSS, deductions by sugar factory for dh~,

tops and low 8ugar content

Income from sugar. b~etG
Plus. Bsl ) o'! beet tops
Less 1 total cost and expense above

Rebl1~ to famHy for labor I cspit,&l and
management

222

1,S32

132
~,.~

1,800
20

U~

42,3S9

~ '369-!.-

ae ,5~JO

437
~;o~:@l

-----..---:..



The valuE' add.oo ~D the above accounts In thousands of AVJhanis Is:

". 1

I"

,.
I
(

,

•
Wvges
Taxes
Depreciation
Retum to family - labor, eloo

Value added by agriculture

18 ;26'/':·.
1 .250:~·

168
!.Q,~OO.

!Q,485-

\

I

I,

The aetual net plice to *h.e farm is not the posted 690 Msc> per toll but

only.643 Ms. par ton of beets (39,500/61,404) or a reduction of 47 Afso due to the

deductions mada nt the sugar faotory. TUs reduction may be blterpreted in three

ways: (1) the ;;."001 price for beels is only 643 AfBo per ton and not the official price

of 690 Afs. per ton, or (2) the real yield is only 2061 tous per Jed!> (2" 8 ton~ x

ratio of 643/(90) because th~ farmer mclud311 too much dlut ~d tops wi~h the beets,
;J

or (3) the sugar fRctory ovel"l-'dooucts for theBe factors and thereby increases the

factory BUgar yield fIDd lowers Its cost per tQn of sugar D0;3orrlingty 0 In any cae;e,

~a farmer Is likely to be dissatIsfied with the results wb~liher justified or note>

The poor return to the farmer per jerib culUvftted in sugar beets is {J'lle

to the )ow yield obtained" Either he is using marginally pl'Oductive hmd or follow-

IDg poor agricultu:r-al practices.. The use of marginsI land and water Bupply are

believed to be the major cause of low yields i"ather tfu..'3 pOOl- methode becauBe the

better land is put iuoo more immediately desh~bie and profitable crops as infln-

eDced by goveroment prf.cing policies that have genernlly g~ven sugar beets f::l low

priorityo

223
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The data for this opentlon, based on the average for 1348 and 1349

are os follows.

Basic Data_ f .is

Sugor beets purchased ex farm
White sugar produced

Cosi Accounts

&tgsr beets purchased, ex farm
Fuel and materials
Taxes
C<mtrnct tX'aDSport
Sslarles and labor
Repairs
Depre~1r~101!

Sundries
Interest payments

Total ope-rattng coat BDd expense

Income Accounts
-a ...

Less sales of by-product.s and atmdries

Net costs and expenses

15% mSl"gf.n allowed on net costs*

Value of white sugar to S1.1gar Monopoly

Value of to~al sales income

-

61,404 tons
7,369 tona

Amount.
.<t!!.<:E~~d .I},~J'

39,500
9 p800
1,500
5,600

11,300
1,800
4,500
2,100

__6 1900

83,000

81,800

.95,300

$The owners of the Baghlan Sug&t' Factory aDd GOA have ng'l'eed in principle on t.he
costs eligible in calculating a Ui% profit or mal:Jin as i:ud1cared ill t.be above' .
accow:t8 <' 5
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The value added in the above account fs:

Salaries
Taxes
Depreciation
Net surplus

11 a300
1,500
4,500

12,300
.....,. J •

\

Value added by sugar factory ~~

The Baghlan Sugar Factory worl.s about 100 days per year including
and following the harvest perlodo The beets can be stored dudr"g the cold weather
follawlng the harvest, but the storage period is l1mited by rising temperatures in
the early spring with clear aIdes and hot sunlight" The high daytime tero~lrntu:tes

cause the beets to spoilo The beet p.llp is sold for anImal feed with some of the
molasses from the reflDlng proceS2J<l Those products not sold .go t ~ waste., ,

,~

.~

Clearly, ~he sugar factory 18 ULder-utUlzed at 100 days per yearp This
Is particularly true for tho refining portion of the planto Expsnslon of the first 8tage
julcer-productng portion of the plant and storage of ccneeatrated jUice or syrup could
extend the number of days for operatlng the l·eflnery rind thus blCreatie the production
of white sugar.. Tbis approach to mcreased sugar production appears not to have bee!!
reconmleDded in the past because of low )'lelds and the limited Itrnd areBS 8vailable for
sugar beet productiono Increases in beat yields and prodm;tton have not been forth-
coming for reasons of marginal land use mentioned shoveo In sp1te of large inputs
of foreign technicz:li assistance in the agrollomic3 of ~uga:r beet production over the
past twenty years, this situation has !lot improved.. A more radicnl change in the. .
teclmologtcnl concepts of th.e sugar industry is needed to meet the conditions in
Afghanistan.. This fJUbje'cl win be discusaed in more detail in later sections of this
cbaptere
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6.3.30 §ugar Mon0.E0ly !Afgh~I!!£taD)

The &lgar- Monopoly (8M) admlnistrntian hasbcen absorbed recently

I
I·
I.

•

Into the Petroleum Monopoly for greater efficiency in the face of rising world

prices for sugarQ Nevertheless, tlle functions remain the same as before and

the following analysis remams ~valldo Two operating cases are presented. In

Case One, the average sugar Import prlce9 for 1348 and 13~9 (March 21, 1969

to March 20, 1971) are used as summarized in the Import statistics prepared by

the Ministry of Commerceo 6 in 'Case Two, the sugar Import prices for 1350 are

applied, whfle holding all tho other factors in Case One canst.~mto The suga:r price£:

Increased from an averBge of 7.. 49 Mso per kilo fu COSD (me to an 8v0xoage of 18009

Af8" per kilo in case Twoo

The averag~ demand fOl' imported and Baghlan sugar has been esU""

mated at &3,000 metric tons. "I The average suw!y to m~ \hie dsmtt.lld is dcrlved

as follows for 1348 and 13490

•

Bnghlan B-J,gar' Fact.ory
Commercially imported sugar
Imported BugSI' by loan or gl"Bnt

or from inventory

Total demand and supply
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'1,369 tons
48,064 tons

. .J!156'l to1l~

65,000 tans
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Sugar Mo~~d..9.E~!!!i!!gSJ;8temellt.t...~~
(Imported sugar at 7049 AIa.!kgo )

• Cost Accounts-
Bagb19!l sugar at warehouse
Imported sugar, combined, 70 49 MSo/kgo
Customs duties, 30 Algo /lan
Port fees & ch.arges, 200 Afso /ton
Trausport from port to G.. M. warehouse 540 Mao /1on

(Imported sugar only)
Clost of sugar at warehouse

Amount
@,,,?usaDd Ma .. )

94,100
431,400

1,700
11,500

...31,100

569,800

~
Expanses of 13ugar Monopoly

EJaleries, wages and benefits 8,200
Administrative charges 4,900
Depreciation 800-
Total Monopoly expenses 13,900

Average transport and distribution charges In Afghanlstlo t

550 Mao/ten I 35,800
Retailers' commission, 200 Afso/ttm ,EtO~

. Total cost of sugar at retall 632,500

t Income AceoU11ts
~

Retan (controlled) selling price 16 Mao /lrg.. !.tQ.4°'O~

Mal'g1n accruiDg to GOA lmugh Sugm.- :Mouor{lly 40'1 t.~!!.
~

The valu.e added In the above account is:

Salaries. wages and be.n0fita 8,200
Taxes, ord!nB.I'y 13,200
T."~eB (maI"'61n as effective tax) 40P

/ ,500
Depreciation 800

~-

Total value added by 8M t~!t~[O£

~r,
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!'!gar ~~>noe2tL<'~:..M.:l..Qp~!l!,tln,g~t~!!l~t£,!!!'e ~~
. (Imported sugnr at 18" 09 Afs./kgo)

·Cost Accounts. -
Bagh1an sugar at warehouse
Imported sugar, combined, 18009 Afs. /kgo
CUstoms duties, ,~O Afs" /toB
Port fees & charges, 200 Afso /~D
Transport from port to warehouse 540 Afso /ton

(imported sugar only)
Cost of sugar at warehouse

Expense of Sugar Monopoly
Average trsnsport & distribution cost
Balall commlssfoo

Total cost of sugar at retnU

Income Accounts-
Retail (controlled) selling pnce

Deficit to be subsld{zed by GOA

The value added in the sbove account is:

Sahlriea, wages and benefits
Taxes t ordmar.r
Subsidy, m.L"Aus
Depreciation

Negative value added by Sngar Monopoly

Amount)
(thousand MB., )... nra

94,100
1,042.545

1,700
11,500

_ 31,100
1,180,945

13,900
35,800

13,000

1,243,645

8,206
13,200

(203,845)
800

---=a: := :aesea

,

•

The subsidy indicated for the deficit folkw8 the present practice of the

~OA to stabilize the sugar price level for tlle consumero

The change from e value added contributi·:rJ] to tha g~:OBS national prc4uc~

(GNP) of 42907 million Afso to a negative effect of 181., 4: million Afso memos that the

GNP for the Afgh91l auger industry hatl been reduced by 61101 mJIUon iUs, due toO

the increase mimported BUl~ar p:l'f.CElBo
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The question to be determined is whether or not more conventional

technology adapted to Afghan conditions can convert such a neg~tive "import pro-

jecttt iiito a positive and satisfactory "domestic project.. '

Project proposals have been m3d~ to the Mb'llstry of Agriculture and

Irrigation for new sugar factories in' either Hel"at or Kar.dahar or In both places so

as to reduce the dependence OD, imported sugar t and tJms create a domestic sugar

IDdustryo These factory projects have become parH.culal'ly attractive at t;hiS time

because of the increase~ in world St!gar prices.. HowevE:r, we also want to know

If theBe projects will Bolve the problem of domestic sug£r supply, regaroles8 of
....

(~.whether sugar prices remafD at their preuent high levei.e or decrease in the near

future due to increases in world sugar productlcilo

ID a sense theBe Pl"Oposed projectfl include a transfer of CODvantlonal

. technology In the plant machblery and '6qufpment" The Baghlan Sugar F&ctory was

lDaugurated in 1941 and improvements have been made ill the machinery and equip'"

ment technology during the past thlrty~reeyearsn QQ tilo other hand, this Is i1

Darrow v1~w of modern technology whIch today illcludes the cODcepfu21 ~pp~oache8

of systems aI181ysiso This raises a typlclili question of whether developing countries

should opt for moder-n or more cOO1ventional technolof:,"'Yo !t 1s the wl"itar's opinion

that modem teclmology Is better, when It can be used, for the simple ~eEclon 'hat
..developing countries fall nnth,;,r behbJd wh.:?,n they choose cOllvenUOll~lm,rUiods

~".-

whfle other counhies apply more modern t0clm!ques o

229



\,

The proposed pro,l00ts are cO!JceptualIy the BRme as the Baghlan

. St!gru.' Factory and its agdculturul Elupply of S".Jger beets axoept tn.at the D0Vl pro....

Jects cost 80 much more to build and Install that one hundred dUJ campaIgns are

even less efficient and give higher costs fAr ton of B'L1gar than tne older Bllgblan

plant..

Using the snm.e agrlculttll"al, BaghtRn plant, ad monopoly account...

Ing data above but adding DeYl sugar factorIes mAd their a·X'Olmts, we eun neaSUl"e

the cost effootivene.sLlB of such projects. Lnter In th151 chapter 11 we will Pl'lO'poS6

and measure a conceptual change to modern tecbl~ology 1t3d nlOO8t1i'e U.s C-D.1t

effectiveness for comparative purposes..

60 40 10

t·,

The accounts data for tb.ls project Bre also obtained f:rom the U:rwick,

4
Lugg & <k>uld roporto The factory proposed in the repo:..'t has a capacity of 120 5 000

tODS of sugar beet.a fol' a hundred ~y camp~igno Prootlc'~lon at 90 pereeJJ~ of cf!p3cHy

(l08,000 tons) win yield ~D ave~age of 13,000 tons of sugar per yearo Thf! tot.al

As previously indicated, tha aImun I sugnr demand in A('ghani~tal\ is

65,000 tons of which about 57,000 tons is p::'OsenUy h.eiDg impoJ.'tedo Th18 meaLS

that three new Erl1gar factories of t.he nbove cv.pacity ~ r€f!UirlD.g Rr:1 i.I.Fh9shnent of

1,9470 3 milllQU Afzo, wIll be neoded to l"0duce 6eriot,,~i.y the 8ugal' L:(lpol'~~ r~uire"-3

mentB, without cOIwidex1ng the gro'?tiDg (l.omostic demand which, it is esUm.uted J

. will probably double ill th.e !.lcxt t~tU yeaX'Bo

-T'-
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The analytical accounts fOI' the addUlon of three sugar factories to the

Afghan sugar industry followo Thes€! aCCOl:1Dt data ar"ft based CD 1348...{9 estimated

conditions so as to maintain comparability th!Ooughout the analysis. That Is, we

want to know how the Afghan sugar bldusb)·. Vlollid hm.re hehaved flnanc1aUy and

economically If there had beoo m.ore sugar fnctones B.nd less importation of sugar.,

Basic Data
ec.... ~

Sugar beets, purchased, ex farm
Land requtved, 20 8 tons of beets/jerib
White sugar produced
Investment lu :fLY-ad assets for three sugar factorles (mUllan Afso)
Imported i>ol'UOl1 of fL"{,ed nsr:letB
Working capital (million Afso)

Cost AooO\mtB,,.

Sugar beets pnrchased, 643 0 3 Ms. /ton
'Seeds (estimate)
Fuel and materials
Taxes
Transport costs
Employment costa
Spares (50% imported)
Interest on workfug c3pital (at old rate of 8%)
Depreciation

Total operating cos~ and e.."{ps:nse

Income Accounts
II me

Less salss of by=producta
Net opGr-ating cost and e::pansos

15% m!u."g1n allowed OD net conts
Value of white 8uf~ar deHve::r.a~ to 8J..!gm·· ~/r01~ apoly

Value of total aales blCome

231

325 ,000 tOl\3

116,070 jmibs
.39 p 000 tons

1,947<,4
1,18600

117,,8

Am~

@lmiS£'W'18 Aik,J

208,932
18,000
24,117

'1,960
80,456
39,860
21,600

9,420
. !.15J 02Q,

505,365

6 1 357
~_.sr..=

499,008

. 74,851----.
573 859
IH~=
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The value added in the above accolWt Is:

wages,' salaries and benellta
Taxes
Depreciation
Net surplus

Vlllue added by new sugar fnctorles

39,.860
7,960

14.5,020
74,851-----

267,691
mlC:::::-

The value added by agriculture to supply 8U~~ar beets for the ahove sugar

factories Is lD proportion to the Increased demand for sngar beats on the bQsis of

the assumption that the Baghlnn. farm aCCOlmts can be at'~l1edwherever the BUgal~

factories are located in Afghanlstano The agricultural value added Is, thei"efo1"G:

324 ,00t) toos of beata/61 ,402 tons of beets times 30,486,000 Afs/) of
value added by agriculture as cetermined abOY8o Th3 ne..J value
added is thus 160 J 865, 000 Afg~nniso /'

• The Sugar MOllopoly (SM) Accounts will cha;~e due to tJle addition of the

three new BUgar factories 88 follows:

White sugar SUPlll.y
Baghlan Sugar Factory
New sugar factor-Ics
Imported ffilgar

Total demand and supply

232

7,369 ions
39,000 tens
~.J3~1! tons'

65,000 tons
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§,o 1\1:0 2P.era.!!~4b"'tnt~..9!lL~a.F.le •.Q!!2.
. (Imported sugar at 7" 49 AfBo /kgo )

Cost AoooUllts-_ ...-
Bagblan sugar at warehouse
New factory sugar at theIr warehouses
Imported BugSi'. "049 AfB.. !kgo
Customs duties, 30 Afse/ton
Port fees & charges, 200 AfB" Iton
Transport from port to wsrehouRe, 540 Milo ItoLl

(imported sugar only)

Sugar Monopoly expanses
Transport and distribution charges
Retilllers I eommtslJloD

Total coat of sugar at retail

moome Accounts
...-::0

Retail (controlled) salllDg price

Margin aooruing to GOA

The value added in the above nceoUD18 Is:

Salaries, VlSgElS" 81ld benefits
Taxes, ordinary
Taxes (msxogln 8a effective tax)
Depreciation

Total value added by S" Me

Amount
<!.h?usaI2d!!~!§_~>

94,100
5'13,859
139,546

559
3,726

.1°,061

821.851

13,903
35,800
13_1°00

884,551

8,200
4,285

155,449
800

Clearly the addition of three N3Vl Rugal" fnck:i.'ies ChaUgE;8 the value uck1:..:-d

by the Sugar Monopoly operaUonso "l.'his effect 13 bllt P.Tft ox tho OCOllomtc change..,::

due to addIng three new sugar fftct.ol'ieSe It is bstUr, lloW0V6l" I to complete calla"

two of the Sugar Monopoly befo"re nnalyzing the overaU cffecto
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§.o ~fn._:QQ~~!t~Z~iili~~~.L~~~?-..,'!~1
(Imported sugar at 18.09 AlBo/kg.,)

Cost Accounts
........ '" r

Baghlnn sugar at warehouse
New factory sugar at thehe. warehouses

. Imported sugar, 18,,09 AfBo/kgn
All other e:cpenselJ as above

Total cost of l3t~g8r at l-et~n

RetaU (controlled selling ilnice)

Deficit to be subgidfzed by GOA

The value added in the above aoootmtB 18:

salaries, wages and benefits
Taxes, Ord1nfH''Y
SubsIdy, mbms
Depl"P.c:laUo]n

N~ntive \laln0 added, suhsidy

Aw.Quut
(thousands 1\ r,~" )..-..-....- .-.....-..,~

94,100
573,859
337,035
..J:!..,.Q1Jl

1,082,040

8,200
4,285

(112,04:0)
800

We should note that the D-aW heet ffll'IrJ.5.ng Hid new st.:gm' facf:ory .ac~ounts ,\vlU

Sugar Monopoly accoUIltB m"e alrendy b1 iii combined fOA.~mG
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GNP VALUE ADDI~D
-...........:~~~~-

I!
!
I

I"iI
i I

I

.)!' (

I !

