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b . PREFACE

! This agri-business research study, by Robert an!y' of Checchi and Com-
pany , was prepsred under the AID-Checehi Contract Nesa=526. The scope of the

ssrvices to ba covered ag set ot in the contract ave-

. "Asri-busineas research to support policy recommendations to

L ' relate private industrial promciion #ith other naiional goals. The con~

- tractor chsil study the agri-business content of private industrial devel-
opment v”%h the alm of identifying and increasing the local raw matarial
content in local privste industey, The contractor ghall provide ressarch
assistance in suppert of policy recommendsations for the encouragement
of private industrial investmenat outside of the Kabuleamao "

The structural nature of this aseignme'nt is the suceessive relationships
b | in the econoray and society reaching fisom the national goals down to the level of
locating a private industrial establishmant.

Afghmistm's. national gqals were expressgcl by Presidert Dacud m his
Address to the Nation on A.ﬁgusz 23, 1973, 1 The following it a summary of that

address with rome commentary included,

The goalz are based on economic and social progresa with justice
&nd independsnce. In this conlext Afghenistan, a country in wrhich dif-
ferent brother tribes are lvipg, must strive to creats a real meral snd
meaterial unity baced on efuality, brotherhsod and fricadship without
discrimination. .t:ad fuxther, et the present tis, there is a need for
basic changas bessd on plarning , modern sclence and technology to over-
come eccaomic backwardness snd to bring about an ixdependent and weli-
ecoordinsted natlonal econoryy. In addition, social changes are needed to
improve workirg and living coaditions through baiter morals, education,
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health services, ejual opporiunities for women, and the development and
preservation of Afghan art and culture.

The means of achieving these goals divide quite naturally into:

- administrztive reforms
= geunomic reforms
== gocial reforms

In turn, the economic reforms divide fato five generel activities:

- fiseal policy

- monstary policy
= industry

= agricuiture

- COMME&rce

& is through the last thres activities ebove plus beiter living conditions
attained through social reform that the sgrl-obus@ess researci can be moast effec=
tively related to the naticmal goals and the promotion of rural Hving coaditions through
ingome and emplcyment outoide of th}e Kabul areca, The five general areas of activity
glven above have been; in the address, further separsted and deseribed,

Fiscal policy and revenuse - the present system of taxation will be
medified on the basis of preference of direct taxatisn to indirect toxaiion.
Expenditures — improvements wiil be made o the many forms of the social
Infrastruciure as well ag in expanding industry and agriculiure. Mogatary
pellcy — establish control of forcign exchange so as to prevent circulation
of meaney Ia '"black rearkets' ot exhorbitant profits, encourage snd guarantes
deposiis end savings in banka, snsure cooperation between private =nd siate
capital for progress, coordinstion and balanced economic growih, Encustzy
the stats gector of the econvmy ovght to be strergthened and the couniry
fndusirialized by eg’zblishing national industsies. Great importance is
attack~d to heavy indusiry such £5 mining, smelifvs of metailic oves, manu-
facturing of machirery, chemical indusiries, and electric pewer. The Sicte
will encourage, protect, guide and esetrol privata investment and eiterprice
in the fields of iight snd medivm jndusiries as well ag i» hapdierafiz. Homs
industries will be protected sgalnct competing foreign products snd capital,
Agriculture — lmmd veform in the interest of the majority of {he people will
be instituted. Cooperatives and coororative compenies for sgriculiure, for
producticn and for carsumptica will be estabiished with pasticipation of a




majority of farmers snd in their Interast, Where posstble, arid land
will be reclaimed and irrigation facilities provided. Also, scientific
measures for expanding and developing enimel husbendry will be adoptad.
Further, steps will be taken for resettling nomads and sillotiing Yand to
the lamdless people. Commerce = the State will guide the ccuntry's
foreign trede on the principis of guided comerce hasged on rational
fmterest. Commercial cuterprises will be protected ageinst competing
foreign products and capitsl,

" Prom the sbove summary , the purpose of the agri-business research siudy

cm be steted as a series of relstionships in the following order:

- Nationa! goals.

Betitor stendard of living
Rurnl income amd development

—~ Tha private indusicy corntent within the natienal 20818,

~— The agri-business srd cooperative coutent within the privzte industry
BECLOY, » .

— The local raw matsrial content witkin the above caterprise categoriea.
== The location of private indusiry establishments in rural axeas,

Placing these relaticaships in ¢ dynamic aystem cepable of producing policy

recommendstions on a sustalning basis s thus the focus of the agri-business

research study. As with most complex problerss, tbs approach edopied is the one

of considering separately ths varicus recognized paris of ths system making up the

area of Inisrest.

In the preparaticn of this agri-businssy ragsarch study, a pumber of con-

tributions were made to the overall effort. The organization and measurement of

“

the planniag data of investmant projecis under tho Forsign and Domestic Privats

Invesimant Lsw was gbly carried cut by Mohd. Arif Azizpour, Stetistical Analyst



in the Ressarch Section of the Investment Promotion and Development Depart-
ment, headed by Prestdent Younts Rafl ta the Ministry of Plarming. Mohd,
h‘ash!m Hassani, Agﬁculmml Engineer, worked faithfully and wall in preparing
the regional, emb-»regi(mal adminiatraﬂveocemer and minerai noaps for the
studyo Miraga Kabiw, Ecmomist tabulated end ﬂummed up the base deta by
tho 325 adminiatmtlva—can@ex‘so Miraga Kabiri and Hasnim Hezeaani, also
members in the Rezearch Sectiom, teamed up in the survey of commodity , repre-
sentative price differentials for the suberezions. Thurston Teecle end Lewrence
Morrigon of the Checchi team cmﬁibuted their azsistancs In editorial comment
t;nd éﬁ@ject development, | ,

The present report hr;ngs togstber the resuits of ahase efforts, It is
dividéd into scven chapters. dhspter I 85ts out the eg:ommic fs_’amework or
theory behind the approach aé’-}ocatedo The second chaptar, on the Rurel-Urban
Dtiélixty, brings ixto eha?be_r focus the fiimdamantal diﬁerences betwesn these
two pa\rté of any socie% and i'he consaquences for econbmic adv&cemmt of the
rural ssctor, Ths third chupler looks st imiustrial projscis in Afghanistan in
6x°§ler to distill mamingfuil rzaéésures of eccnomic-efiect of various kinds of prb«a
jwﬁ, magerials which make & contribution later in the s’mc_iyc The ne:ﬁ: chapter
wﬁines varicus methods in use f¢ sacouraging industrial invegtment and develop-
ment in the rursl or lzsa-privileged areas. The fifth chajter concentrates on
A&hanﬁstm and provides detatied inforrantion about the location of resources aﬁd
fncome of 45 aress in Afghandstem, Chapler VI i8 devoted to methods and approaches
of agﬁ;bﬁsiness project smaiysis. The final chapter seis cut a proposged program

whexeby agri-business can increase rural incomea end weli=boing in Afgharistan,
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CHAPTER I

AN ECONOMIC FRAMEWORK FOR AGRI-BUSINESS DEVELOPMENT

io 1 Introduction ,

This rezearch study focuses oa the means of employing agri-business for
the purposs of increasing rural incomes :nd employmaent within the overall Afghan
system of income-distributicn, The complaxities of such an approoch are meny
but ¢hey reflect the real world in which our purpose must be achieved. Couseguently,
these complex relationships as peit of sgri-business cennq& be igaored except at the
risk of failing to achieve the desired eads. |

How the pzrts of such systems work together can be snalyzed in vericus
ﬁso One approach is to 1d-snt1fy'il;hs ?ﬁncipal parts and develop them individually
with the expoctation that they wiil 1ater fit together in é compiete and smda&hly work-
ing process deiivering the 4or =ed benefiis. Alternetively, we éan recognize the
on-going returs of the econamic systam end that cur goal i3 to medify its efect
while being unsble to either start or stop it. Such sn appzroach requires that we
devote as much effort to the relationehips in t_he systen as we devote to the develop-
ment of the parts amd that wa proceed from the relationships to the parss and not in |
the revéraé order.

The choices betwesn the two approsches pose problems for policy mekers.

R is tempting for them to consider the effectn of policy change by coacentrsting



upon the part where the impa; is centered, while at the same time supposing
that induced secondary changes are so smail end un!mpor2ant that they can be
Beglectsd, For example, szricultura! projects are often 30 comcerned with the
impact of now inputs giving groater ylields cnd production that the secoadary
effects ave nssumed to be equally baveficial. The analysis may, therefors, rm
a8 {ou@ws: fertilizer and proper methods ~ higher yields - more p.a‘odum‘-ion -
groater 3ales - increased izcomo - expanded consumption - groatsr we!faren
Tae p@ssibm%y that this chain of cause axd offect can have a quite &iﬁferaz:t end-
1i5g 18 fudgad te be misor and go is pesesad ovor.
| However, the ccoumuviative inportaice of the sem@ary effscte is con-

sfderable, What is cverlooked i the gbove example i %a.facﬁ that a change in

aggregate expenditures on a new farm product by consumers is #n _impliad shift
of aggrezate expsnditures from other eommodities, As a conseguence, prices
and procduction of competing commodities will be changed by their §mdu_cera
and deslers so as to matntaln thelr skave of the aggrégaee income. %a is thus
foreed to considor the secondary effscts resulting from new agricultural inpute
emd might chenge the argument with equei logic o give a quite difforent eralytical
cutoome: fortilizer &< proper methods ~ higher yields - more production ~
greater quaatly of szleg - imr prices - no change i effective farm fncome -
stagpamt comsunier experditures - farmers cut back production to raise prices -
gnd B0 roal welfare benefi, _ A 1

Approaches that can pﬁodueé such opnosits raéulia accovding to the point

of view udoypied by the analyst will bave trouble b roviding unambigueus policy
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racommendations. The policy maker will be caught between the opposite points

of view and will ha;,'e to fall back on his ovn intuition to settle the matter. Taese
fipproaches are a type of partial equilibrium analysis that has received formal
and mathematical treatment but remaias similar to a "teetér«-tottef" whkereby
holdinz one sg’c of factors constant for balance, the inevitable result is that if one
varisble goes up the other must come dowr. This alas is not the way of the real
w‘orld A more realistic model typleally involves at leass: three variables and
three poseible reactions to change. As a8 result, we canrot be sure when one
variable is increased just how the other two variables ave geing to react. They
may both decrease in a partial manner ecual {o the increase, or one may remair
constant while the other decrecses in proportion to the incx‘éase, and ﬁna!ly one
raay evem acd to the initisl increase 80 that thé third variable will have to &ecrease
an amount ejuivalent to the sum of the two anreases.

Faced with these more com.plex possibilities, the "either=or'" farm
examples given earlier must be recast to gllow at 1_east for the farm producer,
the non-farm procucer, and the consumer. In additlon » each producer is tied to
kis quantity of gocds and its rrice while the consumer is tied to his income snd
propensities to consume, The potential trade-offs betﬁeem the three sectors snd
multiple price-qﬁanﬁiy factors will give the policy maker a ﬂumber of possible
answers degending largely on the condumer's reaction to the market changeso

Four possib’e reactions can be fmagined. {1) If the consumer does not wish to

~change the pattern of his consumption expenditures and his income remains the

same, then both producers (farm and non~-f2rm) must lower ths price of their

11 /'
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goedd in order to sell a larger quantity, (2) If the consurer is willing bo change

Be\ his pattern of expenditures for a bargain, then at least one price must be lowered,
(3) If, on the other hand, une non=-farm producer introduces a paw, atiractive article
that appeals to the consumer so that he cuts back on his nornial purchases in order
to acquire the new iter—, then the original quantities of goods ecarmot be soid axcept
at lower prizes, the consumer 8 income still remaining the same, (4) If the farmer
yveduces p;roductmn , then the consumer income must be higher to maintain his con-
sumptiion of faxm commodities and 30 farm prices cam rise. As they rise, the con~
sumer has less money left over to spend on non=farm products. The price of non=

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

o

[

goods produced and soid will have to be less,

Such results are often unexpected and not readily accepied 8o the fendency

is for policy makers to revert to partial equilibrium analysis as glving more
accepiable, even if less valid, answers, The need, therefore, i3 to ¢onsider in
more detail the metb~ds offered by the more complex but real world approaches

to agri=-bvsiness davelopment.

1.2, Economic Eelationshirsg

The complex influences introduced in the previous section are shown to
react on agriculiure in unpredictable ways so that the final outcome of a change
may be quite differasnt than expected. In order to forecast more accurately the.
outcome of projectg and policy changes, we should recognize that the state of

knowledge has changed considerably over the past several decades sud that rather




effective new tools of amalysis, combining oversll theory, emplirical laws s1d
moasuremeant, have come irto uss. It sa3:ns highly poeferable that we adof
these new teclmiquos however diffi- it they sre rathcr than cantinus being guided
by the indsterminate methods of partial anaiyris,

Three particularly useful economic fools or i ~xici8 pre applicable to the
question of coaverting agriculiural production into increased rural {ncome and
employment. They involve in order of corsideration thres imporéant éc«mcm&c
ratics: (a) the avers- e propemsity o emsuiane, (&) money anu pﬂeés, aad {c) the
proporilicn in input-cuiput velationships, T'rolects based upoa cxcepticns to the
maysis based oz these ratiog should be 'mdaziaken ejther with roluviancr or
only after the most careful analysis estcblishing the probal;ility of the benefits
expected. 'The three ratios ave described in some detail below, aloug with =

number of cther useful tools,

1.2,1, The Prozensiiy to Consume

Increassd agricultural producticn carmot very well eacape the fact that it
performe but & part of the task of iraproving rural incomss and smployment. The
other pazxt i3 in ail cases the matching over time of consumption to what {9 produced,
The income and preferences of the ccwaumers concerning what 13 offered in the mar-
ket also have a hearing on what crops aad @antitias agricuitural producers will find
it nrofitable to grow. |

At say given level of inccms, ¥he propensity to consume is the ratio of

congumptic: {o income and the a&verage propemsily to save is ths ratio of ravings

13



to income (and, ultimatsly, for the eeopomy 28 a whole the averagé propensity to
fovest). More importamt here is the marginal propeansity té consume, that is,
the ratio of change in consumption to & given change in income and similarly the
marginal propensity to aave i8 the ratio of the change in savinga to the change
in income. The key point is that the average propensity to consume is lesg than
e, and the marginal propensity to consume is typlcally even lens than the
average propansity to consume. Thus, when income i{ncreases, consumpiion
- facreases but at a lower rate. The average and marginal propensities to con-
sumé are stable for each c-ounny wi: ¢n a range of incomes and appear to be
long-tarm phsmmnaxm.,2 , 5}

It is also a gemeral phenomena that the matgﬁal propensity to con-
sume “vod products is lower than that of most other products, Thus, &s incomes
increase, the consumption of fcod products increares bu. at an lncréasmgly lower
rate. The result is that, under normal circumsi:ances, an increase » production
means &n increase {p Income which in turn meaﬁs a legger increase in consump-
tion of agricuitural producis which resuits in lower pricas to clear the market,

S&vings and favestment are also important. mvéstment is whst produces
growih in an economy. If the part of incoma that {8 not consumed {that {s, saved)
is invested in incomez-producing prcjects, the resulting increase ia aggregate
income may bs encugh to ofiset the relatively low marginal propensiiy to consume
agricultursl products and silow agricultural producticn increases to be ciegred
without price reductious. This all means that (1) aéricuitural éupply incroases

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

14
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agriculiural production increases without price reductions, the eccnomy as
whole must be growing, and sush growth in turp mq‘ures & high lsvel of invest-
meat. These concepts are losked at from other appreaches in the ' ~wing
secticas,

Pregent world prospority 1a iargely the rasult of pslicy daeleions formu~
lated through the use of the iBcome=consumpticn-iavestment relationship, Ths
fact that agriculiure tn much of the world still followe the fdea that productivn does
creats Its own demard may well aécount for the persistence of low incomes in rural
ai;aas. It 18 hard to use successfully em inappropriate approach for rural snd agri-
W development while competing with a better ezgmom;c coicem in urban

areas,

. 1.2.2 Money and Prices

Money must also be taken imo account in cpnsﬂdeﬂng the reaction of
prices to charges in production. Agricnltural production, of course, {s in real
commadities aad ¢o exchange them for other real goods requires money axcepi
in pure barter arrangements. The éellaﬁénsbip of monmey, px.flces. and transactions
8 eommonly expressed in the form MV = PT, where M ig the stock of money, V
{8 average velocity of money in ofreulstien, P is average prices, smd T is the
tramsactions of pr&ducﬁm, goods and services, ©

An increage in agriculiural proméﬁcm will change the eguilibrium of the
equstion unlezs at least one of the other factors changes in proportion. R i_a

sometimes proposed that these changes can take piace with gtable prices, that is,

15



a cha@e in agricultural production cam be balanced by gproporti(mate change

in the velocity of money in circulation. If this proposﬁ@ is ltkely, then the
¢oncept of production creating its own demand might be made valid through
velocity increases céntrary to the opposite conclusion expressed in tho previous
aeotidn, The velocity of money, however, i3 considered one of the 'gront ratios
of-ecmomics"4 because of its statistical stability,

A rocent financial study of conditions in Afghanistan by M, J. Fry5 is of
imtorsst in 1o~axrd to the relationships in the above equation, He efmws thst the
velocity of menay in circulation has indead bean stable m Afghenisten. Over #
paeriod of 39 yeaws (1313-1352), the mean veloelty (the ratio of gross zational
prodm in the money economy %o the stock of moxney, 1. e. currency fn circula-
tiom plus private domand and timerdlepoai_ts. excluding inter-bank deposies » usuaily
dencted as M) 18 5.24 and the standaxd deviation is 0,215 or sbout 4%, The
beginning velocity ratio in the p@riodrwas 5.09 snd the eg:d&ng ratio was 5,06,

This deia cmﬁrm_s, for Afghauistan, the law of stability of the velocity of money

in ciroulation, See Exhibit 1.2.2.1.

Under these circumsiances, sad if the stock of monsy is held constant,
them increases in transactions (production) will result in the price factor decreas~
ing in order to maintsin equtlibrium, In the actual Afghanistan csse, the stock of
monoy has increased rapidiy sud inflation of prices has averaged 8,65% axmuslly.
Such en increaze tends to disguise f:he roal production-price relationskips, particus-
laxly with regard to agriculture and rura! income, Bxflstionary price incresses,

or price stability for agricultural crops in the facoe of geuoral price inflation,

16 o
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Money Stock
Mg

i9¢
209
224
240
257

275
292
338
420
502

582
684
797
850
855
907
1,040
1,168
1,274
1,339

1,593
2.097 °
2,473
2,481
2,417

2,587
2,728
2,981
3,665
4,405




Money Ecbnommy

* Source: M. J. Fry®

Inug GNP
1344 29,059
1345 338,060
1346 33,616
1347 32,132
1348 33,019
1349 37,716
1350 42,440
1351 45,070
118562 50,396
Mean

&;mdard Deviation

i8

Money Stock
Mo -

5,393
8,160
6,355
6,289
6,538

7,341
8,181
8,759
9,954

Velocity

§.39
6.37
5.27
6.11
§. 06

6.15
5.19
5.15

5.24
.215



obviously do not help the rural sector, We must, thersfore, move to the "real'l
enalysis, ad do so through discussing demand elsstiofites for agricultural pro-

ducts,

1.2.3. Income and Price Elasticities of Demand

The income slasticity of demand for goods and services including agri-
c;xltural -eommodzties exprases the change in quantity demanded thst will result
from & given change in tncoms. Such expresgior= are commonly shm an numner-
ical coefficients. For example, if the income elasticity of demand for food fn
low=income countries ie shown to be 0, 8, this meang that a 1% ipcresse in incoms
will fncrease the dsmend for food by 0, 8%.- Carrying this notion a step further
and essuming thet 60% of ths average ix.xcome' is spent an food, then in a case
where sn average income of $100 iz incmésed $1; the $80 nomany apent oa food
will be Increased only 48 cents (0;81: 0.6 = 0.48). Interms of fncome levels,
the income elasticity for afl food 18 shown in fnternational comparisons to be gbout
¢. 8 whom por capita incomes are around $100, ¢o drop to about 0,5 at incomes in
the $500 range, sad to drop further toward zero as incomes rise above $2,000,
Urbsn and rural demand rosponses for food-graing aré elso interesting, For
example, {2 hos bosn shows in FAO studies that where tho fncoms demand cosf-
fielent may average 0,5, the average for the large rural sector wiil approech
0.6 and urban average will approach 1.3, This is another example {lluatrating '
ﬂw web of relationships thet restrict the opsn-ended expersion of agricultural

production,

19



‘The price 9laat!ciues of demand express the change in the quantity of a
commodity that will be demanded in relation to a chenge in its price. I the
previcus case of income elasticitias, an incresse ir income gives rise to an
increase in quantity demanded; in the cass of prica elasticities, however, en
ihcrease in prices results in a decresse in quantily demsnded, For this reason
coefficients of price elasticity Fave the cpposite sign of thoge for income elasti-
city, that s, 4 negative or minus sign, Thus, a price elasticity of demand for
feed, typical of low-i'neome countries, of -0. 9 mosus thot a 1% increase in price
will cause the quantity of food taken to decrease by 0.9%, and & 1% decresse in
price will cause the quantity purchassd to incresse by 0. 9%,

The relationships of increasing populatica, changiné rates of ugricuitural
production snd incomes when combined with ineome snd price elasticitios .am
complex but they sﬂll regpond in pmﬂic&abiga fasl;lon to the famillar laws of supply
&nd demsand fa their reaction to changes in price. Of particular !nteress in the
present case {3 how ﬁopuiatian smad incoms dxan;and (that is, demand affected by
change in population =ad {ncoms) affect prices in response to changes in supply.
In order to follow through on these interactions, we must divide the income
demnd between the populatioa fn agriculture zand that in rog-agricultural pursuits,
We elso wart to kaow the combined resction ou prices when the non-agricultural
income par capite is held conznani » &8 wall as the necessary reaction of DON=-ag i~
cultural incomes under canditices ta which agricultursal prices ars constant. | In
addition, two éhanges in the overall system ars of intevest. We want to know the

reactions whew (1) the proportion of the population in agriculiure decreases, gay
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from 70% to 50%, and (2) when the genersl per capita income lnéreases ., 88y
from $100 to $500, with corresponding changes in the iﬁéome aud price elasti-
citles of demard for sgricultural products, 1.e. from 0.8 to 0,5 amd =0, 9 to
=0. & respactively.

| The asgumptions and estimsated results of such conditiong, changes snd
gemeral reacticns are set ow? in Exhinit 102},3o 1. The sccondary lterative
factors have been ignorsd for the sske of simplicity and because we are more inter-
ested in travde o¢ this point than the sbsolute values which rstjuire more elaborate
treatmest. In each oxample ’m the Exhibil, the aceoloramted tncrease in agﬂcultu_ra!
productica {3 tbe same, 2%, 3%, 4% =nd 5% > while populaﬁ@ inereases uwniformly
at two peresnt so thet the ne! per capita increase in agricultural production is 6%,
1%, 2% end 3%, respectively,

The results elearly show thst when non-agricultural per capita income is
steble and when sgriculiural productica i3 ﬁizcreasing_faster than populstion, then
Average agricultural prices will fall, Further, as the proporiion of population in
agriculture {s smaller end/or when ths ovesall level of por capita ircome s larger,
taen the averege sgricultural prices will foil even mors ragid’y in response to agri-
eultural production incresses eutdistineing population increases, “

The most sarious constraint on Incressing sgriculiural pro&;cﬂo@ rer
capita {g found fn the margiral rate of cheamge in agricultural prices., This is defined
| as the rale of price chonge considering coly the production rapreganting the increage
over the previcus year, i.e. the last x peicert where x = ths rate of production

increase. To puf it Into resl lifs 'terms, i 18 in the natuve of agriculture that prices
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are highest just befere the harvest begins and that they fall progressively until st
the ¢md of the harvest period prices are the lowast, péf&eularly when 1t 18 avident
that productisa has incrensed significantly. Thus, it ié at the polut in time when
increasca in production are romlized that they are being sold at ths lowest pricas,
| In other words, the egricultural inputs that caused the increases are then seen to

bg ylelding the lowest retura, According to the calculetions in the Exhibit, the
marxginal prices sud returns can range from zero change to =79, 5%, based on the
varicus asgumptions used,

The motivation psychology to increase sgricultural preduction in the face
of such marginal price effects is uniikely to be very urgent, especially if producers
kuow through experience or hsarsay tiat suél;_s are the eﬁe;tso There is, in additioa,
the plamwevetjrday work and {ncome psychology that mme: dimfaishes motivatiocn,
R has been summazized eﬁ’exﬁvely by R. Lekachman® as follows:

" = Work is painful and 18 never undemken_fo»r its own sake, "

' = Additional work becorees more patnful hour by hour, "

"' == Wages are pleasant bacauss thoze who receive them C&R us8 them to
command pleasurable objects and services. " .

" = Nevertheloss, additional weges yiald less rleasure, pay by pay, then
their predscessors, because they gratify tastes of ciminighing urgsncy,
for individuale buy f2ems of greaier pleasure with thelr initial units of
fncome, "

" == Therafora, work is parformed in anticlpation of pleasure thet excsads
the pain of the nddittomal Izbor, Henee, addit!anal work for additional
producticn tends to coase just before the point where edditional pleasures
match additional pajus, ' '

Lekachmen's conclusion can be paraphrased with raspact to prices as

follows: Additional agzicultural hm&ucﬁon tonds to cesse just bsfors the point
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where additional pleasures match the pain of decrescing marginal prices of agri-

cultural commodiiies.,

1.2.4. Neoa-Agricultural Per Capita Incormes

-Exhibit 1.2,3.1, shows that the tendency toward decreasing agﬁcultural
prices can be offeet by rising nc -agricultural per capita incomes, It is found, how-
ever, that non-agricultural income;s reust rise much faster thau agricultural produc- -
tion in order to stabilize agricultural prices. Thie inescapable income differential
between fast-rising urbar incomes aud stable rural incomes is an important cause of
the observed migrations of populstion from the agricultural sector to the non-ugricul-
tural sector even when non-agricultural Jobs are scarce. The chances of income
benefits are generally judged better in those s'ectors. when:a higher per capita incomes
are known to exist, This movement of rural workers to higher income areas, where
they are slow .i;o find high-paying jobs, reduces the per capita income level in these
areas, | At the same time, this movement reduces ’the'pogmlaﬁon in ¢he rural areas
wﬁhdut reducing the volume of income sé ruxal per capita incomes mcrease? The
net effect is to reduce the difference between rural end urban per capita incomes.,
Increases in total per crpita income levels, say from $100 to $500 per yéar, also
reduce the difference betwesn rural a:ud urban per capita income. In Exhibit 1.2.3.1, s
the annual differences betwesn per capita income of agricultural and nmaagriculmrﬂ
sectors varies {rom zero to 6%, {.e. the diffsrences betwesen column Eq) and (z,) as
shown in the bottoin section, ease 6, of tho Exhibit, Obv the basis of agricultural p@opum-
lation decreasing irom 70% 1o 50% with agricultural prices being stabilized by rising

non~agricultural psr capita incomes, cases 2 and 4 of the Exhibit, them non-agricultural
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per capita incomes do not need to rise as much to stabilize agricultural prices,
f.e6. in cage 2 non-égricultural per capita incomes increased 5,5% to obtain a 3%
increase in agricultural per capita income; in case 4 the required change {g only
4.6%, which is about 18% les3 than before the shift in popul:;mlono

The overali sffect of increasing agricultural production faster than the pop~
ulation s increasing is either a lowering of agricultural prices or an increase in the
per capita income in the aon-agricultural sector faster than in the agricultural sec-
tor. There 18 no "irickle-down effect.” If anything, economic growth tends to cause
a "trickle-up effec., ™ Relatively then, the non-agricultural sector gets rich faster

while the agrcultural sector tends to fall behind.

&

&

1.2,5. An Empirical Example of Crop Production -« Price Relationships

The agri-business price-relationship in Exhibit 1.2.3.1, is a general and
theoretical one. It indicates that concentration on the inputs and production side of
agriculture, though of great importance, is not suffléignt Lty itself wﬁen improvements
in rural income and employment are the goal, Befoi'e sattling on this implied conciu~
sion, it is worth considering a production=-price .c"ase based on empirical evidence.
The American case of agricultural production and prices has béen selected. This
cholce was made for two reasons, First, 'the necessary statistical data is availabrle
and in good order. Second, ﬂze data reflects a prosperous agricultural sector and a
well~developed agri-business one, Togethér, they provide a fair test of the produc=
tion=price relationship under favorable conditions and thus give an indication of the

directions the agri-business study will need to consider in greater detail,
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' The U. § production price duta’ for 67 crops during the period 1954~
1989 were enalyzed st five~year intorvals, Exhibits 10.‘5;501 and 1,2.5.2, A
summary of the results in terms of par capita demsnd or production with current
prices deflzted to constant dollar sgricultural prices is shown balow using index
numbers, Ceastemt dollar prices per metric ton for agricultu>al enmmoditios are
axfﬂved at by dividing ¢the farm value in current doliars by the constant doliar price

déﬂasor and then dividing this quotient by production in metric tons.

Three food grains
Year . 1954 1959 1964 1969
Production Index 100 101 » 109 117
{per carpita) '

Price Index 100 87 72 52
The numbers show ciearly that a3 production per capits incraased 17

points in 15 years, prices in canstent ualts decreagsd 48 points.

Four feed grains

Year 1954 1959 1964 1969

Production fadex 100 120 99 122
(per capita)

Price lodex 100 78 8% 46

Here the rosulis show shorter term swings wheress fosd grains shovred a
steady progressicn, Fesd grain production per capits fncressed 20 points betwosn
1954-59 ard prices declined 22 points, I the next five-year period, 1859584, the

farmers cut back production about 21 pednts and prices increased about 9 points.
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In the following period 1964-69, per copita production was again increased and

consgtant dollar prices fell sharpiy.

Twenty=-five vegetatle crops

Year . 1954 1959 1964 1969

Production Index 100 98 ing 101
(peT copita)

Price Index 100 108 120 124

In the case of vogetables, production per cap’ta was held almost con-
8 1t over the fifiesn-year total pexicd. Prices even in copstamt dollara are seen
to have tnraased, possi:ly because effactive dermzad bad inereased with ﬂé:ing

por capita incomes, but groduction did not'keep pace,

Twenty=five frult and t2se nut crops

Year 1954 1959 1964 1969

Production Index 100 89 78 104
{rer capita)

Price index 100 112 145 118

The same general pattern is again revealsd. Ths lrst two five-year
periods show production felling amd prices riging, while uf the end of the third

poriod, production has rizen rapidly end constent dollar prices sharply doclined.
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Ten other crops

Year 1954 1959 - 1964 1969

Froduction Index 100 104 124 137
{per caplita) . :

Price Index 100 92 92 62

The progreasive deciine in constant doliar prices as per capita pro-
ductich fnereased i also true for the tcn crops in general, Thexe I8, however,
an exception in the price pause of 1964 which ssems not to have persisted for
by 1969 a 37-point rise in production has been matched by a 38-point fall in
constant dollar pricss, , |

On ths baats of the shove evidenc_e, a change ii per capita crop supply
does not appesar to be capsbie of cresating its own demand except by an iﬁverae
movement in congtant dolizr prices.

The dstailed bacitup data for these index numbsr {ilustraticns are

given 1o Exhibits 1.2.5.1, and 1,2,5,2, which follow.
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1.2,6. Livestock Production and Price Relationships

In order to complete the agricultural picture on production and prices,
livestock has been treated in the same meanner as crops , fnd not unexpectedly
the results have been the same. Rising per capits prodz.xction in livestock results

in lower real prices while decressing per capita production results in higher real

prices, Again there iz an exception, this time in wool, where both production and

prices declired. The detsiled emaiyticel results are givan in Exhbit 1.2.6.1. snd

are summarized below.

Livestock and Commodities Index of Price Charges

1960 . 1964 1969

Cattle & calves

Production Index (per capita) 100 114 114

Price Indax , 100 88 114
Hogs , N -

Production Index (per capita) 100 29 94

Price Index 100 99 125

Sheep ond lamnbs ' :
Production Index {per capita) 100 77 56

Price Index 100 127 86
Wool

Production Index (per capita) 1060 76 56

Price Index 100 127 86

Chickens & broilers

Production Indox (per capita) 100 114 140
Price Index 100 85 79
Turkeys : )
Production Index (per capits) 100 118 121
Price Index _ 100 84 77
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Livastock and commodities

1960 1964 1969

Eggs
Production Index (per capita) 100 100 99
Price Index 100 95 97
Milk and cream '
Production Index (por capita) 100 97 84
Price index 100 99 114

1.2,7.  Subsidies |

The agriculturél production price effect on agricultural i)er capita
incomes can be offact wher non-agricultural Incomes rise more rapidly than
agricultural incomes as shown in Section 1.2.4, The income differentials thus

2

generated tend to raise problems of inequality fu a socie'agr and other meeus
must be employed to reducs such disparities. In the U, S, , the Goverament has
found it desirable to make subsidy payments to the sgricultural sector, which
have accowmted for 15 percent of the agricultural gross iacomesm over the
fifteen~year psriod ;analyz_edo In addition, the popuiaticm in agriculture has
decreased from about 12 percesnt to aboutt 5 percent over the same period. Thus,
farm iccomes m the U, S, have temded do keep pace with non-agricultural incomes,
The EEC fcllows sincilar policles of subaidy and protection to keep far*m ‘neomes
from falling tco far behind,

In developlag couatries such as Afghanistan, where Qae proportion of
the popuiation in agriculture i3 as hizh a3 70 percent, the availsble resourc;as

do not permit subsidy programs of such magnitudes. We must, therefors, look

to the development of agri-busineas and non-agricultural payrolls in rursl areas

e
Ao

if improveiment is to be made {n rural incomes and employment. )
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1.2,8, Input-Outpbut Relationships

In the preceding sections concerning the §;:c>pansity to consume, elag-
‘ticities of demand, and money and prices, the emphasis was on the total or aggre=
gate relaticmships in the ecomomy. These general relationships are essential to
ipgure sovndly-oriented policies for xgri-business. Thoy are not sufficient by
themselves, however, as a guide in the development of aqually sound policy at the
muéh more detailed level of industry where promotion of investmqnt in {ndividual
projects is required. /

Thke Leontief input~output teclmiques7 fortunately provide us with the
means of disaggregating the economic totals of income, gonsumption and invest-
meht a8 expressed in Secilon lqzelo At fhe same ﬁme,:in a crossesection or
matrix format, it identifica the industrial outputs contributing to these totals,

In the procesa the inputs to each industry from other incustries are identified

apd summed with the factors of value added such ag employment,.taxes , intorest,
and surpluses including nes _proﬂte Tha rigor of @s approach is tested for each
industry by the requirement that the total measurement of outputs and inputs

muset always equsal one another, In addition, this inpuéooutput agystem adapta

feself to tha inclusion of exports and importa, thus expanding the previous models
of consumpiion snd nmoney , which were shown for cloged eqonomies without foreign
trade, for the sske of simplicity.

The real value of this input-output approach for the agri-businsss study
comes from 18 bracketing of a given project with 'demazd' for its productiom‘

through sall varicus transactions to the final product on cae stde, while on the other

35
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side all sources of supply-inputs must be aceounted for. In the crogs-section »
production and income are bracketed by savings~-investment and consumption.

These relationships can be put into a eimple, illustrative diagram,

L L R S mves@mﬁmt@---namnnmu

v

' 4

¢ ’

! Savinge

g

i - &
v ’

Suppiy-Mput =eeeep Production-INCome =e—w—y Output-Demand

9 :
Consumption = = = = = = = = = =

The ciagram in-ludes Loth th_e investment s‘iep;_prior to the start-up
of production as well as the production step itself. The- investment step 18 shown
by the broken line from Dsmand (ths demand for investment goods) through Invest-
ment to Inputs (for plant devélopmemt) and the broken line frem Income through
Savings to Invee&xﬁent. The production step of Eaps._ﬁ to Consumption (fin.! expen;
ditures) is shown by the rest of the diagram. |

A description of these relationships is expositionally complex am.2 the

moet satisfactory way to present thom {8 in the form of 3 symbolic ezusation or

model.
Total .
Inpute to Sales Qutputs
Production Tusnover to Users
X+M+W+T+R = g = x+C+I+_G+E<
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pe——

where,
X= Inter-industry trade or purchases of finished output from one

industry to another industry. The "X" terms op either side of
the equal signs may be subtracted without changing the equality,

= Imports
W= Employes compenaation
= Taxes lsss subsidies
= Residua’! of depreciation, profits, ete.
g = Sum of all transacticns or turn-over during given period

= Personal consumption expenditures

I= Gross brivate domestic investment including inventory change
G= Government purchase of goods and services
" E= Exporxtz

The above egquation can bae readﬂy reduced in the following meaner £o
show how it includes the earlier equation or medel for the "propemnsity to consume"
in a closed economic system by assuming no foreign trade or government 8acior

and by subtracting the Xs from either side of the equaticn, thus
W+R = C+1

Recognizing that W + R equals income for which we csn substitute the symbol
Y, we have ilie earlier egquation for the propensity toconsume Y = C + I,

We can alao expand the input-output equation to show the inter-industry

relationships including meney-prices, 'R 18 worth the time to develop this

expanded form of the input-output equation because of its usefulness in measuring
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and understanding how agri-business rolates to supply and demand. It also pro-
vides a sound means for evaluating agri-business projects as well as maay other
kinds of projects. The matrix format in‘ which the expanded model 13 set forth may
appsar new and complex, but like amy other evaluatfon iex;hntque, it requires some
repeated a8 after which 12 becomey Quite.natural and nowhere near as complicated
s it first appears.  In its felly developed form, of courae, where it is used for
analyzing and forecasting national economic changes,the inter-industry matrix
algebra cza becoms quite formidable, but that 18 not our purpose., Our purpose
will remain at the project evaluation ievel. The basie accounting format‘for
evaluating the agri-business and some other projecis in th;s study i{s presentad in

B
Exhibit 1,2.8.1, ’
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1.3, Chapter Summary

| In Chapter I we aitempt to demonstrats, in a variety of ways, that
Increases in agricullural production do not create tﬁ;a:ir own demand and that,
unless other developreents ocour or other sieps are taken, the normal result of
a simple bucrease in per capita agricuitural production i8 a drop in price.
Mher, such a drop may be so large that the agriculiural sector i8 worse
-off than it was befors the per capita increase in production was achieved.

Using the propensity to corsume as a tool, we show that cansumors
will not tend to increase their consumption of food as rapidly a3 thelr income
increases or in response to increased availability, We demonstrats thas the
increnses in the monsy suuply may tend to increase curggmi; afghart pricas;
hu‘i, becsuse the velocity of money is mﬁarkably stablé, the monstary efizcts
do not raise rveal prices of agricuitural outgut, Using ixcome and price slas-
Heiiles of demand, we show again that, unless there is‘ a very ilarge increase in
nen=-agriculiural incomes, imcreases in agricultural outjut rer capita result in
lower prices, especially iower marginal prices and a relatively slower rate of
Income growih in the sgricultural sector, The rural-urban income growith rate
difforentials can and do become quite large, a subject which we explore in much
more detail in Chaplar 11 «a the Rural=Usban Duality,

Getiing avay from the theoretical ~.alysis for a moment, Chaptex 1
makes use of some of the great mass of data availabls on the U, S, avonoray to
glve aa empirical example of the poini vnder discussion, I the past 15 years,

up ko 1569, most U, S, agziculture exhibited vhe phenomznou of real prices
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CHAPTER I

THE RURAL-URBAN DUALITY

2,1 The Dusiity

Urban and mxzal aress ave go distinctly difterem in character that the
economy a8 a waole can be seen to ba divided into two paxtso The mosi recogniz-
able foature-to mast of us is the difference in density of population in the urban
centex_% as compared with the open spaces and distances between people iu the
rural or agricuitural areas. Auother easily idehtiﬁéd diffsérence .is the 'mueh
gresater activity zud traific to be observed in urbmm centexs, Less vigible but
no lesy veal are the differeaces v'-zhereby pature produces rural producis sud per~
sonal activity is weguired to prodube uraen produ,cﬁsvand seiﬂdces-o

Urban a:v-ezis are p:<’edominani;1y centerslcf non=agriculiural aciivities
and empioyment vhiia rux;al areas account for most of the agriculiural employ~
ment. The bouncaries betwoen these classifications, bowever, are not sharpiy

marked sud we ranst recognize villaze-town activiiles im 1ural areas as w ell as

fregh fruilt end vegetsble farming in or quite near to urban centers. It is also

true that specialization of farm and urban activities axve nok entirely separated
even at the family level, paxticularly in urban aveas and commercial vi7T «es.
Many such familios engage o both sgriculiure and pon~-tgyicultural puysuiis in

ordar tn sure fheir basie Jood supply cuch a8 whent zod so augment Lwly son=

agriculinral incomes. The cvexall objeckive of lzcraasing rural fncomes and
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fi'j) ' employment ctn, neverthaless, be well served -by.observmg the rural-urban

() ~ duallty, or agricultural and non-agricultural sectors of employmemt as geparate
..... entttieso An imporisnt distinction can thus be drawn betweeu the menner in which
‘ i | urban and rurai incomes are gemneratedo

Urbgn incomes dapend largely on the day~by-day activities snd trans-

actions. | Rural incomes on the other hard depend more on seasonal activities at
.the time of placting and harvesting. In between these periods, except for frriga- |
tion as in Afghsmistan, there is litile the farmer éan do to inﬂuencga the part thet
the biosphere =ad agrcnomics play in sucesssfully maturing the 61;opso The
urian sector follows a different paitern and 13 basically dependent on activities
which are largely within ?hé control of fts participants in contrast with the farmers
who must play a waiting role Whlle forees beyond their 'fontrol are deterinining the
outecome of .ihair- income notential,

Anctuor factor in thig dual system is a matter of logistics in which time,
distance and velume are of quite differant orders.

The urban center {8 compact and the density of population is relatively
great so that the time reyuired for one person to contaci another is relatively
short with the reguit that many tramsactions and deliveries can be achieved in &
single day. The distances beiween transactors are similarly short and the
volumes to be cxchenged cach time are small so that transportation requiremerts

are minlmized, For the rural areas these factors are just the opposite. Trans-.

poxtation {3 tyrically long snd difficuit so shat much lime is reguired for one person
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to reach mnother. Also the prfncipal transactions of exchanging crops occur

* only at relatively lonyg time intervals. Crop movements are also in relatively

large volumes end so require greate: organization and facilities as compared
with the small volumes that can often be carried by hand from shop to home.

