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Executive Summary 

i. Afghanistan’s political transformation, implemented according to the 200 1 Bonn 
Agreement was successfully concluded in late 2005. As a result o f  that historic process, 
Afghanistan has developed a Constitution, conducted nationwide elections for a President 
and most recently has elected a Parliament and Provincial Councils. Notwithstanding 
these timely and commendable achievements, the normalization o f  political culture s t i l l  
has a long way to go. 

ii. While the political process has met the exacting “Bonn” targets, there has not 
been a parallel improvement in security. Sources o f  insecurity are complex ranging from 
anti-government groups linked to the former Taliban regime, groups linked to Al-Qaeda, 
remnants o f  militias allied to commanders and criminal groups often associated with the 
narcotics trade. The capacity o f  the official state security forces i s  improving but the 
need for external support for the provision o f  security remains high. 

iii. In many parts o f  the country, and despite the unmet expectations o f  some o f  the 
population, i t i s  clear that progress in some sectors has been impressive - development o f  
road networks has reduced travel times and improved rural access; school enrollments 
have reached historic highs; health facilities are gaining outreach; thousands o f  rural 
communities have been mobilized for development; commercial banks have opened up 
for business and microfinance programs have extended services to thousands, 
predominantly women. Real GDP, excluding opium production, i s  projected to grow by 
14 percent in 2005/06 (SY1384), following increases o f  29 percent in 2002/03, 16 
percent in 2003/04, and 8 percent in 2004/05. These, as well as many less tangible, but 
equally important, achievements, such as in public financial management and budget 
formulation, are truly commendable. However the situation i s  far from normalized and 
the country has not yet fully emerged from i t s  state o f  conflict. For every success, there 
remain numerous challenges which will take a number o f  years to address. 

iv. The need for an ongoing long-term engagement has been recognized by the 
international community and was endorsed at a high-level conference held in London in 
January 2006 which provided a forum to launch the “post-Bonn” agenda for Afghanistan. 
A significant feature o f  this agenda i s  the Compact which provides twenty seven 
benchmarks to be achieved within the next five years. The benchmarks for the Compact 
were drawn from the Government’s Interim Afghan National Development Strategy 
(I AND S). 

v. The IANDS, completed in January 2006, i s  built around three pillars: (i) Security; 
(ii) Governance, Rule of Law and Human Rights; and, (iii) Economic and Social 
Development. The strategy provides a vision of development based on private-sector-led 
growth supported by a lean state, which uses the budget as i t s  key pol icy instrument and 
aid coordination tool. The Government has formally submitted the IANDS to the World 
Bank and IMF as i t s  Interim Poverty Reduction Strategy (IPRSP) and aims to produce a 
PRSP by mid-2007. 
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vi. Buoyed by the early gains in Afghanistan, the Bank’s 2003 Transitional Support 
Strategy (TSS) anticipated a more rapid transition from i t s  emergency post-conflict status 
to  a more ‘normalized’ situation. Time has demonstrated however that despite the 
progress made many elements o f  that post-conflict situation remain - capacity i s  uneven 
and weak overall, systems and procedures are rudimentary, though improving, and many 
areas o f  the country are seriously affected by conflict. These issues, along with the poor 
security situation and the limited capacity o f  the state to demonstrate i t s  presence around 
the country, highlight the fact that peace remains fragile. 

vii. Given the ongoing transitional situation in the country, the Bank has developed 
this Interim Strategy Note (ISN) anticipated to guide the Bank’s engagement over a two- 
year period. By that time the government plans to have developed i t s  full PRSP, paving 
the way for preparation o f  a Country Assistance Strategy. Bank support under this I S N  i s  
anticipated to  shift slightly from the previous TSS, notably to provide greater emphasis 
on development o f  the rural economy. The pillars o f  the new strategy are: 

0 Building the capacity of  the state and its accountability to i t s  citizens to 
ensure the provision o f  services that are affordable, accessible and of  
adequate quality. 

0 Promoting growth of  the rural economy and improving rural 
livelihoods. 

0 Supporting growth of  a formal, modern and competitive private sector. 

viii. IDA resources, currently entirely grants, will support activities within each pillar, 
while analytical support will be directed at priority policy inputs. Major  reports will 
focus on key topics emerging as challenges - public administration and corruption. 
Progress on implementation o f  existing operations will be a key determinant in providing 
additional resources to sectors within which the Bank i s  already involved. The program 
will take a more focused approach to capacity building - which i s  a critical constraint to 
the development program. 

ix. The risks o f  operating in Afghanistan should not be underestimated. Despite the 
considerable progress achieved through the Bonn process, daily events remind us  that 
security remains a major constraint and there are no immediate indications o f  i t 
improving. Contingency plans for the country office are in place to deal with increased 
security problems. Other risks, such as corruption and fiduciary concerns are mitigated 
to some extent through the proposed program. 

. I  
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I. Country Context 

Political and Security Developments 

1. Late 2005 saw the culmination o f  the political transformation established for 
Afghanistan by the Bonn Agreement in 2001. That historic process, facilitated by the 
United Nations and endorsed by Afghan representatives and the international community, 
followed the end o f  Taliban ru le  and the cessation o f  major hostilities in Afghanistan. 
The agenda outlined in the Bonn process was widely regarded as highly ambitious and i t s  
completion, largely on time and without the violent disruption that some had predicted, i s  
a significant achievement for Afghanistan. From the outset the process was designed to 
put an Afghan administration in the lead, with the international community in a strong 
supporting role. The important steps o f  the Bonn Agreement which have been taken in 
the last few years form the basis for state-building and development in this country 
emerging from nearly three decades o f  conflict and political turmoil. 

2. Among the major achievements o f  the Bonn process was the transition from a 
Transitional Administration to the creation o f  a representative government. Nationwide 
consultations and a constitutional Loya Jirga produced a new constitution for the state 
and paved the way for presidential elections in 2004. The final stage in the political 
process, highly contested Parliamentary and Provincial Council elections, concluded the 
Bonn Process in November 2005. Despite the timely achievement o f  Bonn targets, (the 
main exception being the indefinite delay in holding District Council elections), 
normalization o f  political culture s t i l l  has a long way to go. 

3. One o f  the f i rs t  responsibilities o f  the Parliament i s  to  ratify the Cabinet. As a 
result, in March 2006 President Karzai presented for Parliamentary consideration a 
proposed Cabinet o f  twenty five ministers (which represents some consolidation within 
ministries), Under the proposed Cabinet fourteen ministers would retain their portfolio, 
four would be moved to new portfolios and eight were proposed as new appointments. 
Only one woman was proposed for Cabinet. Following Parliamentary debate most 
cabinet members were approved, but five were rejected (including the one female 
candidate) and three are s t i l l  under review pending clarification o f  constitutional issues 
regarding the majority vote. At the time o f  writing, decisions regarding the vacant 
positions had not yet been taken. 

4. Afghanistan i s  a unitary state with a strong degree o f  centralization, both 
administratively and fiscally. However during the war years, while the formal structure 
remained, the absence o f  a strong central government allowed for the r ise o f  regional 
power structures. Moves made since the fal l  o f  the Taliban are once again altering the 
situation through the appointment o f  provincial governors more loyal to the central 
government. However, clarity on roles and responsibilities o f  different levels o f  
government, as well efforts at reform, s t i l l  have a long way to go particularly at the sub- 
national level. 
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5. In many parts o f  the country, and despite the unmet expectations o f  some o f  the 
population, it i s  clear that progress in some sectors has been impressive when one 
considers the situation that existed a l i t t le over four years ago. However, the situation i s  
far from normalized and the country has not yet fully emerged from i t s  state o f  conflict. 
For every success, there remain numerous challenges which, as have recently been 
recognized by the international community, will take a number o f  years to address. 

6. Security difficulties, political realities, climatic uncertainties and regional 
geopolitics a l l  highlight the fragility o f  the situation. The recent show o f  support in 
London, where the government and representatives from around 60 countries endorsed 
the 5-year Compact for Afghanistan, (see Attachment 1) bears testimony to the 
recognition by the international community o f  the enormous and ongoing needs o f  
Afghanistan. The situation requires continued attention to this “post-conflict” nation 
which has not yet entirely moved on from an emergency phase, or indeed from conflict. 

7. A unique feature o f  the engagement o f  the international community with 
Afghanistan has been the recognition that helping Afghans rebuild their state i s  the 
overarching objective o f  i t s  assistance. This requires the holistic approach set out in the 
Compact that brings together security, governance and economic development. 
Economic and social development cannot progress without simultaneous improvements 
in the security and political/governance spheres, and each i s  interlinked with the other. 

8. Despite the generally positive implementation o f  key political steps, the security 
situation in the country has deteriorated since April 2004 (see Box  1). Sources o f  
insecurity are complex ranging from anti-government groups consisting o f  local and 
foreign elements o f  the Taliban regime with a predominantly domestic agenda, 
international groups linked to al-Qaeda aimed at both government and i t s  international 
supporters, remnants o f  militias allied to political figures and commanders who have 
become marginalized, narcotics traders, conventional criminal gangs and rogue elements 
linked to security forces. While there are frequent reports o f  violence from around the 
country-both criminal and political-the most serious i s  the insurgency and military 
operations in southedeastern areas, as well as the disturbing appearance o f  newer 
suicide attacks, including in Kabul. Additionally, insecurity for Afghans i s  reportedly 
poor with crime and gangster operations commonplace, fuelled in part by the often 
lucrative opium poppy business. 

9. Clearly the long term aim i s  to have security fully under the control o f  the Afghan 
government, through i t s  own military and police forces. Yet the prospect o f  providing 
such support in the near future remains highly unlikely. Furthermore, there are strong 
concerns regarding the fiscal implications o f  supporting the Afghan National Army 
(ANA) and police structures that have been developed outside o f  normal budget planning 
processes. Although the ANA i s  now a credible fighting force, more needs to  be done to 
strengthen the police and judicial systems and international mil i tary forces will be needed 
for many years to come. The Bonn Agreement provided for the International Security 
Assistance Force (ISAF) which i s  now under N A T O  command and deploying throughout 
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Afghanistan. The US-led coalition forces are reducing their presence in the south as 
ISAF takes over, although substantial troop presence will remain. 

BOX 1: THE THREAT OF DETERIORATING SECURITY 

Widespread concern has arisen over the deteriorating security situation in Afghanistan. A recent testimony 
by a senior U.S intelligence official to the US Senate Armed Services Committee highlights this point, 
noting that attacks in Afghanistan by remnants o f  the ousted Taliban government and other anti-coalition 
groups had surged 20 percent in the past year. His analysis o f  the situation led him to conclude that 
insurgents represent a greater threat to the expansion o f  Afghan government authority that at any point 
since late 200 1 (Source: The Standard, March02, 2006). In other recent press statements NATO command 
appears less pessimistic. But even their more optimistic outlook cautions that attacks are likely to be on the 
rise at least in the near future (Source: Washington Post, March 7, 2006). 

In a progress report to the Security Council, the UN Secretary General reported that there were 17 suicide 
bombings in Afghanistan in the first two months o f  2006, compared to five in the previous three years. 
Other UN analysis o f  the situation indicates 19 suicide bombings since May 2005, an exponential rise since 
a previous high o f  4 incidents in 2004 (82 percent o f  suicide bombings took place in Kandahar). In 
addition there have been increases in kidnappings, which appear to be connected to criminal gangs, and 
strong evidence o f  orchestrated attacks against government institutions. 

The US Institute of Peace reports o f  the insurgency “The year 2005 proved to be the country’s deadliest 
since the U.S invasion o f  2001. In that year alone, violent confrontations produced approximately 1,500 
casualties.. .”. Furthermore they note that “The NGO casualty rate in Afghanistan i s  estimated to be greater 
than that o f  almost any conflict or post conflict setting, surpassing those o f  Angola, Somalia and Liberia.” 
A situation that has caused some NGOs to pull back international staff to Kabul, or even to withdraw 
completely from the country. (Source: USIP Briefing -Afghan Insurgency Still a Potent Force, February 

10. The Afghan New Beginnings Program (ANBP), Afghanistan’s Disarmament, 
Demobilization and Reintegration (DDR) program, has reached impressive targets after a 
slow start, with over 63,000 individuals o f  the Afghanistan Mi l i tary Forces (AMF) 
having been processed through the program by mid 2005. Efforts have n o w  evolved to 
addressing other armed groups, whose membership could total up to 125,000, through a 
follow-on program -- the Disbandment o f  Illegal Armed Groups (DIAG) program. 

1 1. Afghanistan’s broader role within the region i s  also an essential ingredient o f  the 
development challenge. The country has faced many geographical disadvantages in i t s  
development, most notably because it i s  a landlocked country which l ies along the “fault 
l ines” between major powers and spheres o f  influence, often resulting in severe 
restrictions on trade and people movement to  the detriment o f  economic activity and 
development. O n  the other hand, the country’s vibrant informal sector, which developed 
strong economic t ies with some neighboring countries, most notably Pakistan and Iran, 
during the conflict, has helped the population cope with conflict and other shocks and i s  
building up regional economic relations even in the face o f  restricted (or in some cases 
absent) formal economic interactions. 

12. The end of major conflict in late 2001, combined with earlier developments l ike 
the break-up o f  the Soviet Union as well as ongoing globalization and liberalization 
trends, has created an opportunity for Afghanistan to exploit i t s  location at the heart o f  
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Central Asia and promote i t s  own and regional development through enhanced regional 
cooperation. Progress so far has been modest, however, reflecting the legacy o f  conflict, 
concerns among some countries about insecurity and the narcotics trade, differing 
economic pol icy regimes, and caution about initiatives where the distribution o f  benefits 
across countries i s  likely to be uneven. In this context, building trust, a track record o f  
regional cooperation, and momentum through modest “win-win” activities would appear 
to be the best approach. This could be supplemented by “breakthrough” projects whose 
benefits are sufficiently large to influence political choices. Beyond trade and transit, 
promising areas for regional cooperation include energy, water resources management 
and labor. 

Recent Economic Performance 

13. The dismal state o f  the Afghan economy in late 2001-when the Bank and other 
members o f  the international community re-engaged with the country-is well known. 
Years o f  conflict had l e f t  millions o f  the population displaced and infrastructure 
destroyed. The human resource base was depleted through loss and flight o f  educated 
people, as well as lack o f  access to education and health during the conflict. Agriculture 
was moribund, a situation compounded by the negative effects o f  drought. 

14. The economy has strongly rebounded since late 2001 reflecting the end o f  major 
conflict, recovery o f  agriculture, and a reconstruction boom fueled by inf lows o f  aid, 
remittances, and opium revenues. Real GDP , excluding opium production, i s  projected to 
grow by 14 percent in 2005/06, following increases o f  29 percent in 2002/03, 16 percent 
in 2003/04, and 8 percent in 2004/05 (lower due to poor precipitation in that year), 
resulting in a cumulative increase o f  84 percent during the past four years (see Table 1). 
Over the same period, GDP per capita has increased by 139 percent to reach US$294 in 
2005/06. While growth has been strong, the sources o f  recent growth are to a large extent 
one-time or temporary. Hence, they need to be replaced over time by more dynamic and 
sustainable growth drivers. 

15, The macroeconomic environment has been stable, reflecting a successful currency 
reform and prudent macroeconomic and fiscal policies. Inf lat ion remains moderate (in 
the 10 percent to 15 percent range), with no recourse to the central bank to finance the 
deficit. The nominal exchange rate has been stable. Consequently, the Afghani has 
appreciated somewhat in real terms against the country’s main trade partners. This long- 
term appreciation o f  the real exchange rate i s  driven by significant inflows o f  foreign 
exchange (through external assistance and opium exports) and increased monetization of 
the economy. 
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A. Output 
GDP (US$ million, excluding 

opium production) 
GDP (millions o f  new Afghani) 
Real GDP growth rate 
GDP per capita (in US dollars) 
Opium production (metric tons) 
Opium value (millions o f  US 

B. Prices 

C. Exchange rates 
AfghaniNS dollars (average during 
solar year) 
AfghaniNS dollars (end-solar year) 
D. Monetary indicators 
Domestic currency in circulation 
(percentage change) 
Gross foreign exchange reserves 
(US$ million) 
Source: GOA, UNODC, IMF. 

dollars) 

CPI (% year-on-year change) 

2006/07 2007/08 
Projections 

Table 1: Macroeconomic Indicators 
2001/02 2002/03 2003/04 2004/05 200906 

Estimates 

2,463 4,084 4,585 5,971 7,282 
133,987 182,862 225,108 284,504 355,829 

... 28.6 15.7 8.0 14 
123 182 199 253 299 
185 3,400 3,600 4,200 4,100 

56 1,300 2,300 2,200 ... 

(43.4) 52.1 10.2 16.3 12 

54.4 44.8 49.0 47.7 49.6 
3 1.0 52.6 50.3 48.7 49.8 

... 20.1 40.9 37.5 16 

... 426 816 1,26 1 1,726 

8,885 10,363 
429,014 498,353 

12 11 
355 402 
... ... 

9 5 

18 ... I 
1,898 ... 

16. The opium economy remains a daunting challenge (see Box 2). At US$2.8 billion 
in 2004/05, estimated gross drug industry revenues were equivalent to around 46 percent 
of non-opium GDP. In the following year, drug revenue stayed almost constant, 
reflecting a 21 percent decrease in area planted with opium and a slight decline in prices, 
almost entirely offset by an increase in yields. As a result drug revenues declined relative 
to non-opium GDP, to around 27 percent. The lion’s share o f  drug revenues goes to drug 
traffickers and processors, with only around a fifth to a quarter going to the farm level. 

17. Unreconciled debts from former administrations also threaten fiscal discipline. 
Debt contracted with the former Soviet Union could have a nominal value o f  some 200 
percent o f  GDP. However, very recent announcements seem to indicate an agreement 
with Russia, the U.S. and Germany for major debt forgiveness through the Paris Club 
(see Attachment 2). If it materializes, the Paris Club deal might make Afghanistan 
potentially eligible for re l ie f  under the Heavily Indebted Poor Countries (HIPC) 
Initiative. Implementation o f  this agreement will be contingent on Afghanistan 
embarking upon an IMF-supported Poverty Reduction and Growth Facility (PRGF), 
building on the good track record achieved in the Staff Monitored Program (SMP) with 
the IMF. The SMP program started in March 2004 and seven fully satisfactory quarterly 
reviews have been completed since. 
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BOX 2: THE OPIUM POPPY ECONOMY 

The cultivation of opium has spread very rapidly over the last ten years in Afghanistan, and now i s  
practiced in nearly all of the country’s 34 provinces. Afghanistan has become the world’s leading source o f  
opiates, supplying three quarters of the market, reaching ten million abusers worldwide. Opium farm gate 
income, which was three percent of Afghanistan’s GDP as recently as 1990, i s  now one sixth o f  total GDP. 
Most opium i s  now processed into heroin and morphine within Afghanistan, and the trafficking and trade 
accounts for another one sixth o f  the country’s GDP. 