8

, ,

EXGmple I ~:(§.mpi~ n
PreEJ~t System 'with new f:'ll'to:'de8~"IIIIl:.~ ....t,)o"""'~"" ...... ~~~._-.~r.r~."?--...

(in the-usauoo of Alsn)

AgrIculture (sugar boets)
Agrt-busiress (St!gar factories)
Governmwt (BugaJ£' IVronopo~y). .

GNP Value Added

30,486
2H,SOO
i~!<l~

191J35~

2S'7,291

!~~~

657 :W6
~..za=

Salaries t wtlges, etco
Taxes

. DepredaUOll
Surp!ua or profit

GNP Value addad

37,76'1
423,4£:0

£t,OS8
22,501, _ .,:;1.

174,0),6
17'1,040
155,lI.W
151,180---

The three new sugar factories incram~e the vaJua ~rlded to tb.l~ gl'OtJS

national product (GNP) oV.3rall, a~d particularly bocofB th~ V.gl1. ml1tv.re ;~J ngrl""

8uch cfreumatancas it is llot likely tha" based on t.h1s mUlys'ls, th'J GOA policy

would fayor the development of the rlOW sugar factol'Ies \\he>D wo:dd sugnr ~)l"C~9

are low even though new employment oppor;.\i~1Uk.s 91'e cilllB!den.~ilily e!.lJ~n'g0d m
the private sectoro
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GNP VAi,UR ADDED
~- .-.-...r_ ....... a. Fa . • • .. '.;'.

Acoounts
8II!'W ""

.E:T.amp20 I ~i'l!lr.ople II

,Pr~eF.1.§r~~t~",. ~~·!!£~'£!!.!.~5:'~"::.~~
(ID thmlBUl'& of j.ofs,,}

I

Agriculture (sngar beets)
Agrl-busines9 (sugar factorlesi
Gov~mn1ent (Sugar Mo:nopory)

GNP value added or ~ef!o1t)

30,4~l)

29,60G
(:t~,1 ,ill)

<l,~~

191,351
297,291
.J28 I 752,)

Sala1108, wages ~ etco
Taxes
1.6aa SUbal(U~3 to cover c;GficitH
'D~reettltioo

Surplutl: or prof1t

GNP value added or (deficit;

3'1 ,CU~/'l

15,S50
(203 ,eM»

6,058
22,501.

eo I •

1"'!~· .016
21,SfJ1.

:..
;- ~42 ~M,O)

15fi t11:0

!~9

The above mnlyElls of the Afghan sugal" tndl'.otry is rntuer l(11.e~ fiJld

burdensome 86 perecllt (.a23 ,450,000 MB) (Jf tax/489 ,?cn ,,000 biBo of value ndaed)

aDd the industry was unabi.e to d~vetofJ; In ~on3equepce~<he GOA p1.rreed UH€llf tn
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whi~b tun} a surplus t.nx of 423" 4 minion Axs" iu~o a net. subsidy position of some

18'10'1 mUllon Af80 ill the mer,ntim(~t the plice of Bt1ga~- 'Nas aHowed to ..:~crease,

:.;:.

'but Imported sugar prices also contilluoo thair upward er:1ra1 BO the conditions

actually gl-eW worse by 1352"

If the sugar lnciustry had been encouraged to de'~elop new fm:~to:d.eEl as

Indicated p the tax vub'lel"tlbUity would have been red'llcc1 ~)ut almost total 3811··"

suf~clCl1C:Y. would have been required In orcar to avoid iaUmg into a subtddy filt-..lar>

Uono At the same time, the 86 peX'oent tax would have btJ0ll fljJ"'ega"J~ and tha rest111 -.

lng revenue would have been reduced to a low lev~l 01 urmmd 10 percev;it~ As D18UY

monetary advisors to AfghrtuiBeaD recomme::1ded rEilf.lin~: taxes, and not ~owfj1l."1ng rd"nt 1

as \vould have been necessary t the problem fachlg tJu t~j;: aU~h(D:itI3B W<~8 ~mblgv('in

/
to &&y the lstuno

On the other hai\d, employment t,ncorne l>.ud p~~ofiw would hm"l!J bc8GU

the sugar industry had hem canied througho The efCec?: on em;?loyr.~~jj,t y:uuld h&V\;1

tended to shift jobs [loom gove~nmentBEli'Vice to the prI-;Ja~e BeC:~Drbut; tlw GUP vaIt t

added irJ Summary Case Olla ~ Example I, of 48908 mllHoH Afso ItSG turm;ld into [i

deficit of 12104 mUlien AfJ~ in SurmlUll'"'.1 Case Two, Exnmple L "J:'b1.3 1.0;)5 wou~d

developing the domestic E:'1....gal' Indueh'Yo }~r1plo'yment Tedstributlcl) 10 nU'f;l ax'C!w
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Is DOt benefitted directly by the proposed sugar factories as th~y mOlJt Hkeiy will.

be located In urban areas and thus encourage urban con~~nb:ai;toDof employment

In the same way 8S taxes and government services encourage Ita Agricultural

ad rural Income 8nd employment p,re t ~f course t benaft.tted by the exptulslon tD

sugar beet production but 8S this growth Is effecUvely cconflned. to a 30""kl1onwtor.
. .radius from the sugar factory, the rural b;mefita al:'3 not widely apreado

Inv8stme."lt Schedule
.... 2 ...

.,'

morder to ensure that a plmmcd industry (.>X.paDslo~ can take piaes t

It must be finsncGd and for thia purpose Vie need to COllBider the analJUc~J ti·Pi'lr'Ded.~

outlined In Section 3011, ffA MIxed lAonttef~Ke)'ne6 Fermat 01" Modal~" ~2·2lfor-a. 7
dolmg so, It fs necessary to estbnaf;e the iDv6stments x>equlred in agnculL1l1'e, the

1Dvestment value for the Baghian Foe'lory and monopoly by eJJ..~rnpol~UoD from (he

8DDUol depreciation accounts and from associated l!JformMdoDo For 8g;t~c;ilt~tllJ"e,

we can use x-ecent information OD the cost of acquJril1g sl:'d pre}J£ll"lng now? 1.!l\imc •

analysis, Exhibit 60 40 Go 10 , the hverllge results oMainotl are D.ot £lorlouoly di::Jc:>

torted and pl·ovide for a sotmd compa~-nUve evalu~Uono The eatfm.fJ/ted iIl:\?;:'-E:~:m'i'\t1¥

. ,
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EXHiBIT. 6 0 4" 50 10

SCHEDULEO~' I·~STIM.ATEDTOT.AJ, ASSE'l'S. _-..--.. _._-.-......-----

----
Amouut

,C'"4~~~~P:.£'. A.{Z·:,)

•

; ,

&rlcul.!!!!.~ (sugar beets)
Prese'.l1t system
New factr.rles requirements

~E.~fness {white sugar)
Baghlan Sugar Faatoz"y

Fixed aS8,=-ts

Working capItal (av'g(')
New sugar factories

Fixed assets
Working capital (avgo)

Government Su.[,~r Mon~p?ly'

Fixed assets

WorktDg capital (avg,,)
Low hnpo~''t prices

Present system
With new factories

Ingh import priceD
Present system
Wlt.h new factories

:rot.at Asset St!mma!:y'

Low import prices
Pl"Gssnt system
New S"ugar factories ,

IDgh import p'i.ces
Present syHtem
New sugar factories

8
21,930 jo x 2,500
116,070 j., x ~~ ,5DO

Depl'eciagon of 1 0 5 lvr AI::lo
eqw~lB 705% of ftsaets

1/3 c~loulatet..ldlr.ocl: cotta

3 times tTrwick'G estimnte4

1/3 calcuigted d~:t'flct costs

I
Depraciation of 89J M: Afs o

equals 7() 5% or ~ssets

1/6 caloulat.ed di:rec~ COS'~3

1/6 c:alculated diro(~: cos~s

l/f) cslculi:J.eri dfl"::c::1t cos-Ss
l/t.i odcul.f1ted dSl:'f:ct: cos!~~

239

. 54,8S)
290,11E

1 ,9·!:'" $'4G·j
Ll.i:~ ~(HH

;?'f~2 t 9~l t-~

1. '16 p G.5 ! ,

211,0 97~;;,!

2 SG43 ~3~E' .

351 ,6(J{~

?: t;~'g ?HGt



/'\
.,( ;,1...•

Four Inveatm£.-"Ilt Conditions................
1.· Present system and low import prices

2~ With three Dew factories added to system

3. Present system 8!ld hlgh import prices

4. With th?ee new factories added to system.

. .

l'CI\'<~$:tJ;~H~lt

Ain{J:.u~,J

~ill!!!P~['!.. )

249,750

351,600

The total assets Invested'iD examples (3) a711d (4) 81"9 bjg:~U~l· thm.1 in

(1) and (2) due wadded working capital requirement-so

80 40 60 AnalyticalN~

The development of ng:1'1.-bulJlnesf.1 fO:f the p;J1pOBe c·f lmpl"(J'~--,1·g l'ur-al

,
- _~I•

"."

I·
f

IDcome and employment Is intermediate between sgr!cuUuratsupply and '..u~ban
. r

demSDdo It is important to include the effect o{an s.gficimsm13flfi pr~')jer,f~ O~ both

<

the supply and demand sectors and not Just evaluate the project by ittlelio 'rhis

broad approach beco~es even more Impona:rat when the purpoB0 includos plermlng

. sud locatiDg the agrle>busllleas enterpl1se .so as to optimize berFf':1cial nn'nl ifJfie~tB~

Iu preparing an alternative appl"oach to !he l>reseut flnd P?OpoS0d s.g:ct=lmi::ir.l1933 srrz;:

factories, the summary, Exhibit 6 0 4., 60 I., , win SeI'7e as the hmreUne 1'0:': compari.E1nJ-

Is representative of the whole Afg;b.;Jll sugar industry from the farm t:) L'",:~ eOn~limG,; ,

been examined in the earlier BseUm.ltJ of thiR cp...apteR'~ TIlI.1s t th.e Ex.hib:.~ J;E;fl.:7Ctn
..... 1

Afghan eCCDomyo It also shows the combined fb.l~nc),tII l'dum cn the td:d nBc~t3

required by the various par~~ of the total fndush:yo
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C .J

\:
•

.J .

The financial ri!Jtul"DS on investment (ROr) dif:cussad in SecUo.n 3r,11

and applied In ExhlbU 6" 4., 6" 1" nrc pl"esen~edunder fO':lI' headi:Jgs: (1) tte pitct'::ent

system based on t.he Baghl3.ll1 Sugar Factory pU'oduct.!.ol'J and Imported sugr.n' at 7,,49

sand tons of domt'3UC sugar. and so rl3duce ltilpozv.ts by 3n equal ammmtj (::1; tl:\·~ :or&""

sent system as first above, but with higher Im.pm~ted sugar prices .at H\, (lB A:iso Ikg, ;

and (4) the pl'Cf3ent system plus three new sugar fac~o~eH and the highel" inlpor1:.ed

sugar prlceao The rotan Pl'!C0 of sugar tI! Afgh~nif)l:aJi 1:3 held cOllstmlt. tiJ.t'(;:.1fSt..out

so that comparabl1Uy Is mai.u~alned ill nll four e~(alllple::3.,

(l) Preeent 8;n::t-am snd low Import p:riCo13S! HOI,
(2) a ~3W fncl.ol"les added to Sy3"l£ffi, HOr ;/
(3) Present syst.em and high import' prJ.c:c1s, BOX
(4) 3 new fSfJto:des added to 8ys~em, nOI·

~.,O%

5,,':%
60 4lj~

5,,6%

.•..

wns increased to m0e, high imported sugnr pric(~no

four examples as .above, 610 results r:re liS foUo\n~:



'I : ,t
i I
I I
!

: . I

(1)

(2)

(3)

(4)

Present system and low import prices
.

3 Dew factories added to sysu)m

Present system and high Impor.t prices

8 new factories added to nya2em

Partial
~!!l!!e!t~!..

:.:k>6"OO
.20 33

Effect fiB

%of GNP'
_t.~." •.,,~~._

0,,23%

0 0 95%

0(,42%

The present syst-em at low imporled sugar pri~eB shows ~ b'r:;~lJ.y f::IVOr.· ...'

able pOlilal multipUe;r in example (1), but the domestic portion of the Sl.',~)u?' iud:l!Jh'.'

is too small to realize the l'enl potmtial for the ~ati()nal eccmoDtyo The yb.'I8B ~WN

. sugar factories, example (2). even with 8 much smalleJ: partial mu:itipEciI' I r,r!~.E

lDcrease the notional benefit Bome 400 p.sl'Cant.. Evoo III 'U1e case 0:1 M[.b..:};c f.tup<}~~ E;;
. lsugar prices, the potential economic beme-fUB of. the new factories am Ilul~riy 2Cl>

of the present system ill which 0 poslUvs eco:nom1C contrlbutioo of 00 23S~ ;' ~"npg O?O H

These ir.tdicE!to.t''iJ flhow thnt n policy of new !?ugi.1X' fac~l'k:D fJ!".:l i;;~(~;n.;~ro':lo) ..,

•
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/

prQductton and teelmologicnl problems, the ques~lo111 f.B how be:-lt to r..:fU'K ::' :m! sllet.

8 polloyo This subject will be taken up iil the ioilovdng E;ecti~s of tilln t~:;!Lptero

The AfghaD sugcir Lndu.stry hus been reviewed ln, th~ preceetLl!~ ;;eetio:t!fJ

as an Import project with high risks when 'Norld sugar p:.1.ces flt..1ciuotc. The uldur: :

try has also baen considered as a domestlc projZlct usirg convCl'Gticwd, G' !!'.;.!t r fat::~c r '

techtlologyo The problema of "tillS induBtry and it-a lmr~l'(WemGn't iJ;,1 /\fp))"":irl~it8n hB\' ]

been studied and r.estudied over the yee1"f:l?

productIon in 1941 0 It soon ran iIlOO troublt~ for !ae!I: of ~,uga! l'$€'~lJ 2::~:: !;.I,~ plmlt
-;07

was shut down for two years betVle~n 1947 anu,1S48c, ~i~ua reac4~oI'" GA' n.t::: ;~~~nculb; :'.

mend Improvements In the factory fnoiHUes" TogeHle:~ fOOy pn::pa:r':;":l I;:: i' :':.' repo:'1. :

and twenty of them, e.xtending over the pariod 1953 to J.972, ar~) HnL:~,:; .::Jl?i" Tb:!:·

yield and productIon Sl'e sho.-vn in £x.h.1b1~; ~L 50 00 10 :Col] owi.ng t.tI:.; tuf:n;:lh 'Ie;:. lim, o:i

report titles mentioned above.,
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1'1.i,

EXHIBIT 6050 0,,10 SUGAR BEET YIELD PER ,JERmr'J WiTH WHiTE Sl1GAR PRODUCTION- .
AND IMPOHTS SINCE 1940I ! .