The paiterns of growth that result from these differences in rural] and
urban areas axre also in cantrast by their very nature. Urban development spreads
out in roughly concentric circles with greater demsities along major routes of trans-
portation. Depending on the approach adopted in town or urban planning , the
expanding boundaxy of bﬁi lt-up areas can be sharply marked or it csn terd to
trickle out inte open suburbs and small commereial farming for tke urban market.
Nevertheless, zuch growth patterns vroe the resgl& of street extensions and other
Infrastrusture programs to satisfy the neads of psople gor homes and living space.
The investment required to caryy out such programs is basically governed by the
avaflability of funds and the numbers of people that can be served by a given expen=
citure, Hencs, & rather high minimum density of popuiation s 'ﬁmdamen&al to
guch grovth and te‘ands to maintain the efficiency of urban development ia terms of
activities and ¢ramsactions. These physical amenities and eofficiency fu turn
attract institutions both national and foceign as well as indusiry and commerce.
Thus the stage is get for the next expanding wave of strast e,‘;tensions nd concen-
tric ouiward growth,

Thege many factors together act to pump up purchasing power i ’ﬁhe
urban syslein snd through the {ncome-muitiplier of con;sumplion and {nvestment

and so promote in many ways the attractiveness of urben livieg that ie ia high
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* contrast to most rural and village life. The typleal result Is a Steady migratiun_

of population i‘rom rural to urban areas with little or no henefit to rural incomes
tmd eniployment. At the same time, population groewth 15 not all benefit to the
urban areas hecause m4any new arrivals in the citles lack skills and rescurces
and so add to the problems of congestion, urban sprawl, i)ol!ution- and slum
enclaves. This duality or action and reaction in the system supports the balief
that projects designed to {ucrease rural income and empioyment wiil amnecliorate
these regative ivends. It iz, therefore, one of the ourposes of this agr* business
research study Lo show how agri-business can be an eifectwe means of counter-

cting the wigrations by mzking rural areas better places in which to find jobs

and earn fncomes,

As the urban ceonter grows and expunds in itsg co:m;act efficient éattern
of coacertricity, the rural dveag prove to be much more resisiant to chaﬁge for
@ number of reasons, Tbe migration from the rural arese to urban centers is
unavoidably reficeted in much slov;rer raies of grow?;h in rural towns and villages
as compared with thet in urhan centers. ConseQueni.ly, ibe dovelopment of the
needed nfrasirasiure of geivieeg and arer!iies suifers from tigher per capita
cost due to the greater dieizwce between users as well as the lower level of
demand placed viion them. Even farm-to~markes roadé wail wader sueh eircume
stences to shew —stwrng sulfcient to juaiily their investy ent uuder the common
criteria of user nost, heneticg, This is mfa:.fnmate hecauée there is a quite

derinit: correlation batweer the ratio of farm-to-markel roads ard cuitivatad

land to crop yields, Thus, it is not unti: the farm=-fo-market roads resch 3
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EXHIBIT 2.1.0.1.

Cersal Crop Yields - Average 1954-1988 - Poumds per Acre.
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[‘ ] density of 1,5 miles per square mile of cultivated land that ylelds start to

" (' y ‘ h;crease rapidly enough for road user benefits to exceed the cost of the roads.
; ' , A typical curve demonstrating these relationships is sh&m ln Exhibit 2.1.0.1.
{ ' This investment-land-yleld felationshlp is one of the essential differences
betweea rural and urben growth psttexns. Urbam street-land-income relation-
ships cam also be plotted as & curve but it 18 not necessary because, as already

i pointed out, the user demand tends to precede investment in street extersions.

o

o 2.2 The Usban Complex
The urban complex 18 typically the seat of government administration
and the legislative finction of cresating laws and regulations. This decision=
. o making machinery is given weight and force by the pawer:'io {ssue money, borrow,
tax and make expenditures. As a result, such centers are most attractﬁre to
b - , those groups seeking to influence, aed benefit from , these governmental activities.
j Such interest groups include indlxétty, domestic commerce-, foreign trade, com=
mercial agricu.!ﬁursﬁ!sts , social and educational _sérvices , public administration,
financial insiitutions and éo forth. Their incomes, payrolls and profits create a
growing aifgcztlve demsnd, consumption and new investment. This set of dynamic
activities terds to be geli-contained snd looks to the >rura1 sector for little more
than a few basic agricultural commodities for which resource endowments are
particularly favorable. As per capita incomes increase in thess urban enclaves,
£ : a progressively smaller portion {s spent on food as has already been pointéd out

{n Chapter I. At the same time, rising incomes cause a change in tastes favoring
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imported food items and so further lowera the portion éf urban tncomes clrou~
lating to the domestic rural areas. S

In developing countries such as Afgbanistan, the rising num-food portion
of income expsndimrés is also influenced by taste pmfez;mcers favoring imported
goods, particularly those not produced within the country. Foreign travel also

increases and togéthar with other imporis generates a strong demeand for foreign

oxchange which requires a more than proporticnate increase in the in-flow of

forelgn exchamge from exports, tourism, and capital trapsfers in the form of
loans snd gramia. Iu addition, these in-flows of foreign exchange must be large
emough to provide for the imborted needs of development projects and new indug-
tries and construcklon. It 18 one of the smomalies of de\;glopment that agriculture
is often expecied to generate ever greatér export volumes to earn foreign exchange
for urban purposes and from wmch agriculture receives only a declining portion

of the benefiis.

The effect of these many factors opens a distribution gap between the
participants iv the urban economic system énd those in the rural aystem almost
as though they were geparate couniries engaged in an approximaie intornational
trade relationship, ‘rals polnt will be further developed in later chapters of this

study. Such gaps or differences are of low visibility buf nevertheless real in that

they are cleariy recognized by many in the miral populaiion who at least fecl that

moving across the boundaxy into the urban complex will give them a bettef livivg

tham they can find in the rural areas,
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A strict definition of an urban area or center has not been agreed upon
by the international community of planners. However, the U. S. Buresu of the
Census defines an urban place a8 an incorporated municipality which has reached

a population of 2,500 and, in addition, the physical, political, gocial and economic

" features of the limited area must be so developed and interrelated as to be recog=

nized as a functioning unit, Varfous otber agencies use larger populations and
5,000 seems to be a popular figure while retaining the other features of. the above
definition, An alternate population used in meny analytical studigs is a population
density of 2,500 per square mile or 1 ,000 per square ldlometar; .

A schematic 1llustration of the dynamic set of urban activities outlined
in this section i3 shown in Exhibit 2,2,0.1. It will latelj._Be éhown ag part of a

composite {llustration of the combined urban-rural system.

2,3. The Rural Area
The open and independent character of rural areas stands in strong con=
trast to the compact and interdepsndent one of the urban sector. The relative

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

by constructing an index bazed on the ratio of rural area to urban area, Aciual

urban area dota by country is not genexally avaflable but can be estimated from
population data and the use of sm averags urban density ratio a8 indicated in the -
previous sec&ion; The following short index ust- of rural area/urban area ratios
pased on & density of 2,500 gives a not surprising indication of the differences

between Industrial and non-industrial éou’ntwieso
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. EXHIBIT 2.2.0.1.  URBAY SECTCR DEVELOPMENT
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Rhﬂo of

Country and rural area
Census Date - : to urban area*
~ Iraq (1965) | 213- 1
Venezuela (1961) | ' 178 = 1
Iran (1966) 148-1
Afghamstan (est. 1870)  M6- 1
U, 8. A, (1960) . 71 ~1
France (1262) o 161
England (1961) 81

*The urban area iz estimated by dividing the urban
population by the density factor of 2,500 persons
per square mile, This factor tends in most cases
to increase the urban area somewhat and thus re-
duces slightly the magnitude of the ravo. The
Inaceuracies induced by this approach are judged
not to impair seriously the validity of the results

as a good relative indicator of the transaction-
distance differences between rural and urban areas.

The importance of these numbers for rural income, employment and
agri-business lies in the avemge distance separating transactors in urban and
rural areas. | In Afghanistaa, for instance, where an urban transaction might
be located in a2 one=square mile area, a rural transactién will be Ln a 146-square
mile area, The aquare rcot of these areas will represent the provable differénces
in average distances separating tramsactors, that is, a rural transaction on the
average wili have 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 its lack of alternate choices. If a eash urban market
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‘value i8 placed on this production so that it can be equated to income, then con-

sumption by the. producers ig their expenditures and what is beld in reserve and
storage is their savings. In cash terms, these amounfa can be fairly impressive,
but in texms of efficioncy and sauafactién of final goods, the return is low in |
comparison with the choices available to the urban producer and employee both

in consumption &nd social relatimships.

Each farm family living in this subsiastence style endeavors to produce
some surplus that can be _traded for esgentials such as tea, salt, sugar and some
textiles and trimming that caxmot be produced oa the farm or be gathered from
the uncultivated areas snd open rangs feeding of livestock., Typically, the sur-
plus is the same commodity that the neighboring farm is groducing and gather-
ing and the surplus cannot be increased materially withoud causing marginal prices
%o decline as shown in Chapter 1. Each farm or farm village 18 consirained in
this mamer frora progresuively inersasing personal rural {ncomes. Long exper-
leace in these matters by the rural population sets a traditional péktem that can
be changed anly at ccnsiderable risk to rural fan'lﬂj.] living rvequimmentso Few
atlempts at change are made without considerable evidence or guarantees that the
farmers or villagers believe can be explicitly relied upon or controlled by them-
selves. Afier all, the agricultural commumity camnot be expected t;x change the
already-described overaﬂ gystem of constraints and distances in which it oper-
ates simply by inereasing produciion through changing the paitern of lnput.s‘from

the traditions! to the mederm.
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The arid climate of Afghﬁnistan and {t8 dependence on irrigation accen~
tuates the separation of productive areas in the form of small oases with stretches
of unarable land on all sides. Aerial photographs in Afghahlstan often give the
impression of small green éhips m a bfown dun-colored sea. This appearance
gives rise to the rchematic representation of rural areas as shown in Exhibit

2,3,0.1.

2.4, The Traditional Trade Pattern

The need for trads between small centers of agﬂcultural aﬁd rural pro-
duction is extremely limited due to the lack of gpecialization., In the traditional
form, each center is a smal} sub=gystem of as near selfnsuﬂ‘lciency as ¢cap pos-
8ibly be maintained, The small surpluses produced must ﬂnd their way to a mar-
ket town and so pass on through the hands of traditional agri-business and middle-
men to urban centers of deficit where demand exceeds produciion.

This gathering or conc.entmt‘;on of commodities into the system of distri-
bution to the final consumers of dgricultural pro@uétl‘on passes through a hierarchy
that further ccnstrains am} change in traditional methods. The Afghan hierarchy,
when visualized ss a pyramid of constraints, can be said to start with the rural
population of ebout 10,37 milliom2 The next level is»composed of some 1,275,000
landowners followed by approximately 16,388 villages which are grouped under 325
administrative centersoa These centers are governed through 26 provinces topped
by the Central Government of 14 ministries gathered arcund that of the Prime Mini-

stry and Head of State.
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. EXHiBIT 203(; 0o lo

SCHEMATIC OF TRADITIONAY, TRADE

FLOW AND PAYMENT/INCOME CIRCULATION
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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 channels, Part

of this flow is, of course, disbursed in the form of taxes including controlled

food prices, A large portion of these taxes is expended in the urban areas and

8o reduces the net flow of {ncome to rural and agricultural areas. The voiume
of trade exchange m msney terms between urban markets and the representation
of farm villages in Exhibit 2.3,0.1, is thus necessarily a rather thin iine of
flow, | |

The schematic combination of the urban denter, Exhibit 2,2,0.1,, and

farm village, Exhibit 2.3.0.1., is showa in Exhibit 2.4.0,1, It s worth noting
' 4

¥

that the export trade in agricultural commodities paases"through the urban cen-

ter and only fndirectly reaches the farm~-village system.

2,5, Traditional Aeri-business

Agri-business i3 an intermediary betwéen supply and demsand or pro-
ducers and final consumers., It is an outgrowth <;f the "farmers market" brought
about by rudimentary forms of specialization better to satisfy urban demand as
ii d_ereiopso In this process a chain of marketing functions such aé transporation,

processing , wholesaling and reteiling has come into being, Traditionally, both

farmer and coasumer heve been suspicious of these so-called middlemen. They

have lcoked upon them as wiproductive . parasitical and often dishonest, They '

&

8till do in some cases,

"Some farrcers in the past deliberately rzised only as much wheat
ag they required themselves. This was becauss transportation was
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 EXHIBIT 2.4.0.1.

SCHEMATIC OF URBAN/RURAL, TRADE/PRICE SYSTEM
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| prohibitively costly and any surplur wheat was purchased at dumping
prices by dealers, usurers and profiteers. " =~ The Kabul Times,

Edftorial page, July 8, 1974. '

The only adjustment that might be made to the above paragraph is to
use the present tense instead of the past tense. Middlemen will eontinué to do
bﬁslness because they perform useful services and are necesaary in order to
obtain the lower cost and price benefits of specialization,

One of the problems being faced by this research study is how to help
overcome the above sociolqgical burden by developing and distinguishing between
mpdern and traditional agri~business. It requires racogn}tion that such market=
ing services can be truly productive, This can be done by' ghowing that modern
agri=-businesses have eccnomic utility: by tf&hsgoﬂmg farm products, the'jr pro=
duce space utility; by processing them, they éroduce form utility; by stering
them , they produce time viility; and by buying and selling , they produce_ possegsion
utility. ;
Each of these fimctions or staps betweer;: the farmer and the consumer

represents & cost or a build-up on the farme«_rs' price that must be paid by the

final eonsumer. If the cost or price fncrements are high, then the geographical

wmarket ares aveilable to any fermer wiil be small in the traditional form. There

is thus a relatively inelastic price margin'between the farmer and the consumer
within which the agri-businessman mugt operats. If the agri-buginessman exceeds
this price margtn, he loses business. He i3 caught between two opposing forcaé,

the producer and the cansumer.

61



On ons side i8 the farmer working for higher prices using his power.

~ to determine production through crop substitution amd land use including restric-

- tion of land planted to crops. On the other side is thi_a coasumer working for

lower prices using his power to determine demand through substitution of whet

he coasumes. In between is government policy trying to satisfy both the farmer

and consumer as best it can. When, as in Afghanisten, an agency of government,

-the Food Pfocurement Dcpartment, takes over part of the agri=business function

in an offoxt to satisfy thesa conflicting price interests, it is also caught in the
same price equosze. The difficulty of any government sgemey to control costs
(most publie ssctor enberpr_lses in Afghanistan operate at a financial loss) adds
to the problem, Such agencies have, howevel_', an escag,e route nct avallable_ to
pﬁva*.e agri-businesa, Their losses are made up by tazes or government deficit
finamcing. Thus, agri-business enterprise is typically caught in a three~way
equseze by forces over which it has little control. In any case, the normal
price margin is exceeded but is paid for indirectly by scclety as a whole with
the result that this payment acis as a comstraimt'?dlééommicgmwﬂx.

A schematic illusiration of the forces involved in the agrl~business

price squseze 15 shown in Exhibit 2,5.0.1.

2.6, Agri=-business Looation

This traditional agri~busiress system encourages the agri-businessman

to locate his enterprige in urban ceaters where the effective demand for agricul-

‘tuf‘al procucts i3 most easily reached and whers prices and incomes ean be most
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EXHIBIT 2.5.0.1,
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etféctlvely mansged. Non-agricultural eaterprises are located in urban centers
for similar reasons as well as to avoid the .extra cost of transportation of mater-
ials and fintched goods to and from a rural lwati@.

'i'he question of location has beé: recognized in the revised (May 1974)
Foreign and Domestic Private Investment Law (FDPIL), which has added an incen~
tive to locate new enterprizes outside of the Kabul area by exempting the enter-
prise from incoxﬁe taxes for am additional two years, The erosion of net income
due to the extra cost of transportation, which is not reduced aftér the extra two
years, is enovgh in itself to give this incentive a minor value in the absence of

othar favorable factors.

It is well to note in this regard the major differences in market size

o
‘d

and distance between Kabul and the other importaut urbaa centers in Afghanistan,

Excepi for the Kabul-Charikar corridor, so-calied in this study, in which seven

- gizeable towns aand adminisirative centers are located, the other urban centers

constitute quite separate uzban areas. Not all of the populaticn in these places
listed belcw are urban (the exact data a.re unavailable) but the numbers do
express reasonably well the relative importance of these locations from an urban
business point of view.

Kilometers Estimated

Place names from Kabul Porulation
Kabul 0 ' 500,000
Shakardara 73,000
Quarabagh 67,000
Mirbachakot 53,000
Kelakan : 69,000
Bagrem 107,000
Charikar 64 95,000

'K - C corridor 965,000
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Kilometers Estimated

- Place names . . from Ksabul Pom_x_latton
Jalalabad | » © 1860 _ 106,000
Pule~-Khumri 230 - 94,000
Kunduz o . 337 166,000
Mazar-i-Sharif . 482 ] ‘231,000
Kandahar 488 , 310,000

Herat | . 1,053 232,000

As we go beyond these centers into the more rural area where the need
for income and employment is grenter, there iz an increasing requirement for
government incentives and policy to encourage the necesséry private and public
fnvestment on which job craation depends. Part of any such solution i8 likely
to dopend on fechnslogical innovation regarding agricultural commodity pro=
cessing. Insitead of accepting industrial teclmology that iniegratea as many pro-
cesping steps as posgible in a siugle establlshment in oxrder to gain the maximum
efficiency and scale of operations, it is better to separate the initial processing
steps and locate them closor to ﬁxe pofnts of agricultural produciion. Some
efficiency is lost in this approach but the trade-off 18 between further coacen-
tration of agri-business eilterprises in urban centers or posmvely.moving some
porticn of the processing facilities futo rural areas fo%' the besneﬁts to be achieved N
in rural mcome and employment, _ _ | A -

The principal incentives, and incentives are golng to be needed, relaze
to finsncing of facilities ard producﬁon‘, _some transport subeidies, and guaranteed_
contractual arrengements with fluancing be tween wholesalers (in some caseé, the

government), final processors, initial processors (including cooperatives), van&

the farmers who agreewto grow the required crops of specified quality. Once such
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'a coxhplete commodity systerh {s fully lntroduced'byl g;}_ccmcerted effort,
including donor country technicians who ;ndemtand this approach, subse-
quent projects following thie direction will become more natural and more
easﬂy undertaken,

Chapter IV below discusges more fully the range of incentives which

_are used to encourage industry to locate in rural and generally poorer areas.

Tha reisin cleaning end packaging projects under FDPIL auspices are
2 succezsful example of agri-business accomplishment under favorable conditions
of existing surplus and marginal supply and effective demand, Onece Aready-made
situations of this type are developed, new opportunities p_:éove to be more diffi-
cult of accomplishment. Often times suitabieﬂ teclm'ol_bgy. of the necessary small-
secale is not available and must be designed to meet the iocal conditions. Treat-
ing individual commodities tn a éystematig way from farm to final consumer
&nd optimum location 18 nst always easy but w&hout application of a thorough
method or scientific approach » succesaful resuits are dififcult to acMgve, An
afm of this study 1s %o discover opportunities where such an approach ¢en be

proved beneficial,

2.7, Chanter Summary

The first chapter atroduces the adverse pﬂce-mcome relationship
with respect o Increasing per capita production of agricultural commodities,

It points cut, among other things, that urban per capita incomes must {nerease

more rapidly than rural incomes, if increases in per capita agricultural pro-

duction are not to resuit in sharply declining marginal farm prices.
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In this second chapter the distinction between urban complexes and

rural aress are described. The fmportant feature of ﬁiese differences is the

sbility of the urban center to grow quite independently of the rural areas,
particularly when typical foxeign asaistance is injected into the economy. The
ability of the urban complex to absorb this assistence 18 most prozounced and

in the process it draws Lkeavily cn imports Including food products, Efforts to

Adevel’op demand and supply of suitable local farm products which wauld help to

edjust this fcbalance have tended to fall behind, As a result, the gap between
urban development and rural growth increases sharply and gives rise to very

visible inetjualities in the distribution of fncomes and employment,
#
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CHAPTER II
MEASURES OF INVESTMENT AND AN INFORMATION

SYSTEM FOR POLICY RECOMMEHDATIONS

3. 1.., ' ?Iatroduction

The aim of investment measures is not to 6mate a new way to measure
{nvestment projects as much as it is to select one from the fmumerable methods
already available. Such measures fall into two groups — financiai and eccanomic.
Financlal measurss relate primarily to firms or orgmizaﬁgns which include
government and institutions. Economic measures typically relate to national
aggregates and sub-aggregaies of production and income.

In the field of economic development, the developroent banks are highly
interested in the financial measures in order to improve the security and repay-
ment of loans. Development institutions designed to assist prospective investors
in planning their investment enterprises for government approval and licensing
also tend to reoly on financial measures in preparing feasibility gtudies. Financial
measures are lsbeled the "micyo" approach to. development.

Economic planning agencies such as planning ministries devcte themselves
almost exclusively to aggregate economic measures for the allocation of resources ‘
aé in "I'ive Year Plana," aad for the approval of categories of investment industry,

infrastructure, and scelal development. In some eases such plsnning departments
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also prepare nzational accounts and projections of the economy. In other cases
economic meusures are used by other government agencies and ministries to
pmpére the national accounts, Economic measures are labeled the "macro"
approach to development. |

This division of investment meaéures for exclusive use by two separate
branches of, or approaches to, dew;elopment: has an wnfortunate effect on both aggre~
gate and enterprise growth. | resulta in poor coordination of effort so that national
plans often fail to achieve their goa.laso And enterprises, even when finaneially viable.
often fail to maké the enticipated contribution to eccnomic growth through. losa of the

multiplier effect, As a result, both plarners and enfrepreueurs lose the support

#
smd respect they need in their work. :

In this chapter we undertake a review of éarious available measures for
. the purpoae of workirg out a composiie system in terms of both financial and
economic me&sureé., Such am approach depends on the fnherent fact that macro
meaéures rmust depend on the aggregaﬁon of _information first obtained at the

miecro level.

3.2 Nature of Enterprise Investment

Investing is an act of expenditure. It must, therefore, be preceded'by '
the ldemiﬁcﬁicm and evailability of funds or other reSources necessaxy to the
investment expenditure, For a private inveztor, the gources of funds are savings,

borrowings, proiits, or iho tramsfer of cther resources to the new investment.
For a goveraraent, the sources of funde are taxes, borrowings, new raonsy, or

the transfer of other resources.
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Once the prospective investor has identified a potentially interesting
project and has reazon to believe that funds in their various forms are, or will
ba,.made avsileble, the next step is to evaluate the feasibility of the selected
project in order to increase the probabilily of fmancial‘mlccess and the security
of the investraent exnenditires on plant, ﬁaterla!s and working capital. The
process of convarting these plans‘ into reality is a physical procesy as is the
process of preduction once hie project is in operation. Both are beyond the
acope of this ckapter, |

Proﬁuciicn gives a return flrst in the form of sales recelipts, a'part
of which 2z then expended as Inter~indusiry payments, and factor incomes
for the inputs of production. Another péri‘. of the receipti is paid out in tax_es
to support goveranent actlvities of adminietration; investment, and social wel-
fare rudisiribution of income. What remains, if there i3 not a loss_, isv p;roﬁt
or return on the ﬁzves&rnen’a which then becomes avsilable for dividend izcome
to in;restors and/ox for sitazting a new.cycle of saviags, borrowlings, in?esgment,
production, incumes and employment, |

All these activities and processes go into making up the na&u:e of invest-

ment and %he ecovomic system. They zeed to Le kept in raind as the various

memns of meacurement are considered in the following sections.

3.3, Javeshroug Purpoies

An cbvious guestion is whet prompts favestors o convert savirys and

thetr purchastc pover that can be used in 80 many different ways into 22
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_lnvestment involvi.ng so much '"brick, mortar and hardware' with the attending
risks and time lag, |

For a family favesting in a house, the answer c7n be necessity and the
desirae for future living comfort, status and securityo For an entrepreneur. the
basic urge may be to provide the means of earning an income. In view of the
risks fuvolved, his feasons are likely to be more compiex. He is perhaps more
ambitious and is lcoking for greater returns both ﬁnéncially and socially as well
as the personal satisfaction in achieving them, There is also the element of more
influence and pewer that texds to go with such success.

Government izvestment in productive enterprise, in contrast to Govern-
ment's other expenditure purposes, is motivated by an exi';ressed desire to
increase the national preduct and employment while avoiding the supposed exhor-
bitent profits of private industry gnd its investors. The suppression of the profit
motive reduces the efficiency of the enterprise operations bécause prof_its are the
control and measuré of maunagement effectiveness, | Thig ios3s of efficiency is ofien
offset by giving such entez;p:f-ises monopoly power.

"Furthexrmore some [ govemmez‘:g/" enterprisas acted like mono-
polies , and were abie to report profits only through overchargirg the
custorvers, wao iz many instances were government orgacizations. nl

7By implication, the purpose of investment 1s profits whether the enterprise 1s
public or private. In the process of generating profits snd new cycles of 1n§rest«
ment for profits, the social benefits of production and employment are very much

in the nature of by=-produsts. In other words, a compositive method of measuriag

&
A
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investment is needed to insure that neither purpose is overlooked as so often
happens when financial and economic measures are used separately by different

agencies cor institutions cf development, -

3.4 Accouminrr Meas:re8

Aéccmzi‘zmg ‘ne :81- 738 or systema of accounting fall under two headings
Valrea_dy me:atﬁoned ~ finan -ial and economic — and afe considered in soms detail
in tho 130x2 two sub-zection: . Followlng thess is a composite measura walch is
developed amd applied, as .1 example, to some of th: private enterprise projects
under the Foreign end Dome stic Privats Investment f.aw,

An equaﬁy importszt measure i8 the oae of Incstion where an invesiment

”

o
r

should be made in ordar to achieve a distributior of benefits and avoid esclave
dsvelopment, This subjsct is considerel separately in Chapter V, Regional

Resources and income in Afghanistan.

3.4.1, Finmacia! szd Operating Measuv s

Fusiaosz acsovnting ie a double ¢niry system f1r eantrol and accuracy.
It produess itz pericdic reports In two me n forms, e hrlence shest &nd the
opersting ("prciii end loss’) statament. -

The bzlence sheel presenis the financial condition of the firm or organl-

m

zation ot a speciiic point in Hime. I separates the asgets and liabilities !nfo

separalo columng fo lowing established rules and procedures, The liabilliics

4

are sepsrated veviie:lly into Wabilities cue to cthers mid liabilities due the
owners and invastorc. This last group of Hability aceouws are commonly headed

‘net, worth of the ent2rpris«, !
z
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The operating stetement presents an accumulation of transaciicas over
a given period of time. These transactions in detail measure the performance of
the enterprise during the period covered by the statement. I this sense, the
operating statement also measures the utilization of the investmenat in plant,
material and workiag capital as well as the efiectiveness of the management and
the productivity of the Iabor force.

Condensed examples of the balance sheet and cperating statements are
shown In Exhibit 3.4.1.1. Though considerable {aformation eoncsrﬁmg the firnm's
activities is to be obtained directly from two statements, scientific x-na'nagement
is necessarily interested in obtaining a more thorough understanc. of whai is. |
actually happerning so that improvements can»be cbnstm:ﬁy inade. C. .rersely,
if things are going wrong, it is important f;)r'management to be able to determine
the precise corrective slzps or policy changes necesgary for better rosults,
Intuition is a poor subetituts for knowledge in sx’;ch_ cases because choosing the
wrong steps that make matters worse is as likely as taking tfne propar cortective
action. Ratioc analysis ag set forth in the following section i8 the recommenced

approach for tke problems indicated above.

3.4.2, Ratio Aralysis

Ratio analysis invoives relating items in the balance sheet and operating
statement to one another at frequent and regular intervals. Though the ratios
themselves have importacce, 1t is the change or variances In the ratios from

period to period, say month to mwmth; volative to a pre~determined standard that

77



EXHIBIT 3.4.1.1,

EXAMPLE OF THE BALANCE SHEET
'AND THE OPERATING STATEMENT IN A CONDENSED FORM

BALANCE SHEET

Assets Liabilities
Current assets Current iiabilities
Cash & receivables ' Paysables
Iventories! ' Accrued labilities
Fixed assets Borrowed debt
Less allowance for Net worth
depreciat:itm2 : Pald~-in capital
Other assets | Esrned surplusd

Total Assets equal Total Liabilities & Net Worth.

| s
OPERATING STATEMENT

Purchases ~ Net sales

Inventory changel ' Other net income

Wages and salaries

Other expenses

Depraciation?

Taxes 3
Profite3 ' Losaes

Note: The superscripis 1, 2, 3 represent the net finaﬁcial ~iiects of operations

trausierred to the balance sheet.
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gives managemént the_ best infc'rmatlon or guide to future policy and action.
Such variances indicate whether performance is good or bad compared with
th; standard. The standards themaelfes must of course be designed for a
satisfactory overall level of performance. -
The mtioaj can be conventently divided into finanetal and operational,

The number of cuch ratios that ean be devised is large, A study by Roy li'oulke2
lista 14 important financizl ratios, while the American Society of Associaeim
Executives found 34 separate types of financial ratios being compiled by 28 trade
asagociations, We list below anly ths 10 financial ratios recommended By the
U. S, Small Business Administraticn, 3 |

1, Current assets to current liabilities d

2, Net worth to current liabilities

3. Net werth 10 net saies

4. Net worth to net profit

5. ¥Net worth to fixed asgets
6. Netwerth - to borrowed debt

7. ) Nat salss to current aggets minus current labilities
8. Nst sales to goods inventory
9. Net saiss to net profit

10, Credit sales to credit collections
Opez*ating ratios, listed below, depend for their number on the aceounting

detail omployed in dividing costs smd expenses that represent the operations of
the enterprise or organization. ' We list only 11 of the more important opsrating
ratios bslow,

1. Net sales to cost of goods sold

2. Net sales to gross profit

3. Net sales to operating expenses

4, Not sales to operating profit
5. Net saios to selliug expense
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6. Net sales to administrative expense
7. Net sales to general expense
8. Net sales to finamcial expense less financial income
9. Net sales to profit before taxes
10. Net sales to taxes
- 11, Net sales to net profit
Pro forma balance sheets, operating statements and ratio analysis are
all used in preparing project feasibility studies. The value of ratio analysis in
such studies is that it acts as a cﬁxeck on the validity of the assumptions that must
be made in preparihg feésibﬂitj sﬁudieso
It i3 vital to note, and it ‘cmot be overstressed, that none of the abbve
work or assumpﬁons bas axy validity unless the asgumptions concerning the
market fox the final producis of the snterprise are themselives sufficiently

researched so that they are as attainable and reasonable as it ia possivle to make

them, ‘Evefyth:lng about the project investment hinges on the reélity of this one

_ pofnt.

3.6 The Financial Invesimant Decigion

The accounting measures above are preliminary to px;epéring the analysis
on which investors ﬁake tholr teckmical decisioné. The subjective and intangibie
factors on which investmert decisions are based must be assumed favo;'able or
the above accoumiing work bacomes a waste of time and resources. Factors s;xch ‘ '
as the gansral favestment climsates, legal gnd economic, are most important, The
attitude of the Government's Investment Committee concerning the characer of the
investors and the specific project must also be taken into account along with ali

the problems of where to locate the establishment. If these subjective and iatangible
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. In regards to the methods of amalyzing returns on fnvestment, there

are four generally accepted approaches.

1. Cash-flow analysis

2. The rate of return on the average life of the investment

3. The pay~back period

4. The simple rate of retura on investment
All four approachea could he applied to each project but such redundancy 1s not
to be recommended.

() Cash-flow analysis ls the most elaborate and sophlstlcated of the
four methods The assumptions concerning the future, on .iudk ' I8 based,
become progressively unreuable as the future is extended, As a result, cash=
fiow analysis suffers from what {8 commonly called ""pgeudo-accuracy. " An

example of cash-flow methods {8 shown in Exhibit 3.5.0.1. The principal value

of the cash-flow approach is to show that the analyst has done his "homework"

" go to speak and as an indicator of when additional working capital is most likely

to become nece.s8ary. _

| @) The rate of return on the average life of the investrment 1s particularly
useful when an existing plant or estabiishment is to be expanded or an important
machine or plece of eguipment is to be addéd. In a.uch a case, the expected life
of the machine, etc. , and the inves_tment required when installed aﬁd ready to
producs i= first determined, Seeond, the new output vale and its cost is esti-
mated tc give the net income to be expocted over the average life, Third, Vthe net
fncome on the old producticn or portion of procuction, if any, I8 comp\;ted and

deducted from the net income first determined for the new investment. Fourth,
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EXHIBIT 3.5, 0.1.

CASH~-FLOW METHODS FOR EVALUATING PROSPECTIVE INVESTMENTS

CASH-FLOW SCHEDULE

Timing-years Cash-out* . Cagh=in®* Cash-flow
-2 $1600 , $-1000
-1 2000 , o «2000
start-up 1000 «=1000
+1 -$1000 +10600
+2 1500 - - +1500
+3 -, 2000 +2000
+4 38000 +3000
5. life of project 2000 ' +2000
$4000 $9500 ‘ $ 8500

% = capitalized dsbursements .** = profits @after tazes). <+ depreciation

METHOD ' A, PRESENT VALUE B. FUTURE VALUE
' at 10%* Discount _ at 10%* Discount
Timirgeyrs, Cash-flow Factors Amount Factors  Amount

-2 $-1000 1.210  $-1210 1.949 - $=-1249
-1 -2060 1,100  --2200 1.772 ~3544
staxt-up =1000 . 1,000  =1000 1.610 -1610

+1 " 41000 2909 +909 . 1.464 +1464

+2 +1500 - 826 +1239 1.331 +1997

+3 +2000 "~ .751 +1502 1.210 12420

+4 +3000 .683 +2049 1.100 +3300

+5 +2000 .621 +1863 1.000 42000

' $ 5500 $ 3152 ' $ 4078

*Interost rate cost of eredit for investment bormwings.

METHOD C. INTERYAYIL RATE OF RETURN =
Trial 22% Trial 23%

Timingeyrs. Cash-flow Factors Amount Factors Amount

-2 $-10060 1.488 $-1488 1.513 $~1513

=1 «%000 1.220 ~2440 1.230  =2460

stext-up 1600 "~ 1,000 -1000 1.000 - «1000

+1 +1000 - 820 + 820 2813 + 813

+2 +1500 .672  +1008 661 + 991

+8 +2600 .551 +1102 - ,537 - 41074

44 +3000 .451  +1353 0437 +1311

45 +2000 . 370 + 740 .355 + 710.

$ 5500 $ 95 $~ 74

Source of facters: Finaneial Compound Interest and Ammuity Tables, 4th
Edition; Financtal Publishing Co. , Boston, 1966.%
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the benefits oz costs to the other operationé and price structure are estimated
and either acided to or deducted from the above results to give the net return
ok the now investment over its average lifa. This net return 1§ then divided by
tlp_ new investment to give the percentage rate of ret\;m on tlie average life of
the investment. The strengths and weaknesses of this method are similar to
those of the cash-flow mathod,

3) The pay~back pariod method is Bimllar to (1) and (2) above except
that the estimated stream of net profits or net mtums is summed until it is .
efual to the Investment or net assets (total assets less current liabilities).
The time reqm‘red to achieve this equality is the pay~back period. In some cases
the allowance for Gepreciation 18 added to net geturnsér net profits to give a
eash-pay=back period, which pf course i; considerably shorter than m the first
ease,

(4) The preferyad lﬂethqd is the "Simple Returh on Invesitment" (ROI),
It gives the investors the information they are lboklng for, it is stmple emough
8o that alternative tnvesiment schedules can be readily prepared for comparative
purposes, aad it hzs a hiéh degree of reliability because it is based on the mini= -
mum of agsumptions, and those being the ones in which most confidence can be
placed. ;

The Harvard Buniness School recently conducted a study® of 189 multi=

natical compantes in which, almostw!thout excepnon, the financial officers of

these corporations used a sfmple form of return on investment (ROI) as the basic
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" measure for inaking investment decisions in their international subsidiaries.

A common target s 8 percent (projected average amiual net profit divided by
projected net assets, f.e. total assets less current liabilities). A sample form
for ealculating ROI is shown in Exhibit 3.11.01. This rate of return is séldom
reelized and when it is, it {3 usually for only a few years before some change
oce:ra that pulls it down again. We should note that the 8 percent target frorh
the survey resuits corrgsponds to the period before the recemt spectacular
increases in world-wide interest rates. |

Thus,, multi-naticnal enterprises, in spite of their resources and
capabilities to develop sound assvmptions, prefer the more simple ROI invest-
ment fadicators. I developing countries where assum;mms are much less
reliable and cannot compare in quality with assumptions based on tl;ae scientific
informatica systems of multl-mationa; corporations, there is even leas justifica=
ticn for cosh-flow methods. At the same time, we ought not to.ignore Maynard's
statement that ¢xaditional methods of ROI are both inadequete andv unreliable. 6
With these cavests in mind, we move on to methods of natiox_:aal ix_:come accounting ,
input-output analysis ard multipiier effects in order to dei?elpp a composite method'

of evaluating prospective investments in both financial and economic terms.

3.6. National lncome Accounting

National accounting 18 an empirical summation of national economic
activities during sinted p2riods of tima. R is very much »ln the nature of operat~

ing statement accounting for business that appeared in Section 3.4,1. The nrin-

cfpal difference {3 in the handling of businesa purchages which do not appear as
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such in m)ﬁun:ﬂ accourting. Ovherwise the purpose is 1o provice ReanL Wfoe
maticn on the basis of which govemmeni officials are assisied in the foramioe
of poiley mad it8 iplementation, just as compaxéble information is nezded vod
used by hasinessmen. National ac-'*;ouming metbods, bowever, do not include

the erjuivalent of a balance sheet though there axe many economssis who believe

that the s should,

The essiest way lo descrihe what happens ro purchases in the #ggseg o0

-

of national nccounting i8 by cousidexiag how the bread ve eak comes *0 & funl -
in the following simple example. frariipg wich wheat and an assumed & rwes '
price of 5 cenvs a pound veldro 2 rulier and funber assuming po jossen nlony St
way , tho miller mzy sell the whezt io the form of flour 1o a baker for 17 2emes &
pound. Iiex: the baker may sell the bread io a bousewife for 15 cents a nound
All oiher purchases bave Deen ignoved. ‘The price differences arve coitiely cue
to the valie added {furiher describxl in Section 3- 8. ) during each proces-ing

step, Now, if we zdd ~ogeiber each of the sales prices, including purchises .

we arxrive zi a cum of 30 cents but ¢he final price is only 15 cents. Clewrly w

2?

[ 33 =SRPE - E nd 3 K
of once and the muller 5 va u: onee. That is, be

farmer added 5 cer's of value, the miller purchesed 5 cenis of whesay and addsd

5 cen”s of velue, and the baker purchased 10 cenis of flour oiid added 5 copis of
pu .

velue. I we ignore purchases aad sum ornly the values added, we have 1§ cems

or the fipal price to the hcugewsfe.
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Industry enterprise must include purchaseé from other industries '
in fte accowting procedures. Natlonal accounﬁng i;kcludes those purchases

Bo as to avoid double counting, as pointed out in Ssction 3,11,

3,6.1, Nzlional Accounis

The nationsl account headjngé start with gross national product (GNP)
and giosa national incorce which, by their definitions, must equsl one anether.
This arrangement sets up a double acoounting method for accﬁmc’y just ag the
famﬂiar doubla accozmﬁng method used in finance and busisess. The GNP 1s
equivalent to the sales or income 3ide of the business operating statement;

gross national fucome, ¢ the other band , 18 equivalent to the cost, expense and

- profit side of the businesa operating statement. The switch in terminology

betwesn rational Lﬁcorhe and business expenditures 18 due to the fact that business
expeaditures reprosent incomse to those who receive the expenditures. The income
pofnt of view i3 more interesting to government policy makers because they want
to kmow who is receiving such income. They already know from the GHP figures
the eaterprises that are receiving sales income and for the differsnt kiads of goods
and services as well as the general purposes for whickh they ars purchased,

The various sub-headings used in national accounting are summarized

below, 7

o7 . .




B _aaed

.1°

2,

3.

4.

5.

'3.7.

GROSS NATIONAL PRODUCT

Personal consumption expenditures

Grosas private domestic investment

formation

Exports of goods and services

Less imporis of goods and services

Government purchases of goods end

sexvices

equals
6o
(P
8.
%
10.
11,
12,
13.
14,
,15'°

16.

GROSS NATIONAL INCOME

Inventory change

Wa'ges and salaries

Transfer paymenta

Rental income of persors

Net interest

Dividends

Corporate surplus
Propristors' income

Capital qonsumpﬁoa ailowance
Indirect;;’business. taxes

Léas subsidies

Matehinse Business Accounts and Netional Aceounts

Busiress operating acoounts and natlonal income accounts can be matched

up In the followinz fashion. The expcuditure side of tho business cperating state-

ment 18 used ia a elightly epanded form that in no way clmges the resulle pre-

viously showr in Exkibii 3.4.1.1, The gross national {ncome side of the national

acoounts is in' a slighily recrdered sequence to facilitate ¢the maiching process.

A,

S

BUSINESS ACCOUITYS

Opoerating Statemert

Purch&mgs

88

NATIONAL ACCOUNTS

Grogs National Facome

(excluded)




N | B.

