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Preface 
 

This report was prepared by the author when he was a Visiting Fellow 
at the Asian Development Bank Institute (ADBI), Tokyo, and a 
former Economist at the South Asia Department of the Asian 
Development Bank (ADB), Manila. The author appreciates the 
support provided by ADBI and ADB during his assignment in 2003 
and the copyediting by Jens Wilkinson.  

The last ADB economic report on Afghanistan was carried out 
in 1978 and there has been no systematic effort at collecting economic 
data since 1979. Therefore, the present report is based primarily on 
data and information collected after October 2001 up to the time of 
this assignment.  

Further new information was added to the extent possible in the 
final draft of January 9, 2004 delivered to ADBi Publishing. The 
author used wide-ranging secondary information in order to seek 
comprehensiveness and is responsible for any misrepresentations of 
such information that may have occurred.  

Assessment of the Afghan economy is constrained by a lack of 
reliable data and still underdeveloped statistical capacity. While the 
greatest efforts were made to include the latest data available from the 
Central Statistics Office, Ministry of Finance, Da Afghanistan Bank 
(the central bank) and key development partners, the review needs to 
be updated in the near future as the local statistical and analytical 
capacity develops. 

 
 

Tokyo Manabu Fujimura 
January 2004 
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Executive Summary 

1. Encouraging Start for Nation Rebuilding 
 

Afghanistan’s nation rebuilding and reconstruction process has come 
a long way in a short time.  An interim administration was installed 
following the Bonn Agreement in December 2001. The first recurrent 
(ordinary) budget was announced together with the National 
Development Framework in April 2002. The Emergency Loya Jirga 
was held in June 2002 followed by the installation of the transitional 
government led by President Hamid Karzai. A new constitution was 
prepared by November 2003, went through difficult deliberations at 
the “constitutional Loya Jirga” starting in December 2003, and was 
finally approved in early January 2004. The new constitution is 
notable, among other things, for designating Islam as the national 
religion, the centralized power of the presidency, and gender equality 
in principle. The first national population census is being carried out 
to pave the way for national elections to be held by June 2004.  

Throughout this period, Afghan authorities have demonstrated a 
strong ownership in the recovery and reconstruction effort. Despite 
the still overall uncertain security situation in the country, the 
authorities represented by President Karzai have so far demonstrated 
a strong commitment to a free and competitive economic system, and 
private-sector-driven growth.  

The present reconstruction effort is two-pronged: it is focused 
on rebuilding critical physical infrastructure on the one hand, and also 
on rebuilding public sector institutions from the remnants of Soviet-
style planning to ones that promote market-led development. But 
macroeconomic planning and management at present is hampered by 
poor information, weak systems of service delivery, and laws and 
regulations that need to be reviewed and, if need be, revised. 
Therefore, this volume aims to covers the efforts being made in this 
context. 
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2. Strong Economic Rebound 
 

Starting from a devastated economic base of the conflict years, the 
Afghan economy has shown an estimated 28.6 percent real growth 
from FY2001/2 to FY2002/3. The main contributions to the high 
growth rate included recovered agricultural production after years of 
drought, a construction boom in urban areas and increased service 
establishments driven by the international community’s spending and 
emergency assistance efforts. Continued strong growth in agriculture, 
as well as in services and construction, is expected for the rest of 
2004. 

 
3. Evident Unemployment/ Underemployment Problem 

 
The estimated population is 21.8 million, including returned refugees, 
nomads and internally displaced peoples (IDPs), with about 70 
percent of the population under 30. The total fertility rate is 6.8, the 
highest in South Asia (with a regional average at 3.3). The 
economically active population in 2002 was about 11 million. While 
there are no official unemployment rate estimates, it is evident that 
youth unemployment rates are high. The number of unskilled young 
people is estimated at 3 million and the number will rise by some 
300,000 per annum.  

There is also evidence of high underemployment in rural areas 
and increasing unemployment in the urban areas. While the total 
fertility rate is among the highest in the world, so are the rates of 
maternal mortality, infant mortality, and under-5 mortality. The 
human resource potential of the population must be raised over the 
long run through investments in human capital.  

 
4. Demonstrated Commitment to Fiscal Discipline 

 
The central government is focusing on improved revenue collection 
and public sector expenditure discipline. In terms of revenue 
generation for the recurrent (ordinary) budget, most revenue is being 
generated from customs, as the income and corporate tax bases are 
negligible. However, one major difficulty is the low remittance of 
customs revenue from the provinces. Centralizing revenue collection 
is a major priority for fiscal management and measures are being taken 
toward that end. 

The government is strongly committed to no central bank 
financing. The 2002/03 budget decree imposed headcount ceilings for 
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each ministry’s civil service staff, while the compensation due to SOE 
employees was removed from budgeted wage appropriations. 
According to preliminary estimates, actual spending in 2002/03 
amounted to an estimated $349 million, much less than the 
$460 million initially envisaged, due to the depreciation of the afghani 
during the year. Budget execution focused mostly on salary payments 
(74 percent of total spending) and three priority sectors: security, 
education, and health. Domestic revenue as reported to the center is 
estimated to have reached about $132 million, significantly higher than 
the budgeted $83 million. But only about 27 percent of the reported 
provincial revenues were actually transferred to the central 
government’s accounts. The budget financing gap of $232 million was 
mainly met through donor assistance grants and partial use of the 
ADB’s first loan disbursement in December 2002. 

The FY2003/04 operating budget envisages expenditures 
equivalent to $550 million, an increase of 58 percent compared to the 
previous fiscal year. Wage and salary payments account for 50 percent 
of the budget, a significant reduction compared to the actual spending 
in 2002/03 (74 percent). The “right-sizing” of the civil service and 
rationalization of state-owned enterprises are the two important 
priorities for expenditure management.  Domestic revenues are 
budgeted to reach $200 million. This still leaves a $350 million 
financing gap to be covered by foreign assistance, of which 
$250 million is projected to be financed through the Afghanistan 
Reconstruction Trust Fund (ARTF). The budget decree for 2003/04 
reiterated the authorities’ strong commitment to fiscal discipline and 
explicitly reaffirmed the principle of no government overdraft with 
the central bank. It also included ceilings on total government staff by 
ministry.  

The 2003/04 development budget, which is the first real 
development budget prepared by the government, amounts to 
$1.8 billion, and will be fully financed by external assistance. It 
comprises most of the projects financed by donors. This represents a 
significant improvement over 2002/03, when most development 
projects were carried out by donors outside the budget. Over one-
third of the development budget is expected to be spent on the 
rehabilitation of infrastructure, another one-third on health, social 
protection, and humanitarian assistance, with 14 percent on education. 
 
5. Need to Strengthen Revenue Mobilization 
 



Post-conflict Reconstruction: The Afghan Economy 
 

 6

One of the urgent fiscal policy issues is the centralization of revenues 
and expenditures. In August 2003, the Ministry of Finance (MOF) in 
Kabul instructed the central bank to close all the provinces’ accounts 
and transfer their balances into two new accounts -- one for 
expenditures and one for revenues -- so that provinces will no longer 
be authorized to draw on their revenue accounts without explicit 
authorization from the MOF. 

Another urgent fiscal issue is the strengthening of customs 
administration and collection. In July 2003 a decree to simplify 
customs procedures and calling for the training of customs officials 
and rehabilitation of customs infrastructure was issued. The Afghan 
customs faces the short-term need  to improve cooperation with their 
Pakistani counterparts to reduce the level of smuggling and transit 
back to Pakistan. A medium-term goal is to introduce a simple 
computerized control and record system to strengthen the transit 
control system.  

 
6. Monetary Development under Reasonable Control 
 
Price data are limited to the CPI in Kabul. The index increased in the 
first quarter of 2002, followed by a fairly stable increase in the second 
quarter of 2002 at 1 percent monthly. It rose by double digits in 
October and November 2002, mainly due to the depreciation of the 
afghani after the introduction of the new notes (which replaced 1,000 
old afghani by 1 new afghani). However, prices stabilized and even 
decreased between December 2002 and February 2003, reflecting the 
turnaround appreciation of the new afghani currency. Since then, the 
index has indicated stability, with a moderate increase toward late 
2003.  

Currency in circulation grew by an estimated 20 percent from 
FY2001/02 to FY2002/03, a significantly smaller figure than the 
almost 30 percent targeted in the original monetary program. The rate 
of monetary expansion has varied widely from quarter to quarter, 
reflecting both the volatility of money demand and the volume of the 
old bank notes prior to the currency changeover. The increase in 
money demand during 2002/03 was entirely met by an accumulation 
of foreign reserves at DAB, estimated at $100 million. At the end of 
2002/03, the central bank’s stock of foreign exchange reserves was 
estimated at $426 million. This level of reserves was more than 
adequate to cushion the short-term impact of negative shocks.  

The introduction of the new currency was a crucial step in the 
Afghan government’s efforts to establish monetary control by 
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eliminating regional currencies in northern Afghanistan. The plan for 
the introduction of the new currency was made public on September 4, 
2002, the conversion process started on October 7, 2002 and ended 
on January 2, 2003. Af15.6 billion in new afghanis were issued. By 
early 2003, the amount of currency in circulation was over Af20 
billion. Since the introduction and float of the new currency, DAB has 
aimed to limit exchange rate volatility and to keep the exchange rate 
within a set range. This range, however, is not firmly set or announced, 
and DAB has no intention to resist persistent exchange rate pressures 
should they emerge, risking the loss of its reserves. The exchange rate 
regime can therefore be described more accurately as a de facto 
(lightly) managed float. The low degree of financial integration and 
market development allows DAB to pursue this approach.  

By September 2002, the afghani had weakened to 35,000–40,000 
old afghani to the US dollar, and the exchange rate depreciated 
immediately after the introduction of the new currency from Af45-
48/$ to Af70$ in early November 2002. The sharp depreciation of the 
afghani was quickly transferred to local prices, which increased by a 
cumulative 60 percent during September–November 2002. However, 
after a successful currency changeover, the afghani strengthened and 
eventually stabilized at about Af46 per US dollar in January 2003. 
After depreciating slightly to Af51/$ by early March 2003, possibly 
reflecting the situation in Middle East, it rebounded to a stable level of 
around Af48.5/$ in May-August 2003.  

 
7. Large Re-exports and Illicit Trade 
 
Trade statistics have not been published by Afghani authorities since 
1992-93. According to an ad-hoc survey, the country’s total trade in 
2000 was $2.5 billion, comprising about $1.2 billion in imports and 
about $1.3 billion in exports. However, about 90 percent of the 
estimated total exports were re-exports, implying that indigenous 
exports fell significantly short of financing imports. The survey 
suggests that Pakistan was the main trading partner, followed by Iran. 
Because of smuggling, customs data are believed to cover only two-
thirds of total imports and only a fraction of exports. Moreover, the 
official figures (only recently compiled in CSO, 2003) do not include 
an estimate for opium exports, which were very large in 2002/03, 
possibly in the order of $2.5 billion. Dwarfing Afghanistan’s own non-
opium exports, opium exports are the overwhelming source of export 
revenues from domestic resources.  
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Other than this, the country’s exports consist primarily of 
carpets, dried fruits, nuts, sheepskins and precious stones while its 
imports, excluding those destined for re-exports, consist mainly of 
food items, fuel, transport and agricultural equipment. The re-exports 
consist of electronics, cosmetics, toiletries, crockery, auto parts, etc. 
Most of the re-exported goods find their way to Pakistan. It is likely 
that the opening up of the economy will cause imports to increase 
more rapidly than exports in the initial years of reconstruction. 

 
8. Current Account Deficit Financed by Inflow of Donor Money 

 
The overall balance of payments for 2002/03 is estimated to have 
shown a small surplus, after including grants and donor assistance. 
The composition of the balance of payments and its evolution reflect 
in large part the donor-financed reconstruction effort and the revival 
of private sector activity. A large current account deficit (before 
grants) was funded mainly by official transfers. The bulk of service 
receipts and payments come from donor activities. Service receipts 
include donor payments for local staff salaries, as well as expatriate 
accommodation and restaurant expenses. In addition, this includes 
visitor travel and the local staff costs of ISAF and local expenditures 
of ISAF personnel. Current transfers (inflows) are mainly official 
donor grants to fund the budget and national development plan.  

Of the $1.84 billion in grant money disbursed by the end of 
March 2003, only $296 million or 16 percent, was provided directly to 
the government budget. The rest was provided to non-budgetary 
expenditure and donor-designated projects through the UN system 
and NGOs. While the disbursement rate against pledges is high, 
disbursements per capita are far lower in Afghanistan than in other 
recent post-conflict countries. 
 
9. Need to Rebuild the Financial Sector 
 
Many steps must be taken before a satisfactory financial infrastructure 
can emerge to sustain private sector-led economic growth. DAB’s role 
must be properly redefined and its regulatory functions strengthened. 
None of the existing banks is operational. Much of the economy still 
depends on the traditional hawala system for money transfers, and the 
informal credit market has met the demand for liquidity, at least prior 
to the influx of new aid money since 2002. The capital market is 
undeveloped and modern savings and investment instruments are 
almost nonexistent. 



Executive Summary  

 9

The new Central Bank Act that was ratified by the transitional 
government cabinet in September 2003, gives DAB the overriding 
responsibility and full autonomy to maintain price stability and 
implement monetary and foreign exchange policies. The new Banking 
Law, ratified at the same time, includes the standard rules of a modern 
banking system with sound management, prudent risk management, 
and transparent and adequate accounting. The Banking Law also 
includes requirements of credit documentation, risk management, as 
well as provisions that banks should maintain their accounts in 
accordance with international accounting standards (IAS). Following 
ratification of this legislation, the DAB issued its first operating 
licenses to foreign commercial banks: Afghanistan International Bank, 
a consortium of investors led by ING; the First Microfinance Bank 
led by the Aga Khan Foundation, the National Bank of Pakistan, and 
Britain’s Standard Chartered Bank. This set an important milestone 
for modernizing the financial sector. For the first time in the country’s 
history, DAB will disengage from commercial banking and just focus 
on its central banking role. 

 
10. Need to Reconstruct the Public Administration  
 
An important step in the modernization of the civil service was the 
establishment of the Independent Administrative Reform and Civil 
Service Commission (IARCSC) in June 2002. In the 2003/04 national 
development budget, the government presented a detailed short-term 
strategy for public administration and civil service reform, aiming at 
creating a lean, capable and motivated civil service dedicated to 
supporting the country’s national interests. Despite various 
constraints, important initiatives have been taken, including the 
approval by the Cabinet in July 2003 of a presidential decree 
introducing an interim additional salary allowance for specific 
positions in ministerial departments which are considered critical for 
reform (e.g., customs, tax) and are undergoing a large-scale 
restructuring of their functions. A second decree is to be submitted to 
the Cabinet to regulate and limit the salary top-ups granted by donor 
agencies.  

Many ministers and ministries have little experience in policy-
making and in directing the public service. The longer-term challenges 
facing public administration include defining and implementing sound 
relationships between central, regional, provincial, and district 
governments; creating a sustainable fiscal management process 
including issues concerned with budget revenues; rationalizing the role 
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and number of institutions and ministries, and retraining and reducing 
staff accordingly. 

 
11. Need to Create Market Enabling Environment 

 
A sound private sector environment is important for a market-led 
economy. In August 2002 the government replaced the 1987 law on 
domestic and private investment, which was having a negative impact 
on foreign direct investment. The new law provides 3-7 year tax 
holidays to eligible companies, according to the type of investments, 
as well as a 4-year exemption from exports tariffs and duties. Under it, 
a High Commission on Investment, chaired by the Minister of 
Commerce and comprising the ministers of finance, justice, foreign 
affairs, planning and reconstruction and two private sector 
representatives, is responsible for all policy decisions regarding 
domestic and foreign investment. The Office of Private Investment 
(OPI), established within the Ministry of Commerce, determines 
which investments qualify for tax holidays.  

The transitional government has taken a number of steps to 
attract foreign investment into private sector development, particularly 
in the energy (oil and gas), minerals and precious stones markets, but 
with limited success. This may be partly due to security concerns in 
the country. Most investments to date have been in the hotel, 
restaurant, and telecommunications businesses.  

The partial or total privatization or closing down of the extensive 
SOE network is also a critical element of Afghanistan’s transition to a 
market economy. Preliminary data suggest that, from the 174 public 
enterprises, which were operated under the communist regime, only 
80 have survived, accounting for a total of somewhat more than 
35,000 employees. A Commission for the Evaluation of State-Owned 
Enterprises was established in June 2002 and started operating in 
January 2003. Its main activities include the assessment of SOE 
operations and assets, preparing recommendations for privatization, 
and drafting transparent privatization procedures. Its activities so far 
have been mainly limited to a census of the existing SOEs. 
Notwithstanding their commitment to an ambitious overhaul of the 
public sector, the authorities have acted cautiously in this area.  
 
12. Short to Medium-Term Economic Prospects 

 
There may be decent prospects for a strong economic recovery in the 
short run, provided certain preconditions are met, principally on 
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security improvements, the government’s continued commitment to 
sound economic management, and continued donor support. There 
are positive factors that will contribute to a strong recovery: (i) a sharp 
rebound can be expected once investments flow in; (ii) returning 
Afghans can bring in skills and entrepreneurship; and (iii) 
reconstruction activities will generate substantial demand and provide 
business opportunities. If the preconditions are met, economic growth 
in 2003-2005 could be above 10 percent.  

However, it is very difficult to predict at this stage with any 
degree of confidence how the macroeconomic picture would look in 
the medium run, especially given the uncertainties over many non-
economic factors such as security, institutional capacity and overall 
governance of the central and local authorities. Projecting economic 
performance for any period beyond the coming few years would 
require simulations under scenarios with different assumptions on key 
parameters. While only indicative, a strong growth scenario translates 
into GDP growth rates of perhaps 21 percent in 2003, 18 percent in 
2004, 15 percent in 2005 and 10 percent in the period 2006-10. Under 
this, the economy could rebound beyond the 1998 level (estimated at 
$6.74 billion) by 2005. Exports will grow gradually toward 13.6 
percent of GDP by 2010. Government revenues will grow from 3.3 
percent of GDP in 2002 and 4.1 percent in 2003, and gradually 
increase to 10.6 percent in 2010. A moderate growth scenario 
translates into GDP growth rates of 12 percent in 2003, and a gradual 
slowing to 6.3 percent a year in 2006-10. Exports will grow gradually 
toward 12 percent of GDP in 2010. Government revenues would 
increase gradually to 7.2 percent by 2010. 
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Introductory History of the Country1 

Afghanistan was a monarchy from 1747 to 1973; however, the 
legitimacy of the state was always somewhat precarious. The country’s 
present borders were established when the so-called great powers 
sought to establish a buffer state between the then British and Russian 
empires. Afghanistan was virtually left out of the 19th century’s 
globalization relative to its heyday during the Silk Route. It did, 
however, go through a period of state building and “modernization.” 
Starting with Abdur Rahman Khan, this effort culminated in the reign 
of Amanullah (1919-1929), when Afghanistan fought a successful 
third war against the British, built up modern institutions of 
government, developed secular education, and encouraged women to 
remove their veils, among other reforms.  

However, social conflict existed between modernizers and more 
conservative Afghan factions, complicated by rivalries between the 
Pashtun and non-Pashtun ethnic groups. Although those who held 
power claimed to represent the majority, their principal policy was one 
of ‘divide and rule’. Most of the reforms were rolled back, and there 
was a brief period of chaos before the rule of the royal family was 
restored by Nader Shah (1929-1933), with a much more conservative 
approach to social change. Nader Shah was assassinated and 
succeeded by his son Zahir Sharh (1933-1973), who had a long, 
generally peaceful reign before being deposed by his cousin 
Mohammad Daoud in a bloodless coup. The Daoud government was 
itself overthrown by a violent communist uprising in 1978, which 
ushered in a long period of conflict.  