I;, ,. ;

Sugar beets Wblte sugar Wblte sugar__Dar - J2!?r Jerlb .e.roduetion ~lmpo~B . ...,
(In metric tons)r' .

1319 (1940/41) 106 1,100 Doao1320 (1941/42) 20 9 3,500 DoSo1321 (1942/43) 109 2,940 Doao1322 (1943/44) 1055 3,890 DoSo\ 1323 (1944/45) 2 0 0 4,360 noao

1324 (1945/46) loB 4,310 Doao1325 (1946/47) 101 2,'170 DoSo~ 326 (194'1/48) (closed down)1327 (1948/49) (closed down)'"l328 (1949/50) ] 04 ·3,870 DoSo

1329 (1950/51) 2.. 1 4,580 :I
Doa o1330 (1951/52) 106 4,240 DoaC!1331 (19$2/53) 1,,04 3,260 Doao1332 (1953/54) 1,,6 4,880 n 0 80.1333 (1954/65) 1.. 7 5,350 'Do 8 0

1334 (1955/56) 20 56 6,050 Doao1335 (1956/57) 1076 4,'160 30,614.'. 1336 (195"1/58) 2006 4,'1~O 30 ..287133'1 (1958/59) 2,,02 4,'120 29,2811838 (1959/60) 2 0 23 4,480 35,507
1339 (1960/61) 1080 4,610 30,2401340 (1961/62) 2014 4,840 41,0081341 (1962/63) 2061 8,000 29,9921342 (1963/64) 20 38 1,Oon 20,6061343 (1964/65) I .. 51 3,880 45,895

1344 (1965/66) 20 53 '1,428 59,1151345 (1966/67) 20 49 '1,100 96,1991346 (1967/68) 2 0 47 '1,500 '15,3251347 (1968/69) 20 47 5,300 9,929·1348 (1969/'70) 20 55 6,100 . 42,071
i

.'"
1;(
.:t•

t .;. ..J1
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C'
0' I

I 60 '50 00 10 (conto)I

)

• Sugar beets White sugar White sugar
, ,

Year 'pe~ jorlb. .,Eroductlon _ Imports _
(in mtltric tona)

1349 (19'10/71) 2844 0,600 54,057
1350 (1971/72) 20 66 9,099 54,457
1351 (1972/73) 20 6'1 8,292 51,640
1352 (1973/14) 20 34 '1,436
1353 (1974/'15) Do 8 o nos.. DoDo

\

Source: Planning De.partInent, Ministry of Agriculture

•

•
''-.0.,''

, 248
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ThuB nnor thlrt.y.·th.r.·ce yC3:t'S of op,arnUon aDd hV'f,mty ymb.·1) of reports

to Increase Bnd Improve pl'o<hwHou, EttIe or no chm::ge has ommrred ~md certainly

DO breakthrough hno b':'(~!l li.lsd0 OXcept for Ell increase In sugar factory capacity

during 1961.:. The status quo seems to have boon quite satisfactory to the Vf;b~.r;;d

Inte~ests in agriculture, the factory, and GO~ revenue policy if the above evidence

is acceptedo The Increnses In world sugar prices are puttmg pres6Ure on the

status quo and this Illay be the time to recommend changes that ~an be 1mvle.,.

Modern technology pl'esuP1JOsea a clear and cor:n~~ denn1tioll of the

problem to be solvedo For whntev0r reasoDs, low sugar beet yIelds and inefficient

sugar factory operations carLIlot be ac-.-...epted 8S tbe prObhm dtofinltioDo TheI'e mUB~

be much mora OY so m.nny l3tudies could J'Jot hBV0 b·~,2:!l jlliJtl.fiedo From:;, syat0:11S

polYrt of vIew wa m~(~t() c(jllBld~Jl" mOl:e problem f:actorn [mch 3S tnveatr!.l0Ui:, utlH=

zatloD, locaUoD of incom.e dtstl1butioAl, pn:yme7J.t r.T,:d crod!t. fann roads, [jnctng;

posItion or base lim) with lf8Sp0o-i; to the nbove factoJ:'s and what is a r~r.s(lljabJe

gota hI coluJl1.ll thr~ec



l':l'(::r::!cnt
S\'f:l~em....""'-_ .

CCiwoutiollal
Im1)!'ovcnlC'l-1t
"""~.. -

MO'JorD
Improvement

Tm:,;;ct ._

Beat FUl':m!::g......__-...~.;",. .-

Beet yield, h:miJ/j.::n:1b 2,,8 20 8 20 8
VA. AfGo/ton I:.iugnr 4,13'1 ' 4,13'1 4,131
Assets, Arso It.on Eugar '1,440 7,440 '[ ,440
Tons of sugar boets added .61,404 325,000 447,81'1

»..n~hla~~Jla:t'}!E~?Y_

VA, Afso lton a'(lg1r .4,01'1 4,01'1 3,310
Days utilized 100 100 100
Assets Afs o /ton 6itgar 10,900 10,900 4,600

New Factorl~8.. -
VA, Afar/ton 8Ugar - 6,864 ' 5,400
Days ~UUzed .. 100 300
Assets r Afso /u,n sugar 52,900 36,300

b!r Mon~P.2!.y. (at high coot
. of fmpoz'1ed Stlr;Glo)

VA Me It"n(-"'-'~~ (2,rnIC') (44) 2,520. _'" ~ 1ro.' t.'.: .. ~.:~~ .....

As~cls, AfBo Ito"..) sugar 3,215 2,925 2,925

Other Factors- high high low
Income distribution beneficiaries third third third
Roads per capita, emo 109* 109* 28·,t> 56*
Pricing polley controU.e-d CCll'trol1ed controlled
Commitment to program ? ? ?

*109 cmo and 28 cm" are ~he per capita farm-to...mnrket" roads froom Ch3pter Vo
28-v 55 erno repre80nta om." lramediate road t8Tget in ~le Hub=Y:ogiouB of the low
third of the agrfC'ultul"al populatlcne>

The flret obaerv~~Uo.n to ha mnde f.a ~b.1:~e Bllgnl"' b~ets in A1gha:<i1s~~nwill

be.grown tm mnrgblal land by most fn~meI'ao Thus, ngr!cultul'nI 1!'(..'8caX'ch ell
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highly ferUle nud well-watered test plots as conducted rmd recorded in the reports

on Bug'll' beets are of Uttle· or no valuoo If agricultural research Is to be helpful,

the test plots will more ~losely parallel the typical field conditions encountered an

the marginal land that sugar beet farmers wtll be using and will be followed by 3 wide

ranging survey to locate such useable bnd 1D the agriculturally poor third of the

countryo

The second observation Is that more modem technological P.lttldy and

attanticm should be focused on factc:ry utiUzatfoDo Olle hundred d~y eampaigus in

365--<1oy years are such n poor use of coctly resources that It is st.nmge not to iind

It forcefully mentioned for lmprov43maot h1 the many reporte and studies that have

been madeo

U we accept the marginal agricultural conditions as given and inCMaae

factory utilization from 100 to 300 (lays 8 year, the much mora favorable target

results in column three beoome feasible ODd the ce1itral problem is changed from

agricultural yields and its assoo1aled cC1llstralnts to that of resource utilization a-ad

modern technology..

Resource Utilization-
Sugar factory utilization of about 100 days a year is due to the poor

storage charaoterietics of sugar beets in Afghanistan.. This means that sugar Juice

must be extrncted from the baets and convel'ted to white mIg9l" in n rolntively short

period of time nfter the beets are lmrvested.. The conventional technology Is to CODe

struct R single factory to diffuse augHl· juice fr-offi aliced beets with hot water and

then refine the juice Into whUe BugUk'o Notice that two distinct technologicsl operations
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are Involved: one, extraction of raw sugar from the beets In the form of Juice

SDd, two., refining of the Juice into white sugar.
';1.

The Investment In plant and equipment covering two operations Is about

eqUell for each of them, 8S can be observed In the following lislo The equipment

for the first operation is greater In quantity but less sophisticated and costly com'"

pared with that requlr'ed In the sacond operatioDo

ge:ne~l Oparatm.,g~ etr4!!l'Ep,P,lent in a §uP':J!!r Factory'
92!..~on ODe

1 0 Beet washer
20 Beet slicers
30 Weighing dev~~;e

40 Juice diffusel~ .. - <9 Pulp
50 Lime kUn
8. Juloe carbonators
'10 Filter
8. SulphitatloD
9. Boller

10.. Evaporatora ...... ~ PurUieg~ J!!lce

110 BoUor .
12.. Electric generator and automatic controls
is.. Juit'..e Mixer
14.. Vacuum pans
150 Centrlfugals
160 Granulators
1'10 Sugar bag&ing
18" & welgb!Dg plant

It Is this feature of two operating ~es that givos rise to the modem

teclmology of sugar production.. The fil-st stage must ha.ve 'a capacity and invest<='

ment In proportion to the quantity of sugar beats harvested for processing ju~t as

ill the conventional technology0 If, howElVer t .the purified SDd thickened juice Is

8wrod in tanks, the second or refining ntnge need only beone-th!rd the daily capacity

of the first stngeo That Is to sa~ t a lOO-day campaign in the first stage at ha~"YeBt
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time will produce enough BlIg9~. juice to run 8 small second-stage reflner./ for

300 days by introducing a 200-day thick Juice storage capacity..

More important from the polDl of view of AfghBD conditions, stages one

and tw1l need no longer be concentrated hi a Bingle location.. Further, stage one

facUities can be scaled down Into a number of smaller facllitles W ;':dtch the 10ca-

tlon and land availability of the many small and dispersed ag~iculturalcommunities

throughout the cotmtryo That l~, a cootraUycolocated refinery can receive thick

juice from a Dumber of amall fIrst-stage satellite factories located around it 'in

different directions and distances. It ought to be Doted that such satellite thick

juice factories should all be of a similar design tha~ can be repeated msny times
sf

8S the number of satellites lDcreoses to mflGt the'dem6Dde ThIs means that many

of the components can be manufactured in Afghanistan In the Ja»galak Factories for.
exampleo The refinery and juice stornge system will need, however, to relyheavlly

on Imported componentso The question at this point is how to specify the optimum

scale for satellite factorieso A detalled design study is needed that meets Afghan

conditions but as 8 first apProXlmattoo t a small Bate~l~te thick sugar juice factory

with a capacity of 5,000 tons of sugar beets during 8 100~ay campaign appears

highly feasible to the Vlritero NlDety such satellite factories will be ne~ed to pro...

cess the targeted 448 thousand tons of sugar beetso

It Is this matching of amall first-stage facilIties to marginal land

rather than trying to make margwal land conform to a conventional factory design

that l-eproaentB the conceptual turning point ,:,hereby CU1Tent investment per ton of

domestic sugar produced can be lowered, rural lucame and employment can be

better distributed, and government subsidies can be cOlIverted to revenueo
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transferrtng this modem sugar technology. The loUowlzlg p~ragrapha have been

pt!raphrased from ''Beet Sug"lr Technology (> 1;19

II.
( ,~ .

I
I

L

6.5.3. ~r Jltice storu1{e

The ability to amre purified and thickened 8uga~.Julce ie the key to
'. -'~~'.

The first-fun..scale in8~l1atlvDof a "lant utilizing the concept of carbo.,

Dated and concentrated beet juice was made in 1960 at Brawley, Callfornia, foUow-

lug successful experiments with st,ormg thick Juice for later procosslDg started in

1944 by the Holly Sugar C'A>rporntiooo Due to the high degree of success of the Holly

Installations, sto~age of high-density, purified ju1c~s has become popular with

many sugar companies both in the United states and Europe., Qae Europenn com..,

pHDy produces and st"lres excess syrup at on~ factory lUld later trmlSPONs It to. .

mlDther factory which has excess capae~ty for further processWgo Since 1960 many

mlll10ns of gallons of thick juice have been stOred without any measurable 10S8 or

deterioration., It has been found that solutions of sugar above 670 Blix and 80 0 pH

will~ support the growth of yeasts and molds that con cause weaker solutlcms to

deterIorate" Syrup storage causes Borne JOSB In thermal efficiency and much greater

care and cost in scrupulously observmg the necessary sanitary conditionso

,pomparative Accot.l!lta Analysis

The presEmt Afghau sugar Industry nnd the proposed new factory expan-

sion were summarized in EY..hibit 60 40 1.. 2n In addition, improvement targets were
- ~~.

e8~matod In Section 60 50 mthis section, cost.a for the mods!"D technology are
-'.'

analyzed while maintaining the surne basic parumetel'"B so that compnrative results

may be observedo
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6.6.4. 01. ,!ssumptlons

ao Almual sugar demand. tons
b. Controlled retail price. Ms./tOn

Bo Sr> F(l. annusI productlon. tons
do Bo So F0 lDcreased refinmg utilization, tous
e. New sugar refinery capacity. t008

fo 'Total domeStic .:-ugar capacity. tODS

g. Imported sugar to balance, tons
he ImpOl~ed sugar price ClF. Also /ton
10 Sugar yield per tOD of beets
j~ &1g81· beet yield, tons!je:rlb .
'ko New marginal bood for increased B.. SoFo beet pro

duction, Jeribs (rounded)
New marglDol land for Dew factories' beet productlcm.

Jerlbs (rounded)
Mso 80 =U.So $leOO (1968-69)

65,000
16.000
'1,389

14.738
39,000
63,'138

3,893
18,090

12%
20 8

43.860

.116,070

• "

, .

In order to improve the IDfrastructure of highways sufficiently to encour""
, ;'

age the proposed 'sugsl-1ndustry development, there Is 8 need for a minimum of 220
.

ldlometers of all-weather farm...to-market roads based OD the ratio 1.5 mUes of

roads to one ~uare mUe of cultivated land (see Exhibit 20 100010)0 Eighty kilometers
, '

Deed to be associated with the Bagbl8l;1 ,Sugar Factory and 140 Idlometers associated

with the proposed Dew sugar refinery to be located somewhere 1D the Kabul...Jalalabad

sub-regional areaso Alternatively, the Kabul-Gardez-Mstun axis could be selected

or a future refinery loc~ted In this area.. An estimated cost of two-lan.e, surlaced

roads Is 440 mUlloD.Ara" for 220 ldlometers including ordmary small bndgeso

The direct asset Investment required in the proposed shift of the Afghan

sugar industry to the modern technology of thick Juice storage divides naturally into

agriculture, 8gt l-bualnes9, md the government marketing monopoly aB in the earUer

analyslso

*Baghlan SUgar Factory
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8050 4.020 The agricultural nsset investment needoo to upgrade the necessary mar-
~ ........

8
glnal land Is estimated at 2.500 Mso /Jerlbo The marglDalland required, assuming

lIlI yield of 20 8 tons of sugar beets per Jerlb, ~s a8 follows:

, .

Present 1OO~ay campaign, Jeribs' required
200 days added for refining operatioDs by change In

teclmology, Jerfba required
!Jew Su.gsr RefinsEl and satellite thick juice factories for

39,000 tons of sugar, jeribs required
New land required for total project t jeribs required... ..
Total estimated producti~IJ of sugar beets OD new land

at 20 8 tons of beets per jerib, tons
Total new 8s3et Investment by agriculture, thousand

;:;)

Afso
Total ngrlcultu,£!l fnve8tmE!! for growing sugar beets,

thousand Afs.

21,930

43,800

116,0'19,
. 159,930

'i. •

.M' filM
839,820

454,650

l·

t

of.-

The egrt...busin9s8 asset investmeDt needed for thick Juice kchoologr

divides Into a white sugar refinery, thick juice storage facilities t Qd thick juice

satellite processing facilitieso

of 39. 000 to~s of sugar in 300 days of operation is estimated as t.he eqUivalent of

one-half the plant and equipment cost CAfso 649014 million) for the new integrated

sugar factory proposed by Ul·wlck,Lugg & Gould,4: that is Afso 3240 5"1 mllUoDo

Urwick's proposed faotory had an estimated sugar outp.ut at 90 percent capacity of

13,000 tans during a lOOcodny eampaigii1 so that with 300 days of operation, the out...

put would be 39,000 tonso An estimnted 50 percent of the total cost of the factory
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Is for refining thick Juice Into w~~ sugar and the remainder for, processing beets

Into the thick Juice (Section 3.. 50 20 ), whlch we DOW prOPQS~:to do in small satellite. "_.,"

factories ..

The plant working capital required is one....twelfth of that previously

esttmate4 or 10 mllllan Afs.. because working capital Is shifted to thlck Juice storage..