Inventory change (incl. cash amd . 6. Inventory change
receolvables) : T
7. Wages #rd salaries
Wageer and salaries
8. Transfer payments
Soctal tnsurance, etc, '
- | 9. Rent fncome of persons

Rent
: . 10, Net interest to persoas
Net interest
14, Capital consumption allovance
Depreciation

15. Indirect business taxes
Indirect business taxes

16, Less: subsidies
- Lesa: subsidies .
11. Dividends to perscns
Dividends : _ _:}r
c. | C.
Profita s " 12. Corporate surplus
Iocome taxes | 13. Proprietors' income
Net proiits - Income tsxes deducted from

12 emd 13
Note: The numbering in the right hand column follows that of the national
income account beadings given in the text above.,
Group A, purchases, i8 no! included on the national income sids for the
regsons set forth In Ssction 3.6, , the wheat to bread example., Group B accounts

are directly comparabis a3 cne would expect. The profit or surplus, group C,

_bae beon extended o show income taxes on profits, corporats surplus and pro-

prietors' fncome, Personal income taxze are not shown because (1) they are not
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part of business accounttug, and (2) on the national facome side, they are part of
wagés. galaries and other persomal income that are-'t;:pically shown in more
detailed schedules of national incoms, | ‘A

.B&h income and direet taxes flow to government purchases, which then
move through the business accounts, ang to government wages and salaries. Taxes
are thus a redistribution mechanism used in societies to shift fncomes from one
g&oup to emotaer, or from productive to léss preductive purposes, 8o as to provide
security , social sexvices :nd amenities that cammot be directly derived from pro=
duction. The subsidy iter saldom appears {a project feasibility studies, though
it is as real as any of the cther items and oftem causes fuiure misvnderstendings
#nd problems by its absence. _ 4

The reason for nc: including subsidies in feasibélity studies is that they
are ugally in the form of sxemptions used a3 incentives to encourage ﬁew invest-
ment, Later, when the project kas beezn in operation for some time, the exemptions
expire with the result thai expenditures increase to reduce or wipe out profits
unlesz market condiiions a;d competition from other new and exemm prejects are
such that prices can be increased, In theory, these older projocts should have so
improved in efiiciency as absgrb the added exponss but all too often ofrer changes
have rade such improvem:nts imposgible. The }_‘.-‘DPIL avogram in Afghanisten
exporicmcad thio prchlem i & vather acuts form when the period of ircentives of
custom dutles ard ircome tax exemptien for the first group of projects expired.,

A pumber of investors reported that they would have to shut down their enlerpriges,
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If the feasibility studies for these investments had projected resuits with snd
without subsicies, a more ecquitable means of tramsition might have been pro~

vided,

3.8  Valuo Added Relationships

Value added quite simply is the value added by an enterprise to its pur-
chasses of raw materials and goo.ig and serviées. Clearly , the differences betvieen
total outputs and inpuis of raw materials, energy, shipping materials, etc. , i8
the payment of wages and szlaries, sud the residualis, So value added .can be
derived either by subiracting inputs from outputs or adding wages-salaries and
rosidunls, Capital as depraciation snd changes in stock Qf iﬁventories compl{~
cates tue defirition as do other ftems in mosi accounting systems. It is, there-

fore, a matter of adjustingr the accounts used in the feasibility study so that they

" esm be most appropriately divided futo inputs and residues. A recommendsble

division of accounts is shown in Exhibit 3.11.0.1,

Value added varies from enterprise to enterprise and from year to year,
Combiring entarprises into industry groups reduces these variations and gives a
benchirerk or indicator of the value added that may be expected in preparing feasi-
bility studies, In adcditicn, the lahor shar:é in value addec! has been foimd to be
an {mpoziant constant (Sectiom 1,2,2,) 8o that by comparing the value added by
industxy groups, we can obfuin su indicator of relative employment poiéntial, ‘, An
exaraple of such tn malysis using availadio U. S, A. data® is shown in Exhibit
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EXHIBIT 3.8.0.1,

ANATYSIS OF VALUE ADDED (VA)
BY BRO#)D INDUSTRY GROUPS I ORDER OF

VALUE AD) ADDED TO SALES RECM&I:S U, S, DATA

Units of
Invested assets to
VA as % VA as % earn one wunit of:
Industry Giroup of sales of GNP _VA Payroli
Tmﬁport & utitities 59.4 9.5 3,70 6.61
Services 885 11.5 0 . 1.16
Mining | 53,7 | 2.1 2.66 44
Construction 43.4 7.0 . L9 1.57
Agriotture 39.9 | L 4.3 4 3,32 4.36
Mamufacturing 35,5 32.4 2,09 3, 07
. Wholesale & retail 20,4 16.7 170 2,60
Finance, eic. " 68.1% 15.2 13,18 51,90
% Reeéf.p:s do not include loan capital répaida
Sources: "Siatistics of Business Income," U, S, Department of Tr;aauxy,

annn

. LI0Je
uStatistical Abstract of the U, S.," U, S. Department of Ccmmerce,
1970, _
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The low raakirtg of mauufacturing as a potential employer of labor may
6om.e as a surpx;lse to somne madeiﬁo If they will recoguize, however, Lhow impor-
tant manufacturing is to the demand and income of the other industry groups, it
will be easier to understand why manufecturing must act. as the §Mcipal employ~
ment multiplier in the overall economic system. The smaller the manufactur'@g
sector, the smallor the other gectors will be in proportion to the demand created
for them by manufaciuring.

The right hand column of Exhibit 3.8,0.1, ahowé the relaﬁ#e dollars
of assets required to pay on the average ore dollar ip payrolls, The order of
labor intensiverces shown in this columa is quite diffsrent tasn the order of value
added %0 salea receipts in the first column. The mchxstxﬁ; groups are recrdored

below, stavting with the most labor intensive.

. Dollars of
assets-reavired
_ for one dollar
Industry Group . of payroll
Services 1.16
Construction 1.57
Whelzsale and retail irade . 2.60
Manufacturing : 3.07
Agriculture 7 4.36
Minirg 4.44
Trancport =nd utilitics 6.61
Finaxce, eiz, : . 51.90

The aessts to value added ratio in acluinn three follows the same order &3 o
sbove but with lower values represeativg the inclusion of the necessaxry return

on {nvestment.,
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3.9 ° Multiplier Effect in Value Addad

There are two ways of looking at the multipliéééi’fect for purposes of

this study. One is to consider an increase in demand brougit about by tiie govern-

ment lncreaéing its experditures orx the supply of monaey. Th.e othar ié to con-
sider increasing investment either by governmsent {nvesimert or by govemmgnt
incentives inducing sn fncreass in private inyestmenta

| En the first case, the government can use figcal measuros or monetary
measures. In the fiscal araa, goverrmen? expenditure increases must be financed
by increasing the money supply or through tax¢ inereazes, hieressing taxes, how-

ever, may reduce demand {consurapticn) which cancels the very offust i ta rying

r

* to achieve, or thoy may tap idle savizge or hoards, if thay ezx'fzt, wiich il have

the desixrad effect of incereasing demand, Alternatively, the gevernment may employ
moaeﬁry me&sures by borzowing snd/or iﬁcfcasaing the stock of meney so that
expendiiure can be increagsed, but in‘ao doing there iy a grerter risk of causing
inflation,

In the gecomd cage, the incontives Tepresent gcovermment ﬂ-avezge.zas fore-
gone or actual subsidies made., The expendilure or demand effect is thug achieved
through the recipients of theae inceniivesd. Boih caces rési; oz the zagumyiion that
the muitiplier efects will increase production and incomes suliciently (o cause
economic growth, increased parsonal inccimme and employment.

The mulddplior effects cen bo dezcribed in texing of incoxe, consumpiion
and inveshnen& Y = C+ I} for the simplest cese of 2 closed systera, The more cor;
plex case of an open gystem, incl:zfling goverament und fore'gu treds, {8 more renro-
éentaﬂve of the re;ai wér-ld but more difficult of descriplion ¥ = C+1+G + E ~ Mj.

0 .
4 g






foature previously discussed. In ordor t6 follow the effects of the expen(iibures
being pu. fato private investment, we need to reorder the above equation so that
@=0-C-G~E+M). In the first instancs, an increase n private investment
. will increase imporis(M) and inéoxine (¥) while decrezsiug parscnal cgnsummion
(C), other government expénditura and investracnt (G) and exports (E}. The
{neresse n income (¥) will taer act as tn the equation (¥ = C+1+G+E =M.
The problem in first increasing investment (I) i3 the ilme 1ag effact on cresiing
the new demand o absorb the new production from tha new investment. it
should be remefnbered that ¢the nsw pz?oduction must be sold at a price including
raw materials, géods and serviées, so that it is only the value eddsd that
increase: incomes while the retuired demand znd expenditure :91&13% cover the
total price of new production. s, both approachez ara in dZBequ.ilzbrium apd
must be combined in a balanced faghion to achicve the desired economic growta,
They need to be combined {a 8 commen policy Hased ca worker’ proportions thet
recognize the eccpomic realities in eqich developraent situation. This i3 a0
gimple task because of varying time lags end differins; cocfficlents that are
fnvolved. The elaboration of such combined etuaticsproperly les in tﬁe pro=
vines of econometrica and is beyond the scope of this oy,

The effects of increasing invastment to increase incoms are conven=
tionally referred to as the invesiment multiptier effect follnwing the basic noiicn

gxpmssﬁ by dividing the pumeral 1 by the percentage of new income saved or

fnvested. This basic idea has been dozeloped iato memy gpaecialized multipliersm
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but the many varlables at work in the economy require many complex equetions
for thelir expreseiouo As a result, a sizeable computer is often needed to solve
them in the time available, Econometric testing of theze muat?oms has verified
their tamdamentﬁl aoundness so that in simplified forms they make -usgaful indicators

in meésuring the fnanclal feasibility studies used in project evaluation.

3.10, Partial Muitiplier

'I'he gereral mulit plier effect eonsidersed above is obtained when expon=
ditures or investment are sggregates for the total economy, When the eifect ig
concentrated in a spacific industry, it may be called a partial multiplier effect,

B is in this partial zense that use of the multip?.ier calculations cem be agplied
in evaluating the individuai projects or a group of projec?,s;of the FDPIL program.

Using a pariial maultiplier in this way introduces several impoﬁ;zﬁxt
questicns that need {o be rzsolved before th2 muliiplier can be used in projsct
evaluation. The gereral multiplier takes no account of purchases as explained
in the whest to b*fraa(;i example. I is, therefore, only concerned with the value
added 28 income, For an ‘adividual prcject, its purchaeses may alsc act to

fnerease tke periial muiticier effest. In order to include purchasss, howaver,

. we must diskiguish bebwesn purchases of localiy-produced materiais sx:d imporied

onss. The local material purchuses increase tie muitipiler effect while impoxis
art a8 leakagoes that weduce the effect. On the other nand, however, expart sales

raduce this leaiccge and se add to the positive efioct.
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z | " Anxther question involves under-utilization of the project caéacityo In
g o preparing fessibility studies, .a high utilization facioi ii! gemerally arrived at in
gome form of tims~phased schedule. Fallﬁre to reach the high level projected

i8 quite prevalent in developing countries aad t"his iow u‘iﬂizution acts as a further

leakage in the muliiplier e¢ffect,

3,11, A Mixad Lzontief-Keynes Formai or Model

The mesns of ackieving 2 workahle measure sov evaluating tadividual
inves&ﬁﬁeu;i projects while ren:a‘lmin;,; gimple enough for use under conditions of
Hmited resources in which émall-scale feasibility studies must be prepared and
epproved rests cn a combination betweea national income gcemmt!zag that provides
for the partial multiplier effect v.di.;h impcr% leskages plus export gams md the
b.sie faput-output accountlng systera that. provides for the business accounts ’

@ fncluding purchases, This necessary format was briefly introduced in fhe last .
| paxt of Chapter i.
| Ta Keynesian point of vlew of the multiplier fgaores the inter-industry
trangaczions anﬁ treats consumptior as a generator of the income<iavestment
process, The economic vepercussions ae developed by W, Leomlef racognizes
the role of tk3 production process but treals tbe final deimand for the ouiputs of
produciion 8 given juantities as determined empiricelly by national income
accouning methods.
"Buk both viaws shou'd be synthosized bevause, op the one hand,

the Locmief procazse only gives pactial stresme of cutputs, cbtalned by
1 daming uo the heek flows throu~h the chanroels of congumption aad,
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on the other, Koynes' theory of the multinlier can be valid oaly if it

18 supplemented by accurcte infermution about the structure of

fnaustrial outputs, " 1 :
Without going imt§ a de'&auad lne by line description, the synthesls of a mixed
- syncs-Leontief format i {llustrated as a recommended “'favestraent Projects
Evalustion Porm" for hendliag ¢he general‘accomts of a financial feasibility
analysis as shown in Exhibit 3,11, 601, Ths necessary asccount schedules for
preparing a }ma:ncial feasibility analysis wihlch are standard pméedums are not
mede part of this presentstic. as tﬁey would add nothizg for the purﬁose_s of this
study. |

There 18 ailso a progreseive pariial multiplier to be considered. Itis

in the nature of dovelopment that a potential demand for a product must exist

before enirepreneurs will mske an {nvestraent. For example, it is {rraiional

o siart a yarn spinning miil If there are no existiny wonving mélie to use the

yamm., Omes weaving mills are in operatica , 1t ig logical to start up 2 spiming
mill. The queaticn this progiesgive process raises is how bast to account for
this improvement in the paxiial multiplier ejuation (ees Exhibit 3.11,0,1. for

L
explanation of the tevms in this equation) S/(E - M#X+CHF+S) .  Cbvicusly,

the fraprovemert {s most eastly moeesured by the di Torcnce () in price between
the cost of fiber and the cost of yarn to be iraported, which cam then be added

, 1 ,
to the above equation, thus S/ (B~M+D*4X+C+G+S). A special account schedule

for determing the value amount of (D°) {8 prepared when a progressive paitisl

multiplier effect i3 to be determined,



EXHIBIT 8. 1100.,1o

1.
20
3.
4.
B
6.
7.

8.
9
10.
11.

12,

18,
14,

INVESTMENT PROJECTS EVALUATION FORM

A Mixed Leontif-Keynes Format |

(Project Year )
Foasibility
Accounts Amownts

Total aszets less current liabilities |

Net sales

Export cales

Impoxt yurchases, CIF

Foreign intsrest payments

Forelgn technical payments

Domestic purchases (only locally-
produced raw materials,
gouds and services)

Domestic iuierest payments

Domostic payrolis and commiscicns

Payroll benefits

Taxes {property, income, cusioms
duties, sales, and other)

Tess: subsidies in whatever form
grented

Depreciation

Net profit

Return on inveztment (ROI) equation
Partial multiplier eguation

Progreasive partial muliiplier eduation
whore D' = differeacs in raw material
cost between Project A and
. new Project B (sed sxplana~

tion in the text).

. . Partial
ROI Multiplier
factors factors
A _ A
0 (0]
E E
My
: Mz -M
Mg
X } X
; W
) 1
4 Wy } C
G
U
D } S
R
R/A 1
8/ (E=l+X+CH345)
1

8/ (E<M+D'+X+C+G+S)

Note: The letter symbols are arbitearily chosem but follow general acaaomic

usage.

100




3,12, Mixed Format Model Applied to FDPIL Projecis

" Three lnmdred and ten FDPEL project applications were reviewed
and one hudred and ninety-seven were gelec?.ed for exammaﬁom. on the basis
of their compioteness with revar'd tn financial feesibility information. The
date of the first application was in Maxch 967 and the las! in Aprﬂ 1974,
Eighty~iour of the exammad applieaticna had failed to be approved or to start
their impiamnntatica process. The remaining 113 applicatione appromd and
licensed by the Iventmsnt Committoe were analyzed and the financial feasi-
bility data was tabulated accordint to the account héadingﬂs in Exhibit 3.11.0.1,
Etghty=oiglt of the analyzed applicaticez have become operating enterprises

and twenty-thrae are in advanced stzges of implementation or construction.

The 113 appiications lwere divi'ded into aeven industry ca_segoﬁes:
{1) sgri-business, (2) hoalth asacciated fndustries, (3) chemieally based
industries; (4) inorganic materials bazad industries, (5) mixed chemiéal
and inorganic baszd industries (6) gervice type industries, and (7) f:maz:cial
enterprises, These seven categories were ‘further éubdivided under thirty- )
four headiné-s 50 88 to more explisity show the nature of the products to be

manufactured, Tiuis classification scheme i8 listed in Exhibit 3,12.0.1,

I
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EXHIBIT 3.12.0. 1,

I. Agrl-busineaa Industiries

1 8

CLASSEFICATION LIST FOR FDP"'T PROJECT TNDUSTRIES

WILH NUNMBER OF PROJECTS ANALYZED

1,
z.
3.
<
6.
60
7.
8,
90
10,

Edible cil
Nut procossing
Raisin packing
Bavorages
Neaturai koney
Ico plants
Anima! casinge
Saugages
Other food stuifa
Hides, s’cms & leather 12
37

Health Induactties

11,

Pharmacouticals 2

Other Chemicallv-Baged

hdustz iss

12. Mme-mace ither spinning 1
13. Throad cplming ' 1
14, Knitting miils 4
16. Rayca weaving 21
16. Blending of lubricauts 1
17. Detergents & soap 1
18. Chemicais 3
19, Perfumeriss 1
20, Plastic products _8

39
Ircrganic Matorials-Baned

hdustries

21. Metal working 11
22, Ccnstruciion mejerials 1
23, Stome worklrg d

13

102

V.

VL.

VIL

Mixed Chemical and horpanic~

Baged Inmstries
24. Fuiniture
25. Truck bodies
268. Auto & truck batteries
27. Prinling
28, Paper cartons
29, Buitons
Service Type Industries

80. Duy cloming
31i. Carpet washing

32. Tire rocapping
33, Public accounting and data
progesaing

;",

~Finsncial Enterprizes

34, Development banka

Total projects
- gmalyzed

=
&

[
bed bt €3 CO DO k=

Sl

113

i



The financial feasibility d:ité for the 113 applications are summarized
in Exhibit 3,12, 0,2, according to the seven principal lnduatz;y categories end
total program under the account headings qf Exhibit 3.11, (;., 1, Thé summary
results are them used to caiculate the return on investment (ROI) and the partial

multiplier (P) for the categories and total.

The returns on investment (RO} appear to be fairly high except for
Pharmaqeut!cal fndustrial and Finarcial Industries which appear to be lovw,
Lower profits end savings éct in the etiuations to increase the partial multf-
plier' eéffect where these efiectis .&re asoslidve and decmaseA Shem where they
are negative, Tie agri-bucipess partial mﬁlt!plier effect is high and positive
a8 would bs expected because high porcentages of domestic mw'matériala are

used, nlanned imports are low, aad planned exports of nuts, raisins, snd animal

hidea and skirs ars high, On the other hand, the Chemical aud Mixed Industry

categories resulf in negative pariial muliiplier effect on the esonony because

the plammed impozis are larger,

No program can expect to elirainate 21l the negative efincts because
of the need to davelop {nter-industry supply and trade effects., The fiber and

yarn example praviously cited {llustrates how negative mulf .iar effects can be
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. modified by subscquest inter-industry activity of new supplier projects, This

| procéss, whon well-planned to reach raw material poteutial existing fn a country,

cen give spectacular economic results when the early negative offcct {8 turned
fnto a positive cne.
I order to accoraplish these beneficial results, a sound long term

policy-making structure based ou a scientific management information system

fe nesded, Such a system is Giscucged in later sestions of this chapter., Until

such a system s firmly established and iz cperation, 14 is difficult to know to
what extett the desived program I8 being implemented. For exampls, we do
not lmow whether tha 113 ,;viojects ere perforining s plsiwed or to wrat deprve
they are falk‘ng behind, or why. I is frejuently siated ':33;@ observer. ;hat tLe
FDPIL projects are operaing at ozly hal? of thelr capecity. Wé do not imow if
the projects were badly plemned according %o the abova cata, or wheiher the plannad
invesimenis were ouly pa:iially made, or whether other factors are at woric that
could be correcied by _poiicy changes based on sound evidence rather thea oa come
plaints and hearsay. Serious efforis ¢o correct this si&uaﬁon have beea and are
being mads, but the necegsary "feed back" of financial ¢aia from the managermont
of the ¥DPIL, projecis is w:ot eifective.

The pasctial {avesimend rantiplier fille an cbvicss gap I preject svalun-
tion that relins heavily an finencial az'_z;u.y@is for de-ciaic:a»mgkingo Both are

needed, ‘The fluancial ansiysis {3 easentiz] o the nves’ors, bankers and other

lendors. The multipiter .» raquiveld by eccpomie plasnsrs and those danavimenty

of govarnmert fnvoived in formulating snd applying fncentives deslgnad o sucourag:s
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both private &nd public investraent. The partial multiplier principle, when

effectively modified, can and shouid he applied to ail kinds of programs

including infrastruciure, food and rutrition, health and welfare, education,
rural development and go forth,

The partial~muitiplier is a ratio or percentaze and, though sn excel-

- lent indlcator, it does not teil us the magnitude of bereflts to be expected from

the planned total investment or net assets ivolved. The rcagnitudes of the
expected amrval coniribution to grous vatlonal product (GNP) by indusiry cate-

gories ean, however, be calculated 3 shown below-

- Contributicn
ndustry Savings* - Partia] - to GNP
categories J1600,000 Afe.) x  maultlplisr..= (000,000 Afa,)
I Agri-busitest 3402 T o410 + 3,504,1
O  Health 22,9 ~ 0.3 - 6,9
m Chemically-baged 5013 - 2,0 - 3,002.5
IV Inorgacic-basad - 34.8 | - 1.0 -=v 34,8
V . Mixed base | 44,9 | - 2,6 | = 1167
VI Services | 25,8 o+ 1.4 * 36.1
VIl Finzpeial | 37,4 + 1.1 4 ..‘..;4.3:' 1

Tolal 1,097.3 + 2.4 4 2,420.0

? Snviege from Bxlibit $.12,0.2. = capreciation pius chanzo 12 9teck plus
pot profits.

The annual ceatribution to GNP divided b tb net asress indicates the

effcctiveness cof the planned investmeat by indusiry estegorizs end i showr below.
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Countribution . Net " Investment

Industry to GNP . Assets effectivensen
categories (000,000 Afs.) < (900,ooo'_‘_‘é}f.sso ) = ratlo

1  Agri-business | + 3,504.1 1,'12207 + 2,034

I Health - 69 1746 . - 0,040

II Chemicaliy-based - 1,0062.5 1,609,0 - 0,623

w fnorganicmbased - 34,8 79,0 - 0,441

V  Mixed base - 116.7 | 161.1 - 0,724

VI Services + 36,1 82,9 + 0,435

VIi Financial + 41,1 | 1,010,7 s - 0. 041
Total +2,420.0 4,840,9 % 0,500

A positive invesiment effectivencss ratio is desir:able even if it is near
Zero beeausei it Indicates a current comribut'ion to GNP, Negsative ratiss, whea
&:héy are.smali, cen often be justified if tﬁey maké ‘a real social cortribution as
do the heaitﬁ indueiries. Largez; negative ratios indicate a need for a change in
investment premoiion policy, unless it can be gshown that in 4 reasonablie tine
period the 1arzer negative ratio will be reduced to smzll ficures or preferably
become a posiiive one, The negetive ratios (n the sbove tavle are due to an

excess of inportad mwaterials.

3,13, A Recelving Sratem Corcept

Developiment projects mnd progress are frequently considered snd
plaased as "dolivery systems' hut without mentionfug the compiimenﬁéw system
on which it will depend for success, In the following discussion, we ciioose o

call this missing process a "secelving system, " The oversicht seems to be
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the result of an unfounrded asgumption that a neatly orgaqized recelving system
alregfiy exists in the wadsrdeveioped economy and is complimentary to the
newl}; conceived deliverj system. The ecozomic framework already considered
~aould surely raisc sericus doubts that the economic sysfein is 8o gimple. In
other words, it is almost as though the "delivery system' were plarned to
deliver "ehe rmed bullets” which would reach only those targets for whose
benefit they had been produced. If we are to avoid this costly and wasteful
method of delivery, we must give more attention to treating the probléms of

development 25 2 gystem., A gimple diagram from systems analysis can {llustrate

thig point,
] : ~ 2 ¢
Inputs, .Process Outputs, lProce.as Ou,nuta“ Process| Qutputs.

Inputs Inpuis

If the second and third processes are missing or differantly aligned, the outputs

of the firat process wiil not be able to reach the suceceding cnes. Similarly, if

the cutputs are not e corvect anes, the following proceéﬁes cannot raceive them
ag fnputs, That 18, the syetem will no: work as plarmed or hoped for,
A delivery system for creating irrigated iand and distributing i3 to poor

people may be diagrammed ag follows:

[j e é ——s g ~—=-ge Paople on land
Dum Ireigation new :
work land

Exparience shows taat such projects tend to give returns less bencficial then

originally propossad. Knibrmmexﬂ 1 points out thet in coses where land iz
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redistributed by land reforms, it 13 more than likely that in ten years' time,
the distribution wiil return to & pattem not unlike that beforq redistributicn
took place, though *he actual ownsrs may be different pers;ons or agencies.
In 19;'35 , the U, S. settled some two hundred families on new land in the Matauska
Valley of southern Al;z.skao Ten years later, these two hundred smaii farms had
been consolidated nto soine twenty larger farms with some of the originl land
being entirely abandonzd, |
Part cf the problem for such delivery system projec%a lies in the defini-
tion of the aim, goal or &arga@, which in the above example stoppad with "disiri-
buting land ¢o poor people, " If ths definition had bean carried to its logical con-
clusion irstead of slorpiug short, it would have been clearfﬁat these pa_é-pie wouid
also need incomes or they would end up in thé well-known _agricultuml "gubsistance
trap' which makes them f{i&ila or no better off than belny in the iandles_s sltustion
from whick they weze ms.slsiermd. Thke poor on "mini" farms or .x_n&rg;mal farm
lapd can experisnce sz much poverty as the poor in urbm centers and with pere
haps less opportunily to cscaps their condition. |
A natural questica then 8, how should wa define a ;’eceif;ing syéi;em‘?
Clearly, the above delivery system reguires 2 markes but the idea of markgﬁ
assuInes the exiztence of a demend for the surplus commodities that tao now~
land peozie hops to prcduce. Thin demand {8 reasonubly assured beeovis we
know ¢hat there are msmy noor psople fa uxban areas that would Hke ¢ have: |
more o et{!, |
It is, therafore, necessary that this patontial demand be cenvertsd to

effective demend, which ineans new tncomes for the poc® psople in the urban
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area and this requirement transiates into the need for new jebs and the
invesiment n'eceséary to create them. If the investment comes from savings
a'll well and good, If investment comes from goﬁemment issue of money or
expmdihxreé , then prices are raised by inflation and no benefit in real terms
is available, |

The difﬁculttea of arriving st a coniplete scintion or a complets receiv-
fog system within a domestic economy are commonly recogaized and it has now
become populur to add exports as a final step in the process. Before éons!deﬂng
exports, let us summar:za the abovs domestic problems arising from delivexry
systems and implied markets. Delivery sysiem = new dam + irvigation works
+ distribution of land to the poor + a surplus agriculturél commedity + 4
market. A market = a receiving sysiem = investmert = new iobz = uew
income = effective domostic demand. To this process, wr must aew add the
potential possibilities of axporté tp fncrease effec. 7o glemando

Export-{mport irade occurs if, and only if, relative prices before

trade are different betweasn coumtries, the: s, if the price raiio in the home

_ecoumtry, i{ = p¥ice of lome e...crtables, 18 different from the price retio in

Py price of home {mporishles _ ‘

the foreign coumtry, il .« price of forelon country expeortables . I the price
9, price of forcign country irportables

ratios are oqual, p; /pz = qllqz , Ghen 9 trade will cecur. Xowever, the sbove
prices are an average for a number of commodities, Thug, at least gome com-
modities® price ratios will tend to be differant and compztitive forces will genérs

ote an exchapge rate such that it is cheaper for each country to buy at least one

1o
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product from sncther, A1l that i{s neceessary in the most general case s to
stipulate that trade will cceur if the difference ir relative prices is sufficient]y
great to ouﬁeigh the comt of transportation and foreign import duties. 12
Knowing that price ratios must be different doés not explain vhy they
are difrerent, since the sa.1e commodities .are often befng produced in boik
couniries, It should, therefore, ba evideut that we need to consider the fincticus
of cost that lead to differcmces in prices. Production of a commodity ;efpzires
various guantities of inpuis, eaéh v\'rlth its own price. Hence, the price ») of
a single commodiﬁy unit ¢o be exportad will equal the sum of the necessax‘& input
quantities (a;) times their prices which ern be written as:
P =Py ¥ Pzaé o Pp¥n ’

where (n) equals the number of inpits required, and (i) indicates the commodity

.being considered, The raader is perhap: accustomed to distinguishing betwesn

"eost' and "profit" -so that cne of the iuputs (@) above will represent "eapiial”
and o;,ne of the prices (p;} 2bove will rep.resent the rate of proiit on capital.

If the commodity (i), grapes, for example, of a similar variety and
quality, has the same price in both expsrtmg and imporiing comtrizs se that
roo then thezse grapes will not bs traded. In order to export commodity (i),
the differzncs iv price must at least equal the added cost of exporting (special
packaging and handiing, trans;;oﬂ:ation, fraport and export duties, etc.). Thus,

the question turng on which jnputs can be lowered in price to absorb the ’priee

difforentisl between p; and 4.
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The inputs to agricultural production for export, that we must conu-
sider, are: (1) production labor, {2) land, (3) water for irrvigation in Afghanistan,
(4) purchased agricultursi supplies, patti;:ularly imported fertliizer, and (5)
export grading, packing and hendling. Starting in the reﬁre.rse order: factor (5)
is on urban activity and bas already been tncluded in the price differential to be
rbsorbed; factor (4) is urban~suppliied and costs are relatively flxed; factor (3)
{8 scarce and has a..ernzte crop uges so will be applied where it will give the
highest return; factors (2) and (1) are rural activities and, in face of éhe cost
inelasticities in factors {3-5) will ymdoubtedly have to &bsorb the export pﬁce
differential between p, azd 9. Thus, production labor, the people we : :3st
wish to help, will have to absorb posaibly half of the priceiiiiferential depending

on their arrangements with the iandowner. If they are also small_ landowners,

~ they vill perhaps have to absorb the whole difference.

Only in the ease where domestic market prices for commodity (i) are
already low enough {o sbaorb the whole price difference will rural. labox receive
1¢8 full tncorne share from exports. Opportunities for finding such price differ-
eatialg ave, b ywever, limited by otker coumtries in the world trying to sxzpors
the same or cpmpe?.bxg commoedities, An additional ﬁmiting factor is that in
foreign markets where commodity (i) production costs sre high and thus favorabie .
to impoxts, the commodiy 18 usuaily protected by high duty rates or noa-tariff
barriers., As a yresuli, only countries that do not preduce commodity ¢) will be
ready to nbsorb the necesnary price diiference and even ﬁum they will zeak the |

lowest world price.
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‘i ‘ \ | The outgome of this review of exports ip terms of a recelving system

: is; that only spacialty products with limited foreign cbmpetttlon or limfted pro~-

' - 7 duction cffer long-term prospects for agriculﬁxral exports énd equitable prices.

b World scarcity in the face of high effective demgnd is a relatively short-term
exception. A complete receiving system concept must, therefore, add techuological
Imiovation if it 18 to be sueseseful , because agricultural exports, except for
specialty crops, tend to add only marginal benefits which must be shared with

the urban sector while tha agricultural sector absorbs the price differential.

The subject of tecbnical innovation 18 considered more fully in later chapters

of this agri-business ressarch study,

4

3,14, Trade and Import Substitution

Impoxt subsiftution industries have gained a bad reputation among
e development theorists because they have, in their work, come across too many
examples of nezative off2ctiveness ratios in Investment programs. We believe,

however, that they would heva bson bsiter advised to distinguish between various

kinds of import substituticm. Sweeping generalizatices such as “import sub-
gitulion projecis are bad' have the common fault of faaccuaracy. We recommend
that at least two import substitution categories be recognized and used: (1)
resource import subsiituiion, snd 2) non~resource irpori substitution. The
first category of industrics ean lead to bighly favorable development results
while the secord csiegery of industries has litile long-2erm poteniial for da;r'elop:ﬁ

ment henctits.
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An example of a resource-import substitution preject will help to
clarify our recommendation. Afghanistan has the agricultural resources to

produce sugar beets and cotton. Nevertheless, both sugar and cotion cloth

are imported and thus demonstrate an existing and offective domestic demand

for these gooda. By virtue of this existing doemand, it follows that a portion of
average family income {3 already allocaied to their purchase, This means that
a portion of natlonalk income can .be shifted from imporis to the domestic sector
without the necessity of first raising the national income level by increasing
govern:nent expenditures. The shift to the domestic sector will increase
national incoms thirough new invesiment aad its multiplier following the {nhexent -
time lag involved in this process, Comimxing the implie}i import pclicy will in
contrast hold back Afghsn development because the tmport expenditures act as

8 drain to reduce national income as has already been demonstrated.

An example: 1350
‘ Produciion
Producer
- Commedity  Vaire ™ Exports* Imports *
Cottem textiles and yarn 1,008 nil 257
Raw coiton : 713 1,049 -
Synthetic textiios -41 - 113
Synthetic fiber and yvara - - " 67T
Sugayr, commercial 138 = 771
Sugar, loans and granta - . - 154

* In mtllions of Afghenis.

: 13
Source: Production data - Survey of Prograss, 1350; Exporis of Merchandise,
1350;'* and Inaperts of Merchandise, 1350, 15 |

14
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It is also reported that raw cotton could be converted to grey cloth
for export gnd thus increase the value added in Afghmlsmo The problems of
producing grey cloth to market specifications and quanmy may hinder such
conversion. The cotton~synthetic import-export data ie included to illustrate
the complexity of resource substitution when a non-resource import phase is
fncluded. The potential domestic benefits can be real enough, however, if

pianning' policy and management is sound, strong and effectively implemented.

In the case of sugar, the poteniial benefits from resource limport
substitution are impreasively real, The traditionally low cost of sugér on
world markets and the highef costs in Afghanistan have been repeatedly used
as arguments £o block greater domestic sugar pmduétﬁona’i However, the eccii-
omic cost of .impor(;s'and the correspoading ioweﬂng of nationél income has
‘ot been included in the financial feasibﬂity studies. Thereforc, a true picture
on which to base policy decisions bas been missing. This subject will be faken

up in greater detail in Chapter VI of this study.

3,15, Need for a Management Information System

‘The quantity of information that government and planning officials must
face daily {8 cften overwhelming. It indicates a comparable growth in problems
and decisions to the point where many questions cannot receive th. time and

attention that they dsserve. The very complexity of the issues involved in modern

e
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' dynamic social and economic relationships defy éasy or speedy solution.

. Often the fnformation and advice received by the officials i8 contradictory and

8o deoisions become even more Cifficult to make and the long-term effects
oan escape ccnsideration altogether,

The response to these growing probloms has resulied in modemn
mamagement systems, spurred on by computer technology, designed to handle
information scientifically and so convert it futo more highly usable forms.
The~adoption of such infermation systeins leads to easier and sounder decision=
making fbr those willing and able to make use of them,

The positions 30 far presented in this study ta;‘based. on the availability
of information in highly usable form. ‘The information system outlined in this
gection is designed to chiain, oxrganize and analyze information for the use of
plamers and decision~makers aceording to framework sand ecoromic measures
applicable to agri-businzsas development. Without gome such x;nanzgement
informaticm s;rstem desived progress will be &elayed and possibly prove to be -
misdirected.

Decisfons in the reoal world are necessarily made in S’he‘ time avaflable |
en the basis of imperfect information. The goal of a nanagement information
system 18 aimed, thezfefore, at providirg the maximum of orgamized and analyzed
facts in the minimum of ime. In this process, there are three information funcé
tions that muat bs constantly kept in mind: (1) what is going on externally to the
plaxming and deﬁelopme’m organization and bxmeés as aopecified, (2) wheat is

golpg on internally to the organization and broceaan as specified, and (3) the
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orderly and indexed accumulation of the record of pasf activities and informa-

. \
tion.

'EPolicy menagemesit in turn mél{es‘ use of the organized facts above in
three principle ways: (1) the day~to-day policy that solves problems for the
meuy clients that never cease to deﬁmd favors of government and management,
(2) policy that aims to aveld future problems, and (3) policy that aima to make
improvements in the orgm!zaum': itself as well as to increase econcmic deve;lop-
maent in the natgono

The cholce of a doordinatm and consistent economic framework and
Bet of measures is fundarxeatal to a useful management i;:formatlaa system _ahd
sound policy formetion. An economic framework and set of measures have been
prescated in tha eariier poxtions of this study, but it seems worthwhile in the
present context tq consicer in brief some of the conflicting beliefs and advice
that & management information sys'zeng can be asked to deal with when preparivg
informatiom for the policy-makers. Two pdints of view are liéﬁed below. The
first set of five beliefs reprosemts the conventional wisdom often advanced in‘
various forms sud projects by some aid experts. The second sat of fiire beliois
ropresents a more modein point of view tested by expsxience in handling develop-

ment projects,

"Conventionzl Wisdom" B
1. Supply ereates it own demand, *
2. Financial foaatbility measures are all impoxtant.
3. Investment and morey muliipliers are naturally positve.
4, Measurement of “inal ald-offects 13 a digservice to the concspt of afd.
- Bo Atd should focus on simple, fast-respendisg projects.

n
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""Modern Point of View" |

1. Increased supply must be matched by a new and independently effective

: demand,

2, Economic viability is equally as important as financial feasibility.

3. mvestment and money muliipliers can be negative as well as positive
at the project level.

4, Lack of base level and final leve!l measurement ls a major cause of
rising opposition to aid in donor coumtries.

5. There are no simple, fast-responding projects waiting around for

developmeni in economically poor countries.

The differences between the two points of viéw aﬁe quite clear. The
difficulties in forming and applying framework, measures, and receiving system
concepts undoubtedly account for much of t/he delay in adopting the modern,
though more complex, concepts to the development procéss, This general
problem has been solved in science, technolbgy, and big business by m«;:ludlng
sciemtific information sysiems as part of their organizational structure, ‘Develop~

ment agencies are now moving rapidly in this same direction.

3.16, Organizational Cutline

The inclusion of a management information system as & separate‘entity

or office in an already existing oxganization can itself preéent problems: (1) how

should it be tied into the "orgamizaiion chart,' (2) how should it be internally
organized, and (3) what are the esteniial lines of communications and functional
relationships with other cfflces, boards ard committees of the organization?

A traditional organization chart in the form of a pyramid is shown

belovs.
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|  MINISTERIAL LEVEL .-

DEPUTY

Other Depis, et -  Otbar Depts,

DEPARTMENT OF
INVESTMENT PROMOTION

AND DEVELOPMENT
poLicy | _. _ __ _ _\_ | NVESTMENT
BOARD COMMITTEE
ADVISORS : SECRETARIAT

GENERAL INVESTOR GENERAL INDUSTRIAL
SERVICES ASSISTANCE OPERATIONS PARKS
1 et —t—, 1t

Staff - Staff Staff Senff

The lines of authority ard response together form the direct, imternal
control system of managing the organization. The line of authority transmits
instructions , roquests, explanations of policy, etc., from the top levels to the
lower levels, ‘The line of responge treusmits upwafd information concorning
the activities or outputs 3 morated by the iuputs from the line of authority. There
is a third informaetion neiwork, not shown in such orgarization charts, by which
external information is roceived af various levels with s corresponding cutward

'mspcmaao In addition, wo should recognize that an indirect information input
i elso opsrating from the historical recoxd mainiained in the files of the organi-

zation,
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This system of control is traditional but ne,v,_ex_'thelevsa has a weakness
in thst the line of response conveys bnly that informéi;:;én that the lower levels
want the top control level to receive., It is usually unbala,hced to show the opera=
tions and activities in a favorable manner with little indication of.the failures and
inefficiencies involved, As a result, policy-makers often do not hear about the
deficiencies until they are brought to their attention by external sources. Modern
ﬁmégemmt information systems have come into use in order to overcome this
inherent weaknes in a8 neutral 2 manner as nosaible.

The above pyramfda_l diagram is rearranged in a vertical form to
include the lines of information flow and the management Inforanatioa system .

. #

as éhown in Exhibit 3,16.0.1. This vertical organization diagram indicates how
8 management information 3ystem can be added to a department along with the
internal oﬁmizaﬁon of its offices,

The above organization eoncepts can be consideved in terms of a real
.case, as follows, This agri-business resear;:_h study was carried out in a
manmner not unlike that shovm in the Exhibit, except that the management infor-
mation office as shown in the Exhibit was part of the Checeht team attached to
the Investmenti Promotion snd Development Department, now in the Ministry of
Plaming. The Research Office was set up separately as indicated, but the Files
and Records were divided between the ofiices and the team, The flow of infor-
mation came from the Area of Operationg, ste. , énd hvestors 5.9 indicated. The
inclusion of the Investors ix the Exhibit represents a major change f_rom the pyra-

mid of the Organization Chart first shown. The addition of some 100 operating
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EXHIBIT 3,16,0.1.

SCHEMATIC ORGANIZATION CHART FOR

INVESTMENT PROMOTION AND DEVE LOPMENT DEPARTMENT
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private indusiries is an excellent example of the added complexities of modern

development that tend to overburden and break down the traditional lines of
authority md response , which wexe never designed to deal with the autonomous
nature of exicraal industries and enterprises, The Industrial Advisory Center
(now Operaticns Departmant) of the Private Eanterprise Program haiped cope
with the hnvestois' needs , but the feedback and amalysic of these activities were
handibcapped by the lack of a formnlly orgaunized management informatice system
within the depaxtinnat, and this furstion has been handled» directly bjz thas Checehi
teéxm in p.arauel with the traditional information system which, due to budgetary
constraints, was unable io atiract personnel with the nccessary analytical train-
ing. Nevertheless, a rezl effort should be continued to if;clude a fozmélly
organized managemert information secticn ;within the Investment Promotion and

Developmeni Department,
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3.17, Chapter Summary

This chapter provides many of the basic comcepts and much of the
analysis which is used in later chapters to describe agrl-l?usiness_projects |
and proposed programs for their emcouragement.

Projects can be measured, or evaluated, using financial or economic
measures. Botk are important. Financial measures, the "micro' measures,
use well-knowﬁ tools suéh as balance sheets, operations statements and ratio
analysis. Feasibility studies are based on the same tools, plus the all-important
market study. The chapter deseribes four approaches to using these tools and
concludes that the simple "return on investment' is the most useful and most
used financial measure. 7

On the other side are the economic measures, using national acoounts.

These measure the value of the project to the econoray, not to the invostors, and

thus are '"macro" measures. The chapter goes on to describe value added analysis

and the use of multi;;liers e_md, especially, pamal multipliers to analyze the econ-
omic value of the project. |

The best approach to measurement, of course, is thg composite one
making use of parts of both financial and economic measures, A mpdel system
is described and 113 prejects approved under the FDPI L are analyzed using the
model, Not surprisingly, there are large differences betweem various types of
projects, with agribulture-based, and agri-business type projects scoring v;ry

well,
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The chapter then introduces the concept of a récel\iing gystem, whﬁch ‘
{8 needed to complement the delivery tem fn eco;;i;ﬁic development projects,
but often 18 not considered. This reverts to earlier diécussion in Chapter I about
the importance of demand as well as supply. The eifect of foreign trade, especially
exports, is introduced with a further warning that technological innovatior 18 oftan
necessary for the development of an effective recelving system.

Finzally, there is the discusgion of the need for an information system in
amy orgamization designed to foster economic development, and for the cxguniza-

tional structure to Le so designed as to make the information system offective.

s
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CHAPTER IV

AREA DEVELOPMENT |
TO ENCOURAGE AGRI-BUSL:NLSS

4.1, Jntroduction

|  The previous chapters have been presented largely in eocmomic
and someiimes abstract language., Basically they were the groundwork for
what follows. Sufficient recognition has not yet been given to the imporiance of
project location and to avea or regional disparities of incomes and employment
opportunities, This chapter, therefore, introduces in more general language
the area or regional concspis of developmamt which are }sometimes roferred
to as rural development. Following this subjective deseription of the typically
proposed requirements for area development, we examine in the suceeeding
chapter a regional division for Afghanistan including data on popﬁlaﬂon, agri-
cultural land and production, and ofher rasources. The relative differences
between the divisions can then be identified amd project locations can be proposed
most advantageously for the reduction of regional disparities in rural and agri-
cultural areas. |

Indusirializailon does not affect alil parta of a country in an even

manner. Vast areas are characteriz-d by low economic activity and suffer from

. unemployment and low por capita ficcmes, A few areas, howsever, attract con-

centrationg of industry and, as a emsequence , employment snd per capita {ncome
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in these emclaves are rolatively high. This problem of imbalanced income-=

location is not self-correcting. Deliberate measures must be designed smd

effectively applied if income and employment are to be Spréad more widely

throughout a country.