From late 1979 to February 1989, Soviet military forces occupied 
Afghanistan, during a period marked by fierce resistance from Afghan 
fighters, know as the Mujaheddin, backed by the US and Pakistan 

 
                                                           
 
1 This section relies mainly on Barakat and Wardell (December 2001) and Byrd (October 2002). See further 

Appendix 1, “Historical Review of the Afghan Economy”. 
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intelligence services. This period witnessed a large-scale erosion of 
rural Afghan society and its institutions, as villages emptied and 
existing village hierarchies were broken down by massive 
displacements. As a result, authority was derived principally from the 
wealth and power of local warlords, a situation that was perpetuated 
by the Peshawar-based ‘aid industry’. During the Soviet occupation, 
the Afghan state expanded and attempted to transform traditional 
society, but with disastrous results. Centralized planning and controls 
were superimposed on the state apparatus, and many public 
enterprises were established. The government structure expanded and 
proliferated on paper, but it became increasingly ineffective due to the 
protracted conflict and loss of human resources as many civil servants, 
particularly in the upper echelons, fled or were killed. Further declines 
in government capacity and effectiveness occurred after the Soviet 
withdrawal, and patronage-based recruitment into the civil service 
became the norm. Hyperinflation largely erased the value of civil 
service salaries, exacerbating these adverse trends.  

After nearly a decade of Soviet occupation, the Geneva accords 
of 1988 led to the withdrawal of all Soviet forces in early 1989, but the 
accords failed to adequately address the issue of the post-occupation 
period and the future governance of the country. In 1992, UN 
negotiated plans for President Najibullah, the last communist-era 
president, to step down and for a transitional authority to take over, 
were thrown into disarray. Mujaheddin groups formed an alliance with 
a renegade government commander in the north. They entered Kabul 
and seized power but with no united or coherent strategy for running 
the government. What began as a struggle against Soviet forces 
mutated into internal power struggles, and the institutions that were 
left continued to disintegrate, creating an institutional vacuum that 
became entrenched.  

It was into this vacuum that the Taliban stepped towards the end 
of 1994, as the conflict mutated still further. The Taliban fighters were 
largely drawn from Pashtun youths who had spent most of their lives 
in the refugee camps of Pakistan. The Taliban movement was seen as 
a way of asserting Pashtun power, to counter the Tajik, Uzbek and 
Hazara/Shia forces of the Northern Alliance. In addition, it was 
perceived as a vehicle for assessing the conservative Pashtun values 
they had absorbed in the madrassas that had given them what little 
education they had. Large numbers of foreign nationals, from Pakistan 
and many Arab countries came to Afghanistan, attracted by the 
Taliban’s particular brand of radical Islam, and with plans to 
undertake military training in camps run by Al Quaeda.  
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Beginning with the catastrophic events of September 11, 2001, 
the world witnessed the forcible removal of the Taliban from power; 
the signing of a power-sharing agreement calling for a “broad-based, 
moderate and unitary Afghan state” by representatives of the major 
Afghan factions in Bonn in December 2001; the installation of an 
interim administration; the preparation of an ordinary budget, strategy 
for recovery and reconstruction, as outlined in the National 
Development Framework (NDF, April 2002) and National 
Development Budget (NDB, October 2002)2; and the convening of an 
Emergency Loya Jirga (traditional council of elders) in June 2002, 
allowing for a smooth and orderly transfer of power to a legitimate 
transitional government led by Hamid Karzai, to rule Afghanistan for 
a further two years.  

A draft constitution prepared by a 35-member Constitutional 
Commission was reviewed by the government and a “constitutional 
Loya Jirga” held in December 2003 and in early January 2004 
approved the new constitution which is characterized by designating 
Islam as the national religion, centralizing power in the presidency, 
and setting gender equality in principle. With the help of the United 
Nations Population Fund (UNFPA), the government is carrying out 
the first national population census in over two decades to pave the 
ground for national elections to be held by June 2004.  

Throughout this tumultuous period, Afghan authorities have 
sought to assert their own leadership in the recovery and 
reconstruction effort. Various statements made by government leaders 
indicate a strong commitment to political, economic, and social 
development; to a free and competitive economic system, and private-
sector-driven growth harnessing domestic and foreign investment — 
to create jobs and increase income; and, to this end, to undertaking a 
series of necessary policy and institutional reforms. 

 
                                                           
 
2 The NDB was presented by the Ministry of Finance to a meeting of the Implementation Group in Kabul on 12-13 

October 2002. The NDB translates the priorities of the NDF into programs and projects while simultaneously 
providing a vehicle for policy development.  It provides an outline of ongoing and proposed investments for 2002-
2004 and consolidates investments based around 3 pillars presented within the NDF. Later, the framework was 
refined into 12 national development programs and 6 priority sub-programs (Islamic Transitional State of 
Afghanistan, March 2003). 
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I. Recent Economic Developments 

I.1 Economic Growth and Structure 
 

The Afghan economy is one of the poorest in the world. The United 
Nations (UN) designates Afghanistan as a least developed country. 
Prior to the conflict in the late 1970s, its economy was characterized 
by food self-sufficiency, a predominance of agricultural exports, 
macroeconomic stability, a free-floating exchange rate, and a low debt 
burden. Over the past two decades, however, the economy has been 
devastated as infrastructure was destroyed, institutions and civil 
society weakened, and productive activities interrupted through war 
and conflict. The economy stabilized for a few years in the mid-1990s 
but later contracted, primarily due to drought, a reduction of 
unofficial trade, a deterioration of infrastructure, macroeconomic 
imbalances, and the misrule and increasing international isolation of 
the Taliban regime.  In particular, the 4-year drought seriously affected 
agricultural, horticultural, and livestock production. 

Analysis of the Afghan economy continues to be problematic 
due to the lack of reliable statistics.1 An official but rough estimate by 
the Central Statistics Office (CSO) puts the 2002/03 GDP2 at $4.05 
billion, with per capita GDP at about $186 using a population estimate 
of 21.8 million. This GDP estimate was derived from the expenditure 
side, with crude assumptions regarding consumption, investment, and 
exports and imports. Government consumption and investment make 
up a modest 8.6 percent and 16.2 percent of GDP, respectively. 
Nonetheless, the real GDP growth rate compared with 2001/02 was 
estimated to be 28.6 percent, a significant but understandable rebound 

 
                                                           
 
1  The best effort made by the Central Statistics Office (CSO) to date has yielded the Statistical Yearbook 2003 

(forthcoming). Statistical capacity in Afghanistan is discussed in Appendix 2.   
2 In accordance with current Afghan practice, economic growth is measured by the Afghan solar year (and fiscal 

year). For example, the Afghan solar year (SY) 1381, or fiscal year 2002/3 runs from March 21, 2002 to March 20, 
2003.  
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from the earlier economic base, with the estimated per capita hitting a 
bottom at $123 in 2001/02 (Table A3.1 in Appendix 3). Similarly 
strong economic growth is expected in 2003/04.3 By industry, it is 
estimated that agriculture grew by 27.7 percent, industry by 21.1 
percent, and services by 39.5 percent. 4  In agriculture, production 
recovered after years of drought. In industry, a construction boom is 
under way in certain urban activities (especially in Kabul), obviously 
driven by the international community’s spending and emergency 
assistance efforts. In services, hotels and guesthouses have been 
renovated or newly opened since the beginning of 2002. Retail 
establishments, auto repair shops and restaurant businesses have 
expanded visibly, and an increased number of taxi vehicles as well as 
donor vehicles now clog the streets of Kabul during rush hours.  

The economy remains, however, primarily agriculture-based 
(crop production, horticulture, and livestock), accounting for about 52 
percent of GDP and an estimated 80 percent or so of the 
economically active population. Industry and service each make up 
about 24 percent of GDP, (Table A3.1), although the employment in 
industry and services may have risen due to increased urban activities. 
Agricultural production was adversely affected by the prolonged 
drought, land losses through mines, degradation of irrigation systems 
and natural resources (cultivation of steep hillsides, stripping of 
brushwood for fuel, and reduced productivity due to the use of animal 
dung for fuel rather than fertilizer), population displacement, and 
fighting.  

However, the FAO/WFP (August 2002) estimated that the 2002 
agricultural production was 82 percent higher than in 2001. The sharp 
gain was attributed to somewhat better rainfall than in 2001 and the 
increased availability and higher quality of seeds, fertilizers and other 
key inputs. FAO/WFP (August 2003) assessed 2003 production as 
seeing a continued strong recovery, mainly due to improved and well 
distributed precipitation in major agricultural areas. The increased use 
of fertilizers and improved seeds has resulted in a record cereal crop 
in both rain-fed and irrigated sectors. The exceptions were provinces 
in the south and southwest where drought conditions have persisted. 
Effective control and the low occurrence of pests, together with the 
timely distribution of agricultural inputs in needy areas, has also had a 

 
                                                           
 
3 ADB’s projections under different scenarios are presented in Section II. IMF (November 2003) predicts that with 

continued strong growth in agriculture, as well as in services and construction, real GDP will grow by about 20 
percent in 2003/4. 

4 CSO (2003). 
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positive impact on crop yields. Favorable precipitation has benefited 
other crops such as vegetables.  

Improved pasture and better availability of feed augur well for 
the livestock sector. However, reductions in veterinary services and 
vaccination programs have resulted in widespread animal diseases, 
particularly foot-and-mouth disease. The supply of livestock and 
livestock products is yet to recover to the pre-drought levels. This is 
reflected in increased animal prices and continued imports of animals 
from neighboring countries. 

Expected good harvests and lower prices, coupled with 
improved employment opportunities in both urban and rural areas 
arising from increased economic activities, are expected to improve 
food access for most households. However, depressed cereal prices, 
especially if they continue to fall below the cost of production, may 
serve as a disincentive to farmers and may push them further into 
debt. The limited storage and financial capacity of private traders 
observed in surplus producing areas and the lack of banking and 
credit facilities, coupled with inadequate infrastructure such as roads, 
may hinder the storage of grain for long periods and the flow of 
produce from surplus to deficit areas (FAO/WFP August 2003). 

A significant feature of the Afghan economy is opium poppy 
production. After the Taliban regime’s ban on poppy cultivation 
ended in July 2000, the practice has become a major cash income 
source for rural farmers in certain provinces, and Afghanistan once 
again became the world’s largest producer of illicit opium. The current 
government’s ban on poppy cultivation has limited effect over the 
producing provinces, mainly in the north. Above all, ready profitability 
and the easy transportability of poppies present poor farmers with few 
other alternatives for making a livelihood.  

The share of poppy production in the economy is large. The 
value of opium exports in 2002 has been estimated by the United 
Nations Office on Drugs and Crime (UNODC) at about $2.5 million, 
making them Afghanistan’s single largest export item. IMF 
(September 2003) indicates that with a high-end estimate of its 
contribution to GDP, the share of opium in the economy could range 
from 40-60 percent, making per capita GDP jump to $302. More 
details on poppy cultivation are provided in Appendix 4, “Sector 
Descriptions and Sector Policy Issues.”  

The available information on non-agriculture sectors is still 
patchy, as no recent surveys are available. Nonetheless, broad 
descriptions of sectors and policy issues by sector are provided in 
Appendix 4. 
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Poverty 
 
Reliable statistics on poverty are not available for Afghanistan. In 
terms of the frequently used international poverty line of $1 a day 
consumption, equivalent to FAO’s minimum requirement of 2,453 
kilocalories a day per capita, poverty incidence range from 60 to 80 
percent. Based on a more conservative estimate, the poverty line, 
corresponding to 2,100 kilocalories, is about 40 cents a day. While no 
income/expenditure surveys are available 5  and, therefore, poverty 
incidence based on this estimated poverty line is not possible, it seems 
that the majority of the population falls into poverty.6 The average 
civil service salary is $40-45 per month or $1.33-$1.5 per day for a 
family of six. While the latest observation (FAO/WFP August 2003) 
was that the average daily wage rate across the country ranges from 
Af90 (US$1.9) to Af250 (US$5.2) per day depending on the location 
and type of work, reflecting a significant recovery in crop production, 
labor demand in rural areas is mostly seasonal and the rural wage is 
lower than in the cities and areas close to the centers of the districts. 
The overall poverty level in the country still seems very high. 

There are also social indicators of poverty in Afghanistan. 
Average life expectancy is about 40 years; nearly two thirds of adults, 
and close to four-fifths of women, are illiterate; 70 percent of the 
population is malnourished; and in 1999 less than one third of Afghan 
children were enrolled in school. 7  Particularly vulnerable are those 
without any source of production, employment, or income.  The 
vulnerable groups, which lack food security, include small farmers, 
landless laborers, sharecroppers, debtors, the internally displaced 
persons (IDPs) (1.1 million), returnee refugees, ex-combatants, war 
widows, war orphans, the abandoned, and the disabled (800,000, of 
whom 200,000 are mine victims8). Nonmaterial poverty as reflected in 
physical and social insecurity; isolation; and marginalization; 
alienation; and ethnic, religious, and gender discrimination, pushes 
many Afghanis deeper down the poverty ladder.  

 
                                                           
 
5 Price data for Kabul as of August 2003, the only available price data, was used in valuing the minimum food 

consumption bundle, with a 30% non-food add-on. Without the benefit of any income/expenditure surveys, rough 
guesswork puts the incidence at about 64%. 

6 In November 2002, CSO/IMF did a quick survey of 200 CSO staff for the new weight for 202 items CPI.  The result 
was that a family of 6 spent about Af5,000 per month, with a country-wide equivalent assumed at Af4,500 per 
month. This translates to roughly $100 per month for a family of 6 and about US$0.5 per day per person. In Kabul 
city about 60% of the population lack electricity and no one has running water.  

7 United Nations Development Programme (UNDP) and World Bank sources. 
8 ADB, UNDP, and World Bank. January 2002. 
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While no systematic study is available on correlates of poverty in 
Afghanistan, information suggests that it is associated with low 
economic growth and the collapse of employment opportunities due 
to the long period of war. Other factors pertain to the agro-ecological 
environment, state of resource degradation, land ownership, land 
tenure status, livestock ownership, access to water and inputs, access 
to off-farm employment opportunities, access to poppy cultivation, 
refugee/displaced status, gender, ethnicity, head of household status 
(education, skill, female head of household, etc), and physical 
disability. Available social indicators are compiled at the end of 
Appendix 3 (Table A3.14). 

 
I.2 Labor Market Developments 
 
The estimated population in 2002 was 21.8 million, including returned 
refugees, nomads and IDPs, with about 11.2 million being male and 
10.6 million female.9 A few more million refugees are poised to return 
once the security situation normalizes, thereby raising total population 
significantly. Kabul is by far the most populous city with a population 
of about 2.7 million. The age structure of the population is very young, 
with about 70 percent of the population under 30. The 1999 
population density was 33 per square kilometer (km2). The population 
growth rate is 1.9 percent per annum and the total fertility rate is 6.8, 
the highest in South Asia (with a regional average of 3.3).10 Close to 
four-fifths of the population is rural. The ethnic composition of the 
population identified by Wardak (1998) is 41 percent Pashtun, 20 
percent Tajik, 9 percent Hazara, 8 percent Uzbek, and 22 percent 
others. Tajiks are mainly farmers by occupation with many having 
migrated to urban areas to benefit from increased educational and 
economic opportunities. Hazara people live predominantly in the 
central mountain regions, known as Hazarajat. The other ethnic 
groups include nomads such as the Kuchi.  

No official labor market surveys have been conducted. There 
seems to be almost no formal sector labor market in Afghanistan at 
the moment. Other than the subsistence population, notable labor 
markets seem to be segmented into family businesses, reconstruction 

 
                                                           
 
9 The ongoing population census is about 50-60% completed for the pre-listing phase (see Appendix 2). While more 

reliable population data will be available after this phase of the census is completed in early 2004, the CSO 
estimate is considered not unreasonable.  

10 The high fertility rate is linked to several factors including a traditional preference for large families since children 
are considered a source of family wealth, as well as a post-conflict desire for more children to replace family 
losses. The high fertility rate combined with a youthful population means a high population growth rate for at least 
the next two decades (CSO 2003). 



Post-conflict Reconstruction: The Afghan Economy 
 

 26

labor markets and donor employment. The findings from the only 
specialized survey recently available (Agnew, September 2003)11 are as 
follows: 

 
- The typical business is owned by the family (55 percent) and 

employs 1 to 2 workers (69 percent).  
- The most commonly observed business types in urban bazaars were 

cloth shops (10 percent), general mechanic shops (9 percent), grain 
retailers (8 percent), general shops (7 percent), fruit/vegetable 
retailers (6 percent),  tailors (6 percent), carpenters (5 percent) and 
drugstores (5 percent). Those in rural bazaars were fruit/vegetable 
retailers (21 percent), bakeries (8 percent), general shops (7 percent), 
butchers (6 percent), carpenters (6 percent), tailors (6 percent), and 
carpet shops (6 percent).  

- On average, urban businesses generated $131 per month, while rural 
businesses generated $83 per month. Business expectations were 
very high, with 97 percent of those interviewed expecting their 
businesses to grow over the coming year. One ubiquitously 
expressed business constraint was financial credit services. 

- Farmers’ income level was $49 per month on average, with northern 
region farmers showing the highest average earnings and western 
region farmers the lowest. 

- 70 percent of the families interviewed relied upon a second or third 
source of income. The most common sources of secondary incomes 
were: money from relatives (72 percent), unskilled labor work (41 
percent), specific occupations (29 percent) and overseas work (11 
percent).  

- 13 percent of the female interviewees were widows.  
- Women’s current income generation occupations were carpet 

weaving (49 percent), tailoring (19 percent), embroidery (8 percent), 
mora weaving/sewing (7 percent), and gleam weaving (5 percent).  

- The average income earned by women was $16 per month, 
representing a potential average contribution of 32 percent towards 
household income. 

 
                                                           
 
11 Due to the absence of census data, the survey methodology in the study followed the following steps: stage 1 

selected 42 districts within 13 provinces covered by the international NGO that designed the survey, following the 
“extreme-maximizing” principle to include maximum of geographical and socioeconomic varieties; stage 2 selected 
total 33 populace clusters (towns and villages) to be surveyed in the chosen districts in proportion to the population 
share of each district selected; stage 3 selected 992 households to be interviewed, again, according to the 
extreme-maximizing principle covering maximum varieties of locations and wealth indicators; and stage 4 selected 
individual interviewees within the households following a 50:50 gender ratio. The household surveys were 
combined with establishment surveys: 100 vocational training centers; 637 local businesses; 77 shura (local 
community); and 65 bazaars. 
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Unemployment 
 
Those within the 15-60 age group who are able to work constitute the 
economically active population or labor force. On this basis, the 
estimated economically active population in 2002 was about 11 million. 
While there are no official unemployment rate estimates, it is evident 
that youth unemployment rates are high. The number of unskilled 
young people is estimated at 3 million and this number will rise by 
some 300,000 per annum. There is also evidence of high 
underemployment in rural areas and increasing unemployment in the 
urban areas. 12  UN agencies and NGOs have been supporting 
employment programs and food- or cash-for-work programs.  

Reviving and sustaining economic growth is the most sustainable 
step for employment generation. In order to minimize social unrest 
arising from unemployment and underemployment, reconstruction 
process must include some targeted employment services, public 
works programs, youth and adult vocational training, enterprise 
development and social protection. 

While official unemployment data are not available, findings by 
Agnew (September 2003) indicate the following: 

 
- When local shura leaders were asked to estimate the unemployment 

rates within their communities, the average figure across all regions 
and age groups was 32 percent.13 

- Youth (16-25 age group) unemployment was 26 percent on average 
while that for the 25-65 age group was highest at 42 percent. 