The conditions propitious to the spread o f  opium are inimical to combating it - weak governance, local 
warlordism, twenty-four years of war and the pronounced misery o f  much o f  the population. The 
government suffers conflicting stresses in selecting policy options. Experience in eliminating opium 
production in other countries suggests that a long time i s  needed, and also the weakness o f  the state 
suggests that there will be no quick fixes. Yet other factors push for quick solutions: opium i s  undermining 
both the economy and the polity, in a vicious circle o f  drugs and arms, supporting centrifugal warlordism. 

There i s  no track record for dealing with a problem like this - successful eradication models do not provide 
easy lessons for a country like Afghanistan where the state has been gravely weakened by debilitating long- 
term conflict. An approach endorsed by the UN, i s  to provide poor farmers with alternative choices before 
conducting eradication campaigns, on the humane and practical reasoning that very poor people must have 
alternatives if elimination o f  poppy production i s  to be sustainable. Yet the implications in terms o f  time 
and money are enormous. Ultimately only sustained, equitable economic growth and the development o f  
institutions can deliver the political, security, social and economic environment in which the sustainable 
elimination of poppy production can be achieved. 

The Afghan government, with its very limited capacity, has adopted an Afghan National Drug Control 
Strategy which sets the target of reducing poppy production by 70 percent in five years and eliminating it in 
ten years. The strategy leaves open the question o f  how exactly this can be achieved including deciding on 
the respective roles and phasing of eradication and alternative livelihoods, and on the respective roles o f  
action to reduce production and o f  action to interdict trafficking and processing. Thought needs also to be 
given to how at the macro and household levels, Afghanistan will be able to “replace” opium income as 
elimination proceeds. Effective implementation o f  a sound counter-narcotics strategy cannot be separated 
from the broader security sector reform agenda. 

The Bank has engaged in the debate with analytical work and i s  now moving towards developing an 
operational agenda that will mainstream a counter-narcotics approach into operations. In addition, the 
increased focus on development o f  the rural economy i s  intended to assist in providing a basis for rural 
employment alternatives. 
Source: Afghanistan ’s Opium Drug Economy, World Bank, December 2004. 

Fiscal Developments 

18. A major achievement o f  the government has been i t s  emphasis on using the budget 
as the central policy tool o f  government. For the first time in SY1384 (March 2005 - 
March 2006), the Cabinet adopted a consolidated budget combining what had previously 
been separate ordinary and development budgets. Revenue and operating expenditure 
projections are generally realistic and are appropriately adjusted in the mid-year review 
process. The development budget remains ambitious, despite the low implementation 
rate. The commitment to the “no-overdraft policy” (expenditures fully financed by 
domestic revenues and external assistance, with no borrowing from the central bank) has 
been reiterated. There have also been improvements in fiduciary controls (see para. 59). 
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19. The Government has recently adopted an initial Medium-Term Fiscal Framework 
(MTFF). Key priorities for the near-term include progressively strengthening and 
refining the MTFF over time, linking it with the annual budget cycle and national 
development strategy, and enhancing political buy-in and ownership o f  the MTFF. 

20. The implementation o f  the 2005/06 Budget shows positive developments with 
continuing adherence to fiscal discipline and structural improvements. Afghanistan’s 
own revenues are expected to well exceed the original budget target, due to strong 
performance o f  Customs receipts (Table 2). Recurrent expenditures remain within 
budget ceilings. However, actual development spending in the Core Budget i s  expected 
to fall far short o f  the budget target, by a margin o f  more than half. This nevertheless 
represents an improvement over the 2004/05 outcome. 

2 1. Fiscal developments raise the key challenge o f  fiscal sustainability. First, revenue 
mobilization remains low at 4.5 percent o f  GDP in 2004/05, one o f  the lowest ratios in 
the world, and domestic revenues cover only half o f  total operating expenditures in the 
Core Budget. The Government i s  committed to progressively increase revenues over the 
next several years with the objective o f  reaching over eight percent o f  GDP by 20 10. 

22. However, there are many operating expenditures currently in the Core 
Development Budget, and even more directly paid by donors through the External 
Budget. Examples o f  the former include public health services and transfers to 
communities, examples o f  the latter-security sector costs and technical assistance. The 
Government estimates that domestic revenue has been equivalent to only 28 percent o f  
this broader concept o f  recurrent expenditures, a figure which i s  expected to r ise to 58 
percent over the next five years. There are growing pressures from donors to shift 
recurrent expenditures currently financed through the External Budget to the Core 
Budget, sometimes without compensating increases in external assistance to the Core 
Budget. Such trends, already evident in the shift o f  al l  ANA salary costs onto the Core 
Budget in 2006/07, have to be managed carefully so as not to excessively squeeze other 
spending. 

23. A second risk to fiscal sustainability i s  the pressures to increase civil service 
salaries, Although wages have eroded in real terms over the past several years, pay 
increases unrelated to restructuring and performance improvements do not improve the 
quality and effectiveness o f  public expenditures and reduce the fiscal space for civil 
service reforms. 
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T 

Domestic Revenues 
Grants 
Expenditures 

Ordinary Expenditures 
Wages 
Goods and Services 
Capital Expenditures 
Others 

Development Expenditures 
Fiscal Deficit After Grants 
Float and Adjustments 

Financing 
Sales o f  Non-financial Assets 

External Loans (net) 
Domestic Financing a/ 

Memo: External Budget 

)le 2: Fiscal Indicators (US% million) 
2002103 2003104 2004105 2005106 

131 208 269 405 
210 299 487 589 
346 645 829 1,059 
346 452 560 678 

299 396 437 
95 88 150 
41 41 48 
17 35 42 

193 269 3 82 
5 139 73 65 

Estimates 

(15) 35 5 21 
40 

20 104 68 4 
100 309 147 

20 4 (241) (143) 
503 2,182 2,503 2,076 

2006107 2007108 
Projections 

548 72 5 
744 719 

1,428 1,657 
81 1 886 
5 14 573 

‘193 202 
25 30 
78 81 
617 77 1 
136 214 

118 
136 95 
114 109 

2,193 1,896 
22 (14) 

24. A third source o f  expenditure pressures i s  the growing need for non-salary 
spending for operations and maintenance (O&M) o f  new investments such as roads. It i s  
estimated that non-salary recurrent expenditures in 2006/07 are remaining roughly 
constant in nominal terms. Given sharp price increases for f u e l  and some other 
commodities, this most likely represents a decline in real terms, whereas substantial 
increases are called for. 

25. A fourth source o f  fiscal risk i s  pensions o f  government employees which wil l 
need to be carefully managed to avoid their ballooning into major fiscal liabilities. And 
finally, massive capital expenditures, many o f  which should be shifted to the Core 
Budget in the interest o f  Government ownership, strategic prioritization, and cost- 
effectiveness, will continue to be needed to further Afghanistan’s development agenda. 

26. All o f  these considerations highlight that external support for Afghanistan’s 
development will need to remain high in coming years, requiring pro-active management 
on the part o f  the Government to maintain high levels o f  support, as well as improved 
coordination and greater attention to aid effectiveness o n  the part o f  donors. In this 
regard the Government has endorsed the Paris Declaration o n  Aid Effectiveness. 

Poverty Prof i le  

27. Data limitations preclude an accurate assessment o f  the poverty situation in 
Afghanistan but some information i s  gradually becoming available. The f i rs t  round o f  
the National Risk and Vulnerability Assessment (NRVA) has helped to inform in certain 
dimensions (see B o x  3), and a second round in 2005/06 has been completed and will soon 
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provide consumption data in both urban and rural areas. Work i s  being done to assess the 
uses and limitations o f  NRVA to help in designing a robust and sustainable household 
survey program. These surveys which have either been undertaken or planned are 
expected to provide a more comprehensive picture o f  poverty and other social indicators 
at the national level. 

BOX 3: WHAT D O  WE KNOW ABOUT THE RURAL POOR? 

As one o f  the approaches used to measure poverty in rural Afghanistan, the 2003 NRVA collected data on 
food consumption over a recall period o f  seven days. I t  should be stressed that no methodology i s  totally 
accurate in assessing poverty and that the overall pattern i s  more significant than any precise figure. 

The data suggest that around half o f  the rural sample had experienced some food insecurity and the poorest 
segment o f  the sample report food insecurity year round. The bulk o f  the rural population i s  living on the 
edge o f  poverty, and the onset o f  a large shock-another wide-spread drought, for example-could send 
many more people into poverty. In terms o f  numbers o f  people, an estimated 3.5 million rural Afghans are 
extremely poor, another 10.5 million are vulnerable to extreme poverty, and the balance, 3.5 million, are 
less poor, but still vulnerable to poverty. 

r 
Poverty in Afghanistan i s  multidimensional, involving a complex interplay between low assets (physical, 
financial and human), years o f  insecurity and drought, indebtedness, poor infrastructure and public 
services, traditional roles and other factors. In summary, the main determinants o f  rural poverty emerge: 
Location-some parts o f  Afghanistan may have overall poverty levels that are higher than others, 
particularly the West, North and West Central. By contrast, the data indicate that the North East may have 
relatively lower levels o f  poverty. 
Number of  children-analysis suggests that the better-off households have fewer children and more 
adults, suggesting a possible link between income generation capacity and dependency, although children 
are a source o f  income as well as being dependents. 
Gender o f  household head-there i s  a strong relationship between the sex o f  the household head and 
household welfare: female headed households are more concentrated in the lowest food consumption 
quintiles. 
Disability-About 14 percent o f  rural households have a disabled family member, and some o f  these 
households are among the very poorest. I t  i s  important to distinguish, however, among households with a 
disabled member: not al l  are equally poor. 
Migration-Households who have migrated domestically (including IDPs) tend to be poorer, but those 
who have returned from abroad are relatively better off. Remittances play an important role in alleviating 
poverty. 
Human Capital-Illiteracy i s  high in rural Afghanistan, and only about 30 percent o f  household heads can 
read and write: literacy among women i s  only 10 percent. Levels o f  education are very low, on average 
only 1-2 years o f  schooling. Nonetheless, household heads who can read and write have a lower incidence 
o f  food consumption poverty. 
Land-One quarter o f  the households in the sample was landless, and some o f  these households are 
extremely vulnerable. Among those with land, ownership of irrigated land has a more positive relationship 
with higher food consumption that those deriving their livelihood from rainfed land. 
Opium Poppy-the cultivation o f  opium poppy leads to higher levels o f  income. In addition, households 
residing in communities where poppy i s  produced are also less likely to be poor. This i s  most likely due to 
the labor intensive nature o f  poppy cultivation, involving large numbers o f  workers, especially during the 
harvest, as well as the general effect o f  opium on the local economy. 
Source: Poverty, Vulnerability and Social Protection: An Init ial  Assessment, World Bank, 2005. 

28. Although economic growth i s  the cornerstone o f  the Government’s strategy to  
reduce poverty, as indicated in the IANDS (See Section 111, p. 24) complementary efforts 
need to be made to monitor the impact o f  growth on poverty and social indicators. A 
major challenge will be to alleviate the data constraints that inhibit accurate measurement 
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measurement o f  poverty and i t s  trends. The Bank i s  collaborating with the Central 
Statistics Office as well as with the IMF, ADB and DFID on a statistical master plan and 
i s  providing technical assistance for poverty analysis and monitoring which i s  designed to 
combine capacity building and analysis. 

Structural and Sectoral Developments and Challenges 

29. From the very l o w  base encountered in late 2001, it i s  clear that progress has been 
achieved, albeit in varying degrees, in a number o f  sectors. Specifically there are 
noticeable improvements in the environment for private sector development; great strides 
have been made in the provision o f  health and education services, and Afghans are 
benefiting from the rapid development o f  some major infrastructure and 
telecommunication networks. However, the ingredient which i s  key to longer te rm 
sustainability-the capacity o f  the state i t se l f  to design, supervise and/or deliver 
services-is s t i l l  missing, and the minimal capacity that has been developed over the last 
four years i s  clearly overwhelmed by the tasks at hand and remains heavily reliant on 
outsourcing, often at high cost. Moreover, the capacity o f  the state i s  constrained by the 
lack o f  government revenues and the shortage o f  skilled labor. 

30. Achievements in private sector development include the gazetting o f  the D a  
Afghanistan Bank (DAB) and Banking Laws, the licensing o f  twelve private commercial 
banks and three state-owned banks. Progress has also been made in developing the 
microfinance sector through the Microfinance Investment Support Facility (MISFA). 
Further, the government has established the Afghanistan Investment Support Agency 
(AISA) with the mandate o f  promoting and facilitating investment. Private investment 
grew from one percent o f  GDP in 2002/03 to four percent in 2004/05. Major challenges 
include access to land, lack o f  security, corruption and ru le  o f  law. A recent Investment 
Climate Assessment (ICA) demonstrated the very high cost to business o f  security in 
Afghanistan. Other constraints are infrastructure (except the strong development o f  
telecoms), and skilled labor, as well as a weak legal and regulatory framework. Lack o f  
progress in justice sector reform and ensuring the ru le  o f  l aw  i s  increasingly an issue. 
The Government’s strategy with regard to i t s  State-Owned Enterprises, including banks, 
needs to be clarified. 

3 1. Power supply remains very weak and only 16 percent o f  the population has access 
to grid-supplied power, with 25 percent having access to some form o f  power supply. 
Despite poverty, numerous Afghans are wil l ingly paying high prices for power in areas 
not served by the country’s inadequate electricity grids. The majority o f  reconstruction 
funds to the sector were init ial ly used to begin rehabilitation o f  hydro plants, related key 
transmission l inks,  re-commissioning the Kabul NW power plant-which effectively 
doubled the amount o f  electricity delivered to Kabul in the winter-and rehabilitate part 
o f  the Kabul distribution network. Afghanistan i s  importing electricity f rom Iran and i t s  
Central Asian neighbors at prices competitive with new generation, and construction o f  a 
major transmission l ine from Central Asia to Kabul  has started, which should lead to  
major improvements in supply in 2008. Going forward the country faces large challenges 
to rehabilitate distribution systems and expand access to grid-based power, as well as 
expanding rural access to electricity. The issues are not al l  technical and financial 
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however, as attention to pricing, regulations and restructuring o f  the power utility are 
equally important for sustainable improvements in quality and access to electricity 
supply. 

32. The roads sector has received a large amount o f  international assistance with 
investments in reconstruction o f  the core national highway network as well as for rural 
access roads. Gaps in the main network have been progressively filled over time, and the 
investment program for the ring road and key connections to neighboring countries i s  
basically fully funded, with most o f  it under implementation. Further investment i s  
needed to link provincial centers to the ring road system thus improving access o f  farmers 
to markets as well as to the growing problem o f  urban traffic management. Difficulties 
encountered include security problems, government capacity limitations and lack o f  
financing for maintenance. 

33. The health status o f  Afghans, particularly women and children, remains among 
the worst in the world. Until the end o f  2003, the performance o f  the public health 
system was generally poor, with the exception o f  mass campaigns (e.g. measles 
immunization and Vitamin A coverage). Subsequently the government implemented a 
new health program (Box 4) providing a Basic Package o f  Health Services (BPHS). 

34. Together with 
reasonable recurrent hospital expenditures, the Government should aim to spend about 
$5.80 per capita per year or about $140 mi l l ion annually which should be affordable in 
the medium term with reasonable GDP growth, adequate revenue collection, and an 
increase in expenditure to about 1.5 percent o f  GDP, in keeping with levels seen in other 
l o w  income countries. 

Delivering the BPHS costs about $3.50 per capita per year. 

35. In education, a huge increase in student enrollment has brought levels to the 
highest enrollment in the history o f  Afghanistan. Female enrollment in primary schools 
far exceeds that in the pre-Taliban period, although it remains well below the figure for 
boys. In 2003, the net enrollment rate for boys in primary schools was 67 percent; for 
girls 40 percent. Furthermore, regional disparities are troubling - girls represent less than 
15 percent o f  total enrollment in southern provinces where schools have been burned and 
teachers intimidated. 

36. Higher education, critical to capacity building in both public administration and 
the private sector, has also seen a substantial increase in the number o f  students, with 
enrollment jumping from 4,000 students in 2001 to 38,000 in 2004. Moving forward, 
overall spending levels in education must be sustained, and budget allocations within the 
sector should be more targeted and strategic. 

37. The government’s flagship program for community development supports small- 
scale reconstruction and development activities identified by locally-elected Community 
Development Councils (CDCs) across the country. In two and a hal f  years the program 
has reached about 8.5 mi l l ion Afghans, (around 45 percent of Afghanistan’s estimated 
18.8 mi l l ion rural inhabitants), established 10,000 CDCs, and financed over 14,000 
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community projects. About 88 percent o f  the community projects involve infrastructure 
such as irrigation, rural roads, electrification and drinking water supply. 

Indicator 

Prenatal care (%) 
Skilled birth attendance (%) 
Vaccination (DPT3) Coverage (%) 
Family planning acceptors (#) 

BOX 4: CONTRACTING OUT HEALTH SERVICE DELIVERY - INITIAL RESULTS 

March to March to YO Change 
June, 2004 June, 2005 

32.4 59.2 26.8 
2.9 7.5 4.6 
49.4 102.1 52.7 

27,180 68,940 +153% 

At the time of  re-engagement 80 percent o f  the limited health facilities that existed in Afghanistan were 
managed or supported by NGOs. Health facilities were predominantly situated in urban areas and 
accessible and more secure rural areas, leaving large parts o f  the population un-served. The Government 
had a very limited capacity to deliver services and the few Government facilities that existed in rural areas, 
had been all but abandoned. Since the beginning o f  2004, the Ministry o f  Public Health (MOPH) has been 
able to assert i ts  stewardship 
over the sector through 
performance-based partnership 
agreements (PPAs). Using IDA 
financing, MOPH contracted 
NGOs, using a competitive 
selection process, to provide 
services in 8 provinces. The 
initial results have been quite 
encouraging. An independent 
assessment carried out by Johns 
Hopkins University 
demonstrated that the quality o f  
care improved significantly more 
in the PPA provinces than in 
three provinces near Kabul 
implementing through direct 
government provision (MOPH-SM). 

Quality o f  Care Scores in PPA and MOPH-SM Provinces 
From Independent Assessments in 2004 and 2005 

66 .... . . . . . -. . . . . . ... .. .. . .- .. . . . . , 

2004 2005 

While household survey data i s  not yet available, data from the clinic-based health information system 
appears to indicate that there has been a large increase in the provision o f  services in the provinces served 
by the project. This approach has been picked up by other donors, particularly USAID and the EU, the 
other large donors in the sector. Now more than 77 percent o f  the population o f  Afghanistan has access to 
basic services and coverage will soon increase to more than 90 percent. 