Almost all countries have aimed at rapid employment generation
through industrial development which has characteristically led to imbalanced
eoncentrations of factories and an inabilily of public authorities to expand pro-
portionately civil amenities, transportation and housing. As a result, both
rural and urban axeas axe suffering from imbalances. I the first case, the‘m
is a low leéel of !ncomeueinployment but a relatively high level of unpolluted

amenities. In the seccad case, thore is a higher level of income-employment

but a relatively high level of urban slurs and pollution. The unsolved problem
is how to achieve a more satisfactory balance in the location of income, employ-
mernt, amenities and the development of policies needed to achieve these goals.

In order to be able to deal with this problem, & logiéal framework
concerned with spatial distribution of economic activities ig necessary. Itis
more complicated than ike previous aggregate approaches to development
because space and location have to be explickily determined. If the digparities
of aggregate dovelopment axe to ba kept within tolereble limiis, ﬂm approach
has to be such that it incorporstes a siraiegy for constanily monitoring the
fuduced location changes as they take place.

A traditional socioty depending on agriculture for two-thirds of iis

economic activily generaily has a voxy liited voiume of goods and services
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for consumption. ‘The typical progress of development through ﬁndustrlalw
1zation leads to tromendous changes in the spatial conoentration of business
activity and the concomifant redistribution of population. Any program , such
ag agri-bu..aess located in rural are&s; that tends to r_ed_uce the migration of
workers to urban areas may be ecnsidered a change for the belter. A major
constraint, of course, is the unwillingness of the people to refrain irom tie

typical rural to urban-incdustrial migrations.

4.2, . Characteristies of 1ow Income=Employment Areas

Some of the broad characteristics of low incomewmploymént
locstions are wnemployment, low levels of living, & low rate of absolute
growih due to migration to urban areas, inadeguate infraéﬁmcture end lack
of cornmunity facilities, Mamny ctber chafa;terisﬁcs are algo inveived such
as lack of enterprise, skilled labor, purposeful social sttitudes aud in many
cages a lack of natural resources, Indeed, meany guch areas show a tendency
to slip backward 2z otheyr locations av? seen to be forging anhead,

It is clear that low income employment locations reflect 2 number
of characreristics waich are interrelated. It is difficult to separste cause and
effect in nagsessing these relationshipd or to pick one characteristic 0{12 of many
for the wnﬁsa of defining such losaticns. Coneequently , several criteria cﬁt
of the mowy recognizable ones are gensrally reﬂui,réd to gaiisly the dofinition
of a poor lecatian. R

Exumplee of such eriferia in widespread use are:
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~ popuiation density

- industrial employment

~ per capita tax base

- per capita gross axea product

- labor supply greater than demand
= high wmemployment

~ yrate of business closures

- area migration

- geasonal inovemant of labor

- heavy depeadence on: traditional agriculture
- inadequate all-weatber roads

- {nsufficient hospital beds

= ingufficient schools

- low per capita income

Exeept for the last two items, the unit of measure is a selected percent of the
national avérageo I is clear that the official point of view is a relative one.

B is a matter of how one srea stands relative to its neighbor. It is also typical

4

of relative measu,z’ea that the closer the point of view is’to the problem, the
less distinguishable are the relative differences. In a poor neighborhoéd, how
are the poorest cne-third to be identified and how does a project avoid also
helping the wel.lmtq=do fo the nefghborhcod, xmless the project is sirictly "“wel-
fare" in nature? There i8 no simple or available answer to this question, but

every effort will be made 88 we progress to keep this problem in mind as

recommendations are made,

4.3, Claggificaiicn of Low-Income Areas

In many countries only one éategory of poor location i3 reccgoized
although various areas show quite different corabinations of oriteria and degree
of varistion below fhe norm. It 18 guite malikely that a single program could denl

effeciively with 8 wider range of criteria and degree. Msmy area project faliures
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suggest that ineffective clasgificatian of the specific location problems is a
prh;cipal cause of unforeseen difficulties. |

] The.‘\ factora that have resulted in low incorae areas are many and
intricate as they relate to the interplay of economie, soctal and poliﬁcal forces
throughout the hiatory of the arsa. A comprehensive accoumt of these factors
when reduced to a acheme of classification applicable to each location gives a
subjective tone to programs that will be imapoxtant in selecting policy and ultimate
sucesss or failure, . , 7 J

In combination with these underlying factors is the obvicua'cm:dition
that projects need to be lccated in a specific place. Typicelly, location theory
attributes this selectlon process tc comparative advantsge. For instance, better
transportation facilities can oftem ba a detefinining_ factor, Similarly, the prox-
Imity of the seat of poiitical emd fiscal authority has always played an in;portant
part in where development takes pldce. Avaiiability of natural resources and
infrastructure along with social awenities also plays an important fole in com=-
parative edvantsges. In some cages, ﬂeiecﬁcn of location méy even revolve on
porsonal preferenca or coavenieucs,

Once sited, a project draws people o provide services to fc.he
employed, The lavel of lucoms teyds to rise because of the increase in eeonémic
activity, A.}‘ man szek a bstter fufure, the rural poor are also sttracied to a |
developing contar, however small, where sxpectations are more sttractive,

P

even though lesn resl, thin in the Iocation from which they come,
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4.4, Covtrasts fn Area Development ) . e

Many large centers of activity start with a single entezprise, for

o AP

example, a quiescent village may suddenly acquire a large ofl refinery or manu-
facturing establishment, As the projects end enterprises grow, they draw people
from the surrounding region. They first deaw skilled labor from other areas

which then are made poorer because the high proeductivity of skill 1s removed.

Next, the people left behind find life more difficult because gkills are less and

in time many of them will also move to the more active areas » and thus they
help to intensify the problems of the urben poor because they bring few or poor
skilis wit.h them,

When such a location staris to develop, it creates a comparative
advantage that sitracts more enterprises and, in turn, more people, Asg the
populaiion grews, a ready market emerges end then consumer goods mdustries
take roci along with an expeanding service gector., As infrastmgmre facilities
are sirengthered end expandad, ihey stimulate further development. It should
be obvious that enierprise will find it much mofe profitable to be in a place
where thaée fecilities ara already available rather than in a location where the
lack of such facilities mskes it raore difficult to atéract sldlled labor aad so
reduces profitability., |

Scaonls, houpitals and other social services may be ealled the
socfal inrastructure, azd when combined with the economic infrasiructure,
they tead to Incresse the tetal viehility of the sarea, It i8 a matter of natural

response to a growing concentration of peopla. As a coﬁsequence, akilled and
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trained labor becomes even more availabie, Thus ;: the place which received
an Initial impatus becomes a gre: wing center of actlvityo It attracts people
and industry which naturally prefor such areas to low income-employment
loeations because the infrastructure, labor, subsidiary Services and markets

are all together in compact centers, making distribution and communications

" highly-efficiert. Such areas attroct pedple to employment opporturities as

well as to schools, colleges, kospitals and othef secondary facl_litie:s wh;ch
are to be found in greater abundance. i‘he highly industrialized urban center
typically emerges from this process,

Such a development need not pose serious problems but most of
them do. if the growth of a city 13 systematic and all its functions are fully
developed and matatained in properticn to need and not just relative to the por
capiia tax base all might be weil. Unfor funately , such articulated development
generally does not ccour. Growtin of en:zerprise is gemerally much faster than
the growth in ihe availability of infrastructure facilitles. The growth of
populatica 18 also, generally, much fzster than the growth of available social
amenities. As a consstuence, the city becomes a highly congested area with
many socially indesirakle effecis such as pollution, crime, delapidated struc;
tures, ineffective sanitary services sndipot=-holed) or uasurfaced sireois.

Given the congestion and the break--down of amenities , why do enter-

.prises and penple continue to mfgrate into such centers aud not start to move

away from them? They come and ren:aln main! ¥ becauge initially they do not

have to bear the cost of the infrasﬁmc‘hra and exigting amenities and if they try
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to go back whai-e they came from, the opportunities that exist there are usually
no longer available to them so that staying in the city is the lesger problem,

| In the early stages of development, some avzas do not receive the
ﬁnpetus needed, As growth proceeds elsswhere, these areas keep loging their
chances. The country's resources of entrepreneurship and capital become
absorbed by the opporiunitiez avallable in the relatively few urban centers.
For the same reason » infrastructure facilities ars not provided in ihe poor
areas,

Attracted ky bétter eraployment opportunities in industrial areas y
people come to them from low employraent areas., Such~§m‘migration is
usually of skiiled and young peopls and so x;educes the scope for development
in poor locaticns. However, even urban and industrial aveos are known to lose
their impetus and go into decline. Ta some cases, a2 depletion of a natural
resource causes a:loss of output :md emplioyment, In other cases » the demand
for manufactured products may ghift and due to .an inability of the indusixy to
develop new products, the area stagnates and emigration wmay teke place in
particularly uwnfaverable situations.

Tlere are eeveral gerexalizatiore to be derived from the sbove
descriptfon, An area may grow and imprbve, or it may stegnate, or i# may
decline. The rend that is actually followed isg relative to what is bappening i'n
other areas. It is also ivpical of cifies R however ﬁ_xsy are defined, thai they
draw mors frcm their hintexlands than tioy retusn o them. Perhaps the most

critical eloment in overcoming low incorme-employment and iack « f opportwaitios
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in pdor areas is the lack of effective decentraiizatloﬁgg_)f public authority and

fiscal decision~makesrs to such areas,

4.5, Genersal Reguirements

Coveramen? agencies in maay countries arowmd the world are
engaged in the tagk of pianning development so »as to reverse the trend towavds
grouﬂng; regional disparities, Efforis to change direciion are consldered essem~
tial because of political activities aﬁsing from regional disparities that can
disrupt the economy and undermine natianal integrity. Arvea development
and who pays for it form oné of the irequently discussed issuss among Europosn
nations, Even the energy crisié of 1973-4 has become e;meghed in these funde-
mental regional iasues. The U, S, Congreas is also changing the manner in
which USAID {unds are divided, {n reaction to the visible disparities that have
rvesulted from past development efforis. It is now concentrating on foed, popu-
lation and education programs to meet the need for better regionai income distri-
bution. |

The goal of many goverament apencies is to atiract enterprise and
labor inio the depresacd regional areas by providing both suitable infrasiructure
facilities as ircentives for tnvestment in enterprises rnnd subsidies to ﬁelp hot 4
the necessary labor skilils in rural aroas,

Infrastructure facilities include guch things as roads, vailway“stj,’
waterways , airways, and defense systems which help to link 2nd secure rogious

and aroeas so that resources availabla in the vericus locaiions can be buelter
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distributed and utilized by all. In low {ncomewemplgymem locations, it is
fmportant to insure that the land {2 developed by providing drainage, roads,

water supplies, electric power and telephones. In somo cases, industrial

gervice facilitics and structures must precede invesiment so that the efficient

movement of goods is guaranteed,

Incentives by government are frequently offered to attract industrles,
Initially the choice of location is not generslly a condition for incentives being
granted, but in time it grows increasingly iraportant. Government incentives can

take many forms as the partial list below indicates.

- gubsidized land acguisiiion : #
-~ buildinea with low rout '
- buildings c» lease~purchase am’ancremems

= gubsidy on plant and machinery

- gubgidy on transpoxt cosis

- tax and duty concessions

- lcans at low rates of inlerest

~ loanson easy repayment texrms

- participation In eyuity capital

= concesgions on eleaivicity rates

- conceggicne on rates and the obtaining of water
- modernization loans with easy terms

Some of thegc-,z measures ray have to be adapied to local conditions.
1 18 not likely that a gingle location would be so poorly endowed as to require
all of these measures, Nevertheless, rﬁiing ary of them out arbitrarily is
not a conducive beginning Lo solving development problems,

Assistance is requived in ¢raining lsbor for employment in ‘he new

fndusiries. Subsidics toward the cost of xramm or relraining labor ars a great

help to individuais but ofé.en fail to benefit the poor locations as, ones tratnad,



the individualé tend to move away to more ﬁexveloﬁed centers where the newly-
acquired skills command & higher income, Therefore, iﬁ addition to a suvbsidy
toward the cost of training local labhor and bringing trained persons into a poor
location , adeguate agsistance must be provided for all these persons to obtain
housing under favorable conditions. It will probably also be necessary for
subsidies to be made fox the construction of houses which cen then be sold
directly ox on leage-purchase to the new labor force.

‘The above maasures teud to influence deveiopment éirecily and
give both éncouraging ami discouraging resulis. Too _few cases seem, hbwever,
to achieve the level of davelopmeant expected. On the of;,her hand, *here are
éxamples of davelopment where direct assisiance is avoided fn favor cof indirect
approaches that have achieved rather spectacular succesges due to fine natural
endowmenis. Cities such as Jandon, Birmingham, Tokyo, Osaka, Moscow,
Ieningrad, Paxis, Lyon, Delhi, Bombay, New York and Pittsbu'tg are examples
where planned and upplannsd developraent have creuted concenirated, congesied
and polluted i:dustrial centers. bisasures to discourage further industrialization
in such places and to encourage disparsal of indusiries hévu been adopied by
planners, but these measures have nct been entirely cfieciive and inere is ex}en
doubt vegardirg the ability of the authorides ti. + .47, developmeni growth in such
fecund lccations. Sateliife towns and centers are being planned and built, buf
they also sceni wmable tc keep vp with the problem, The search for solutions™
thus fally baei iﬁto the :iald whero changes tied t;) othexw condltions such as sxri~

business developraent o ruval areas tend to bacome more atiractiva.
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| (> - It thus becomes clesx that prospecks fo;:..a succesuful regicnal
‘ ‘J . fncomes development policy (_lepend on the interact';i:;}:u of many factors with
. the problems of counter produciive méves alway§ pmsénto Perhaps the
most important group of factors are those relating to the ability of public
au'thorities to envisage and work out the detsils necessary for persuading
P o investors ﬁo establish themselves in low income areas while at the same tHime
| workiug to achieve the essential cooperation reguired between officials and

investoxrs.

4.6, Location Requiremenfrs

It is widely recogmzed that extensive effor{;f; are necessary to
develop baékwar-d a¥nas and such efforts mus¢ be aimed st creating the con-
‘ o ditions that will attract iavesimert anci enterprise into those areas, I must
be realized that areas of low income generally are caused by deficiencies that
B need to be made up in oxrder to atiract new investors ihat have the opiion of
location in other, alveady developed, arcas.

The first step in this task of improvement is to identily the degree
to which the infragiructure is deﬁc&ien‘t gnd to schédule those infrastruciure
facilities that musi be rapidly acltieved. The next siep is to dstermine the
group of incentives, from the many that are available, that are most appropriate
to conditions within the avens seloct2d for development, us well as for the vi;ype

of indusiry and investor that needs to be nitracted. The diffevent fype of mea-

gures needed {o accompiish these two steps are described in some detail in the

LO e following s2ctions.
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4.6.1.  Gemeral

| The facilities generally locked for when an investor is seeking
a new site for an enterprigse are those cbmmmity facilities that are commonly
used by meagy different industr;es and mo.s‘a“, of the people. They include trans-
port, communications, power, water, and social overheads such as schools,
hospiials, welfare, training facilities, et:c. A close look at the better developed
areas reveals that they usually have adequate infréstructure faéilitles with a
slow grading off to the péorer reglons. Even in many less developed cogntriés R
these facllities are fairly adequate in a few of the principal centers. It is the
vapidity with which these facilities declip.e in sumber a:nd*quality as one moves

S

out of the centers and into the countryside that is in marked c~*vast to indus-

trialized couniries,

4.6.2. Reads and Commuications

The lack of infrastruciure facilities, particularly _‘allmweather roads,
increases unit cosia of supply. These cosis narrow the market radius in which
products can be sold in corpetition with other producers in more central loca-
tiong. This condiiion is typical of the agricultural trap in which improved
farming me#hc:ds raise productivity on the farm in a relatively uniform fashion
whils lenving transport costs to rise rapidly as moré distant markeis must be
reached in orcer o sell the incrensed production, Improved farm iechnolog'y
ig of ltile help in such 2 situstion. Cnly when real food shortages occur do

prices rise to the volnt where they ave able to overcome this cost hurdle and
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even then the time lost in moving over poar roads Qﬁgen resulta in the food
supplies arriving too late to help those who need them. Am efficient communi-
cations network and transport sysiem are the proven means of overcoming this

problem.

4,6,3. Land

. In countries wkere the population density is high or where arid
climate severely limits utilization of large sections of the land surface, the
price of guitable land ma;y be extremely high relative to the po&entiél market
prices for whatever is produced on that land. In some cases, suitable blocks
of land for industrial purposes may simply not be availalé)le without government
assistance. This agsistance can take the form of low=cost loans and credit.
Paymaents may even be scheduled go as'h') reduce the buxrden to the enterprise
during its difficult initial period of a few years. Financial assistance can be
made available on 2 priority basis for bheip ip purchasing land. These types
of asaistance relatad to land are often contingent upom the area occupied 8s
well a5 the amount of employment created, Care i8 also required to ensure
that the lemporary quarters provided during the consimction phase are not
turned into squatter~type housing. Such cccupancy can be very difficult to

correct at a later date,

4.6.4. Buildirgs -
The bazaar ayétem of huilding sund shop construction with manage-

ment and supervision can often be adopted to encourage small-scale enierprise
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"of a oraft and manufacturing nature. The buildings can be municipally owned

and leased as in the grain bazaars of Afghanistan, or private landowners can
be encoursaged by various government ininistrieg to builfl such bazaars and to
sell individual stalls on the inastallment or loan purchase plan. Or they may
be rented or leased so as to encourage investors to start new enterprises.
Such facilities combine to solve two of the major problems facing
regional development at the level of local markets, i.e. the cost and financing

of land and building in suitable locations.

4.6.5.  Electric Power

Electric power is the modern prime moverx;énd one of the major
forces on which a rising per capita lncomé depends. With the help of electric
enexryy, the individual worker is able to increase his output and so his tncome.
Without the addition of exteinal energy, the laboring man can qnly earn what
his own musclass are abls o produce. Ounce his physical skill and {echniques
are fully developed, his maximum real incomé level will have been reached.

Tke dependence of preductive modern enterprise on electricity is
enormous. More. erucial than conesssions and incentives is the continuous
supply of eléctﬂcily of the correct voitage at a reasonable cost. A failure ér
interruption in the electric power sum»lj/ affecis enterprises directly as pro-
duction is hampered and even stopped. In some development programs, the
importance of 2 steady supply of electric sower kas been recognized to the
pomt where considaration 18 given to compensating new enterprises during their

first few years for loss of production on this count.
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Nev.v enterprises that a;'e willing to lo;:atq outside centers where
a steady supply of electric power is available must face ti:e capital intensive
cost of generating their own electricity. A liberal granting of financial
assistancas for the purchase and instaliation of generators i3 an ezavntial

incentive where governments wish to encourage regional development in

" low=-income locetions.

4,6.6, Water

Water is an essential requirement in many industries. Where it
is not available from public sources, or when the charges levied by public
sources are high, some concessionary as‘sistanc.e to nfw industry is reeded.
In arid comtries where water rights are jealously guarded and allocaéed, even
greater government assistance to new industry may be required in order to
obtain the necessary water supply. |

Water efflgent from indusgtrial procesecs is often polluted and
must not be allowed to drain into fresh water charnels, Agaix;. 'm arid coun-
tries, this problem can be most serious and further assistance may be needed
in providing watesr treaiment to remove the undesirablo wastes,

b those cases where deep or shallow wella prove to be the only

water sources available, or where treaiment of wuste waier must be provided -

by the new indusiry, it is importani fo irclude the cost of these facilities in the

project invesiment plans and feasibllity studies,
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. 4,6, Industrial Estates

Provision of land, structures , roads, electricity and water is
the leact that must be done to atéract {ndustry. It is the pature of such facilities
that it i3 more economical to provide them for a large number of enterprises in
a single location than it is when the establishments are scatiered, The economy
of compactly arrsnged services when passed on to a new enterprise connecting
to them cam b2 an important factor in atiracting new investment to an area,

An industrial estate i3 initiated when a convenient and éompact area
is acquired by the public authorities and is then made suitable for industrial
occupation by providing the needed facilities from public funds. Water and

_ &
electricity aro imstalled. An approach road and intemalrroads are graded
and finished along with drainage for the area. The land is plotted into conven=
fently-sized parcels and demarcated to assist investors in making their selec-
tions. Carefully worded agreements between the _estate managers and the users

are required. Structures of standard or specialized form cam be made part of

the agreement, A geneval storage or warehouse depot i8 generally required

‘as an estaie~oparated facility, A nuraber of cther coramon facilities such as

post office, biranch bank, canteen, etc. rust also be made available., In other
words, all the basie rexﬁuivements of enterprise must be providedkif the esiate
is to prove sucecssful in aftracting inveslors,

If a part of the egtate development efioxt falls on the mdustn'e; -,4 a,

suitable subsisdy noeds ¢o ba giver.
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4;70. - Speecific Incentivés

In addition to the al_ready«méxitioned general infrastructure facil-
ittes refuired to encourage investment in rural areas, there are & number of
specific incentives that may be used, They are made available on ap individual

project basis, Some of the incentives mentioned below are available to new

: Afghan'enterprisas wnder the ¥oreigs aﬁd Domestic Privaie Investment Law

(FDPIL) wherever they may be located, To encourage location outside the
Kabul s223, some of the present incentives are extended for a pér'iod of two
years. Iocation in xmda:’:;-develo;ed yural areas will wadoubiedly require a
revisw and consideration of additlonal inqentives to help‘ pvercome the greater
operating and financial problems that will be encomterad,

The various specific incentives to encourage rural investment fall
@der four general headings: (1) subsidies, (2) financial assistance, (3) fiscal

help, and {4) cther assistance.

4,7,1, Subsidieg

Subsidies in various formé have already been mentioned and some
are included a second tirae in the following discuséion but gshould cause no con
fusicn,

Subsidies on fixed capital ave often given fo help defray the added
expense of erecting siruciures and instailing machinery in difficult locaiﬁm‘so
This added expimse 18 canged in part by the extra eost of delivering the mate;ials

sand maintainiiy the necessary skilled labor involved in such work. Wiiliout a

14%
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~ subsidy such plants are not competitive because thelr average costs will

greatly exceed those in urban centers.

Subsidies on feagibjlity reportg are provided by the Operations
Section of the Invesiment Promotion and Developfnent De;;arhnenu‘; (IPDD)
which has a responsibility for assisting in their preparation through the
application system and g0 covers a considerable portion of these costs, In
ordsr to prepare such reports for agri-business or rural investments, more
care and expense will be ﬁeeded to assure that the physical infrastructure

already describad is available or includad in the plans and estimates,

- Subsidies on iveight or {rarsportation is an impoxiant factor that

A &
influences a decision in favor of locating an industiry in hard-to~-reach rural

areas., In sddiiion to considerations such as indicated abow}e for plant camsiruc=
tion and installviion, thers is the contixiuing problem of transport cost to ihe
major market canters to which it ig often cheaper.to deliver imports than it ig
to haul goods from mrallareans over peor roads and long distances., This com=
petitive differesice needs 9 be adjusted if zural davelopment i8 to érosperc
Subaidies on izbor have alrzady been meniicned and need not be

repested,

4.7.2, Yiponcial Assistunes

Loanasg to enterprises wiliing to locate in rural areas are an inapor-
tent incenlive te poteniiaf mvestors. The racently estabiished Madustcial Devalop-

ment Bank of Alghanistan JDBA) Las been cresied to make such leans, It faces,

however, the triple problzm invoived i ail bexking enterprises, The cost of
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administering large loans is about thg same as that for small anes. Urban
industries tend to be larger than those in rural areas and their bormwing
needs tend {o ba greater 30 they are more attractive to the bank. Second, a
scund loan needs to be granted against scme security such as thic facilities
of the new industry. Urban facilities are generally a better risk than rural
ones where aliornative uses are less and additjonal investment is harder to
obiain, Third, supzrvising loans is a function which involves distance and
ease of tramsportation. Thus, again, urban loans are favored because they
reduce the risk of inadequaie supervision by the loan of;flcer:'s0 Together these
three problems form a ﬁaml'al bias against making loans in rural areas and
greaser securily or guarantee is raguired if the bank is 25 manage it8 risks
effectively and keep its finds turning over go that it can make new loans,,.

Ce2dit guarantes is an accepted method ¢f encouraging development

banks in mzking small rural loans while aasuring them of adetfuate liquidity to
carey on thsir purposge of .making new loans. Typlically, the eredit guaruntor
ig the government that will, for some premium paymeni from the bank {often
chazgzed to the borrower), agrea to absoxb a major porilon of loan losses
actuzlly incurred. It may aiso agree to disccunt loans that it desms to be col~
lectoble and so help the bank mainiain a favorable liquidity position.

Caniial part.cipation ig another form of agsistance to encourage

industyy o locute ia rural areas, It cap veduce the problem of raising risk
capiial, incuces gialler loan requirernenis and 8o encourages development

bamks by incrensing the soundness of such losns, aad where farmer cooperatives
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| mortgage end stamp duties.

are being encouraged, it will help induce their formation and participation in

an industry that will fncrease directly rural income and employment in the

selected locations,

4,7.30 A Fiscal Help
| Fiscal assistunce a8 used here consists of the various forms of

tax concessions tizat can be made to encourage investment, They reduce avail-

able revehues before new ones can be generated, wh_eregs subsidies are a use

of revenues or funds that have been genarated already. Tax concesgions relate

to partial or total exemption from fncome (profit) tax, excise tax, sales tax,

import and expoxt duties, property tax, and fees such a8 registeation, court,

# o

The FDPIL program graniz exemption from income taxes aﬁd aoﬁ:e

related taxes for five yesrs with an additional two years granted if the enter~

prise i8 located cutside the Kabul area, Exemption from.lmport duties was

similarly granted. but in‘ July 1974 exemption waé rescinded and a special tariff

with lower import duty raies for FDPIL projects was mauguratedo

4.%7.4, Other Assistance

Provision of infrastructure facilities, subsidies, financial asalstw-v
ance and fiscal concessions create a favorable industrial climate and stimulate
enterprise invasiment. H wever, in the relatively uncertain situation prevail-
ing ia rural or backward areas, some more stimulants are generally necessary.

Of major importance are those relating to assured markets, price preferences,
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market information, and supply on input materials which for agri-business

}developmem will éiepend on the cooperation with farmers in growing the

specified crops,

The assurance of markets is of utmost importance in encouraging

fnvestors to locate their enterprises in selected rurail areas. The government
as a purchaser can play an active role in assuring markets by directing its
purchasing departments to contract with such enterpriges for a portion of their
requiremenis. Such contracting should also include a price preference or dif-
fereutial that will ease the competition from large industries or importers who
can and often do underprice or offer concessions on their goods so a8 to elimi~
pate small competitors. The government should also disgmrage new enterprises
that integrate all of the agri-business processing steps in urhan areas. .
Information on various economic and market conditione is not easily
avallsble in backward or rural areas and there i8 a need for active govemxhent
support in collecting and disseminating such inférmation on a reéular basis

either by mailing of special bulletins or by radlb , which is now done only oa an

irregular basis,

4.8, ~ Chkanter Summayy

Development" in rural or backward areas that are lacking in 8o
mapy ways the basic Infrastructure facilities, ease of communications and
transactions, and gocial amenities that attract business are mot sasily

gaccomplished in short periods of time, This throws the
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burden of encouraging agri-business investment to locat_e in such areas on &
well-coordinated system of inceniives which is presently unavailable in
Afghanistan. This agri-businesa researé}r study proceeds in the following chap-
ters on the assumpiion {hat these area development requifementﬂ and incentives
will be forthcoming or can be incorporated in the recommended project programa,
as they are plaoned for implementaticn, What we are saying i3 that development
for economic growth is a process that is continuously forcing rescurce realloca-
tion and methods upon plavnars an'd the economy. Conversely, if we.are either
unwliiling or wmable to change our methods, policies and resource alloc-ations,

progress will be slow indeed.
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CHAPTER V

REGICHAYL RESCTURCES AND RICOME TN AFGIANIST 2~

5.1,  Iutroduction

o many waye regions are particular buman creations and a8 old as man §
feeling for terrvitorial rights. Suchk concenis staried as natural hunting aveas with
boundaries that shifted a3 focd game moved from place to place, Later nodal cen=
ters or agricultursl villages developed in fixed loeations with rough boundaries
determined by the extent of cultivated felds. Arszs batween s;xjuh cenisrs remained
vrdetermined but siiii subject io the territorial concern of the‘ numier or the life
patiexn of the nomzg,

The modern world hag extended boundary concepts 1o fill up the unclaimned
space So ihat naticus have bezn formed coutiguous to c;gaixe ancther. Such political
boundaries seldom: ¢oincide with naiural fesdures of tha iand fopograpky or the ecoﬁo(v
mic endomnen& of © PHOUTTRS 07 iracde and income amoﬁg penpia. As a resull, mal=
distribuiion of well-belpg Las become progressively more ed&eu and hag ereaied
a need for betfer planning a3 a means of achieving mosie equitable disizibuiion of
income 21.d employment.

Significav? contributions to plaming vrocesses havs bean madz by s;_mgi.al—:
isis in various areas of knowledge. 'lhe major fields of study shat provide imnor-

tant inpuis to this plamnfug aporoach s ligted as follows-
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(1) Geography - il nature of man’s ocenpsney of the earth ard of -
--1t8 regicnal similarlites and diffcrences, ~

@) Econoraics -~ tie flow of gonds, money and eredit to, from and
' within repions; also leontion theeries, relatsd to economic
actiVityo .

(3). Political acience -~ the fnstitutional means by which plans are
made efieeiive.

(4) Psychology 2::d philozophy = the mot? Vazidn and idenuification of
social goals,

®) Sociology - tue cxganization of society and socizl action,

(6) Mamnagement 3cience ~- the improvemant of o..vrga::jza::ie.mﬁ in
struciure and relationships, boi: hlernally aad cgernlly.

{7) Engineeripg ~- {he physical struciure and the manner of uiilizing
resourcss, . ,

#

5.2 Boundary identifica ica

Afghanisten is 5 landlocked mountainonas comiyy in ths scuth cemvral pasy
of the Asian mainland with a suriace arsa of a qm_ir’ a1 millica sqeare mijes, M
the north, Afghaniswan bordsrs on the Soviet Ce m‘ra; Aglau Repsblies bavrcen 350 -
39° W, latitude; In tl‘xe norf u‘asf, 2% fho end of the parrow i khan Corridor, i borders
over a short streteb on the Chinase Peonles Republiz and the cisputed teyiiiory J fe s

4

and Kaghmir in the avea of 74° B, Tongitude; in the swi and south ag far as 300 %,

latitude, the border {5 with Pakiztan; auo in the west, ihe border iz with iran ir the

area of 619 B. longitede, The lowest snd Lighost elovatlcns arve alovg the Anw Lawa
(Oxus Rivery near the border with the TLEB. Re  The lowest elovaiion, &6 t ut above

saa level, is near the fowe of Qurldn i he Lanks of Hie Amw Doxya dbous 658° .

lengiinde and the highest eleveiion, 24,700 feet above t2a level, 18 near 1l town of
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Kashkandyo in the Wakhan Corridor. There are eight mountain pe.aks risirg to
over menw thousand feet in this geueral area, The mpoéraphy of the landscape

is doxxhﬁated_ by the Hindu Kush range, containing these peaks, North of Kabul,
the mair range fans out into three sub~ranger, The norikexn branch runs west-
ward and north of the Hari Rud Valley and 1s known a3 the Paropamisus Mountains,

which are finally interrupted by the Hari Rud west of Herat, where it turne north and

runs into the U.S.S.R. The central branch runs south of the Bamiysn Valley whers

it is known as the Koh-i~Baba range, aud south of the Hari Rud Valley wheve it i8
known as the Siah Koh Mountains which termcinate norxih of Farak, The sbu&’hem
branch starts at the Safed Koh east of Kabul and runs into the Suialman rapze of
Pakistan, This momtainous system has caused Afghanistan' to be called the land of
"ten thousand" pasges. Of the twelve pmcipéi watersheds created by these moun-
tains only one, the Kabul=Konar river system, reaches an ocean via the Indus River,
;rhs others disappear into deseit irvigation or inte mlgnd depreseions such as the
Aral Sea in the U, 8.8, R, and the marshy lakes in the Sistan Basin on the southwest
border of Afghanistan and Iran, These twelve drainage and river systems are shown
on the map in Exhibit 5,2,0.1. The heavy lineg on the map indicats the mouniain
ridge lines that define the boundary of the hweive principal caichment basains and
river systems .in Afghanistan, |

The gecgraphy ig also an ecological-energy system of consicerabla interest.
The high mountain ridges sct as water and snow collectors that give & hvdraulic
head (cnorgy) to the run-off, so that it cen ixzigate the land along the many streams

and rivers in ihe country, Ferhaps even more importart, the mountaing act as a
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tlmlné gystem. Afghanistan ig an arid country with ap aw;erage precipitation of
less than twelve inches per yeart,4 Even this small amount of water and snow {s
received in the winter time when it can be of little benefit to agriculture and agri-
business. However, the mountains hold much of this preci.pitatiom and release {t
when needed for irrigation and ground water in the spring and summer. Thus,
Afghanistan is like a gigantic girdle of oases around the flanks of its mountain
Bystemo This remarkable natural technological system has consi;ierable potential
for agricuiture and agri-business, but it poses, at the same time, some serious
problems for man-made teclmologies that have been developed under quite differ-

ent circumstances of more adequate and seasonal precipitation in broad, fertile

H

valléys that encourage low cost land and tréngporiation iuaiiminatmg in seaporis.

The advantageous scale and integration of such technologies have trouble fransfer-
ring directly to Afghan conditions. Major modifﬁ:ations are often necessary before
they camn be successfully adopted. More on this subject i3 discussed in later chaptefs
of this study.

Within the twelve major regiox;s abové, there are forty-five sub-regions
that have been identified, again by using mountain or watershed ridge lines. In
this second case, the problem of boundary definition {8 more complicated. In the
first case, the regional beundaries all xun to the national boundary lines, while in
the second cage the sub-regional boundaries termiinate {n many instances within
t;he twelve regions themgelves. Following such a method of sub-boundary d'e%erf
mination often means a choice has to be made between very small, more numerous

sub-yregions, and larger and fewer sub-regions. The height of ridges compared
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with that of their valleys has a bearing on such judgment, as does the location of

- administrative centers, of which . e are 325 In Afghanistapo Of particular

interest fox; agri-business development is the cost of transportation which involves
multiple factora of distance, grades over mountain ridges, location of agricultural
land in the valleys, potential road alignments, and so forth., In addition, it is impor-
tant to observe that the semi-nomadic and semi-gsedentary population moves verti~

6

cally vp the mountaing from their winter homes™ and aot horizontally ag real nomads.

This vertical search for green grassland and pasmragé for their livestock in the
spring and summer means tkat people tend to occupy valleys up to the ridge lines

as indicated by the 45 sub~-regious and in Afghanistan do not tend to spread out along
generél contour lines a3 has sometimes been suggested. 'fhese fsctors,I to the extent
they could be observed on the base map or de.termined from general information,
were all considered, ‘i'he sub-regional boundaries determined in the above manner
are indicated on the map, Exhibit 5.2.0.2, and on the twelve regional maps that
follow. Included in this Exhibit are the 325 administrative centers, shown as heavy
dots on f.he map. The names assigned to the regions and sub-regions are river,
valley or place names, depending on which appear most appropﬁate or descriptive,
See Exhibit 5,3.0,1. for list of codes and names.

There are txven;ysslx provinces within Afghapistan, Prior to 1974 there
were twenty-eight. Clearly, the sub»regién boundaries, of which there are forty=-
five, do pot coincide with the province boundaries. As a matter of observatioh,
the boundaries of the twelve regions do not follow the indicated province boundaries,

The Afghan Demographic Studies Staff has indicated to us that administrative center
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boundaries tend to follow ridge lines and presumably the province bouzdaries as
a t;ollection of adﬁx’inlstrative centers should do the séme., There may, therefore,
be a discrepancy in the province boundary maps that are available or the base map
used in producing the province boundary maps may be different frox'n the base map
used in this study, i.e. the Operational Navigation Chartsol The indicated boundary
differences between the twelve regions and the twenty-six provinces are shown on
the map, Exhibit 5.2,0,3.

A map, Exhibit 5¢2..0‘,4o , Showing the seven Administration Regions apd

twenty-six provinces of Afghanistan, is also included.

5.3, Boundary Content

In oxrder to utilize the boundary system of the 45 sﬁbmregions , they need

to be quantified in terms of thelr production of crops, livestock and other resources.

- The data for this purpose has been obtained from published and unpublished reports

relating to the 325 administrative centers or selected major éenters in the sub=-
divisions, The grou;;ing of the administrative ceniers within the sub-regions is
given in the following table; Exbhibit 5.3.0.1,, according to place name and the
identification code numbering system developed by the Afghan Demographic Studies
S%affoz Some changes in their code numbers are being made due to the change from
28 to 26 provinces, but they are not yet ava;lable in published form.
The 371 line headings in the following tables are xeduced for data presen-

tation to the 45 sub-regi jnal headings and a toial for the country. The work .sheez.‘»;s
for the 325 a.dministrative cenfers are nol included in this study report, but may be

made available at a later date in duplicated form.
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EXHIBIT 5,5, 0. 1.-

Code | Descriptive Names

AFGHAN WATERSHED BOUNDARIES

BY REGIONS, SUB-REGIONS AND BY LISTING OF

. ADMINISTRATIVE CENTER PLACE NAMES

Code

Descriptive Names

0100, KABUL-KONAR REGION

0101, Upper Kabul Sub-region

001,0101*
002, 0102
003, 0108

004, 0104
005, 0106
008, 0107
007,0109
008, 0112
009, 0110
010,113
011,0103
013,0111

. 016, 0202
018, 0206

- 019,0203
070, 0304
076. 0305
078.0401
084,0402

. .086,0403

Kabul City
Bagramli
Paghman

 Chardehi

Dehsabz
Sorobay
Shakardara
Quarabagh
Mirbachakot
Istalef
Kakejabar
Kalakan
Tagab
Negrab
Alagai
Bagram
Kohesafi
Maydan
Jalrez
Nerkh

0102, Lopar Sub=-region

012.91056
042.0501
044.0508
045.0504
046.0503
047.0502
081.0404
- 082,0408
085, 0405
v97. 0605

Charasyab
Baraki
Kolanghar
Mohammadacgha
Charkh

Khoshi

Chak Wardak
Saydabad

Day Mirdad
Nawar

0103. Panjisher Sub-region

014, 0201
015, 0207
017,0204
020, 0208
621, 0209
022, 0205
071, 030C
074, 0307

Mohmudi Ragi
Panjsher
Kchestan
Chargria
Dara Hazara
Koband
Jabullussaraj
Salang

0104, . Shibar Sub~region

. 069,0301
072,06308
073,0302
075,0309
077.0303

Charikar
Surkhe Parsa-
Ghorband
Shekhali
Shenwar

0105, Alishing-Alingar Sub-region

036. 0901
037.0905
038, 0904
039. 09502
040. 0908
041,0903

Leghman
Ali Skeng
Alingar
Qarghat
Nuresgian
Kache Aziz

0106. Konar Pach Sub-regicn

023:.1001
024,1007
025,1013
026.1011
027.1006
028,1008
029.1009
1030,1010
031,1003

Chaghasaray
Bar Konar
Pech

Chowki

Khas Konar
Sarkani
Kamdesi
Bargematal
Badeol

* The last four digits refer to the Afghan Demographic Studies code system.
Other digits refer to focation code system on maps developed and used by
Checchi and Company in this Agri-businegs Research Study.
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Code

Doscriptive Names

0107,

032,1002
033.1004
034,1012
035.1005

Chapa Dara
Maray

Nur Gal
Dapgam

Jalalabad Sub-~region

0208,

043, 0505
048, 0801
049.0811
050, 0816
051, 0810

. 062, 0805

053.0814
054.,0812
055, 0819
056, 0802
057, 0807
058, 0806
059, 0815
060,0813

- 061,0804

082.0820
083, 0821
064.0817
065.0818
066.0808
067,0809
068.0803

Azra
Jalalabad
Achen
Hesarak
De¢h Bala
Rodat
Savkhrod
Kama
Khugakhei
henwar
Mohmand Dara
Chaprahar
Behsud
Gosghta
Patikot
Pacher
Sharzad
Kuzkonar
Dara Nur
Lalpur
Nazyan
Dur Baba

0200, GOMAL-KURRAM REGION

Kurram Sgb-region

0209,

114,0719
116.0721
117.0728

126,0720

130, 0729
132,0713
141,0730

Jaft
Janikhel
Chamkani
Ahmad Khel
Patan
Daraderang
Lacha

Kaitu~Masun Sub-region

112, 0702
113.0714

Urgumn
Tind

179

Code Descriptive Nemes
115.0734  Jajl Maydan
118,0709 Khosi

- 120,0707  Sapra
123.0717 = Moaakhel
124,0724  Wazijadran
127,0726  Bargi
128,0736 Bak
129,0706  Barmal
131.0712  Terezay
133, 0708 Zirok
134,0723  Saxobi
136.0725 Swak
137,0711 Sabari
138,0718  Khalandar Khail
139,0715 Guriz
140,07056 Gayan
143,0710 Msndozai
144.0716  Nadarshkoi
145,0703 ~Naka

0210, Gomal Sub-region
098.,0623 Wazakhwa
107,0733 Wermai
122,0722 Gomal

0300. TARNAK REGION

0311. Ghazni-Gardez Sub-region
083.0409  Jaghate
087.0601 Gaazni
088.0613  Andar
050, 0606 Jaghatu
091.0621 Sharan
092.0609 Qarabagh
094, 0616 Katawaz
096.0615 Iawa
099.0612  Awband
100.0620 Omnbsa
101.0618 Janikhel
102, 0604 Kuwaga Urnari
103, 0619 Khoshmand
104,0603 Dohak

- 105.0602 Zena Khan



Code

Descriptive Names

Code

Descriptive Names

0312,

106.,0614
169.0617
110, 0622
111,0701
119.0731
121. 0927
126,0733

185, 0713
. 142,0732

Giru
Yahyakhel
Yosufkhei
Gardez
Zurmast
Sayd Karam
Arma

Saroti
Matakhan

Tarnak Sub-region

0313, .