- When businesses were asked to measure the annual time they spent 
being idle or “waiting for customers,” the average figure indicating 
underemployment was 33 percent. By season, 37 percent 
underemployment was identified in winter and 29 percent in 
summer.  

 
Returning refugees 
 
Afghanistan has seen one of the world’s largest repatriation 
movements: with the facilitation by the Ministry of Refugees and 
Repatriation and UNHCR, more than 1.8 million refugees and some 
600,000 IDPs have returned voluntarily in 2002 from Pakistan, Iran 
and other countries such as those of Central Asia. 

 
                                                           
 
12 CSO 2003, p.25. 
13 As this figure is not based on structured household surveys, the reliability of the estimate is unknown. 
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By August 2003, an additional 420,000 returned, with a steady 
pace of inflow at more than 10,000 returnees a week during July – 
August 2003. The top five return provinces are Kabul (755,875), 
Nangarhar (370,481), Baghlan (136,078), Parwan (113,112), and 
Kunduz (112,289). Kabul district alone, meaning mostly Kabul city, 
has received 453,942 returning refugees, or 21 percent of the total 
(UNHCR source).14 CSO projects that about 1.9 million refugees will 
have returned to Afghanistan in 2003, and 1.2 million and 0.5 million 
in 2004-5, respectively. 

 
I.3 Fiscal Developments 

 
There are no comprehensive sources of fiscal data during the civil war 
(1992–96) and the Taliban regime (1996–2001). With continuous 
fighting and deteriorating economic conditions, traditional domestic 
revenues steadily declined together with inflows of external assistance, 
and were progressively replaced by illegal off-budget revenues, 
collected both by the central government and local warlords. Actual 
revenue performance continually fell short of budget requirements 
and the central bank provided the government with unlimited 
overdraft facilities to cover the resulting budget deficits. The 
monetization of the budget deficits resulted in high inflation and a 
rapid depreciation of the afghani currency unit. For most of this 
period, budget spending was focused on security expenditures and the 
payment of government salaries, with very limited amounts allocated 
to reconstruction and development. In sum, the national budget 
became a residual instrument of public policies, which were mainly 
conducted—and illegally financed—by warring local leaders according 
to their own factional interests. By the end of the 1990s, the misrule 
and growing isolation of the Taliban regime, together with four years 
of drought and continued fighting, had seriously hampered the 
collection of official domestic revenues, and the government 
increasingly returned to monetary financing of the budget deficit. (See 
further Appendix 1, “Historical Review of the Afghan Economy”). 

In December 2001, when the interim administration took office, 
the Ministry of Finance (MOF) at the center and its provincial offices 
(Mustoufiats) had, for most purposes, ceased to function. Most of the 
skilled and qualified staff of the MOF had left the country during the 
war. With the exception of a limited number of senior staff who 
returned to Kabul after the conflict, the vast majority of the existing 

 
                                                           
 
14 UNHCR source quoted in news releases. 
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MOF personnel lacked the basic qualifications to conduct even 
rudimentary fiscal functions. The tasks still being performed in the 
MOF were mostly of a clerical nature and were carried out by 
different divisions in complete isolation from each other. The MOF’s 
infrastructure had been devastated by years of war and neglect. This 
was especially true of a number of regional offices and customs 
houses in the provinces, whose buildings were literally falling into 
ruins. Basic telecommunication facilities had failed, and most of the 
primary road network was impassable, resulting in the breakdown of 
fiscal relationships between the center and provinces. There was no 
office automation, and key government offices lacked regular access 
to electricity.  

In violation of the budget law, line ministries and provincial 
Mustoufiats had opened a number of bank accounts in the regional 
branches of the central bank and state-owned banks, which were 
operated outside the purview of the MOF. No reconciliation was 
performed between the government’s accounts in the central bank 
and the treasury in the MOF. The reporting system between the 
center and Mustoufiats had broken down completely. The last annual 
government accounts prepared by the MOF accounting department 
related to 1989/90; no government accounts had been put together 
since then. Notwithstanding the dissolution of the system, a workable 
national fiscal process dating from before the conflict remained 
nominally in place, in contrast to many other post-conflict areas, 
where pre-existing fiscal arrangements were either very weak or 
nonexistent (for example, in Kosovo and Timor-Leste).  

The structuring of Afghanistan’s state budget by the Ministry of 
Finance is based on a comprehensive concept of general government. 
The State budget includes: (1) the budget for the central government 
(recurrent and development budget); and (2) the budget for local 
governments (districts). All activities, including those financed by 
foreign loans and grants, are included in the State budget and financed 
through the Treasury Single Account. There are 29 provincial offices, 
or Mustoufiats, that coordinate fiscal operations. Reports have to be 
submitted from the Mustoufiats to the headquarters, or the General 
Revenue Administration. The tax offices at the local and provincial 
levels also collect some non-tax revenue. Most fees and charges are 
collected by the ministries, departments and agencies, and periodic 
reports are required to be submitted to the provincial revenue 
administrations. 

The efficiency of any tax system, and concomitant administrative 
organization, is based and dependent on the tax legislation with its 
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underlying laws and codes. The present Afghan tax system is mainly 
based on the 1965 Income Tax Law and the 1974 Customs Law. 
These laws are considered to be generally operational, despite having 
been altered by several administrative directives and decrees. The 
public administration is currently collecting revenue based on these 
laws, including individual and corporate income taxes, gross receipts, 
fixed presumptive taxes, and customs duties. The tax and customs 
organizational structure, with its predominantly manual procedures, is 
considered to remain intact, though on paper. 15  The existing tax 
regime is summarized in Appendix 5. 

 
The 2002/3 Ordinary Budget and its Execution 

 
The Afghan authorities have progressively taken the lead in the 
formulation of the reconstruction strategy and in putting forward their 
vision for the country’s future. The adoption of the 2002/03 16 
“ordinary” (operating) budget and the presentation of the National 
Development Framework (NDF) in April 2002 were turning points in 
this regard. On April 6, 2002, the Afghanistan Interim Administration 
(AIA) adopted an ordinary budget for 2002/03 of $483 million, of 
which $22.5 million was to be spent on clearance of wage arrears.17 
This left a gap of $400 million (83 percent of the budget) to be 
financed by donor assistance (Table A3.2), since the authorities 
precluded domestic financing of the budget. It also included a 240,000 
cap on civil employees (of which 60 percent were in the provinces and 
40 percent at the center).  

In terms of composition of the budget, civil service wages 
(excluding the police and army but including the SOEs) were 
projected at $120 million and military salaries were estimated at 
$99 million. Together with the police, security-related spending 
amounted to close to 45 percent of the total budget, a proportion 
considered as justified given the need to reestablish security 

 
                                                           
 
15 The Income Tax Law specifies individual and corporate income taxation, withholding taxes on imports and exports, 

various fixed (presumptive) taxes, and business receipts tax. Because 18 separate decrees have amended the law 
since 1965, and not all amendments have been included in a comprehensive consolidated version, it is difficult to 
know all the details of the law and its application. Further, tax administrators at MOF have different views about the 
applicable tax provisions. Because of their weak administrative capacities, income tax data is currently not 
classified according to the revenue classification of the government. In contrast to the income tax law, the current 
customs law is a consolidation of all changes to the law. Still the application in practice varies significantly in 
different parts of the customs administration. Although there is no excise tax, certain excisable goods are subject 
to higher customs duties. It seems that a “monopoly tax” on petroleum is being used, equaling 20% of the import 
value (or 30% of the imports if the government takes the tax) (IMF February 2002). 

16 The fiscal year commences on March 21. Thus, FY2003 refers to March 21, 2002–March 20, 2003.  
17 The exchange rate prevailing at that time, of Af34 per US dollar, was used in calculation. In afghani terms, the 

budget was Af15.7 billion plus an additional Af750 million to clear wage arrears. 
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throughout the country. The low share of spending on health and 
education (20 percent of the total budget) resulted from anticipated 
capacity constraints on the recruitment of new teachers in the first 
year, and the assumption that most development spending in the 
social sectors would be carried out by donors outside the operating 
budget. In terms of the budget size relative to the economy, this first 
post-conflict budget, at about 12 percent of GDP, was considered to 
be modest compared with other low-income countries (at average 18.5 
percent of GDP).18 

The budget decree for 2002/03 included a strong commitment 
to fiscal discipline by explicitly prohibiting the government from 
central bank financing (the no-overdraft rule) and by limiting 
ministerial allotments to the amount of resources actually available in 
the government’s accounts.19 Headcount ceilings for each ministry’s 
civil service staff were imposed. The decree also separated SOEs from 
the rest of the civil service, by removing the compensation due to 
SOE employees from the budgeted wage appropriations, making this 
instead part of the government’s transfers and subsidies to SOEs. The 
authorities also publicly stated that they intended to restrict, to the 
extent possible, external borrowing to the financing of the 
development budget. In other words, the operating budget would 
mainly rely on external grants. According to preliminary estimates, 
actual spending in 2002/03 (including estimated non-wage provincial 
expenditures) reached 95 percent of budgeted amounts in afghani 
terms (Table A3.3).  

Actual expenditures amounted to an estimated $349 million, 
much less than the $460 million initially envisaged, due to the 
depreciation of the afghani during the year (the annual average 
exchange rate was Af44.5 to the US dollar whereas the budget 
accounting rate was Af34 per US dollar).20 In the first half of the fiscal 
year, budget spending was very low, reflecting limited administrative 
capacity, a lack of financing, and a shortage of bank notes in the 
central bank before the currency conversion starting in October 2002. 
However, the expenditures picked up sharply in the second half of the 
fiscal year, especially in the fourth quarter, as donor disbursements 
accelerated and administrative capacity improved, and there was no 
longer a shortage of bank notes. Budget execution focused mostly on 
salary payments (74 percent of total spending, significantly more than 

 
                                                           
 
18 IMF (September 2003). 
19 In the absence of a parliament, presidential decrees signed by the head of the AIA and ATA have the force of law. 
20 Expenditures excluding the clearance of wage arrears. 
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the budgeted 48 percent), and on three priority sectors: security 
(43 percent), education (19 percent), and health (8 percent). 
Accordingly, the ministries accounting for the highest shares of 
spending were defense, interior, education, health, and the President’s 
office.21 

Domestic revenue, as reported to the center, is estimated to have 
reached about $132 million, significantly higher than the budgeted 
$83 million. More than 80 percent of the reported revenues were 
collected in the provinces, with the remainder coming from the line 
ministries at the center. About 60 percent of the locally collected 
revenues were customs revenues. But only about 27 percent of the 
reported provincial revenues were actually transferred to the central 
government’s accounts. 22 In addition, contrary to the existing fiscal 
regulations, most provinces did not send to the MOF reliable reports 
on their non-wage expenditures. These factors have limited the 
financing requirement to an estimated $232 million (66 percent of 
total spending), considerably less than the initially planned 
$400 million. This gap was mainly met through (a) donor assistance 
grants ($183 million), including support ($125 million) from the 
Afghanistan Reconstruction Trust Fund (ARTF); (b) one-off receipts23 
($39 million); and (c) partial use of ADB’s first loan disbursement in 
December 2002 ($25 million), leaving a positive balance of $16 million 
at the end of the year.24  

There were problems in estimating the number of permanent 
staff employed by the government in 2002/03 and enforcing the 
recruitment ceilings included in the budget decree for the following 
reasons: (i) the preparation of a nominal payroll of employees for the 
whole country was a long and resource-demanding process, which the 
authorities were not able to complete during 2002/03; (ii) the 
executed provincial payroll could not be broken down by ministry in 
the first half of the fiscal year; (iii) contrary to the provisions of the 
budget decree, some of the staff working in the SOEs continued to be 
directly paid through the government payroll and not through 
transfers to the SOEs; and (iv) a number of provinces apparently 

 
                                                           
 
21 IMF (September 2003). 
22 The 1964 Organic Budget Law requires that any positive balance between locally collected revenues and 

budgeted expenditure be promptly sent to Kabul. The reluctance of most provinces to transfer local revenues also 
led to the collapse of the equalization system between “rich” provinces (border provinces collecting large customs 
revenues) and “poor” provinces (inland provinces). 

23 Including: $22 million from the International Air Transport Association in accumulated overflight rights; $5 million 
from the sale of a telecommunications license; $7 million of customs valuation fees accumulated in the past few 
years; and $4 million of last year’s provincial surpluses. 

24 This figure includes the external assistance deposited by donors in the central bank’s account in U.A.E. but not yet 
transferred to the government’s accounts. 
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hired and paid a significant number of civil service staff directly out of 
their local revenues without informing the center.  

Although the overall initial budget ceiling was respected, 
important reallocations between expenditure items were made during 
the fiscal year without the budget being revised accordingly: 
(i) government employees’ food allowances were raised by 37 percent 
in May 2002 to increase government wages from their very low levels; 
(ii)  food in-kind distributed to civil service staff by the World Food 
Program was replaced in September 2002 by a new monetary 
allowance; (iii) civil servants received in November 2002 a salary 
bonus corresponding to one-month salary (“Ramadan bonus”) to ease 
the social tensions stemming from the depreciation of the afghani 
during the currency conversion; and (iv) a number of line ministries 
apparently hired more staff than authorized in the budget decree. 
These were financed within the overall budget ceiling through the use 
of the substantial 2002/03 presidential reserve fund and the wage and 
pension reform reserves (no such reforms took place in 2002/03).25 

 
The 2003/04 Ordinary Budget and its Execution 
 
The National Development Budget (NDB) announced in March 2003 
combined in a single document the 2003/04 ordinary (operating) and 
development budgets. The 2003/04 operating budget envisages 
expenditures equivalent to $550 million, an increase of 58 percent 
compared to the previous fiscal year’s outcome, reflecting the 
expected improvement in the government’s capacity. Almost 
40 percent of the planned spending is allocated to defense, public 
order, and safety, 24 percent to education, and about 10 percent to 
health and social protection (Table A3.4). Wage and salary payments 
account for 50 percent of the budget, representing a significant 
reduction compared to the actual spending in 2002/03 (74 percent).  

Domestic revenues are budgeted to reach $200 million. This 
seemingly ambitious revenue target is based on the assumptions of 
strong economic growth, an increase in revenue collection expected 
from the planned customs reform, and the effective centralization of 
locally-collected revenues.26 This still leaves a $350 million financing 
gap to be covered by foreign assistance, of which $250 million is 
projected to be financed through the Afghanistan Reconstruction 

 
                                                           
 
25 IMF (September 2003). 
26 IMF’s latest projection (November 2003) puts a lower domestic revenue of $147 million. 
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Trust Fund (ARTF).27 Military and other security expenditures, which 
are not eligible for financing through the ARTF, are expected to be 
financed through domestic revenues and by $100 million in donor 
assistance channeled through the Law and Order Trust Fund for 
Afghanistan (LOTFA) and the Army Trust Fund. The authorized 
headcount ceiling for civilian employees was set at 356,000, a 
50 percent increase over the previous year’s budget and mainly 
concentrated in the Ministry of Education, growing from an 
authorized level of 72,000 last year to 166,000 this year. According to 
the authorities, however, only 60,000 new staff (mainly teachers) will 
be hired, with the remainder of the increase resulting from the 
recording of staff who were already paid by the provinces in 2002/03 
from local revenues, but whose payroll was not reported to the 
center.28 

The budget decree for 2003/04 reiterates the authorities’ strong 
commitment to fiscal discipline and explicitly reaffirms the principle 
of no government overdraft with the central bank. It also includes 
ceilings for total staff by ministry. But unlike the previous year, the 
authorities supposedly have the technical capacity to meaningfully 
monitor, and effectively enforce, these ceilings. 29  The decree 
furthermore restricts external borrowing to $300 million for the entire 
fiscal year and limits its use to the funding of development projects 
and meeting temporary cash flow requirements for the operating 
budget. It specifically mentions the passage of a customs reform 
package and ranks the centralization of revenues as one of the 
government’s priority tasks for the year. A Civil Service Reform Fund 
($20 million) has been established to accommodate the much needed 
reforms of the civil service. The reserve funds of the operating budget 
have meanwhile been reduced and made subject to tighter controls. 

Preliminary budget execution data, covering the first five months 
of the fiscal year, provide positive indications that the authorities have 
adhered to their commitment to fiscal discipline and have effectively 
enhanced domestic revenue mobilization (Table A3.5). Revenue 
performance reached $31 million in the first quarter of 2003/04, a 
large increase over the same period the previous year of $18 million, 
with most of the revenues (still mainly collected in the provinces) 
transferred to the government’s central accounts. In addition, the 
provinces transferred $12 million of their 2002/03 surplus revenues to 

 
                                                           
 
27 See Section I.5 for a description of ARTF.  
28 IMF (September 2003). 
29 The budget decree includes an obligation for each ministry to break down its headcount ceilings into “sub-ceilings” 

for the center and each province.  
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the center. If this trend is sustained, the total domestic resources 
available to finance the operating budget could reach the intended 
$200 million provided the customs reform package is implemented as 
planned.30  

On the other hand, spending has been off to a slow start with 
only 24 percent of the annual budget spent in the first five months, 
mainly due to large delays in payments of provincial and military 
salaries. The no-overdraft principle has been adhered to so far and the 
government’s accounts show comfortable surpluses at the end of the 
fifth month at $63 million. No comprehensive information on the 
execution of the development budget is currently available, although 
partial reports indicate that project expenditures have been much 
lower than budgeted. The government is currently undertaking an in-
depth review of the execution of the development budget in order to 
identify bottlenecks and capacity constraints in project 
implementation and to reflect new pledges that donors have made 
since March 2003. 

 
The 2003/04 Development Budget 

 
The 2003/04 development budget, the first real development budget 
prepared by the government,31 amounts to $1.8 billion (Table A3.6), 
to be fully financed by external assistance. It comprises most of the 
projects financed by donors, including the 2003/04 UN Transitional 
Assistance Programs for Afghanistan (TAPA), worth $815 million, 
which succeeded the 2002/03 Immediate and Transitional Assistance 
Programs (ITAPs). It represents a significant improvement over 
2002/03 when most of the development projects (including ITAPs) 
were carried out by donors outside the budget. Over one-third of the 
development budget is expected to be spent on the rehabilitation of 
infrastructure, another third on health, social protection, and 
humanitarian assistance and 14 percent on education. All donor 
projects are supposed to be reflected in the budget, including those 
carried out by UN agencies. However, full comprehensiveness has not 

 
                                                           
 
30 In May 2003, the National Security Council chaired by President Karzai issued an instruction co-signed by the 

major provincial governors, ordering that: (a) all provincial tax and customs revenues be recorded and transmitted 
to the center on a regular and timely basis; (b) provincial authorities refrain from meeting their expenditures directly 
out of their local revenues; and (c) provincial expenditures be limited to budget allotments received from the center. 
In parallel with this initiative, 40 newly-trained fiscal experts will be sent to the provinces to enhance financial 
reporting from the provinces on revenues and expenditures, and to follow up locally on the agreement on revenue 
centralization.  