Public Administration, Capacity and Governance 

3 8. The above achievements notwithstanding, there i s  a widespread recognition that 
lack of capacity i s  probably the greatest constraint (apart from security concerns) to 
achieving results in Afghanistan. Public administration reform (PAR) i s  critical for 
creating capacity in the Afghan administration to develop and implement national 
development strategies and programs. Unfortunately, despite some specific progress 
under the Priority Reform and Restructuring (PRR) program, which allowed ministries to  
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implement reforms in key departments and agencies to jump-start the PAR process, the 
implementation experience o f  PAR has clearly demonstrated that capacity building will 
be a long slow process that will require tough decisions by the authorities. The issue o f  
how to deal with the many public employees lacking requisite skills remains to be 
addressed. 

39. Some successes have been achieved through processes to contract in capacity, for 
example in the Ministr ies o f  Finance and Economy, and the Auditor General, to handle or 
advise on important fiduciary functions (audit, procurement and financial management), 
in the Ministry o f  Rural Reconstruction and Development, to provide project oversight 
and implementation, and in the Ministry o f  Health to provide basic health services, 
Although contracting out delivery o f  services provided by the state has proven successful 
and i s  supported by the government’s own strategy, there i s  some parliamentary and 
public opposition to NGOs and international firms, partly due to perceptions o f  waste. 

40. Public administration reform i s  fundamental to rebuilding the state; 
institutionalizing improved governance and combating the growing corruption problem 
(see Box 5). However greater efforts must now be focused on the PAR agenda if the 
aims o f  the IANDS are to be achieved. In this uncertain environment where progress has 
been limited, allegations o f  corruption are spreading above the petty graft o f  low-level 
officials. The Independent Administrative Reform and Civil Service Commission 
(IARCSC) has made a credible start in civil service reform and now needs considerable 
strengthening and political support to carry this complex process forward. 

4 1. Coupled with the problems o f  public administration reform are the difficulties 
encountered with technical assistance (TA). Experiences learned from the past four years 
indicate that TA has generally been provided through an ad hoc, project-based and donor 
supply-driven approach resulting in a fragmented, uncoordinated and expensive provision 
o f  assistance with the absence o f  regular monitoring and reporting mechanisms. Salary 
top-ups and hiring government staff to work on donor programs have further undermined 
PAR. 

42. The nature o f  the problem has become widely recognized and now requires a 
clear plan by government, to which donors must adhere, that will reform the way that 
technical assistance i s  assessed, provided, managed and monitored. Program 
implementation and capacity building technical assistance must be anchored within the 
responsible l ine ministries and must go hand in hand with ministry-wide reform. 
Furthermore there i s  a need to clarify the roles and relations with l ine ministries of 
various apex type service providers that have been established within government such as 
the Afghan Reconstruction and Development Services, Technical Assistance and 
Feasibility Studies Unit and the proposed National Project Support Office. 
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Box 5: COUNTERING CORRUPTION 

Allegations o f  corruption in Afghanistan, which one increasingly hears about from the media, in surveys o f  
the private sector, and through anecdotal exchanges, are widespread and on the increase. In the 2005 
Transparency Corruption Perceptions Index, Afghanistan ranked 117* out of 158, which places it among 
the world's most corrupt countries (though despite this ranking it still does better than its closest neighbors 
including Pakistan and Tajikistan which tie for 144'). In surveys for an Investment Climate Assessment 
firms reported that on average they paid an amount in bribes equivalent to over eight percent o f  sales, more 
than four times the average reported in neighboring Pakistan. Moreover, when firms obtain a government 
contract they have to pay almost eight percent o f  the contract value in bribes (Source: The Investment 
Climate in Afghanistan, World Bank, December 2005). And while allegations are rife and increasing, many 
specific details of the problem remain imprecise. The Bank has received a request from the Government to 
broaden and deepen the Government's anti-corruption efforts. 

In the near term, the Bank intends to follow two main courses o f  action. The first i s  to continue to 
implement, and strengthen, the measures already in place to ensure the appropriate use o f  IDA resources, as 
well as resources administered by the Bank on behalf o f  donors (e.g. ARTF and JSDF). The second i s  to 
conduct analysis o f  the nature and scope o f  the corruption problem and to bring to bear global best practice 
and advice for the Government to pursue an anti corruption agenda. 

The Bank has endeavored to ensure the good stewardship both of IDA resources being provided to the 
government, as well as other funds managed on behalf o f  donors, including the ARTF and JSDF. The very 
first operation funded by IDA in 2002 put in place emergency fiduciary arrangements for procurement, 
financial management and audit. This early operation has been built on in two subsequent projects which 
continue to support and develop this critical capacity, although the capacity has not necessarily been 
developed as quickly as originally envisioned. For the ARTF, there are additional layers o f  control to 
ensure appropriate use o f  donor funds supporting the recurrent costs o f  government. A Monitoring Agent 
i s  retained and implements a carefully developed risk-based monitoring process to track expenditures and 
ensure compliance in meeting fiduciary standards. The results o f  this process are measurable 
improvements in reducing ineligible expenditures and improving the quality and management of payroll 
and O&M expenditures. 

To address the broader development challenge posed by corruption and i ts  causes, the Bank will focus 
analytic efforts on examining the nature o f  the corruption problem and providing policy advice to address 
this serious issue (see para.93). A particular area for attention i s  Afghanistan's significant mineral and 
hydrocarbon potential. Good sector governance i s  essential to avoid the "resource curse" that has plagued 
many countries, where mineral development has led to great waste and corruption. While measures taken to 
safeguard IDA and other resources flowing through government channels are robust and under constant 
scrutiny, it needs to be recognized that given the lack o f  knowledge about the pervasiveness o f  the 
corruption problem, a high degree o f  uncertainty regarding the broader corruption problem in the country i s  
likely to surround the Bank's work at least for the period covered by this ISN.  
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11. IMPLEMENTATION OF THE TRANSITIONAL SUPPORT STRATEGY (TSS) (2003) 

43. The March 2003 TSS focused on four areas for Bank support (improving livelihoods; 
fiscal strategy, institutions and management; governance and public administration reform; 
and enabling private sector development) which have achieved varying degrees o f  success 
(specific results against indicative benchmarks are noted in Attachment 3). One o f  the 
major risks noted in the TSS-that o f  capacity constraints and a lack o f  qualified 
government staff- remains. Moreover the need for a strong reform program to deal with 
the legacy o f  statist, public sector based development, remains equally pertinent today as 
three years ago. 

44. Buoyed by the early gains in Afghanistan, the 2003 TSS anticipated a more rapid 
transition from i t s  emergency post-conflict status to a more 'normalized' situation. Time 
has demonstrated however that despite the progress made many elements o f  that post- 
conflict situation remain - capacity i s  uneven and weak overall, systems and procedures are 

Earlier discussions o f  " the 
security situation and the difficulties o f  demonstrating state presence around the country 
highlight the fact that peace remains fragile. 

Source: State Building, Sustaining Growth and Reducing Poverty, WB, Feb 2005 

rudimentary, though improving, 
and many areas o f  the country 
are seriously affected by 
conflict. Rebuilding 
Afghanistan i s  more than the 
reconstruction o f  infrastructure 
or reviving the legal economy; it 
i s  nothing less than rebuilding 
the state itself'. Economic 
development i s  only one o f  
several interconnected pillars on 
which the state i s  built. The 
challenge for Afghanistan i s  to 
neutralize the power o f  militias 
and criminal elements which 
had locked Afghanistan into an 
informal, low-level equilibrium 
at the end o f  the wars (Fin 1). 

45. 
been achievements under each pillar o f  the 2003 TSS. 

Within this difficult environment, and despite the strong note o f  caution, there have 

0 Improving Livelihoods: with outreach to over 10,000 communities around the 
country through the National Solidarity Program (NSP), and 8.8 mil l ion person 

~~ 

' For analysis of  state building and development see Afghanistan - State Building, Sustaining Growth, and 
Reducing Poverg, World Bank, February 2005 
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days of employment generated through the National Emergency Employment 
Program, and microfinance programs reaching 119,000 people o f  whom 85 percent 
are women, the relatively short term gains o f  this pillar have been realized. Beyond 
livelihood support these programs have served to demonstrate government 
credibility across the country. Challenges going forward will be to develop more 
permanent job prospects particularly in agriculture and off-farm employment. Also 
key will be helping government realize the longer term potential for the strong 
community governance structure established under the NSP which, through 
enhancing government presence nationwide, has implicitly reduced the legitimacy 
of some less legitimate actors and power brokers. Furthermore linkages need to be 
developed among different programs operating in rural Afghanistan to develop a 
broader-based rural development strategy. 

0 Fiscal Strategy, Institutions and Management: the government has maintained a 
central role for the budget as a policy tool, has improved revenue collection (in 
2005/6 revenue collection was 46 percent higher than the previous year) and i s  
gradually improving processes within the Ministry o f  Finance supported by Public 
Administration Projects and the series o f  single-tranche budget support operations. 
While commendable, these achievements need to not only be maintained but 
rapidly built upon to meet the fiscal challenges as the government takes on 
responsibility for covering costs previously supported by donors, such as in the 
security sector. 

0 Governance and Public Administration Reform: emergency measures adopted by 
government for financial management, audit and procurement capacity have been 
positive contributions to enabling the government to manage i t s  own and donor 
resources. However the development o f  government capacity remains limited and 
special measures to buy such capacity will be essential for some time to come. In 
the broader realm o f  public administration the groundbreaking immediate steps 
taken under the PRR process allowed for immediate reforms on a limited scale (1 6 
ministries, and 8,000 civil servants, have undergone reform through this asymmetric 
process) which are now being revisited to achieve broader and more far reaching 
results. 

0 Enabling Private Sector Development: infrastructure gains, while s t i l l  a source o f  
frustration to many Afghans, have in fact been commendable. The rehabilitation o f  
large parts o f  the national road network have been completed (including 406 k m s  o f  
IDA funded road rehabilitation completed and a further 228kms to be completed by 
mid-2007) resulting in greatly reduced travel times as well as opening up routes 
previously impassable in winter months. Coupled with improvements in rural 
road’s, which are improving access for rural communities, and the rapid 
development o f  telecommunications networks, the successes are not insignificant. 
However, improvements in power supply, urban services, and establishing and 
protecting property and land rights have lagged behind. Greater oversight i s  needed 
to ensure compliance with legal requirements for contracts awarded to exploit the 
country’s mineral and hydrocarbon resources (see Box 6). Despite a rationalization 
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o f  taxes, the establishment of a one-stop-shop for business licensing, and the 
opening of commercial banks, the private sector s t i l l  finds i t s e l f  mired in red-tape 
(see Attachment 4). Of concern are the complaints o f  ‘nuisance taxes’ which, while 
anecdotal, appear to be on the increase. 

BOX 6: BETTER GOVERNANCE FOR MINERAL RESOURCES: THE PARADOX OF PLENTY 

The Afghan mineral sector offers a source o f  economic growth, employment, and export earnings with 
abundant mineral resources that include base and precious metals, construction materials, gemstones, coal, 
oil, and natural gas. However, war and chronic neglect has led to plummeting production, stagnation, 
downstream industries short o f  essential materials, unlicensed operations and smuggling, inferior materials 
going to reconstruction projects, and energy resources remaining largely in the ground. 

Investment requirements are large and cannot be spearheaded by the public sector alone; substantial new 
private sector participation i s  needed. To be effective requires an enabling environment to attract and retain 
qualified local and international investors, by strengthening public institutions to administer the laws and 
regulations in a transparent manner. Good governance i s  essential to avoid the misallocation o f  national 
resources that could lead to increased poverty, corruption, and renewed conflict - the resource curse. 

To avoid unwanted outcomes, the government has prepared a policy to direct orderly development o f  
national resources based on transparent, competitive processes. The private sector i s  responding by 
expressing early interest in an array o f  mineral resources, including the initial competitive tender o f  the 
Aynak copper deposit. However, there i s  a danger that lower quality investors are seeking to circumvent 
such processes for both solid minerals and hydrocarbons, by exploiting capacity deficiencies in order to 
secure exclusivity to resources through non-competitive, non-transparent and possibly corrupt means. 

Anti-corruption instruments being employed by the government include developing a strong licensing 
system through a new solid minerals and hydrocarbons cadastre to be strengthened under the proposed IDA 
project for the Sustainable Development o f  Natural Resources. Also, the government’s interim sector 
development strategy i s  guided by the principles endorsed by the World Bank in response to the Extractive 
Industries Review (EIR). The Bank i s  encouraging the government to endorse and implement the 
Extractive Industries Transparency Initiative (EITI) to support improved governance through the full 
publication and verification o f  company payments and government revenues from oil, gas and mining. 
Additionally, international observer assistance could be sought for minerals title issuance and maintenance 
for a transitory period. Afghanistan has an opportunity to put in place systems to reap the benefits o f  its 
natural resources for the nation as a whole. However this requires a concerted approach to prevent 
corruption by strengthening institutions and implementing competitive, transparent processes that 
encourage quality investors who can sustain sector growth. 

The IDA Program 

46. The IDA program in Afghanistan has grown rapidly since the last TSS. At that 
time Afghanistan had already received US$lOO million in grant financing to cover four 
emergency operations, as a special post-conflict allocation. The previous TS S coincided 
with Board approval o f  the f i rs t  IDA credit to Afghanistan since the 1970s. Since that 
time eighteen additional operations have been approved by the Board, including two 
supplemental grants and two budget support operations (Annex B3). 

47. Total commitments to Afghanistan since re-engagement have reached US$1043.2 
million, comprising US$606.8 million in IDA grants and US$436.4 million in IDA 
credits. Out o f  the total commitments, US$646.7 million (or 62 percent) have been 
disbursed to date, which includes US$160 million disbursed under two budget support 
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months o f  FY06  was 25.9 percent, 

o f  15.1 percent. 
compared with the Bank-wide average 

48. The portfolio has performed 
relatively wel l  despite the difficult 
operating environment--weak capacity, 
recurring security problems, and lack 
of a formal contracting sector. 
Particularly noteworthy are the 

Analytical and Advisory Activities (AAA) 

49. The Bank’s AAA has been well received by the Government and international 
community, In addition to producing ‘just-in-time’ policy inputs, the team has also 
produced some flagship reports that have helped guide policy choices and are being widely 
disseminated (see B o x  7). 

Fig 2. Disbursement Ratios 
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0 Most recently the five-volume Public Finance Management (PFM) Review helped 
demonstrate the value o f  supporting government efforts to maintain the centrality o f  
the budget as a policy tool and urge harmonization o f  donors around this agenda. 
The P F M  Review, in particular, was able to elevate issues o f  aid effectiveness so as 
to influence the recent meeting o f  the international community in London. As a 
resul t  Afghanistan’s partners increasingly understand the need, if one i s  to seriously 
address the state-building challenge, o f  channeling greater amounts o f  their support 
through the government budget, while strengthening implementation and fiduciary 
capacity. 
An Investment Climate Assessment, which surveyed 338 f i r m s  in five major cities, 
highlights the key constraints to private sector development. The I C A  helped 
identify private sector reform priorities. 

0 
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0 A Country Gender Assessment, prepared jointly with the government, takes a 
pragmatic approach to the plight o f  women focusing on health, education and 
employment opportunities. The Risk and Vulnerability report was an important 
f i rs t  step in beginning to assess the nature and extent o f  poverty in Afghanistan. 
Other reports that have helped guide policy include the first country economic 
report in over twenty-five years, analysis o f  Afghanistan’s prospects for mining and 
natural resource development, and analysis on the economic aspects o f  opium 
poppy. The Bank has also produced work on regional trade. 

0 

BOX 7: REACHING OUT IN AFGHANISTAN 

Broadening understanding o f  the role o f  development and economic reform in Afghanistan i s  an important 
part o f  the Bank’s strategic approach. To this end the Bank engages in an ongoing dialogue with civil 
society, government, the media, the international community and political players. Translation into Dari 
and Pashto has proved critical for both simple and more detailed communications. 

Early interventions to support communications included establishing internet connectivity and email for a 
number o f  government agencies for the first time. In addition the Kabul Distance Learning Centre 
established state-of-the-art videoconferencing facilities used for training and seminars. The Bank has a 
Public Information Center located in the Kabul Office. This resource was expanded in 2004 to include a 
Development Information Center in Kabul University library equipped with computers and internet 
connections. More than 100 students use the facil i ty daily and the Center has become a popular space for 
hosting round-table discussion between development experts and university students and lecturers. There 
are plans to develop similar centers in Mazar-e-Sharif and Jalalabad. 

Women have been a special target o f  some initiatives and the Women’s Leadership Class in Kabul 
University received a grant to establish an internet cafe in April 2005. I t  i s  run by women, accommodates 
up to 25 people at a time and i s  financially self-sufficient, 

Outreach to the media i s  a natural focus and the Bank tries to assist Afghan reporters in accessing 
development stories. Training needs for Afghan reporters are enormous. The Bank has assisted by 
providing a course focused on economic issues. So far 25 journalists have received beginner training with 
follow-up planned soon. To help build capacity o f  the government communicators, the Bank plans to 
organize a week-long training for spokespersons at several ministries. 

Effective dissemination of research findings i s  a vital part the Bank’s development assistance to reach 
opinion and decision-makers and create a chorus o f  support behind recommendations for action. For 
example, in January 2006, the Bank released its flagship report “Managing Public Finances for 
Development”. The targeted communications strategy that accompanied this release had a wide impact and 
helped set the stage for the London Conference on Afghanistan. 

Civil society and the Parliament are also important constituencies for Bank outreach. Apart from routine 
information communication, and engagement in projects the Bank has engaged civil society in preparing 
country strategy and other relevant publications. Plans are underway to examine how best the Bank team 
can assist the nascent parliament and has already provided a Budget “101” to some members as they 
engage in budget discussions for the first time. 

50. Close collaboration has ensured that the WBI capacity building programs are now 
fully aligned and integrated with projects and AAA. Priority programs have been 
selected for WBI engagement, to complement areas in which IDA i s  active and to 
maximize benefits from the limited resources available. WBI has provided training and 
technical assistance in the areas of urban development, health, education, poverty 
reduction, private sector development, and anti-money laundering. 
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5 1. The Global Distance Learning Network Centre (GDLN), established early after 
re-engagement in Afghanistan, provides videoconferencing and distance learning 
equipment which i s  frequently used for learning activities and programs. 

The Multilateral Investment Guarantee Agency (MIGA) 

52. MIGA i s  active in Afghanistan through the Afghanistan Investment Guarantee 
Facility (AIGF) established in December 2004. The facility, administered by MIGA, i s  
jointly funded by Afghanistan, the Asian Development Bank (ADB), IDA, and the UK 
Department for International Development (DFID), and Germany i s  supporting the 
administration costs o f  the facility. In early 2006, MIGA, using i t s  own resources and 
those o f  the AIGF approved its f irst guarantees. Requests for guarantees from a number 
of other investors are being examined. 

The International Finance Corporation (IFC) 

53. IFC i s  focusing on selective, catalytic investments, with an initial focus on 
strengthening the financial sector and supporting small and medium enterprises (SMEs) 
and other key industries important for the country. IFC’s program includes investments 
as well as technical assistance through the regional PEP-MENA facility. IFC and IDA 
are sharing a full-time international staff, based in Kabul, which i s  helping to more 
closely align Bank and IFC strategies. 