The working capital lor thlck Juice storage is first estimated at seventy percent of

the DImusl tonnage because thirty percent of the sugar Is bemg sold ID the months

thE't the thickened Juice is being processed and deUveredo About sixty...nve percent

of the retail price of sugar haa been IDcu1Ted at the thick juice stage in production

(see Section 60504n12i 12,120/16,000)0 Thus, the average working capital for

Juice storage Is 141..96 mUllon 4f8.. (0 5 x n'l x ... 65 x 16,000 Mso x 39,000 toDS)..

The cost of storage facUities Is estimated at 15 percent of the plant cost of 48.. '1

. .

mllUOD Ms~ ID summary thea the estimated asset Investment 1D 8 new BUgU nflD-

ery and storage facilltles is:

Plant and equipment, thousand Afso
storage, thousal2d Afso
Working capita!

Plaut, thoUB8Ild Also
storage, thousand Afs o

Total, thousand Mso
Imported portion of the plant and equipment, thousand Afso

324,570
48,700

10,000
!-41,96,2.
525,230
240,'130

At the SRme time, the BeghblD Sugar Fsctory will require asset invest...

ment lD new atornge facilities for thickened juice, as follows:

. .

New storage fncHUies, thousand ArGo
Worldng capital, thousand Arso

25'1

.........

2(;3,600
·80,·1/10



I
, ,

t.:

"!i . )

I;'
I !

6.5.40 04. !he 88set investment required for the thick Juice satellite factorl~ Is

first estimated 8t fifty percent of the total plant and equipment cost for three sugar

factories described lD earller sections because the refining capablUtles have been

replaced by 8 separate refinery as just describedo This allows for the processing

, I' sugar beets sufficient for 39,000 tons of white sugaro To this we must also add

satGlllte capacity equivalent to twice the sugar output lonnoge of the Bagblnn Sugar

Pactory to ~btniD maximum plant utilization from the proposed change In technology"

Thus. satellite asset Investment is estimated 88 follows·

For satellite plants to supply Dew refinery, 39,€WO toDS

sugar, thousand MaG
For satellite plants to supply Baghlan Sugar Factory

IDcresslng refming, 14, '138 tons sugar, tho~andAfso

Total fixed assets, thousand Afso

WorldDg capital for sstelUte facilltles only
39,000 toDS, thousand Afar;
14,'38 tons, thousand Afs..

Total working capital, thousand Afso

Imported portion of plant and equipment, thousand Afs"

9'13,'110

1,341,610

10,000
3,'180

13,'180

536,670

60604 0 05 0 {he aS2iet investment required by the ~arMooo£?lI or ita eqUivalent

is reduced by the use of thickened Juice technology to the maximum of two months

supply because thP. juice is lD storage QUd covered by working capital, as described

above, while white 5Ugar is being produced approximatsly as the market is demanding

ito From Secllon 60 40 30 f the value added without subsidy or tax Is 130 3 mUllan A1Bo ')

plus sugar imports of '/00 4 million Afeo , of which one-sixth would be needed as
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\ worklpg copital or about Afso 14 0 0 millioDo The asset investment in facilities

remains the same as before at 110 9 mUUon Also The Mouopoly.asaet Investment
I'

It
I
... --' and wo:ddng capital is thus:

Present plant assets

New working capital, thousand Als"
Present working capital, thousand Afso

Net change In asset investment, thousand Afeo

Net change In ~orldng capital, thousand MBo

11.900

14,000
~03,C70)

(1'1'1,670)

(139,5'10)

60 50 40 080 .§ummnry of~tfm3t~d a~J!.~t fnvs8tmen~,requirements added ~o the Afghan

sugar industlj' for a 94 percemt selfa»sufflclency, with 8 demand of 65,or J tons annually,

and U&1Dg the modern tecl'!lology of th!cl::ened eugar juice storage ODd satellite Juice
;i'"

factories Is 8S follows:

New Asset tQyeslment
r&r ,....

Sociallovestment:
Farm-to-malitet roads

Agricultural assets:
New Plant and equIpment:

Refilling plant
Refining storage
IQow Baghlan storage
Satellite juice fact.ol'ies