095.0610
108, 0611
169, 2401
176, 2404
181,2405
200, 2501
202, 2502
204. 2504

Mogor
Gilan
Kandahar
Dand
Damun
Kalai
Jaldak

Shakjoy

Arphandab Sub-resian

0314,

089, 0807
093, 0608
171,2412
173.2413
174, 2407
176.2415
180, 2414
201,2506
203,2506
207,25603

Jaghori
Malestan
Avghandab
Panjwai
Krakrez
Iahla
Maywand
Azgkandab
Daychupon
Mizan

Arghesion Sub~rozion

0315,

170.2408
179.24186
205, 2507
206,2509
208,2508

Arghestan
Maruf
Shexkay
Sharcalzai
Avgaw

172.2402
177,2410
178.2411
182,2403

Daxt Fud Subh-rogion

Spimboldak
Aborabak
Karez
Shegay

0400, HELMAND REGION

Hich Helmand Sub-region

0418,
079.,0406 ' Bohsud X
080.0497 Behsud I
282,2806  Panjaw
284.2807  Waras

0417, Nawa Batur Sub-region
192,2607  Ajresim
197,2605 Sharesian
199,268  Gezab

0418, Tirinm-kal Sub-reprion
184.2409 Nesh
191,2601  Tarinkot
193.2602  Cruzgan
194.260¢ - Chora
195.2604  Laykundi
196.,2603 Darawad
198.260% Kajranp

0419, _ Kaiaky Sub-rvegion
165.2801 Laghkargah
157,2312  Baghran
150.2305 Moaakala
161,2310  Nadi Ali
162,2311 Nawah Bara
183.2307 Nowzad
164,2303 Nabve Sernaj
166.2304  Sangin
167.230%2  Kajaky
183.2498  Ghorak

0420, Goarmser Sub-vegion
158.2312 Disba
1659,2309 Garmser
165.2302  Registan

0500, KHASH RU'D REGION

0521, Kbhuspasgh Sub-region
149.2108 Brakwa
153,2109 Gulesiam



D D O

Code Deacriptive Names

0522, Upper Khash Rud Sub=-region
188,2308 Washere

0523, Lowey Khash Rud Sub-region
185.2201 Zarang
186.2205 Charbarjak
187,2206 dJuween
188,2203 Chakhansur
189,2204 Kashrod
190,2202 Kurki

0600. FARAH RUD REGION

0624, Lower Farah Rud Svb-region
146,2101 Farah
148,2107 Baiabolak
164,2102 Khake Safed

0625 Upper Farah Rud Sub~region
150,2110 Purchaman
210.2707 Pasaband
212,2705 Tewarah
215.2703 Saghar

0826, Harut Rud Sub-region
147.2105 Anacdera
151,2103 Shindand
152,2108 Qalikhan
155.2104 Taras
219,2013 Adraskan

0700, ATESHAN-KAREZAK REGION

0745, No sub-yvegions or admivistrative

Code Desecriptive Names

0828, Tagab Ushlan Sub-region
211,2704  Tulak
213.2702  Shahrak

0829, Obe Sub-region
218,2008 Obe
228,2009 Cheshte Sharif

0830. Herat Svb~region
216.2001 Herat
217.2002  Enjil
220,2004  Pashtoon Zarghoon
221,2011 Zendajan
222.,2007  Ghoryan
223.2010 Karokh
224,2003 Gozara
226.2012 Kohsasn

0900, KUSHK-MURGHAB REGION

0937.. Kushk Rud Sib-region

25,2008 Kughk
227.2005 Guiran
284,1902 Kushke Kohna

0932. Xashan Sub~rvegion

229,1901 Qala Naw
232.1905 Qades

0933. Murghab Sub-region

coniers
0800, HARI RUD REGION
0827,  Chapghcharan Sub-region

209.,2701 Chaghcharan
214,2706 Savjangal

181

230,1906 Jawand
231.1504 Ghormach
23%,1903  Murghab
246.1807 XKohesian

1000, KAISAR-SAMANGAN REGION

1034,  Kaigar-Shiriniagab Sub-yegion
235.1801 Maymana
236,1802  Audkhoy
237.1809  Belicheragh



' ‘§ . : Code

Descriptive Names

L 238,1806
<k 239,1812
' 240,.1813
241,1810

e 242,1811

b 243.1808

245,1805
247.1804

i ! . 244,1803
{

P 1035,

Pashtoon Kot
Darxzab
Dawiatabad
Shirintagab
Qaysawr

Almar

Khane Charbagh
Qararmqul
Quxghan

Darye-i-Siah Sub-regsion

- 288,1701
- 290, 1704
: 291.1702
] 298,1705

. 1038,

Sheberghan
Sarepul
Sang Charak
Kohestanat

Balkh Band-i-Amir Sub-rogion

Code Descriptive Names
310.15086 Roey Dogb
311. 1505 Hazarate Sultan
312,1504  Kalday

1100, KUNDUZ BASIN REGION

; 270,1601
: 271,1602
: 272.1611
273,1610
274.1608
275.1609
276,1607
277,1603
278,1605
279.1604
280.1608
285.2805
288.1706
292,1710
293,1712

294,1703
205, 1709

vV A& 8V

296.1711
297,1708
299,1707
b 308,1502

1037,

Mazar--i=-Sharif
Balkh
Chemtal
Charboliake
Dawlatabad
Shoriepa
Sholgara
Nahre Shahi
Charkent
Debdadi
Khesende
Yekawiaug
Agehs
Qaryin
Mengajek
Balkab

Khamarioh
fsaanayan

Khamab
Faizabad
Mardyan
Darae Souf

Samangan Sub-ragion

307.1501
309.1503

Samangan
Knuim
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- 1138, Kupduz Amu Sub-region
261,13061  Baghian
263.1302 Pule-Khumri
265.1307 Nahrin
266.1308 Burka
269.1303  Dahani Ghori
300.1401 XKumduz
301,1407 Chardara
302,1403 Emam Saheb
303.1404 Khanabad
304.1405  Archi
305,1406 Qalizal
308,1402 r.:Aiiabad

13390 _Doshi~-Andarab Sub-region
262,1309  Audarsb
264.1304 Doshi
267.1305  Tala-wa=Barfak
268,1306 Khenjan
283,2803 Kabmard
286.2804  Saygham
1140, Bamiyan Sub~-region
281.2801 Bamiyan
 287,2802  Shibar
1141, I‘arkhar«Ba'cgi SLb*l"&"’iOu
313,1201 Talcaan
314.1204 Eshkamesh
317.1310  Khost wa ¥Freng
319,1210 Farkhar
821.1206 Bangl
322,1206 Chal
325.1211 Warsaj
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Code  Descriptive Names

1200, KOKCHA-WAKHAN REGION

) 1242, Kokcha Sub-region

1243,

248,1101
250.1106
262,1112
254.1107
257,1110
258,1103
260.1108
315,1207
316,1203
318.1202
820.1208
323,1209
324,1212

Fayzabad
Jurm

Keshem
Baharak
Zebak

Shabre Bozurg

‘Korsnomunjan

Chzahab
Khwajaghar
Rusiag
Yangi Qala
Daxqad
Kalafgan

Panj Sub-region

;2440

251,1104
265,1105
256,1102
259,1111

Darwaz
Khawhan
Ragh
Shaghman

Wakhan Subh~region

249,1109
253,1113

Esbkashem
Wakban
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6.4, Resources Inventory and Analysis

The pri:ocibal resources of interest in this stﬁdy involve people, land,
agricultural production, roads and water. Data on these subjécts by sub~regions
aro included in the following Exhibit tables, Data on other resources such as
schools, health services, minerals, electric power, etc, have heen gaihered as
available on work sheets but are not included in thig report. In addition, however,
agricultural production in the form of crops and livestock has besn evaluated in
terms of prices to give relativé farm value income by sub~-regions, Market prices
were obtained be interviews with traders operating between the sub-regions and Kabul
or other major urban centers. These marlet prices were then reduced to estimated
farm=-gate prices on the basis of information obtained from ;he same interviews and
interviews with other persons informed on the subject. The aggregate farm value
built up m this detailed manner was checked and proved compatible with the national
income accounis for the agriculfural sector.

The above inventory data and information \Ar:ere analyzed to show per capita
resulis in each category of inform-ation, which are-then used to give a relative rank-
ing to each sub-region. Each category is ranked separately from 1=45 30 that the
lower the number, the more of the particular regource is avaﬁable per person in
the gub~regicn, The sum factor of the individual rankings as & partially weighted
line total {8 an indicator of the potential well=being of the people in the sub-region,

Programs and projects 1o help the poorest areas should thus be started

~ first in those sub-reglons with the highest number indicator. The second step in =

this approach is to survey the selected sub-region(s) fn greater detail with emphasis
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on the data and information needed by specific projects. | This method is in con-
trast to similar efforts to survey and maintain current detailed information on

all s\;b-regions simultamneously, Such broad approaches tend to break down for

two reasons. Onme, the sheer volume of work is costly ai:d., two, the general inabil-
ity to carzy an projects in go inany areas iB discouraging to the local people who
answer survey questions and then find no project implementatior can be carried
out. The selected sub-region approach as recommended needs up=-dating only at
long intervals and so releases persomel and funds for a more concentrated effort

at those points where projects are most to be encouraged.

Five important measures have been selected as representative in evalm
uarving resource location for agri<business purpeses and in:idenﬁfying areas most
In need of attention if rural per capita income'.and employment are to be improved.
The ﬁrt;t is people and population distribution &s the central theme of intarest.
'Immediately coupled with this i3 the second, the land occupied and utilized for
agricultural purposes, The land and, therefore, the people depgnd on the supply
of the water which, in arid Afghanistan, is a tyrannical master and i8 the third
measure. The fourth measure i8 roads or the effective accesa and egress to and
from the land by the people and their producis. The effectiveness of these com~
bined factors ié measured by the fifth factor, production of ¢rops and livestock
related to the rest of society in terms of thle farm value of production,

The estimated population of Afghanistan used in this study is 14.7 million

not including gome 2. 0 million "kuchio" nomads, Exhibit 5,4.0.1, A Preliminary
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EXHIBIT 5,4,0,1,

AGRICULTURAL RESOURCES & INCOME
(1) POPULATICN BY SUB-REGION

Admin-~
_ Population ' 7 istrative
Codoe  Sub-region Total Nom-azri, Agriculiure Villages cemters
' (in thousands) {pumber)
0101 Upper Kabul 1,835 960 935 724 20
0102 Logar 520 75 445 844 10
0103 Panjsher 522 118 404 330 8
0104 Shibar 412 141 271 o 142 5
0105 Alishing-Alingar 238 93 140 238 6
0106 Konar-Pach 371 109 262 292 13
0107 Jalalabad 035 389 566 618 22
0208 Kurram 134 39 95 162 7
0209 Kaitu~-Matun 632 80 452 . 463 .21
0210 Gomal 65 23 42 S 194 3
0311 Ghazni-Gardez 915 287 648 1,596 24
0312 Tarynak 452 175 277 610 8
0313  Azghandab 452 22 430 505 10
0314 Arghesian 226 47 179 628 5
0315 Dari Rud 160 68 92 - 68 4
0416 High Helmand - 367 108 259 130 4
0417 Nawa Batur 140 21 113 173 3
0418 Tirin-kaj 413 164 259 389 - 7
0419 Kajaki 264 67 207 630 10
0420 Garmser 61 33 28 39 3
0521 Khushpasa 30 2 28 104 2
0522 Upper Khash Rud 22 8 14 41 1
0623 Lower Khash Rud 128 9 119 602 6
0624 Lower Farah Rud 117 8 109 123 3
0625 Upper Farah Rud 204 36 168 235 4
0626 Harut Rud 146 6 140 311 5
0745 Ateshan Karezak na na na na na
0827 Chaghcharan 116 29 87 640 2
0828 Tagab Ushian 94 37 - BT 167 2
0829 Obe 91 63 28 99 2
186
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EXHIBIT 5.4,0.1. (cont.)

Admin-~

_ ' : _ istrative

Code Sub=region Total Non-agri. Agriculture Villages centers

(in thousands) (aumbar)

0830  Herat 466 121 345 890 8
0931 Kushk Rud 156 11 145 327 3
0932 Kashan 142 29 113 166 2
0933 Murghab 188 51 137 204 4
1034 Kaisar-Shirintagab 438 131 307 351 12
1035 Darya-i-Siah 175 26 150 336 4
1036 Balkh Bandf Amir 795 261 534 - 850 21
1037 Samangan 176 78 98 287 5
1138 Kunduz Amu 879 219 660 637 12
1139 Doshi Andarab 360 154 206 136 6
1140 Bamiyan . 85 14 71 95 2
1141 Farkhar Bangi 281 62 219 ., 505 .
1242 Kokecha 457 64 393 <808 13
1243 Panj 92 6 86 110 4
1244  Wakhan 53 7 46 43 2
Total  Afghanistan 14,700 4,330 10,370 16,336 325

Note: Kuchle nomads estimated at 2. 0 million are not included above.

Total populaﬁon: Ministry of Plarming; other data: Ministry of

Source:

Agriculiure and Irrigation, 3
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Agricultural Census of Afghanistan3 shows an agricultural population of 10,37
million for the period of 1967-68, Thus, by difference, the non~agricultural
population is approximately 30 percent of ﬁe settled population., The settled pop=~
ulation is divided among some 16,338 villages and 325 adfninistratlve centers,

The land utilized by the agriculmrél populétlon ix; various productive ways
including ferestry and pasturage amounts to 67,3 million jeribs, which is equi-
valent to 32,8 miilion acres or 50,720 squaxe miles out of an approximate 250,000
square mile total, Exhibit 5.4.0.2, On the basis of such data, the low popuiation
density of 290 per square mile of productive land is used to suggest considerable
room for population expansion before serious over-population as in neighboring
countries takes place., If, however, tha réal Limiﬁng facfr,o;xr: of water is fully taken
into account, then this optimistic point of view réquifes serious recc_msideratim
because irrigated land amounts to only 9,515 square miles. To this figure we can
add the land used for dry farming, if we adjust the yield which is about one-fifth of
that for- irrigated land, Thus, the veel land~water rescurce for food and indusirial
crops is about 11,400 square miles and the working population densgity now riseé to

1,285 per square mile, The pasture and forest land of some 31 thousand square

o+ ]

miles pr*ovides_ some opporiuniiy for expansion but at a cost in pressure on live-
stock and future forest products, In any case, seitling farmers on such land does
not increase the water supply or increase beneficial crop yields for farm fncome.
The irrigation water system of Afghanisian following the multiplicity of ]
topographical featuves and small islands of arable land is simiiarly diverse and

complex. To irrigate the 9,515 square miles of crop land requires at present

Ve g



EXHIBIT 5,4,0,2.

AGRICULTURAYL REROURCES & DICOME

§2) AGRICULTURAL LAND BY SUB-REGION

Cultivaisd Land

Total

Ixxigated
_ land

Dyy land

Total
productive

Code Sub-region land

0101 Upper Kabul 734
0102 Logar 648
0103 Panjsher 258
0104 Shibar 240
0105 Alishing-Alingar 495
0106 Konar-Pach 1,886
0107 Jalalabad 1,522
0208 Kurram 1,825
0209 Kajtu-Matun 1,316
0210 Gomal 134
0311 Ghazi-Gardez 2,508
0312 Tamnzk 953
0313 Arghandab 1,189
0314 Arghestan 708
03156 Dari Rud 681
0416 High Helmand 435
0417 Nawa Batur 883
0418 Tirin-Kaj 1,932
0419 Kajaki 1,045
0420 Garmser 515
0521 Khushpash 276
0622 Upper Khash Rud 46
0523 Lower Khash Rud 1,488
0624 Lower Farsh Rud 1,800
0625 Upper ¥Farah Rud 467
0626 Haxuf Rud 1,094
0745 Ateshan Karezak na

0827 Chaghcharan 1,484
0828 Tagab Ushlan 870
0829 (bhe 1,076

{in thousands of jeribs)

595
353
209
163
179

159

680
36

343
36

728
551
753
299
158

195
249
524
544
319

55

25
1,811
365
263

378
na
373
192
847

189

416
211
168
131
162

126
406
27
183
10

372
347
475
225

59

139
198
425
440
264

40
19
323

201 .

120

244
na
62
68

809

179
142
41
32
17

33
274
9
160
26

356
204
278
74
99

56
51
99

104
55

15
6
988
T4
143

132
na
311
124
38

Pasiure
& forest

139
295
49
7
316

1,%27

842
1,789
973
98

1,792
402
436
407
523

290

713

1,111
478
229

T T T eyt T S vy s



EXHIBIT 5.4.0,2. (cont.)

Total , Cullivatéid Land

produciive | Irrigated ~ Pasture
Code Sub-region land  Total land Dry land & forest
{in thousands of jeribs)

0830 Herat 1,819 1,078 633 445 741
0931  Kushk Rud 1,267 924 75 849 343
0232 Kashan 1,328 308 55 253 1,020
0933 Murghab 2,788 451 93 358 2,337
1034 Kaisar-Shirintagab 5,043 1,872 573 999 3,471
1035 Darya~i-Siah 2,497 934 384 550 1,563
1036 Balkh Bandi Amir 7,600 2,649 1,625 1,024 " 4,951
1037 Samangan 2,903 - 724 231 493 2,179
1138 Kunduz Amu 5,277 2,852 1,439 1,413 2,425
1139 Doshi Andarab 1,376 - 134 75 59 1,242
1140 Bamiyan 342 34 25 9 308
1141  Farkhar Bangl 2,322 1,027 216 811 1,295
1242 Kokcha 3,139 1,413 306 1,107 1,726
1243 Panj 989 333 68 265 656
1244 Wakhan 261 107 67 40 154
Total Afghanistan 67,289 25,420 12,625 12,795 41,879

In square miles 50,719 19,157 9,515 9,543 31,564

Source: Ministry of Agriculture and Irxfigationos
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some 28,500 man-made or constructed juies, canals, karezes and welils, Exhibit
5.4,0,3, That is, every third of a aquare mile or 213 acres of land must on the
average support the construction and mainténance of its owm separate irrigation
works., In the same context, these water systems drive mzmy small grain mills,
More and more of these mills are being dri\}en by small {nternal combustion engines
but these, together with the water-driven milla, acd up to some 18,400 in Afghani-
stan and give am indication of the small, widely dispersed agri-business techmology
required for success under Afghan conditions.

The pavéd or surfaced road system is exiremely Hmited with omfy gome
2,400 kilometers of such highways in 2 country of over 640 thousand square kilo=
meters in area. Even when 4,280 kﬂometérs Qf dirt and grével roads suitable for
regular motor transportation are added, the ratio of roads (i miles) is am unim-
pressive 0,217 mifes of road to square miles of cultivated land, and places Afghani-
stan near the boti;om-of the list of countiries of the world in this respect.

The production of agricultural érops is estimated at 6,36 million metric
tous average in the years 1347-48, Ths liw_astock producilon i8 not reduced to ar
weight basis but is estimated at 16, million head iccluding pouliry, Se2 Exhibit
5.4.0.4. The aversge crop yield baged on the equivalent 11,400 square miles of

= ¥ - 22 wda B A . 1 ']

euitivated land (one=fifth of cultivatad dryland added to irrigated Isnd) or 7.3 million
acres gives about 1,920 pounds of crops per acre. This figure indicates a good
degres of productivity and skill considering the low levsl of fertilizer sand inssciicides

in use in Afghanistan during the data period.
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EXHIBIT 5.4. 0, 3.

AGRICULT'URAL RESOURCES % INCOME

(3) (4) WATER AND ROADS BY S{iB-~-REGION

Irrigation
Water sources _ Small

Market roads

192

: Jules & Karezes grain  Paved Moi:mt‘l
Code Sub=region canals & wells  mills Hwy. traasport
' { number ) (kilometers}
0101  Upper Kabul 659 859 . 1,009 225 95
0102  Logar 1,057 422 743 149 10
0103 Panjsher 213 87 583 36 -=
0104 Shibar 142 4 502 - 98
0105 Alishing-Alingar 48 - 560 25 30
0106 Konar-Pach 290 13 681 = 75 .
0107 Jalalahad 533 - 492 1,029 80 35
0208 Kurram 130 204 208 o 12
0209 Kaitu-Maiun 450 - 479 542 — 110
0210 Gomal 80 277 30 - 15
0311 Ghazni-Gardez 1,285 2,399 1,118 100 333
0312 ‘Tarnak 359 174 231 255 ==
0313 Arghandab 290 555 617 100 95
0314 Arghestan 412 496 171 25 -
0315 Dari Rud - 69 14 70 o
0416 High Helmand 39 10 780 - 125
0417 Nawa Batur 291 9 . 392 - 80
0418 Tirin-kaj ‘ 513 330 874 -~ 128
0419 Kajaki 316 338 460 20 197
0420 Garmser 47 ~ 33 - 145
0521 Khushpash 8% 261 41 52 50
0522 Upper Khash Rud - 35 23 50 25
0523 Lower Khash Rud 195 159 138 - 330
0624 Yower Farah Rud 116 1,324 T4 125 110
0625 Upper Farah Rud 36i -1 229 e 65
0626 Harut Rud 176 1,149 188 90 187
0745 Ateshan Karezak na na na na na
0827 Chaghcharan 802 260 200 - 65
0828 Tagab Ushlan 282 1 90 ~— 60
0829 Obe , 98 104 206 - 75

Miles of
voads per
8q. mi, of
culiivated
land

~485
- 37.
0142
- .496
- 2b4

- 389
.139
0 277
0265
> 343

«490
- 382
0214
- 069
- 365

> 204

- 607
na
- 144
«258
. 073



EXHIBIT 5.4.0, 3. (cont.}

Irrigation . _ - Miles of |
Water sources  Small  Market roads roads per
Jules & Karezes grain DPaved  Motor: sq. mi, of
Code Sub-region canals & wells mills  Hwy. transport  cultivated
' ( number ) kilometers) Jand
0830 Herat 276 383 924 202 92 » 225
0931 Kushk Rud ‘ 90 149 151 63 - - 056
0932 Kashan 31 23 208 - 90 - 241
0933 Murghab 119 29 366 - 160 0292
1034 Kaisar-Shirintagab 214 1,798 916 ~ 160 - 084
1035 Darya-i-Siah 318 185 345 02 ZC0 0222
1036 Balkh Bandi Amir 651 497 1,099 182 230 0128
1037 Samapgan 65 2086 125 107 60 »190
1138 Kunduz Amu 205 55 656 238 243 »139
1139 Doshi Andarab 148 7 345 67 125 1,181
1140 Bamiyan A 98 1 169 — 80 2,184
1141 Farkhar Bangi 388 160 - 369 e 25 - 020
1242  Kokcha 402 391 741 - 257  .150
1243  Panj 82 8 205 I - -
1244 Wakhan 26 - 68 - - was
Total Afghanistan 13,324 15,161 18,443 2,413 4,282 217

1Unpaved put capable of supporting motor trauspoft ag rezular trafiic.

Sources: Irrigation waler sourccis,, Miristry of Agricultux'e3 and markei roads by
measurement on maps-, and calculaticn miies of roads per square
mile of cultivated 1and by Chacchi and Corapsay.
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EXHIBIT 5.4.0.4.

(B) (6) AGRICULTURAL PRUDUGTION AND FARM VALUE BY SUB~REGIONS

AGRICULTURAL RESOURCES & INCOME

Code Sub~region

0101 Upper Kahul
0102 Logar

0103 Panjsher

0104 Shibar

105 Alishing~Alingar
0106 Komar-Pach
0107 Jalalabad

02(:8 Kurram

0209 Kajtu-Matun
0210 Gomal

0311 Ghami-Gardez
0312 Tarnak

0313 Axghandzb

0314 Arghestan

0315 Dari Rud

0416 High Helmand
0417 Nawg Ba*ur

0418 Tirin-ka)

0419 Kajakt

0420 Garmser

0521 XKhushpash

0522 Upper Khash Rud
0523 Lower Khash Rud
0624 Y.ower Farah Rud
0825 Upper Farah Rud
0628 Harut Rud

0745 Ateshan Karezak
0827 Chaghcharan
0328 Tagab Ushlan
0829 Obe

194

Agricuitural _
production Estimated value of production
Crops Livestock* Crops Livegtock Total
(thousand) (thousand) (million Afs.)
(metric tons) ( head )
257 369 880 417 1,297
125 394 5b6 355 911
91 219 378 206 584
112 145 403 135 - 538
128 214 534 178 . 712
70 94 302 13t 433
338 332 1,274 477 1,751
13 S5 67. 61 128
90 443 454 432 8886
N 81 63 121 174
236 590 1,245 830 2,075
171 282 781 274 1,055
221 389 831 524 1,355
82 204 320 241 6567
30 118 91 172 2638
136 226 433 338 771
7 343 331 350 681
162 381 700 474 1,174
205 392 864 564 3,218
106 49 522 58 580
13 43 36 39 . 75
i0 25 56 20 76
196 333 1,012 295 1,307
89 132 272 109 381
55 179 206 274 480
102 257 3606 289 855
na na na na na
74 232 290 370 660
33 169 - 200 139 339
b1 149 186 148 334



EXHIBIT 5.4.0.4. (cont.)

: production - Estimated value of production

Code Sub-region Crops Livestock*  Crops Livestock Total
(thousand) (thousand) . (million Afs.)
(metric touns) ( head )

0830 Herat . 289 672 1,373 751 2,124
0931 Kushk Rud 123 266 342 357 699
0932 Kashan 41 489 178 6350 828
0933 Murghab 67 694 236 1,016 1,252
1034 Kaisar-Shiriptagab 266 722 791 1,350 2,141
1035 Darya-i-Siah 209 943 836 1,707 2,545
1036 Balkh Bandi Amir 723 2,454 3,099 4,405 7,504
i037 Samangan 138 b7 542 842 1,384
1138 Kunduz Amu 743 970 3,845 1,463 5,308
1139 Doshi Andarab 41 344 201 396 597
1140 - Bamiyan 11 130 58 164 222
1141 Farkhar Bangi 148 201 774 297 1,071
1242 Kokcha 203 599 801 761 1,562
1243 Panj 45 .166 187 200 387
1244 Wakhan 28 - 42 89 56 145
Total Afghanistan 6,356 16,108 27,185 22,236 49,421

*Includes poultry.

Sources: Crop production and livestock inventory, Ministry of Agriculiure and
Irrigation.” New livesiock production and value of production obtained
by surveys and calculaiions, Checchbi and Company.

195



EXHIBIT 5.4.0.5. AGRICULTURAL RESOURCES & INCOME

RANKING OF SUB-REGIONS 3¥ PER CAPITA RESOURCES

Per capita of Agricultural Populi)tion'

Produciive Irrigated Farm value Roads to

_ land ___land of production _ cult, land Ramk

Code Sub~region Jerib Rank Jerib Rank __ Afs,  Rank railo Rank Sum
0101  Upper Kabul W79 43 .45 38 1,387 43  .485 10 134
0102 Logar 1.46 41 .47 37 2,047 38 ,371 15 131
0103 Panjsher .64 44 .42 39 1,446 42,142 34 159

0104  Shibar .89 42 .48 35 1,985 39  ,496 8 124
0105 Alishing-Alirgar 3,54 32 1,16 21 5,086 18 .2564 28 94
0106 Konar-Pach 7.20 24 .48 33 1,66% 41 .389 12 113
0107 Jalalabad 2.69 39 .72 26 3,004 32 ,139 35 132
0208 Kurram 19,21 4 .28 43 1,247 44 277 19 110
0209 Kaitu-Matun 2,91 36 .41 40 1,960 40 .265 20 136
0210 Gomal 3.19 85 24 44 4,143 23 .343 17 119
0311 Ghazni-Gardez  3.86 31 .57 31 3,202 27 490 9 98
0312 ‘Tarnek 844 33 1.25 19 3,809 25 .382 13 90
03:3 Arg' .adab 2.77 38 1,11 2 3,151 29 .214 ~ 27 116
0314 Arghestsn 3.94 30 1,26 18 3,134 30 .069 40 118
6315 Dari Rud 7.40 23 .84 30 2,859 35 ,365 1& 104
0416 High Helmand 1,87 40 64 32 2,611 33 .529 7 112
0417 Nawa Batur 7.42 22 1,66 13 5,723 16 ,265 21 72
0418 Tirin-kaj ‘7,46 21 1.64 14 4,533 21 ,201 30 86
0419 Xajaki 5,00 28  £.13 5 - 5,884 15 .435 11 63
0420 QGarmser 18,39 5 9.43 2 20,714 1 375 14 22

0521 Khushpash 9,86 16 1,43 16 2,679 37 1.531 3 T2
0522 Upper Khash Rud 3.29 34 1,36 17 5,429 17 2,479 1 63

6523 Lower Khash Rud 12,50 11 2,71 4 10,983 6 .208 28 49
0624 Lower Farah Rud 16.51 8 2.67 5 3,496 2% «631 6 45
0625 Upper Farah Rud 2,78 37 oT1 27 2,857 36 -204 29 129

7.81 20 1,74

0626 Harut Rud 12 6,107 13 0 607 5 50
0745 Ateshan Karezak na 45 na 45 na 45 na 45 180
0827 Chaghcharan 17,06 6 o1 28 7,586 9 .144 - 33 76
0828 ‘Tagab Ushlan 11,75 12 1.19 20 5,947 14 258 22 _ 68
0829 Obe - 38,43 1 28.89 1 12,071 5 - 073 39 46
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EXEOBIT 6.4, 8. ¥, {cont.)

Code

0830
0931
0932
0933
1034

1035
1036
1037
1138
1139

1140
1141
1242
1243
1244

Avg,

__ Per capita of Apriculiural Population

Irvigated

land

Productive
land

“h-reglon
Herat 6,27 27
Kushk Rud 8.74 17
Kashan 11,75 13
Murghab 20,35 3.
Kaisar-Shirintagabh 16,43 9
Darya=-i-8iah 16,65 7
Balkh Bandi Amir 14,23 10 -
Samangan 29,62 2
Kunduz Amu - 8.00 18
Doshi Aandarab 6.68 25
Bamiysn 4.8 29
Farkhar Bangi 10,60 15
Koke:ha 7.99 19
Panj ' 11,50 14
Wakhan 5.67 26
Afghanistan © 6,49

1084

e52

049
.68
1,87

2,56
3,04
2.36
2,18

- 36

035
«99
18
079
1,46

2,45

gerib Rapk dJerib Rank

11
33
34

Rank ratio Reml

Farm value
of production
Afs,
6,187 12
4,821 20
7,227 10
9,139 7
6,974 i1
16,953 2
14,052 4
14,112 3
8,042 8
2,898 34
3,127. 31
4,8%0° 19
3,975 24
4,600 22
3,152 28
4,766

Reads to
cult, land

3o

0225
0056
0241
0292
. 084

0222
. 128
-190

0139

1,182

2,184
- 020
-150

2o

vt

0217

25
41
24
18
38

26
37
31
36

4

9

42
32
43
44

Source: Calculations using Exhibits 5.4.0,1. « 5.4.0.4., Checchi and Company,
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Sum,

75
111
81
57

68

41
54
43
70
104
104
99
100

103
113
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The farm value of the above production ia estlma;ed at 27.2 m'ilion Afs,
for crops and 22.2 million Afs., for livestock for a total of 49.4 million Afs, Oa
the basis of seventy-five percent value added tn Afghan agriculture, the total esti-
mate 18 remarkably consistent with the gross national produ;:t estimsates for the
agricultural sector as they appear in the Afghan national accounts. 7

The distribution of land, irrigation, production farm value, and roads
varies between fub-regions. Each &ub-region has, therefore, been ranked accord-

ing to the above resources and income headings on a per capita basgis as shown in

Exhibit 5.4, 0.5,

5.5, Distribution of Apricuimrai Resourceg and Tncome -

¢

One of the principal purposes in area development is to identify the more
depresséd regions or sub-regions in their aggregate form, which i8 somewhat diffi-
¢ult to do because individual and specific observation can be rather misleading. After
all, most areas contain both r{ch people and poor peopie snd what we are seeking
most i8 the difference in proportion of each, That is, ir which éﬁbwregicns wiil
the average agricultural per capita resdurces and income be lo;,v and which high?

The wofk of this chapter as given in its various exhibits 18 summiarized in
Exhibit 5,5,0,1., according to the previously discusaed factors of population, land,
farm value and roadg. Of special interest is the use of the sub=-region rankings byv A
factors to place these sub-regions {n three BTOups. Thus, the high third of t}}e
agricultural population aceording to its par capita resources and income i?s placed

by sub-regions in the first group, the middle third of the agricultural population in
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the second group, and the low third of the agricultural population in per capita
resources and fncome by sub-regicms appears in the thiffd"‘group.. The resulis
of this amalytical arrengement are as follows,

Sub-region Groupiugs

~ » High Middie Low
Resource & Income Third .Third ‘Third
Agricultural poﬁulaﬁon by sub-regions  34.1% 32,5% 33.4%
Number of sub~xegions ‘ 20 15 | R
Productive land, per capita 11, 7j 5, 8] ' 1,7
Irvigated land, per capita | 2,32j 0.75] 0,54j
1] = jeribs, 0.482 acres) ;

Farm value, per capita in Afs, 8,693 3,406 2,075
Moic;rablfe roads, per capita. in cenlimeters 100 © 55 28
Non-agricultural population by sub-regions 31, 0% 27,1% 41,3%

Clearly there 18 a poor one-third in the agricultural coramunity of Afghani-
stan and it i3 a question of where these sub-regions are znd how they are to be
reached in face of the cecognized lack of roads suitable for regular motor trans-
portation. As & matter of fact, how many people realizé the dependeonce of sgri-
culture on farm-to-market roads and then are prepared to acknowledge that the
Afghan agricultural commumity ls asked to prosper and grow on only 65 centimetors
of such roade per person? This situation, for agri-business developmsnt, horders
on'the absurd and it i fair to ask how it has come about, The answer is in part

traceable to the criteria of donor agemcies that require rosds to be justified on
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‘ ‘ the basis of "'uszer cqst savings." The purpose of farm-~to~market roads is not

tc save users a frgcti-on of a cent or Afghani per ton lcll§meter on their bauling

bills. The purpose of farm-to~market roads is to irncreass the.motivaticn to higher
yields and income by providing timely aceess to and from markets, Until transpor-
tation experis acknowledge modexn economic thebry and partial multipliers in their
techniques of road evaluztion, we shall be forced to hold back on road projects as

.‘\ ' unjustified even when the pooresi third of Afgihan agriculture has ouly 28 centimelesxs
of farm-to-market roads for its‘ per capita use.

Ag 2 ggneral result, ihe value of proﬁuction of Afghan agriculiure was on
the average less than 4,800 Afs, per person in the agriculiural population during
the 1968-69 period analyzed, At 80 Afs. per U.S. dollar, thig average is 2bhout 50
U.S. dollars a year; at the present exchange rate of 56 Afs, per 7, S. dollar (August
1974), i;he; average agriculiural por capita income is only a little higher at aboul 88
U.S, dollars per year. This average i@ nol necessarily eaquivale;tt fo mometary
income as the above figures iuclude the estimated vélue of agricultaral products
consumed on the farm by farm families,

The disparity in farm value from the high third o the low third is in the
order of four times with the high third having, on an average pér capita basis,
some 8,562 Afs. per year while au average person io the low third las only 2,075
Afs, per year. Some care must be taken in interpreting his difference because
the non-agriculiural population is not propovitional in tbe sub-reglonal groups, as

is shown in the tabulaiion belovwr.
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Nen-Agriculture

) . Agri~ NonwAgr_iw population
.Sub~Regions - Total culture culiure by group
(in thousands) . .
High Group 4,881 3,539 1,342 27.5%
Middle Group 4,568 3,369 1,199 . 26.3%
Low Group ’ 6,251 3,462 1,789 84.1%
TOTAL 14,700 10,370 4,330 29.5%

The high proportion of_non-uagr'lculturai population in the lowett group is
partially due to the inclusion there of the Upper Kabul Submregion in which there
is a large urban and governmental population. It is characteristic of the family
system under such conditions to combine small per capita land distribution for
the basic food supply it provides with low urban cash salaries;and incomes Aas a
supplement to cover other necessitios and amen'ities,,

In absolute terms, however, the differences In non-agricultural popula-
tion, as can be seen above, are insufficlent to account for Lmytbjng but a small
portion of the per capita farm value differences as fifsi'indicatedo The low third
of the agricultural populai;ion'must indsed be poorer than either the top ox middle
groups. In other words, the agricultural population pressure in group three on its
equivalent irrigated land is 1,455 persons per square mils as compared with 274
persons per square mile fu the tqp group. There is no way physically to redistr{-
butu the land from the top third to the low thix;d as cen be seon on the map, Exbhibit

50500.2. Iu addition to the land being fixed in place, these two groups are guite

effectively separated by the middle group of sub-regions with two eiceptions: one,
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where productive land i8 particularly scarce and the other where water ias 80
searce th'zt o administrative centers are located in the subv-regionn The pro~

blem of the bottom third is how to make inadequate agrlcurtural resources mora

produc..ve than they already are.,

5.6, Chapter Sumamary

Research and examination into the topographxwl features of Afzhanistan
reveal that the country is divided Into twelve major watersheds and river systens

surrounding the central mountain massgive of the extended Hindu Kush, T‘nese

major river or dratnage basins can be further divided info 45 sub-regions of bagins

due to the mountain folds snd terraiu that produce valleys within valleys,

- In the broad semse of sgriculture that includes lvestick and forests, only

20 percent of the ares of Afghanictan is productive, It is an arid couniry whera the

average precipitation i8 12 inches or less per yeqro The irrigated land on which
crop production mainly depends is about one-~fifth of the productive ares or 4 pere
cent of the toizl. Ag a consequence, the total vetiled population of some 14,7

million persons, of which 70 pexcent are classified as in agriculture , have a per

capita fncome of lega than 100 U, S, dollars a year., Even at thig low level of income, .

the top ove-third of the agricultural population is estimated to have an annual farm

 value Income esguivalent to about 150 U, S. dollars per capita while the lowest one-

third has tha equivalent of about 40 U, S, dollars. The scareclly of f2rm-to~markst
roads suitable for ecoromical motor transpoertation i paviieularly nwiio able and

is a contributing cause Lo the low incomes,
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The concentration of the poorest third of the agricultural population in
" the southeast section of Aighanistan as shown in Exhibit 5.5,0,2. i8 suggestive

of the need for particular and early attention,

Ry
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 EXHIBIT 6.7, 0.1,

CONVERSION FACTORS®

Feot

2,415

i

3,281
5280,

Acres

- 4823
.1’

2,471
640,

Pounds

15.58
1.

2205,

2000,

Meters.... Miies
7361 0004574
.3048 . 0001694

1. 20006214

1609, 1,

Hectares Square Miles
.1952 . 000754
- 4047 . 001562

1. »003861

259,0 1,

Metric Tons Short Tons
- 007066 - 00779
. 0004536 ° . 0005

"1, 1,102
- 9072 1o

AVERAGE FOREIGN EXCHANGE RATE

{(March 21, 1962 - March 20, 1963)

. Gaz of
LENGThH jerib
10
04141
1,3585
2185, 8
AREA Jeribs
1.0
2,073
5,123
1326,9
WEIGHT Seers
1.
- 0642
141,53
128,37
1341
1342 (" 1963
1343 (" 1964
1344 (" 1985
1345 (" 1966
1346 (" 1967
1347 (" 1968
1348 ( " 1969
1349 (" 1970
1350 (" 1971
1351 (" 1972
1352 (" 1973

" 1964)
" 1965)
" 1056y
" 1967)
" 1908)
" 1969)
" 1970}
" 1971)
" 1972)
r 1973)
" 1974)

Afs,
afs.
Afs,
Afs,
Afs.
Afs,
Afs,
Afs,
Afs,
Afs,
Afs,
Afs,

500 39 = Un So $lo 00

50,14 =
858,74 =
74,76 =
75.00 =
75,66 =
74,47 =
75,44 =
83,68 =
84,67 =
80,64 =
61,05 =

Source: Ministry of Commerce and Da Afghanistan Bank.
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CHAPTER VI

AGLI-BUSINESS PROJECT ANALYSIS -

60.10 Introductlon

Agri-business commodity systems* or projects may conveniently be
divided into three categories: .export, fmport and domestic, Export commodity
systems are those which ars primarily oriented toward the éxport market. but
are based on domestic supplies. Import commodity systems are the opposite —
forolgn supplies distributed to the domestic market. Domestic commodity 3ystems
are baséd on domestic raw materials, genexrating prodﬁcts fér distributloﬁ primar-
fly to the domestic market, |

Export-oriented projects are highly popular in financial circles where
foreign exchange earnings are most desired. In contrast, lmbort projects are
frowned upon because of their drain on foreign excl_xange unlegs they are supported
by long=term foreign loans 61' gramts. Domestie type ag;'iwbusiness projects tend
to be unpopular because of thefr general complexity and continuous price squeeze
situation described in Chapter IL,

iﬂconomic benefits can be derived from all three kinds of agri-business

projects, but the risks involved are far from equal. In order to evaluate these

*An agri-business commodity system is defined as that set of relationships hold- -
ing together all of the participants in agricultural supply, production, process-
ing, marketing and consumption as influenced by {mpoxrts, exporis and govern-
ment,
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risks and benefits, we must deal with ?he complexities involved; but in doing so,
‘we 1:;1ust also face tilbse who nurse a prejudice in favor'of simple projects and
economfcs, In this regard, we can do no better than to quote Alfred Marshall:
"In this world}every plain and simple doctrine as to relations
between cost of production, demand and value 18 necessarily false;
and the greater the appearance of lucidity which is given to {2 by
skillful exposition the more mischievous it is, nl
in this rather lengthy chapter, all three categeries of agri-businesa
project are discussed and coméaredo Export projects are covered in a general
way. Import projects are dealt wite mosily by describing and analyzing the
existing Afghan‘ sugar system, IPor domestic projects, sugar is alsc used, Two
approaches for growing and processing the bulk of Afghmisz;}p's domestically
consumed sugar are descxibed amd analyzed in detail ag an example of a domestic

project, “The chapter also introduces a second domestic project, corn, but does

not include the detailed analysis provided for sugar.

6.2, Export Projects — General Digcusgsion _

Afghanistan is in‘the typical position of wanting to incroase export
earnings and so improve its balance of payments or simply to be able to increase
its imports, It s, therefore, most natural in such an agricultural country that
farm commodities should be promoted for export.