31 The first development budget, covering both fiscal years 2002/03 and 2003/04, was presented to a donor meeting 
in October 2002 with an estimated total amount of $3.2 billion, but it was already halfway through the first fiscal 
year.  
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yet been achieved since the budget envelopes do not include the 
development costs for the Afghan National Army, the Counter-
Narcotics Program and the preparations for the national elections to 
be held in mid-2004.32 

 
I.4 Monetary Developments 
 
At the end of 2001, based on the Law of Money and Banking 1994, 
Afghanistan’s formal financial system consisted of the central bank 
(Da Afghanistan Bank or DAB), two state-owned commercial banks 
(Bank Millie Afghan and Pashtany Tejaraty Bank) and four state-
owned special purpose development banks (Agricultural Development 
Bank, Export Promotion Bank, Industrial Development Bank, and 
Mortgage and Construction Bank).33 In addition, there were about 300 
registered money trading entities reportedly operating in Kabul with 
some 5,000 traders. However, they existed only nominally with little or 
no functions of financial intermediation. The country had become 
almost entirely cash-based. The banks had essentially stopped 
functioning during the Taliban years and whatever financial 
infrastructure had survived the many years of conflict was in very 
poor condition. What remained was the informal hawala system that 
people could use to change and transfer money.  

Confidence in the national currency, the afghani, was low, as it 
had lost much of its value following years of high inflation. Moreover, 
the Afghan central bank, Da Afghanistan Bank (DAB), had little 
control over the issuance of currency. At least three versions of the 
national currency were circulating in the country. There was first the 
official afghani which had been issued prior to Taliban rule and which 
the Taliban had continued to issue from the remaining stocks in the 
vaults of the central bank. The Taliban put duplicates of the official 
banknotes into circulation by ordering reruns of earlier issued series 
from the country’s regular printer and issued these in the northern 
parts of the country. By using the same serial numbers as in earlier 
years, the Taliban ensured that the new notes could not be 
distinguished from those already in circulation. Furthermore, two 
warlords had issued their own counterfeit versions of the official 
currency. While these counterfeits were very similar to the official 
currency, they had some distinguishing features and typically traded at 
a discount in the Kabul money markets. Reflecting the limited 

 
                                                           
 
32 MF (September 2003).  
33 As discussed in Section III, due to flaws in the 1994 Law, it was replaced by new legislation in September 2003. 
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confidence in the national currency, foreign currencies were also 
widely used, including the US dollar and the currencies of neighboring 
countries. Foreign currencies were used especially for larger 
transactions and as a store of value.  This is the background against 
which the new Afghan interim and transitional governments came 
into office and managed monetary developments. 

 
Prices 

 
No reliable data on price movements exist for the 1990s. In October 
2002, Central Statistics Office (CSO) resumed compilation of the 
consumer price index (CPI) and released its first monthly report since 
1987, but it only covered Kabul for the time being. According to its 
reports, the months following the ouster of the Taliban saw sharp 
deflation reflecting the appreciation of the afghani, followed by sharp 
inflation in the first quarter of 2002, and then followed by a fairly 
stable price increase in the second quarter of 2002 at 1 percent 
monthly, well below the 4.5 percent envisaged in the monetary 
program. 34  The CPI increased by 16 percent in September, 12.4 
percent in October and 22.7 percent in November 2002.  

The significantly higher inflation rates during these months were 
mainly due to the depreciation of the afghani and high food prices due 
to drought and the end of the growing season. However, in December 
2002 and January and February 2003, the CPI decreased by 4.4 
percent, 3.8 percent, and 1.4 percent, respectively, reflecting the 
turnaround appreciation of the new afghani currency by December 
2002. In March and April, there were moderate pick-ups in CPI 
growth of 2.3 percent and 1.8 percent, respectively, due to increases in 
the prices of meat products and oils and fats. Then the CPI fell by 0.7 
percent in May and picked up again by 1.0 percent, 0.3 percent and 0.6 
percent in June through August 2003, respectively (see Tables A3.7 
and A3.9).  

 
Money Aggregates 

 
According to an International Monetary Fund estimate (IMF, 
September 2003), currency in circulation grew by an estimated 
20 percent from 2001/02 to 2002/03, a significantly smaller figure 
than the almost 30 percent targeted in the original monetary program 

 
                                                           
 
34 Information obtained from the IMF mission visiting Kabul in mid 2002.  
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(in the fall of 2002, the target was reduced to 24 percent).35 The rate of 
monetary expansion varied widely from quarter to quarter, reflecting 
both the volatility of money demand and more practical constraints, 
such as the availability of the old bank notes prior to the introduction 
of the new currency. The increase in money demand during 2002/03 
was entirely met by an accumulation of foreign reserves at the central 
bank; the government adhered to the no-overdraft rule and ended the 
fiscal year with a surplus.36 DAB’s reserves increased by an estimated 
$100 million in 2002/03. During the year, DAB received foreign 
exchange inflows of $215 million to help finance the government 
budget. DAB auctioned off $135 million of this to limit monetary 
expansion. DAB also paid over $16 million from its reserves to cover 
the cost of printing the new currency. In addition, a part of the 
increase in reserves reflects new information on foreign deposits that 
became available during the year, rather than an actual inflow of 
foreign exchange. At the end of 2002/03, DAB’s stock of foreign 
exchange reserves was estimated at $426 million, (including $196 
million of gold, see Table A3.7). In August 2003, currency in 
circulation amounted to Af22.4 billion, equivalent to $456 million at 
the prevailing exchange rate. This level of reserves was more than 
adequate in the context of the current flexible exchange rate regime to 
cushion the short-term impact of negative shocks.  

It is very difficult to predict money demand. As mentioned 
above, very crude estimates suggest that the economy grew by almost 
30 percent in 2002/03, while the overall price level increased by 5 
percent. This implies that money demand may have actually weakened 
in relation to nominal GDP in 2002/03. This underscores the large 
uncertainties surrounding even the most basic macroeconomic 
relationships. In any case, with the attainment of economic growth 
and increasing confidence in the new national currency, money 
demand can be expected to increase, requiring additional reserves. But 
as long as the government refrains from central bank financing of the 
budget, there will only be limited use of a central bank rediscount 
window by commercial banks, and any increase in the currency 
demand will be met by an inflow of foreign exchange reserves. 

 
                                                           
 
35 Due to the break in series because of the introduction of the new currency in October 2002, the annual growth rate 

is calculated by multiplying estimated quarterly growth rates. 
36 The government occasionally ran an overdraft in the third quarter of 2002/03 and was still in overdraft by the end 

of the quarter. These overdrafts remained fairly limited in size, however. To some extent, the occurrence of these 
overdrafts reflected the procedure by which the government received foreign assistance only after expenditures 
were made and their eligibility for coverage by such assistance had been established. But it also reflected a lack of 
adequate monitoring and communication between DAB and the MOF. An increase in available foreign financing 
for the budget allowed the elimination of the overdraft in the fourth quarter of 2002/03. 
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Exchange Rates 
 

Historically, the official exchange rate of Af45 to the US dollar set in 
1963 was adjusted to Af3,000 per dollar in April 1996, reflecting, 
among other factors, a weakening of monetary discipline under the 
Jamiat regime. During the late 1990s, further depreciations of the 
currency occurred as a result of market forces. By 2000, the foreign 
exchange market became more fragmented and volatile, with wide 
divergences between official, spot, and black market rates and also 
between rates in the Taliban and opposition-controlled areas. By 
September 2001 the rate had depreciated to Af79,000 per dollar. 
Following the start of the war on terrorism in Afghanistan, the 
currency appreciated significantly, to under Af30,000 per dollar by 
December 2001. Beginning then, the afghani weakened to Af35,000–
Af40,000 to the dollar, and by September 2002,  plunged to Af58,000 
per dollar or lower, as a result of the announcement that the 
Government would introduce new afghani currency, worth 1,000 old 
afghani per unit.  

The exchange rate depreciated immediately after the introduction 
of the new currency from Af45-48/$ to Af70$ in early November. 
People had become increasingly nervous about whether they would be 
able to convert their old notes into new ones in time. DAB suspended 
its foreign exchange auctions temporarily after the start of the 
currency exchange because it lacked qualified staff to handle both 
operations at the same time. The sharp depreciation of the afghani 
was passed through quickly to local prices, which increased by a 
cumulative 60 percent during September–November 2002. To ease 
the exchange rate pressures, DAB resumed foreign exchange auctions 
in mid-November and announced an extension of the bank note 
exchange period by about two weeks until January 2, 2003. The 
afghani immediately strengthened and eventually stabilized at about 
Af46 (new) per US dollar in January 2003. With the strengthening of 
the afghani, consumer prices came down as well, although somewhat 
less than the appreciation of the currency. After deteriorating slightly 
to Af51/$ by early March 2003, possibly reflecting the situation in 
Middle East, it came back to a stable level of around Af48.5/$ in May-
August 2003 (See Table A3.8.) 

Afghanistan now has a de facto unified exchange rate system. 
DAB provides quotes on a daily basis for an official Afghani-US 
dollar exchange rate based on the early morning rate in the free 
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market of the money changers.37 This rate is used for all transactions 
including those with the government. DAB’s exchange rates for other 
currencies are based on cross-rates with the US dollar. DAB uses the 
buy and sell rates from the free market rather than applying a fixed 
spread around a central rate. During the first half of 2002, the spread 
between the two rates (for cash transactions) has rarely exceeded 0.6 
percent, while during the latter half of 2002 spreads were usually larger 
than those in 2003 and on two occasions exceeded 2 percent. In 
addition, a small commission is charged on travelers checks and on 
international transfers. For transfers, fees are 0.25 percent of the 
amount, with a small minimum fee; and for letters of credits, fees are 
0.25–0.5 percent of the amount.38 

 
I.5 External Sector Developments 

 
Trade 
 
The largest receivers of Afghanistan’s exports in late 1970s were the 
Soviet Union, Pakistan, India, and Western European countries. 
Exports to the East European countries experienced a sharp increase 
during the 1980s. In 1981, the Soviet Union and Afghanistan 
concluded a mutual trade agreement for the period 1981-85. In return 
for industrial equipment and machinery from the Soviet Union, 
Afghanistan agreed to supply its partner with natural gas, food 
products and raw materials. During this period, trade between the two 
countries increased sharply. A further five-year agreement was signed 
in 1986, under which bilateral trade expanded further. By 1985, 
Afghanistan’s trade with the Soviet Union constituted the majority of 
its total trade both in exports and imports.  

After the withdrawal of the Soviet military and the 
corresponding decline in bilateral official trade with the Soviet Union, 
the unofficial economy expanded during a period of internal factional 
fighting and the Taliban regime that followed, with the smuggling of 
drugs constituting a key component. The drug trade constituted the 
main source of unofficial revenue, and taxes from the export of 
opium constituted a pillar of the Taliban war economy. The annual 
revenues from the opium tax amounted to at least $20 million. The 
Taliban is reported to have levied a 20 percent zakat from drug dealers 

 
                                                           
 
37 Each morning, DAB calculates a simple average of the buy rate and the sell rate of ten reputable and large 

licensed money changers and quotes them as the official buy and sell rates. DAB quotes rates for cash and 
transfer transactions. 

38 IMF (September 2003). 
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on exports of opium.39 The Afghan-Pakistan Transit Trade Agreement 
(ATTA) is considered to have induced the smuggling trade.40 Besides 
hindering formal revenues for the Taliban administration, the 
extensive illegal trade of goods, food and fuel hurt domestic 
industries’ production. Unofficial trade takes place across the porous 
borders of Afghanistan simply because of the convenience of the 
route, since customs houses do not necessarily exist. On the 
Afghanistan side, customs checkpoints are usually not at the border 
but at the first major town inland across from a range of border 
crossings in the area. Customs duties and taxes in Afghanistan have 
been applied at low “effective rates” through the use of an over-
valued exchange rate for valuation purposes. This gives little incentive 
for traders to avoid taxes and monitoring in Afghanistan. Thus 
unofficial trade in neighboring countries may be quite official in 
Afghanistan. The albeit fragmentary available information indicates 
that the Taliban regime was incapable of even rudimentary 
management of the economy, let alone fiscal management. 

Trade statistics have not been published by the Afghan 
authorities since 1992-93. According to a survey sponsored by the 
World Bank,41 Afghanistan’s total trade in 2000 was estimated at $2.5 
billion, comprising about $1.2 billion in imports and about $1.3 billion 
in exports. However, about 90 percent of the estimated total exports 
comprised re-exports, implying that indigenous exports fell 
significantly short of financing imports. The survey suggests that 
Pakistan was the main trading partner for Afghanistan, accounting for 
47 percent of its direct and transit imports and receiving 88 percent of 
its exports. Iran was next, accounting for 46 percent of direct and 
transit imports and 11 percent of exports. It is believed that trade has 
fallen sharply since, with the exception of emergency food aid and 

 
                                                           
 
39 Rashid (2000). 
4400 The Afghan-Pakistan Transit Trade Agreement (ATTA) was signed between the two countries in 1965 and has 

more or less functioned until today. The agreement includes exemptions from all customs duties, taxes, duties, or 
charges of movement of goods under the treaty, not including transportation services. The treaty defines two 
transit routes: Torkham (Afghanistan)–Peshawar (Pakistan) and vice versa, and the Spin Baldak (Afghanistan)–
Chaman (Pakistan) route. The agreement also includes transit goods which move under customs control between 
Afghanistan and the port of Karachi in Pakistan. The bulk of customs operations are performed in five major 
customs houses. However, the breakdown of border surveillance, customs procedures and a large part of the 
infrastructure in Afghanistan has lessened the confidence of the Pakistani authorities in the Afghan custom’s 
application of the transit controls. The Pakistani authorities argue that traders have taken advantage of the 
instability in Afghanistan to smuggle transit items back into Pakistan over mountain roads. This has resulted in 
adverse consequences on the revenue and domestic production of Pakistan. The smuggling of goods back to 
Pakistan is, according to Pakistani officials, increased by Afghanistan’s low duty rates which create an imbalance 
in the price of goods. As a result of the perceived lack of control, Pakistan took unilateral action to curtail the flow 
of trade under the ATTA, and introduced a ban on 24 items that can no longer be imported to Afghanistan using 
the transit system. As a consequence, a significant increase in the transit trade through Iran has occurred, 
diminishing the long-term impact of the banned (or negative) list imposed by Pakistan. 

41 World Bank (2001). 
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other imports and perhaps exports of opium. The Afghanistan 
Interim Administration (AIA) and Islamic Transitional Government 
of Afghanistan (ITGA) have extended the Taliban-imposed ban on 
poppy cultivation and opium production and eliminated $8 billion 
worth of drugs, but the ban has been difficult to enforce and poppy 
cultivation has picked up once again.42  

CSO (2003) recently compiled trade statistics, as shown in Tables 
A3.10-3.12. These tables confirm that the level of indigenous exports 
is only a very small part of total exports, on the order of $100 million, 
while imports are on the order of $1-2 billion, implying a significant 
level of re-exports. Export data cover official trade only and exclude a 
large amount of smuggled “unofficial” exports, primarily to Pakistan. 
The major destinations of Afghanistan’s exports are neighboring 
countries such as Pakistan and India. While cross-border trade with 
Iran is believed to be significant, it is not captured in the official 
statistics. The major sources of Afghanistan’s imports have fluctuated 
and their relative positions have been changing. While Pakistan 
continues to be an important source of imports, other important 
partners include Japan and Korea, followed by Kenya, Turkmenistan 
and Germany. In particular, a surge of imports from Japan and Korea 
in recent years seems to reflect the effects of reconstruction 
activities.43  

The country’s exports consist primarily of carpets, dried fruits, 
nuts, sheepskins and precious stones. Its imports, excluding those for 
re-exports, consist mainly of food items, fuel, transport and 
agricultural equipment. The re-export trade consists of electronics, 
cosmetics, toiletries, crockery, auto parts, etc. Most of the re-exported 
goods find their way into Pakistan. As indicated in these tables, the 
increase in imports has been more rapid than the increase in exports 
in the latest years, primarily because the previously closed economy 
under the Taliban regime has now opened up to international 
exchanges and the new inflow of foreign funds has allowed imports to 
expand. This trend is likely to continue during the initial 
reconstruction period. 

The Afghan government announced on September 24, 2002 that 
it would temporarily forego customs tariffs on exports in order to 
boost trade. The Finance Minister held talks with several countries, 
including the United States, to try to increase exports. On January 13, 

 
                                                           
 
42 See Appendix 4, “Sector Descriptions and Policy Issues,” for a recent update on poppy cultivation. 
43 However, even considering the impact of reconstruction activities, significant peculiarities that are difficult to 

explain include the disproportionate surge of imports from Japan in the last four years and the large imports from 
Singapore in 1996/97 and 1997/98 (Table A3.10). 
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2003, the US government signed a proclamation that makes 
Afghanistan a beneficiary of the Generalized System of Preferences 
(GSP), eliminating US tariffs on approximately 5,700 Afghan products 
imported into the United States. Although many untapped mineral 
and energy sources could be exploited, the Afghan government’s 
more immediate concern is to regain control of the country’s huge 
trade in imported goods where local leaders control the main access 
routes to Afghanistan. At present, local leaders raise huge revenues for 
themselves by imposing duties. There is a long process ahead to 
normalize the customs revenue collection in the hands of the central 
government.  

 
Exchange and Trade System44 

 
During the late 1980s and early 1990s, reflecting the orientation of 
trade, Afghanistan had bilateral payment agreements with Bulgaria, 
People’s Republic of China, and the former Soviet Union, with 
settlement made in bilateral accounting US dollars at rates set under 
the agreements. Outside of these payment agreements, foreign 
exchange proceeds from the main agricultural exports had to be 
surrendered immediately at the commercial rate. The bilateral payment 
agreements have now lapsed. There were some restrictions on 
invisible payments, primarily limits on foreign exchange taken abroad 
for personal travel, and foreign employees had to convert 60 percent 
of their foreign currency salaries into afghanis at the official exchange 
rate. Foreign direct investment required prior approval and ownership 
could not exceed 49 percent. Capital could be repatriated only after 
five years and at an annual rate of 20 percent of total registered 
capital.  

In recent years, the exchange and trade system has radically 
changed and in effect is now very liberal and open. Many of the rules 
and regulations that applied in the past are still in place formally, but 
in practice a liberal exchange and trade system is now being applied by 
the authorities. In any event, given the disruption of the financial 
system, the erosion of capacity in customs and trade administration, 
and a relatively sophisticated hawala system, controls would be difficult 
to enforce. There are virtually no controls in effect on imports and 
exports, payments, invisibles, and capital transactions. Traders (who 
for the most part carry out other domestic commercial activities and 
are thus classified and licensed as commercial businesses) are required 
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to hold a commercial license, which is required for all businesses; 
under it, exporting and importing is permitted, and no further export 
or import license is required. However, a few imports are subject to 
licenses and quotas. These comprise certain pharmaceutical products, 
mining items, and petroleum products for which a special license is 
required. The import of certain drugs, liquor, arms, and ammunition is 
prohibited on the grounds of public policy or for security reasons and, 
therefore, special permission is required for these imports. Exports of 
opium and museum pieces are prohibited. Imports and exports are 
supposed to be registered with the Ministry of Commerce for 
recording and statistical purposes and to establish eligibility for export 
incentives. 

Under the existing customs regime, there are 25 customs import 
tariff bands with rates ranging from 7 percent to 150 percent, 
allocated across 888 items. The majority of items fall within the 0–50 
percent range and the unweighted average tariff rate is 43.3 percent. 
The effective tariff rate is much lower because an undervalued 
exchange rate (Af4.5 per US dollar) is used to obtain the taxable value 
of imports. Customs procedures are not applied consistently across 
customs houses. The authorities are reviewing a new simplified tariff 
regime, which is expected to be in place 2004, and have embarked on 
a reform of customs administration (see Section III). In principle, the 
Chamber of Commerce is supposed to carry out the valuation of 
imports (which is to be used as the basis for customs tariffs charges) 
and charges a fee of 2.5 percent for nonmembers and 2 percent for 
members. The fee is assessed on the c.i.f value calculated using the 
customs exchange rate, which is much lower than the market 
exchange rate, and as a result the effective fees are currently much 
lower. But in practice, only a small part of imports are valued by the 
Chamber and the majority of valuations are carried out by the customs 
houses, with no fee charged.  