Sub=total
New Working Capital

Refining plant·
Satellite factories
Thick juice storage
Reduction for Monopoly

Total new world11g capiul1

259

Amount
<!h2U8and Ala.,)

~~~
399,820

324,570
48,700
26,600

!.1341 ,670
1) '142,540

10,000
13,'180

222,430
(189,570)

56 pMO
~
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; ! The above asset Invesbncmt Information covering new plant and operattOD8 can be

brieRy summarized BS follows:
Amount

@ousand Afa .. )

1 '.,
Agriculture
Agriaobllslnees beet processing
Monopoly reduction

New 8saets required

The present Industry assets 8S preViously estimated
and shown in Exhibit 40 3" 5" 1..

Total mdustry assets for comparative 81101yol0

399,820
1,98P! , '150
.J!89t!,·W

2,198,000

• 351,60,9,

2,549,600
RIi.t a m

.,..,

60 50 40 0'10 The !?peratlouB nua1l!!!f! starts as before with the sugar beet fRnIu,ro
,.

In this example, however, resources are of greater iMportance" The general pux-

pose Is te. locate dev.lopment tuJ much 118 possible In the poorer sub-regi0l38 of the

countryo ID order to utilizo the Baghlan SUgar Factory mora effectively, It will be

necessary to expand sugar beel cultlvntton on 43,860 jerlbs of IltDd.. ,With the new

thick Juice technology, such land C81l be up to loo o~ mora kilometers from BagblaD

8S lang as 1,800 ... 2 t 000 Jeribs can be farmed fD close proximity to a 8atelll~ fl1ctory

and roads can be built to move the beets and thick juice oconomicallyo

The Gub""reg1ons mear enough to Baghlan for t.he Dew technology ill'S ID

tht, middle and high thirds 01 the ngriGlliiural populntioIlo Ne"vertheless, BGghbm

offars R major oppoJ.1unlty for IntroduclXlg thick jui.ce technology 118 It already has

66 pexcemt idle refining C8pucUyo It is o"ly nece3ellry to COllstrnct Boven! satellite

juice factorIes nnd tho necessnlbY thick juice trtornge facUities at Baghlan to tJtart

recelvlug benefitso ThUB t the large blVGstment. required as shown above can be

broken down into mnny smnll....scale and. more manageable Btepso
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initially, one satellite factory should be locutad north of the Hindu

Kush and t:wo south of it in strategic locationso The transpodation of thick juice

from the two southern satellites to Bnghlau should be paid for by the Monopoly as

it will be the biggest gamer from increased domestic p~oduC«<mo Latel', when

more satellites have bean built and are in ops~.aUon, the sugar refinery BOUth of

the Hindu Kush can be built and the 'project wtli then get inw high gearo This steIP
•

by...atep approach Is sound and very much in the lutereat of AfghaniataD 0

Because development will ~ake pla,<:e both norfu and south of the HlDdu

Kush and 8S we are particularly interested ill the southern development where tho

agriculturally poorest cmc...thlrd are livfDg, the 8Dslyais will mumt8iD this divisIon

to the exte.llt practicable.. Thus, 43,860 jerlbs in new land no~ and 116,010 jeribs
-;0/

south will be the basia for utiliZing the refiDing capacity at Baghlan and the proposed

Dew refining ctipaeity at a Mrnteg1C loonttoD in the lJoutho

Account Northem J\roft__............._...;,.., • ._.._. 5 11'"'7_ .._

t r '.

q

Land area, jel'lbs
Sugar beets, t.ons
Effective price, Afso It.on*
Farm value of beets, thousand Mso
Farm valuo beettop8, 20 Afso /jel"ib
Totol faxm value, thousand Mso

-
*See discussion, Se{~Uon 60 30 10
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43,860
122,808

643
'18,996

877
~"

116,070
325,000

643.
269,055

2,320----
21~
"'"""

~.,
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Account Northern <Area_______,;;;,;;;.~;;;;;;;;; I'........ --.-.-........ _

( .,
I.. ,

Costs: ':.

Purchases
Imported
Interest
Domestic goods and Ssrvt.ceso

Total purchases

Value added
Wages
Taxes
Depreciation
Betul"D to family

Total value 8elied

Total costs including return

3,070
615

15,~1~

. 18,903

36,534
2,tiOO
1,538

1!,400
§O,9r/O

8,123
1.;626

!q,2'12
50,021

96,692
6,614
4,064

53,9B!
161,354 .
~ -

j;.

605040 080 ~!J!tek jUj~~..!~t'3!lite f~.!2~~~.£3 ne~to ae1.'Vice 43,860 and 116,070

Jel'lbs of augar beet cultivation north and south r:ssp-activelyo At the targeted mcrease

In production of fJUgnr beew of "8 thousand and 5, COO t,ou capnclty per pll'mt p there

Is a potential fo1:' about 25 and 65 smeillte factories north· and south, respectivelyo

The dispersal of these factories throughout the suh"":regi(~1s ilia heat imaginable

guarantee of distributlDg income and employment to rural areaso in add1t1cm, the

by-product beet pulp makes a good, laJJg-keep1~animal feed stuff when properly

prepared, &nd in this system it is pJ~ducedmtha rural lll'e11S where it 1s most

needed and useful because of sGssomll1 s<JaroUlea in 1Ullmal f~o

. '

factory must, under the ctreumetancaB of Uua study p be estimated (.il the ba"sis of
....

cost and exproae data for the Bagblnn Sl"tgnrFtlctor;' and t.he facltol'Y preposed by

Ul~ck. Lugg & Gouldo
4 In addition t some compausatfllg costs nnd expenses that
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balance 'out are involved due to the satellites being locaUJd in rural aresso At

the same time. the juice stage in n sugar factory Is more:'la:)o1f' inte:Dsive thaD

the refinery operations of juice mixing, vacuum drying, eootl,1W.gillg, granulating,

bagging and weighfngo If we continue the pI'Ectf.ce of the sugar factory or refinery

furnishing the seed, bags Dud ttaasportatloll, tben a 50 parcoot df.vlalon of operating

e~8es continues to be reaaonabloo Due, however. to the labor-intensive char...

aeter of the satellite operations, tha payrol1 8ud benefits, Btill within the 50-50

overall division D are better divided on Ole 1>H818 of 60-40, satenite and refinery.

respectively0 On the basis of palo ton costs, the relative noeounts appear as fonows

uslDg the data in Section 604 0 20 , Combiuad Operating Ststamento
;;..

en
. Item--- .-

Cost dlst-r1butiOi! per tcm of wugar
~}lites .Refinery

Sugar oow~t in thick sugar juice for:

• BagMan SugIU" Refinery 14,'138 •
New sugar re:fh:lery 39,000 ~..J,,~OO

"""''-'i;~

Total tons 53,'138 39,000

Act'OUDtB !~U!!.t..!~~~ !-~~!JAfs" Iron)

Purchase cost.s
Sugar beet 5,360
'1'h1ck juicsa CO> 10 0120
Other domestic 8711 1,040
Import 369 369

Value added expense
Payxoll Er benefits 613 409
Taxes 82 123
Dtlpr'eclaiioD 1,859 1,859
Ne~ profits 960 960

~__sl'llf>

Total cost, exp:.me(~, profUs 10lr120 ~~ -,'
IllUi lllt;'1,.."Q

t·,
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The above accounts relate to satellito thick Juice factones 8Dd tIle proposE.:d Dew

reffDeryo It Is also necessary to consider the accounts of the BnghlDD Sugar

Factory and the effect of utilizing ita refining cspactty for, say, 300 days instead of

the present 100 dayso In this case we rely on the data provided in Section 60 30 20

Coat distribution per ton of sugar
_ w B,l>:K!!.lan SJJKll!". Fac~l'I.-

Bas!c TOllS Additional Tons............-...,;.~-....'"-~ .... -----~

White sugar output, tons 14,'138

Accounts•

Basic cost amotmtB Addlttonai ammmts
Afg• Iton . Afs" fWD

-.. _ ... l$4

PurchaSet costa
Sugar boot
Thick juice
Other domestic
ImporiB

Val1w addoo~_
Payroll & beJ;Jsfits
Taxes
Depreolm;ioD
Profits

Total coBt t eA~ee and profit

2,863
529

1,533·
203
611

1t669

10,120
·1,462

265

76G
103
187
835

The total cost of whi.te sugar to the Sugar Monopoly or its equlval'eDt

ageacy is as follows:

Basic BaghlRD Suga~ li"ac1;oty
AddOO nSF sugar
New Refinery sugar

Total domesf:tc fiugal'
Imported sugar, Ate" 180 09/kgo

Total sugar demand

264

Mlte Sugnr
_<tons)

'1,369
14,738
39 t OOO
4lftO~ ~

-6J.,10'l
_3t89~

65,000
_QllIIr.&12

1rnlount3
@ouennd ~o)

94,106
202,4"10
~,320

876,890
_10 142.§..
2:t7 ,318
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i I·;
I, i The other Monopoly expenses aX'e determined lil 8 WBDneX' similar to

Accounts..
AmotmtB

~housand AfB 0 )

' .....,

.< .

Regular Bn.~an sugar, '1 0369 tons
Added Baghla» sugar. 14,'138 tans
New refinery sugar t 39,000 tans
ImprJrted sugar t 3,893 tons
Cur.Jtom dutiea, 30 A:fa" Itm
Port fees &: charges, 200 A1.fJo /ton
'Itnmspon of Impo11ad sugar from PrJ~$ to Sugar Mooopoly

Warehouse ~ 540 Afso ItOiiJ

Expenses of &gar M~opoly (& Mo )

S81ar1€l'3, wages and banefita
AdmiD1~vacharges
Depreciation

MODopoly eXpellses

Avernge distribution charges:
TraDspoIimloo fj 550 Mao Iron
Ratnil commis~loD"206 Ms,./ton

MarglD acerumg to GOA thrOl~h Monopoly

Total equals centTOlle.d retail pl-;.CfJ, 16 Afso/l.go

94,100
202.4'10
580.320
·'10,428

11'1
.'179

_ ..~102

950,316

8,200
4,900

800
e

13,900

35,'150 .
13,000
2'1,034

The summary of noommts begins with tha pret:£ll!: domes11c vugar
. .

mdustry in md around Baghlau ~nd wOl"l.r;s through the vmrf.oUB stops that '913 have
.....

been lUustl"mmg, that is, accouuts for the e.~p1ins!on of ag;1.icnlture, the ggg:regat.0

aCC9UDtB for the small cmtelUte thick sugar juice fllctorieEl, neoounts for a new
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t(Y
sugar I'efinery and finally the resulting adjusted aecot.mts of the Sugar Monopoly"

: ".>

These Individual accounts are consolidated and prese:atEld'ln the form previously

adopted mExhibit 6" 4" 5" 20 For eompara~.vepurposes, tbeCase Two emunple8

In that Exblbit ara repeated along wUh ths new aoeoUllts In ExbJbit Go 504., 100

The moder4 teclmolcgy tD beet sugi!li' production, In addition to bemg

more 8uU~ble to the generally dispersed agricultuntl O(·ndltlons L~ Afghaniatsn,

gives batter fium1cial and eCOiJom1c results plus a greater ability to dhrect bene<7>

fits to &!'e3S in need of d&"~elopmento

The return on investmeDt (ROl) for tl1e modm~'n technology is 22 p~I'cent

higher than for present conditions and em 6 se"/en aDd a !!mute1l." times larger aB~et

. ~ff

baaeo CA>mpaI'ed with the cODven1Jooal tecbnoJ.ogy f th9 HOI fo!' the modem tech...

nology lR 39 percent hlghsr em a 5 percent BmaHar nssd b2SS" In terms of the

Import lBdustry to a domestic one v mId give good 1'e8U?t8o Compared with the

convEmtioual teclmology, the partial mU:1tpHer has mCl\~sed from 1004 to 2007,

eccmomic l.."etLU'D based on the muUlpKier filld as a propo1tiO".d of GNP ts similarly

impresaive as it moves from a mInus 1.,4 r.-ercent to ::l plua 10 06 pexcent, thnt is,

an Improveme'Dt of 20 46 paroant of GNP, w1\i(:11 gives a 6COd. idea of how !mpo!f:aut

domestic projects call be compared ;vftb. hnpcd project:-3 m.,d even a]bpol~ projsi.--13

e~cept where the rAml"al endowment is gX'(lm as in the Cf¥FlC of naiturnl gus on the
>.-

north slope of the Hindu Kusho .
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The effect on the GOA revenue posltion is also a };oslU've gain from
: .....:...

a deficit position of 18707 mUllon Afso to a '!"1rphts c,f 52i6 million Afso Com

pared with the period before the increase In wodd 8ugar pricas when the surplus

was 4230 4 mUlion Mso , the Improvement seems 10wo mreal terms, however,

the difference of 3700 8 mUllon Mso was essentially u tJubsldy by Afghml1s~ trad...

IDg partners that should have gone 'nto agrfcult11ral de'TelopDleDt rather than

increased demmadcemployment,In the pubUc ssetor through the reVeJnle m0ch.:'U1i~mo

The cultivation of sugar be~s 8l2d the opeX"atiOD of the satenite ihick

sugar juice factories directly affect agricultural and rWEr!! m~omeB 8DC1, employ'"
~.J

ment wherever these activities are locstsci., Th.e white sugar rnfmery, depandiug

for its thick sugar juice supply ~ bee.t fariumg 8'Dd aat31lite faotories. wUl naitd

to be carolly located with respect to these activititSSo Pre..nnnably" but no&

necessarily, such a location vllll be in or near a city or large (0'\\'11 where 8 road

D~work Is already B'1arUng to formo Su~h a location can be expect$d tobe!ieflt

lU<:ellhood that it would be outside of the Kabul area meats the study purpose of

encouraging industry to locate oU~Bfde this c9i11'Dl'0

The bene,fits to the low one-third of the a~p:icuttural and l'Ural popu...

latloD In the soutl? call be summed as followsu·om tlJ.l3 pi'€cedlng data and mef.:i':1ods o

2G8



l~-l _ Satellite SugarJ ,"
I..

Accounts ~~ , ',>,. ~~!l!~ Totaltill,

~rteuJ.tu~t'i - I --) {i,1l thou.sonds6fAigbmlia)
j ;.
i Assets ~90pl75 930,710 524,230 ). v~98 ,ll§._-. -

lJomeatle purchases & lDterest 41 ..898 34,203 40,560 116,661
Imports 8,123 14~3~1 14,391 36/1905
Employee cost 96,692 23,907 15 11951 136,5.60
Taxes 6.614 3,198 4,79"1 14,609
Dep~latiCQ) 4,064 'l2~5:)1 '12,501 149,055
Net profit .•53,98-! ...!!.,44Q ..!!.l.!1!! 128 9 864

r::o ..

Total 211 9 315 185~(H~O M!t~~ ~~~--=...-.:~ 1R:Z'.rr-~

ROI 1806% .400% '101% '/02%

Pa81al multiplier 30 36 1043 10 43 1083

Economic return 195,040 15'1,215 ).5'1,215 509~4?O
oJ"

. The low BOI for satellite faetori~iI 19 due to no sales 1r:l~m&bawg chow~

for be6t pulp aftel" the EugsI' juice has b,gan extrnetedo 'I1le beet pulp has 8 real

vaIUQ.QB 8D animal feed end benafl2s the llv9stoek port!e~ of the 3g1iieulrnral com...

~.

The llatu,ral benefits from thick s\lgnr juice toolmology ilave ab:'eady betE

d1acuBfledo The above f~8ble of data is fo~ l1}e low on~11.\P:d of tile agdcult~ralmd

rural popula1;io-~o The projooted 8lmual benefits at tn.a ~1hnuad lev0l of ope:mUons y

. ;

foJ.~ this proJoof;. the aVGmga per capIta faJ.'m value 1l.lCoO:J:l.l0 is 2,0'16 Af60 (~OO "

per cap1t..a '.neome of ~45 ,50U PfJX'SOO1S fOl" an asset !nvei3tmunt of ~ ,325 Afsoper
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persODo The thick sugar Juice tecbnology should prove to be of some Interest to

develoP~eDtplarmerso

The price datn <m whlch Chapter VI is based are low compared with

present world prices and creapmg fnflntion 111 AIghai!Jistano If current prices were

used Instead t the resulting gains would be even mol'S Improsslvao -The future la

unoel'tafn and usfng the lower prices 1'3 a COD30IV~thl'e stell on which even better

results may be obtained when m,ore detaUed feasibility studies m,te r.:ondu~edo

~'Olzatfon and g.!edit

, :
J

~ :

CD ths bss1s of 90 satellite thick sugar juice factorlas proces~fng ebout

5,000 tans of sugar beets Mob lDto juiee equivalent to 600 toJ;ls of b"'UgS!', it will
, ;-

be neo0B:Bnry to associate with each factory bstw8<m 100 Emd 300 landO"J'lners dep·and-

fng on the' average number of jerlbs eaeh hmdo'W3:sr will plant v.1th BugSI' b$~8; tlle

.umber of jenbs should be betweso 18 nnd 6 t nspactiva!:t0 O'Igunizlng and dealmg

believed that each emteUite fa~..ory should be II co:rporaf;e coo£?9rtttiv~ to wo21c ~lo$ely

w!ih the farmers in the supply of theiz.<> mputs and credit.so '1llus" the management

of each B~tellitet in addition to the phys!cal operaticm of A'eceivf.ng b~w, procOOOl=

lDg SDd soIling thick juice and beet pulp, will DSOO to be a store ma:,mhant fOl;' buying

ODd S$l1iDg fSl"m inputs &s wall 9S a branch bunk foX' tl:la c~edif) Sl1d money manage=

Each satellite 0iJernticn mus~ t.herefol'e be 041;H:ilizoo a8 fhrc;.'} busmesses ,

br::U:lch bankIng cOllld be affillatOO with t.he Agricultural (1' ll'l(iustrial D{;',valopment

270
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B8.llkSo Such a banking arrangement would need the Sugar M:onopoly or Its equl-

valent as a depositor and cilento The supply atore oper~~I011s could be affiliated

with the Afghan Fertilizer Comp:aDy and the manufacturfng process could be affU..

taled with the sugar refinery0

Suoh lDterrelatloos In organization and management are a part of lhe

modern technology which promotes economlc growth and employmento

The capital financmg of the satellite factories ie a sizeab1e t.mda~.nldngo

Each of the 90 satellite fact.orles is estimated to require as'-J~ of about 15 mHiicu

Also t of which forty percsnt should be flDanced by the aatalUia toor~E'aUvemem=

bers. t.bBt is, 50 to 150 thousand Afuo per membe1"o &tch Dlemberslrlps maY's; of

course, be further subdivided. The 60 percent bal~ee wUl'1C!Ged lengel' tel"Dl

for the Impor-ted porUolls of the satGIUte fnctories and the r:mgnr refb.lel'tJ should

should cover 40 percent of the satellite factory SS3vt requirements if the project

is pl9m\oo und scheduled m an ordel"1y manner.; Thus, 20 lls~t l"amams tOi{'

local bank finmlcingo The looa1 hanks msy als() be respansible for collecting and

administerIng the obtawable foreign credits" The refinery f.inancing is slightly

diifOl"alt with a possible 20 percent paid in aSB~B, 60 p9rce.ut fQrelgn credits and

20 percEmt local bankillg credit:, 'l'he Sugar Monopoly may be e.xllec'~ed to mffilflge

its finances in ita tr3dit1~almanmero

2'11
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In this chapter we have considered export proj~.tB in gene11l1, exam-

iDeO an import sugar project in Borne detail, and studied Its ~onveraloD into a

. .
domesttc project by both conventional and modern tecbT401ogy, In even more dotafl.,

Before ending the chapter, a brief look at a typ!cally complex agrl-busiJ'leslS project

in the domesUc sector is in ordero

. The Helm.and Valley projeQ"~ area has bsoo declared alm~st idElsl for

COrD growjngo Jalalabad is alao a oo!"ll$produciDg ureao Though corn cm yield

, two and one-half tlmeB the wsight of wheat, It sells at II lcwer price bOO8l.'.Be whem

Is preferred by most people in Afghmdstan" Wheat keepa well and can be lrtoi'ed

. for years. wbl1e com Mil a much shorter "shelf.-life" Q.d ~di to be cQlDuwned

wtthtD 8 ,ear 01' lea80 mother words, corn has a less smisff!ctory l'"&eslvtng

t1D1ted States feeds about 80 peroant of i~D annunl 01"-01> to livestook, 11 percent is

consumed QS food by people f.Uld 9 PSIC(1nt {s used in Induatl'yo T'J.Wt is, l1vestock

represent.'! the prinoipal corn receiving system and dammtdo Food illJd industry are

In effect by...product Uael""8 and if we wi.sh to develop a fJ'Uhstanf>ial co~n induatzy In

Afghanistan, we must eH.uel" ehaDge people's taste prefSl"eilCeS froID wheat to corn

or deYoltJp Uvostock feeding as a major eonsumero GIvan ella AfgbEm prncfdca of

I'llDge or scavenge feeding of sheep 9 gonts ~d caUle, the: prospeet.a ID.By not seem

tho not too distsnt futureo

272
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The Afghan government Is st.eadily eponam.·lng expand~d irrigation

works that permit yeal~'.oroUndwater oontrol., Au n result, farmers move in to

encroach progressively an grem graaalands on which 36mi...r.aomnri.ia range feed~>

mg of lives-lock dependso This h'i'eversible contractl<m In animal pasturage is

reduCing the number of sheep and gonts as wen as ~hab.· quality 88 they try to Uve

on less and 1es1j end poorer and poorar grssalaI!dso The traditional buyers of

skins and oasings report a corresponding decrease in the Dumber and qua!1t.y of

skms and casings sold as well aa lower real prtc3so T:b.a premium demand fOl"

karakul sldDa hns restated this tX'end but hUB put gr~%l~9rpxes~ure (}1l o~her kinas

of sheep, goats snd catUeo lD the mE'..n.ni1me t the pi:~3EJUre gran-s CJD feedl:ug

tials of corn production using irrlgat:on with the decline in paf;iU~ge due to