54. IFC has two investments in Afghanistan - the First Microfinance Bank o f  
Afghanistan (FMBA) where IFC made an equity investment o f  US$1 .Om in January 
2004, coupled with TA to the newly created bank. The other IFC investment in the 
country i s  a US$7.0m loan to the newly established Kabul Serena Hotel in June 2004, 
which opened in November 2005. Both o f  these investments were made in partnership 
with the Aga Khan Fund for Economic Development (AKFED). 

55. IFC i s  considering investment participation in a number o f  institutions and sectors 
(telecom, microbanking, agribusiness, etc.). IFC investments in many cases will be 
coupled with technical assistance since capacity i s  a constraint for the modern private 
sector. More specifically, for FY06, plans are underway to provide support to FMBA, 
the new BRAC Bank, and an investment in the third cellular license company. 

56. The IFC’s PEP-MENA i s  active in a number o f  areas including providing 
technical assistance to the Afghanistan Finance Company to develop credit procedures, 
and train staff regarding credit appraisal and marketing. It i s  also establishing a 
sustainable, practical business skills training program with Kabul University and has 
finalized the design o f  a project, working with the Bank, to enhance the performance o f  a 
group o f  local firms in the green raisin and pomegranate clusters in terms o f  product 
quality, productivity, sales and export growth. IFC has had preliminary meetings with 
the Ministry of Housing. In cooperation with the World Bank, PEP-MENA has offered 
to explore avenues for the development o f  housing finance. 
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The Afghanistan Reconstruction Trust Fund (ARTF) 

57. The ARTF, administered by the Bank on behalf o f  24 donors (see Attachment 6), 
and managed in conjunction with ADB, IsDB, UNAMA and UNDP, remains the main 
mechanism for providing coordinated funding support to Afghanistan’s recurrent budget 
and investments in line with agreed budget priorities o f  the Government (see Box 8). 

BOX 8: THE AFGHANISTAN RECONSTRUCTION TRUST FUND (ARTF) 

The Afghanistan Reconstruction Trust Fund was established in May 2002 to 
support the recurrent costs o f  the government, 
provide coordinated funding for priority investments identified by government and, 
finance and place returning expatriate Afghan professionals in key positions. 

Pledged contributions to date total over US$ 1.3 billion, o f  which US$380 million were paid in SY1383 
(21 March 2004 - 20 March 2005), and US471 million (pledged and paid in) for SY1384 (21 March 
2005-20 March 2006). Pledges for SY1385 are expected to continue at similar levels. 

Once established the ARTF rapidly became one of the main instruments for Jnancing Afghanistan’s 
recurrent budget, The ARTF provides a coordinated financing mechanism, bringing together funds from 
twenty four donors. The key principle guiding ARTF financing i s  that the development program i s  
country-led; thus it responds to country requirements as articulated by the Government. The ARTF i s  
governed by a Management Committee, consisting o f  representatives o f  the Asian Development Bank 
(ADB), Islamic Development Bank, UNDP and World Bank, and a representative o f  the Ministry o f  
Finance as an observer, and with day-to-day administration o f  the fund performed by the World Bank. A 
Monitoring Agent has been appointed by the World Bank to ensure proper fiduciary management. A 
Donor Committee i s  regularly convened to discuss the management and administration o f  ARTF and 
provides policy guidance. 

The majority o f  funds from the ARTF support recurrent costs o f  government - civil servants salaries and 
operations and maintenance expenditures. The ARTF has served as a tool to allow the donor community to 
assist the government in putting in place systems to improve fiduciary controls and gradually build capacity 
in public finance management, as well as addressing issues o f  civil service reform. While measurable 
improvements in fiduciary assurance have been achieved, challenges remain in continuing the positive 
progress achieved to date. The Bank has recently enhanced its own fiduciary staff capacity in response to 
the growing importance o f  the public financial management and fiduciary issues. 

An external evaluation o f  the ARTF rated its operation highly satisfactory and raised issues o f  the hture 
direction o f  the fund - notably the scope for enhancing policy coordination into the management of the 
recurrent window of the fund, and also toJnd ways to more strategically target investments. Building on 
this interest the Bank i s  in the process o f  developing a Performance Assessment Matrix (PAM) which will 
help monitor specific benchmarks for reform. These benchmarks will form a subset drawn from the 
Compact and IANDS to provide a complementary monitoring process for priority results that need to be 
achieved. I n  this way the ARTF is demonstrating itselfto be a valuable tool for harmonization among 
the international community. 
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The Japan Social Development Fund (JSDF) 

58. The Japan Social Development Fund has provided a special window for 
Afghanistan which operates in a harmonized manner to  support national programs o f  the 
government. This successful approach has resulted in combined commitments o f  $34.6 
million, to five operations, o f  which US$21.9 mi l l ion (63 percent) has been disbursed. 
Two  projects have closed. 

Managing Fiduciary Risk 

59. The Bank’s f i rs t  operation in Afghanistan - the Emergency Public Administration 
Project (EPAP) - was designed to assist the Afghanistan Interim Administration (AIA) 
and i t s  successor in putting in place emergency capacity in key public administration 
areas to facilitate better use o f  public resources, including donor funds, for urgent 
reconstruction and development efforts. In addition, a secondary objective was to support 
a few initial steps toward laying the foundation for a transparent, well-functioning public 
administration. Subsequent projects (EPAP I1 and Public Administration Capacity 
Building I) have continued to build upon these objectives and have provided adequate 
confidence in the fiduciary controls for the use o f  public funds though there remains a 
high level o f  reliance o n  external advisors and agents to perform the key fiduciary 
functions. The impact o f  improved fiduciary controls goes beyond the use o f  IDA funds 
and includes controls for the contributions o f  twenty-four donors through the ARTF as 
well as funds contributed through the JSDF. In addition the benefits o f  fiduciary controls 
adopted by government also apply to the government’s own resources and other funds 
provided by donors directly to government. For i t s  own part the Bank has considerably 
strengthened staff capacity in core fiduciary functions with senior staff based in Kabul. 

60. The Government has achieved significant improvements in the area o f  Public 
Finance Management. I t  has maintained i t s  commitment to transparency and an 
increasing number o f  reports and budget decrees are publicly available. O n  budget 
execution and fiduciary controls, the Government has implemented a centralized 
computerized system, the Afghanistan Financial Management Information System 
(AFMIS), to issue checks and record revenues and expenditures o f  the budgets. Parallel 
improvements have been made in the central bank (DAB) payment systems. The system 
o f  Treasury Single Account (TSA) ensures strong fiduciary controls (including regular 
sweeping o f  revenues to the center and regular bank reconciliations). The ARTF has set 
fiduciary standards for the Government to be reimbursed and, over time, the Government 
has been improving i t s  performance relative to these standards. 

61. O n  external audit, financial statements for a l l  IDA and ARTF projects including 
ARTF support to recurrent costs o f  government for 2003/04 (SY1382) and 2004/05 
(SY1383) have been audited to international standards. The audit report o f  the Auditor 
General was presented o n  the 2003/04 state budget but i s  not supported by sufficient 
audit evidence. 
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62. In the absence o f  adequate capacity to manage procurement, the government has 
established a central facility for procurement. A strategy for procurement reform and 
capacity building to transition to decentralized procurement services, in l ine with the new 
Public Procurement Law, has been agreed but i t s  implementation has not advanced due to 
a lack o f  coordination and delays in decision making. The government should consider 
providing due priority and attention to implement reforms. For i t s  part the Bank i s  taking 
a number o f  steps to strengthen procurement oversight. These steps include enhancing 
support for procurement processes including ensuring competitive selection procedures 
for consultancy contracts and reducing single-source selection. Going beyond the normal 
requirements o f  project supervision, the Bank will conduct in-depth implementation 
performance reviews for large programs. 

63. While improvements have been made in budget execution and in systems and 
legislative development, effective implementation o f  a broad c iv i l  service reform holds 
the key to establishing good governance and a transparent and accountable public 
administration. Capacity building in Afghanistan i s  particularly challenging and will take 
longer than in other countries. It i s  a high risk environment and the fiduciary risks facing 
the Bank and ARTF funded operations should not be underestimated. 

64. The Bank will continue to engage with the government through a combination o f  
instruments to address the governance issue. Governance i s  a fundamental development 
issue that requires high level interventions that include realignment, role definition and 
restructuring o f  ministries, revision o f  government business processes, especially those 
susceptible to rent seeking, deep c iv i l  service reform, and improving transparency and 
accountability. 

65. The TSS o f  2003 saw three risks associated with the strategy: a disruption to the 
peace process, eroding donor interest and capacity constraints and the lack o f  qualified 
staff in government. Only the last risks have materialized -- lack o f  capacity has 
translated into l o w  execution and an ongoing dependence on advisors except in some 
areas where services are contracted out and government has developed capacity for 
supervision and oversight o f  service delivery. Even if a credible P A R  strategy i s  
implemented in the short-term, it will be essential for the government to continue to  buy 
in capacity and monitor the effectiveness and efficiency o f  these measures. Furthermore 
there are constant challenges to maintain the progress made to date on fiduciary issues 
and due to the lack o f  capacity and effective oversight, caution will be required o n  any 
decentralization o f  fiduciary functions to l ine ministries or other government entities, 
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Bank Group Country Presence 

66. The Bank’s strong on the ground presence has been key in implementation o f  the 
strategy. The Bank now has a relatively large office and has significantly strengthened 
staffing with al l  sectors represented. The Kabul team includes 9 higher level 
international staff, 13 higher level national staff and 48 ACS staff (including logistics and 
maintenance) as well as 13 international or regional staff under other arrangements (e.g., 
consultants). The weak capacity o f  the government has required a stronger Bank 
presence and more day-to-day involvement with counterparts than might be the case in 
other countries. Further additions to the team are planned to strengthen fiduciary 
oversight functions. The Bank hopes to soon begin construction o f  a country office in 
Kabul. 

Donor Coordination 

67. Donor coordination has remained under government leadership since the early 
days o f  re-engagement. A key feature o f  donor coordination was the establishment o f  a 
Consultative Group (CG) structure, which organized donors around specific areas o f  
support under the leadership o f  a ministry. The experience o f  the CGs has been varied 
with some coordinating well, while others have lacked focus and credibility. Difficulties 
can be attributed to weaknesses and lack o f  capacity both within the ministries concerned 
and within the donor partners, as well as the absence o f  sectoral strategies with which to 
align support. The government reviewed the donor coordination approach in 2005 and 
has recently revised the structure to build on lessons learned and better align donor 
coordination mechanisms with the newly developed Interim Afghan National 
Development Strategy (see Attachment 7). As noted earlier, the ARTF also provides a 
very useful mechanism for donor coordination. 

68. Going forward the government envisages continuing the operation o f  CGs led by 
relevant ministries, with a higher level Joint Compact Monitoring Board (JCMB), joint ly 
chaired by the Government and the United Nations, which will oversee implementation 
o f  the Compact and achievement o f  i t s  benchmarks (see Attachment 1). While day to day 
coordination and problem-solving will probably continue to take place in the CGs , higher 
level issues, or major constraints, will be brought to the attention o f  the JCMB (the 
representation o f  which i s  s t i l l  being finalized but will include a mixture o f  government 
ministers and representatives from the international community including the military). 

69. 
and improving aid effectiveness will be: 

Key factors in determining the effectiveness o f  the donor coordination process 

a clear articulation o f  national priorities and sequencing by government; 
donor alignment with the IANDS, government priorities and national programs 
(three quarters o f  development assistance continues to f l ow  outside official 
government channels); 
capacity o f  ministries sufficient to manage the coordination process; 

0 

0 

0 
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0 establishing and implementing procedures for technical assistance and capacity 
building to maximize the outputs from investments and develop a basis for long- 
term sustainability. 

70. The Bank’s strong presence in Kabul has allowed it to coordinate well with 
development partners and ensure IDA assistance i s  complementary to other donor 
interests, while also responding to government demands. The Bank has sought to be 
involved in areas where financing gaps exist. Where unexpected shi f ts have occurred in 
other donors’ priorities for financing, or where knowledge gaps have emerged, the Bank 
has been able to respond quickly. 
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111. The Government’s Strategy 

71. The government’s strategy to guide the reconstruction and development process 
incorporating security and political developments has evolved since re-engagement. 
In i t ia l  efforts produced a National Development Framework and a number o f  National 
Priority Programs. A re-thinking o f  Afghanistan’s needs was then undertaken by the 
government, with support from the international community, to assess longer t e r m  
prospects and needs. This vision and program was presented in “Securing Afghanistan’s 
Future” which formed the basis for renewed commitments by the international 
community at a high-level conference in Berlin in 2004. 

72. Progress in Afghanistan also provided the momentum to launch a process to 
clarify plans to achieve the Millennium Development Goals (MDGs), which were 
presented in a report in September 2005. The MDGs for Afghanistan are uniquely 
“Afghanised” providing targets to be reached by 2020 from baselines o f  2002 to 2005 
representing i t s  delay in beginning this process due to the legacy o f  conflict (see 
Attachment 5). Building on these targets the government subsequently launched a 
process to  develop a poverty reduction strategy, the first step o f  which was the 
preparation o f  the Interim Afghan National Development Strategy (IANDS), which has 
been presented to the World Bank and IMF as the government’s Interim Poverty 
Reduction Strategy Paper (IPRSP). 

73. The IANDS was completed in January 2006 and presented to a major 
international gathering o f  donors in London. The London Conference was held to launch 
the “post-Bonn” agenda for Afghanistan. The Compact, endorsed at the Conference, 
provides 27 benchmarks drawn from the IANDS, to be achieved within the next 5 years. 

The Interim Afghanistan National Development Strategy (IANDS) 

74. The Government’s strategy aims to transform the economy to enable the private 
sector to be the engine o f  growth and empower the poor to participate fully in that growth 
(Box 9). The government sees that for growth in economic and social development to be 
equitable, progress must also be made in security, and governance, the rule o f  l aw  and 
human rights. In essence, the cornerstone o f  the government’s strategy i s  to embrace 
economic growth, security and governance as connected preconditions for poverty 
reduction. 

75. Security: The government aims to provide security with the direct support o f  the 
international community, though the ANA and ANP will increasingly take o n  this 
responsibility. I t  aims to establish a legitimate monopoly on force to enforce the law, 
providing a secure environment for the protection o f  the rights o f  a l l  Afghans and 
ensuring freedom of movement for people, commodities, and ideas. The government 
hopes to establish fiscally sustainable security force sizes and will disband al l  il legal 
armed groups and work towards eliminating al l  mines and unexploded ordinances. 
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76. Governance, Rule of Law and Human Rights: Under this program government 
will establish and strengthen public institutions at the central and sub-national levels to 
achieve measurable improvements in the delivery o f  services and the protection o f  rights 
of a l l  Afghans. Corruption in government will be addressed through improved 
accountability, strengthened public sector management, independent audit and oversight, 
transparency in the operations o f  government, simplification o f  government machinery 
and procedures in i t s  interactions with the people, and a strengthened legal framework 
and judicial system. The justice system will be reformed, and government will invest in 
i t s  capacity and infrastructure, including prisons and corrections services. The strategy 
also looks to strengthen protection o f  human rights for all, especially women and 
children, and assure redress for violations. The role o f  the public sector will be 
strengthened to deliver the public goods needed for the strategy, including basic services, 
rather than engaging in production or trade directly. The strategy notes that the state may 
assume the roles o f  policy making and monitoring rather than direct provision o f  basic 
services, which may be contracted out. 

77. Economic and Social Development: The government aims to achieve pro-poor, 
private sector-led growth while eliminating the narcotics economy. The government’s 
core aims are to: (i) maintain high GDP growth rates; (ii) eliminate the criminalized 
economy; (iii) make strategic public investments to remove the binding constraints to 
growth of the formal private sector; (iv) enhance access to productive infrastructure; (v) 
enhance non opium agricultural production; (vi) enhance mining and other extractive 
industries; (vii) enhance trade and transit; (viii) develop human capital; (ix) protect the 
rights of the poor through social protection; and, (x) mainstream the cross cutting issues 
in gender, corruption, the environment, counter narcotics and regional cooperation. 

78. Key issues to the attainment o f  the strategic goals include more effective 
management o f  aid and the establishment o f  a robust and unified outcome monitoring 
system, In both cases, aligning donors to the new strategy and tracking expenditures will 
take time to achieve. The Joint Staff Advisory Note (JSAN) prepared with the IMF, and 
being presented to the Board o f  Executive Directors concurrently with this ISN, provides 
input to government on the IANDS. The JSAN recognizes the good start that has been 
made with the IANDS which provides an initial comprehensive framework for 
Afghanistan to build institutions, sustain growth and reduce poverty. In developing the 
hll ANDSPRSP, the JSAN advises that four main challenges need to be addressed: (i) to 
set priorities and ensure fiscal sustainability; (ii) to reform public administration, tighten 
public finance management, and combat corruption; (iii) to develop monitoring 
mechanisms and the analytic base for the ANDS; and, (iv) to strengthen aid effectiveness. 
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Pillar 1 
Security 

Pillar 2 
Governance, 
Rule of Law 
and Human 
Rights 
Sector 2 
Governance, 
Rule o f  Law 
and Human 
Rights 

Sector 1 
Security 

Pillar 3 
Economic and Social Development 

Sector 3 Sector 4 Sector 5 Sector 6 Sector 7 Sector 8 
Infrastructure Education Health Agriculture Social Economic 
and Natural and Rural Protection Governance 
Resources Development and Private 

Sector 
Develoument 

I (cross cutting theme 1) Gender Equ 
Counter Narcotics (cross cutting theme 2) 
Regional Cooperation (cross cutting theme 3) 
Anti-Corruption (cross cutting theme 4) 
Environment (cross cutting theme 5) 
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IV. The World Bank’s Interim Strategy 

Key Objectives and Strategic Focus 

79. While the Bank remains cautiously optimistic for Afghanistan’s development 
prospects, the situation has not yet reached a ‘normal’ situation and remains hampered by 
a legacy o f  decades of conflict, severe capacity constraints, a deterioration in security and 
uncertainty regarding implementation o f  the reform agenda. 

80. The international community has focused on a broad base o f  activities to  support 
the state-building goal in Afghanistan. It was around this goal - which combines 
political, security and economic agendas - that the international community pledged their 
support to Afghanistan in Tokyo in 2002, in Berlin in 2004 and in London in 2006. The 
Bank, as a partner with other members o f  the international community, wil l support part 
o f  this same agenda, as detailed in the Compact and IANDS. This two-year strategy, 
anticipated to  run through FY08, i s  designed to coincide with the completion o f  the 
Government’s full Afghan National Development Strategy, which will serve as i t s  PRSP 
and hopefully provide the basis for a full Bank Country Assistance Strategy. 