In the absence of functioning commercial banks, most trade 
financing is done by cash or through the hawala system. The central 
bank did not open letters of credit in its own name before 2003. 
During the first half of 2003, it opened 15 letters of credit for 
government agencies under the World Bank Donor Flow 
Management Program. Earlier limits on amounts that can be taken out 
of the country for tourist and business travel have been eased, limits 
on payments for medical treatment abroad are no longer enforced. 
The same is true for the requirement that foreign employees convert 
60 percent of their foreign currency salaries into afghani.  
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Foreign investment is required to conform to the Domestic and 
Foreign Private Investment Law of 2002. Foreign and domestic 
investments require prior approval. Investments in the construction of 
pipelines, telecommunications, infrastructure, oil and gas, mines, and 
minerals are regulated under separate legislation. Full foreign 
participation is allowed and there are no limits on the transfer of 
capital and profits out of Afghanistan. The Law provides tax holidays 
of up to seven years and a four-year exemption on export tariffs and 
duties. However, the Law is being reviewed with consideration being 
given to eliminate the tax holidays. 

 
Balance of Payments (BOP)45 

 
BOP estimates (Table A3.13) are based on customs data to the extent 
available, partner country trade data, information supplied by 
international donors, and a trade survey conducted in 2000 by the 
UNDP and the World Bank (World Bank 2001). These data are 
believed to cover only two-thirds of total imports and only a fraction 
of exports because of smuggling. As such, while the broad structure 
and trends of the estimates are likely to be correct, the magnitude of 
the flows is subject to greater uncertainty than usual for a low-income 
country. Moreover, the figures do not include an estimate of opium 
exports, which in 2002/03 were very large, on the order of perhaps 
$2.5 billion (as discussed above). When compared with Afghanistan’s 
own non-opium exports (that is, excluding re-exports) opium is the 
overwhelming source of export revenues generated with domestic 
resources. The figures in the table also exclude external flows related 
to U.S. military operations and most of those related to the 
International Security Assistance Force (ISAF) activities, for which 
there is no available information.  

The overall BOP for 2002/03 is estimated to have shown a small 
surplus, after grants and donor assistance. The composition and 
evolution of the balance of payments reflect in large part the donor-
financed reconstruction effort and the revival of private sector 
activity. A large current account deficit (before grants) has been 
funded mainly by official transfers; official loan disbursements were 
small. Exports are expected to grow rapidly, although mostly in the 
form of re-exports. Transit trade is expected to increase steadily with 
the reopening of normal trade relations with transiting countries and 
the signing of new transit and trade agreements. However, future 
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growth in these unofficial re-exports is expected to slow as the reform 
of the customs administration becomes effective. The rapid growth of 
imports reflects both the revival of private sector activity and the 
more liberal environment. 

The bulk of service receipts and payments are a function of 
donor activities. Receipts include the donor payments of local staff 
salaries, as well as expatriate accommodation and restaurant expenses. 
In addition, tourist travel and the local staff costs of ISAF and local 
expenditures of ISAF personnel are included. Payments comprise the 
payment of expatriate salaries, travel abroad, and the cost of embassies 
abroad. Interest payments on ADB and IDA loans resumed in 
2003/04. Current transfers (inflows) are mainly official donor grants 
to fund the budget and national development plan. Private transfers 
include remittances from Afghans living abroad net of the remittance 
of expatriate salaries not spent domestically. Errors and omissions 
could reflect transactions related to military operations for which 
information is not available, and changes in the holdings of foreign 
currency by residents which may be significant given the co-
circulation of, in particular, the US dollar and Pakistani rupee in 
Afghanistan. 

 
Aid Flows46 
 
According to the Chairman’s summary of the Afghanistan High Level 
Forum held in Brussels on March 17, 2003, Afghanistan’s total 
reconstruction needs amount to $15 billion over five years, nearly $5 
billion above the estimate of the earlier preliminary needs assessments 
(ADB, UNDP and World Bank, January 2002). At the International 
Conference on Reconstruction Assistance to Afghanistan in Tokyo in 
January 2002, US$5.2 billion in reconstruction assistance was pledged 
to cover the first two and half years—$3.8 billion in grant money and 
$1.4 billion as potential loans. In addition to this total pledge, fifteen 
donors have made a further $670 million in grant money available, 
putting the updated grant pledges for reconstruction effort at $4.47 
billion. Some donors made multi-year pledges and commitments with 
various timeframes.47 Total commitments as of May 15, 2003 were 
$2.6 billion, of which $2.1 billion has been disbursed. Total 
disbursements for reconstruction projects were $1.6 billion, excluding 

 
                                                           
 
46 This section relies mainly on AACA (April 2003). 
47 The preliminary needs assessment estimated that $1.7 billion in external contributions would be required for the 

first year of Afghanistan’s recovery to effectively jump-start reconstruction, $4.9 billion in the first 2.5 years, $10.2 
billion in the first 5 years, and $14.6 billion over the first decade. 
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humanitarian assistance. About 90 percent of the grant money (about 
$1.9 million) has been disbursed, while only 30 percent, or $100 
million in loan money has been disbursed (the latter is out of the ADB 
loan for the Postconflict Multisector Program).  

Of the $1.84 billion in grant money disbursed by the end of 
March 2003, only $296 million or 16 percent, was provided directly to 
the government budget. The rest was provided to non-budgetary 
expenditures and donor-designated projects through the UN system 
and NGOs. The breakdown of donor fund usage is as in Table 1 
below. 

 
Table 1: Use of Donor Grants Disbursed (in $ million) 

 
Total Disbursements 1,836 
  
Direct Disbursements to Government Budget 296 
Of which:  

Ordinary Budget, Civil* 219 
Ordinary Budget, Police** 6 
Development Budget 24 
Enabling Environment (Arrears)*** 47 

  
Support to Loya Jirga through the UN 23 
Initial Aid Coordination and Support Costs 100 
  
Balance of Grant Disbursements 1,368 
Of which:  

UN 562 
International NGOs 446 
Afghan NGOs 49 
Other International Organizations 93 
Private Sector Contractors 128 
Bilateral Implementers/Contractors 90 
Of which:  
Humanitarian 836 
Reconstruction 532 
 

* Includes: (1) direct bilateral contributions to the ordinary budget, (2) contributions to the 
Afghan Interim Authority Fund (AIAF), and (3) contributions to the Afghanistan 
Reconstruction Trust Fund (ARTF).  

** Represents contributions to the Law and Order Trust Fund (LOTFA). 
*** Clearance of arrears to ADB, World Bank and IMF during Dec 2002-Feb 2003. This was 

coordinated among these IFIs and supported by the governments of Italy, Japan, Norway, 
Sweden and the United Kingdom. 

 
Source: AACA (April 2003) 
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While the disbursement rate against pledges is high, 
disbursements per capita are far lower in Afghanistan than in other 
recent post-conflict settings, and a significant amount of the funds 
have been used to meet humanitarian and relief needs, leaving 
fundamental reconstruction efforts at a frustratingly slow pace for the 
government. Per capita aid inflow is estimated at $66 in FY2002/2 
and $90 in FY2003/4, but at the moment is projected to taper off to 
$41, $22, and $17 for the subsequent three years. Using a population 
estimate of 22 million, the amount of aid per capita received over the 
period of January 2002–March 2003 translates into $67 per capita per 
year. This compares with Bosnia and Herzegovina’s $249 during 1995-
97, Timor-Leste’s $256 during 1999-2001, the West Bank and Gaza’s 
$219 during 1994-2001, and Rwanda’s $98 during 1994-96. There is an 
urgent need to accelerate program delivery to meet Afghanistan’s 
nation-rebuilding needs. From a donor’s perspective, however, the 
extent to which the central government can exercise its authority over 
local commanders will determine the credibility and continued 
viability of the government. Increased centralization is also vital to 
ensure continued aid flows – many donors will remain hesitant to 
make any quick disbursement of funds until they see a visible 
improvement in the security and governance situation.  

In this regard, a notable bright spot is the Afghanistan 
Reconstruction Trust Fund (ARTF), administered by the World Bank, 
and co-managed by ADB, IsDB, UNDP and the World Bank, which 
is proving to be an efficient and effective channel for flexible funding 
to support the Afghan government’s recurrent budget and also 
selective technical assistance and investment projects. As of July 2003, 
22 donors have pledged $430 million to the fund, $276 million has 
been received, and $188 million has been disbursed to the 
government.48  

 
Debt Sustainability49 

 
Investment requirements for reconstruction and development in post-
conflict economies are normally higher than initial estimates, and the 
expectation of a large amount of assistance in grants usually does not 
materialize. Since November 2001, funding agencies have provided 
substantial humanitarian relief support through UN agencies and non-
government organizations (NGOs) to Afghanistan on a pure grant 

 
                                                           
 
48 ADB staff back-to-office report, August 7, 2003. 
49 This section relies mainly on ADB staff analysis (ADB, July 2003). 
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basis. Only limited grant financing has been available for 
reconstruction and development. The Government is very keen to 
start major reconstruction work, but this has been difficult under 
bilateral development aid, which tends to be fragmented, tied, and 
small in scale. While the Government continues to mobilize grant 
financing from bilateral sources, 50  the resumption of concessional 
lending by international financial institutions (IFIs) to Afghanistan will 
be an essential part of global support for reconstruction and 
development.  

After considerable reflection, in December 2002, the 
Government decided to borrow from ADB for a Postconflict 
Multisector Program to support key policy and institutional reforms to 
underpin future reconstruction efforts. The loan terms are more 
favorable than standard concessional Asian Development Fund 
(ADF) loans. This was followed by a similarly concessional loan from 
International Development Association (IDA) and a further loan from 
ADB in 2003.51  

It is essential to ensure that appropriate amounts are borrowed at 
appropriate times and on appropriate terms, and that these funds are 
utilized effectively to have the maximum impact on economic growth, 
exports and revenues to make the debt burden sustainable over the 
medium term. 

A preliminary analysis was carried out by ADB based on the 
information it had available on the existing debts to various creditors, 
consultations with the IMF and IDA, and projections on the likely 
restructuring of the existing debt, new borrowings, and 
macroeconomic scenarios. As at the end of 2002, Afghanistan’s public 
and publicly-guaranteed debt to bilateral and multilateral lenders was 
estimated at $2,445 million, consisting of official bilateral debt of 
$2,319 million and multilateral debt of $86 million. Total debt 
obligation to non-IFI lenders consists of ODA and non-ODA loans. 
ODA debt obligations were estimated at $432 million in 2002 and 
non-ODA obligations at $1,927 million, representing claims by Russia 

 
                                                           
 
50 The Government has had some success in obtaining bilateral assistance for rehabilitation of infrastructure from the 

European Union, Germany, India, Japan, Pakistan, Saudi Arabia, and the United States. 
51 The loans are $150 million from ADB and $108 million from IDA to finance the rehabilitation of transport 

infrastructure. The International Monetary Fund (IMF) is considering initiating a Poverty Reduction Growth Facility 
(PRGF) operations in 2003 with a possible $64 million loan. In order to allow the resumption of borrowing from the 
three IFIs, Afghanistan cleared its arrears to them between late 2002 and early 2003 as a result of coordinated 
contributions from a number of donor countries. 
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at a certain assumed discount under its participation in the Paris Club 
as a creditor.52  

The analysis concludes that Afghanistan’s external debt 
sustainability depends primarily on assumptions regarding the 
treatment of the existing stock of debt and macroeconomic growth. 
With generous restructuring of existing debt and strong-to-moderate 
growth, Afghanistan can sustain the level of borrowings planned by 
the IFIs over the medium term of about $325 million annually in 
2002-2010, $313 million in 2011-2015 and $260 million a year 
thereafter. 53  However, the available information is still sketchy. 
Furthermore, the analysis presumes some political and institutional 
context: an improvement in the security situation, the government’s 
committed efforts to sound economic policy management, and 
revenue streamlining. The results presented here should be treated 
with caution, as relevant factors must be closely monitored to update 
all assumptions in the future analysis.  

The results depend very much on the assumptions made on 
macroeconomic scenarios and debt rescheduling arrangements. While 
precise conclusions cannot be drawn from the preliminary analysis, 
general implications are: (i) the achievement of debt sustainability will 
probably require debt relief that goes beyond the normal terms of 
debt restructuring; (ii) debt indicators will appear to worsen in the 
initial period, the duration of which will depend on the macro 
scenario, before leading to a robust improving trend; and (iii) debt 
sustainability is sensitive to positive or negative shocks to output and 
export growth. The macroeconomic situation needs close monitoring 
over the medium term before it can be said with any degree of 
certainty whether the Afghan economy is on a desirable path.  

 

 
                                                           
 
52 According to IMF (Nov 2003), Afghan authorities have sought the cancellation of existing bilateral debts with some 

success including PRC, Denmark (DKr 5 million) and Germany (ℇ 4.4 million). Claims from Russia are disputed as 
the Afghan authorities do not recognize these because they were accumulated during the Soviet occupation.  

53 The government’s budget decree for FY2003/04 limits external borrowing to $300 million to fund development 
projects and to meet temporary cash needs of the recurrent (ordinary) budget. 
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II. Short to Medium Term Economic 
Prospects 

The transitional government’s control of the internal security situation 
is still tenuous in many regions outside Kabul, which hosts about 
4,500 personnel of the International Security Assistance Force (ISAF) 
that is now led by NATO. The influence of local Afghan commanders 
is still dominant in many parts of the country.  It is recognized at 
home and abroad that security and stability will remain problematic as 
long as local commanders retain their own armed forces. Remnants of 
Taliban and Al Qaeda still seem to be very much operational, as 
terrorist bombs have claimed many innocent civilian lives in Kabul, 
Kandahar, Jalalabad and elsewhere. Efforts are under way to establish 
the rule of law, bring provincial and local authorities under central 
control, build a national army and a police force and extend the tenure 
and expand the role of the ISAF.1   The improvement of security 
conditions in much of the county is a prerequisite for effective 
reconstruction and inevitably for a sustained economic performance.  

Collier and Hoeffler (2002) find that super-normal economic 
growth tends to be seen in post-conflict countries. This follows an 
inverted-U pattern and is typically at peak levels from the fourth to 
the seventh year of peace. Hence after the initial several years, a period 
of catch-up growth can be expected, which dissipates over time as the 
economy reverts to some longer-term growth rate. The delayed onset 
of relatively high economic growth after the conflict probably reflects 
the time it takes for business and investor confidence to be restored 
and for the institutional and infrastructural base of the economy to be 
rebuilt.  

 
                                                           
 
1 On 13 October 2003, the UN Security Council authorized the expansion of ISAF outside Kabul as well as 

extending its mandate for another period of 12 months. In responding to this call, Germany, one of the NATO 
members, indicated its intention to deploy 450 peacekeepers in the northern city of Kunduz. NATO assumed 
strategic command, control and coordination of the ISAF in early October 2003. 



Post-conflict Reconstruction: The Afghan Economy 
 

 54

In the case of Afghanistan, there may be decent prospects for a 
strong economic recovery even in the short run, provided that certain 
preconditions on security, the government’s continued commitment 
to sound economic management, and continued donor support are 
met. There are positive factors to contribute to a strong recovery. 
First, following a long war, a sharp rebound can be expected once 
investments start to flow in. In this regard, a new investment law has 
been adopted and the Afghan Investment Support Agency was 
opened in August 2003. Second, while the return of large numbers of 
Afghan refugees puts an added burden on the urban infrastructure 
and environment, they bring with them essential skills and 
entrepreneurship. Third, reconstruction activities will generate 
substantial demand and provide business opportunities.2 As seen in 
the previous section, FY2002/03 has seen a strong rebound at a very 
high estimated real growth rate. If the above preconditions are met, 
economic growth in the period 2003-2005 could be above 10 percent.  

However, it is very difficult at this stage to predict with any 
degree of confidence what the macroeconomic picture will look like in 
the medium run, especially given the uncertainties over many non-
economic factors such as security, institutional capacity and overall 
governance of the central and local authorities. Projecting economic 
performance for any further than the next few years would require 
simulations under scenarios with varied assumptions on key 
parameters. The following scenario simulations should therefore be 
taken as only indicative.3 

 
II.1 Simulation Model and Assumptions 
 
A spreadsheet based simple simulation model is used here. It has two 
components: (i) a minimal macroeconomic framework with the US 
dollar as an accounting unit, used to project GDP growth over the 
period 2003-2010 based on estimated GDP and its composition for 
2002, and the evolution of sectoral growth elasticity during the 
projection period, and (ii) a sub-model to project future growth of 
exports and revenue based on their estimated current levels and future 
export and revenue elasticities relative to GDP. No attempt was made 
to model monetary variables such as exchange rates and domestic 
inflation. Under the current situation of scarcity in reliable 

 
                                                           
 
2 These positive factors are also mentioned in Byrd (2002).  
3 The following scenario simulations are based on the same model structure used in the ADB debt sustainability 

analysis (ADB, July 2003) but with a shortened time horizon up to 2010. 
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macroeconomic data and uncertain relationships between real and 
monetary variables, a sophisticated modeling exercise seemed 
premature.  

GDP for 2002 is taken to be $4.05 billion as estimated by CSO 
(Table A3.1). With the estimated population of 21.8 million, per capita 
GDP in 2002 is about $186. 4  The 2002 GDP is assumed to be 
composed of 52 percent agriculture, 24 percent industry and 24 
percent services as in the CSO estimate. Macroeconomic projections 
are based on assumed growth elasticity by sector and exogenously 
derived agricultural growth rates that would be realized should the 
government’s prioritized investment plan carry through with donor 
support.  Agricultural growth rates and assumed elasticity give the rate 
of GDP growth from which growth rates of other sectors are 
determined by applying sector-specific elasticity. The value added of 
the industry sector and electricity and gas sub-sectors were calculated 
as residuals to close the model. The elasticity estimates were derived 
from fragmentary historical data for Afghanistan and the post-conflict 
experiences of comparable countries. Adjustments to future elasticity 
were made on the basis of experiences of other countries as well as 
likely structural changes of the Afghan economy. While GDP growth 
will be driven mainly by agricultural sector, growth elasticity for 
industry and services would be much higher than agriculture and the 
economy would transform gradually away from the current high share 
of agriculture in total value added. 
 
II.2 Strong Growth Scenario (I) 
 
Two growth scenarios are explored to simulate economic 
performance in the medium run: a strong economic growth scenario 
and a moderate growth scenario. Under both scenarios, rapid 
transformation of the economy is envisaged. However, for the strong 
growth scenario, the macroeconomic scenarios chosen below assume: 
(i) a reasonable improvement in the security situation, (ii) the 
government’s firm adherence to sound economic management, and 
(iii) reasonable progress in revenue streamlining and centralization. In 
2004, there will be a democratically elected government and the 
political environment should be conducive to sound economic 
management and private sector investment activities.  