increusing In-ignUon to proc.1uce a symbiotic growth ~d improvemen~ in the AIf;hrel

livestock indu.sb:"-:r 0 The complexities of such D1' undext8kiYIg 8tl) ro2.Dy but ~he

retuma can be on a scale similar or greay,er thnIl W0Ul fowyl when conve!~IDg

Imports of Bugar .1;0 domestic produCtiODo

The outputs of n com producto mduS'kry nt'(.~ r.mmGl"OUS a9 CS'n be 8e~n

in the accomptmyli'lg Exhibit· 50 6" 00 10 The:,.· sre not all ».e~ess8ry m!tiaUy but incH-co

cnte future potentialo The livesbJck feed mill t how..a".jCJ~, 16 of cdtlcal priority0 ]}:,

Is the i01rndntion for impx'Oving lives~ock breeds and thel:\" gE'o'~1,h 1'8~~So In BO doing l

.the basic demand fox-the corn iDdu£try Is Clij)nnded '.'lhich them permits the other pro=

ducts to develo~., Not indicated in the Exhibit is the feed lot operator for growth rmd

2'13
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fattening of the Hvcatoek before slaugbterllig mld marlte'lingo.

A detalled study ox these fDt.0A~loclc11"jg industries 1s need~d sud has

great potential fOl' Afghan13tmlo T".ae time fi:t!d resou.rces for this ngd.-.bu8i1Jess

research study were not sufftciemt for t;:lls $Rsk, and we must pass t1la lmi1u1fJL!.ed

Job to others woo will ce~1nly followo

Agrt=business pr'Oj~1 te:4d to IRE Into export, import (.1' dcm~~BUe

. ~

tb1rd l'D p$l' capita aglicultural reaourees aR'3 the becu~ficlaX'teBof e;~.port pi::'Ojacts.,

people can be nearly dOl.IDled•.
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The com and livestock industries appear to be ready for 8 slmlls!'

analyt1~l approach and symbiotic growth of both industrIes os a reoult of fuilda....
':\.

mental ch9.JJges t.'b.at new irrlgattol1 projects are brlr:gmg ulJouto Research In

fugae fields 19 greatly net:-dedo
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emphiC1'll evtdG'4oo of this tf~uc~y n:.."(~ compUmern:.sry wiih If.l~tJpml;

to 1.m9lf thirds rooeiving HUle bsnefit.a from exPOl'-t projaCa.Bo

t,

/4/

/6/

/6/

/7/

/8/

Ui'Wick" Lugg & Gould. Ltde t "Sl.'!gm." Industry of Mghtmistau," KQbu!.
Aprll19rl20

ibid /4/ 11 po 2'1. f-..nna."t IIo

"Exports of Me1f'chnndi86 from Afg:r..nuist~n, II ~;tlattt:RiDf:pn:r.tmfIDt p

Ministry of Conunc:reo, GOA ~ for yea:\-.cs 1348-13.019 (:,I1Jl"'uh.
21, 1969 ... 1vInl"Ch 20, 1971),1 u!2d 1l'(m.p-c)J:ZS of Me.:fDhm1"1ifiG
into Afglw:uisWn, It StaHl3tIcal Dapa!'tID0nt, lliilJis~::;y of COnlm';}p~'~I!

GOA, fo;; years 13,~8 Dlld 13--19 tTiIrc1.~oh 21, It:39 ~1 II1r.to:~h 20, 1971),

Ibid /4/, po 1, AVJ¥twdix ITo

Pel"Scn:!E~! conm:um!cat!ons ft FUtv 1~rlb8 of manfnal Im~d wel'ilJ oiltuUJ,:;.·d. . ""
fl."om the govBl-oz7;Uleut a~ 1. ,000 llfs ,. p~J.' jSl"'lb" 11.1 c,:trlel" rAJ> h::'?0I
the innd ~ a t!;acf~ol' sud 0:.... Flh~k\,.0}.:lXi.:5' ~i.ta,~h111e:;..lt::~ \'l'!~X'0 u~eij

thnil. :·"""ll1do:-...:l n c'''''lvr"",-" ....,,.i '_1 'e '1i fi~'~ ? .~", •.- .~. ..,i· '!"I - .. ~ <~Ifl' ....~ .., •...1& UAv ;;;U"'!L vu:" ~lu.~·. ~.r.n. ,,, .. ,.!U JC.:.-JV..J~ C.\~ ·3 C,H~~ ~.:.• bn .~ ..JCih,l

fuel of 8C~ AiEJo pe::r. day" '1"\;"ei~JO "''io:rld12g dfays Y"l'1l:~: F.'eq\1.~:ii":~d i,Ji'
lavalirxg , f.l"'h~ig~tioY.'\ (lit-~h mld <1t::lLTla.sI.':;.~ }),'JJ. irt[3;[;~·;('.:J. pmn.p ::Hld
englXl19 cc.'r.~U~ 60,ODO A:f8 o we;~'a 1',--!'}r.;'.uh.-ed fm: itH..tug '"V::-;i~9~ Egsln~:;~

an 8-met~h' pre~!~m;re hand" M~3C(/.';J~tneou.fJcostt:1 01 "1 , OCOP.J:s"

2"l'1
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/9/

/10/

we're incurred for a total of 123,600 A1.so Rounding to
125~OOO .Afs" gIve,; a com. pel' jen.b of 2,500 Afs" , wlJ.tch
figure Is used fol" at3tim~UDg ~gricultl.1rnl nsaeta in this
report"

''World Agricultural Production and l."rade ~ ~tati3t.ical. Re:>ort, If Uf) So
Department of AgrlcultLl:re, June 19'/4, po 40

Rt> Ao McGbmas, edo , "Be~t Sugar Technology," Remh,old p\~ba8hlng

Coo ,New York. 2:nd Edition, 1970, Chsp1s!' X, PPo 297-302"
Referenoe supplied by Do Do Leelliam, Portland, Oregon (VITA)"
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CHAPTERVU

PROGRAM PROPOSALS
I

70 10 Introduction

Programs are much like the proverbial journey of a thousand mUea"

they start with bl\t a single ,step Slid we might add "In the right cUrectloDr." As

already observed commodity system projects and programs oan be aimed lD

any of three directions ~ exports, Imports or domestic.. How well such pro-

Jects move toward their goals will depend on many factors and varying COD-
'". y

dltloDso Nevertheless t a starting point and, an objective direction are essenUalo

ForWnately, agli-business has recognizable boundaries and a finite limit to the

available choiceRo

The examples used so far to'lllustrate agri--busmess evaluation tecb=

Diques are, however, too few to encompass the categolies and boundaries of

the maDy enterprises ~hat are actually Involved f.D the agrl-buswess sector of

lndustryo, Rather thaD sl~ply U~tlng the~, B.. A. Goldberg',s dlagrama~c pre=

BeDtatlon1 18 edopted to show the prlDclpallndustrial categories with which we
, ' .

are concerned.. ' The t:'eader ~U perh~ps find his time well spent in closely con-

sidertng the diagram In Exhibit '101.. 00 1. for the many aspects of agrl-busmes8
•• r .•

that it contains..
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There are four dlstlDct levels of activity In'lolved In anyagrl-buslbes8

program or proJect: agricultural inputs, agricultural productloo, agri-buslDess

outputs, and cODsumpUouo Starting at the top of the dlagrHm we find the Input

industries that provide the supplies, equipment and services necessary for agrl-

cultural production, whlch ocoupies the secood levelo At the third level we find

the agrl-busmeBIJ enterprises that process, transform and distribute agricultural

products in their final form.o Co.usumers tUJd consumption of these products are

at the fourth level Dear the bottom of the diagram and they feed back to the lnOOs-

trial levels the frequent changes in demand preferences and quantitieBo

Agrr.-business input Industries can be Importers and/or domestic pro~

dueers of agricultural requlremen~as well as being exporters of thelrvarioUB. 7

productso Agriculture. of course t Is made up of purely domestic eDterp~ses

which ,In the nonnsl courae of events neither act directly as Importers nor

exporters, especially If proces8!:ng or transforma.tloD of their commodities is

Involved. As producers. their crop-livestock ylelda, varletles aDd q~antHy of

production help determine. the range of 8etlvltle.~·at the third agri-buslDess levele

The other determ1nl'1g factors are the effective demand and preferences at the... .

consumer level as already mentioned..

One of the critical features of agri ....buslnes8 programs is revealed at

the third or output level of the diagram where both import and export projects- .

can aDd do occur.. ExportrJ are naturally part of the sgrl-business outputs and

so represent a beneficial use of well-endowed agrlculturallnputs and production"

ID doing so, however. the volume of productloD svaliable fot- domestic consumption
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is reduced without a corresponding reductloo ill effective demand. The UDsatls-'

fled demand theD acts as an lDducement to tncrease importso In tum, major

Imports at the agrl-buaiDess output level teud to satisfY consumer demand but

ID SO doing reduce the need for agricultural inputs and productlono In effect,

such'imports short",circuit aDd Impede domestic growth sDd economic develop-

Qloot as.already illustrated in the sugar example.

In order to avoid the problems of Import and export projects, the foUow-

lng proposals will concentrate on domestic agrl-business projactso

'1020 hgrl-businesB Input~

At the agri-business input level, animal feed and fertilizer. manufacturiDg. ~

.,.1.....

deserve a high priority in Afghan planning because of their ability to Increase

agricultural yields from a given resource endowmento The growing distribution

of fertilizer by the Afghan Fertill~er Company program Is a good example of the

potential returns to agriculture. Unfortunately, it is an import project so that

many of the benefits to the country canoot be fully realized through the investment

multiplier effect. Domestic production of ferUUzer Is at present caught up in a

conventional technology that needs a fresh approach based on modem technology

and use of resourceso

The manufacture of animal feed to at an embryonic stage with a growing

potentlalo It should receive close attention so lhat modern rathe-r than conven-

tionnl technology can be applied at the beglIming rathor than later on as n corrac.....

tive measureo Because animal food m;~.llng and mnnufacture depend on domestic
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.outpUts at the BecoDd and third levels, they will be discussed again when these

subjects are considered.

Container enterprises have been Implemented under the FDPIL progl'am

and they serve as 8 good base for further expansion of Individual projeots 8S the

needs arise. water pumps are being produced by local manufacturers and many

agricultural tools and small equipment' are avaUable through bazaar handicraft

establishmentso The sma~l size of farms In Afghanistan acts as a cODstralDt OD

larger manufacturiDg establishments for similar Items of a more sophisticated,

productive ODd costly nature. Road vehicles In this m&chtoery and equipment

cutegory are assembled and rebuilt in Afghanistan but farm tractors are not and

.'

presumably It will be a lODg time before Afghan projects can expand Into this

area of manufacture or produce agricultural machinery in general.,

Seed production t cleaning and grading have an increnslng demand and

potential for a~culturallnputs.. The need for. improved Beed and standards Is

essentlallf export markets are to be developed where s uniform. and quality. . .

product Is most fmportanto Clover and alfalfa seeds are grovm ~d exported

from Afghanistan and may serve as 8 base for developing.a seed industryo

Wheat seeds need to be constantly improved In varieties now that high yield

strains have been Introduced Into AfghnnistaDo Such improvements are Dot

permanent and new varieties are needed to maintain production at the demand

level" Otherwise yield and production will tand to decline and put addit1on&~. .

pressure OD the food Bupplyo AU of these factors. indicate the need for develop'"

moot of the seed industry0
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The power Inputs to agriculture and agri-buslDes8 deserve careful

project atteDtlOD because of their contribution to greater productivity. ID the

form of rural electrification proJects. power adds potential to the amenities
. '.

III rural areas that can be obtained 1D no other wayo 1'ranspo~Uon, wholesale

aDd retalllDputSi to agriculture tend to develop Independently of programmed

proJects. ID some cases, as for sugar thick JUice technol~. special taDk trucks

for the juice are needed for transportatloo but they should be included in the pro-
. . ..,

Jeot plSDDiDg of commodity systemso The "ather" Input category of lndustrl~s. , .

Is generally small specialty enterprises that appear as projects ooly when the

need arises and they are difficult to program lD advance except as larger proe<

Jects require theme>

,

AtMcultural i~el

Agriculture In response to demand, often by agri...bu.slness proJects.

Is a determtntng factor in what commodities CBn be produced according to conco

dltiODS 1D AfghanistaDo Close cooperation with the Ministry of Agriculture and

Irrigation and the farmers Is needed when agrl-buBtness projects are planned in

order to expand the agricultural sector or modify it In new directions" AU of

these factors must be made Integral parts of any project or program propoaal~

The agrl-buslness output level dlvidea quite naturally Into food and Its

by-products and the non-food industries which wiH be considered flrs~, Working

from right to left across the diagram we start with the commodity system for
. .

wood aDd paper"
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The forest resources needed 'f.Qr these industries are limited by the-- ~

generally arid climate In AfghanlstaDo Only two provinces, Paktla and Konar,

have forests sufficient to supply wood products industrteso In the case of paper,

eVeD th,ase forest reserves are perhaps too limited for an economically scaled

'pulp and paper mllio A minimum sized mUl can produce fifty toils of paper per

~ay but.with modem technology a hundred or more tons are neededo The AfghaD

market for paper Is but a small fraction of this capacity and the transport costs

are prohibitive of reaching export marltetso It appears that the available forest

resources have their highest utllity for lumber as presently producedo

Tobacco products are manufacture~and consumed in Afghanistan but. ,

. .

cigarettes are Dot produced because this Industry Ie dominated by an Import pay-

chologyo Cigarette manufacturing has been proposed and a project was considered

but disapproved by the Investment ('Almmiltee.. If the agricultural production of. . .

tQbacco leaf suitable for cigarettes should be expanded j such a project might be

worth developing, though the use of irrigated lapd for food crops. is likely to retain

Ita higher prlorttyo

T~l!manufacturing, particularly of cotton, Is being exploited with

several fairly !~rge m111so The demand for raw cotton a8 an export item to the

Vo So So Bo is high and tends to. constrain the further development of the textile

industry. There are some twenty-one rayoD weaving projeots that have been

implemented under the FDPIL program that could be shifted from Imported raY'-"D

fiber or yam to cotton If the BUpply of cotton lint should be increased or exports

of raw cotton decreased, the cotton remaining in the country then being used for
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the dome:rtle textile industry or for export as fabricso A thorough survey and

.
analysis of the Afghan textlie Industry might give results that would influence the

present cotton polleyO) Perhaps more important would be the effect on the wool

textUe Industry, If it could lead to Improved breeds of sheep with a higher quality

wool that would meet export specifications" The textile Industry as a whole is

in a stagnant or transitional phase that Deeds speciallzed studies to pinpoint the

problems and recommend acceptable improvements meeting local cond1L1oDs"

In the food category of ag'rl-busineS8 output industries, the fIrst group

involves nODooprocessed foods.. Cereal grains and fresh vegetables. fn:llta and

nuts delivered to local markets offer few project opportunities.. Grading, pack""

. .
ing and cold storage projects for commodity export offer some lncentlives but

. .

a great deal in the way of returns will depend on the cost of tr~msportat1OD,

probably by air, to reach important markets in the Middle East.. The markets

lD Pal~istm1 and India are Dot likely to change their demand In response to such

Buperflcial treatment..

Beverage enterpriseS! have been implemented under the FDPIL program.,

Coca."Cola and Fanta have expanded their markets but additional soft drink pro-

Jects would perhaps have trouble at this time in obtaining a market share sufft=

clent to reach their break=even pointo One p:roject for wines and brandy has

not been too 8ucces~ful due to policy constraints on the consumption of alcoholic

beverages. A beer brewery project appears t.o have c01l81del'able potential but
>.-

must face the same policy pr-oblemB<:
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Traditional !!!tfng and drtnklJlg places 2bound in Afghanls tan 0 I.D addition

the major urban centers have various quaIIty. restaurants with the better one8

usually associated with hotels, including an Inter-ContlDental Hotel in Kabul with

118 typically high quallty facUlties for eating and drinklngo The prospects of

formal projects In this area of development B8em best left to the individual entl'0'"

The t~d andJ!!! catego~es of agrl-bua1ness represeDt a far more com",

plex project approach than those previously mentioned because of the many lndivid-

utll products and by.;products that are typically part of this industrial C8tegoryo ".

The diagram indicates these relationships by the flow lines that cross and reverse
,

the general dlrectioDo Thus, Bolvlng problems in this area has multiple effects

and i~ usually worth the extra effort required.

The principal OlJtputs of the Lood incm..stries now 113 to food consumption,

either directly to home conSumptloD or through institutions such as eating and

drinking places. schools. hospitals, etc. '!'he ~aJor by-product flow from the

food processing industries fs to the nO~1-food leather industry and the minor by...

product flow Is to industries processing bran and mlddllngs with thefr' outputs

returnlDg to food industries or up to animal feed manufacturing at ~e agri...

business input levelo

The oU iDdl"\strles Include bct1,. animal and vegetable ol1s, fats and
c::::==:c a;~S4_~ •

waxes 0 The flows are in three dtX"'OOtions - food D soap and pnl11ts J and oil mealso

The soap and paint outputs flow to the consumer level whIle oil meal outputs

return to the 011 industries or up to the animal feed manufacturing level.,
. .
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The feed manufacturing industries are clearly of major Importance In

the development of agrl-buslness and agrlcultul'ee The recycling feature la of

particular interest because of Ita abUUy to give a higher utlUty to food and 011

by-products and waste. In doing 90, it encourages expanaloD of the whole ccm-

pl~x of associated input, agriculture (llvestook) and output industries"

The animal feed rmd fert(lIzer industries are strollsr In that they pro-

Vide the principal growth factor on the supply Bide of agri~buslnes8o 1\1 tum,

8ft this complex of interrelated industries generates employment and Incomes·

in the Don-agricultural sector, there Is an increase in the demand for agrl-

cultural commodities and other domestically-produced goods and services aa
. ~

well as imports. This Interrelationship can be setm in greater detail by turning

back to the example of COrD in ~xhib1t 606000 10 wher~ ilie livestock feed mUls

. hold a central posltiODo

7060 . Po~t1al Commoditl System.!..

The general agri...busines8 flows in the previous eectlons ·are composed

of many industry aub-elnsaificatiOD8o There are so many of these classification

headings at the agrtebusineEJ8 output level, Industrial classlilcatio~mimuals2 UstlDg

8S many as 2,365 In 162 groupe, that t.l:\ey cannot be considered within the time

and resourcee avaUable along the linea of sugpr bep-ta in Chapter VIa IdeaUy t

each potential comm·odUy 8yswm should be analyzed in the manner of sugar beets

In orde~ to eetabilah priorities among them" LackL-ug thin opportunitlr, it Is

necessary to confine specific; program proposDls to thoBe aoUvities that appear

as a result of this study to be moat urgent and opportune II