8 1. The Bank’s strategy for the next two years will therefore remain a transitional one 
that will continue to emphasize two broad, overlapping objectives-both to develop the 
capacity o f  the state and also to deliver results-that support state-building in 
Afghanistan: 

0 Developing the capacity o f  the state. This includes specific attention to 
developing both human (education, c iv i l  service etc) and financial (public finance 
management, revenue generation etc) capacity. The latter will require, in addition 
to ongoing regulatory and procedural improvements on customs and taxation, 
development o f  a vibrant and legitimate private sector. A key theme will be 
developing interventions to counter corruption. 
Providing tangible benefits to the population. In the short to medium-term this 
will continue to require a two-pronged approach that institutionalizes processes to 
contract out service delivery and also builds state capacity to deliver (as 
appropriate), a fundamental component o f  longer term sustainability. 

0 

Support to Afghanistan must focus on mutually reinforcing elements (Fig. 3) - good 
policieshnvestments leading to improved private sector growth which in turn generates 
revenues and provides the government the ability to provide more services thus furthering 
private sector growth. 

82. The Bank’s institutional 
strength o f  having a broad base o f  
global expertise available in economic 
and social development means it has 
been called to assist the government 
on a wide range o f  issues. In addition 
the Bank has strategically used i t s  
analytical and financial resources to Source: State Building, Sustaining Growth, and Reducing Poverty, WE, Feb. 2005 
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national programs. This approach, which has been welcomed by donors and government, 
has helped the government design national programs and mobilize support for them. 

83. Within i t s  focus on state-building, the Bank intends to shift slightly the focus o f  
the new I S N  so as to be fully aligned with the government’s development strategy set out 
in the I A N D S  and, more specifically, to respond to needs that have emerged as priorities 
- notably a need for a greater Bank role in rural development and a broader approach to 
anti-corruption measures. 

84. Despite ongoing support to rural roads and the significant outreach achieved 
through the NSP, progress in rural areas remains limited. Rural Afghanistan i s  home to 
nearly 80 percent o f  the population, and, based on preliminary data, the incidence o f  rural 
poverty i s  high. Moreover, any progress in tackling the opium poppy problem, i t se l f  a 
threat to state-building, must include growth in the rural economy providing viable 
alternatives to  farmers and increased off-farm employment. The Government has 
recognized the importance o f  rural growth as reflected in the large number o f  benchmarks 
in the Compact related to progress in rural areas. A significant part o f  the Government’s 
counter-narcotics strategy i s  to develop the rural economy and provide credible 
alternatives for farmers. A good start has been made with communities mobilized to 
direct their own development, but there i s  scope for increasing linkages and thinking 
strategically about how to continue and enhance the role o f  communities in development. 

85. The Bank’s current portfolio reflects a strategy that balances responsiveness to 
government needs with an assessment o f  comparative advantage vis-a-vis other donors. 
The flexibility afforded by the TSS has allowed the Bank to respond quickly in important 
areas where donor support did not materialize (e.g. health and education) and to provide 
analytical underpinnings and program design support for areas which lacked a strategic 
overview (e.g. agriculture). The Bank intends to maintain a broad approach to i t s  
engagement in Afghanistan recognizing that: 

the Bank’s global knowledge base means the international community will 
continue to look to the institution for assessment o f  development progress in the 
country and strategic advice at the regional, national, thematic and sectoral levels; 
flexibility will continue to be a characteristic o f  the Bank’s activities which will 
need to respond in real time to assist with emerging pol icy issues; 
there may be a need to respond with funding for reasons o f  urgency, continuity, 
impact and where financing gaps emerge in critical programs. 

0 

0 

0 

86. However, to ensure that the program remains focused on the state-building 
agenda, i s  targeted to priority areas, takes into account the Bank’s comparative 
advantage, and ensures maximum results with limited resources, al l  requests for either 
further support to existing areas o f  engagement, or the addition o f  new activities, will be 
assessed in relation to criteria which include: 

0 

0 credible performance to date or satisfactory commitment and institutional 
clear government ownership and a defined priority and strategy; 

arrangements from government (for new areas o f  support); 
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0 

0 

alignment with partners in the international community, meeting a financing gap 
and supporting a national programmatic approach; 
fiduciary risk, operational sustainability and national impact. 

87. As the Government develops i t s  full PRSP (ANDs), implements i t s  revised donor 
coordination mechanism, clarifies budget priorities through engagement with the 
citizenry (via the parliament), and as donor funding priorities or amounts shift, it i s  
anticipated future activities for the Bank may shift further to respond to the new 
environment. Furthermore the Bank will continuously review the potential for achieving 
sustained development impact and consider i t s  alternatives, in discussion with 
government and donors, if circumstances change. 

88. Under the broad state-building theme, the Bank’s work will focus on assistance to 
achieve results under three strategic pillars which reflect, to a large extent, an evolution 
of the strategy presented in the TSS and alignment with the IANDS. 

P Building the capacity of  the state and i t s  accountability to its citizens to 
ensure the provision o f  services that are affordable, accessible and of  adequate 
quality. 

Activities will include continued attention to public administration reform (including 
pensions), public financial management and fiscal sustainability including customs 
reform, where the Bank i s  already engaged in customs modernization and trade 
facilitation, and anti-corruption. Specific areas o f  service delivery will include education 
and health. 

P Promoting growth o f  the rural economy and improving rural livelihoods. 
Activities under this pillar will build on earlier interventions that deliver community 
infrastructure, rural access roads and irrigation to  also include access to markets and 
improved services that support employment in agriculture and off-farm. The team i s  also 
developing cross sectoral linkages to ensure that activities in rural areas are better 
coordinated at both the central and local level. Efforts are underway to examine how 
community level governance structures, as developed under the NSP, can occupy a 
central role in the development o f  a new model o f  demand-driven rural development and, 
by increasing legitimate government interaction, can reduce the role o f  groups that have 
become used to usurping power. 

P Supporting growth o f  a formal, modern and competitive private sector, 
The Bank will continue to  support the provision o f  national infrastructure which remains 
in high demand. Support to power, infrastructure maintenance, urban development, and 
urban water supply will continue. Direct support to enhancing the private sector will be 
through microfinance, industrial estates development, investment guarantees, and natural 
resources (mining). Good sector governance for latter will be o f  particular importance, 
In addition the Bank will provide assistance in complementary areas including higher 
education and vocational training. Given success in the sector, the Bank anticipates a 
reduced role in telecommunications support. Indicative benchmarks for progress under 
each o f  these pillars are provided in Box  10. 
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The IDA Program 

89. Details o f  the funding program are s t i l l  under discussion as the government works 
with the donors to program resources (Annex B3). IDA funding i s  likely to  include 
additional support to infrastructure, public administration reform, and rural development. 
Investments may also support HIV/AIDS (related to intravenous drug users), 
microfinance and statistical capacity building. Continued provision o f  single-tranche 
budget support operations are anticipated but will depend on adherence to an increasingly 
challenging reform program, and maintenance o f  credible fiduciary safeguards. The team 
anticipates maintaining an effort to have a broad program that addresses human 
development needs in addition to infrastructure, for which there i s  a strong demand. 
Responding to  the difficult environment in Afghanistan, and to ensure continued quick 
response in delivering investment programs, the Bank intends to continue to process 
operations under OP8.50, while ensuring that sound environmental and social safeguards 
are in place as required under the policy and appropriate to the operation. 

BOX 10: BENCHMARKS FOR PROGRESS UNDER I S N  PILLARS BY FY08 
Building the capacity ofthe state and its accountability to its citizens to ensure the provision ofsewices that are 
zffordable, accessible and of adequate quality 

IARCSC able to process 1000 merit-based appointments each year in Grades 1 and 2, and able to supervise 
appointments in Grades 3 and below 
Functions and structures defined for 6 ministries. 
Anti-corruption strategy adopted by government and regulations on civil servants conduct passed 
Procurement Policy Unit created and functioning. 
Finalization o f  procurement regulations in compliance with the new Public Procurement Law. 
10% net enrollment increase (yearly) in primary education and an increase in the enrollment o f  girls from 40% 
net to 50%. 
70% DPT3 coverage among children 12-23 months o f  age. 
90% of rural population with access to basic package o f  health services. 
Average quality o f  care in publicly financed health facilities as measured by balanced score cared reaches 60%. 
Revenue reaches 6.5 % o f  GDP or above. 
Implementation o f  core development budget (actual expenditures as % o f  original budget) 65%. 
Public access i s  granted to budget documents, monthly financial reports, annual financial statements, external 
audit reports and contract awards and bids. 

NSP reaching 70% o f  the rural population 
Incremental milk value from dairy processing o f  $23 million 
Incremental value from semi-intensive poultry o f  $10 mill ion 
3,600 ha o f  orchards rehabilitated, 1,500ha o f  new orchards established 
Horticultural exports increased by 30% 
3,650 k m s  o f  new and rehabilitated rural roads 

Connection o f  provincial centers to the ring road by all season roads. 
Road maintenance program in place, operational and routinely included in budget 
94 M W  o f  hydropower capacity rehabilitated 
25,000 new connections in Kabul city and medium voltage network in Kabul and Mazar-e-Sharif rehabilitated 

Regulatory environment for minerals/natural resources established. 
15,000 new water connections in Kabul and 20,000 in 15 provincial towns. 
Transit times at borders reduced. 
Issuance o f  regulations for the licensing and supervision o f  insurance, and other non-banking financial 
institutions such as leasing and microfinance. 
Reduction in time taken and cost incurred (official and unofficial) to obtain all licenses and permits to open a 
business. 

a 

a 
a 

a 
a 

a 

a 

a 
a 

a 

Promoting growth of the rural  economy and improving rural  livelihoods. 
a 

a 
a 

a 

a 

a 

a 
a 

a 

a 

a Two industrial parks operational. 
a 
a 

a 

a 

a 

Supporting growth ofa formal, modern and competitive private sector. 
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90. For FY06  (July 1 2005-30 June 2006) IDA i s  providing US$267m equivalent 
entirely as grants. This figure i s  anticipated to be maintained for the remainder o f  the 
I D A 1 4  period through FY08. This i s  in l ine with the 5 year pledge o f  US$1.2 bi l l ion 
made by the Bank at the recent London Conference. The pledge i s  divided into US$SOO 
m i l l i on  for FY06-08 and an additional US$400m for the following two years (assuming 
unchanged IDA allocation rules for post-conflict countries under IDA 15), which implies 
that annual allocations would decline by 25 percent as Afghanistan transitions to 
“normal” IDA allocations. The pledge i s  subject to government performance as well as 
continued donor support for IDA. 

Analytical and Advisory Activities (AAA) 

91. The AAA program will continue to have a two-pronged approach - most o f  the 
work will be of the brief, ‘just-in-time” policy assistance, with a limited number o f  
flagship reports. AAA work will: 

0 

0 

0 underpin financing operations. 

help government define sector strategies and facilitate aid coordination; 
address complex and controversial development issues; 

92. The government’s advisory needs continue to rely on shorter-term policy advice 
and analytical work built into program preparation, which has been well received in the 
past. As the government develops i t s  IANDS into a full development strategy - which 
will serve as i t s  PRSP - the Bank will support work focused o n  the poverty reduction 
aspects o f  proposed sector approaches to build on complementary activities supporting 
poverty data improvement. More in-depth analysis will be carried out on two areas that 
have grown in importance. 

93. One o f  the areas for a more detailed report will be to look at the problems around 
the increase in corruption and how to tackle it. The pervasiveness o f  this problem i s  
apparent from consultations with Afghans, the Investment Climate Assessment and the 
media, but to date there has been l i t t le  analysis on the scale and nature o f  the problem and 
i t s  causes, nor the options available to address this complex issue at the heart o f  good 
governance, efficient public administration and an enabling environment for private 
sector development. A further issue i s  how to improve transparency and mobilize public 
participation. 

94. Efficient and effective public service delivery i s  a challenge in any nation and in a 
country like Afghanistan which i s  so constrained in terms o f  resources-both human 
and financial-even more so. While building government capacity in core functions i s  
imperative, many options exist to deliver public services. The Bank wil l conduct analysis 
to assess sewice delivery and systems of accountabiZify. This will include areas such as 
public administration reform at central government, provincial and district levels, 
analysis o f  the appropriate roles for government in the delivery o f  services (e.g. the pros 
and cons o f  acting as supervisor and regulation setter or actually as provider), the role o f  
communities, and governance approaches at different levels to ensure efficient delivery 
o f  services while also strengthening accountability to citizens. 
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Cross Cutting Themes 

95. A major cross-cutting theme o f  the I S N  will be on capacity building which, as 
already discussed, presents i t se l f  as one o f  the major constraints to development. 
Coupled with reluctance by government to support technical assistance, this will require a 
greater focus. Under the new I S N  the team plans to help government unbundle the 
capacity building issue - looking at defining roles o f  government, ministries and the 
private sector, short-term technical needs, medium-term needs to ensure strategy 
development and program implementation, and longer-term capacity building o f  
nationals. The team will draw from the lessons o f  experience in successful ongoing 
operations, and will also pay attention to the appropriate mechanisms for coordination 
and oversight so that greater effectiveness can be achieved from both the resources 
devoted to capacity building, as well as the resources to deliver services and implement 
programs. 

96. An area o f  support that warrants greater attention relates to land issues which the 
I C A  identified as the greatest constraint to private sector development, and which 
underlie the crisis in urban housing. Land conflicts are an emerging constraint to public 
investment as rehabilitation work i s  increasingly replaced by new investments. 

97. Technical assistance i s  being provided to build the capacity o f  the recently 
established Land Commission and communities to  formulate policies and adopt practices 
that address land-related conflict and vulnerability. Technical assistance i s  also 
anticipated to review the current legal and regulatory framework guiding land acquisition, 
identify gaps in relation to the World Bank’s safeguards requirements, and in 
consultation with relevant stakeholders develop specific guidelines and standards for how 
land acquisition should be managed in IDA funded projects, setting a standard to be 
extended to other donor and government funded projects. 

98. Other cross cutting themes are gender equity and environmental safeguards. 
The Bank has followed a pragmatic approach to  incorporating environmental and social 
safeguards in the program since re-engagement. Keeping in view the lack o f  social and 
environmental management capacity in implementing agencies a framework approach 
was adopted for emergency operations. The objective o f  the framework was to help 
ensure that activities under emergency projects protect human health; prevent or 
compensate any loss o f  livelihood; prevent environmental degradation; enhance positive 
environmental and social outcomes; and, ensure compliance with World Bank safeguard 
policies. The Bank supported in 2004-2005 an init ial  program o f  training and capacity 
building for social and environment management in key sectors (water, power, urban, 
rural, o i l  and gas and mining, roaddtransport). The Bank also initiated activities o n  inter- 
sectoral water and environmental management using decision-support tools. 

99. The recent creation o f  the National Environmental Protection Agency (NEPA) has 
filled an important institutional gap. The IANDS has a benchmark for Environment and 
a clear sector strategy and program. The challenge i s  now to enable N E P A  to fulfill i t s  
newly assigned mandate and harmonize policies and programs to move from a donor- 
driven to a Government-driven agenda for environmental management, 
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100. Social safeguards efforts also focused on mainstreaming notions o f  ethnic equity 
and gender inclusion in projects, the latter being further facilitated by the preparation o f  
the Country Gender Assessment. The Country Gender Assessment for Afghanistan, 
prepared jo in t ly  with the government, was launched in early 2006. This report used as i t s  
starting point issues o f  health, education and employment to illustrate the enormous 
challenges within the country and put forward policy advice. The Bank's strategy i s  to 
lend support to  the government's policy o f  gender mainstreaming, continuing to pursue 
the least confrontational l ines and build opportunities into the Bank's portfolio where 
tangible gains can be made. This will involve strengthening women's involvement in the 
sectors where they already have an acceptable presence including health, education, and 
the c iv i l  service - which would aim to improve women's economic situation as well as 
contribute to improved service delivery, i.e. in targeting women and children. 

101. Another area of emphasis for economic empowerment will be to strengthen 
women's roles as producers in the rural economy, particularly horticulture and livestock 
as well as building linkages to ongoing programs such as NSP and MISFA. In the urban 
economy, the focus will be on job  creation through industrial sectors where women 
already have a foothold through a link with upcoming Bank support to industrial parks, 
but supported through exploratory work on how to increaselfacilitate women's 
employment (e.g., transport, creche facilities etc.). 

102. Finally the issue o f  regional integration, as noted earlier, will continue to be an 
important theme cutting across different sectors. The most promising areas for furthering 
regional integration include transport, trade and transit, energy, water resources 
management and labor migration. The three Bank regional offices - Europe and Central 
Asia, Middle East and Nor th Africa, and South Asia - are working together in each o f  
these areas and prepared a strategy paper on the Wider Central Asia Region for the 
regional cooperation conference in Kabul in December 2005. The approach has been to 
facilitate agreements among regional countries on development issues, strategies and 
programs, realizing that this i s  a long term process. In parallel, the Bank i s  working with 
coalitions o f  like-minded countries and other partners such as ADB to further specific 
investments, such as international power trade. 
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V. Prospects and Risks 

103. Afghanistan’s achievements in the last four years have in many ways been 
impressive. Political and economic developments have exceeded the expectations o f  
many and some tangible results are evident for example in community infrastructure, 
schooling, health, telecommunications and transport. Nevertheless, the f ru i t s  of 
economic development have been distributed unevenly, the quality o f  public services i s  
often poor, and public expectations raised by major donor meetings, remain unfulfilled. 
Progress on providing day-to-day security for the Afghan population and creating a 
peaceful society where individuals and communities can thrive and prosper remains 
disappointing. Moreover, despite evidence o f  improvements, it i s  not clear that tangible 
benefits o f  peace and the post-Taliban period are being fully perceived by the population 
at large. 

104. Such an environment places high demands on the government, which i s  already 
coping with the challenges o f  new democratic institutions. Prospects for state-building 
and economic recovery require the government to stay the course on the reform agenda, 
implementation o f  which has, for the most part, been commendable to date. Slippages on 
reform, possibly to  appease populist demands, risk losing the positive outcomes o f  gains 
made to  date and undermining support from the international community, which has until 
now remained very strong. 

105. A priority o f  government at this stage must be a more focused effort on 
prioritization and sequencing o f  interventions within budget constraints, while 
simultaneously collecting more revenues and improving the effectiveness o f  aid to 
expand the envelope o f  opportunities. In addition, donors and government must work 
more closely to improve the capacity o f  the government to design and oversee 
implementation o f  programs which will be fundamental for long-term sustainability. 
This would involve a transition from donors implementing activities off-budget, in 
response to government strengthening budget management and fiduciary controls, 
Infrastructure needs notwithstanding, economic development also depends on human 
capital created through education and health. Development also needs to be balanced 
between cities where much incremental economic growth will materialize, and rural areas 
where most Afghans live. Moreover, a clear and effective strategy to improve 
governance and accountability at al l  levels i s  essential to  ensure the state can be 
strengthened and overcome the negative influences o f  corruption and the drug economy. 