 
                                                           
 
4 The difference between calendar and fiscal years is ignored for simplicity here.  
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The strong growth scenario is based on agricultural growth of 7 
percent in 2003, 6 percent in 2004, 5 percent in 2005, and 4 percent 
per annum in 2006-2010. By 2010, GDP composition is projected to 
change to 28 percent agriculture, 36 percent industry, and 36 percent 
services. This scenario translates into the GDP growth rates of 21 
percent in 2003, 18 percent in 2004, 15 percent in 2005 and 10 
percent in 2006-2010. The economy rebounds beyond the 1998 level 
(estimated at $6.74 billion) by 2005. This quick rebound in the first 
few years is not unrealistic, considering the current devastated 
economic base. While a direct comparison is not warranted, Timor-
Leste’s economy is estimated to have grown over 15 percent in the 
two immediate post-conflict years. The assumed long-run growth rate 
is higher than the experience of Cambodia, whose economy has 
grown at 5-6 percent during the 1990s and early 2000s. Compared 
with Cambodia, which lost a large portion of its productive human 
capital during the conflict years, Afghanistan may be in a relatively 
advantageous position, as it has human resources, especially returning 
Afghans, ready to contribute to economic development. Historically, 
the Afghans were skilled in trade and commerce, which they were able 
to conduct often under very adverse circumstances. There are strong 
signs of a quick revival of these activities. The initial growth would 
also be accompanied by industrial growth led by infrastructure 
rehabilitation, construction materials production, and accelerated 
growth of the services sector. After the rebound period, as the 
investment environment gradually improves, the medium-to-long-
term growth would be led by manufacturing and mining sub-sectors, 
induced by improved infrastructure, foreign direct investments, and 
domestic assets, increasingly emerging and utilized for investment, and 
continued growth of the services sector. 

Official exports (excluding re-exports) are estimated at $100 
million in 2002.5 Considering the significant level of unofficial trade 
flows evidenced elsewhere, it is assumed that total indigenous exports 
(excluding re-exports) could be about $200 million in 2002 under both 
scenarios, still only 4.9 percent of GDP. Under strong growth, export 
elasticity with respect to GDP is assumed to start from 2.5 in 2003 
and gradually decline, leveling off at 1.5 during 2006-2010. 6  This 
translates into exports growing gradually toward 13.6 percent of GDP 
in 2010. It should be noted that the assumed pace of export growth is 

 
                                                           
 
5 IMF (September 2003).   
6  Long-term export growth could include gas export and transmission fees, though no specific speculation is 

embedded in the projection.  
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far milder than what Cambodia actually experienced: its exports went 
from 6 percent of GDP in 1990 to around 20 percent in the mid-
1990s, and then exceeded 40 percent in 2001.7 

In Afghanistan’s ordinary budget, general government revenues 
are estimated at $132 million for FY2002/03 and $200 million for 
FY2003/04. These amount to only 3.3 percent and 4.1 percent of 
GDP, respectively. Under strong economic growth, the elasticity of 
revenue collection with respect to GDP is assumed to be 2.2 in 2003 
and 2004, 2.4 in 2005 and to decrease to 1.8 during 2006-2010. It is 
assumed that revenue collection will be fully centralized well before 
2010 as the newly elected government in 2004 starts to gain fiscal 
control in the provinces. This translates into revenue growing from 
3.3 percent of GDP in 2002 and 4.1 percent in 2003, and gradually 
increasing to 10.6 percent in 2010. The scenario here is comparable to 
Cambodia’s experience: 3.5 percent in 1990, 8.4 percent in 1995, and 
11 percent in 2000.8  

 
II.3 Moderate Growth Scenario (II) 
 
The moderate scenario assumes: (i) a reasonable improvement in the 
security situation, but (ii) modest economic management performance; 
and (iii) a slower streamlining of revenue collection.  

In this scenario, agricultural growth is assumed to be slower than 
in the strong growth scenario, at 4.0 percent in 2003, 3.0 percent in 
2004, and 2.5 percent annually thereafter. Therefore, the 
transformation away from the agriculture dependence is slower. By 
2010, GDP will be composed of 36 percent agriculture, 29 percent 
industry and 35 percent services. This scenario translates into GDP 
growth rates of 12.1 percent in 2003, 9.1 percent in 2004, 7.6 percent 
in 2005, and 6.3 percent a year thereafter.  

In essence, this scenario assumes a slow pickup of the economy 
from the current devastated state (i.e. a slow supply response to the 
reconstruction investments) and a slow revival of domestic demand. 
Moderate growth of the type projected is possible only if exports are 
emphasized. Therefore, export elasticity is assumed to start from 4.0 
in 2003 and gradually decline, leveling off at 2.0 during 2006-2010, 
which is equivalent to the estimated elasticity in the early 1990s. This 
translates into exports growing gradually toward 12 percent of GDP 
in 2010, a figure still lower than under the strong growth scenario. 

 
                                                           
 
7 ADB Key Indicators 2003. 
8 ADB Key Indicators 2003. 
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Correspondingly, revenue collection is assumed to respond to GDP 
growth more rapidly, with an elasticity of 3.6 in 2003, 3.0 in 2004, 3.0 
in 2005, and to gradually decrease to 2.0 by 2010. This translates into 
revenue growing from 3.3 percent of GDP in 2002 and 4.4 percent in 
2003, and gradually increasing to 7.2 percent in 2010. The scenario 
here is more conservative than Cambodia’s experience: 3.5 percent in 
1990, 8.4 percent in 1995, and 11 percent in 2000. Table 2 provides 
the two macro scenarios discussed in this section, while Tables 3 and 
4 provide the parameters underpinning the two scenarios. 
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Table 2: GDP, Exports, and Revenue Projections 2003-2010: 
Two Scenarios 
 

Strong growth scenario (I) 2002 2003 2004 2005 2010
GDP projections  
GDP ($ million) 4048 4898 5780 6647 10705

Real GDP growth (annual average %) 21.0 18.0 15.0 10.0

Nominal GDP growth (annual ave %) 23.30 20.60 17.53 12.42
US inflation (annual average %) 1.9 2.2 2.2 2.2
Nominal GDP ($ million) 4048 4991 6019 7075 12703
  
Export projections  
Export elasticity 2.5 2.2 2.0 1.5
Exports ($ million) 200.0 316.5 459.9 621.2 1459.5
Export growth (annual average %) 58.3 45.3 35.1 18.6
Exports as % of GDP 4.94 6.46 7.96 9.35 13.63
  
Revenue projections  
Revenue elasticity 2.2 2.2 2.4 1.8
Revenue ($ million) 132.0 200.0 290.6 412.9 1132.4

Revenue growth (annual average %) 51.5 45.3 42.1 22.4
Revenue as % of GDP 3.3 4.1 5.0 6.2 10.6
  
Moderate growth scenario (II) 2002 2003 2004 2005 2010
GDP projections  
GDP ($ million) 4048 4539 4951 5326 7212

Real GDP growth (annual average %) 12.1 9.1 7.6 6.3

Nominal GDP growth (annual average %) 14.25 11.49 9.94 8.59
US inflation (annual average %) 1.9 2.2 2.2 2.2
Nominal GDP ($ million) 4048 4625 5156 5669 8559
  
Export projections  
Export elasticity 4.0 3.5 3.0 2.0
Exports ($ million) 200.0 297.0 391.5 480.4 865.7
Export growth (annual average %) 48.5 31.8 22.7 12.5
Exports as % of GDP 4.94 6.54 7.91 9.02 12.00
  
Revenue projections  
Revenue elasticity 3.6 3.0 3.0 2.0
Revenue ($ million) 132.0 200.0 268.9 349.2 771.3

Revenue growth (annual average %) 51.5 34.5 29.8 17.2
Revenue as % of GDP 3.3 4.4 4.7 5.3 7.2
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Table 3: Parameters Underpinning the Strong Growth 
Scenario (I) 

 
Growth elasticity assumptions     
Sector 2003 2004 2005 2005-10 
Agriculture  0.33 0.33 0.33 0.40 
Industry  1.90 1.73 1.54 1.16 
    Mining and Quarrying 1.00 1.00 1.00 1.20 
    Manufacturing 1.00 1.20 1.50 1.50 
    Electricity and Gas 2.56 2.33 2.22 1.09 
    Construction 4.00 2.00 1.50 1.00 
Services  1.54 1.40 1.39 1.46 

    Trade, Restaurants, and Hotels 1.70 1.10 0.90 0.90 
    Transport and Communications 2.50 2.50 2.50 2.20 
    Finance and Real Estate 1.00 2.00 3.00 3.00 
    Other Services 0.50 1.00 1.00 1.00 
GDP at 2002 prices    1.00 1.00 1.00 1.00 
     
     
Sectoral growth profile 2003-25 (annual % growth)  
Sector 2003 2004 2005 2005-10 
Agriculture  7.00 6.00 5.00 4.00 
Industry  39.90 31.10 23.08 11.64 
    Mining and Quarrying 21.00 18.00 15.00 12.00 
    Manufacturing 21.00 21.60 22.50 15.00 
    Electricity and Gas 53.69 41.92 33.29 10.94 
    Construction 84.01 36.00 22.50 10.00 
Services  32.45 25.18 20.88 14.62 
    Trade, Restaurants, and Hotels 35.70 19.80 13.50 9.00 
    Transport and Communications 52.51 45.00 37.50 22.00 
    Finance and Real Estate 21.00 36.00 45.00 30.00 
    Other Services 10.50 18.00 15.00 10.00 
GDP at 2002 prices    21.00 18.00 15.00 10.00 
     
     
Sector composition profile (% distribution)   
Sector 2003 2004 2005 2010 
Agriculture  45.98 41.31 37.71 28.49 
Industry  27.75 30.83 32.99 35.52 
    Mining and Quarrying 2.00 2.00 2.00 2.19 
    Manufacturing 8.00 8.24 8.78 10.97 
    Electricity and Gas 2.54 3.06 3.54 3.69 
    Construction 15.21 17.53 18.67 18.67 
Services  26.27 27.87 29.29 35.99 
    Trade, Restaurants, and Hotels 13.46 13.66 13.49 12.88 
    Transport and Communications 5.42 6.66 7.96 13.36 
    Finance and Real Estate 1.00 1.15 1.45 3.35 
    Other Services 6.39 6.39 6.39 6.39 
GDP at 2002 prices    100.00 100.00 100.00 100.00 
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Table 4: Parameters Underpinning the Moderate Growth 
Scenario (II) 

 
Growth elasticity assumptions     
Sector 2003 2004 2005 2005-10 
Agriculture  0.33 0.33 0.33 0.40 
Industry  1.40 1.66 1.52 1.19 
    Mining and Quarrying 1.00 1.00 1.00 1.20 
    Manufacturing 1.00 1.20 1.50 1.50 
    Electricity and Gas 5.06 1.94 1.58 1.13 
    Construction 3.00 2.00 1.60 1.00 
Services  2.05 1.59 1.60 1.60 

    Trade, Restaurants, and Hotels 2.00 1.50 1.50 1.50 
    Transport and Communications 2.50 2.00 2.00 2.00 
    Finance and Real Estate 1.50 1.50 1.50 1.50 
    Other Services 1.50 1.50 1.50 1.50 
GDP at 2002 prices    1.00 1.00 1.00 1.00 
     
     

Sectoral growth profile (annual % growth)   
Sector 2003 2004 2005 2005-10 
Agriculture  4.00 3.00 2.50 2.50 
Industry  16.98 15.06 11.53 7.44 
    Mining and Quarrying 12.12 9.09 7.58 7.50 
    Manufacturing 12.12 10.91 11.36 9.38 
    Electricity and Gas 61.30 17.60 11.99 7.09 
    Construction 36.36 18.18 12.12 6.25 
Services  24.86 14.49 12.09 10.02 
    Trade, Restaurants, and Hotels 24.24 13.64 11.36 9.38 
    Transport and Communications 30.30 18.18 15.15 12.50 
    Finance and Real Estate 18.18 13.64 11.36 9.38 
    Other Services 18.18 13.64 11.36 9.38 
GDP at 2002 prices    12.12 9.09 7.58 6.25 
     
     

Sector composition profile (% distribution)   
Sector 2003 2004 2005 2010 
Agriculture  48.23 45.54 43.39 36.26 
Industry  25.04 26.41 27.38 28.94 
    Mining and Quarrying 2.00 2.00 2.00 2.12 
    Manufacturing 8.00 8.13 8.42 9.73 
    Electricity and Gas 2.88 3.10 3.23 3.36 
    Construction 12.16 13.18 13.73 13.73 
Services  26.73 28.05 29.23 34.80 
    Trade, Restaurants, and Hotels 13.30 13.85 14.34 16.58 
    Transport and Communications 5.00 5.41 5.79 7.71 
    Finance and Real Estate 1.05 1.10 1.14 1.31 
    Other Services 7.38 7.69 7.96 9.20 
GDP at 2002 prices    100.00 100.00 100.00 100.00 
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III. Policy Issues 

III.1 Fiscal Management Issues 
 
Post-Conflict Fiscal Management 
 
The International Monetary Fund (August 2002) studied the fiscal 
effects of armed conflict and terrorism in low-and middle-income 
countries.1 It found that there are three main ways in which armed 
conflict and terrorism can affect the fiscal account: by changing the 
composition of government spending; adversely affecting both the tax 
base and the efficiency of the tax administration; and influencing real 
economic activity (GDP) and therefore, government revenues. More 
specifically, the share of government revenue in GDP tends to fall 
during the conflict period, and to pick up in the immediate post-
conflict period.  

Despite the collapse of the tax base following outbreaks of 
armed conflict in the 1990s in two African countries, after some years 
of peace and normal production the tax revenues managed to even 
exceed pre-conflict levels. On the expenditure side, in comparison to 
the pre-conflict period, government expenditures and net lending as a 
percent of GDP appear to increase significantly during the conflict 
period. These fiscal consequences have repercussions on economic 
growth, further affecting public finances. The high defense spending 
during the conflict period and in the years immediately preceding it 
tend to come at the expense of macroeconomic stability, reflected in a 

 
                                                           
 
1 The study analyzed a sample of 15 low-income countries, 3 lower-middle-income countries and 2 upper-middle-

income countries where conflict began or was ongoing after 1985 and ended by 1999. The conflict period refers to 
the period over which the country experienced armed conflict (as defined by The Stockholm International Peace 
Research Institute), pre-conflict refers to the average of three years preceding the conflict, and post-conflict refers 
to the average of three years following the conflict. Bearing in mind that no single definition of terrorism has so far 
gained universal acceptance, the Columbia Encyclopedia, Sixth Edition, 2001 defines terrorism as “the threat or 
use of violence, often against the civilian population to achieve political ends. Terrorism involves activities such as 
assassinations, bombings, random killings, hijackings, and skyjackings. It is used for political, not military purposes, 
and by groups too weak to mount open assaults.”  
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higher budget deficit and higher inflation. However, if internal security 
is achieved, defense spending can have a positive resource 
mobilization effect through augmented savings and investments. Since 
conflict is associated with lower real GDP growth, the implication is 
lower real per capita government spending on education and health.  

The end of armed conflict can result in several different “peace 
dividends,” releasing fiscal resources to be used for lowering the 
deficit, raising the allocation for spending in social sectors, or reducing 
taxes. This process helps to restore macroeconomic stability. 
However, successful post-conflict reconstruction takes time. It 
involves ensuring that grievances due to perceived biases in fiscal 
policies will be addressed, improving trust among the formerly 
warring parties, renewing the social contract, and rebuilding damaged 
infrastructure and institutions. Consequently, it is highly critical, 
especially in countries that have experienced prolonged conflicts, that 
the involvement of the international donor community continues and 
not be just one-shot assistance.2  

To maximize donor impact, it is essential that the government 
and the donor community consider, and act, with the awareness that 
donors have different respective comparative advantages in providing 
fiscal support. Furthermore, experience in the past reconstruction 
efforts has shown that the preferred approach is for each donor to 
provide support for a well-defined project, such as tax administration, 
expenditure management, or customs administration. In comparison 
to a situation where the resources are cobbled together from a variety 
of donors, a single-donor approach to a specific component 
encourages ownership and leaves no question about oversight to 
ensure the desired outcome. This strategy worked very well in Kosovo, 
where the US government provided the resources for establishing an 
institution with the same function as the ministry of finance. In 
contrast, funding for the same institution in Timor-Leste was 
provided by many different sources; it was difficult to achieve 
sustainability, and there was always a question about responsibility.3  

In general, the reform of fiscal policies and institutions lies at the 
heart of structural adjustment in developing countries, with the 
immediate aim to reduce fiscal imbalances and achieve 
macroeconomic stability. Efficient revenue mobilization can help the 

 
                                                           
 
2  Collier and Hoeffler (2002) find that during the first three post-conflict years, absorptive capacity on average is 

normal, but doubles during the rest of the first post-conflict decade. Thus, ideally, following the end of the conflict, 
donor involvement should be phased over several years. Historically, according to them, aid has not been higher 
on average to post-conflict societies, and instead tended to decline over the course of the post-conflict decade. 

3  IMF (February 2002). 
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funding of public goods and services and help cut fiscal imbalances. 
Making revenue mobilization efficient requires reforms of the tax and 
tariff systems and their administration. The tax administration is 
usually reformed through the wider registration of taxpayers, 
simplification of procedures for taxing the informal sector, 
establishment of large-taxpayer units, and staff training and 
computerization. The appropriate sequencing of tax reform is 
important for the overall success of the reform strategy, especially 
given limited administrative capacity in developing countries. An early 
focus on implementing a value added tax (VAT), beyond its 
importance for revenue, may be justified in terms of motivating 
necessary improvements in overall revenue administration (IMF 
1998). On the expenditure side, fiscal consolidation calls for 
reorienting public spending toward growth-promoting investment in 
physical infrastructure and in social and human capital.  

 
Rebuilding the Fiscal Infrastructure in Afghanistan 

 
The extent to which the above general observations apply to 
Afghanistan will have to be tested in the next few years during the 
course of the initial reconstruction phase. Wars and conflicts in the 
last four decades in Afghanistan have led to the discontinuance of 
budgeting, worsened the structural and macroeconomic problems of 
the economy, and distorted the composition of public spending, 
eroding the tax base and lowering the efficiency of the tax 
administration. The increase in defense expenditures has had a 
“crowding-out effect” on the resources available for private 
investment, and on public spending on sectors that could have had a 
strong and positive impact on growth. Since the majority of defense 
spending was on imported armaments, there were no positive supply-
side spillover effects on the non-defense sectors. Since internal 
security was not achieved, the focus on defense expenditures failed to 
boost private savings and investments or attract foreign investment, 
and thus had a negative effect on the long-run sustainable growth rate. 

The successful reconstruction of Afghanistan’s fiscal 
management will take time, implying the reconstruction of fiscal 
institutions, generation of a sense of trust among the warring parties, 
and addressing possible perceived biases in fiscal policies. Due to the 
limited established representation of the authorities in the countryside, 
time is needed for the transitional government to bring about an 
appropriate apparatus for fiscal management. Given the extension of 
the central government’s authority over the entire country, a 
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substantial increase of revenue collections from both direct and 
indirect sources will follow. An expected fiscal effect of the decrease 
in civil conflicts will be falling military spending and a reduction of 
other related expenditures. It is important, however, that the 
distribution of public spending and tax burden are not perceived to be 
unequal, as critical opinions could have negative effects on the present 
armed conflicts. Developing a good system of revenue collection 
could have a positive effect on the process of strengthening national 
unity. To gain taxpayers’ trust, the current government will need to 
deliver economic results. Support for fiscal management from the 
donor community will not only help bring a relative economic 
continuity, but also political stability.  

The Ministry of Finance (MOF) requires support in the areas of 
policy setting, training, project implementation and donor 
coordination.4 A fiscal policy analysis unit should be supported as a 
means to project revenues, analyze revenue options, coordinate 
macroeconomic planning with the Central Bank and other 
government agencies, simulate policy changes, make 
recommendations on fiscal and tax policy, and provide input into the 
budgetary process. This unit should assume responsibility for policy 
coordination with international donors, in particular the IMF, World 
Bank and ADB. It should also encourage the efficient spending of the 
development budget according to the national priorities set by the 
NDF. 