We can agsume that thexe is an unsatisfied demand in the world for
agricultural products because of the many current reports on hunger and vnder-
mnourlshment in many countries., This situation gives a positive attraction to

export promotion. Unfortunately perhaps, exports must be patd for and this fact
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we cannot assume. Rather, we must eritically face the problems of eiiéctive
demand based bn incomes and prices,

Foreign trade oceurs whea and only when exporters have much to
sell ,. when there is demand abroad unsatisfied by local production and when
foreign prices net of transpoxt cost and duties are higher than home market
prices so that good export profits are to be e.amed., None of these condiiions
tend toward stability. Tae foreigu cc;ndiﬁiom can be varied eltber at will by the
trading pariner through changes In tariff and non-tariff barriers or by changes
in the foreign exchange rates,

In addltion, competing nations ars free to change policies towarﬂ a

common trading paxtner so as to change the proportions of the trade flows., For

#

&

example, many exporiing countries expend ﬁmch ingenuity ax;d large sums in t.he‘
form of subsidies to create fhe neceszary price dif_fex’énce tfnaﬁ: will permit ¢rade.
On the other hard, many importing countries {often the same ones) do a8 much
as they can to reduce fhe neaded price diffemuﬂgl on {rporis with either tariff
du&ies of non=tariff barviers such as quotz;s and inspection restrictions. Even
when sstisfactory price differcntials are found to exist, they can be quickly
equalized by the devices mentioned above.

Exceptions to these general conditions do exist when a parilcular com-
modity is not produced in a possible imperiing countyy ax;d other world suppliers
are not competing strongly for this spscial market, of when the home country
produces @ exportable and mavketable coramodity that is not produced elséwhére )

or in few other couniries, Once such cpportunities zre balng excloited, the markets
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may be expanded by improving the quality of the export or by increasings its
vhrlety orx again by lovs}ering its price. But once these additional steps have

been taken ,. further export promotion of agricultural commodities must revert

to finding existing price differentials of a durable nature on a commodity- by~
commodity basis. If such efforts are to be more than quick market surveys
resulting in trial and error projects, there is a need for a worksble understanding
of international trade and the principles upon which it fumictions.

In order to plan an 'aéﬂnbusmess export project we must, of course,
know the probable price differential. But equally imyortant, we must zlso be
able to determine quantity and specificatious on which to plan the required invest-
ment. Tae Kavdahar Fruft Compauy project ig an example of al serious fajlure in
this respect, Quite simply, the export quantity cénnoz be determinzd on the demand
side by mv;asi:igation oniy withia the exporiieg country. Thus, determination of
quantity (demaxd) is divided {nto two problems just as are prices, f.e. the foreign
and the domestic.

The minimum required of 8 foreign markét Burvey once a commodity
is selected is:

1,  foreign price net of trausport costa ard duties

2, probable stability of the price, costs and duties

3o propensity to consume the selected commodity in the foreign

couniry

4, the gross pational product of vthe foreign country
5. presgent impoxts of the commodity or its ubstitutes
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The minimum reguired of the domestic side of the markéi ;-:n;rvey is:

1o domestic price at the export gatoway -

de ~ probable stability of the price and supply

3 propensity to consume, tho selected eommodxty at home

4, the grose national producet

6.  present expoxts of the commodity

Using this information tc determine probable quantigy, plant capacity and
invesiment pz’i:en requires matrix glgebra and the use of a computer. Such first-order
quéntity and capacity must then be tested fbr probable reaction on domestic prices,
ete,

Faced with such survsy prob!ema » 1§ 18 not surprising thet heuristle
methods are adopted and initial mvca tragnts are smail end en a ¢rial ard error bsyisg,
Given the many imponderables in exporting, it %s natural thatﬁ"govemment entities
trade with other goverament entities and privats irederxs wiﬂ: other private traders,
The exceptione ars large multinational business companies that are able to control
large market sbares, but such considerations are bevond the scope of this study.

The domestlc price level raises questions other than the qusntities and
value that can be exported of a given commodity; Of particular tuterest are agri-
business and rural income and employment. Assuming for the moment that favorable
export opporiunities are discoverad, how and where are the benefits distributed ?

Thé domestic price level depends on factor costs, i.e. labor, land, ecap-
ftal and water. If they are high cost, "&hen prices are high and prorta!;les are
reduced, If they ave low, them prices are low snd exporis can incmasef ‘The cost of
factors, in tura, depends on their endowment, {,e. 1f the lend is fertile, plentifel

and weli-watered with skilied fabor to wo_rk it, and ampie capital at low interest for

~
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‘lmprovement, then factor costs per unit pn;oduced will tend to be low. That is to
say, ex;;ortable agricultural commodities can bs moat e_f{_e,ptiveiy produced in
those sub-regions where per capita resources are high. o

The Afghan export statistics for 1340 through 1345 (1961-67) give
data from fourteen customs houses throughout Atghan!stanoz After 1345, the
expoxt data wag consolidated into seven customs locations. On the basis of the
fourteen loostions and the map in Exhibit 5,5,0.2. , the exports from the three

areas of agricultural resources per capita have been analyzed and demonatrate

the tendency of exports to follow resources as expected,

Agpricullnral prxgulat{om

: Export 1ow- Middie High

Year Value Third Jhixd Third
(million Afa,) (porcent of exporxts)

1340 1,354 | 29,4 4,6 66.0
1341 2,968 , 18.6 TR 89.5
1342 3,459 21,7 11,5 66.8
1343 4,152 22,0 11,5 65,5
1344 5,025 26,5 10,9 62.6
1345 4,835 27,6 10,2 - 62.2
Total 21,793 24,2 10,7 65.0

The reason for the low percentage of expoxts from the middle third as
compared with the low third ia due to the priucipal customs bouse at Kabul Clty

serving the adjacent areas of the middle ¢aled while the high third is sufficiently
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dlsfant to make this sort of concentration iess practical. Neveriheless, as the
national highway around the country was btilt and put fnto use, the customs
administration was able to reduce its locations frow fourtaen to seven.

The Kohdaman area near Chartkar i3 famous for its grapes and raising
which are exported in large quentities, but it is lcealed ir a sub-region of the low
third. This apparent exception to the findings of resouxces per copita is due to a
relatively small area of excellent land and conditions for viticultuxe baing sub-
merged numerically ir its largef sub-region with a dense population. This type
of local endowed resources strongly fortifies the conclusion that agri-business
export préjects beaefit the mcre prosperous agriculfural areas and not the poorer

ones mmd So {ncrease the duality of the aconomy. 3 ’3

6.3 . Impozt Projects Qhe Afzhan Sugar Industry as an Exampls)

Import projents, as sne of the rhree kinds of developmert zctivity, are
frequently encountersd but seldom evaluatsd in feconomié terms related to agri-
business or rursl incox.nes and employment. Just a3 export projects tend to work
againgt the poor areas, we fi‘ﬁzd thet lméort projects tend to have a similar effcect,
The mein d.iiference‘batween them s in tae timing of the favestment risk, Export
rigks derive from fluctuating demaud &nd selling price differentinis which, bacause
of their immediacy, czuse iroubls for the export promoters early in the life of the
project. Imporid, onv the other hand, rely on supply and purchase terms “aat

affect price differentials but siowly and push troubles into the future for someone

" elge to cope with,



Wheat, foctilizer and sugar are examples of import projécts that are
plaving an important role in Afghan agri-business econondcs, The first has been
most suceessful buk the second two, in spite of their past successes, are clear
examples cf the high risks Involvsd, The world prices for these two commodities
have increased in a mamner to put serlous stress on domostic policy and develop-
ment, Sugar as an {mport projoct and comm&dity gystem 18 of gpecial Iaterest to
this study because it hay 2 fong gnd w'eii-docummtud history, world pricas have
caused chemgas in attitudes towaxcs the project, and it is subject to conversion
from an impoxt projott to a domestic brojectc In studying the feasibility of the con-
version, thare are a pumber of importa~t factors to he considered for fu?,um' poliey.

The exisiing Afghan susar fndusizy as =1 impoit project is fizst reviewed
in thyee steps: (1) sugar beet farming in B&Qh!,an Province, I;czrch Afghunistan, (2)
sugar juice axtraciion from the beets snd reflning {nio white sugar ) the Baé}:lsza
&:gar Factory, and (3 ths purchase of Baghlan and imported sugay by the Sugsar
Monopoly fsbsorhed in 1974 Int> the Petroleum Monopoly for gruster efficiency) for
distribution throughoui Afghanisian. The a.mmmw snown are the averages for the
yeass 1348 snu 1349 as oktalned from the Urwick, Luge & Gould reportoei 11 tons

sbown &re melvic tone.

6.3,1, nS;ﬂ:g;gE_Beet Farming (Bacilan Province)

Average purchass of sugar bects by tae Beghlan Sugar Factory, ex farm 81 ;404 tons
Average yield of beets per jorib of land ' o . 2.8 tons

Avorage xumber of jeribe harvested for sale 21,930 jeﬁbs
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(1 hectare = 5,123 jertbs; 1 acre = 2,073 jeribs)

- (average exchange rate U, S, $1 = 80 Afs,)

Sugar Beet Farminpg in Baghlan Provinea

Combined Opoarating Statement

Afs, per
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Cost Accounts ~ Units/jorib jerib
Seed 8<% kiles free
Ferdlizer
Cheraical 16.6 kiles @ 7.8 Afs, 114
- Ogganic 113 loads 198
Kiz2d Labor
Weeding 4.4 days @ 70 Afs, 308
Haxvest 4.3 dayg @ 80 Afs, 258
Other €.2 days @ 43 Afs, 267
‘Hanling 63
Cansl repairs 42
Tanes 57
Interest 14
Depreciation 35
Toial cost and axpenge': 1,358
Income Accounts
Beet ralue 690 Afs, per ton, offiefal price 1,832
iese, deductions by sugar factory for dixt,
tops and low sugar content B2
Income from sugar beets 1,800
Plus, sal> of best tops 20
Less, total cost and expenge above 1,36¢
Retura to family for labor, capltal and
magagement

Total Amount
21,930 jertea
{thousand Afs.)

%2369
30,510

437

29,737

16,260
TR ey
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The value addad (n the above accounts in thousands of Afzhanis is:

Wages S . 18,267..
Taxes . _‘ 1,250+
Depreciation 768
Return to family — labor, ete. 10,200

' Value added by agriculture 30,485

V'I‘he actuval ret price to the farm is not the posted 630 Afs, per ton but
only 643 Afs. par iton of bests (39,500/61 »404) or a reduction of 47 Afg, due to the
deductloﬁs made at the sugar factory. Ttis reduction may be interpreted in three
wayg: (1) the reai price for beets is only 643 Afs. per ton aad not the official price
of 690 Afs. per ton, or (2) the rgal yield is only 2,61 tons per jexid (2.8 tons x
ratio of 643/690) becauge the farmer includas too much dii 813(1 tops with the beets,
orx {3) ﬂxe sugar factory over-deducts for thesé factors smd th;mby increages the
factory sugar yield and lowers its cost per ton of sugar ac2ordingly. In sny case,
the farmer s likeiy to be dissatisfied with ths results whethor justified or net.

The poor return to the faxmer per jerib cultivated in sugar beets is Cue
to the lnow yleld obtained. Either he is using marginaily productive land or follow=

fng poor agricultural practices. The use of raarginal land and water supply are

believed to be the major cause of low ylelds rather thia poor methods becauge the

~ better land is put into more immediately desirabie and profitable crops as influ-

enced by government pricing policies that have gererally given sugar beels & low

priority.

o~
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6.3.2, Baghlan Supar Factory (Baghlfm Citf_)

The data for this operation, based on the average fér 1348 and 1349

 are as follows,

Basic Data

Sugax beeis purchased ex farm 61,404 tons
White sugar produced : . 7,369 tons
Operating Statement
] ' ‘ : Amount
Cost Accounts _ : "~ (thousand Ais.)
Sugar beets purchased, ex farm - 39,500
Fuel and materialg , 9,800
Taxes 1,500
Contract transport ' 5,600
Ssiaries and 1sbor : ' 11,308
Repairs . ’ i 1,800
Deprecir.ion : _ & 4,500
Sundries ' , 2,100
Interest payments 8,300
Total operating cost and expense 83,600
Income Accounts
Less sales of by~products and sundries 1,200
¥et cosig and expenses : 81,800
15% mayvgin allowed on net costs* . 12,300
Value of white sugar to Sugar Mouopoly N 94!12%

Value of total sales income 195,300

*The ownexrs of the Baghlan Sugar Factory and GOA have agveed in priveciple on the
costs eligible in caiculating a 15% profit or margiv as indicated tu the above -
accounts. d
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The‘value added in the above accoumt {g:

Salarieg ‘ 11,300
Taxes ' 1,500
Depreciation 4,500
Net surplug 12,300

Value added by sugar factory 29!600

Tﬁe Baghlan Sugayr Factory works about 100 days per year ineluding
and following the harvest period. The beets can be stored durirg the cold weather
following the barvest, but the storage period is limited by rieing temperatures in
the early spring with clear skies angd hot sunlight. The high daytime femperatures
cause the beets to spoil, The beet puip 18 sold for arimal feed with some of the
molasges Vfrom the refining process, Those products not sold;go {. waste, -

Clearly, the sugar factory s under-utilized at 106 days per year, This
is paxticularly true for the refining portion of the plant, Expsugion of the first atage
jujcewproducing portion of the plant and storage of ccncentrated Julee or syrup could
extend the number of days for operating the reflnery and i;hus increaae the production
of white sugar, Thig appx‘oach to inereased sugar production appears not to have bheen
Yecommended in the past becausa of low yields aad the Ifmited land &reas available for
Bugar beet production, Increases in best yields and production !;iave not been forth-
coming for reasons of marginal land use mentionsd above. In spite of large inputs
of foreign technica; assistance'm the agronomies'of 8ugar baet production over the
past twenty yoars, thig gituatica has vot fmproved, A more radical chagge in the
teclmological concepts of the Bugar industry is ueeded to moet &he conditions in
Afghanistzn, ‘This subject will be discussed in more detail {n later sections of this

chapter,
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863430 Sugar Monopoly (Afghanistan)

The Sugaf Mcnopoly (SM) administration has been absorbed recently
into the Petrcleum Monoﬁoly for greater efficiecncy in the faée of rising world
prices for sugar. Nevertheless ,‘ the functiona remain the same as hefore and
the following analysis remains valid. Two operating cases are presented. In
Case One, the average sugar Import prices for 1348 and 1349 (March 21, 1969
to March 20, 1971) are used as suramarized in the Import Statistics prepared by
the Ministry of Cox:mmemr.:eo6 In Case Two, the sugar imbort prices for 1350 are
applied, while holding all the other factors in Case One constars. The sugar pricet
increased from an average of 7.49 Afs. por kilo {a Casa COne to an average of 18,09
Afz, per kilo in Cazse Two. ;
The average demand for imported and Baghlan sugsr hag been esi-

mated at 83,000 metric &cme.7 Ths averags supply to mees thiv demond is derived

as follows for 1348 and 1349,

Baghlan Sugar Factory | 7,369 tons
Commercially impoxted sugar 48,064 tons
Imported sugar by loan or grant
or from Invertory . 9,867 tons
Total demand and supply 65,000 tons
{l".
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Sugar Monopolx (S. M) Qe*aﬁmg bmtement, Cage One

(Imported sugar at 7.49 Afs, /kg,

" Cost Accounts

Baghlex sugar at warebouse
Imported sugar, combined, 7,49 Afs. /kg.
Customs duties, 30 Afsz, /ton
Port fees & charges, 200 Afs. /ton '
Transport from port to 5, M. warehouse 540 Afs. /ton
(fmported sugar only)
Cost of sugar at warehouse

Expemses of Sugar Monopoly
Saleries, wages and benefits
Administrative charges
Depreciation

Total Monopoly expenses
Average transport and distribution charges in Afghanistan,
550 Afg, /ten
Retailers' commission, 200 Afa., /ton

Total cost of sugar at ratail

Income Aczounts

Retall (controlled) selling price 16 Afa. /kg.

Margin aceruing to GOA tarough Sugar Mozoroly

The value added {a the above acecount is:
Salaries, wages and bencflis
Taxes, oxdinaxry
Trwes (margin as effoctive tax)
Depreciation

Total value added by SM
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#

Amount

(thousand Afs.)

94,100
431,400
1,700
11,500

31,100

569,800

8,200
4,900
800

13,900

35,800
13,000

832,500

1,040,000

407 590

8,200

13,200
407,500
800

429,700

o



A T ﬁ Sugar Monopoly (S‘° M.) Opei'ating Statoment Cagse Two
L ' " (Imported sugar at 18, 09 Afs. /kg. )

o . _ Amount)
ol ' ‘Cost Accounts o ({thousand Afs. )
) = S
Baghlan sugar at warehouse _ 94,100
Imported sugar, combined, 18.09 Afs, /kg, .- 1,042,545
Customs duifes, 30 Afa. /ton ' - 1,760
Port fees & charges, 269 Afs, /ton 11,500
Transport frora port to warehouse 540 Afs, /ton
(imported sugar only) 31,100
Cost of sugar at warehouse 1,180,945
Expense of Sugar Monaepoly 13,900
Average tramsport & distribution cost _ . 85,800
Retail commisaion 13,000
Total cost of sugar at retail 1,243,845
Income Accounts
Retail (controlled) selling price S 1,040,000
Dofiett to be subsidized by GOA @03,645)
' The value added in the sbove account ig;
Salaries, wages and benafity o _ | 8,200
Taxes, ordinary : 13,200
Subsidy, mizus . : (203,645)
Depreciation ' 800
Negative value added bg} Sugar Mozopoly . 181 E4;:1:5)

‘The substdy indicated fox the defioit follcws tie presant practice of the |
GOA to stabilize the sugar pﬁée level for the consumer,

The change from 8 value added contribution to the gross national product
(GNP) of 429, 7 million Afs, to a negative efiect of 181.4 fllfon Afs. mears that the

GNP for the Afghan sugar tndustry has been reduced by 611.1 million Afs. due to

R the increase fn imported sugar prices.
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The jJuestion to be deterrafnex i8 whether or not more conventional

technology adapted to Afghan conditions can convert such a negstive "fimaport pro-

ject" fito a positive and satisfactory "domestic project, !

6.4, | Sugar as a8 Domestic Projsct with Conventicnal Technology

Project proposals have been made to the Ministry of Agriculture and
Irrigation for new sugar factories in'either Herat or Kardahar or in both places so
as to reduce the dependence on imported sugar, and thus create a domestic sugar
industry. These factory projects have bacome' particularly atéractive at this time
because of the increases in world sugar prices. However, we also want to know
if these projects will golve the problom of domestic suger supply, regardless of
whether sugar prices rematn at their prexseht high leveie or gacmase in the near

future due to increzses in world sugar productica,

In a sense these proposed projects include a transfer of conventional

"technology in the plant machinery and equipment. The Baghlan Sugar Factory was

inaugurated in 1941 and improvements heve been made in the machinery and equip=
ment technology during the past thirdy~three years. On tho other hand, this 18 a
narrow visw of modern technology which tcday includes the conceptuzl spproaches
of systems analysis, Thie raiges a typles] question of whether developing countries
should opt for m&dem or more comventional technology, Ii1s the writar's opinion
that modern technology i better, when 1t can be used‘? fm.: the simple resson i‘hatv
developing countries fall furthor behind whan they chocse conventional ma'ﬂiodé(

while other countries apply more nodsrn ‘ochnigues,
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The proposed projects ar.e conceptually the same as the Baghlan

. Sugs.u* Factory and its‘ agricultural supply of suger beets sxcept that the now pro-
Jects cost so much more to build and {nstail that one hundied day campaighns are

even lesa efficient and give higher costs per ton of sugar than the older Baghlan

plant,

Using the sawse sgricultural, Baghlian plant, and monopoly account~
ing data above bui adding new sugar faetories and thelr a3counts, we can messure
the cost effectiveness of such projects. Later in this chapter, we will propose
and measure a conceptual change to medern tochnology 21d measure it8 cost

effectiveness for comparative purpososg.

6.401, New Suazar Facicrien ' 1“}

The accounts data for tuis project are aleo obtained frox the ?waick,
Lugg & Gould reper&f The factory proposed im the repo:t has a eapacity of 120,000
tons of sugar beets for « hun.dred dsy campaign., Producifon ét 90 percent of capacily
(168,000 tona) will y!eid 20 average of 13,000 tons of -sugar per year. The total
fixed assed investment is esiimatad 8t 649.1 million Afghanis.

Ag previously indicated, the annual sugar desmand in Afghaniztan is
65,000 toas of which about 57,000 fons s presentiy heing imported, This mesrs
that three new sugar faciories of the shove capacity, reguiring an invesiraent of
1,947,3 millien Afz, , will o neoded Yo mziu@ cserlousiy the sugar irapor? refuire-
ments, without considering the growing domestic dernand which, it is esﬁimaiéd;

T

- will probsbly double in the aext tcn years,
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6.4.2, Three Mew Sugar Factorles

The analytical accounts for the addition of three sugar factories to the

Afghmi sugar incdustry follow. These account data are based cn 1348~49 estimated

conditions so as to maintain comparability throughout the analysis. That is, we

want to know how the Afghan sugar industry would bave behaved financially and

sconomically if thare had baena more sugar factories end leas impoxrtation of sugar.

Basic Data

Sugar beets, purchased, ox férxn .
Land required, 2.8 tons of beets/jerib
White sugar produced

Investment in fixed assets jor three sugar fastories (nillom Afs.)

Imported poxticm of fixed nssets
Working capital {raillica Afs,)

L

K
=

Combined Opareting Statomsnt

Cost Aceounts

Sugar beets purchased, 643,3 Afs. /ton

Seeds (estimate)

Fuel and materials

Taxes

Transport costs

Employment costs

- Spares (50% imported)

Interest on working capital (at old rate of 8%)

Depreciation '
Total opersating cost and expsuse

Income Accounts

Less sales of by-products
Net opsrating cost and expanses

15% maxgin allowed on net cosis
Value of white sugar dellversd to Sugay Monogpoly

Value of total sales incomse
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325,000 tona

116,670 jorits

129,000 tons
1,947.4
1,186.0

117.8

Amocant

thousends 4£2,)

208,932
18,000
24,117

7,960
30,455
39,860
21,600

9,420

. 145,020
505,565

82357
499,008

74,851

080,215
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| ~ The value added in the above account 13:

. '> ' . Wages, salaries aad benedts 39,860
Lo - Taxes 7,960
L Depreciation 145,020

. Net surplus 74,851

Value added by new sugar factorles 267,591
ERARES S

The value added by agriculture to supply suzar beets for the ahove sugar
factories 1s ta proportion to the increased demand for suzar beets on the basis of
v the assumption that the Baghlan farm accounts can be applied wherever the sugar
factories are located in Afghanistan. The agricultural value addad is, therefore:
324,000 toms of beets /61,402 tons of beets times 30 488,000 Afs, of

value added by agricuiture as cetermined alove, Ths nen/ valua
added is thus 160,865,009 Afghanis, &

6.4.3. . Sugar Monosely Ascounts

' The Sugar Monopoly (SM) Accounts will chainge due %o the addition of the

three new sugar factories as fcllows:

White sugar supply

Baghlan Sugar Faetory 7,389 tons
New sugar factories 39,900 tcns
Iraported sugar 18,531 tons’
Total demand and supply 65,000 tons
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S. M. Operating Statement Case Cne
- (Imported sugar at 7,49 Af8,/kg.)

RE Anmount
Cost Accounts ' . (thougards Afz,)
( Baghlan sugar at warehouse ' 94,100
- New factory sugar at their warehouses A . _ 673,859
L Imported sugar, 7,49 Afs. /kg. , . 189,546
Customs dutes, 30 Afs, /ton 559
: Poxt fees & charges, 200 Afs, /ion 3,726
Transport from port to warehouse, 540 Afs, /ton ,
' (imported sugaxr only) _10,061
E,‘ : _ : 821,851
[ ¢ Sugar Monopoly expenses | . 13,908
E ' Transpori and distributicn charges : 35,800
t Retailera' commisaion 13,000
Total cost of sugar at retail 884,551
Incomeo Accoumts #
Retail (controlled) selling price 1,047,000
@ Maxgin ncoruing to GOA 155,449
The value added in the above acgounts i8:
Salaries, wages aud benefits ' 8,200
Taxes, ordinary _ 4,285
Taxes (marxgin as efisctive tax) 155,449
Depreciation . 800
Total value added by S, M, - 168 1134
Clearly the addition of three row sugax facicyriss caanges the value add:d
by the Sugar Monopoly operatfons. This effect i3 but pad of the scoromic chunge::
~ due to adding three new sugar factories. It 1s betler, however, to complefe case”
two of the Sugar Monocpoly before analyzing the overall effect,
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8. M. Operatlny Stsdement Case Ty
(bwported augar at 18,09 Afs, /leg, )

Cost Accounts

Baghiain sugar at warehouse -
New facfory sugar at theix warehouses

- Imported sugar, 18,09 Afs./kg.

All other expenses as shove

Toial cost of sugar at reisil

Income Accounts

Retail (controlled selling arice)

Deficit to be subzidized by GOA

The value added in the ebove acoounts is:
Salexies, wag’es. and beunefits
Taxes, ovdingry
Subsidy, mizus
Depreciation

Negative value added, subsidy

G.4,4, - Accounis Swnmery

Awount

(thousands Ay, )

94,100
573,859
437,085
7,046

1,082,040

All of the ahove accouns Information can os sinungavized in 2 TOTe

comvenient form accoxding to Industry classification ard incors digirituiion,

We should note that the new hest farming snd new svgsy factory
need to be added to the corregponaing acceunts of the 1

Sugar Monopoly actounts are alrveady fin 8 combined form,
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- Summary Case Oge (imported sugar, 7,49 Afs. /kgo )

GNP _VALUE ADDED

Example I Eszapaple X

Industry Progent Syatem with zew factorley

(in thcusande of Afs,)

Agriculture (sugar boets) 30,486 191,352
Agri-busiress (sugar factories) 29,800 287,291
Gov;emmex;'t (Sugar Monopoly) 429,700 165._51 734
GNP Vslue Addcd . 489,786 657,376

INCOME DISTRIBUTION

Salaries, wages, stc. 37,767 . 174,06

Taxes . 423,460 & 197,040
Depreciation £,038 155,140
Suxplus or profit 22,601 151,189
GNP Value addsd 489,784 857,376

The three new sugar factories incraaze the valuo 2dded tc the gross
natioral product (GNP) ovarali, and raxticvlarly bexefit the sgilculiure rad agyte
business industries but largely at the expense of the govervment sactor, Yndasr
such elreumstances it is not likely tha:, based on this smalysis, the GOA policy
would favor the developmsat of the now suzar facioyles when world sugar nrices
are low even thovgh new employment opporuaitics are eonsiderubly en!m:'g;;@d in

the private scctor,
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Sumamary Case Two (imported sugas, 18,05 Afs, fkg)

GNP VALUF ADDED .

txampiel Twsreple I

Acoounts Present System = with new fact.vies

(i thousands “of Afs. )

Agrioulture (sugar beets) 30,484 191,351
Agrl-business (sugar factories! 29,600 297,291
Government (Sugar Manopoly) (18i,445) 128,755}
GNP value added or {deficit) . (21,339) ég? SBT

INCOME DISTRIBUTICN

Salaries, wages, ete, ' 37,467 i7 036
Taxes 15,950 . 21,571
Lesa Subsidies to cover coficits 203,¢45) £ 142,040)
Dsepreciation 6,088 155,140
Surplug or profif .22,501 151,186
GNP value added or (deficit) Q'/ ;359 454 8,847

The above analysls of the Afghan sugay fudrntry is rather lowg snd
invoived but the resulis are quite clesr, The suger ledusiry wag heavily faxed
whea impext prices of sugar were low. Of GNP valus ecded, the fax rate was a
burdensome 86 percent (123,450,000 Afs, of tax, 439 723,000 A58, of valus added)
&ad the industey was unabis to develop; In nonzequevcs, ihe GOA p?.éee:i figelf In
2 vulnerable ecoromic position 28 8 resuil of this tax priicy. Ia the pexiod undor
cousideration, 1348-1349, the Afghrn GNP averaged 75,300 rallllon Afshexis end

the sugar industry thus contrlbuted 0,23 pareent of Lhin totel, Juet how valuerehls .
g

“the econorile posttion was 1g demoaréraled 2y the rise in fmportod éugar piicog
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which turn a surplus tax of 423, 4 miliion 'Afs., into a net subsidy posiiion of some '
187.7 i‘nilllon Afs, In the mesntime, the price of svgaz was ali‘owed to _.crease,
‘but imported sugar prices also continued their upward .s;:iral 8o the corditions
actually grew worse by 1352, |

If the sugar incustry had been encouraged to develop new fectories as
Indicated, the tax vulnexjs’:bmty would have been reduced bHut alraost total self-
sufficiency would have been regquired in ordar to aveid failiag fnto a subsidy sltua-
tion, At the same time, the 86 pexcent tax would have buen foregous and tha resoll
Ing revemus would have been reduced to a low level of arcund 10 pevcest, As mavy
monetary advisors to Afghanistan recommeaded raising taxes, and not lowering o,
- &8 would have been necessary, the problem facing tha tax auihaxiﬁes was ambigycivi
to say the lesst, g

On the other hand, employment income sad profite would have been
incrensed over 500 percent in the private ecetor if the domestic dovelopment of
the sugar industry had been carried through, The effec? on employmesnt vould have
tended to shift jobs from goverament service to the privale seelor but the GNP valu
added in Summary Case Oase, Example I, of 489, 8 million Afg. has turned lnto »
deficit of 121.4 millica Afs. in Surmpary Cage Two, Exmuople 1. This lcas would
have been prevenied by having developad the sugar industey &s aliown iia Soramary
Case Two, Example II, when i:hg CNP valus added ar 489, 9 milidon 4fs, in By
sligatiy below that originaily Elvem above. If the privets anjerpries puly plien .
effect is taken {nto consideration, then the ceonomy <rould show a real berefs from

developing the domestic rugar nduetry. Fraployment recistribution fo rurs! axens
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i8 not benefited directly by the prcposed sugar factoﬁes as tlpy mon likeiy will. -
be loo;lted in urban areas and thus encourage urban.conggntraﬁlon of employment

in the same way as taxes and government services encourage it. Agriculturxal

and rural fncome and employment are, of course, benaﬁtteé by the exponsion 1

sugar beet production but as this growth is effectively conflued to a 30-kilemotor |

radius from the sugar factory, the rural b:onefits are not wicely apma&o

8.4.5. Investment Schedule

In oxder to ensure that a planned incustry axpansiozn cém’ take place,
it must be financed and for this purpose we reed to censider the analytics] sopiroc.
outlined in Section 3. 11, "A Mixed Leontief~Keynes Foripat or Model. " Zafora

; : . #

doirg éo, itis necessary fo estimate the investments mquirs_d in‘agriculinm, the
Bzghlan Sugar Factory aand the Sugar Mmop_olyf, We cin arrivo at @ ssevicarble
investment value for the Baghian Fac?.o:ry and monopoly by extrapoletion fiom tha
annual depreciation acc.mun-ts and from asscciated informafion, For 8é:f'ic%;i,f&t1re,
we can use rocent informatiog on the cost of acquixing ard preparing now, unime
proved farm lamd for cultivation, 8 As thess eslimntiss ave used coasiatontly {o ¢h:
smalysia, Exhibit 6.4.6.1., the average results chininod are not soxriously diz-
torted and provide for a sound sompaxyative evaluation. The estimsted ivventmont

schedule i8 as follows (soe Exhibit §, 4, 5.1, fcrdelalt= 0
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" EXHIBIT 6.4.5.1.

Agriculture (sugar beets)
Preseat system

New factcries requirements

Agri~business {white sugar)
Baghlan Sugar Factory
Fixed assets

@

Worxking capital (avg.)
New sugar faciories

Fixed assets

Working capital (avg.}

Government{ Sugar Monopoly
Fixed assets

Working capital (avg.)
Low impoii prices
Presgent gystem

With new factoxies
High import prites
Present system

With naw factories

Total Asget Summary

Low import prices
Present sysiem
New gdugar factories
" High import prices
Present system
New sugar factories

SCHEDULE OX ESTIMATED TOTAY, ASSETS

Amount

Ghouserd Ais.)

Factors

8
21,930 jo x 2,500
116,070 j, x 2,500

Depreciation of 4,3 M Afg,
equals 7, 6% of asgets
1/3 caleulated dirvest couts
3 times Urwick's astimate4
1/3 caleutated divoct cosis

#
Depreciat.ion of 390 M As,
equals 7,5% of cssets
1/6 caleulated divect cocts

1/6 caloulated divoet cosis

1/6 cslentited divect cosis
1/¢ orlculnted divect costa

239

' 54,837
290,173

© 60,05 -
21,993

1,947 45
118,000

01,90

. e
101,170

1487

™

[ IS A
-

Ty W

-

-t
-

Tt



v asinoent

, Aot
Four Investment Conditions ‘ - {thousand Afg,)
1. Present system and low import prices ' o 249,750
2. With three new factories added to system 2,646,950
3. Present s&stem and high fmport prices - 351,600
4. With three new faciories added to system 2,678,850

The total asaéts invested in examples (3) aud {4) ars higher than in

(1) end @) due ‘o added working cepital requirements.

6.4.6, Analytical Notes

The development of agyi=businesa fox the paxpose of improvizg wral
income and employment ig .intermediate between agr.i.culmragjsupp!y and urban
demand, It s important to inciude the effect of'én sgri=business projest on hoth
the auppfy and demand sectors and not just svaluate the projoct by itoeli. This

‘b‘road approach becomes even more important when the purpose includas plerming
- and locating the agri-business enterprise so as to og:tixﬁize bena’icial ¥nral sifects.

In preparing an slfernatlve approach io the preée‘nt znd propoged 'agriahu:yima:ss guzt
factories, the sumunary, Exhibit 6,4.6,1,, wm serve ag the buselina for comparingi.

It should be carsfully noted that the tnformaticn dizniayed in the Exhibi
is represemtative of tae whole Afpban sugar {adustry from the farm to the GOBSUDB. ,
The separeie activities of farmirg, svgay production and disixibuticn bave aixeady |
been examined in the earlier gactious of this chapter, Tims, the Exhibii rm_"l_gctsz |
the interactions of the indusicy's prirts as :wgall as e relotions o the G2IP of tho tot 1
Afghan eccnomy. I% 2lso shows the combined finencial return ca the totel asesia
required by the various parte of the total imh;tSéx‘m

240



. <2 P 0, - 5, -

. °STOIBINOIND oW PUT ©40QT 2Inp o Sm3reare i poierdmo pomem SO TR TOINTg nog 3T
74 © . © ¢ K a v
2%V 0 %0% 1 %86 0 %£2°0 _ Srmedry

R A 0g°9g- - = £e°g 09°9 lesys zenidiinm eureg

%9°s %Y °9 . %L°g %0 °6 104 “jmowIseaT) oo wingey
08i°iGy; 108722 106°232 08T IST  0s8T1CT 108°23 108°32 (we3aLls ojous o) sgoad jein
.- obifegl 850°9 ee0’a OFYCeT  Gpr ocT 8909 2G0T v inpizioaxdac
- e30zy) {a92's02)  (239°coD - IIPITARS 2sny
ig8° 13 086°S1 0S6‘c1 090 LLT  0%0° L% 0Sh‘82v  05P'ezy gsxal
‘910°%L1  9T0'¥PAl 29L° 28 L92° L TG PLT  9T0°PLI L92°% 18 L9L° 48 81800 sedordmy
AZAR TON o T L03's . L0B°L 2%2°81T  A¥3°ST 403°2 £03° 4 sruewmied jsezoym
. o . _ gicoq 1 uvdne ooy
€21°907 ©zZi‘90g 688°60T  625°601 . 821°902  9Z1°90%Z 68S°60Y 659°507 sageusand onysemeog
, : xe8ne Smpnisw: o
%1°998) #v1'9ge (162°9%0°D 192°9%0'1  (geo’som) ge9o°89T  (901°ged  90T‘cey XD ‘seseyornd prodmy
‘ - - : - = ss8jes 310dxy
£0%°050°1 889° 150° 1 £03°080° 1 ggp‘ 1yt 83785 SN
092°629°¢ 009° 152 056°C79° g 0847692 - sjo8sE B39,
, (stuegdiy jo spuesnoys wy)
£3tM0J0e Sjunodoe SJENOUOF  S1TnoSoE BIINOSOB  S3MMOSOB BJENOZOE Mooz $3an0o0y
o..ﬁnomoom mmwonmﬂm.m Ummnoﬂcum mmﬂoﬂmﬂrﬂ om.mnonoom . m&woﬂmﬂmh OMEOHQUH mmwOMmﬂmm
- BOLIOJOBI MBT M , WAISAS JESSEIT SS1I0}0BY MOW IIM TI93S49 (I089Ly
. N.ﬂ, V.g 60°8T ‘xeSng pajrodury) oM, osey {33/ °sly 6%°) ‘Jeans peircdwy} ot ese)
SHIYOLOVA ¥VOAS MEN 4O NOILIAAV A9 ANV SdOIdd LYOJWI 9vHAS X9 .
ROILVATVAT DINONODT ANV 'IVIONVNIZ AHISAANI YVDAS NVISINVEOIV °1°9°%°9 LISIEXA




The finaucial returns on invesiment (RCX) discussed in Seciion 3.11
and app}ied in Exbibi¢ 6,4,6.1, are pfesenfced under foax headi;ags: (1) tie prevent
system based on the Baghlan Sugar Factory preduction and fmported suzar ab 7.49
Afs, /kg. ; (2) the present sysiem plus three new sugay factories to prcdum: 9 {hou=
sqnd tons of domestic sugar and so raduce {mpoxis by an equal amount; (35 the pre~
sent system ag fixst above, but with higher imported sugar prices at 18,05 Afs. /kg,
and (4) the presest system plus three new sugar factories and the higbor {mporied
sugax prices. The retail price of sugar in Afghsnistan i3 held constant @ conghout

80 that comparability {s matatained tn all four exdmylss,

(1) Present syciem and low import prices, ROI . 9,0%
(2) 3 now fectorios added to sysdtem, RO! S 5.1%
(3) Present system and bigh import prices, ROI 6. 4%
(4) 3 new fastoriea addad to system, ROIL- 506%
. The retura on fuvestment is lover in exampie @) becmrge of the higier

plant and equipment cost pax ton of sugar p:xséduced by tho new sugar it clovios &g
cbmpared with the older low=cost Baghlan Sugay ¥aclouy comnisgioved in 1941, _
The ROI in axamepiez (3) and (1) axe lower Lacausa worzhiz caplial i tofal asiety
was Increasad to mee? hizgh imported sugar pri.cea, :

The veriations in the refurn are not €0 greif, in view of the a j-enent
target and usually lower razuits for muliinsiional ccgp«:»:’;:‘x%zims veforyel i %.,:x
Sacticn 3.5, , Paria, (4), #8 o rule out Investraent in 283 23w arger fecicimug,

Economic raeasurss such 23 the partial muidlpler and ‘b econowbe veints oo o
'v/‘l.

portion of the GNP xive a qulto diFferent view of the oitinticn, Followrlor tha tuma

four examples ag rbove, the resulis cre s followg:
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Partial 7 iect as

Altornate Fxarples Multiplier & of GHP -
(1)' - Present system snd low imgport prices - 6., 00 . 0.,23%
@) 3 new factories added to systemm:: 2,33 6. 95%
(3) Present system and high impoxt prices =36, 80 -mL,AIO%
'(4) 3 new factories added to system 1.04 . 0.42%

The present syetem at low impoxied gugar prices snows a bigihly {avope
able partial multiplier in example (1), but the domesiic poxilon of the sunp fudastr

is too small to realize the res] potential for the national econormy, The +bves pow

-8ugar factories, example (), even with a much gmaller partial mmitiplicr, miils

increase the national benefit somé 46@ pereant, Fvem in ,he case ¢f highar imposr Rf H
sugar prices, the potential aconomic‘ bemnefits of the nevs fac&fxﬂes are neaely 260
perceat gmter even though the parttal mulis ,Sgiler is sraalier,

The real proklem lies i con&f;mzing the preseat sysiem with Mol dvapanm sd
sugarx prices. The differcncas between examples (1) snd (3) shows tho vuin awehitiog
of the present system iy which a positive economic coniribution of 9,23 CROpS o 8
mipus 1,4% of GNP, In cornsction with thig pricé effect on GN7Z, 4% i3 waii to polin
out that in 1348-1349 the low price of sugax was about 1., S. $1095 par ?cm wralle tha
high price of 18,09 Afs. /kg. repressnts about U, 3 3. $224 por toa tn Lw{) 9(1 S
Since then the price has doubled oy tripled bul may soci etart decresstng: |eamon
world sugar production has already rises 6.6% beiwesn 10793 and 1973- 1,9

Thase indicetory show that 4 policy of new guger faetories urd faereg,,

domestlic sugar beet roducilon should be pursuec with vigor, Fa facs of 5. ks
g 2 L
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production and techmological problen:s, the queslsiéza s how beut to savry sut suck

a policy. This subject will be taken up.i"n the foilowing sections of lnjs whipler,

6.5, Sugarx as & Dogaesiic Project with Modern Tochnolocy

. The Afghan sugur industry has been reviewed in the precedivg sections
as an import project with high risks when world sugar pa-'lces ﬂucms‘ys o The indug -
try hae also b.e considered as a domesiic projoct usiry convonticna! ¢ sr fastcr
techpolegy. The problems of this industry and its fmproveman? i Afrhraisten hav)
been studied emd restudied cver tha yezrs,

Tﬁe Baghlan Sugar Factory wae conceived in the lale 16330 wed miasied

production in 1941, It soon rem into trouble for fack of -:-ug:af Loetn emt ths plamt

?.

was shut down for two years betwean 1947 and 1548, Tha reacdicn of $h seriouiba;

exports was to improve sugar bee8 yields while £hat of Indusiey expazt: i 80 Tax 1o v

mend improvemenis in the factory fasilities. Togetihe: they preparsd 1 geposi .

end twenty of them, extending over the pariod 1953 to 1972, ars lf.f}.'!,r?-;i Frawe Akl
teen of the reporis concentrate ca the growing of suzar beets upd gevei Cunem e
oa the factories rad industry as & whole. whe resulis of these efforis ¢ ws Yme (&
yiéld and producticn are shown in Exlibit 6,5,00 1, fol}mﬁ.ng £l fufor - oo U o

report titles mentioned skhove.
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20,
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H. J. Meadows, "A Report on the Beet.Sugar Industry in Afghanistan,'
British Embassy, Kabul, 1966.
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Division, Beirut, 1973,
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EXHIBIT 6.5,0.,1, SUGAR BEET YIELD PER JERIB
: . WITH WHITE SUGAR PRODUCTION
AND IMPORTS SINCE 1940

Sugar beets White sugar White sugar
Year ‘ per jerib . production . . imports
(In metric tons)
1319 (1940/41) 1.5 1,100 D. 3,
1820 (1941/42) 2.9 3,500 D, 8,
1321 (1942/43) 1.9 2,940 n.a,
1822 (1943/44) 1,55 3,890 n.a,
1323 (1944/45) 2,0 4,360 D a,
1324 (1945/46) i.8 4,310 n.a,
1325 (1946/47) 101 2,710 n. 8,
1326 (1947/48) (closed down)
1327 (1948/49) (closed down)’
1328 (1949/50) 1.4 - 8,870 n.a,
1829 (1950/51) 2.1 4,580 4 n.a.
1330 (1951/52) 1.6 4,240 n. a,
1331 (1952/53) 1.04 3,260 . Do &,
1332 (1953/54) 1.6 4,880 n.a.
11333 (1954/55) 1.7 5,350 D, &,
1334 (1955/56) 2,56 8,050 Do
1835 (1956/57) . 1,786 4,760 30,614
1336 (1957/58) 2,08 4,790 30,287
1337 (1958/59) 2,02 4,720 29,281
1838 (1959/60) 2,23 4,480 35,507
1389 (1960/61) 1,80 4,610 . 30,240
1340 (1961/62) " 2,14 4,840 41,008
1341 (1262/63) 2.61 8,000 29,992
1342 (1963/64) 2,38 7,000 20,606
1343 (1964/65) 1.51 3,880 45,895
1344 (1965/66) 2,53 7,428 59,115
1345 (1966/67) 2.49 7,100 96,199
1346 (1967/68) 2,47 7,500 75,325
1347 (1968/89; 2,47 5,300 9,929

"1348 (1969/70) : 2,65 6,100 . 42,071

K {:_‘ -
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8.5.0,1, (cont.)