106. The risks o f  operating in Afghanistan should not be underestimated. Despite the 
considerable progress achieved through the Bonn process, daily events remind us that 
security remains a major constraint and there are no immediate indications o f  it 
improving. Risks fal l  into two main categories - there are a number o f  broader risks 
which could impact the Bank’s work but which cannot be addressed through Bank 
interventions or directly mitigated -- and a second category where the Bank has measures 
in place to minimize the possible downside effects on the program. Those falling in the 
former category include: 

0 the continued threat to the state o f  the opium/criminal economy; 
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0 

0 

0 

0 

0 

geo-strategic competition for natural resources; 
backsliding on reforms particularly given populisthationalist pressures from 
parliament and other interests; 
security difficulties (either continued or worsening situation) affecting the Bank’s 
ability to operate in al l  areas o f  the country, including perhaps in Kabul; 
lack o f  donor follow-through on recent commitments o f  support and lack o f  action 
to improve aid coordination and effectiveness; 
lack o f  progress in justice sector reform and in cementing the rule o f  law. 

In these areas the Bank will continue to monitor developments and, where appropriate, 
raise i t s  concerns with the government and the international community. I t  i s  also likely 
that some o f  the issues would be raised in the Joint Monitoring Board, co-chaired by the 
Government and UNAMA. Measures are in place, and updated routinely, to deal with a 
possible deterioration in security conditions to ensure staff safety. 

107. 
both through direct interventions and policy dialogue. These risks include: 

The Bank’s program i s  designed to mitigate the risks falling in the second group - 

0 

0 

corruption o f  government, fiduciary risks and a lack o f  oversight for contracts 
governing extraction o f  natural resources and other private investments; 
continued inadequacy o f  implementation capacity (including a possible growing 
intolerance to pay for external support to build capacity and a continued negative 
perception o f  the role for NGOs); 
lack o f  progress on developing public administration reform at al l  levels; 
dysfunctional land markets, with increasing risks particularly regarding land and 
resettlement issues which could also start to impact program implementation. 

0 

0 

108. The Bank has a number o f  mitigation measures which include finding workable 
and affordable approaches to provide the necessary capacity to implement programs, 
addressing public administration reform through analytical work and program design that 
also engages with the broader donor community, as well as additional measures to deepen 
fiduciary controls. The experience o f  the past four years has shown that capacity 
constraints in government can be mitigated by contracting out service delivery (e.g. 
health), financing implementing partners (e.g. community development), or more 
traditional methods appropriate to large infrastructure projects such as government 
contracting out design, engineering supervision and construction (e.g. roads). Essentially 
this wil l involve further defining the role o f  government, sector by sector, to  assess the 
most effective approach that also takes into account the human and institutional capacity 
that exists within and outside government. 

109. Specific support to the management o f  natural resources will attempt to mitigate 
the potential problems highlighted earlier. Public administration and budget support 
operations continue to build public finance management capacity that supports fiduciary 
improvements. If deemed necessary fiduciary oversight will be further strengthened so 
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that confidence that IDA and other resources flowing through government channels are 
used for their intended purposes i s  maintained. 

110. Regarding land markets the Bank i s  providing direct analytical assistance in this 
area, in close cooperation with donor partners. The Afghanistan Compact contains 
benchmarks o n  land management. Bank operations will minimize involuntary 
resettlement, given the lack o f  clarity on land ownership in Afghanistan, and will apply 
the Bank policies, recognizing the risks. 

11 1. A further important element determining the success o f  the program will be the 
Bank’s ability to maintain a strong team in Kabul. Given the difficult working and living 
conditions and the need for intensive support to the government to deliver programs and 
aid coordination, South Asia management i s  continually reviewing i t s  options for 
staffing. However a downside risk in this difficult environment i s  recruiting experienced 
staff and their replacements at adequate levels to oversee the program. In addition to 
staffing difficulties, the operating environment i s  costly compared to other locations, a 
problem which i s  further amplified by the dearth o f  highly qualified national staff. The 
need to continually strengthen security arrangements and the distorted real estate market 
in Kabul, also add to operating costs. 

112. In this environment i t i s  important to recognize that a downside scenario i s  
possible that would be in response to one or more factors which could include 
considerable deterioration in the policy or security environments, weakening o f  
governance and broad or sector specific problems in program implementation. 
Depending on the extent and nature o f  the problems the Bank would conduct a careful 
review o f  operations to decide how to proceed. Actions taken would depend on the 
specific difficulties encountered and decisions would be taken in consultation with 
government and i t s  partners. 

113. For serious security related difficulties the South Asia region maintains a 
contingency plan which will continue to be regularly reviewed and updated to ensure 
staff safety. The plan includes options for maintaining Bank support to  Afghanistan 
while managing risks to staff and providing them with adequate protection. 
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ATTACHMENT 1 

THE M C H A N f S T A N  COMPACT 
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ATTACHMENT 1 
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Clpcr:ititrti I-hduring Frccdcrrxi (OlSF) m d  par t r ic r  n a t i o n s  invo l \d  i t1  sccurit) scctm r c f imn  
u i l 1  contiiiuc to p r n v j d e  strong s u p p o r t  to the Afghan G o v c m m c n t  in cstahl ish ing a n d  
suetair i ing sccuritl ar id  stabi l i t? in Afghanistan, subject  to pa r t i c i pa t i ng  states' na t i ona l  app rova l  
procedures. 'J'hc)T will coi i t inuc tor strcngtheti and dc\dop the  capaci ty of thc t i a t k n a l  sccurit!* 
for ccs tc ) c n sure th ,it t 11 el, become full y funct ional .  AI  1 [>I 1; count cr- t c rr or i s m  o pem tic ) 11s will 
bc ccsnductcd in close coordjn,ttion with thc AfglLin C;o\ernmcnt arid ISAF. ISAT;  will continue 
to expand i t s  prcscncc tliro~ighout Afgl iai isran, i n c l u d i n g  through Prov inc ia l  Rcco r i s t ruc t i o t i  
' I ' c m x  ( rn ' l ' s j ,  \vi11 c o i ~ ~ i i u c  tu prt.imcttc s t ' i l d t !  and support secur i ty secmr  re fo rms in i t s  
W C ~ S  of qmauoti. 

GOVERNANCE, RUI,E OF LAW AND HUMAN RIGHTS 

l h n o c r a t i c  go \wr imcc  and t h e  protcct l trn of h u m a n  r i d i t s  consti tute the corticrstcmc 
of ~ ~ t : U n : t b l c  p o l i t i c a l  progrcsh in Afghariictan. 'I'hc i2fghan Go\ c r n n i c n t  u r i l l  rsipidl!~ cspnrrd 
i t s  cap;lcitl t o  provide hasic scrviccs to t he  p o p u l a t i o n  throughout the countr?: Tt will rccriut 
cr)mpctcnt and crcdiblc p r t ) f cw iona ls  to public scrvicc on the hasis r r f  merit; establish a niorc 
cffcctivc, A cc(  in t able and rr a m p  rcn t :idrn in i s t ra  t i c  ) t i  a t  ti 11 l ev  CIS ( f C IN cr  n n i c  n t; ;-in d 

iirsiblc iniprrwerncnts in fighting cor rup t i on ,  trpholcU rig justice and the rule of 
1:1a md prt , inot i I iSrcspcct for t h e h u m a n  rights uf all Afghans. 

'I*hc Afg11,m C>ovcrnmcnt  \vi11 priorit\ t o  thc coordinatcd cstahlishnicnt in each 
p r o v i n c e  of func t i ona l  i r i s t i t u t i o n s  including c iv i l  administration, pnhcc, prisoi is and judiciar!. 
'Fhcsc ins t i t u t i ons  will h,ivc e+pprrqxiuitc lega l  frmic\vr)rlts and a p p o i n t m e n t  p x c d u r c s ;  trained 
st a ff; .ind ad c qua te rcniun c rat l  on, mifist r u c t u  re  and audit iiig capaci ty  'I'he C; I )vcr t i  rnc n t will 
cs tahhsh ,I fiscall! arid i n s t i t ~ t i n i i ~ ~ l l y  sustainablc adnliilistratioii for future clcctions undcr the 
super\ i s io i i  of the A i g h m s t a n  Independent FJcctoral Co inmiss ion .  
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CO LJN'TER-NARCOTICS A CRO SS-CUTTING PRIORITY 
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'I'lic Afgli an  C ; ( x w r i m c n  t and tlic in1 crnational c m i  niiuii t) arc cs t ati l i  sling a Joint 
Coordination and hltmjtoring Board i%r the implcmcntat im of thc p d i t i c a l  commitments that 

ccmiprisc th i s  C:onip:\ct. As dct'iilcd in Aiirics 111, t h i s  Board will b e  c o - c l u i r c d  b y  the Afgian 
Chwri i rncnt m d  thc I-nitcd N a t i u n s  arid wil l b e  supported b!, a smnll secretariat. I t  will e n s u e  
g c at c r cc > 11 cr c ncc ( ) f c fiC > rt h !t th  c A [glian C; t )vc r n nic t i  t and in tcr na t i r  ) nal cnmrnuni t y to 
i m p l c m c n t  the Cornpact and provide re$ar :md timclypublic repo r t s  mi i t s  execution. 
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A N N E X  T 
R E N  C 1-1 M AR K S  AhTD TI MET ,I RT E S 

SECURITY 
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II 
GOVERNANCE, RULE OF LAW AND HLJrVlAN RIGHTS 

Pu bUc Acl in i n i s i r a  tivc Rcfor in 
Rj end-2010: G o v c r n m c n t  mxhincry finchiding the  ririmbcr of niniqtr ics) will he rcs t r l i c tu rcd  
and ration,llisetl it-) ensure A il 1) w s t a i n ~ \ ) l c  pu ld ic  administration; the c iv i l  service 
co inn iss i rm Ix strengthened r l  civil service functions bvj;viu b e  refisrmcd to reflect corc: 
funct ii 11s a n d  rcspo nsibi l i  tlcs. 

h clear arid t r a n s p e n t  nnunnal ;ippoiintrncnts m c c h m i s m  will be cstaldishcd within 0 mtmtl is,  
~pplicd tvithiii 13 nionths and ful ly implcrncritcd within 24 month?, fur a l l  senior lcvc l  
.<pp( )in t m e n  ts t~ h cc~~tndp 1"972,wt~?jlo7?;1f/tb@ j udj c i q ,  a? wcll as fc ) r prr t i  nci al wernors, cl  i k Es of 
police, d istr ict  d rn in is t r ' i to rs  arid provincial heads of sccurit\, 

By cnd-2006 a r c w u  of thc nun ihc r  of administrative Lirits and d ic i r  houndar ics  will hc 
i indcr takcn  w i t h  the a r m  of cont r rbuung to fiscal siistainabrlity. 

Ry cncl-?0li l, in ftirthcrancc of t h e  wrirk r ) f  the civ i l  service cornn 
appi r i t tncnts ,  vet t ing pmcedurcs  and pcrfnrmancc-bmd review s will be 
scr t  ice po~it ioi ic  a t  a l l  I c v c l ~  of govcrnmcnt, inc lu t l ing  central g m c r n m c n t ,  t h e  1 tdiciar! m t l  

poiice, and requisite support wjli h e  provitlcd t o  build the  capacity oftl ic c iv i l  service t o  func t i on  
cffccti\cl!: Annual pcr~irm,tricc-haccct rLwcw s ail1 hc uncicrtakcn ftrr al l  senior s t , t f f  (grade 3 
x11d dhO\'C) m r t q  b! end-200'. 

Anti-Corruntion 
'1 h e  1% Convention 
ad,ipted accordiiigl: 1)) cnd-2(107 and n momtoring mechmis rn  tu o\ cr  
I)c in place 11) end-3OOX. 

T h e  Census and Statistics 
'I h c  census e ~ i u t i i c r ~ i t i o ~ i  si;viuIx cornplctcd b y  end-7008 and d ie  c(-mipletc results puMishcd. 

12cli;lblc statirtrcal b a s e l i n c ~  will b 

ns t  C:orruption will bc  ratified by cnd-2011h, nation,il I cg~s la t ion  
mplerncnta t ion  wdl 

1 for a13 quantitative hcnchnlarks h!, niid-2nIK' ant3 
st t l lenl. qatj,tio;il c;1pAcitj h i l t  t i t  t r ~ c k  Ixwgrc: 

N a t i  anal Assembl v 
'X '11 e hi d o n a 1  Asscm M wi I1 1)c prr x i  dcd with tcc hnical arid a l l r r i h k  t ra dvc support by mid - X O O  
to fulfil effectively i t s  co t i s t i tu t iond ly  mantlatcd roles. 

Elections 
Tl ic  A fg lmh in  Irzdepcndcnt I l l cc to ra l  Co i run iss ion  w i l l  have thc high integrit!, capacit! and 
rcsourccs to undertake clcctioiis iri ari iticrcasitigl!~ fiscally sustanablc niatincr 171, cnd-2l)O8, with 
t l ic Gocc rnn ien t  of Afghanistan con t r i bu t i ng  tci the cxtcnt possible ti) the ct jst  of future 
dcct ions from 11s o\t n resources. -4 pcrn lancr i t  civd and voter rcgistry with a sjnglc nat iona l  
rdcntiry documcntuill h e  ~ s t a l 3 l i s h  

Gender 
By crid-2010: the N'tticmal Action Plan ftkr Wornc1i in A f g h n i s t a n  will hc  full! irnplcmcntcd; 
md, III hnc  \I ith .\f@uii istan's X l D G s ,  fcnialc participauuri in aU Afglian gotrcmancc 
institutions, includrigclcctcd and appointed bndies m d  the civil service, udl be strengtlicncd. 
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INF MSTRU C'f LJ RE D NA4T URAL RE SOU RCES 

Air Transr3ort 
81 cnd-20 10: Iiahul I n t c r n d i t i o n a l  Airport and I Icrat  Airport will achicvc full I t i t c rna tmr ia l  C: i \ l l  
, I v i a  t ic ) t i  0 rpi nj sit i c  n c( Imp lia 11 cc; hf amr- i  -S 371 rif, J alalabad and T<a nd ahar will b c upgrd cd 
uith r m u  ti? rcp:iirs, rur navigntion, l i r e  nncl rcscuc rmd m un ic  at 11) n s  e q (up me n t; h 

domestic a i rpor ts  v, 111 b e  up cd to f&lcht,ltc dornc air transportat ion; and  &iir t ranspor t  
services and costs \vi11 b e  inc national marlcct standards and  ratch. 

Emir onmcri t 
I n  Ii ric \vir h 1 fgli :in i s  t :in's h R3 C; e,, c n v  i ro r ime n t al regula tis r y fmri lcwt ) rlt s a n d  m anngcmc nt 
services uill he cstat l isl icd for the p ro tec t i on  of air and \vatcr y y, ~ a s t c  managcrncnt and 

rfevdtrpcd arid implcmcntatitrn s t i l r t cc i  a t  )II ccmrol ,  and tiatural rcsriiircc po l iwcs  \vi 
s ofgnvcrnmcnt  as well LIS the commuil i ty 
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EDUCATIOPIT 

Hipher - Education 
By end 201 0: t.nrcdrncnt of students to urivcrhit ies wil l b e  lO(3,OOO with at l eas t  35" fctnalc 
Stucjciits; and t l i c  c u r r i c u l u m  in Afg l ian is tm 's  pu ld ic  universit ies will b e  rev ised tc, meet  the 
dcvcloprncnt ncccls of t h e  count ry  nntf p r h t c  s c c t n r g r o u  th. 

H e a l t h  ar id  Nutrition 
By cnd-2I)l I), in linc with rb$innjstan's MDGs, the Basic Package of T Ical t l i  Scrviccs will b e  
extended to cover a t  k i s t  (In% of t l i c  p q w l a t i o n ;  r i ia tcrna l  mor ta l j t )  uill b e  reduced !>!* 15%; 
3 r d  full i rnn iutz i ra t inn co\-*cragc for in fan ts  widcr-S h r  \raccinc-prcvcntablc cliscascs will be 
:icliiccwl and tliar mor ta l j t y  mtcs reduced by 2W6,. 

AGRICULTURE AND RURAL DEVEL0Pl)rlENT 

Apriciiltiirc and Livestock 
By end-30 1r): "I'hc ncc  
p r o d u c t i o n  and produ 
qqicul t i i rc nnd agric 
increase 30 pcrccnt; particu1;ir cor  
l i ca l th  and food sccur iq  hjrinstiruting 
ITI cch  m i s  ni s, h upp ()rung tkr m c  rs' 
t i r n  el y price m d  \v LQ t l ic  r -  r e  la  t cd 1 nfo r nu t inn and sta us t i c  s, 

xssistancc and securing iicccss t o i r r i g a t i o n  m d  u'atcr 

n s  ti t uti( mal, reg& tor!, a n d  i nccntivc frbinicwsrk tr > i r i c r  
ill b e  cstatr l ishctl  to crcatc a n  enab l i ng  c t i  
cd rural intfustrics, arid put) 
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Cn ti fit e t - N  a r m  tics 
B! cnd-XNO, the  G o v c r n m c n t  
mnud r tduct ion in t l i c  m i o u r i t  of I d  under poppl* t i r id  otl icr drug c u l t i v a t i o n  hy  the 
st r c  ngt h e n  irig a n d  dive rs i  fi c at i c  ) t i  c)  f licit 1ivclihc)cids and oth cr count cr-narcc ,tic s mcmurcs, as 
part of t h e  overall gml of a dccrcase In t h e  absolutc arid rclat ivc s i x  of the d rugcc ts r i omy  in l i ne  
\vi t 1.1 t 11 c C ; ov c r r i  rncn t ' s 1\ f I2  C i t arp t . 

design arid imp len ic r i t  propm~rncs to achicvc a 

SOCIAI, PROTECTION 

Di sa b Ied 
Bs ~nd-2 i l l0 ,  increased m i s t d n c c  uill be  provided to rnrc t  th 

j r ic lu t f ing t l i c i r  jntcgrd t l o i l  in society thro~igh o p p o r t u r  
ccial riccds t r i  all  

Rcftieccs and IDPs 
By ciid-20113, 311 r c f  s optiiig t n  r e t u r n  :znd inccrilall! diqdaccd p c r s n n s  u.ill bc p r t i v i d c d  

r a t i n n  i n  t h c i r  local ccimmuriitics; thcir i n t c g r a t i o n  wjll he 
:d d c vc k q m i c  n t pr ogr animc s , par ucu lar 1) in 

Go ti f i t  cr-Narco tics 

arid p r o v i d e  improved trc;itniciit for drug users. 
d - X I ~ I ,  thc I k ~ v t l t m n c n t  wi13 i m p l e m e n t  prcrpmrncs ti) rcducc t l i c  demand for narcot ics  
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Rc pi on a1 Coo acra tion 
13y ciicl-201t): Afghat a c l i i e ~ ~  1r~wt.r transit tjnics through 
,tfghanistan hy means o f  cocrpcrsitivc border mnnagcmcnt and othcr niul t iJatcrd or bi lateral 
trade :itid t r a n i t  agrcemcnts;  Afglianixtan will increase the a m o w i t  r d  electricity available 
t h r t  )uig11 hila t cr al pt )w cr p urc h ; a~id Afghanistan, i t s  neighhtmrs and countriss in the regicm 
will reach ag rccn ic i i t s  to e i i a ldc  A fg l ian is tan  to import slrillcd labour, and t o  enable i i f& ians  to 

f i  md i t s  ticighhrrurs 

\L ork in thc r c j m  and send remit lances hi.lrnc. 
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ANNEX X I  