 
Budget Execution and Financial Control 5 

 
An immediate priority had to be placed on upgrading budget 
execution and financial controls in the MOF in order to provide 
donors with the fiduciary assurances they requested to realize their 
assistance pledges. In June 2002, the World Bank provided grant 
support for an Emergency Public Administration Project to fund 
qualified international contractors in the areas of financial 
management, government procurement and audit. The project’s 
financial management contractor developed, along with the MOF 
Treasury Department, a computerized system for expenditure 
recording, payment processing and financial reporting for budget 
spending (known as Afghanistan’s Financial Management Information 
System or AFMIS). In order to deliver immediate results, the AFMIS 

 
                                                           
 
4 See Appendix 6, “Donor Coordination in Economic Management,” especially for a summary on fiscal management. 
5 This subsection relies mainly on IMF (September 2003). 
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did not change the procedures and functions specified in the Afghan 
regulations, but merely computerized the existing manual system using 
a simple software package. Starting in October 2002, the AFMIS has 
provided timely and reliable information on expenditures paid at the 
center, broken down by source of funding (domestic revenues or 
grants), spending units, and economic and functional classification. 
AFMIS has significantly accelerated the expenditure payments 
through the automation of the printing of checks.  

In the initial period, however, AFMIS faced several limitations: 
(i) its coverage was limited to central government expenditures, and 
not to revenues and non-wage provincial expenditures; (ii) no budget 
management facilities (appropriations, allotments, transfers) were 
available; (iii) expenditure commitments were not recorded; and (iv) 
the system did not perform reconciliations between treasury 
information and central bank statements. The system’s functionalities 
were significantly expanded at the beginning of 2003/04 to include 
revenue information, the reporting of provincial expenditures, and 
budget management functions. Although further improvements are 
still needed—especially with regard to the recording of financing 
sources for the operating budget, bank reconciliation and monitoring 
the development budget—the introduction of the AFMIS in a very 
short period of time critically improved expenditure management in 
the treasury and provided a concrete illustration of the authorities’ 
commitment to fiscal transparency. The project has been successful in 
progressively transferring AFMIS operations from contractors to 
Afghan staff following intensive training and capacity-building. 

Since the beginning of fiscal 2003/04, the MOF has given 
priority to resolving the fact that provinces do not report their non-
wage expenditures to the center; and the center, in the absence of 
provincial expenditure reports, refuses to transfer resources to the 
provinces. Forty Afghani fiscal advisors have been trained in the MOF 
under USAID funding and sent to all provinces to provide assistance 
with financial reporting on both revenues and expenditures. Six were 
assigned to the six provinces, collecting the bulk of domestic 
revenues6 to coordinate the activities of the other provincial advisors. 
Similarly, satellite communication facilities will be set up on a pilot 
basis in the largest provinces to facilitate the exchange of information 
between the central MOF and its regional offices (Mustufiats). The 
rolling out of AFMIS to the provinces has recently begun, and Herat’s 
Mustufiat is expected to be the first to use the system. These 

 
                                                           
 
6 Herat, Nangarhar, Kabul, Kunduz, Mazar-i-Sharif, and Kandahar. 
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initiatives have begun to yield important and tangible results. For 
example, while Mustufiats did not report their non-wage expenditures 
in 2002/03, they have started doing so in 2003/04. However, fiscal 
reporting still requires improvement, especially on revenues, as there 
are indications that the major provinces report less revenues than they 
collect and that most send their reports to the center only after 
significant delays.  

Fiscal accountability is inevitably constrained by the absence of 
or inadequacies of the statistical system. Capacity building for the 
development of a minimum of statistics is therefore critical for fiscal 
policy formulation and monitoring. The overall framework necessary 
for compilation exists, but the breakdown of the manual financing 
reporting chain has impeded the production of statistics. Once 
accounting procedures have been computerized and communications 
with the provinces are reestablished, it will be possible to resume the 
production of government finance statistics. While steps are being 
taken to computerize the accounting system, through for instance the 
installation and repair of computers in provincial offices, provincial 
staff must first be trained in computer operations. The plan is 
currently to computerize in three stages, with the first phase covering 
10 provinces (6 large cities and 4 areas around Kabul).  

 
Cash Management 

 
While in theory Afghanistan was supposed to operate with a 
“Treasury Single Account,” as do most governments internationally, 
there has been in practice a proliferation of accounts, interfering with 
the proper consolidation of cash resources, hindering prompt 
information on the government’s fiscal situation and leading to the 
fragmentation of revenues. There is a need to consolidate the 
government’s accounts in the center and the provinces and eliminate 
the accounts of line ministries. In line with IMF recommendations, 
the authorities streamlined the number of MOF bank accounts 
operated at the center for domestic revenue and expenditures, 
managing to reduce them from 26 to 2 excluding the specific accounts 
to track donor funded expenditures. Most importantly, in August 
2003, the MOF treasury instructed the central bank (DAB) to close all 
the provinces’ accounts and to transfer their balances into two new 
accounts, one for expenditures and the other for revenues, with the 
latter being operated on a “deposit basis” only. This means that the 
provinces will no longer be authorized to draw on their revenue 
account to spend without explicit authorization from the MOF. The 
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next step will involve ensuring the regular consolidation of these 
accounts into the central government’s accounts and making timely 
transfers to the provincial accounts to allow provinces to make 
expenditures according to their budget allotments. 

To address the issue of inadequate predictability of in-year cash 
requirements, the MOF treasury has recently established a cash-
management unit charged with responsibility for estimating revenue 
inflows, forecasting future disbursements, and developing an in-year 
cash-plan. However, the development of a full-fledged cash planning 
regime can only be envisaged in the medium term, as it is a highly 
technical task, which will need to be supported by external assistance.  

 
Budget Formulation 

 
The MOF and line ministries have received significant external 
assistance for the preparation of the 2002/03 and 2003/04 budgets. 
The budget preparations for 2003/04 marked a vast improvement 
over the previous year, reflecting great efforts by the Cabinet, MOF, 
and line ministries toward information compilation, strategy 
formulation, prioritization, and coordination. However, further 
progress is needed in terms of better integration between the ordinary 
and development budgets, the quality of budget submissions by the 
line ministries, revenue projections, construction of the macro-fiscal 
framework to underpin the initial budget estimates, introduction of 
hard budget constraints at the beginning of budget preparation, and 
the development of a medium-term fiscal framework. 

Various donors, including ADB, have assigned a number of 
resident budget preparation experts to the MOF, and they are 
providing hands-on support during the budget preparation process as 
well as training and restructuring of the MOF budget department. 
This assistance, which mainly dealt with the ordinary budget so far, 
has recently been expanded to the development budget, with the 
establishment of a development budget unit in the treasury supported 
by a budget resident advisor. Similarly, chief financial officers funded 
by the World Bank will be appointed to key line ministries to enhance 
their budget formulation (and execution) capacities. IMF also intends 
to provide short-term technical assistance for the establishment of a 
macro-fiscal coordination unit, which will be responsible for 
coordinating macroeconomic forecasting and analysis with the central 
bank (DAB), Central Statistics Office (CSO), and other government 
agencies.  
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Debt Management 
 

During the two decades of war and conflict, Afghanistan fell into 
arrears in payments to the IFIs. Through significant international 
collaborative efforts, the arrears to ADB, World Bank and IMF were 
cleared by February 2003. Now Afghanistan has entered into new 
loans with these IFIs. On paper, there is a debt management unit 
within the Department of Treasury in MOF, but in practice, this unit 
has been inactive, with a U.S. Treasury budget adviser having to serve 
as the interlocutor with the IFIs to make sure that debt service 
payments are made in a timely fashion. There is an important issue of 
bilateral debt in arrears (especially to Russia) that must be addressed 
sooner or later. Capacity building in this area is an urgent issue.7  

 
Donor Fund Coordination 
 
Since much of the ordinary budget and all of the development budget 
is currently financed externally, the coordination of donor resources is 
of critical importance. Afghan officials’ efforts to date in this regard 
have been commendable. The main instrument to avoid the 
duplication of donor projects has been the preparation of the National 
Development Budget (NDB). The transitional government, led by the 
MOF and assisted by the Afghan Assistance Coordination Authority 
(AACA),8 launched a new aid coordination system in January 2003. It 
has streamlined previously fragmented donor consultations into a 
government-centered Consultative Groups (grouped by priority 
programs in NDF) and enhanced the country ownership of external 
aid. The new system is still in an experimental stage and the latest 
meeting was held in August 2003 in Kabul to discuss the lessons 
learned and improvements. 

The first Afghanistan Development Forum (AfDF), held in 
March 2003 also in Kabul, brought various donor forums into a 
unified venue and was also used to announce the FY2004 (SY1382) 
consolidated recurrent and development budget. The AfDF is to be 
held in March every year. This shows the clear intent of the 
government to integrate all donor activities into a transparent 

 
                                                           
 
7 By July 2003, preliminary work had been conducted toward the establishment of a debt management unit, whose 

responsibility is to develop a policy statement on public debt management and establish a debt management 
system.  A short-term consultant from the U.S. Treasury has helped the unit with a possible follow-up action later.   

8 AACA’s transitional role in aid coordination has been successfully completed and has been abolished as of 
September 2003; its main functions have been moved to the government ministries: aid coordination and capacity 
building functions moved to the Ministry of Finance, and procurement functions to the Ministry of Reconstruction.  
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budgeting exercise and to steer donor fund allocation according to the 
priorities set by the government. 

In December 2002, the MOF established (with the support of 
the World Bank) a Grant Management Unit (GMU) within the 
treasury, with the responsibility for assuring that donor contributions 
are utilized as specified in the grant agreements and reported 
accordingly. The GMU will act as a repository of all grant agreements, 
authorize off-shore payments when government spending is not 
channeled through the budget, maintain payment records, and report 
to donors and the MOF. However, it is too early to determine what 
the real scope of GMU’s interventions will be, as the MOF has 
apparently decided to merge the GMU and AACA functions into a 
new department to be established within the MOF. 

 
Customs Policy and Administration 
 
Collecting $200 million in domestic revenue in fiscal year 2003/4 will 
require strong and early implementation of the customs reform 
package. Furthermore, the MOF aims to fully finance the ordinary 
budget through domestic revenues by 2006. Meeting this ambitious 
objective will require increasing revenue collection from about 
$130 million in 2002/03 to $600 million in 2006/07. As customs 
duties account for more than half of total domestic revenue collection, 
improving customs policy and administration has been one of the 
authorities’ top priorities. The key elements of the reform include 
using the market exchange rate for customs evaluation, streamlining 
tariffs, and strengthening revenue administration.9Given the existence 
of functioning fiscal processes in the past, Afghanistan is not an 
institutional tabula rasa. Therefore, reforms should be built on existing 
institutional arrangements.  

The 1974 customs law specifies the import duties, fees, and 
charges levied on international trade and transactions. The customs 
tariff includes 25 bands with rates ranging from 7 percent to 
150 percent, allocated across 888 tariff headings. Duty is currently 
calculated on the c.i.f. Afghan value of imported goods, using 
artificially low exchange rates ranging between Af2 and Af4.5 per 
US dollar 10  – compared with a market rate of about Af48 per 

 
                                                           
 
9 By August 2003, MOF, with assistance from USAID/Bearing Point and others, had commenced the simplification 

of customs procedures and rationalization of the tariff structure.  
10 Different exchange rates are currently used by various public institutions for customs valuation: Chamber of 

Commerce at Af3.5/$; Herat Customs at Af2/$; Kabul Customs at Af4.5/$; and Kandahar Customs at Af2.5/$. It 
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US dollar. In addition, there are a number of fees levied on imports, 
including in particular a 2.5 percent fee collected by the Chamber of 
Commerce for the valuation of imported goods. Although there is no 
excise tax, customs tariffs achieve the same result by imposing higher 
tariffs on certain goods that are not produced domestically and would 
normally be excised (e.g. automobiles, tobacco products). Imports of 
petroleum, diesel, and kerosene for transportation purposes are 
exempt from duty, although there appears to be a “monopoly tax” on 
petroleum products equal to 20 percent of the import value. 

The use of different and artificially low exchange rates for 
customs valuation creates uncertainty for traders and confusion for 
customs officers and has a negative impact on revenue collection. 
Similarly, the extremely complex tariff structure is difficult to 
administer and is subject to corruption and abuse. In line with the 
IMF’s recommendations, the MOF has prepared a draft presidential 
decree recommending the revision of the customs law with a view to: 
(i) mandating the use of the market exchange rate of the afghani in 
customs valuation; (ii) reducing the number of tariff bands from 25 to 
4 (0, 5, 10 and 20 percent); and (iii) lowering the tariff rates from the 
current 0-150 percent to 0-20 percent.  

The customs administration, like other government offices, is 
currently weakened by a lack of experienced managers, poorly trained 
staff, inadequate facilities and equipment, all of which create the 
environment for potential corruption and abuse. In particular, 
customs regulations are apparently not applied consistently 
throughout the country and, in some cases, customs duties are 
“negotiated’’ between taxpayers and customs officers. To address this 
issue, the transitional government adopted on July 4, 2003 a decree to 
immediately simplify customs procedures including: (i) the adoption 
of the internationally recognized “single administrative document” for 
customs clearance; (ii) improved monitoring of exemptions; (iii) the 
progressive introduction of harmonized tariff codification for commercial 
goods; (iv) development of a comprehensive computerized data base 
for customs valuation; (v) establishment of a simplified customs regime 
for travelers; (vi) licensing by the MOF of “customs brokers” to assist 
traders with the clearance of commercial goods; (vii) the assignment 
of a taxpayer identification number (TIN) to each taxpayer; and 
(viii) the gradual phasing out of Chamber of Commerce involvement 
in customs valuation.  

                                                                                                                                                                                           
seems that only Kabul airport applies the market exchange rate but only on certain categories of goods (including 
TVs and clothes imported by individuals). 
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In addition, the government has designed a comprehensive 2003-
7 five-year plan, at an incentive cost of around $100 million, to 
strengthen the administration of customs. This strategic document 
calls for a complete revamping of the customs department and its 
regional offices, training of customs officials, reform of customs 
procedures (including investigation, enforcement and controls), 
centralization of customs revenues collected by the provinces, and 
progressive rehabilitation of the customs infrastructure, equipment, 
and communications. The opening in May 2003 at Kabul airport of a 
model customs house, featuring a renovated warehouse and training 
facilities, has been a first step towards the implementation of this 
strategy and the authorities plan to extend this pilot to all provinces by 
the end of 2004. 

Effective customs administration requires assisting provincial 
governors with their existing structures and links to ministries, 
including monitoring of goods in transit and clearance procedures and 
merchandise dispatch. As the Afghan economy develops, there will be 
an increasing need to gain custom revenues from the high-value goods 
currently banned on the ATTA negative list by Pakistan authorities. A 
short-term need for the Afghan customs is to improve cooperation 
with their Pakistani counterparts in efforts to reduce the level of 
smuggling of transit back to Pakistan. Medium-term improvements 
such as an introduction of a simple computerized control and record 
system will assist in strengthening the transit control system. This 
measure could help to reduce the current manipulation of the transit 
system.  
 
Other Tax Policy and Administration 
 
The existing tax regime is defined by the 1965 income tax law, which 
provides for a progressive personal income tax, with rates varying 
from 4 percent to 60 percent, a flat 20 percent corporate income tax, a 
2 percent business receipts tax (a form of sales tax on corporate 
entities’ turnover), withholding taxes on imports and exports, and 
various fixed (presumptive) taxes (see Appendix 5, “Existing Tax 
Regime”). It is currently difficult to ascertain all the details of the 1965 
tax law and its application, since it has been amended by 18 separate 
decrees and not all amendments have been included in a 
comprehensive consolidated version. In particular, a Taliban decree of 
May 1999 seems to have reformed the personal income tax to 
introduce three rates of taxation (1, 8, and 20 percent) together with a 
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series of exemptions. It is unclear if these provisions are still currently 
enforced. 

The tax law includes a number of serious deficiencies: (i) the 
current rule imposing taxation of worldwide income on Afghan 
citizens wherever they live leaves a large number of expatriate Afghans 
with disincentives to return to Afghanistan; (ii) the top marginal rate 
for personal income tax (60 percent) is high compared to international 
standards and cuts in at a modest annual earnings level (less than half 
of the average annual salary), creating incentives for tax evasion and 
fraud; in addition, the existing 32-tax-rate structure is complex and 
difficult to administer; (iii) the coverage of the business receipts tax 
does not include certain services provided to expatriates and other 
high-income earners, resulting in revenue losses for the government; 
and (iv) the current limitations of the loss carryover period and 
depreciation allowances for the payment of the corporate income tax 
discourage investment.  

To address these deficiencies and to enhance tax efficiency, the 
MOF is now preparing draft decrees to: (a) impose the income tax on 
the basis of whether an individual is a resident or nonresident of 
Afghanistan; (b) reduce the top marginal tax rate on individuals from 
60 to 25 percent and increase the personal exemption; (c) restore wage 
withholding for higher-income employees; (d) introduce a rent tax and 
an airport departure fee; (e) expand the business receipts tax to cover 
the services most likely to be provided to expatriates and other high 
income-earners (e.g., hotels, restaurants, telecommunications, rental 
vehicles); (f) extend the loss carryover period; and (g) liberalize the 
depreciation allowances allowed for tax purposes. 

These tax policy reforms are closely linked to a program to 
strengthen the capacity of the revenue department in the MOF and 
improve tax operations in the Mustoufiats. This plan includes the 
establishment of a large taxpayer unit (LTU) in Kabul, which will be 
responsible for administering the personal income tax, the business 
receipt tax and the rent tax. The Kabul LTU will then be 
complemented by model tax offices for medium-sized taxpayers, in 
which new operational procedures and concepts can be piloted. 
Although initial steps have been taken by the authorities to reform tax 
policy and administration, progress has been somewhat slow, partly 
due to the priority given to customs reform, and partly due to the 
Cabinet’s reluctance to adopt a tax reform with the potential for vast 
social implications. However, a sizeable amount of technical assistance 
has been recently mobilized and decisions are expected to be reached 
by Cabinet in this area during 2003/04.  
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III.2 Monetary Policy Issues  
 

Introduction of a New Currency and Financial Stability 
 

To help facilitate recovery and economic growth, an adequate degree 
of financial stability must be established as quickly as possible. One of 
the most important issues in this regard is whether to temporarily 
adopt a foreign currency as legal tender, or whether to introduce a 
new national currency. Under the latter option, a plan would need to 
be devised for the interim period prior to the completion, and the 
central bank would need to have a framework to conduct monetary 
policy. From the outset, Afghan authorities indicated a desire to 
introduce a new national currency as soon as possible. IMF staff 
recommended that the introduction of a new currency be considered 
at a somewhat later stage, as it would require time because of technical 
considerations (design, printing, etc.) and, more importantly, because 
of the need to establish sound and credible financial policies and an 
adequate institutional and legal framework to support the value of the 
new currency. One possible option for the interim period would be 
full dollarization until the new afghani was successfully launched. The 
temporary use of a stable foreign currency would have provided 
immediate monetary stability, as well as time to establish credibility 
and to build up the necessary capacity at DAB.  

The authorities, however, decided to continue to use the existing 
afghani and to introduce a new currency as soon as technically 
possible. They viewed the afghani as an important symbol of 
sovereignty and unity, and were concerned that even a partial and 
temporary dollarization would be difficult to reverse. While they 
recognized the risks posed by counterfeits to financial stability, they 
believed that these risks had diminished, based on information 
received from at least some of the printers involved regarding 
volumes printed, and their assurances that printing had stopped. Also, 
it was discovered that the Taliban, while in government, had 
fortuitously started preparations for the introduction of a new 
currency and had signed a contract with a reputable banknote printer. 
Some work had already been done, including preliminary designs of 
various denominations. Because of the U.N. embargo, however, this 
agreement had been put on hold, but with the sanctions lifted, a 
significant shortening could be achieved of the technical lead-time 
needed to launch the new currency. As the value of the old afghani 
had been eroded by inflation—the largest denomination (Af10,000) 
was worth about 25 US cents, and people had to carry around large 
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bundles of cash for even small transactions, it was decided that one 
new afghani would replace 1,000 old ones. This would make 
transactions much simpler and would set the stage for the central 
bank’s monetary control. 