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0.0 the agrl-business Input level there are three Industries of special

Importance - prepared animal feed, power and fertilizerso Each of the ninety

satellite plants for thlckenoo sugar juice offers an opportunity for small-scale

feed and power facUltieso The feed operations CBn In this way encourage the

development of com crops at a correapondin.g number of polntso Molasses from

the sugur Juiee refineries Is a feed supplement that can be delivered as a trsns-

portatlon back haul and so Increase the effectiveness of tho sugar refinery as

wel~ as improve livestock productiODo The sugar beets are a ~a8h cr::p that

expands the monetized sector magricultural areas amd makes posfdble the

purcb2slng of anhnal feed" Electrf.c power tnsta1l9tlons can introduce rural

electrification as a complement to these activities and with the recommended

road Improvements to these locations conalderabla growth In amen~t1eB for the

rural areas Ie tnaugurntedo

The ntanufacture of fertilizers 10 AfghanlstsD ha~ already heM men<=>

tloned and there is' little more than can b6 added at this if.me excert to ~lterate
. . ;

that there Is a pressing need for muodepth studies of this tnduatl"'J wit).l particular

reference to Afghan Bulphur deposita a.nd po132!ible Importation of phosphate rooko 3

The output level of agrl-busmes8 involves mgny more industry cote-

ganes but the Deed to limit the scope of this study will confine us to. th.e food and

oil group with particular refe.renee to the commodity systems of sugaxc beets

and com and the (»1l"Ual commodity system of cotron oe~~ meal 3S it relates to

animal feedo Regardless of the commodity Aystem _ir:volved, tile sbrtlng point

fs the Government of Afghanistan administrative strucmre roqulred in promoting

agrl--buslness"

291

-----~--
.,



L I

!
I '
I, '

e:

\

•

•
t

!dmini~tr8t1ve Structure for Ag.:':b!!~~

How the government should oI'gaDize to handlo:~gri-buaineBSdevelop

ment Is one of tbe key problems tltat must be dealt wUh before progress can be

made on a desh1fDly 1iVlde Bcnloo U>gically, form should follow function nnd the

flmt step in handling this problem is to def-ermine whz.t functions the government

will perform and than let thIs specification suggest appropriate organizational

a:I"'.l'8.ngementa 0

It is clear that lIt the outset ths government will have to be the prime

mover iD the effort to improve rural mcome snd employment. In the field of

agI1,-buslness Industries this is particularly true -- first because private entre=

preneurs chose only those projects and locations which will maximize their

return~ and second because, as tas been shown in the case of the Afghan Fertilizer

Company, the government is reluctant to let the private sector own and control

SUbstant181 or cd'i>ical el~ments - f the agri-businass sytem,o There Is ~ role

tor private enterprise, hmvev,~r, in the smaU""Bcale lndustrles that form part

of any 8grt..buaLu~B8 commodity system"

The Ministries of Agriculture and Irngation (MAl), Mines ~md Industries

(MMI), and Plan.ulng (MP) will be involved in the 8ubsf:antivf,l aspacts of agn=

bualneSB development; the MAr t.hrough ita concern wHh agrlcuU:ural development,

research and extenalon services, control of distribution of agricultural inputs,

creation and conti"oL of cooperatives, and f.nfluence ou 3g-ricultural credlto The
>,-

MMI will be involved through its concern in the creation and operatioll of stata-

owned industrial cnterprt~:1eso ';fhe MP. which now includes the blduatrtal
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Promotion and D.evelopmeut Depa~ent (IPDD), will also be lnvoived through

Its promotional and administrative role In the prtvatff industrial sectoro

In addition there are other ministries cODcemedwith the operation and

effects of agl'1-busfDess on the national economy and welfareo Thus r the Ministries

of· cOmmerce. of Finance and of Publlc Works (for the necessary roads) will have

a great .deal to say In maUers of national- polley and governme-~t Investments in

agrl-busines8 developmento· And the Ministry of Henlth may be involved for

obvious reasonso

The iDtennmisterlal nature of sgrt-busines3 development and the impo1=

lance of active support from all concerned suggest that the policy-making and
).J-

chief executive functions should be vested l.D an Interminlsterlal committee" As

a pre!}edent. the above....mentloned miniStries t with the exception of the Ml.nlstrles
.' . .

of Health and Public Works t partt"tpate through their Ministers In the existing

Investment Commitiee which administers the Foreign and Domestic Pri\: de

Investment L.r:1w (FDPIL)o It Is possible to imagine the Investment Committee

functions being broadened to include sgrtcobuB~es8t except that the Investment

Comm1~ee is an entity of the private investment law and its responsibilities are

proscribed by ito Neverllieles8, these MInisters could sit 8a a Committee for

Agri-buslness Development In the same way that they form and participate on

other boards and commlttees o

Such a committee would have to have the strong support of a professional

operatin~ staff to plan tha pr~rnmt to bring major problems to its attenUon

and to monitor the execution and Implementation of Its decisionso This two~tler
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admtnt~trat1ve system is similar to the )'tt"cswe.ut Com.u.itlee and .IPDD th8t

8ch~evec!SuccesB lil the bulld--up of the prlyate Indust!"tlilsectoro

The C3j,-rylng out of projects can 00 organl~oo ui a number of ways"

Three ol'g8Dtzattonal approaches are Illustrated In Ev.dbU'106000 10 Any flDal

arrangem~t will perhap9 be n modified version of one or more of these ~lterQ>

Da~lvea d~peDdlng ~n relative strengths tmd peraonalttleso

Al~maet'!0~ presupposes that the ~Uljlstrle8 will not easHy surrender'

O~ delegate thail: function8~ Th'Jl'e mrs nu~erous and visible examples of this

teudency and two wHl serve to illustrate ~e problemo l:n the case of the Afghan

Fertilizer Companj, the MAl asserted its con~:rol by \'"eoxganlz9UoD of the A~"C'B

;;.. ..'

private enterpnsb characoo;r and doing away willi privata vlholesale tUstribuUoDo

J.D the Qase of the PACCA project,the f.utegrated project approa.ch to agricultural

development was reduced ta iidvi81~g on crop development aDd ma~ketlng because

PACCA, in principle, was dupUcatmg Bftmoe~supposedto be avaUable from MAI~

f~ ~tet"'.aaf.ive!! presumes that commodity. system hnplementntion could

~! organized all'Ilg project Un~s with perBonn~l from concerned Mmlstries bemg

ssconded to a task force responsible under the O:>mmHtee for bringing a pant...

cu!ar commodit¥ 6ystem into beib~D

Alternative C alao presumes that the government would be willing to set.-
up under the Committee an extra-n...,WiBterlal o:rganizatioD foX' ngrl...buslJ3ess

development with complete authority :ma lTudge~ fOl'.can)'i.'lg out the entire rdnge
. .

of eutreprencul1r.l fl1.nction~ needed to get a commodlty. aystem pl""o}ec:t oper1itingn
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Such an organi zatlon Vlould displace the commHtee staff nnd the lntermlnlstl"".1

task force although It would hs·;e to "Nem closely wiCl the ministries to gain

their cooperation In the many overlnppmg arena of acttvityo In this scheme,

the mlnistxies would m&.fntam their traditional roles rather tbiL~ act as the prime

developers 0

.mcommod.U.y systems such as sugar where distribution !s carried out

by govemment monopolies, .they wl11 have to be included in the organizational

set-up oDd perhaps have represeVltatlon (tn tbe Committeeo

'10"0 Qyn:tership ~f Physioal F!cUitiel3

Two kinds of physical facilities Si'e lnvolvedo The first to be provided

wUl be those needed ~o carry out the work of the development organization oX'

. . .
team J and willlnciude, in addition to the usual office and transportation equip",

ment. the 18boratory and pilot plant equipment and fficUitles foJ.O small~scale

product1011 0 The BElcond kind of equIpment and fscUtties wUl be commercial

seaie: ..;aUatiot1s which will be determined on the) basis of pilot plant production

and test marketiDgo

OWllerehlp of tJl!9 first W~d of facilitteg ...", davelopment facn~t1eB -

should unquestionably be vest.ed in the government Ol:l;aaization charged with.

carrying out the project wOl"ko At this swgo, tnm"e is no clternati',e to govern"'"

moot initiative to mount sizeable ca.o-~vtigns foJ.· I~Wl'~hing agrleobusfucsEI p:rojects~

At some Ume in the fUll:J.i"e, .....JJheJ.1 and if n ~ObUf:Jt food flIl,d !'.igrlcuUural proce3liJing

sector grows up, it may be possible to visualize pJrh'aoo .participation in an



ag!'l-busmess association that would perform the devoeiopment n.mctlOD,

but Dot at presento
. : '~....~:..

.. '

-,:' ,.

Ownership of the commercial procesf3lng facUities 'de~1mds on the

n8tureand ,ol~anizatioDof a commodity system aDd how the pa~ complement

crae ~other as well as OD the methods and facUitles for flnanclngo Each project

lD the complex will need to be adjusted to the ~vail8ble poas1bllUleso Private

ownership and cooperative ownership of commerc~81 facUlties Is 8 prefen-ed

mode for accomplishing agri-busfnesB objectives because of the price squeeze

del!cribed in Chapter IT ~!!d the many small-scale enterprises typically Involved

In agricultural commodity systemso In spit.e of these questIons, the govemmont

ownership of certain Bgri-buslDess faellitiel!J has come about because of the

default of private owners to meet debt service requirements and government

ftnanclngo The notable (}XCeptioDa are the" large fnelUths for gram storage aDd

mUling which are so fundamental to the general welfare that the govel<nm,ent

feela It nec&.'3BlJlry to tal{13 a iax-ge posItion In the IndustIy in spite of some eightE':en

thoustWd small grain mUls throughoat the COWltry0

Coopara~lve ownership of proceslJing facUUles haa & certai'3 am.ount of

appeal to Chose who believe that agriculture B1'Jd manufat~tui:1.ng can 1m haX'mM'"

lous1y blended for the bel3eftt.of fannal"So The recox-d In thi~ regard ~9 w'Con=

elusive I;ecause many such cooperatives fait !rJ practiceo FOrmOl"S gooefttHy

prefer the least It.wolvement in affairs mctrrmeous to the farm mid W~Ilt maximum

cash returns with the minimum tnvestm~nto /u: a re~mlt, they often fail to undo;':"

stand the problems of mnnagmg ,s procasElinz facIlity, with the ~sult tll.3t fU1nn~

- clnl wealmessca develop.,
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Modem management technlque~ have demonstrated that tltese con-

Dict.ing lutereatB Md experience can be ove:rcome hy 8do.!>ting a fC'i.~ of l'JoiDt

venture" arrnngemeYet between private sgrl,,-,butJtnesfJ companies and fal"1llem'
\. 4 ..

associations or producer coopcIlltlveso The probk:m in any joint venit"uX'e is t

of course. the t.rn1ll.~fel" price mechanism that assures tlr.le farmer that he f.3

obtaining his fflll' shflre of the market price" Two reethoda have emer.god for

this purpose - fOKluula pricing and profit sharIng" Both require bargamtr~

along contractual lines batweoo representatives of the producers I coopera11 ve

and the prooe1=3sl.'lg company" "the government often enters the bargahlh-:g pro""

caso as a third party" In any case ~ if the coop3raUve "b~Hms too hiGh a pdce

for the l~W produot, the company operat:illg margin can be so rech.lct!'Cl to mee~

its B~lling price that tb.e. company is unable to opernt:eo Thus, the fm(~:t1e1? can

obwin D high"'Cluot'E:d prke but ends up with no market for his pr.CdJ.1Cto XI oqu~=

toble price ba~gtlln~.ng e.nd agreements are tlchieved t ;;he o·m~0rshf.p .':L'O.c1 filH1n~j.ng

of the pl"ooe::~EliJlg company by the pr1va~e sector can rech.l\::e the fma.uc~.al d0fn'J.nds

on both the farmer 1J'.1(Ad the governmenlt whUe encourngir,g' market eJ~pr.uB!O;J a.'J.d

benefl.tB to at! cOD:c(~medo
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privntelyr"oWDed. they would be able to apply for the benoflts of the blw which

include duty...·freo Impodstlon 'of eapltel goods, J...edll~ed dut"J __\ s·pnro parls and

raw mnt01i.'1.ala and tux bellefi~; if they ni'e coopar~~!tf'J,,,,oW7led, see example two

below~ The retlnery would llkewtse benefit If It were uild~r private ovn:wT.'shtpo

Nevertheless, several que:JUoJls would hove to be de~a with in or.der to maximize

the 0ffectlvonesfJ of th{-l tnvcBtmen,t law for tlJ.e promoJ.1o:a of agric obuslues8 Bchamet~

using the {dans in this reporio Examples follow:

between the Bwff anna of both tlle Inte:rminigt9rlal Ccmroi~1:ee lmd the IP:DD?

-- If 'eoopera~ive8 are to own i-n 'whole or pal~ t..'le' procesf~i'ljg far-HUles J

is there m>.rt}ijL1g prevlSmHng them from obta1.uu~ the bEluefits of the:: law?

- Because of the tmpol1ance of these projoe~.l) and their beuefictal effecm,

can they be gi'Jen pl"efenmt.lal treatment, foT' example, ~hr't>ugh e6p,~clnll] low

""'" 1u the caae of ilie proposed sugar program, if there are Teall] ~o be

90 thlcke:~~€ld jl.liC0 planta, .:~an a way bo found to swndm:"dize and apead up the

appli~atiNl procedure?

sugar nnits also be useo fO~f rural elect-x1ficatil v eft':! a ~y.;uy be wOl'iced out tr

which givCEl the ARM 8 motwpo1.y on elGcf.xicltj' sales?

....,. Aloe nddit10,\'Wl flscal or othOJ': ioeentive3 nnL:.cled fO:f this L)rogl'11m and

enn they b0 p:i"Ovided thro!jl~h the FDPrr.?
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Further Studlea-
The commodity systems Included in this study report are Umlted to

sugar, which hus besn examined in depth. and cOr'u in connection with animal

feed m1l1so Com as a ~ommodlty system should be thol"oughly wvestJ,gnted as

indicated in Chapter VI and 111ustrated In EKhiblt 606.,0 0 10 In addition. otb.er

crops and livestock win need similar research studl<se and evaluations so that

those showing positive panlal multiplier benefits to the .Afghan economy can

•
receiv6 the prlo.rl~ treatment that they deserve.,

A ehort 11'""; of commodities ~at ElppeSlr to justify early study Include:

Com
Carrots
Cauliflower

Apricots
Pears
Pomegra~atss

Walnuts
A~c'ndB

PIstachIoE

;/ Sheep
DallY and
meat cattle

The mtennlnlsterial Committee. Its staff and the IPDD should coordi-

nate their effort~ iueatllbHshlng a commodUy li~t th::\t C8J2 theD be used f~r

negotia'ting study agreements neces€uy :for cor~od~ty syEtem development Ol1d

evaluatloDo

7~10o !ec~lcal ~.~~~~

A commodity aYBtem is' made up of a ~umbel" of parts and mcUvldual

projects that neGd to be progl"3mmed eep8.r3tely will.! 0 mafrltnm1.ng' ~he 1nt.egrR~ed

nature of the system., morder to maintain CO.iltIDuity, the followmg Cc3lJ:unenta

are based OD the sugar iuduatry as a principal oKampla but com. Hvefltock feed t

and poweX' ore included as they 8Jn';lar appl"opriateo
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The ninety aatelUte factones for thickened augur juice represent nuclei

of a corresponding number of development iocatlons or centers plua a new m.~ar

refmoty to be located In the southam sub-regions of low per.capita ogricuitul'al

resources and lDcomco The discussion will concentrate on the satelUte locations

which contain major elements of lnteresto The refinery being located in an urban

centei" hOB II typical Bingle project effect and requires less detailed dlacusaloDo

Each 88~elUte factory can be treated as a separate development projecto

It t8 Amenns of lub-oduclng new concepts and opportunities in mrs! ar~flBo As

such, It ncedB to Include Input and sociallDfrastructare as well as the output

activity of the factory itselfo In addition the output of by-proclucts g'3.'1erates a

clulln-effect lead~g to animal feed and the demand for com and othel' by"'pJ:'oductfl

from dlffere!'Jt sourceso In other words, each location becomca a system of lnte"

grated development and not just an Isolated fncte·ryc Each system conSidered. ... .

below requlrelJ separate project treatmen.t with aU of the attribu~s such worl{

Implies -- organization, donors, staff, GOOo

Location

Ninety locations have been suggestedo The actual number that evolve

will depend on the response by the government and others ·to th2ge program pro...

posslso Asaumin.~ that the:re are favorable responses, it will be nec€:ssarythen

tG\ specify each locatioKlo An agricultural S\o.-lICY will be needed to find land

. resources, 1,800...2,000 jeribs, au1f;able for sugsr beets as well a9 a group of .
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farmers, 100-300, Interested in growing them.. This task is In the province of <:v

the Ministry of Agriculture & Irrigation (MAl), andwlU nead to be part of the

coordi.nattng purposes of the Intermbllsterlal Committee and its professloI:.2i1

staff m'3d advisors, Foreign donor tec1mlelans capable of helping in the selection

of ~argin81 lar1 suitable for sugar culture will perhaps be neededo ThG~' should

also have qualificntions to judge the advlsablUty c'! dinerent looations on the basis

of logistics and slte selection for the necessary facUitieso The IntermiDisterial

Committee wUl have responsibility of assurfug thnt land for the factory mad build-

inga Is provided unless private entropreneuro are encouraged lu the begi.tmLng to

partlclpsOO in the prOCe139o rn this case they may provide the capital for pur...

chasing a suitable land locatiODu

Roads'-
<lace potentiallocEltloDS lU.~ detenniDed, a program for assuring aU.,.

weathE-or road accesslbll.ity must be undertake10 The Ministry of Public Works

will have J:espoDaiblUty, in coordJ.natioD with the InrermlZlfrrt61ial Commi~ee,

for such undertakfLgs and aglli1J fOl'"eign donors should be encouraged to p:?tl"tlel...

pateo Gtven the specific need and ecoI;2omlc beJJefitB to be' derived from the total

program, this participaUon wlll have a sound bnsls for acUono

Ench locoUon will need asslsf:m.lce In developing small lr:r1g~uian eys~emB

sufficient for th-s hmd area involvedo Well and/or irl'lgnUon pumps may be 8

necessary part of such systemso The MAl will be involved in pltuming such worko
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and USAID Is interested In smalllrrlgatioD proJects_ The FDPIL Incentive

program will perhaps need to be amended.so that it may.' include this type of

project" Estimates of the cost of works should be ohtaiiled from the MAl after

they have conducted Bome sample land location surveyBo

Fa~~ Cooperatives

Thtl estimated number of farmers for each location may vary from

100 to 3000 In view of these numbers and the need for a regular supply of

sugar beets for the factory, It 10 advlaable to organize a farmers' aSRociatioD

or cooperative for bargaining with the sugar factory as previously mentioned"

Foreign donor specialists may be needed to worlt wHh the ,MAX in eflwblishing
.l·~

r

such cooperntivea after locations have been officially approved and designated
,

as development areas/)

. .
O!le of the ftmctiODs of the farmers' coopel-atlv8s as Institutions is to

bargain on price for Sligar beets purchased by the ar.teUite factorle3a This