Ih1EPROVINC THE EFFECTIVENESS OF AID TO 
A F G H A N I S T A N  

Cc-)iisistcrit wi th thc Par is Declarat ion ntid t h e  p r i r i c ip lcs  of c o o p c r a t h i  of  t h i s  
( :onipac t, the  C k  ivcr  nmcri t and the i r i t c r r iau  on al community providing 
Afghaii ist:m agree that  t h e  p r i r i c ip lcs  for improving the  ef fect iveness of aid to A fghan is tan  
under this C:ornpnct arc: 

T h c  Donors will: 
i s txncc  . c \ - i t h r i  t he  fr.amcv.r)rk t)f the Afghanistan Xatiorul 13 

Stratcg! ; prt)gr:onmc\ ar id p ro jec ts  will hc  c o d m a t  
f i ~ c u s  (in pricIritics, cliniir iatc duplication a n d  ~atiiin 
cc t s t  -ct'iecllvc t i  

th C h v c r n r n c n t  in o r d e r  to 
(mir activi  tics to maaimiw 
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in& prov i r lc  m o r e  prcr6cthihlc ilnd niulti!*car funding comtnitnicnt.; or 
I n s  of m u l t i y e a r  suppor t  t o  A fghan is tm to criablc t l i c  C;ovcrnmcnt to plan 

bc t t c r  the ~ n i p l c m c n t a t i o i i  o f  i t s  Ivciuonal Development  Strategy and provide untied a id  
\L hcncvcr pmsib lc ;  

Incre'isc the p r r q x m o i i  of donor t a m e  channelled direct ly through the  core 
1, iidgc t , as g r c c  d bd :Itc rid1 y bc t \L c c c C;cnvriirncnt arid each doricir, as 
tlirocigli o t l i c r  i i i o r c  p r c & c t d ~ l c  c c m  1 d g t  funding niod;ilitics in which tire 
G I )\ c riim LTI t par  tl cipa t c s, s uc 11 IS tt 1 c h [ ; ~ l i a  rn Rcc oil s tr uct J t ) r i  'I L u s t Fund (.kR'l'F), 
t l i c  T,aw and C7rtlcr ' l ' rust Fund fur Afghanistan (T.O'I'FX) and t l ic  Counter-Narcotics 
'I 'rust Fund ( C N T F ) ;  

-istarice itrr t l ic dcvclopnicnt of pu l ik  enpcnditurc imanagciiiciit s!stcms 
c n u d  6or miproving tr:inrparcncy and accountabil ity 111 the udlis:ttjon of 

d mor  rcso urccs md countc ring c o r  r uptio ti, 

Rcctsgnisc th:lr, hccausc of t l i c  nccd to build Afghan capacit!; donnr tancc 
p rov idcd  t l i r o i i gh  the c x t c r ~ ~ a l  hudgct wil l be dchigncd in sucl i  a manner  i i h  t o  build thi.; 
c a p c i t y  in t l i c  C; izvcrnmcnt as wel l  as t h e  private sector arid nrrii-profit sector; 

i l n s u r c  t h ~ t  clc\clc~pnicri t  policies, incluri ing sa la r l  policics, strengthen nnt ional  
i n s t i t t i t i o i i h  that  arc sus t~ inah lc  in the rncchurti to long t e r m  f i i r d c l i v c n  of p r o g a m n i c s  
1,) t h e  C; overnnieii t; 

Ibr ,lid no t  clianncllcd r l i ro i igh tlrc ccrrcl)iidgct, c idcavour  t<o: 

1 larnionise t l ic dclivcr!, of tee l i iucd a 
t'oc*us c)ti pricmt! arcds and  rcchcc  dupl 
Reduce the  cxtcrn:il rn,uiagemcnt and overhcad 
.Ifglibin pm.itc scctoi in thcir i i ianagcnicnt  arid d 

aricc in l inc with Govcrnsneii t  needs  t o  
xi mtl t r a n s m i o n  costs; 

s r)f projects by  promotirig the 

A [gl la i i  n ~ u  on dl  imp1 cm c n ta UI m p a  r twrq ail d c c p  LI I y qunh ficd 

n Afglianistm of suppl ies for c i v b a i i  arid nlihtary 

t 7 \ c  aAfgh:~n rtiatcri.ils in t l i c  implcmcntat i t rn  c)f prtrjccts, in part icular fi)r 
infrastrucnt re; 

Wtliin the  pri i ic iplcs of intcrnaucznal ctsrripctitive Idding, prcmote the part icipation 111 

the bidding process r i f  the i t fg l~~in privntc sector a ~ i d  South-St~di  c w q x r a t j o n  in order 
t o  overcomecapacity conStr:+irits a n d  to 11)a.cr costh of c k h c r y ;  

Proiitfe umcl~, transparent and ctsniprchcrisivc infrmn:iuoti on h m i p  aid f c ) w s ,  
inclitt l ing l c v d s  of pledgcq, c~)mix i t i l i cnth and disbursctncnts in a. f o r m a t  t h a t  all1 
cnriblc thc .'ifglian Ckwcrnmcn t  to p ian  it.; own activit ies and p resen t  comprehcnsivc 
lxidgct repor ts  to the k t i onz i l  Assembly ;  t h i s  e w e r s  the n. i t i i re md amount  of 
assist 21 ncc b c i  rig p ro vicfed ti A fghari 1s tan through t h e  curc arid e xt e rn a l  bu dgc ts; and 

I? r cxt  c m a l  bud get 
funds; i ts c f f iwc i i c i ,  qudLt> m d  cffccuvciicss; arid t h e  resul ts ,icliic\.cd. 

tmcc ,  ,ilso repor t  to the err imcnt  on: the ut i l isat ion of 
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* $  I licsc iniitud ctl ir i rr i i t i r ic i i ts grc in tcndcd to cnscirc tltat tltc dmsr assistancc bcing providcd to 
PlfgharJstan i s  uscd cfficienslg xrid cffcctively, that therc i s  itierascd transparency arid 
accountability, and that  b d i  ,“\&am and the taxpayers in donor couritrics arc rcccivirig t d u c  
for miotic\. 
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DEBT SUSTAINABILITY ANALYSIS 

1. This annex assesses Afghanistan’s external debt sustainability (DSA) using 
the joint World Bank-Fund’s DSA template for Low Income Countries. Data 
limitations notwithstanding, a sound debt management strategy remains central to the 
overall growth dynamics o f  Afghanistan, which i s  currently heavily dependent on 
external financing. Based on the current medium-term macroeconomic framework and 
outstanding stock o f  debt, this DSA examines Afghanistan’s annual borrowing capacity 
under two scenarios: one that assumes future borrowing under highly concessional terms, 
and another that assumes limited access to concessional borrowing. The analysis 
concludes that Afghanistan has relatively l i t t l e  scope for non-concessional borrowing. 
Furthermore, Afghanistan i s  subject to an elevated risk o f  debt distress owing to the 
weakness o f  exports, the l o w  revenue base and the country’s large reconstruction 
financing requirements.* 

Islamic Republic o f  Afghanistan External Debt, 2004105 I 
I 

(In millioni o f  U S dollan) 

Total external debt 719 

Multilseral debt 455 
World Bank 233 
Aiian Development Bank 222 

Bilstersl debt 11 294 

Verified d a m s  137 
United Ststea 
USAID 
USDA 

Former ODR 
OPEC Fund 
Kuwait Development Fund 

82 
57 
25 
40 
2 
13 

157 
47 
30 
6 

75 

.Memarondum !lema: 

Total external debt 
(In percentofODP) 

Total multilaterd debt 
Total venfied bilateral debt 
Tom1 unvenfied bilsteral debt 

Sourcs Data provided by !he Afghan authmties, and Fund staff emmates 
I/ Excluder Rurian EIBMS Staff estimates these claimei to be over US$ 10 b h o n  

While the DSA template uses 10-year averages o f  key macroeconomic variables to generate alternative 
scenarios for analytical purposes, this was not possible in the case o f  Afghanistan as reliable economic data 
exist only for the last three years. As a consequence, the present DSA does not employ the full set o f  stress 
tests typically presented in low-income country DSAs. 

A number o f  caveats must be noted. The World Bank has not yet assessed Afghanistan against its Country 
Policy and Institutional Assessment (CPIA) framework, which makes it impossible to identify a policy- 
dependent sustainability threshold as identified in “Operational Framework for Debt Sustainability 
Assessments in Low Income Countries-Further Considerations” (SM/05/109, 3/29/05). For the purposes 
o f  this exercise, it i s  assumed that Afghanistan i s  evaluated as a medium performer in the CPIA. Thus, the 
sustainable ratio for the NPV o f  debt-to-exports i s  assumed to be 150 percent. I t  i s  possible that the 
indicative sustainability thresholds for Afghanistan may be revised following i t s  evaluation under the 
CPIA. This would affect the results of the DSA. Owing to these caveats, this exercise cannot propose a 
definitive rating o f  debt distress for Afghanistan. 
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the indicative NPV of  debt- 

2. The main economic assumptions are the same in both scenarios. The 
scenarios are based on an end-2004/05 external debt stock o f  US$749 million (see table 
above), which includes al l  currently acknowledged, verified or unverified debtsY3 but 
excludes disputed Russian claims. If included, the Russian claims-preliminarily 
estimated at around $1 0.8 billion-would dramatically increase the NPV o f  
debt-to-export ratio and the need for debt re l ie f  (possibly in the context o f  the HIPC 
Initiative). Real economic activity i s  projected to expand rapidly over the next ten years, 
as the reconstruction effort boosts al l  sectors o f  the economy. Real GDP growth i s  
projected to be around 10 percent a year during this period o f  accelerated growth, before 
moderating to approximately 6 percent thereafter. Assuming annual export growth o f  
about 15 percent a year in the medium term, the trade deficit diminishes but remains 
significant throughout the projection period. The current account (including grants) i s  
nevertheless generally in surplus, as transfers are expected to remain substantial. 

-Export shock 

... 

projected gap between total 
recurrent spending 

I50 

60 
requirements and revenue '200s' '2007' '2009' ' 2 O I l '  '201; '2015' '2017' i o 1 4  ,202; ;02; i o 2 5  
excluding grants, estimated at 
around $900 million per year over the medi~m-term.~ This highlights the need for 
continued grant financing for several years. Debt sustainability i s  maintained only in the 
absence o f  shocks affecting the economy (e.g., lower export growth o f  about 9 percent 
would raise the NPV o f  debt-to-exports ratio to well above the indicative sustainability 
threshold). 

Unverified claims amount to roughly $157 million, which the authorities are in the process o f  reconciling. 

This implies that most new borrowings would need to come from concessional creditors, such as IDA 
and/or the Asian Development Bank. 

* See Box 1 o f  the staff report for a full explanation. The definition o f  'total recurrent spending' includes a 
number o f  items, such a recurrent military costs, currently in the external budget, which i s  funded directly 
by donors outside o f  the government controlled operating budget. 
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4. 
million annually) to 240 

concessional borrowing and 220 . 

borrows all additional 200 . 

funds on nonconcessional Igo 
. 

terms.6 In this case, 160 
. 

Afghanistan could borrow 120 

about $250 mi l l ion annually, . 

net o f  debt service, without 
breaching the 150 percent 60 

indicative sustainability 
threshold. This scenario illustrates both the sensitivity o f  debt sustainability to export 
growth assumptions and the importance of continued access to highly concessional 
resources in meeting Afghanistan’s development needs. Although not shown in the 
tables and figures, the debt service-to-revenue ratio reaches nearly 24 percent under this 
scenario (compared to 1% percent under the baseline and less than 3 percent in the f i rs t  
scenario), which i s  another indication o f  sustainability problems that would ensure if 
Afghanistan were to borrow on non-concessional terms. Also, assuming export growth 
o f  only 9 percent a year, Afghanistan’s sustainable borrowing capacity would be limited 
to about $150 mi l l ion annually. Given the geopolitical risks in the region, lower foreign 
direct investment could also hinder the country’s capacity to service debt and thus would 
warrant a re-evaluation o f  the appropriate debt sustainability threshold. 

The second scenario assumes that Afghanistan has limited access (up to $75 

-Bareline 
. -. Export shock 

NPV o f  debt-to-eqports ratio 

140 . 

2005 2007 2009 2011 2013 2015 2017 2019 2021 2023 2025 

Policy Implications 

5. The availability o f  external borrowing to fund development spending will 
depend critically on the authorities meeting their fiscal targets. Although revenue 
mobilization has increased rapidly in the last few years, i t remains very low, amounting 
to 4.5 percent o f  GDP in 2004/05, equivalent to about 50 percent o f  operating 
expenditures and only 28 percent o f  total recurrent expenditures. The medium-term 
framework projects revenue to cover operating expenditures by 201 0 where the revenue 
to GDP ratio i s  expected to reach 8 percent. Meeting the proposed fiscal target will 
require both a sustained increase in revenue and expenditure restraint. Any 
underperformance in these two areas, or any reduction in donor grants, will require 
additional borrowing to fund recurrent expenditures, thereby reducing by an equivalent 
amount the financing available for development spending. 

6. In view of  the uncertainty surrounding the medium-term macroeconomic 
framework, the medium-term debt strategy should continue to rely primarily on 
grant financing and highly concessional borrowing. The DSA indicates that, even 

This scenario i s  presented to underscore the importance o f  highly concessional resources in maintaining 
external sustainability. Afghanistan currently has no commercial market access, nor i s  it likely to have it in 
the near hture. Nevertheless, this scenario assumes that additional debt i s  contracted at terms similar to 
those obtained in commercial markets (8 percent coupon, l-year grace period and 6 years o f  maturity; the 
principal i s  to be repaid in six equal installments). 
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under the conservative debt stock assumptions, external shocks may severely limit new 
borrowings, corroborating the results o f  the previous DSA exercise. Afghanistan’s 
reliance on grants and donor support may also be tested under an uncertain and changing 
political landscape. 

7. Also, the resolution of  the Russian claims-not currently reconciled or  
acknowledged formally by Afghanistan-will have a significant impact on debt 
sustainability. Preliminary calculations suggest that anything short o f  a full write-off o f  
these claims could result in an explosive debt dynamics, impeding any future borrowing. 
However, given the uncertainty regarding the resolution o f  this issue, it would be 
premature to evaluate specific debt re l ie f  options. 
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ATTACHMENT 3 
RESULTS OF TSS BENCHMARKS OF OUTPUTS 

1 TSS 2003 Benchmark 
Enhancing government effectiveness: 

Organizational improvements (e.g. 
streamlining number o f  ministries). 

service. 
Improvements in the skills level o f  the civil 

national government. 
Level o f  domestic revenue mobilized by the 

employees from public enterprises. 

payrolls. 

especially outside o f  Kabul. 

Separation o f  core government functions and 

Accurate and timely payment o f  government 

Level o f  non-salary O&M expenditures, 

Strengthening communities: 
Number o f  communities successfully 

mobilized under NSP. 

grants under NSP. 
Number o f  communities receiving block 

Outcomes achieved by block grants. 

Enabling private sector dynamism: 

roads, telecommunications, power, airports). 
Size o f  quality infrastructure networks (e.g. 

Results by early 2006 

reduced from 29 to 25. Further streamlining 
would be useful but i s  not anticipated. 

Some progress with number o f  ministries 

Skill levels remain very low. Some 
improvements achieved through special 
programs attracting expatriates and professionals 
from outside o f  government. 

previous year. However domestic revenues 
remain among the lowest levels in the world. 

Revenue collection in SY1384 i s  46% above 

Li t t le  progress on State-Owned Enterprises. 

ARTF monitoring demonstrates regular 
salary payments o f  government officials. 

to 24.3% in provinces as percentage o f  total 
O&M. 

Non-salary O&M has increased from 22.9% 

NSP has reached over half o f  Afghanistan’s 
estimated 22,500 rural communities, benefited 
about 8.5 million people and established 10,000 
CDCs. 

projects. 
NSP has financed 14,000 community 

About 88% o f  the community projects 
involve infrastructure such as irrigation, rural 
roads, electrification, and drinking water supply. 

Major national roads rehabilitation 
completed or underway. 

IDA fimded 406 km o f  arterial road 
rehabilitation. An additional 228 km national 
road rehabilitation in progress, to be completed 
by mid 2007. 

Kabul Airport runway rehabilitation 
completed. 
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1 TSS 2003 Benchmark 

regulations for domestic and foreign investment. 
Quality and functioning o f  enabling 

Development o f  financial sector (regulatory 
framework, domestic and international payments 
system operational). 

Levellgrowth o f  exports. 

Generating incomes for the poor: 
I Level o f  agricultural and livestock 

production. 

provided through public works programs 
(including number for women). 

credit programs. 

Number o f  person-days o f  employment 

Number o f  people reached by quality micro- 

Providing basic social services to the population: 
Number o f  children in school, disaggregated 

by gender. 

Number o f  children immunized. 

basic public health services. 

drinking water in urban and rural areas. 

Number o f  people with access toheached by 

Number o f  people with access to safe 

Results by early 2006 
3 licensed private mobile operators; Afghan 

Telecom corporatized and preparations for 
future privatization ongoing; licensing o f  new 
local fixed service providers underway. 

Power supply remains limited and 
noticeable improvements in Kabul not expected 
for 3 years. 

Banking law approved, one stop shop for 
investment support established, liberal trade 
regime established. 

Eight commercial banks established 
business, international payments systems 
operational. 

Domestic exports have grown from 
approximately USS277m in 2002/3 to 
US$471m in 2004/5 and are projected to be 
US$566m in 200516. As percent o f  GDP 
exports have grown from 6.8% in 2002 to 7.4% 
in 2004. 

Limited information available but probably 
minimal progress made though agriculture 
productivity increased with good rainfall. 

8.8 million person days o f  employment - o f  
this 1-2% paid to women. 

More than 119,000 participants in 
microfinance operations, 85% are women. 

Approximately 5 million in primary school. 
Girls net enrollment at 40% and lower than 
15% in some parts o f  the country. 

19% children age 12-23 months with DPT3 
vaccination coverage (Source: MICS 2003) 
new data expected from 2005 NRVA. 

77% o f  population with access to health 
services. 

Preliminary data indicate that 24% o f  the 
rural population, 18% o f  the urban population 
and 13% o f  the Kuchi population, have access 
to ‘safe’ water. 
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PRIVATE SECTOR CONSULTATIONS 

1. The Afghanistan Investment Support Agency (AISA) helped organize a private sector 
consultation meeting on the new Interim Strategy Note for Afghanistan in February 2006. Over 
20 participants from the private sector took part representing the carpet industry, dry fruit 
exporters, industrial parks association, telecommunications, food, banking and the handicraft 
sector. 