Sugar beects White sugar
Year ~_per jorib _production
‘ {in metric tons)
1349 (1970/71) 2.44 6,600
1350 (1971/72) 2,66 9,099
1351 (1972/73) 2,67 8,292
1352 (1973,74) 2,34 7,436
1353 (1974/75) n. 1, Do 8,

Source: Planning Departmeni, Ministry of Agriculture

£ - 248

White sugar
imports

54,057
54,457
51,640

Do &6



Thus aftar thirty-ibiee years of oparation and twenty yeays of reports
to Increase and tmprove produciion, little or no chinge hag ocvurred and certainly
no breakihrough hag bzea meds except for an tncrense a sugar factory capacity
during 1961. The status quo 3eems to have bean quite satisfactory to the vei'izd
interasts {n agriculiure, the factory, and GOA revenue policy if the above evidesce
is accepted. The increnses {n world sugar prices are putiing pressure on the

status quo and this may be the time to recommend changes that can be imple-

mented,

6.5.1, Problem Definitions and Proliminnry Tarvets

Modern technology presupposss a clear and coxrect definition of the
broblem to be solved, ¥or whntever reasona, low sugar beet ylelds and inefficient
sugar factory operations carnot ba acsepted as the problem definition. There must
be much more or 8o mexry siudies could not have bezn justified. From n systoms
poixt of view wa nead to consldsy more problem faciors euch as favesirmant, utlli-
zation, location of income distribution, peyment tnd credlt, farm roads, pricing
policy, mmnd program comusitment tn gueniifisd terms, That ia » what i {e cuyrent

position or hase lino with respsot {o the above faciors and whel is & rersonable

9"

improvemont t“!g’&%? Exteepclating from the sreceding sseiions of thin ve pot
V& 08l consivuct column? oxe and two below and fhiwy 518 our own preiiminary tay-

gota In coluna three.



Proesent Ceavcitloaal

Factors Sysiem Improveincnt
V4 = yalue added

Beot yleld, tons/j2rib 2.8 2,8

VA, Afs, /ton segar 4,187 - 4,137

Asgets, Afs./ton sugar 7,440 7,440

Tous of sugar heets added 61,404 325,000
Baghlan Sugay Fretory

VA, Afs, /ton segar . 4,017 4,017

Days utilized 100 100

Asgets Afs. /ton sugar 10,900 10,900
Kew Factories

V&, Afs. /ton sugar - 8,864

Days utilized o - 100

Asagets, Afs. /ton sugar - - 652,900
Sugar Moxropoly (at high cost

. of tmpozied sucar)

V&, Afe, fton supery 2,740) “4)

Angeis, Afg, /ten supgar 3,215 2,925
Otser Factors

high high

Income distribution beneficiaries third A thixd

Roads per capita, cm., 109% 109%

Pricing policy controlled ccatrolled

Commitment to program ? ?

Modern
Improvement
Tarzot

2,8
4,137
7,440

447,817

3,310
100
4,600

5,400
300
36,300

0o 1o
w© o
0o £
o S

low

third

28-p 58%

controlled
?

*109 em. and 28 cm. are the per capita farm-to-market roads from Chapter V,
28w 56 cm. represents our immediate road tarzet in the sub-roglons of ibe low

third of the agricultural populaticn,

The flrst obsarveiion to be mads is that sugar beets tn Afphacistan will

be grown on marginal land by most farmers. Thus, agricultural rosearch on
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highly. fextile and well-watered test ph;ts ae conducted gnd recorded in the reports
on sugnr baets are of iittle- or no value, If agricultural reaeamb is to be helpful,
the test plots will more closely parallel the typicai field conditions encountered on
the marginal iand that sugar beet farmers will be using and will be followsd by a wide
ranging survey to' locate such useable lend in the agriculfurally poor third of the
country,

The second observation is that more moders technological study and
attention should be focused on fa;:tc-ry utilization. One hundred dsy campaigns in
365-day years are such a poor use of coctly resources that it is straﬁge not to rind
it forcefully mentioned for fraprovement in the many reports and studies that have
been mada, _ : ;f

If we accept the merginal agriculturai conditiong as given and inciraase
factory uﬁiization from 100 to 300 dsys a year, the much mora favorable target
results in column three become feasible and the central problem is changed {rom
agricultural ylelds and its associated canstraints to that of resource uii!.izaiiox; and

medern technojogy.

6,52, 3escurée Utilization

Sugar factc_n‘y utilization of about 100 days a year is due to the poor
storage characleristics of sugar beets in Afghanistan. This means that sugar juice
must be extracted from the bseis and converted to white sugar tn a velatively shoxt
period of time afier the beets are harvested. The conventional techuology i8 to con-

étmm a single factory to diffuse sugar julce from sliced bestg with hot water and

then refine the juice into white sugar. Notice that two distinct technological operations
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are Involved: oxe, extraction of raw sugar from the beets in the form of juice

and, two » refining of the juice into white sugar.

‘The investment in plant and equipment covering two operations is about
equsl for each of them, as can be observed in the following li'lst.o The equipment
for the first operation is greater in quantity but less sophisticated and costly com-
pared with that required in the gecond ope;rtaxtiomo

General Operating Steps & Equipment in a Sugar Factory -
| Operation Oue

1. Beet washer
2, Beet slicers
3. Weighing dev::e
4. Juice diffuser « « @ Pulp
b. ILime kiln
6. Juice carbonators
7. Filter
8. Sulphitation
9. Boiler
i0., Evaporators - = <> Purified thick juice

Operstion Two
110 Boflor

12, Electric generator smd automatic controls
18, Juice Mixer ‘

14, Vacuum pans

15, Centrtfugals

18, Grznulators

17, Sugar bagging

18, & weighing plant

e,

It 18 this feature of two operating stages thbt gives rise to the modem
technology of sugax production, The first sﬁage must have a capacity and invest-
ment in proporiicn to the quantity of sugar besig harvested for processing jusﬁ as
in the conventional technology. If, however, the purified and thickened juice is8
stored in tamks, the sécond or refining stage need only be one-third the daily capacity

of the first stage. That is to say, a 108-day campaign in the first stage at Lha_ vest
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time will produce enough suga- julce to run a small secand-'-stage refinery for
300 déys by introducing a 200~day thick juice storage capacity°

| More impoxtant from the point of view of Afghan condltions, stages one
and two need no longer be concentrated in a single location, Further, staga one
facilities can be 8caled down into 2 number of smaller facilities vo :atch the locas
tion and land availability of the many smali and dispersed agricultural communities
throughout the country, Thatis, a centrailymlocafted refinery can recelve thick
juice from a number of small first-stage satollite factories located around it 'in
different directions and distances. It ought to be noted that such satellite thick

Julce factories should all be of 3 éimﬂar degign thai cen be repented many times

- @8 the number of satellites tncrenses to mees the demend, Tins mezns that many

of the eomponenze can be maxufactured in Afghanistan in the Jangalak Factories for

ea:ampleo The refinery and julee storage system will need, however, to rely heavily

- ot {mpoxted components. The question at this point is how to specify the optimum

scale for satellite factories, A detailed design study is needed thut meets Afghan
conditions but as a first approximation, a small sate'lite thiek Bugar juice factory
with a capacity of 5,000 tons of sugar beets during a 100-day campaign a&ppears

highly feasible to the writer, Ninety such satellite factories will be ne=ded to pro=

cess the targeted 448 thousand tons of sugar beets, |

It 18 this matching of small first-stage facillﬁes to marginal land
rather than trying to make marginal lemd conform to a eonveantional factory designv
that represents the conceptual turning point whereby current investment per ton of
domestte sugar produced can be lowered rural lncome and employment can be

better distributed, and goverament subsidies can be converted to revenueo
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6. 5. 3. - Sugar Juice Storage

| The ability to store purified and thickened Sug.zi_}::'.juice is the key to
transferring this modern sugaxr techunology. The follovﬂzng;arqgrapha have been
paraphrased from '"Beet Sugar Teclmology. A

Yhe first-full-scale insiallation of a plant utilizing the concept of carbo-

nated snd concentrated beet juice was made in 1960 at Brawley, California, follow=
ing su-ocessf\;! experiments with storing thick julce for 1ater processing started in
1944 by the Holly Sugar Corporaﬁono Due to ths high degree of success of thé Holly
installations, storage of high~demnsity, purified juices has become popular with

many sugar companies both in the United States and Europe. Ome European com=

 peny produces and stores excess syrup at one factory und 1&23{1" transpozis it to

another factory which hes excess capacity for further processiug. CFince 1960 many

militons of gallons of thick juice have been stored without any measurable loss or

. deterioration. It has beem found that solutions of sugar sbove 67° Brix end 8.0 pH

will pot support the grpwth of yeasts and molds that can cause weaker solutions to
deteriorate. Syrup storage causes some }oss in thermal efficiency snd much greater

care and cost in scrupulously observing the necessary sanitary conditions.

6.5.4. Comparxative Accounts Analysis

The present Afghan sugar Industry and the proposed new factorj expan=
sion were summarized in Exuibit 6.4.1.2. In addition, improvement targets were
estimated in Section 6‘,45o Iz this section, costs for the modarn technology afé'
analyzed while maintaining the same basic parameters so that comparative resulis

may be observed,
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6.5.4,01, Asgumptions

a2, Annual sugar demand, tons

65,000
b. Controiled retail price, Afs./ton T 16,000
Co BoS.F.* annual production, tons o 7,369
d. B.S.F. increased vefining utilization, tons 14,738
e. New sugar refluexry capacity, tons 39,000
£, Totsl domestic ~ugar capacity, tons 53,738
" go Imported sugar to balance, tons 3,893
h. Imporied sugar price CIF, Afs./ton- 18,090
fo Sugar yield per ton of beets 12%
§.  Sugar beet yleld, tons/jerib 2.8

k. New marginal land for increased B.S.F. beet pro- ' :
duction, jeribs (rounded) 43,860

1. New marginal land for new factories' beet production,

jeribs (rounded) .116,070

m. Afg, 80 = U.S. $1.00 (1968<69)

In oxder to improve the infrastructure of highways}sufﬁclently to encour-
age the proposed sugar industry development, ﬁem is a need?for a minimum of 220
kilometeré of all-wenther farm-to-market roads based on the ratio 1.5 miles of
roads to §1$e square mile of cultivated laﬁd (see Exhibit 2,1.0.1,). Eighty kilometers |
need to be associated with the Baghlan Sugar Factory and 140 Idlometers associated
with the proposed new sqi_ggr’réﬁnery to be locatgd somewhere in the Kabul=Jalalabad
sub-regional areas. Alternagively, the Kabul-~Gardez~Matun axis couid be selected
or n future refinery located in this area. An estimated cost of two-lane, surfaced
roads is 440 million Afs, foxr 220 kilomesers fnciuding ordinary small i)r& dges,

The direct asset investment réquired in the proposed shift of the Afghan
sugar industry to the modern technology of thick juice storage divides naturally into -

agticulture, ag: i~business, snd the government marketing monopoly as in the eariier

analysis,

*Baghlan Sugar Factory



6.5.4.02, The Aagricultural asset investment needed to upgrade the necessary mar-
ginal 1and is estimated at 2,500 Afs, /jerib. 8 The marginal land required, assuming

« yleld of 2,8 tons of sugar beets per jerib, 15 as follows:

Baghlan Sugar Factory

Present 100-day campaign, jeribs retquired 21,930
200 days added for reflning operations by change in

techmology, jeribs required 43,860
New Svgar Refinery and satellite thick juice factories for

39,000 tons of sugar, joribs required 116,070
New land reguired for total project, jeribs xequired . 159,930
Total estimated production of sugar heets on new land :

at 208 tons of beets por jorib, tons : 44_'1‘&304
Total new aaset investment by agriculture, thousend

Afa, 839,820
Total agricultural investment for growing sugar beets,

thousand Afs. _ ﬁ} 454,650

_ The agri-business asset investment needed for thick juice tsclmology
divides irto a white sugar refinery, thick juice storage facilitios, end thick juice

satellite processing facilities,

6.5.4,03. The asset investment required for a wﬁite suday x’efinéxw with a capacity

of 39,000 tons of sugar in 300 &ys of operation is estimated as the equivalent of
onc=half the plant and equipment cost (Afs. 649.14 million) for the new integrated
sugar factory proposed by Urwick, TLugg & ('J‘xov.ald,4 that is Afs, 324,57 million,
Urwick's proposed factory had an estimated sugar output at 90 percemt capacity of
13,000 tons during a 100-day campaign go that with 300 days of operation, %,he_puta

put would be 39,000 tons. An estimated 50 percent of the total cost of the factory -
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is fo_r refining thick juice into wkiiv sugar and the remaindor for. proc;ssing beéts
into the tﬂlck‘ juice (Section 3.5.2.), which we now prbpéé?{;to do in small satellite
faétorleso | o |

The plant working c#pital required is one<twelfth of that previously

estimated or 10 millicn Afs. because working capital is shifted to thick juice storage.
The working capital Jor thick julce storage is first estimated at seventy percent of
the m;nual toimage because thirty percent of tﬁe sugar {8 belng sold in the months
thet the thickened juice is being .proceseed and delivered, About eixtynﬁée p;:-rcent
of the retail price of sugar has been fmeurred at the thick juice stage in production
(ses Section 6.5.4, 12.; 12,120/16,000), Thus, the average working capit;al for
 Jutee storsge 15 141,96 million Afe. (.5 x .7 x .65 x 16,000 Afs. x 39,000 tons).
The cost of storage facilities 1s‘estimated at 15 ;;ercent of the plant cost of 48,7
million Af;o In summary thea the estimated asset investment In a new sugar refin-

. ery and storage facilities is:

Plant amd equipment, thousand Afs, 324,570
Storage, thousand Afs, : 48,700
Working capital
Plant, thousand Afs, : 10,000
Storage, thousand Afs, ' 141,960
Total, thousand Afs. : 525,230
Imported portion of the plant and equipment, thousand Afs. 240,730

At the same time, the Baghisn Sugar Factory will require asset invest-

ment in new storage facilities for thickened juice, as follows:

R

New storége facitmeé, thousand Afs, 28,6060
Working capital, thousand Afs, . -80,4%70
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6.5.4.04, The asset investment required for the thick juice satellite factories is

.ﬁrst estimated at ﬁffy percent of the total plant and equipment cost for three éugar
factories described in earlier sections because the refining caéabintles have been
replaced by a sépatate refinery as just described, This allows for the processing
. * sugar beets sufficient for 39,000 tons of white sugar. To this we must also add
satellite capacity equivalent to twice the sugar output tonnage of the Baghian Sugar
Factory to sbtain maximum plant utilization from the proposed change in technology.

Thus, satellite asset invesiment is estimated as follows-

For satellite plants to supply new refinery, 39,000 tons

sugar, thousand Afs. 973,710
For satellite plants to supply Baghlan Sugar Factory
{ncreasing refining, 12,738 tons sugar, thousand Afs. - 367,960
Total fixed assets, thousand Afs. 1,341,670
Working capital for satellite facilities only :
39,000 tons, thousand Afs. 10,000
14,738 tons, thousand Afs. . : 3,780
Total working capital, thousand Afs. _ 13,780
Imported portion of plant sad equipment, thousand Afs. 536,670

6(,'5‘,4“,05o The asset invesiment recuired by the Sugar Monopoly or its eguivalent

ig reduced by the use of thickened juice technology to the maximum of two months
supply because the juice ié in storage snd covered by working capital, as described
gbove, while white sugér {s being produced approximately as the market is demanding
it. From Seotion 6.4. 3., the value added without subsidy or tax {s 13,3 million Afs.,

plus sugar impoxts of 70.4 million Afs, , of which one-8ixth would be needed as



working capital or about Afs, 14.0 million. The asset investinent in facilities

. remains the same as before at 11,9 million Afs. The Monopoly asset inveatment
L and working capital {s thus:
P ' Present plant assets ' ' - ' 11,900
L New working capital, thousand Afs, 14,000
Present working capital, thousand Afs, (203,270)
Net change in asget investment, thousand Afs. (197,670)

Net change in worxking capital, thousand Afs, (139,570)

6,5.4,08, Summary of estimated asset fnvestment requirements added :o the Afghan

sugar industry for a 94 perceat self-sufficiency, with a demand of 65,0" , tons annually,

and using the modern tachuology of thiclened sugar juice storage and satellite juice

&

factories s asg follows:

4 Amomt
. B New Asset Investment (thousand Afs.)
Social Investment: . :
Farm-{o-market roads . 440,000
- , Saxboes
Agricuitural asgets: ) 399,820
New Plant and equipment;
Refining plant . , 324,570
Refining storage 48,700
Wew Baghlan storage : 25,600
Satellite julce factories » 1,341,670
Sub-total 1,742,540
New Working Capital- . »
Refining plant ' 10,000
Satellite factories ‘ - 13,780
Thick juice storage 222,430
Reduction for Monopoly (189,5%0)

Total new working capital 56,640
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The above asset investment information covering new plant and operations can be

| briefly summarized as follows:

Amount
(thousand Afs,)

Agriculture o | | 399,820
Agri-buainess beet processing . 1,987,750
Monopoly reduction (189,570)

New sgsets reguived 2,198,000
The present fudustry assets as previously estimated

end shown in Exhibit 4.3.5.1. K 351,600

Total industry asgets for comparative analysis 23549,600

8.5.4.07, The operations amalysis siarts as before with the sugar best farmsr,

- In this example, however, rescurces are of greater lmporaaﬁiso The gmeﬁ! pur-
posge 18 to locate development 83 much a8 possible in the poorer sub»mgiona' of the
country. In order to utilize the Baghlan Sugar Factory mors effectively, it will be
necessary to expand sugar beet cultivation on 43,860 jeribs of ltmd. -With the new
thick jutce technology, such lzmd can be up to 100 or mors kilometers from Baghlan
as long as 1,800 ~ 2,000 jeribs oan be farmed in close prozimity to a satellite factory
and roeds ean be built to move the beets and thick juice economically.

The sub-regions near encugh to Baghlan for ths new technology are in
the middle end high thirds of the agriculiural population, Nevertheless, Beghlan
offers & major opportumity for introduclng thick jui.ée technology a8 it already has
66 percent idle refinivg capucity. It im oaly necezsary fo construet several sdtélllte

' juiee faetories and tho necessary thick julce storage facilities at Baghlan to staxt ~
receiving benefits. Thus, the large investmeat required as shown above can be

broken down into many small-scale and more manageable ateps,

250



Initially, one satellite factory should be located north of tt;e Hindu
Kush and two south of it in strategic locations. The transportation of thick juice
from tht;‘;WO gouthern satellites to Baghlan should be paid for by the Monopoly as
it will be the biggest gainer from increased domestic production, Later, when
more satellites have bean built end are in ‘opsxf,auon, the sugar refinery south of
the Hindu Kush can be built and the ~prqject wili then get into high gear. This step=
by-atep approach is sound and very much in the interest of Afghanistan,

Because developmeni will take place both north and south of the Hindu
Kush and as we are particularly intorested iz the southern developmeﬁt where the |
agriculturally pporest one-third are living, the analysis will maiptain thig division
to the exteni practicable. Thus, 43,660 jeribs in new land no;;th 2pd 116,070 jeribs

south will be the basis for utilizing the refining capacity at Baghlan and the proposed

new refining capacity at a strategic locetion in the south,

Estimated New Sugar Beet Farming .

Acoount Northamn Area Souvtherm Area

Land axes, jeribse 43,860 116,070
Sugar bects, tons 122,808 325,000
Effective price, Afs, /tca* 643 643 .
Farm value of beota, thousand Afa, 78,996 209,055
Farm value beet tops, 20 Afs, /jerib 877 2,320
Total farm value, thousard Afs, 79,813 211,575

*See discussion, Sectiom 6.3.1.



o

Account Northern Area ~ Southern Ares

Costs: -
Purchases o
Imporxted ' 3,070 . 8,123
Interest €15 1,328
Domestic goods and Services, 15,218 40,272
Totsal purchases -18,903 50,021
Value added ' .
Wages 36,534 96,692
Taxes , 2,500 6,614
Depreciation _ 1,535 4,084
Return to family 20,400 53,984
Total value added 60,970 161,354
Total cosis including return 79!873 211,375

P
F
o
&

6.5.4,08, 'Tha thick juice gatellite factorizs need to service 43,880 and 116,070

jeribs of sugar beet cultivatica north and south mspectivelyn At the targeted increase
in p_rodncﬁcm of sugar beeis of 448 thousand ard 5,000 tonm capacity per plast, there
is a potential for about 25 snd 65 sztellite factories ndn?.h- and souwth, reapectively.
The dispefsal of these factoxries throughout the gsub~regiczs i the best imaginable
guarantee of distributing income end employmeut to rural areas, In addifiom, the |
by=-produckt bect pulp makes 2 good, long-kesplug anlmsai {eed staff when' properly
prepared, and in this systom {¢ i3 produced in the rural arens wheve it is most
naeded snd useful because of seaacnel scarcities in snimal fead,

The operating income and expanse accouz:lé for tm avevoge sateluée
factory must, vnder the circumstances of iiis study, be estimated ca the basis (of _
cost and expeanse data for the Baghlan Sugar Factory and the factory preposed by

Urwick, Lugg & Gpuldo4 In ’ddition, some compensating costs md expensesr that
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balance 'qut are involved due to the sateliites being located in rural areas, At

the same time, the juice stage iﬁ a sugar factoxy is mof&%iabor intensive than

the refinery operations of juice mixing, vacuum drying, centrifuging, granulating,
bagging and weighing. If we continue the practice of the suga'r factory or reflnery
furnishing the seed, bags and tramsportation, then a 50 percent division of operating
expenses continves to be reasonable, Due, however, to the labor-intensive char-
acter of the satellite operations, the payroll ard henefits, siill within the 50-5¢
overall division, are better divided on the basis of 60~40, setellite and éeﬁnery,
respectively. Oa the basis of per ton costs, the relative accounts appear as follows
using the data in Sectlon 6,4.2,, Combined Opsrating Ststement.

Cost disttibution per tum of sugar

_Item ' Satellites Refinery
Sugar content in thick sugar juics for:
Baghian Sugar Refinexry 14,%38 ~
New sugar refinery 39,000 35,000
Total tons 55,%38 39,000
Accommts Amount (As. /ion) Amount (Afs. /ton)
Purchase costs
Sugar beet 5,360 -
Thick juice - 10,120
Other domestic 877 ' 1,040
Import 369 . 369
Value addad expense '
Payroll & benetits . 613 409
Taxes 82 123
Dapreciation 1,859 1,859
Net prafits - 580 960
Totial cost, expf;msek, profits ig i,%%?, 14_5“{3‘{29_
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The above accounts relate to satellito thick juice factories and the proposcd new
refinery. It is also neceséary to considel; the accounts of the Boghlan Sugar
Factory smd the effect of utilizing its refining capacity for, say, 300 days instead of
the present 100 days. In this case we rely on the data provided in Secﬁcn 6.3.2,

Cost disiribution per ton of sugar
Bzpblan Sugar Faciery

Basic Tons Additional Tons
White sugar output, tons 7,389 14,738
Basic cost amounts Additional amounta

AQCQU.DtS ’ Af@, /’tﬁil . Aﬁo f‘m
Purohsase costs

Suger beet 5,369

Thick juice ‘ 10,120

Other domestic ' 2,863 - 1,462

Imports 629 2685
Valas added expense _

“ayroll & benefits : 1,633 766

Taxes : 203 : 103

Depreciation . : 611 187

Profits . 1,669 835

Total cost, expense amd prafit 12,768 | 13,738

The total cost of white sugar to the Sugar Monopoly or its equivalent

agency i8 as follows:

White Suzar Amounis
~{tons) (thousand Afs, )
Basic Baghlan Sugar Faciovy 7,369 94,100
Added BSF sugar 14,728 202 270
New Refinery sugar 39,000 580,320
' Total domestic sugar ' 61,107 876,890
Impozted sugar, Afs. 18,09/kg, 3,893 70,428
Total @gar denand : S‘;" &2.22, 9473318
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The other Monopoly expenses are determired in a manner similar to

that in previous examples.

Suzar Monopoly Oueratinz Siatement
(Imported sugar at 18.069 Afa, /kg.)

. Amowmis
Accounts {housand Afg.)
Regular Baghlan sugar, 7,369 tons ' 94,100
Added Baghlan sugar, 14,728 tons 202,470
New refinery sugar, 39,000 tons ' 580,320
Impnrted sugar, 3,893 tong ' 70,428
Custom dutiez, 30 Afs. /icn ' oo1T
Port fess & charges, 200 Als, /ton 779
Transpost of impoxied sugar from pors $o Sugar Moaopoly _
Warehouse, 540 Afg. /toa 2,102
Cost of sugar &t warehouse ;; 950,316 -
Expenses of Sugar Moxopoly (3. M.} ,
Sslaries, wages and benefits 8,200
Admfvistretive charges 4,500
Depreciation £00
Monopoly éxpanses o : . 13,900
Aveorage distribution charges: : _
Transporictica, 560 Afs. /ton 35,750
Reieil commission, 206 Afg. /ion 13,000
Margin accruing to GOA throvgh Monepoly A 27,034
Total equals comirolled retail price, 18 Afs, /g, 1_,04.01_09__9

6.5.4.09, Comparative Summary of Accounts for Thick Suger Juleo Technology
The summary of secownts begins with the present domestic suzar
industry in snd arcund Baghian snd works through the vavicus steps that wa have

been {llustrating, that i, accounts for the e&;pzmsion of agxiculturs, the sggregate

acocounts for the small satellite thick sugar juice factories, accounts for a new
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sugar x.‘_efinery and firally the rqsulﬁng adjusted accounip of the Sugar Monopoly.
These individual accounts are consolidated and presentexiin the form previously
adopted i Exhibit 6,4.5,2, For éomparati.ve purposes, the Case Two examples
in that Exhibit are repeated along with the new sceounts in Exhibit 6,5.4.10,

The modera teclmology in beet sugar producilon, in addifion to baing
more suitable 2o the generally dispersed agricultural ccnditions fn Afzhanistsn,
gﬁres béuer finemcial end ecoaomic resulis pins a greater ability to divect bene-
fits to sreas in need of development,

The return on investraent (BOI} for the mcdorn tecknology 18 22 percent
higher then for present conﬂﬁ@s and om & seven snd a quarger times Iaxger asset
base, Compared with tho comen%imal technology , the ROI ?or the modemn tech-
pology is 39 pexrceat higher on a 5 percent smalier asses b2se, In terms of the
partial multiplier eflect, she tmprovement 1s sposieeular bat eny shift from m
fmport industcy to a domestic one v uld give good resuita, Compsred with the
conventicnal techmology, the partial muliipiier has facraased from 1,04 ¢o 2,07,
which in percemtage terms is from 4 peveant fm- 107 perzert, or 23 ilmeg. The
economic refurn based ou the multiptier and as a proportion of GNP ig simflarly
impresgive a8 it moves from a mious 1.4 percent to a plus 1,08 percent, that i,
&n improvement of 2,46 percent of GNP, which gives a zeod idea of how impoxtant
domestic profecis can be compared with lizport projects and even export projecis
except where the natural endowmsent is groat as in the cane of natural gas on éhe

nozth slope of the Hindu Kush,
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The eifect on the GOA revenue positaon is also 8 yositive gain from
a deficit position of 187,7 mimon Afs, to a surpius of 52. 6 million Afs. Com-~
pared with the period before the increase in world sugar pricos when the surplus
was 423, 4 million Afs, , the improvement sesme low, In rez;l termis, however,
the diffet@acak of 370, 8 million Afs. was essentially a subsidy by Afghenistan trad-
ing ?)érinera tﬁat should have gone into agricuitural develocpment rather than

inereasad demand-employment in the public sector throuzh the reveﬁme mechanism,

8.5.4.11, Sub=Reglonal Benefiis for Low Third of Azrieultural Population

The culiivation of sugar beets and the operatica of the satellite thick
sugar juice factories directly affect agricultural sud rural incomes and employ-
ment wherever these activities are located. 'The white sugar refinery, depending
for its thick sugar juice supply cm beet farming and satsllite fastories, will nsad
to be cemtrally located with respect to these activities, Presumably, but not
necessarily, such a locaticn will Be in or mear a city or laxge town whore a xoad
neiwork is already starting to form. Such a location can ba expectad to benofit
nas-agricutiural income and employment rathor then that of agriculture but the
likelikood that it would be outside of the Kabul area megts the study purpose of
encouraging industry {o locate outside this cenior,

The benefits to the low one~third of the agricultural and rural popu-~

lation in the south can be summed as followsfrom the preceding data and methods.
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Satellita | Sugar

Accounts Aoriculture factoxies ... vefinfug Total
’ ' (in thovsands of Afghaais)

Assets 2990 175 930,710 = 524,230 1,798,115
Domestic purchases & {ntexrest 41,898 34,208 40,560 116,651
Imports 8,123 14,301 14,391 36,905
Erployee cost 96,692 28,967 15,951 136,550
Taxes : 6,614 3,198 4,797 14,609
Depreciatica o 4,064 72,60 72,501 149,066
Net profit 53,984 37,4490 37,440 128,864
Total 211,375 }ﬁ,% J@__;g 185!%_2 N %_2555
ROI 180 6% i 40 0% 70 1% ’ 70 2%
Pariial multiplier . 8,86 1,43 1.43 1,83
_ Economie retura 195,040 167,215 f,;lS'?,ZlS 509,4%0

. The lew ROI for seiallite factorios {o due $o no sales income baing shows
for beet pulp aftsr the gugar julcs has bom extmceed., The beet pulp has a resil
value.os an cnimal feed and bensfifs the lvosiock porticr of the agricultural com-
munity but wntil stock feeding as a coramereial entexpriss besomes betier egtabe
lished, its olimisation frcm the accountg is a coﬁsem&ﬁvaﬂy jusiifed meagure,

| The natural benefits frem thick svgar juice %,%lmoicg.y aave alrveady bean
discussed. The sbove table of data is for the low one«third of ths é:éricuXtuml an@
rural populaticn, The projected auauval benefits at the Hianed level of opefa&ions, :
39,000 toms of waile sugar, are 509,47 milllon Afs, I sub-regions recommendsd
for this project, the averaga per capita faym value income is 2,076 Afe, (see |
Exhibit 505,00 1o jo In cther words, the projected beneliis are equi‘vaﬁem o the )

per capita incox:e of 245,508 porsons for an asuet lnvestment of 7,325 Afs. per
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pefsone The thick’ sugar juice teclmology should prove to be of some interest t;)
develop_xpent planners,

The price data on which Chapter 'VI is based are low compared with
prosent world prices and creeping infintion in Afghaniston, If curgent pﬂces were
used instead, the resulting gatns would be even more fmpressive. The future i3
uncertain and using the lower prices {s a conzervetive sigp on which even bsiter

results may be obtained when more detailed feasibility situdies are conducted.

6,5.5, Orgmizgtiom and Czedit

| On tho basis of 90 satellite thick sugar juice factoriss processing sbout
5,000 tons of sugar besis each into juice equivalent to 600 &a;_zs of sugar, 1t will |
be Becessary to associate with each factory be&w‘aém 1@9 fad 300 landowners depende
fog on the average rumber of jeribs each lendownse will plaat with sugar beets; the
number of jeribs ahoui_d be between 18 and 6, respociively, Orzganizing and desling
with such numbers of farmers reguires careful plamning tnd management, 1 is
believed that each satellite factory should be a corporaie cooporstive to work slogely
with the farmers in the supply of thelir tupuis aud eredits, Thus, the management
of cach satellite, in addition to the physical ope;-azicaz of receiving bests, process~
ing and selling thick juice and beet pulp, will need to be 2 store merchant fox buying
and sslling farm inpute as well as a branch bank fox the eredit and money mansge=
ment,

Each satellite operation must thorefore ba orptmized as thres businesses,

agri~=business menufacturing, form supply siove, and £ bromch back operation. The

branch banking could be affiliated with the Agricultural cr custrial Development
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Banks: Such a banking arrangement wouid‘need the Sugar' Monopolly or it8 equi~
valent #s a depositor and client; The supp;y store 6pé1§éf.‘!ons could be affiliated
with the Afghan Fertilizer Corapany and the;nanufacturmg process could be affil-
fated with the sugar refinery.

Such interrelations in organization and management are a part of the
modern te¢hnology which promotes eccaomic growth and employment.

| - The capital finaneing of the satellite factorles is a sizsable uzdertsldng.

Each of the 90 satellits factories is estimated %o require asaets of about 15 miliicn
Afs. , of which forty percent should be finsnced by the satzilits cwmmﬁve mem-=
bers, thet is, 50 to 150 thousand Afs, per member., Such membexehips may, of
course, be further subdivided. The 60 percent baleace wiil need longer term
financing as will the now sugar rofinery when ii fs oxganized, Yomg-term erodits
for the impotﬁad portions of the satoliita factories and the sugar refinery ghould
be fortheomiag from supplier countries or other doaor egzucles. Such financing
should cover 40 percent of ahaAs&telllite factory agget requiremaents if the project
is plaanoed and scheduled fa an orderly mamner, Thus, 20 percent romaing for
local bank financing, The local banks may also be respomsiblie for collecting and
adminisiering the obtainable forefen credits, The retinery financing is slightly
differeat with a possible 20 paxrcent paid {n asgets, 80 percent forelgn credits end
20 percent local banking credit, The Sugar Monopoly may be exnecied to manage

its finaneces in its traditicoal mamer,
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6.6, ' A Domestic Project — Corn and Livestock Example

In this chapier we havé cmsideredhexporw’t projects in genefal, exam-

ined an {inport sugar project in some detail, and studiad it8 converszion into a
domesﬁc»project by both conventional and modexn teéhmology, {n even more detail,
Before ending the chaptor, a brief look at a typically complex agri-husiness project
in the domestic sector is in order,

| : 'r.he Helmand Vallay prajec's: area has beon declared abinest ideal fpr
corxn growing. Jalalabad is also a enzn-producing area, Thouzh cormn can‘ yield
two and cne-half times the weigbﬁ of wheat, 1t seils at a lewer price becavée whezt

is preferred by most people in Afghanisrséno Wheat keeps well and can be stored

for years, while corn has a much shoxter "shelf-life" and nseds to be congumned

within a year or xésso In cther words, corn has 5; lesm setisfeciory vecelving
syetem;

In onder %o t2ke adventage of the econormics of high corn ylolds, the
United States feeds about 80 pevcant of 43 nanual crop to livestock, 11 percent is
consmﬁed a8 food by people and 9 psrcent 18 used in industry, That is » livestock
reprgaenta the principal corn receiviug system aad demznd, Feod and industry arve

fn effect by-product users and if we wich to develop 2 substantizl cosn industry in

| Afghmistan, we must elther change people's taste preforences from wheat to corn

or develop Hvestock feading 88 a major consumer. Givea the Afghen practice of

range or scavenge feeding of sheep, gonts and cattle, the prospects mey not geem

too bright. There is, however, a treud that will have imporiant reporcussions in

tho ﬁot too distant future.
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The Afghan government {8 steadily aponsoring expanded irrigation
v;orks that permit yea;rroroimd water contrbh Ad a resuit, fam._em movs in to
emcroach prograssively on greem grasslands on which cemi-nomnadic range feed~
ing of livesiock dependso This ixreversible contraction In animal pasturage is
reduﬁng the number of sheep and goats as well as thei» quality as they try to live
on lezs and less end poorer and poorar grasslavds, The traditional buyers of
skins and cesings report a comsmding decreage in the number and quality of
skins and casings sold as well 2a lower real prices. Tha pxrezhium demend for
karakul skins has resisted this trend but hus pui greaker presgure cn other kindg
of sheep, goats end catile. In the meantime, the pressure grows an feeding
resourceé and the livestock Industyxy nesds to change accordi'aélyo

) The agri-business purpose in thege ei:ircumﬁgexwes ig to join the poten~
tials of corn producticn using irrigaticn with the decline ia pasturage due o
inereasing ixrigation to produce a symbiocile growth ;md improvement in the Afghan
Hveatock indusizy, The complexities of such en undextsking are many but the
returns ¢sn be on a scale sinﬂlﬁr or Zreaiep than were fmmd when converting
fmporis of sugar ic comestic production,

The outputs of a corn producty indusiry are HumMerous as csn be sesn
in the accompanying Exhibit 6.6,0.1. They are not all pecessary Inliiaily but indif:
cate futuxrs potential. ‘The livestock foed m.ili, howaver, 18 of exitical priority., I

is the foundation for improving livestock breeds and thsir growth rates. In se doing,

-the basic demsand for the corn industry i expandsd -wvkich then permits the other ;;rom

ducts to develo;. Not indicated in the Exhibit is the fead lot operator for growth and
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EXHIBIT 6.6.0.1,
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fattening of the livestock hafore slaughiering and markﬂainﬂ'o

A detatled study of these mtarlocking indus%.ries is needed znd has
great potential for Afghanistan, The time and resourcas for t}a,ls agri~business
research study were not sufficient for this tesk, and we must pags the unilaisrad

job to others who will cextsinly follow,

6. 70 " Chapter Summary

Agri-business projecis ¢ead to fall into expoxt, fmport or com:stic
categories, Export projecis depend on fretor endowment to zive them the uevea~

sary price differzniial that mazivésesa iomigu trada. As 2 consegusien, the top

- thixd in 'xier capita agriculural resourees ax2 the bweﬂclaﬁeé of export projscts.

Impom projests dsprees domaesiic par capits inceme butl aro often difficuit to cou=
vert to domestic rescurces becsuse of probk ras in geleciion and $xsasfer of
modern tochnelory. Both export end {mport projacts e high risk in neture
because ccnditions and eomnuetitive forues can be chamged unilateraliy by fnroign
trading pariners.

Converting an {:npoxt project such ag the Alpaum svgar indusizy o a
projec: using domestic rescurees holds grest potential for agricultnral davelop-
mant 28 the sualyasis folicwing teckniguss developad ta Cheptor 1T Araply domen=
strates. R is even posuible by enrsiul seleztion of trcirolegy to plsa s sech &

way as to direct the obizinable benefits ¢o {he low~thied of the agricuitural popue

k%

Iation in a major fsakion whave the avertge ver caplia insmuas of a quariar rofilicy

people can be nearly doubled.,



The corn and livestock industries appear to be ready for a similar

& analytical approsch and symbioctic growth of both industries as a resuli of funda-

5

mexntal ehenges that new irrigation projects are brirgiug about. Research in

these flelds 18 groatly needed.

T,
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_ that it contains.

CHAPTER VI

PROGRAM PROPOSALS

Tolo Introduction

. Programs are much like the proverbial journey of a thousand miles,

they start with but a single step and we might add "in the right direction.” As

already observed commeodity system projects and programs can be aimed in
any of three directions: exports, imports or domestic. How well such pro~
jecis move toward thefr goais will depend on many factbrs and varying con-
ditions, Neyertheless, a starting point ahd,an objective iglrection are essential.
Fortunately, agﬁobusi.ness has reeognigable boundarieé and a finite limit to the
available cholces. |

The examples Qsed 8o far to {llustrate agri-business evaluation tech-
niques are, however, too few to encompass the categories and boundaries of
the many entérprlses that are actually invoﬁred in the agri-business sector of
industry. Rather than simply listing them, R. A. Goldberg's &lagramat_!c pre=
sentation1 is adop.ted‘ to show the _pr!ncipal indus;rial qategories with which we

are concerned. The reader will perhaps find his time well spent in closely coné

sidering the diagram in Exhibit 7.1.0.1. for the many aspects of agri~business

A 4y
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AGRIBUSINESS FLOWS

AGRIBUSINESS

Exhibit 7.1.0.1
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There are four distinct lev.els of activity involved In any agri-business
program or proj:ect: agricultural inputs, agricultural production, agri-business
outputs, and consumpl;iono Starting at the top of the dlégruin we find the input
lndustrteé that provide the suppliea, equipment and services necessary for agri-
cultural production, which ocouples the second lavel, At the third level wo find
the agri-business enterprises that process, transform and distribute agricultural
products in thefr final form, Consumers and consumption of these products are
at the fourth level near thg bottom of the diagram and they feed back to the indug-
trial levels the frequent changes in demand preferences and quantities,

Agri-business input industries can be importers and/or domestic pro-
ducers of agricultural requiremmm as well as being exporters of thefr various
products. Agricuiture, of courge, {8 made up of purely d;mestic enterprises
which in the normal course of even?s neither act directly as importers nor
exporters, especially if px;"ocessi,ng or transformation of their commodities is
involved. As produf:ers, their crqp-livestock_ yields, varieties abd quantity of
production help determine the range of activities at tﬁg third agri-business level.
The other determining factors are the eﬁective demand and prefemcgs at the
consumer level as already mentioned,

One of the critical features of agri-business programs is'mvealed at
the third or output le\:el éf the diagram where both import and export projects
can and do occur. Exports are naturally paxt of the agri-business outputs and
8o represent a beneficxal use of well-endowed agricultural inpugs and production.