price bargafDing is but the first step in the bargai~lng system which includes

prices betwueD. satellite factories, sugal· re~ll1elti6S, and Monopoly S~fl:r dis<=>

trlbutloDo The Intermlnleterial Committee wIll have to take the respooalbilltrJ

for coordinating thil!l price bSl'gGining symemo Agam, the FDPIL will need

amendment in ol."dei' to VlOrk effectively ~nd provide incentives for farmers'

coonerntiveso

proceaslIlg faciUtlca by the farmers' ooopm."fitives fa not recommended because

It should alEo be carefl.\lly noted that ownership of the Batonite factory

of the dlffer~ncesof interest already mentionedo Sse page 29'1 foA' ovmerahlp

.,

• and management problemo
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Satellite Fftctorles

Actual satolUte factones and juice storage f~¢flltles Y'tvill have to be

de91~ed specifically for this proJect" Juice eJdractton equipment Is fairly

standard and the processes well understoodo 'l'he need 18 equipment of the

llroper scale so each piece will function effectively and economically with the

others. A foreign Industrial engineer %rlth Af'ghan engmeers from Kabul Unlver-

slly and JSllgalak should form a design team, presumably under the auspices of

the Investmeut Promotion and Development Department (IPDD) 1:0 the Ministry

of Plwmil1go After C01]tactlng maDufacrorers of such equipmenf;, some mem=

bers of the team should vIsit those companies who show lnteirest and dlscus8

the needs and problema of achieving the design pur.pors9so' A beet capacity of

5 ~ 000 tons i.n a 100-day campaign has peen sugges~ed"\ The design team will

be responsible fO'!:, determining the actu.al sCllle of the satellite factorl~~ and

thlSir probable costo .Analysis and a feasibHlty study Is then needed to atay

withiD the bounds of the o'verall proJLeamo '!'he IPDD at present has capabillUes

for performing pre=feasf.bUity seudieso This capability Is in the process of

being 81.1gment.ed by a UNDP team ,of experts.. 'I'he IJ?DD and the IntGrnlwtsterlal

Com.mittee will need to coordlusto their efforts to assure suooessful develop""

ment of the satellite factol~ syB1:t:nno

The thicltened Bugar juice technology and mol"age facilities will also

need an expert with experle})ce tll this phasa of t.he project to work with the de.~lgD

teomo A visit by IDdmbel's.of the .teum to actual bwtaHutlons using this tech·..

nology Is recommendod" The HoHy Sugar CorporaHon in California Is suggested

304



lor the visit as well as the sou:tce of the technical e:x:perto URAD) is ~ csndt.."

date for assistance in this d~sign ';vork"

It Is recommended that mittany at least three satellite factories should

be planned and mstalled on a pilot and demonstration basis, possibly ona north

of the Hindu Kush 8ild two BOuthQ Thick Juice storage facUlties at the Baghlsn

Sugar Fnctory (BSF) will need to be added at the same timeo Juice output from

the sntellite factories thus becomes avaUable sa produced for increasing the

BSF sugar outpuL

Animal F~ Preparation

Sugar beet pulp, 8 by...prorluct of the sugar juice extraction process,

ts a valuable livestock feed componento Molaslges from the sugar refiuWg pro-

cess is also a valuable compoDento ThG addition of corn and cotton seed meal t

both of which are available in Afghanistan t should provide a base for preparing

a well-bala.nced llvestock feedo &'l.ch a feed may' Blot be considered an optimum
. .

comb1Dattoo but given the. conditions in Afgha.olstan f,nd the seasonal need for

feed, something leES than the optimum vl111 still he a valuable contributioo to
. . .

the system and development of livestock around each satellIte looatloDc

It is therefore recommended that a fe~d mill be tucluded with each

satellite complexo The above design team should thus Include an Ulvestigat1<m

of Buitable feed mUl1ng equipment in their p~ogrnmo A foreign .teclmical expert

should be added to ~e team In developwg this phase of the progillmo The IPDD,

the Intermilltsterial Committee t and the MAl will hove to COO1"di».~tetheir efforts

If this part of the program la to Bucceedo
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Power.
The satellite factories can be operated by steam power ~row the

boners nooded for heat in thickening the sugar juiC80 Such a power source Cali

also drive a turbine electrio generator.. Altemat1v~ly, a diesel electric

generator may be recommended by the design team In bab2J~ca with the stenID

bollerso In either case, serious consideratiQD should be given to lncrem~1.ng

the size of the electric generatlng system to provlde Bome I'Un11 electrlficaUoDo '

Elechic service in rural communities is considered by m1Ul,V author."

ltles on the subject of development to be one of the principal means of adding

~oclal emenltles In rural aroas.. The opportunity to .aJq>2Wd euell deveiopment
4with this program should not be overloOkedo Foreign donors a:.~ I1kely to be

quite Interested in this aspect of the pl'ogramo

Sale of elect~1c power is 8 monopoly activity controlled by Afghan

BreaMa MoaseSS8 (Afghan Electiic Company) attached to the n-nnlstljr of Mlnes.
'

and lDdustrleso The.mnnner In which 'the electrk,powaE" roteuttal of the satelltts

factories can be taken advantage oi ...o:r' the benefit of rural po mlatlona is, there=

fore, a serious pl~oblemwh!ch iacks flexibillty due to monopoly practi~eB and

methodso It will ile the l"esp'onsibUlty of the Iutermfnlsterfal CommiUee to 80rt

out this problem, if It cano

The agrlCtiItul'td inputs 01 seed t fertilizel" t {!J,36ctlctde II tools, etc o

wlll be needed in COI1jmiCtlon with BUgSI' beet, and p08L'lble COl'll pr,<)duction<>
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The 'supply of theBo items will be needed in D regular fashion and a fn=mers'

coopurative stol"e appeJrB to ba a logical candid&te forf.hia ptll1loseo The

Atghtm Fe,t>tilizer Company under the auspIces of MAl Is elDg~gad in developing

agriculture supply storee and sh~uld be able to aa~7..3t In developing tWs fe~ture

of the projects ~!Dder the guidance of the Intermlnlsterial Comw~eeo

Qredlt .-
The development of thts compleK of Bctiviti~B will l~quh-e facUlties

for worJdng capital loans to farmers, factory RJ.1U oe!wr activ1tles sewell 8S

longer term lonna for plant and equipment.. Such I08::\fJ require supervisIon

and it Is one of th~ major problema for len~ing {nsUtutiona" paztlcularly m

rural areas at a distance from central officeso Each of these locations m.ny

increase the potential fo'r the Ag;dcultur~l and Indtwtrial Devebpme.ot BMka

to locate {)SI'Bonnel in Z'Ural ai'e2lS on a more profits-ble basiso Tl..:s ~ POBst,'"

bUltles need to be thoroughly studied p.nd en"iluflted by the banking instUutlollso

The intermfniaterlal Com"U1~ee cll'll be of co.usider8.ble u3s1stance in asau:t'illg

that adequate crOO.it is svailabl~ throughout the sydteL.J.o

.Qnc)-'~ the number c.f sntelUt'!9 sugar juice factories reaches t1.7ooty."flvA

(the numher requlrad fOl" full uUlizmion oi the BElF), a sv.gar '!'BfL."lery in the

southet'IJ Bub<nt'egiona will bacome n6C1;}Sssry n The proposed cap3-.;1~J of this

feeUity Ie ~)O,OOO tons of VlhUe sugar In n 300~~day working yearo The locaiion

of the refinerY will depend on the propoaed locations for. the sh.."ty·~f1ve satelUte
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fectories and other logistical factors of supplyo The design team will be

involved in establ1sh1nf~ the technical specifications required for the refinery

to ato:'0 and proces0 the thlcl{aned sugar juice from the s&tellite~ and putting

the specH'ications out for tendero A foreign sugar refinery expert should j011\

the team at We stage of the proCeSBa

DepsndiDg on the ownership decision by tha IDterm1nlBtE\l~alCommJ.~ee

or CabtT.;,vt. the refi.nery niay be in either t..h~ private or pubU~ Sel'Jtol'tJo If th€'

decision favors prlvt:te ownerahip, the IPDD and the FDPIL lncanUvea are flvaH-

able to enc-aurage private investox'so Toe Baghlan Su.gar Factory 18 privately

owned and ~el'e nl"'e reasons' of m.auagement and Iu.mncfLk' ':i.at r~2c\'Jn.unood a
.~.,'

.~

similar approach by the governmenL In .IJlJY case, the purchase price ~or

thickened sugar juice Is a matter of bargaining between the u.umageme.nts of

the refinery aDd the sateUUes with the govermne!Jt possibly pazticipa~s8e

8 third partYo

!!2!l0poly Sqg~ Distribnti~

The government utUlzes inoDopc1y prooedll~eB for the ~\,rehase '&rid

diE ~utlOl'l of sugar to retallera through()ut Afghanlstm1" It Is eXi'l<'3cted that

this form of organ1zatlon and distribution with official pricing win continua"

Special note ShOltld be made of this ceiling price 3nangemenf and the price

bnrgainlng bsh"leen the monopoly" sugar 19efirJenes v.nd foreign Bour~es for

sugar ImpOlis, which will probably continue but in much reduced (f\lDDtitieso

The chain of prtce bargfliDing on domestic production of stigar r'\.1Ds' through

three steps - farmers' cooper'OUvea and satellite fnctorl~s; sntellUte fact.ories
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and refineries; and refineries and the monopoly I> Each step adds the problem

of balanclDg pr:!cea so that esch level receives a rewarding portion of the final
..

price. FaUU1·e to achieve a proper price balance will reduce the total am()UDt

of sugar produced and Is a principal reason for :recomm~ndingthat the Inter-

mlDlsterial Committee staff participates .at each price barga1n1Dg levelo SUcb

overall responsibl11ty Is an es~entlal requirement when market forces are
•

replaced by controlled pricingo

The global estimate of assets required by this program 1s placed

between fifty-five and sixty million doUarso The facilities include satellite
~.

factories, storage t fesd mins and added electric generating capacity and the

. ,

Impr~vementa relatle to land, irrigation works and roads o A possible dlstrl-

butl0J3 of the program financial asset l.~\.1irements Is shovm belowo Many'

alternative asset distribution proportions are possible but they should walt

for analysis Wh~ll mm.?e informatton becomes available on the basis of negotis""

tiona t polley decisions, BUX';teya and feasibiUty studieso
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Estimate of Program Financiai Asset
Requirementa Including VI/arking Capital

A Possible Distribution in Percentages

• ",'

,"

FacUl!t

MOl'glnnl bmd improvements

Irrigation works

Roads

Satenne Facoolies

Bslgblan Sugar Factory

Monopoly

Feed,mIlls J power & stores

Total =100%

In 1millions of UQ So $, avgo

PrIvate Sactor•

-
480 1%

30 6%

-

100 6%-'"
'11 0 6%

, 41" 1

Publlc Sector
•

(60 '1)%

-
28 0 5%

16,,4 "

I,
;

Ff)relgn SSg!stonce is Dot included In the cbove scheduleo It can only

be determ!nsd alter considerable Elegot1~at1Msbetween the government anel

various donoi' agencies,,,

It Perhaps should he meDtioned again that the program la flexible and

can progloess in relatively small Soops over a Peliod of time ae resources can

be made availableo Each step maltes a positive contt'lbuUon to income and

employment starting in rural Bl--e3So The largest step oooure when the new

refiDery Is bef.ng lmp[em.~ted ...
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The dollar estimate Is generated :rom the analysis In Chapter VI

In which Afghanis were used " based on 19'12 -"nlues using the foreIgn exchange

l·ste of 80 Afso -= 1 Uo S.. $.. Since then ieUstion in the ~nduatrial coUD,trles has

increased prices of mtDufaetured goods considerably so that cost estimating·

has become more speculatlveo However, the Afghani rate haa moved to 55 Afso

I: 1 U. So $ and tbis figure has been used in arriving at the global aosetso 'ro

the extent ~at the appreciation of the Afgh:mi offsets price t~flatlon elsewhere,

the estimate ia judged to be reasonable as guidance for preliminary planning

and programming purposeso

"011. Timing flJld Actions, .
~

No agricultural ~ommod1ty system 'moves aheac(of its ovm ~oUtio)1o

Good ..timlDg and forceful' aellon are required if suCcess and Its benefits Bre

to be obtained for ruI ..... I Income and employment.. A number of important sbps

and actions within a time frame are outlined below under three main headtngs"

Action A is a presentation to the Cabinet and Us dscislon to initiate a program

for agricultural commodity system development' and Implementatlollo Action

Group B covers t:he general steps that ne\.~ to be taken in starting the progntm.,

Action Group C uses the sp-ecUlc example of the sugar commodity system to

describe the prl!lcipal steps that can be readily visualized at this tlmao Action

A represents t~me "zero" for the program which may toke five years for ita

complete Imp!ementatlollo The actual time required win depend on the person'"
";'..

aUttes of the Intermlnisterial Committee and their commitment to the programo



~ .J

11 , .

~( i 1~ A decision hy ill~ Cabinet to illitiate aD agrlc1liftural commodity systems

programo

Action Groue B - Generol

20 F01-mntloD of an Jntermlnlsterial Committee (IC) and appointmellt of Us

chalt'm.ano

30 Selection and appolK!tmoot of Afghao IC staff memberso

40 Selection snd appointment of advisO):s presently In AfghanlstsDo

50 Development of a commodity list for commodity systems studies and

J
6. Conduct negotiations with foreign donor agencies' for IC and IC staff

• '1.

advisorDo

Sl~. agreements with advisory fundrngo

•I

8. Approval of co.'.nDlodttles by XC for development into commodity systemso

10. ASS!gDIL ~nt of approved commodity systems to IC staff memberso

ao '11mf£g: This general phase should not take n 'll"e than six months for

complet1oDo

~ct1on Gr.2up C - SPltciflc Exam~ (Sugar Commodity System)

11 0 Formation of project design aud m:magement teamo

12 0 Team drafts positIon papers on specific sub-pTojects required by the

sugar COMmodity syatemc .

130 IC and team members conduct ll~otiatlonswith fOl'eign donor ngenciea

concerning project and sub-projectso
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PreparntloD of model agreement for farmers I ccoPeratlves and obtaln-

!!2!2.: The following actions. where they Involve ownership, relate as

I
.

: ,J

260

lDg IC approval of legal lonno ..
: ..:.;.'

2'1 ..

\
l,

280

290

appropriate to private lnvestoreJ or government inventors depending on

earlier policy decisions (9) by the ICo

Obtaining of Investment Committee approvals of individual sub....projects

as needed for incentives.

Negotiation of F "r:hase or aaslgnment of land for satellite factory 81OO(s)0

Ordel·1ng of cons truct'on of needed factory structures according to

epeciflcatlOLs prepared by the project design teamo
,f

so. Ordermg t according to deslg;.. si>e~1fications, the satellite factory(s)

macbine!."Y, equipment, eteo including feed min equipment and electric

generator plant. (Threepl1ot factories have been recommended, but it

may be decided tQ start with only onso)

31. Ord~ri.ng, according to design specifications, the tb1ck sugar juice

storage equipment and piping. (Note: The o:rderlng may be prog1"ssstve

because a number of small tanks Bre a i'etter design than a single large

ODeo)

320 Formation of farmers' coope,ratives according to l,ocations selected and

approved by 100

330 Prepal-ation of approved price bai:'galnlng schedules and explunfltion to

farmers' cO-OPSo

340 DesIgn vi i1eees~ary_irrigation works at selected [oc::rtionso
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·35. Negott~tlon of agreements and incentlveswith farmers· co--ops and

ln~;lvldu.al farmern (,9S needed) for land-leveling t' dltchlDg, wells and

engine pumps..

Co !lmlf!g: Th's dasign and orderiDg phase will probably take ulne months

of conc<:mtrated effort for its completiono

quantities 0

\

C'

360 Contraet for construetion of satellite foctory seructuras.

Contract for constl"llctloD of stCl'age facilities at BSFo

38.. Installation of satellite factory macbiaery, equipment, feed mUI aDd

power plant upon arrlvalo

390 C<mtract for growing of sugar beets at satellite locations in teat
j

t-

,d. !!m~' The construction and testIng wUI perhaps take a year ~r more

dependlDg on seasonal factorso The elnpsed time to this point 1D the

program Is two to' three years depandlng 0.0 the effectiveness of. the

. persoDllel and the speed of neg~tiations and decisions in the early phas~s

of the program" (Note: Any ~gal:" factory program will require 6qual

a~ounts of timeD)

400 Contract fOl~ lncraused augat" beet p~oductloD to match sa'.:elllte factory

capacityo

410 BSF BUgrtr output increased in proportion to (40) above.

42" Location and scheduling of more satellite factories to complete the

program following above p~oceduresQ

Ordering and contr9ctlng for additional satellite factol"ies and sugar beet

pro~ctioD according to th.e above sch~duleD
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Contl·~Ct for additional Juice storage capacity at nSF•

.Schedule of'construction of new sugar refln~r.i'

Negotiation and contract for the new sugar refinery.

Re-scbeduUng satellite factory locations and construction according to

\

•

.,

"

completion date of.nc.)w sugar refinery.

480 Construction and start-up of the new sugar refinery, satellite factories

aud sugar beet ~)roducttono

490 Completion of initial production ~haBe of the domestic sugar prc.gramo

e. :rIming: At this point all of the sugar program sub...systems are "go"

and the elapsed tinie should be within the four to five-year Umitiil"

X ,y , Other com'.nodlty system programs should have 'been proposed and can""
etc.

slderable progreE's made following Action Group C procedureso

The above commodity system outline Is also presented sa an' informal

''perl'' diagram in Exhibit 70 11000 1. The above "activities are represented in

the diagram by lines; the "events" l-eSUltlng from these activities are repre-

sented by circles in which nurilbel·s appear, corraspondlng to those introducing

each of the activities above~ The design team should prepare such a diagram

and plan uai.ng crUlcai path technIques for more positive project control and

implementatlon scheduling after the 'necessary early decisions have been made

and more Information becomes flvallableo

A closmg word of caution may be In ordero This time and action plan

caD appear formidable to some readers and they msy be In favol· of alternative
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approncheBo For those who beHave in simple projects and solutions to economic

problems, the short&~utof requesting foreign donor agencies and fuelr contra.ctors

to build a Dumber of convent1on~1sugar factories wtll have grant 39peaJ.; for tbose

who recognize the "mischievousness" of simple economic BolutiollS, the real but

more complex path to improving rural incomes and employment will b~ more

attr&ctive in spite of the great.er Vlork and j,"espoDslbil1ty fnvolvedo Hsxdin'a Law5

Is a worthy summary of tilts problemo It states thai in changing something in a

complex system, 'ryon can never do merely one thir:g.. "
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