2. A number o f  important issues were raised to increase domestic and foreign investment, 
improve competitiveness and expand exports. I t  was important to note that the participants did 
not look to the World Bank to help them with financial resources; rather participants appreciated 
the role o f  the Bank to influence the Government to initiate and implement reforms. 

3. Support to farmers was identified as an important area for 
Government intervention to improve quality, enhance productivity and increase export o f  fresh 
and dry fruits. Afghanistan i s  currently exporting low quality products and i s  captive to India for 
40 percent o f  its market. Government support to farmers i s  essential to produce high value added 
products to increase value and diversify exports. For example, the high quality variety o f  dried 
grapes -Sindhurkhani (green raisins) can earn US$20/kg, while the traditional Aftabi (brown 
raisins) only raise US$2-3/kg. The importance o f  packaging and processing was identified as an 
essential ingredient to increasing exports. I t  was argued that Afghan produce i s  competitive in 
quality, but because o f  the poor quality o f  packaging, it cannot compete in the international 
market. 

Assistance to Farmers: 

4. Land: The need for land in establishing manufacturing enterprises was emphasized by 
many participants. It has been argued that the industrial progress o f  Afghanistan i s  severely 
constrained by the lack o f  availability o f  land. Land scarcity i s  impeding the establishment o f  
good packaging and processing plants, causing a negative impact on exports. Regarding the 
carpet industry it was noted that o f  a group o f  42 carpet manufacturers, who returned from 
Pakistan to invest in Afghanistan, about 15 o f  them are returning to Pakistan because they could 
not find suitable land to establish businesses in Afghanistan. 

5. The Government should establish a Standard Testing Institute to ensure 
quality standards for processes and products. I t  was argued that although there has been lot o f  
construction work in progress in Kabul and around the country, the quality o f  work i s  in general 
poor which could be disastrous in the case o f  an earthquake or other natural calamity. There i s  no 
regulatory or oversight body to ensure quality standards o f  construction, products or processes. 
The quality o f  products and services has strong linkages with competition in domestic and export 
markets. The Bank i s  engaged in this area and has had a role in establishing the Afghan National 
Standards Authority. 

Standards: 

6. Access to finance: There i s  a consensus among investors and private sector associations 
that the banking sector i s  not doing much to finance investment in the country. Two issues 
emerged as important: (a) from the investor’s perspective, there i s  lack o f  access, short tenure o f  
loans and the high cost o f  borrowing. There was concern that commercial banks disregard small 
and medium producers. Moreover, the loans are for short periods and the cost o f  borrowing i s  
high, and (b) from the commercial banks point o f  view, the Government i s  not supportive o f  the 
development o f  commercial banking. Participants noted that there should be a five-year tax 
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holiday to help the growth o f  the financial sector. The accounting profession should be 
developed to help better assessment o f  clients, and the Government should have Mortgage Law, 
to facilitate better enforcing o f  collateral. 

7. Power: The lack o f  power i s  costing Afghanistan affecting the pace o f  industrialization, 
Access to power i s  one o f  the major problems that businesses are facing. I t  was argued that 
Afghanistan’s dependence on imported power should be reduced and the Government should 
actively pursue the increase of its own generation capacity, mainly through hydropower. In this, 
the donors’ role i s  important, and especially the World Bank’s assistance to remove infrastructure 
constraints will be essential. 

8. Predictability of Policy Environment and Regulatory Regime: The unpredictable 
business environment i s  one o f  the deterrents for foreign direct investment (FDI) in Afghanistan, 
Investors need to have a longer term perspective; however, this i s  not possible in Afghanistan. 
Businesses are faced with new taxes o f  which they were not aware at the time o f  setting up 
business. For example, many foreign businesses were promised a tax holiday, but now they are 
subjected to 20 percent income tax. A framework for foreign investment should be in place, so 
that investors are assured o f  their obligations. 

9. Security: An increase in FDI will largely depend on the security situation which is, 
unfortunately, deteriorating. Security comes at a high price for business -both financial and even 
in terms o f  lives. To maintain security has severe cost implications (e.g. 15 percent o f  sales 
revenue was spent on maintaining security according to the Investment climate Assessment (ICA) 
o f  Afghanistan). 

10. Corruption: Illegal payments to do business in Afghanistan are increasing. Some foreign 
investors defined these payments as “nuisance taxes”. For example, one percent o f  revenue as 
Municipal Tax has been demanded although there i s  no legal basis for such a tax. Businesses are 
harassed for such kind o f  taxes and receive demands for informal payments to stop harassment. 
Other common illegal payments are for licensing and various approvals. There i s  a need for the 
Government to identify such illegal payments and take measures to eliminate them. 

1 1, Access to Government: There should be adequate consultations among the private sector, 
the Government and the donors particularly for formulating policies and drafting laws. A lack of 
access to the Government and the absence of dialogue between the Government and the public 
sector was identified as a constraint. In general, investors found it difficult to access the 
Government and there has been l i t t le public-private dialogue on policy issues or enacting laws so 
far. I t  was suggested that Parliamentarian should also be involved in such dialogue to make the 
Government more accountable. 

12. The Bank’s role in influencing the government for pro-private sector policy: It was 
quite revealing that the private sector’s expectations from the World Bank were primarily to use 
its position to help create an enabling environment for business development rather than strictly 
providing financial assistance. However, there was demand for providing soft loans to the private 
sector to increase private investment ‘and create employment. Participants see the Bank as an 
important development partner to the government and therefore in a position to influence policy 
formulation. 
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Annex A2 

Afghanistan at a glance 9l1510.5 

POVERTY and SOCIAL 
Afghanistan 

2004 
Population, mid-year (millions) 
GNI per capita (Atlas method, US$) 
GNI (Atlas method, US$ billions) 

Average annual growth, 1998-04 

Population (%) 
Labor force (%) 

Most recent estimate (latest year available, 1998-04) 
Poverty (% of population below national poverty line) 
Urban population (% of total population) 
Life expectancy at birth (years) 
Infant mortality (per 1.000 live births) 
Child malnutrition (% of children under 5) /a 
Access to an improved water source (% of population) 
Literacy (% of population age 15+) /a 
Gross primary enrollment (% of school-age population) 

Male 
Female 

KEY ECONOMIC RATIOS and LONG-TERM TRENDS 
1984 

GDP (US$ billions) 
Gross capital forrnationlGDP 
Exports of goods and serviceslGDP 
Gross domestic savings/GDP 
Gross national savingslGDP 

Current account balancelGDP 
Interest paymentslGDP 
Total debffGDP 
Total debt servicelexports 
Present value of debffGDP 
Present value of debffexports 

1984-94 1994-04 
(average annual growth) 
GDP 
GDP per capita 
Exports of goods and services 

49 
13 
29 
92 

120 
63 

1994 

2003 

15.7 
13.6 

South 
Asia 

1,448 
590 
860 

1.7 
2.1 

28 
63 
66 
48 
84 
59 
97 

105 
92 

2003 

4.6 
35.2 
10.5 

-15.7 

3.1 
0.2 

13.5 

2004 

8.0 
5.3 

Low- 
income 

2,338 
510 

1,184 

1.8 
2.1 

31 
58 
79 
44 
75 
61 
94 

101 
88 

2004 

6.0 
38.8 
9.4 

-6.2 

0.7 
0.2 

2004-08 

Development dlamond" 

Life 
- 

Gross 
primary 

capita enrollment 

1 

Access to improved water source 

- Afghanistan 
__ Low-income group 

Economic ratios' 

Trade 

T 

Indebtedness 

- Afghanistan 
~ Low-income group 

STRUCTURE of the ECONOMY 

(% of GDP) 
Agriculture 
industry 

Services 

Household final consumption expenditure 
General gov't final consumption expenditure 
Imports of goods and services 

Manufacturing 

(average annual growth) 
Agriculture 
Industry 

Services 

Household final consumption expenditure 
General gov't final consumption expenditure 
Gross capital formation 
Imports of goods and services 

Manufacturing 

1984 1994 

1984-94 1994-04 

2003 

48.5 
21.3 
14.8 
30.2 

106.3 
9.4 

61.4 

2003 

13 
12 
7 

19 

- 
I 2004 

~ Growth of investment and GDP (%) 

37.2 

15.2 
38.3 

40 

' O  

97.0 I ' ' 88 00 0, 02 0 3 7 4  I 
9.1 

54.4 

2004 

- GDI *GDP 

-17 
24 
11 
37 

~ 

Note 2004 data are preliminary estimates a MlCS 2003 
The diamonds show four key indicators in the country (in bold) compared with its income-group average For Afghanistan GNI is replaced 

by GDP per capita 
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PRICES and GOVERNMENT FINANCE 

Domestic prices 
(% change) 
Consumer prices 
Implicit GDP deflator 

Government finance 
(% of GDP, includes current grants) 
Current revenue 
Current budget balance 
Overall surplusldeficit 

TRADE 

(US$ millions) 
Total exports (fob) 

n.a. 
n.a. 
Manufactures 

Total imports (cif) 
Food 
Fuel and energy 
Capital goods 

Export price index (2000=100) 
Import price index (2000=100/ 
Terms of trade (2000=1001 

BALANCE of PAYMENTS 

(US$ millions) 
Exports of goods and services 
Imports of goods and services 
Resource balance 

Net income 
Net current transfers 

Current account balance 

Financing items (net) 
Changes in net reserves 

Memo: 
Reserves including gold (Us$ mi//iOnSl 
Conversion rate (DEC, local/uS%) 

EXTERNAL DEBT and RESOURCE FLOWS 

(US$ millions) 
Total debt outstanding and disbursed 

IBRD 
IDA 

Total debt service 
IBRD 
IDA 

Official grants 
Official creditors 
Private creditors 
Foreign direct investment (net inflows) 
Pottfolio equity (net inflows) 

World Bank program 
Commitments 
Disbursements 
Principal repayments 
Net flows 
Interest payments 
Net transfers 

Composition of net resource flows 

1984 

1984 

1984 

1984 

1994 

1994 

1994 

1994 

2003 

24.2 
7.4 

9.2 
-0.7 
-2.2 

2003 

377 

3,786 

2003 

1,999 
4,331 
2,331 

-3 
2,477 

142 

247 
-389 

816 
49.0 

2003 

61 7 
0 

142 

0 
31 

403 
97 
25 
72 
6 

66 

2004 

14.3 
18.4 

9.7 
-0.3 

2004 

47 1 

3,867 

2004 

1,749 
4,440 

-2,692 

4 
2,729 

41 

458 
-499 

1,261 
47.7 

2004 

0 
4 

250 
230 

3 
228 

2 
226 

lnflatlon (%) 

~~~ 10 

99 00 01 02 03 04 

- GDP deflator +CPI 

~ ~ 

Export and import levels (US$ mlil.) 

5,000 T 

98 99 00 01 02 03 04 

0 Exports [II Imports 

Current account balance to GDP (%) 

‘ T  - 
1 B8 99 00 01 1 02 1 03 04 

U 

Compooltlon of 2003 debt (US$ mlll.) 4 

E2g4@ 

A .  IBRD E - Bilateral 
B - IDA D - Other multilateral F -Private 
C . IMF G -Short-term 

SASPR 9/15/05 

72 



Annex B2 - Afghanistan 
Selected Indicators* of  Bank Portfolio Performance and Management 

As Of Date 03/07/2006 

Indicator 2003 2004 2005 2006 
Portfolio Assessment 
Number o f  Projects Under Implementation a 9 14 17 15 
Average Implementation Period (years) 0.7 1.2 1.7 2.3 
Percent o f  Problem Projects by Number a' 11.1 0.0 5.9 13.3 
Percent of Problem Projects by Amount a, 6.1 0.0 5.5 20.9 
Percent o f  Projects at Risk by Number a' 33.3 7.1 17.6 13.3 
Percent o f  Projects at Risk by Amount a, 15.6 1.4 24.2 20.9 
Disbursement Ratio (%) e 61.3 56.0 44.5 26.1 
Portfolio Management 
CPPR during the year (yesho) 
Supervision Resources (total US$) 
Average Supervision (US$/project) 

Memorandum Item Since FY 80 Last Five FYs 

Proj Eval by OED by Amt (US$ millions) 126.8 125.7 
0.0 0.0 
0.0 0.0 

Proj Eval by OED by Number 6 2 

% of OED Projects Rated U or HU by Number 
% o f  OED Projects Rated U or HU by Amt 

a. As shown in the Annual Report on Portfolio Performance (except for current FY). 
b. Average age o f  projects in the Bank's country portfolio. 
c. Percent o f  projects rated U or HU on development objectives (DO) and/or implementation progress (IP). 
d. As defined under the Portfolio Improvement Program. 
e. Ratio o f  disbursements during the year to the undisbursed balance o f  the Bank's portfolio at the 

beginning o f  the year: Investment projects only. 
* Al l  indicators are for projects active in the Portfolio, with the exception o f  Disbursement Ratio, 

which includes al l  active projects as well as projects which exited during the fiscal year. 
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Annex B3 -Afghanistan 
Bank Group Program Summary 

(IS ofMarch 31, 2006 

Strategic Rewards Implementation 
a Risks a 

(H/M/L) 

Fiscal IDA Grants Credits 
Year (US$M) (US$M) (US$M) (H/M/L, 

Actual 
2002 

2003 

2004 

2005 

2006 

Planned 

2007 

2008 

Emergency Public Administration 
Emergency Education Rehabilitation 
Emergency Infrastructure Reconstruction 
Emergency Community Empowerment & Public Works 
Subtotal: 

Emergency TransportRoads 
Health Sector Emergency Rehabilitation 
Emergency Public Administration I1 
National Emerg. Employment Prog for Rural Access Rds. 
Subtotal: 

Emergency Communications Development 
Emergency Irrigation Rehabilitation 
Emergency Customs Modernization and Trade Facilitation 
Emergency National Solidarity Program 
Emergency Power Rehabilitation 
Subtotal: 

Programmatic Support for Institution Building 
Kabul Urban Reconstruction Project 
Investment Guarantee Facility (MIGA) 
Education Quality Improvement Program 
Public Administration Capacity Building 
Emergency Transport (Supplemental) 
Strengthening Higher Education 
National Solidarity Program (Supplemental) 
Subtotal: 

Programmatic Support for Institution Building I1 
Health Sector Emergency Rehabilitation (Additional Grant) 
National Solidarity Program (Additional) 
Natural Resources and Industrial Development 
Horticulture & Livestock Productivity 
Urban Water Supply and Sanitation 
Subtotal: 

Private Sector Development Support 
Public Administration Reform 
(Tentative) 
Programmatic Support for Institution Building I11 
Power Sector (Additional) 
Power Sector 
Urban Waste Management 
Public Administration Capacity Building 2 
HIV/AIDS 
Other: NSP, Microfinance, Statistics, vocational training 
Subtotal: 

Projects to be determined 

10 
15 
33 
42 

100 

108 
60 

8 
39 

215 

22 
40 
31 
95 

105 
293 

80 
25 

5 
35 
27 
45 
40 
28 

365 

80 
30 
40 
20 
20 
40 

230 

20 
20 

80 
30 
80 
20 
25 
15 
17 

307 

267 

10 
15 
33 
42 

100 

60 
8 

19 
87 

95 

95 

35 
27 
45 
40 
28 

175 

80 
30 
40 
20 
20 
40 

230 

20 
20 

80 
30 
80 
20 
25 
15 
17 

307 

267 

108 

20 
128 

22 
40 
31 

105 
198 

80 
25 

5 

190 

M 
H 
H 
H 

H 
H 
M 
H 

H 
M 
M 
H 
H 

H 
M 
H 
H 
M 
H 
M 
H 

H 
H 
H 
M 
H 
H 

H 
M 

M 
M 
M 
M 

M 
M 
M 
M 

M 
M 
M 
M 
H 

M 
M 
M 
H 
M 
M 
M 
M 

H 
M 
M 
M 
H 
M 

H 
M 

' For each project, the strategic rewards and implementation risks are indicated as high (H), moderate (M) or L o w  (L) 

74 



Annex B3 (IFC & MIGA) for Afghanistan 
Afghanistan - IFC and MIGA Program, FY 2003-2006 

2003 2004 2005 2006 

IFC approvals (US$m) 1.25 7.00 

Sector (YO) 
Accommodation & Tou 
Finance & Insurance 
Total 

Investment instrument(%) 
Loans 
Equity 
Quasi-Equity 
Other 
Total 

MIGA guarantees (US$m) 

100 
100 

100 

0 

0.00 

100 

100 

100 

100 

0.00 

0 

0 

0 

0 

0 

1 
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Annex B4 - Afghanistan 
Summary of  Nonlending Services 

as of March 31,2006 
Completion Cost 

Product FY (USSOOO) Audience a Objective 
Recent Completions 

Reports: 
Mining as a Source of  Growth 
Country Economic Report 
Financial Sector Study 
Regional Trade Work 
Civil Service and Governance Issues 
Poverty, Vulnerability & Social Protection Study 
Country Gender Assessment 
Investment ClimateAssesment 
Public Finance Management Review 

Policv Notes: 
Mine Action Study 
Afghanistan Drug Economy 
Afghanistan Education Policy Note 
Labor Markets and Pensions 
Water and Natural Resources 
National Food Policy 
Framework for Private Sector Development 
Regional Issues in Afghanistan's Development 

Other: 
Afghanistan - ICT Policy 
Microfinance TA 
Power Technical Assistance 
Capacity Assessment Social & Environmental Management 
Capacity Building for Social & Environmental Management 
Civil Service Reform Dialogue 

Underway 
Reports: 
Gap Analysis for Public Sector Accounting 

Policv Notes: 
Skills Development / Vocational Training 
Doing Business in Afghanistan 
Afghanistan Drug Economy 

Other: 
Rural Land Policy 
Afghanistan Pensions 
Poverty Monitoring Technical Assistance 
Strategic Planning for Higher Education 

Planned 
Policv Notes: 
Kabul Household Energy Survey 
Anti-Corruption 
Service Delivery and Accountability 

a Government, donor, Bank, public dissemination 
~ Knowledge generation, public debate, problem-solving 

2003 
2004 
2004 
2004 
2004 
2005 
2005 
2006 
2006 

2002 
2004 
2004 
2004 
2004 
2005 
2005 
2006 

2003 
2003 
2004 
2004 
2005 
2005 

2006 

2006 
2006 
2006 

2006 
2006 
2006 
2006 

2007 
2007 
2007 

216.4 
86 

230 
299 
268 
30 

114.3 
532.4 

16.5 
252 
73.2 
153 
41 
120 
213 
59 

109.3 
122.1 

61 
27.2 
80.7 
70.9 

20 

160 
20 
71 

50 
124.2 

60 
80 

90 

KG 
KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 

KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 

KG, PS 
KG, PS 
KG, PS 
KG, PS 
KG, PS 
KB, PS 

KG, PS 

KG, PS 
KG, PS 
KG, PS 

KG, PS 
KG, PS 
KG, PS 
KG, PS 

KG, PS 
KG, PS 
KG, PD 
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