In doing so, however, the volums of production available for domestiec consumpzioa
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ie reduced without a corresponding reduction in effectwé demand." Tile unsatis-"
fied demand then acts as an m.ducement tqlncreas-e 1ix;§.6rtso In turn, major
fmports at the agrl«busineés dutput level tend to satisfy consumer demand but
in so doing reduce the need for agricuitural inputs and prdductlono In effect,

such import¢s short-circuit and fmpede domestic growth and economic develop-

ment as already illustrated in the sugar example,

In order to avoid the problems of tmport and export projects, the follow-

ipg proposals will concentrate on domestic agri-business projacts,

T 29 Agﬂ-busmesa Input Levsl

At the agri-business input level, animal feed and fertilizer manufacturing
deserve a high priority in Afghan plabning because of the;r ability to increase
agrtc\ultural yields from a given resource endowment. The growing distribution
of fertilizer by the Afghan Fertilizer Company program is a good example of the
potentiai returns to agriculture. Unfortunately, it is an impdrt project 80 ihat
many of the benefits to the country cannot be fully realized through the investment
multiplier effact. Domestic production of fertilizer is at present caught up in a
conventional technolog;v that needs a fresh approach based on modern technology
ard use of resources. | |

The manufacture of animal feed is at an embryonic stage with a gmwihg
potential, It should receive close attention 50 that modern rathevc than conven-
tional technology can be applied at the beginning rather than later on as alcorrec-v

tive measure, Because snimal feed milling and manufaciure depend on domestic
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.outputs at the second and third levels, they wili be discussed again when these

subjects are considered.

Container enterprises have been lmplementgd under the FDPIL program
and they sérve as a good base for furtheir expanéion of lx;dlvlduai projects as the
needs arise. Water pumps are being produced by local manufacturers and many
agricultural tools and small equipment are available through bazaar handicraft
establishments. The small size of farms in Afghanistan acts as a constraint on
larger manufacturing establishments for similar items of a more séphisticated,
productive and costly nature. Road §ehlcles in this machinery and equipment
ctitegory are assembled and rebutlt in Afghanistan but farm tractors are not and
preéumably it will be a long time before Afghan prbjects"can expand iﬁto this
area of manufacture or produce agricultural machinery in general.

Seed production, cleaning and grading have an increasing demand and
potential for agricultural tuputs., The need for improved seed and etandards s
essential if expori markets are to be develope_c% v}here a uniform and quality

product is most fmportant. Clover and aifalfa seeds are grown and exported

- from Afghanistan and may serve as a bage for developing a seed industry.

Wheat seeds noed to be constantly improved in varieties now that high _y!eld
strains have been introduced into Afshanistan. Such {mprovements are not
permanent and new varieties are neaded. to maintain production at the demand
level, Otherwise yield and production will tond to dac}ine and put addltio‘na;
pressure on the food sugpiy., All of these factors indicate the need for develop-

ment of tho seed industry.
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The boWer inputs to agriculture and agri-business desexve careful
project attention because of their contribution to greater productivity. In the
form of rural eleétriﬂcatiqn projects, power. adds potential to the amenities
tn rural areas that can be obtained in no other way. Transportation, wholesale
and rqtall inputs to agriculture tend to develop tndependently of programmed
projects. In. some cases, as for suéat thick juice taéhnology, speciai tank tru_cks
for the juice are ngedgd for transportation but _they should be included in the pro-
Jeot planning of commodity systems, The "other" {nput category of indusfrles

is generally small specialty enterprises that appear as projects only when thé

need arises and thejr are difficult to program in advance except as larger pro-

jects require them. I 4

7. S. Agriculmral ‘Level

Agriculture in response to demand, often by agri-business projects,
i{s a determining factor in what commaodities can be prcdﬁeed according to con-
ditione in Afghanistan. Close cooperation with the Ministry of Agriculture and
Irrigation and the fax;mers is needed when agri-business projects are planned in
order to expand the agricultural sector or modi;’y it in new directions., All of

these factors must be made integral parts of any project or program proposal,

7.4, Agri~business Output Level

The agri-business cutput level divides quite naturally into food and fts |
by-products and the non-food industries which will be considered first. Working
from right to left across the diagram we start with the commodity system for

wood and paper,
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The forest resources needed for these industries are limited by the

generally arid climate in Afghanistano Only two pri)\finces , Paktia and Konar,
have forests sufficient to supply wood products industries. In the case of paper,

even thase forest reserves are perhaps too limited for an ecopomically scaled

‘pulp and paper mill. A minimum sized mill can produce fifty tois of paper per

day but with modern technology a hundred or more tons are needed. The Afghan
market for paper {8 but a small fraction of this cspacity and the transpoﬁ costs
are prohibitive of reaching export markets, It appears that the available forest
resources have their highest utility for lumber as presently produced,

Tobacco products are manufacturec and consumed in Afghaniatan but
cigarettea are ot produced because this inuustry ia dommated by an import psy=
chology., Cigarette manufacturing has been proposed and a project was considered
bgt disapproved by the Investment Commitioe. If the agricu}tural production of
tobacco leaf suitable for clgarettes should be e.axpmzxc!ec!i such a project might be

worth developing, though the use of irrigated land for food crops. i9 likely to retain

its higher priority,

Textile manufacturing, particularly of cotton, is being explofted with
several fajrly large mills, The demand for raw cotton as an export item to the
U.8.8.R. 18 high and tends to constrain the further development of the textile

industry. There are some twenty-one rayon weaving projeots that have been

implemented under the FDPIL program that could be shifted from fmported rayon

fiber or yarn to cotton if the supply 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 domestic textile industry or for export as fabrics. A thorough survey and
‘analysls of the Afghan textile industry might give results that would {nfluence the
present coiton policy. Perhaps more 1mi)ortant would be the effect on the wool
textile industry, if it could lead to improved breeds of she.ep with a higher quality
wool that would meet export speciﬂcatloné. The textile industry as a whoie i8

in a stagnant or transitional phase that needs specialized studies to pinpoint the
problems and recommend acceptable improvements meeting local conditions.

In the food category of agri-business output industries, the ﬁrst group
involves nonaprbcessed foods, Cereal grains and fresh vegetables, fruits and
nuts delivergd to local markets offer few project opportunities., Grading, pack-
ing and cold storage proje_acts for commoduy export oft‘er'gome incentives but
a great deal in the way Qf returns will depend oh the cost of transportation,
probably by air, to reach important markets in the Middle East. The markets
{n Pakistan and India are not likely to change thehf demand in reaponse to such
supefﬁcial trestment.

Beverage entorprises have been implemented under the FDPIL programo

Coca-Cola and Fanta have expanded their markets but additional soft drink pro-
jects would perhaps have trouble at this tims in obtaining a market share suffi-
cient to resch theh; break-evea point. One project for wines and brandy has
not been too successful due to policy constraints on %;b.e consumption of alccholic
beverages. A beer brewery project appears to have considexrable potential but

must face the same policy problems.
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Traditional eating and drinkicg places abound in Afghanistan, In addition

the major urban centers have varioué guality. restaurants with the better ones
usually associated with hotels, including an Inter-Continental Hotel in Kabul with
its typically high quality facilities for eating and dmkinéo The brospects of
formal projects in this area of development seem best left to the individual entre-
preneur, |

The food and ofl categor!es of agri-business represent a far more com-
plex project approach than those previously meationed beéause of the many individ-
ual products and by<products that are typically part of this industrial category.
The diagram indicates these relationships by the flow lines that cross and reverse
the general direction. Thus, solving problems in this af;a has multipie effects
and 18 usually worth the extra effort required.

The principal outputs of the food indusiries flow g to food consumption,

either directly to home consumption or through inatitutions such as eating and
drinking places, séhools, hospitals, etc. ‘The major by-.product flow from the
food proceasing industriés is to the non-focd leather industry and the minor by
product flow is to indusiries processing bran gnd middlings with their outputs
returning to food industries or up to anlmgl feed manufacturing at the agri-
business input level, |

The ofl industries include besl: énimal and vegetable oils, fats and
waxes, The flows are in three directions ~ food, soap and paints, and oil meals,
The soap and paint outputs flow to the consumer level while ofl meal outputs )

return to the oil {ndustries 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 agri~business uad agriculture. The recycling feature 18 of
particular interest because of its ability to give a higher utility to food and ofl
by-prodﬁcts and waste. In doing #o, it encourages expa.ns.ion of the whole com-
piex of associated input, agriculture (liveétock) and cutput industries,

The animal feed snd fert{lizer industries are similar in that they pro-
vide the principal growth factor on the supply side of agri-business, In turn,
as this complex of interrelsted {ndustries generates employment and incomes:
in the nonaagr!cﬁltural gector, there i an increase in the demand for agri-
cultural commodities and other domestically-produced goodalanc.l sgrvices as
well as impoxrts, Thi_sr intermlationship'can be seen in gi*iaater detail by turning

back to the example of corn {n Exhibit 6.6.0.1, where the livestock feed mills

_ hold a central position,

7.5.- Potential Commodity Systemé

The general agri~business flows in the previous gections are composed
of many industry sub-classifications. There are so many of these classification
headings at the agriabuéinesa output level, indusirial ciéssﬁicaﬁoﬁ mz’u:mahs2 lisidng
as many as 2,365 ia 162 gfoups , that they cannot be considered within the time
and resources avéilab{e along the lines of suger beets in Chapter VI. Ideally,
each potential commodity system should be anslyzed in ¢the manner of sugﬁr beets
in order to estabiish priorities among Athemo Lackisg this oppor‘tunit;r~ , it is
nécessary to confine specific program proposals tc those activities that appear

" &8 a result of this study to be most urgent and opportune,
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On the agri-business input level there are 'three industrxies of special
importance «- pr;apared animal feed,' power and fertilizers, Each of the ninety
satellite plants for thickened sugar julce offers an onportunity for small-scale
feed and power facilities. The feed operations can in this way encourage the
development of corn crops at a corresponding number of points. Molasses from
the sugur juice refineries i8 a feed supplement that can be delivered as a trans-
portation back haul and so increage the effectiveness of the sugar refinery as
weli as improve livestock production. The sugar bests ate a oash ercp that
expands the monetized sector in agricultural areas and makes possible the
purcl;asing of animal feed. Electric power installations can {ntroduce rural
electrification as a complement to these activities and witix the recomniended
road improvements to these locations coxzsicie:abia growth in amenities for the
rureal ‘areas iz tnaugurated, |

The manufacture of fertilizers in Afghamstan has already been men-
tioned and thaere is'littie more than can be added at thia. &im9 excert to rofterate
that there 13 a pressing need for in-depth studies of this industry with particular
reference to Afghan sulphur deposits and posgible 1mportgt;on of phosphate rock. 3

The output level of agri~business involves mzny more industry cate-
gories but the need to limit the scope of this study will confine us to.the food énd
ofl group with particular refqrence to the Vcommod_ity systems of sugar beets
and corn anc the partfal commodity system of cotton seed meal as i3 velates to
animal feed, Regardiess of the commodity system irvelved, the starting point i
ia the Govornmest of Afghanistan admin!strat_ive structure rogquired in promoting
agri~business,
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7.6.  Administrative Structure for Agr ~business

How the government should organize to handié'gé'gri-busmass develop-
ment {8 one of the key pxpl;lems tha? must be dealt with before progress can be
made on a désimbly wide scale. Logically, form should fc;now function and the
first step in handiing this problem 18 to dstermine what functions the government
will perfqrm and then let this specification suggest appropriate organizational
arrapgements,

It i3 clear that at the outset the government will have to be thé prime
mover in the effort to improve rural income and employment, In the field of
agri~business indusiries this ié particulariy true - first because private entre=
preneurs chose only those projects and locations which willi maximize their
mﬁumq and se‘;cond because_, a8 Las been shown in ﬁw case of the Afghan Fertilizer
Company, the government is reluctapt to I.ei the privaie sector own and control
substantial or criiical elements -f the agri-busivess sytem. There 18 2 role
for private enterprise, howevar, in the smal!«st‘;aie xp.dustrles that form part
of any agri-businzss commodity system.

The Ministries of Agriculture and Irzigation (MAI), Mines and Industries
{MMI), and Planalng (MP) will be involved in the substantive aspacts of agri-
business development; the MAI through it8 concern with agricultural development,
research and extension services, control of distribution of agricultural inputs,
creation and control of cooperatives, and influence on agricultural credit, Thé
ﬂMI will be involved through iis concern in the creation and operation of state-

owned industrial enterprizes. The MP, whizh now includes the Industrial
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Prox.notion and Development Department CPDD), wu; _a’lso be involved through -
its promotional and administrative role in the privaiéi;iﬁdustﬂal sector.

In addition there .are othexr ministries conceﬁ&_ﬁ& the operation and
offects of agri-business on the national economy and welfaxe. Thus, the Miulstﬂes
of Commerce, of Finance and of Public Worl'ca (for the necessary roads) will have
a great deal to say in matters of néﬂonal- policy and government investments in
agrlébusiness development. - And the Ministry of Health may be involved for
obvious reasons,

The interministerial nature of agrl-busihess development and the impor-
tance of active support from-all concerned suggest that the policy=making and
chléf executi_ve functions should be ves&ed-m an lntermiu;;teﬂal committeeg_ As
a precedent, the aboveementioped n_xinisgries , with the exception of the Ministries
of Health and Public Works, participate through their Ministers in the existing
Investment Committee which administers the Foreign and Domestic Pri\ . .e
Investment Law (FDPIL). It is ppssible to imagine the Investment Committge
functions being broadened to include sgri-business, except that the Investment
Committee is an entlty of the private i;westment law and its respansibilities are
proscribed by it. Nevertheless, these Ministers could sit as a Commitiee for
Agri-business Development in _the same way that they form rand participate on
other boards and committees,

Such a committee would have to have the stroag suppoxt of a proféssioaal
operating staff to plan the proyram, to bring major problems to its attention

and to monitor the execution and fmplementation of fits decisions. This two-tier
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sdministrative system is stmilar to the Jzvcstment Committee and IPDD that

‘achieved success in the build-up of the private industrint sector,

The caxxylng out of projects can be organized ia a pumber of ways.
Taree organizaiional approaches are illustrated in Exhibit ;?, 6,0.1, Any final
arrapgemant will perhaps be a modified vexrsioa of one or more of these alter-
natives dgpending cn relative strengths aad perscnalities,

Alternative A presupposes that the Ministries will not eaéily surrender
or delegate their functions. Thowe ere numercus and visible exampleé of this
tendency and two will serve to illustrate the problem. In the case of the Afghan
Fextilizer Company , the MAI ésser‘céd its control by veoxganization of the AFC's
private enterpriss charactor and -d.omg away wi&h private v?iolesale distribution,
In the case of the PACCA project, the integrated project approach to agricultural
development was reduced ¢c advising om c:;op development an_d marketing because
PACCA, in principle, was duplicating srcvices supposed to be available from MAIL -

Liternative g nresumes that comsaodity system {mplemantation could
bea organized along project lines with mrs_onnél fmm concerned Miristries being
seconded to a task force responsible under the Commitiee for bringing a parti-
cular commodity system mto beiugo

Altornative C algo presumes that the povernment would be MIIing to set
up under the Commitize an extlfaun,mis(cerial organization for agri-business
@evelopmen_ﬁ with complete authority and budge%;foxﬁc,am*’ymg out the entire raﬁge

of entrepreneurizl functions needed to get & commodity system project operating.
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Such'an organization would displace the comn;! ttee 8??# and fhe interministry
task force although 1t would heve to werk closely with ehe ministries to gain
their cooperatiou in the raany overlapping areas of actlv"it.yo Iu this scheme,
the ministries would maintaln their traditional roles rather than act as the prime
deveioperso

-In commodity systems such as sugar where distribution {8 carried out
by ge:;vemment monopolies, they wiil have to be included in the organizational

set-up and perhaps have representation cn the Committee.

7.7, Ownership of Physical Facilities

Two kinds of physical facilities are involvad, Tlie first to be provided
will be these needed to carry out the work of the development oxganization or
team, and will include, in addition to the usual office and transportation equip=
ment, the lshoratory and pilot plant equipraent and facilitles for small-seale
production, The second kind of equipment sad facilizies will be commercial
scale . .allatioas which will be determined on the basis of pilot plant prcduction
and -tesk marketing,

Ownerehip of ths first kird of facilitfes — development facilities «—
should uncuestionably be vested in the government organization charged with
carrying out the project work. At this stage, there is ro alternative to govern-

ment ipitiative to momt sizeable ca. qigns for launching agri-business projecta.

| At some t{ime in the futvre, when and if a robust food and agricultural proceaxafbg

sector grows up, it may be posaible to visualize private participation in an
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agri~business association that would perform thé development ﬁncﬂon,
b_ut noi: at prasent.

Ownership of the commercial pr;;ésamg facilities depends on the
nature and organization of a commodity system and how the parts complement
one another as well as on the methods and facilities for financing, Each project
in the complex will peed to be adjusted to the available possibilities, Private
ownership and cooperative ownersh!p of commercial factlitiey i1s & pvefermd
mode for accompliching agri-business objectives because of the price squeeze
described in Chapter IT and the many small-scale enferprises typlcally involved
in agricuitural commodily systems. In spite of these questions, the goverrment
ownershlp of certain agri-business factlities has come ab'mit because of the
default of private owners to meet debt servicé requirements and government
ﬁnanci;ago The notable cxceptions are the large facilities fox grain storage and
milling which are so fundamental to the genoral welfare that the government
feels it neceswry to take a iaz zge position in the indusuy in spite of some eighteen
thousaand smail grain mi;l; throughout the country,

Cooparative ovnership of procesaing facilities has u ceﬁam ammm& of
appeal to those who believe that agriculiure and manafaw&ar’ng can b harmcma
fously blended for thc, bnsxefit of farmera, “The record in this regard 18 incon- |
clusive uecause many such cooperatives faii in practice, Farmers g@neml_ly
prefer the least involvemen? in affairs extrineous to the farm and want maximﬁm
cash returng with the misivoum investment, As a result, they often fail to umdm:;

stand the preblems of managing a procsssing facility, with the resuit that finan-

" clal wesknesses develop.
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: Modern management technlques have demonétrated that thesz con=-
flicting Intereste and experience can be overcome by zdonting a foxrm of joint
venfure' arrangemernt betwsexi private ﬁgrlubuﬂmess compnnaies and farmers’
asgociations or producer coope:mth.reso4 The problem'in. any joint venture is,
of course, the transfer price mechapism that sggures the ifarmer that he i3
obtaining his fair share of the mdrket price. Two methods have emerged for
this purpose ~- formula pricing and profit sharing, Both require bargaiving
alorg contractual lines between ropresentatives of the producers’ coépemt»ve
and the processing company. The government often entexs the bargaizzf:aﬁg pro=
cess as a.third party. Ib any case, if the cooparative obiaizs too high 2 price
for the raw product,. the company operai:‘mg margia can b@ so reducad o meet
its gelling price that tb.ei company i8 unable to opéz‘aireo Thus, tke farmer can
obtain @ high~quotad price but ends up with no market for his preduct. I ogul-
table price bargza'{ning snd agreements are schieved, the cwinersbip avnd financing
of the procosging company by the priv'&&g sector can redace tbe financial demsads
on both the farmer and the gdvernmen?. while encourngirg market expranion é;a.d

benefits to all concerned,

7.8 Incentives Undor the Forelom evd Domestic Privato Investmant 7aw

FDRIL)

The tadustrizl development program wader fhe FODIL, Jovestment Come
miitee end IVDD will be fmoportant in the davelopmen? of apricbusiness #logg the

3

lines discusged. For exuaxaple, {f the saisilite factories for thickenad fuice are
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privately~owned, they would be able to apply for ihe benefits of the law which
mc;ude duty-frae {mposiation of capitel goods, L"Bdllced. duty .3 spare paits and
raw ‘;n&ter!.als and tax benefits; if they are cooperusive--owned, See example two
below. The refinexry would lkewise banefit if it were vader private ownership,
Neveﬁhe‘.less; several questions wouid have to be dezlt with In order to maﬁimize
the effectivoness of the {nvestmont law for the promoiion of agri-business schemer
using the idsas in thig report. Examples follow:

=» What relﬂtiomhi.ps should he formalized hetween the suggested Inter-
nministerlal Comratifee and the (presurisbly) emallsr Invesiment Comn:'xit'-;ee, apd
betwaen the giaff arms of both the Intsrminisiarial Commitiee and the IPDD?

- {f cooperatives are to own in-whole or paz: the: procesging faci litieé ;
i there anything preventing them from obiaf_;aizig the Lenefits Qf the law?

~ -~ Because of the taportance of these projocis and their beveficial effects,
can they lie given preferuntial treaiment, for e:&amg\f.e » $hrough especially low
rated on raw matazisls Lmder the Iavestors' special raw msterials éa‘:'iff ?

== Iy the cage of the proposed sugar program, if there ars teaily to'be
90 thicke:ned juice piants, can a way be found fo sandurdize and apead up the
applicatica procedure? .

e ﬁ.’e have proposed that the elecixic gencration equipment in the 90 1
suger uniis also he used for rural electrificatic . Caz a way ;ae woriked out tr
perroit tals  hoth throvgh the ¥DPIL and by modifyinz the law or regulstiona
which gives the ABM a monopoly on electricity sales?

- fre additional flscal or othox incentivez necded for this program and

¢can ihey be provided throrgh the FDPIL? |
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7.9, Further Studiez

The commodity systems ineluded in this stuclly report are limited to
sugar, which has been examined in dopth, and cora in connection with apimsl
feed mills. | Corn as a commodily system sb.ould.be &;horc;ughly mi'esti,gaeed as
indicated in Chapter VI and illustrated in Exhibit 6.6.0,1. In addition, otb.er.
erops and lvestock will need similar regearch studize and evaluaticns so that
those showing positive paxtial multiplier benefits to the Afghan economy can
recelve the priority treatment that thoy deserve. | |

A short li~” of commodltsgs that eppesr to justify early study include:

1

Com Apricois Walnuta , Sheep
Caxrots Pears Almcnds “  Dafxy and
Cauliflowsr Pomegranatss Plstackios mesat cattle

The Interministerial Commities, its staff and the IPDD should ccordi-
nate their efforts in emisblishing 8 commedity list that can then be used for
negotiating study a{greements necesery for cornmod’sy system development and

evaluation.

7.10. Technica} Regulrements

A commodity system is made up of a pumber of parts and tacividual
projects that need to be programmed geparatsly wiils meaintaining the integrated
nature of the gystem. In oxder to maintain coatinuity, the following comments
are based on the sugar iud;xstry as a priveipal exampiz but corn, liventock feed,

and power are included as they aprsar appropriate.
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The ninety satellite factories for thickened sugar juice represent nuclél
of a corresponding number of development iocatloné ar centers plus a new sugar
refinery to be located tn the southexn sub=regions of low per capita agricuitural
resources and income, The discussion will concentrate ;>n the satellite locations
which contain major elements of interest. The refinery being located {n an urban
center hzis a typical single project offect and requires legs detailed discussion.

Each gatellite factory can be treated as a separste development project.
It {8 a means of introducing new concepts and opportunities 1in rural areas, Asg
such, it needs to include input and social infrastructare as well as the output
activity of the factory {teelf, In addition the output .of by=-products g:naerates a
chain-effect leading to animal feed and the demand for corn and other by-products
from\differeAnt sourpeso In other words, each location becomes a system of inte~-
grated developme_nt and not just an isola&d factcry. Each system coasiderad
below requirgs separate project treatment with all of the atiributes such work

impiies — organization, donors, staff, cte.

Location

Nmefy locations have besn suggested, ‘The actual number t}iat evolve
will depend on the response by the government and others 'to.these program pro-
posals, Assuming that there aré favorable responses, {t will i)e necessary then

to specify each location, An agricultural survey will be needed to find iand

- resources, 1,800-2,000 jeribs, ‘suif;ablefor suger beets as well ag a group of
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farmers, 100-300, interested in growing them. This task is in the province of “
the M!nlstty of Agriculture & Irrigation ‘(MAI), andwlll nsed to be part of the
coordinating purposecs of the Intermlnistefial Committee and its professtoral

staff snd advisors, Foreign donor technicians capable of helping in the selection
of marginal lard suitable for Bugar culture wiil perbaps be needed, They should
also have qualifications to Judge the advisab!llty of diffcrent locations on the basis

' of logtstics and gite selection for the necessary facilities, The mtermmiseerial
Committoo will have responsibility of assuripg that land for the factory and build- |
ings 1s provided upless private entrapreneurs are encouraged in the beginning to
participzate in the process. In thig case they may provide the capitsl for pur~ |

chasing a sultable land location, 3 o,&é‘

Boads
Oace potential locations are determined, a Aprogram for assv:ringl all-
wesather road accessibliity must be dndertakeno The Ministry of Public W&;rks
will have respongibiiity, in coordination with the Intermintsterial Commmee,
for such undertakinge aad again foreign deaors should be encouraged 0 paxtici-
pate. Gtiven the specific need apd econcmie benefits to be derived from the total

program, this participation will h.ave a sound basiz for acticn,

Irrigation
Each location will nesd assfstance in developing smail irzigation sys&ems
aufficiem& for the land area involved, Weli and/or irzigation pumps may be a

nececsarxy part of such systems. The MAI will be involved in planning such works
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and USAID is lnterested in small frrigation projecta. The FDPIL incentive

program will perhaps need to be amended 8o that it may ‘include this type of

‘project. Estimates of the cost of works should be obtained from the MAI after

they have conducted some samgple land location surveys.

Farm Cooperatives

“The estimated number of farmers for each locatioﬁ may vary from
100 to 300, In view of these numbers ax;d the need for a regular supply of
sugar heets for the factory, it ig advigable to organize a farmers' association
or cooperative for bargaining with the sugar factory as proviously menticned,
Foreign donor specialists may be needed fo work with the MAI in eztablishing
such cooperntiées after location's have been officially app;oved and designated
as de\}elopmant areas,

One of the funceions of the farmers' cooperatives as mstitutlona is to
barpgain on price for Bu;gar beets purchased by the satellite factoriez. This
price bargaining ie but the first step in the bargaining system which includes
prices betwwen gatellite factories, sugar reuneries, and mo;nopoly sugar dig-
tribution. Ths Interministerial Commitioe will have o take the resmaibfltty
for coordinating this price bargaining system. Again, the FDPIL will nead
amendment in order to wprk effectively and provide incentives for farmexs’
cconeratives. . |

It ehould aleo be carefully noted that ocwnership of the aa&ellite- factory
processing facilities by the farmexrs' ¢ooperatives is not recommended becguse
of the differznces of interest 'already mentioned, Sse page 297 for ownership

and managoement problem,
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Satellite Factories

Actual satollite factories nnd julee storage factlittes will have to be
designed specifically for this project, Juice extraction equipment is fairly
atandérd and the processes well understood. The need is equipment of the
proper scale so each piece will function effectively and economically with the

others. A foreign indusirial engineer with Afghan engineers from Kabul Univer-

~ sity and Jangalak should form a design team, presumably under the auspices of

the Investment Promection and Development Department (IPDD) in the Ministzy
of Planning. After contaciing mapufacturers of such equipment, soxﬁe mem=
bers of the team should visit those companies who show interest and discuss
the aeeds ard problems of achieving the design mrpoaes;’s A beet capacity of
5,000 tons i.h a loo-da_y campaign has been ‘suggested« The design team will
be responsible for determining the actual seale of the saﬁe!ﬁte factorigs' and
their probable cost. Analysis end a ieasib!!ity study is then needed to stay
within the bounds of the overslil progrémo The IPDD at present has cépabilmes
for performing pre-feasibility studies, _This capability is in the process of
beingz augmented by a UNDP team 'qf experts, ‘The IPDD and the Interministerial
Commitiee will need o coordinate thelr efforts to assure successful develop-
ment of tho satallite factory system,

The thickened sugar julce technology and stovage facilities will also
need an expext with experience in this phase of the project to work with the deaign
team, A visit by members of the team to actual fnstallations vsing this techmh

nology 18 recomwmended. The Holly Sugar Corporation in Crlifornia is suggested
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for the visit as well as the source of the technical expert. USAID is & candl-
date for assistanr.;e in this design worke

It is recommended tixat initially at least three satellite factories should
be planned and tastalled on a pilot and demonsiration basia, possibly one north
of the Hindu Kueh and two south, Thick julce storage facilities at the Baghlan
Sugar Factory (BSF) will need‘to be added at the same time, Juice output from
the satellite factories thus becomes aveailable as produced for increasiog the

BSF sugar output.

Animal Feeﬁ Preparaticn

Sugar beet pulp, a by=product of the sugar juice extraction process,

s
;‘5

15 a valuable livestock feed component. Molasses from the éugar refining pro-

cess {s also a valﬁable-componeia't., The addiiion of corn and cotton seed meal,

both of which are available in Afghanistan, should provide a base for preparing

8 well=balanced livestock feed. Such a feed inay' xiot be considered an optimum

combination but glven the conditfons in Afghanistan and the seasonal need for

‘feed. , Something lecs than ¢he optimum will still be a valuabls contribution to

‘t.he system au'd developmesnt of livestock around each éatelllté focation.

It {8 therefore rscommended that a fe=d mill be inecluded with each
sateliite complex., The above design team should thus include an investigae‘on
of suitable feed milling equ!.pm_.en; in their program. A foreign technical expert
should be added to the team in developing this phase of the progiam. The IPDD,
the Interministerial Committee, snd the MAI will have to coordinate their efforts

if this part of the program is to succeed.
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Power

The satsllite factories can be operated by steam power ‘rom the
boﬁera, nesded for heat in thickening the sugar jules. Such a power source cau
also drive a turbine electric generator, A‘ltematively, ;a diesel electric
generator may be recommended by the desién team in balanca with the steam
boilers. In either case, serious consideration should ba given to increasiag
the size of the electric generating system tv provide some rural electrification, -

Elecirie service in yural communiiies is considered by many auwthor-
ities on the subject of development to be one of the principal mez‘ms of addmg
soctal emenfiies in rural aveas, The opportunity to axpand such deveiopment
with this program should not be overlodkedo_ Foreign donors are likely to be
quite interestod in this aspect of the px*ogra.mo

‘ Sale of elect_ric power i8 a monopoly activity controlled by Afghan

Bresh_na Moasessa (Afghsn E!ect:».'_ic Company) attached to the Ministry of Mines
and Industries. The manper in which the electric power rotestial of the satellite
factories can be taken advaniage o .ox the banefit of rural po ulations iz, there~
fore, a serious problem which lacks flexibility due to monopoly_practiges and
methods, It will be the responsibility of the Interroinisterial Committes to gort

out this problem, if it can.

Agriculture Susnly Stove

The agricultural {nputs of seed, fertilizer, iﬂ.secticidé, tools, etc,

will be needed in conjunction with sugar beee, and pogsible corn production,

b/
@
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The ‘supply of these itoms will be needed in o regular fashion and' a farmers’
coopQrative store appzars to 'ba a logical candidate fégmis purpose. The
Aghun Fevtilizer Company under the aus;;iées of MAI is cagaged in developing
sgriculture supply stores and should be able to asc’:t in developing this feature

o” the projects nndex the guidance of the Interministerial Committee,

Credit -
| Tke development of this complex of activities will require facilities
for working capital loans to farmers, factory and other activities as well ag
longer term loans for plaat and equipment. Such loans require supervision
and it is one of tho major problems for lending tnstitutions, particvlariy in

rural areas st a distance from central offices. Each of these locations may

" increass the potentisl for the Ag. Icultural aad Industrial Development Banks

to locate personnel in rural aceas cn a more profitsble basis, Thess possi-»
bilities need to be thoroughly studied rnd evaluated by the banking institutions.
The Instermikisterial Com-uittee con be of cansidershle aseistance .in asguring

that adequate credit is available throughout the systew..

Sugar Reflnery

Gacs the number of satellite sugzar juice factories reaches twenty-five
(the number reguired for full utilization of the BEY), 2 sugar tofinery in the

southern sub-regions will bacome xiacsssaryn The proposed capavity of this

| facility s 5{),000' tons of white sugaf in a 300-day working year. The locaiion

of the refinexy will depead on the ‘px'coposed locations for the sixty-five satellite
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.fnctories and other logistical factors of supply. The design team wiil be

involved in establishing the technical spacifications réquli-ed for the refinery
to stoe and procesw the thickened sugar juice from the satellites sad putting
the specifications cut for tender. A foreign sugar refinery expesxt should join
the team at this stage of the process.

Depoading on the ownership decision by the Interministerial Committee
or Cabir.t, the refinery may be in elther the privats or pubiic sectorg, If the
decision favors privete ownership, the IPDD and the FDPIL incentives &re avail-
able to enéourage private investors., The Baghlan Sugar Factory is privately
owned aad there ave reasons of wanagement and f‘mancix;g *hat acommend
similar approacl_z by the govarnment, In say case, the :mmhase price qu
thickened sugar juice i{s a matter of hargaining betwean the managements of_

the reflnery aad the satelliles wit_h the government possibly participating as

a third party.

Monopoly Sugzar Distribv;tion

The government utilizes moropcly procedures for the &ifchase' snd
dis ‘ribution of sugar to vetailers ihroughodt Afghanisten. B is éxp:—zctéd that
this form of ezgahization and distribution with official pricing wm coﬁﬁnuef,
Special note shonld' be made of this beiliﬁg price arvengement and the price
bargaining bstween the monopoly, sugar vefineries ond 'foreign sources for |
sugar fmports, whick will probably continue but in much reduced quentities.
The chsin of price bargaining on domestic production of sugar runs through

three stepfi -~ farmers' cooperatives and satellite factories; satell(ie fac&‘ories
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aﬁd refineries: and refineries and the monopoly. Each step adds the problem
of balancing prices so that esch level receives a rewarding portion of the final
priée. Fatlure to achieve a proper price balance will reduce the total _amount
of sugar produced and 18 a principal reason for recommending that the Inter-
ministerial Committee staff participates at each price bargainipg level, Such
overall responsibility is an eaaegﬂal requirement when market forces are

replaced by controlled pﬂcméo

Finaneial Requirements

The global estimate of assets requived by this program is placéd
between fifty~five and sixty million dollars. The facilities include satellite
factories, secragé, fesd mills and added electric geaefat;ng capacily and the
ixﬁprpvements relate to land, {rrigation worksr and roads, A posgible distiri«-
b'ut.i(m of the prcgram financial asset ﬁ'eqxtireinenta {s shown below. Many
alternative asset distribution f;roportibné are possible but they should wait
for énalysis when more mformatioﬁ becomes avatlable on the basis of negotia»

tiona, poltey decisions, surveya and feaéibility étudieso
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Estimste of Prbgram Financiai Asset
Requirements Including quking Capital

o e evap S

A Possible Distribution in Percentages

Facility Private Sactor . Public Sector
Marginal land {mprovements  BoT% -
Irrigation works ' 8.5% 2.7%
Roads , - - 14.1%
Satellite Tactories ' 48.1% -
Boghlan Sugar ?aotory 8. 6% | -
New Refinery - . 18.4%
Monopoly - # 6.1%
Feed milia, power & stores _;_g_ggg ‘ - o .

Total = 100% 7.6% 28,5%

In millions of U. 8. §, avg. 41 164

Forolgn sasistance 18 not included In the shove schedule. It can only

be determinad after considerable negotiations betwesn the governmesnt and

various donor agencies,

R perhaps should he mentioned again that the program isA flexibls and
can progress in relatively smell steps over a period of time as resources can
be made available, Each step makes a positive contribution to income and
employment starting in rural areas. i‘he largest step occurs when tﬁe new

refinery is being impleﬁxeated.,
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The dollar estimate 18 generated ‘rom the analysis in Chaﬁier VI
in which Afghanis were used, based on 1972 values using the foreign exéhange
vate of 80 Afs, =1 U.S. $. Since then ix;\ﬂation in the. ..industrial countries has
increased prices of manwfactured goods considerably so that cost estimating.
has become more speculative. However, the Afghani rate has moved to 55 Afs.
=] U.S, § apd this figure has been used in arriving at the global assets. To
i‘ne extent that the appreciation of the Afghani offsets price inflation elsewhere,

the eastimate is judged to be reasonable as guidance for preliminary plazﬁnmg

and programming purposes,

7,11, Timiry snd Actions

No agricﬁltural commodity systein"moves aheacfédf its own \'rolitic‘mf_,
Good timing and forceful action are vequired if succese and its benefits are
to be chtained fox rur.l income and empioyment. A puraber of important stéps
and actions within a time frame are outlined below ﬁnder three main headings,
Action A is a presentation to the Cabinet énd iis dscision to initiate a prografn
for agricultural commodity system development and implementation. Action
Group B covers the general steps that necd to be taken in starting the program.,
Action Group C uses the specific example of the sugar cémmod!ty system to
describe the principal steps that can‘be readily visualized at this time. Action

A represents time "gero" for the program which may take five years for its

complete implementation, The actual time required will depend on the persog=

alities of the Interministerial Commitiee and their commitment to the program.
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Action Group A

1.

A decisior by' tiic Cabinet to initiate an agrloufﬁxral commodity systems

program,

Action Group B - General

2.

3.
4.

5.

6.

7.

8.

10,

Formation of an Interministerial Committee (IC) and appointmenrt of {its

chairman,

Selectton and appolintment of Afghan IC staff members, |

Selection and appointment of advisors .prases‘atly in Afghan'!s&imo‘
Development of a commodity st for commodity systems studies and
programs. |

Conduct negotiations wifh foreign 'dqnor agencles:éfor IC and IC staff
advisom. |

Sign egreements with advisory funding.

Approval qf conmodities by IC for development into commodity systems. |

Assignu 2nt of approved commodity éystems to IC staff members,

a, Timing: This general phase should ‘not take n ore than six months for

completion.

Actlon Group C ~ Specific Example (Sugar Commodity System)

11,

12,

13,

Formation of project design and management team.
Team drafts position papers on apecific sub-projects required by the
sugar commodity system.

IC and team members conduct negotiations with foreign donor agencies

concerning project and sub-projects.

312



o !

14, ©  Signing of project and sub=project agreements for fundiné; |

15, | Negotiations with fofeign donor agencies for fééchnical experts.

16. Signing of contracts for experts;

17, Arxrival of experts according to contract terms, '

b. M These preliminary project steps can tzke anywhere from six
tc nine montha. The determination of IC and its chairman to keep matters
.moving in this perlpd iz critical if the project is to get an early'starto

18, Completion of formation of the project design and meanagement team
and appointment of team lsader by the IC.

19, Preparation of detailed project plan using "pert" (program cvaluation
and review techn;que) end eritical path technxqueé; | '

20. Suﬁey of marginal farm land for sﬁgar beet growing and location of
satellits factories,

21. Agronomy review studies and possib!e tests at selected locations for
marginal conditions,

22, Negotlation and signing of agreemept with Baghlan S;Lga;' Factory (BSF)
er' purchass of thick sugar juice and determination of land site for juiée
storage facilities and delivery system,

23. Design for satsllite factory and juice storage (BSF) as well as ancillafy
feed mill and electric power plant in form approved b_y_ the IC,

24, Pr_epafat;on of financial feasibility studies for individual sub-projecﬁs
and total preject.

25, Modlfloaﬂon of designs according to results of studies,
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’ 26".4

21,

28,

29,

30,

31.

32,

33.

- ing IC approval of legal form, .

Note: The following actions, where they tnvolve ownership, relate a3

appropriate to private investors or government inventors depending on

earlier policy decisions (9) by the IC.

~ Obtaining of Investment Commitiee approvals of individual sub~projects

as needed for incentives.

Negotlation of i “~hage or assignraent of land for satellite factory aite(é»
OUrdering of construction of neaded factory structures éccord!ng to
epecifications prepéred by the project design tegmo

Ordering, according to desigu specifications, tife satellite factory(s)
machi_.ne::y, equipment, etc. including feed mili equipment and electric
generator plant, (Three pilot factories have Leen recon;mended, but it
may be decided to start with only one. )

Ordering, according to design specifications, the thick sugar juice
storage eguipment and piping. (Nete:. The oxdering may bs progressive
because a number of amall tanks are a ;'etter\deﬁgn than a single large
one, ) |

Formation of farmers' cooperatives according to locations gelected and
approved by IC,

Preparation of approvgd price bargamlng schedules and explanation tp
farmers' co-op8, -

Design oi necessary. irrvigation werks at selected locations,
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* 35.

36.
37,

380

39,

40,

41,

42,

Co

e

Negotiation of agreements and incentﬁes with farmers co~ops and

in Ividual farmers (28 needed) for land-leveling, ditching, wells and
engme pumps,

Timing: This design and ordeﬁng phaﬁe will probably. éake nine months
of concoentrated effort for its completion. |

Contract. for construction of satellite factory structuras.

Contract for construction of sterage facilities ag BSF,

Installation of satellite factory maOMery, equipment, feed ruiil and
power plant upon arvival,

Coatract for growing of sugar beets at satellits locations in test

&
#

quantities,
Timing: The conatruction and testing will perhaps take a year or more
depending on seasonal factors. The elapsed time to this point in the

program ig two to thres years depanding on the effectiveness of ‘the

- personnel and the speed of negotiations and decisions in the early phages

of the p_rogram;, (Hote; Any sugar factory program will require equal
aroounts of time.}

Cantract for incrensed sugar beet production to match sa'ellite factory
capacity.

BST sugar output mcreassd_in proportion to (490) above.

Location and scheduling of more satellite factories o complete ‘tflev
program following above procedures.

Ordeﬂng and contracting for additlénal satellite factories and sugar beet

production according to the above schedule.
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44," - Contract for additional juice storage capacity ét BSF.

45. Schedule of construction of new sugar reﬂner‘
46. Negotiation and contract for the new sugar refinery.
47, Re~scheduling satellite factory locations and coizstruction according to

éompletlon date of ncw sugar refinery.

48, Construction and start-up of the new sugar refinery, satellite factorles

and sugar beet nroduction.

49, - Completion of initial producticn phase of the domestic sugar pregram,

e. Timing: At this polnt all of the sugar program sub»systems are "go"
and the elapsed time should be within the four to five=year limits,

X,¥s Other cominodity system programs should have 'Been proposed and con~
ete: sidérabl_e progrees made followiné Action Group C procedures.
The sbove commodity system outline 1s also presented as an informal
"pert' diagram in Exhibit 7.11.0.1. The above "activities ére rebresented in
the diagram by lines; the "évént:s" feéultlng from these activitles are repre-
sentad by clreles in which nﬁmbers appear, corrészeohding to those intrﬁduéing
each of the activities above, The design team should prepzre such a diagram
and plan using critical path techniques for more poéitive projecsiqontrol and
implementation scheduling after the necessary éarly decisioné have been madé
and more information becomes available,

A closing word of caution may be In order. This time and action plan.

can appear formidable to sdme readers and they may be in favor of alternative
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INFORMAL “"PERT"” DIAGRAM

Exhivit




ceemrrermiane e inee 2tk

approaches. Fo.r thcse who believe -in simple projects and solutions tc economic
préblems » the short-cut of requesting foreign denor agencics and thelr contractors
to build a pumber of conventional sugar factories will have great‘ appeal; for those
who recoznize the "mischievousnegs" of simple economic zolutions, the real but
more complex path to improving rural incomes and employment wiil b more
attractive in spite of the groater work and vesponsibility Involved. Hardin's Law5

is a worthy summary of this probiem, It siates that in chanzing something in a

complex system, "You can never do merely one thing. "
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