The introduction of the new currency11 was a crucial step in the 
authorities’ efforts to establish financial stability. During the Taliban 
regime, the central government was not involved at all in the printing 
of money, as the Russian company responsible did not deliver it to 
DAB. The transitional government has now given DAB full authority 
over the issuance of currency. The new currency was intended to 
eliminate the problem of regional currencies: in northern Afghanistan, 
General Abdul Rashid Dostum and a former president, Burhanuddin 
Rabanni, printed their own version of the afghani, which was worth 
around Af80,000 per US dollar (before currency change), and is not 
legal tender outside the north. DAB announced that the northern 
notes could also be traded in for the new notes. The plan for the 
introduction of the new currency was made public on September 4, 
2002, and the conversion process started on October 7, 2002 and 
ended on January 2, 2003. All in all, Af15.6 billion in new afghanis was 
issued. By early 2003, the amount of currency in circulation was 
somewhat over Af20 billion, reflecting both the currency conversion 
and government payments in the new currency.  

With the completion of the currency conversion, DAB achieved 
full control over the printing and issuance of the national currency, 
and gained the ability to determine accurately the amount of currency 
in circulation. 12  Circulation grew by 17 percent in January-August 
2003, slightly less than the 20 percent increase envisaged for that same 
period under the indicative monetary program. Money demand 
continued to be met by an accumulation of foreign exchange reserves 
in DAB, which reached $555 million by late August 2003, as the 
government maintained its adherence to the no-overdraft rule in 2003. 
As a result of these sound monetary (and fiscal) policies, consumer 
prices have been broadly stable in 2003. Moreover, in the absence of 
any major shocks, exchange rate stability was established, with the rate 
fluctuating around Af48 per US dollar. Since the introduction and 
float of the new currency, DAB has aimed to limit exchange rate 
volatility and keep the exchange rate within a range. This range, 

 
                                                           
 
11 See further Appendix 8, “Descriptions of Currency Exchange Operation and Foreign Exchange Auctions.” 
12 The amount of currency in circulation could be calculated simply as the amount of currency delivered by the printer, 

less the amounts remaining in DAB’s vaults. However, little or no information was available on a timely basis on 
amounts held in the vaults of DAB’s provincial branches. Until adequate communications have been established 
with the branches, currency that may be held there must be assumed to be in circulation. 
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however, is not firmly set nor announced and DAB does not intend to 
resist persistent exchange rate pressures should these emerge, and 
thereby risk losing its reserves. The exchange rate regime can 
therefore be described more accurately as a de facto (lightly) managed 
float, or an intermediate regime between a pure float and a firmly 
fixed rate. The low degree of financial integration and market 
development allows DAB to pursue this approach, although the 
informal financial markets are such that people can quickly substitute 
one currency for another if they wish to do so.  

 
Monetary Program 
 
DAB’s monetary program, which receives assistance from IMF, aims 
to control the domestic money supply as an intermediate target. 
However, the ability to target inflation through the domestic currency 
supply is complicated by the widespread use of foreign currencies. 
Inflation can be influenced by changes in the stock of foreign 
currency holdings as well as the supply of afghanis. The effect of 
changes in the stock of foreign currency holdings on inflation depends 
in part on what the foreign exchange is used for (savings or daily 
transactions). However, there is little information on the size of 
foreign currency holdings in Afghanistan or on their use. In the 
absence of a functioning banking system, the domestic money supply 
is limited to the stock of domestic currency in circulation. Also, 
without any new central bank financing by the government, changes 
in the amount of currency in circulation are primarily driven by 
changes in DAB’s (net) foreign asset position. This largely reflects the 
government’s conversion of donor assistance it receives to finance the 
budget into afghani, thereby increasing DAB’s foreign assets. Without 
any action from DAB and given the size of budgetary assistance, these 
foreign exchange inflows would imply a doubling or more of the 
domestic money supply within one year.  

In the absence of a functioning banking system or money market 
to counter this, the only market-based instrument that could be 
developed quickly was the selling of foreign exchange through 
auctions. IMF staff provided extensive assistance to DAB to establish 
and improve these auctions, with the (larger) informal money traders 
acting as auction participants.13 

The formulation of an appropriate monetary program for 
Afghanistan is complicated by substantial uncertainties over the 

 
                                                           
 
13 See Appendix 8 for fuller description of foreign exchange auctions. 



Post-conflict Reconstruction: The Afghan Economy 
 

 80

country’s economic prospects. Inflation could be affected by factors 
beyond DAB’s control, including supply shocks, fluctuations in the 
international prices of imports, and political events. Given these 
uncertainties, the monetary program needs to be based on cautious 
assumptions regarding the strength of the economic recovery and the 
demand for domestic currency. In addition, the monetary target 
should not be pursued too rigidly. In this regard, movements in the 
exchange rate, the only economic indicator that is readily available, can 
provide an early signal of changes in the relative demand for the 
domestic currency that may warrant a tightening or loosening of 
monetary policy.  

A further, more practical, complication is the lack of reliable data 
for the stock of afghanis in circulation and, more generally, the 
absence of a balance sheet for the central bank. IMF estimates of the 
outstanding stock of afghanis are based on information obtained from 
the bank note printer that printed the official afghani and another 
printer that printed one of the counterfeit versions. By combining the 
estimate of currency in circulation with estimates of DAB’s foreign 
assets that had so far been identified, plus an estimate of the 
government overdrafts accumulated over the years and for which 
records were found, a very crude estimate of DAB’s balance sheet 
could be put together. This estimate was used as a basis for the 
monetary program. The program was updated regularly as new 
information became available, particularly following the completion of 
the currency conversion when the stock of currency in circulation 
could finally be determined accurately. A first indicative monetary 
program was formulated in April 2002 for the year 2002/03, aiming 
for a 12-month inflation rate of somewhat below 20 percent by March 
2003 and limiting money growth to less than 30 percent. A similar 
program was formulated in early 2003 for 2003/04, with slightly 
different parameters, targeting a 12-month inflation rate of about 15 
percent by March 2004. 

 
Rebuilding the Financial Sector14 
 
Despite the commendable efforts reviewed above, many steps must 
be taken before a satisfactory financial infrastructure emerges and 
sustains private sector led economic growth. Formulating and 
implementing monetary policy is difficult without a functioning and 
modernized banking system. Despite the commendable work to revive 

 
                                                           
 
14 This section draws mainly on IMF (September 2003, pp.116-138). 
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monetary control and central bank functions, DAB is not yet fully 
operational and commercial, and other banks are much less so. Much 
of the economy still depends on the traditional hawala system for 
money transfers, and the informal credit market meets the demand for 
liquidity. None of the existing six banking institutions (two 
commercial banks, one trade finance bank, one agriculture 
development bank, one housing bank, and one industrial bank) are 
performing any intermediation functions. The capital market is 
undeveloped and modern savings and investment instruments are 
almost nonexistent.  

The legal basis for the central bank and the commercial banks 
has been the 1994 Law on Money and Banking. The law has a number 
of serious flaws: namely, (i) it is designed on the outdated socialist 
principle that the purpose of monetary policy is to direct credit; (ii) it 
involves a number of important conflicts of interest between the 
government, central bank, and commercial banks; and (iii) it omits 
important modern prudential standards and enforcement tools. For 
most of its life, however, the law was irrelevant in practice, as the 
Taliban largely ignored it during their rule. The law needed to be 
replaced in its entirety by a modern central bank law and banking law, 
and so new legislation was ratified by the transitional government 
cabinet in September 2003. 

Other aspects of the legal foundations of the financial system 
seem, on the surface, to be less problematic, as they have been derived 
from Western, market-oriented laws. Afghanistan’s civil code was 
adopted in the 1960s with assistance of the Egyptian government, and 
is reported to be almost identical to the civil code of Egypt, originally 
based on French law. The commercial code was received from Turkey, 
which in turn was modeled after German law. It covers general 
company law, transport law, insurance law, and special financial 
transactions. It also includes provisions on bills of exchange, 
promissory notes, and checks. Finally, bankruptcy law provisions can 
be found in both the civil code and the commercial code and apply 
equally to state-owned and private banks. Bankruptcies are 
administered by the courts. Nevertheless, for these laws to become 
operational, there will need to be adequate infrastructure: such as, 
record-keeping institutions, functioning courts and police, and an 
impartial and independent judicial system.  
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Da Afghanistan Bank 
 
At the end of 2001, DAB was actively performing two main functions. 
First, it was acting as cashier to the MOF and was, in principle, 
responsible for salary and other budget payments, and receiving 
government revenues for deposit, across the country. Second, it issued 
bank notes and managed the stock of cash monies. DAB was also 
structured around many commercial banking operations that a central 
bank in a modern two-tier banking system would not normally do, 
while at the same time omitting many of the central bank functions 
that a modern central bank should do. On the commercial side, it 
offered commercial banking services, extended long-term loans to 
banks and enterprises, and accepted deposits from the public. 
Although most of these operations were discontinued in 1995, a 
number of DAB accounts (debit and credit) are still current. 15  Its 
governor remains legally the chairman of the governing boards of all 
the commercial and development banks. This would have involved a 
substantial conflict of interest with the traditional functions of a 
central bank, in particular with banking supervision, had DAB 
considered this its duty. As it was, the central banking side of DAB 
was minimal. It did not supervise the banking sector either by issuing 
prudential regulations or by checking compliance through on and off-
site inspections. It did not provide or supervise an efficient payment 
system. Nor did it offer any lender-of-last-resort facility for illiquid but 
solvent banks. While best practice in central banking would require 
that it be granted a high degree of autonomy, combined with stringent 
rules for accountability, DAB is fully controlled by the government. 
Its ultimate decision-making organ, the Supreme Council, as well as 
the Monetary and Credit Committee, which drafted regulations and 
governed the operational aspects of DAB, both included 
representatives from different ministries.  

DAB’s organizational structure was based on the Soviet mono-
bank system, and therefore is inappropriate for a modern central bank 
in a two-tier banking system. Most importantly, crucial departments 
were missing or did not perform the functions that their name would 
have suggested. For example, there was no monetary policy 
department, banking supervision department, or market operations 
department. The Planning and Research General Department did not 

 
                                                           
 
15 In DAB’s headquarters there were only 5,000 active accounts out of a total of 100,000 (35,000 of which had a zero 

balance). In the first 30 branches assessed by an IMF mission in May 2002, less than 6,000 accounts were found 
to be active. 
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conduct any research and the Supervision and Control of Currency 
Exchange General Department’s main activity was to keep records on 
the activities of licensed exporters and importers. Finally, it had 
departments that do not belong in a modern central bank, such as the 
Savings General Department or the Foreign and Domestic Loans 
General Department. The latter is in charge of keeping the records of 
defaulted DAB-guaranteed loans extended to Afghan entities by 
foreign banks or governments. The last guarantee was granted 
10 years ago, and the last external payment under such guarantees was 
made in 1997. It also had a Pension Department to hold the pensions 
of the entire financial sector, including commercial banks. 

Although it had an Accounting General Department, this did not 
in fact perform the required accounting tasks. It had no formalized 
accounting system or chart of accounts. Its rudimentary accounting 
rules were incompatible with the principles of materiality, prudence, 
and substance. Its systems lacked headquarters-branch data 
reconciliation, a delineation between central bank and commercial 
operations, and an appropriate valuation and classification of assets 
and liabilities, and involved confusion between stocks and flows. 
There was a complete absence of automation and computerization. 
While the department did keep records of movements in assets and 
liabilities, income, and expenses, the old National Cash Registry 
(NCR) card journal entry posting machine that used to do this broke 
down six years ago. This, together with the Taliban’s disinterest in 
financial affairs and the long delays in financial reporting by DAB’s 
branches, meant that it failed to produce a balance sheet for seven 
years. 

Before the Taliban regime came to power in Kabul, DAB’s 
Planning and Research Department routinely collected statistics from 
banks without, however, analyzing them. The department’s supposed 
supervisors did not have adequate understanding or capacity for 
meaningful supervision. The data collected were in any case mostly 
irrelevant, as the accounting rules under which data were produced in 
the commercial banks did not correspond to international practice, 
and much of the data collected (number of employees, their 
profession and gender, and number of buildings and cars) bore no 
relation to prudential considerations. Some functions related to 
supervision were also performed in other departments. For example, 
money changers were licensed by the Foreign Relations General 
Department, and on-site audits were performed by the Inspection 
General Department. In short, banking supervision was confused with 
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the functions of auditing and checking the bank’s activities against the 
rules set out in its charter, and had largely ceased. 

In the original design, DAB had 89 branches across the country, 
but 24 of them had been closed due to local conflict. Although the 
branches were supposed to report monthly to the headquarters on 
branch activities, most stopped sending reports six years ago, 
reflecting the disruption in transportation and communication and the 
disinterest of the Taliban rulers. As a result, the headquarters no 
longer knew the current cash holdings of its branches. In mid-2002, 
despite the low level of activity and the past closure of numerous 
branches, the staffing level had remained generally unchanged and 
DAB employed 2,400 staff, of which 1,021 were at headquarters, 
1,130 in branches, and approximately 250 at the tolls. A substantial 
number of staff had no clear responsibility, and many only showed up 
at work for attendance checks. There was also a conspicuous lack of 
modern communication tools. The difficulties at DAB’s headquarters 
in making prompt wage payments in its branches resulted in the staff 
in some provinces turning to local political authorities, to whom they 
became accountable. In some instances, these branch employees were 
also called upon to perform municipal duties.  

 
Commercial banks 
 
During the pro-communist and later Soviet era (1973–89), the banking 
system was nationalized and Soviet-style accounting, financial control, 
and management systems were introduced. The situation of the banks 
deteriorated further during the Mujahedin period and the associated 
civil strife, with continued government interference in bank 
management, directed lending, and administered interest rates.  

Finally, during the Taliban period, financial institutions were 
forbidden to charge interest on their loans or to pay interest on 
deposits. The banks’ loan portfolios suffered widespread defaults. 
Deposit mobilization collapsed and the banks discontinued lending. 
During this same period, registered moneychangers and the rest of the 
hawala system replaced the banks in providing payments and liquidity 
in the economy, as well as certain deposit and lending services. In 
summary, the commercial banks may be solvent and even have a 
positive cash flow, but this situation is due to the real estate they own 
and returns on foreign currency deposits abroad that had been frozen 
during the Taliban times. However, none of the banks have been 
effectively engaged in the banking business for many years, nor do 
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they have a management cadre, an accounting framework, or risk 
management systems that remotely resemble modern banking. 

As with DAB, the commercial banks do not operate according to 
a defined chart of accounts. While most (including DAB) are still 
using outmoded NCR accounting systems, others use the manual 
Cartotek system.16 Neither system is adequate to determine a bank’s 
true financial condition and is thus not appropriate as a modern 
management tool. The banks have no system of headquarters-branch 
reconciliation. The valuation and classification of assets, liabilities, 
expenses, and income are misleading and do not correspond to 
international accounting standards. There are also problems stemming 
from the lack of adequate financial controls and weak verification 
procedures and monitoring mechanisms.  

Two major weaknesses in the current accounting framework are 
the inappropriate booking of non-performing loans and the absence 
of their provisioning. Some banks transfer non-performing loans 
together with accrued interests from “loans” to “receivables” in the 
balance sheet, keeping the loan at a value greater than its face value. 
Certain banks apply some provisioning rules and punitive interest 
rates for late payment, but these penalties are insignificant and do not 
reflect the probability of nonpayment.  

In the absence of reliable data and audits, the banks’ financial 
situation can only be guessed at. Their main assets consist of foreign 
currency deposits held abroad, which were frozen during the Taliban 
regime because of UN sanctions, and real estate, including 
repossessed houses and the banks’ offices and branch networks. Most 
of the banks’ loan portfolios are past due by 7 to 15 years, and many 
borrowers are either dead or have disappeared. While some bankers 
claimed that some of their loans were still recoverable, they conceded 
that, because of corruption or inefficiency in the court system, they 
would not attempt to enforce repayments but rather negotiate a 
settlement of the debt. On the liability side, the deposit base has been 
eroded substantially by high inflation rates; deposits would now likely 
represent only a small claim on the asset base. The income situation 
differs between banks. Some generate sufficient income from rents 
and interest on deposits abroad to cover their overhead and 
administrative expenses, as well as the fixed and variable costs of their 

 
                                                           
 
16 The Cartotek accounting system is a double-entry manual bookkeeping system, in which entries are booked 

separately for stocks (balance sheet) and flows (profit and loss statement). The data are then transposed into line 
items in the balance sheet and profit and loss statement. 
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liabilities. Others, however, such as the Industrial Development Bank, 
depend on loans from DAB to cover their expenses.  

The banks’ managers had not been managing their operations in 
a modern commercial sense for years. Interference in commercial 
decisions was either made directly through the managers or through 
the banks’ governing boards, which are chaired by the governor of 
DAB. Furthermore, bank managers were appointed on political 
grounds, and often lacked any banking experience.  

Interest rates were first set by a governmental committee 
independently of the underlying risk of the projects and later were 
prohibited altogether under the Taliban regime. Staff, management, 
and board members lack basic banking and operational experience, 
even in their own assigned areas. Operationally, the banks do not have 
any policies, procedures, or well-defined communication lines in place 
to guide management and staff. It is estimated that the six commercial 
banks together employ nearly 2,000 staff, but they are mostly 
unfamiliar with computers and have little or no basic bank 
management skills. There has been no training for many years. Staff 
have been regularly turned over with each political upheaval.  
 
Toward Modernization 
 
The transition of the Afghan economy to a modern commercial and 
diversified one depends greatly on the strength of the financial sector. 
This is a major challenge for the Afghan authorities. Reforms include 
replacing the 1994 Law on Money and Banking with a Central Bank 
Act and Banking Law (see above); introducing a new currency (see 
above); privatizing the commercial banking activities of DAB to 
establish a two-tier banking system; adopting and implementing 
prudential regulations; 17  implementing an effective monitoring and 
reporting system; establishing a modern payments system; 18  and 
enacting efficient laws on bankruptcy and foreclosure.  
 

 
                                                           
 
17 DAB established a Banking Supervision Department in July 2002, which was operative as of January 2003. A 

USAID/Bearing Point adviser has been resident since December 2002 and has established a functional 
organization along the lines of the IMF recommendations. The Licensing Department, Regulation Department and 
General Supervision Department are operative, training is on-going, and two informal bank examinations have 
been concluded and others are planned. 

18 Regarding the payments system, with technical assistance from ADB, a payment decree Law was drafted at DAB 
that conforms to best international practice. Through the USAID/Bearing Point team, SWIFT has been fully 
operational since May 2003 and at the end of June, successfully achieved connectivity with 35 provincial offices.  
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A New Legal Framework 
 
The new Central Bank Act ratified by the transitional government 
cabinet in September 2003 19  includes provisions giving DAB the 
overriding responsibility to achieve and maintain price stability, and 
grants it full autonomy in seeking this objective. In order to mark a 
clear departure from the country’s socialist legacy, the law also 
specifies that DAB shall act in accordance with the principle of an 
open market economy with free competition. It further entrusts DAB 
with the tasks of defining, adopting, and implementing Afghanistan’s 
monetary and foreign exchange policy, issuing bank notes and coins, 
holding and managing the official foreign exchange reserves, and 
licensing, regulating, and supervising institutions engaging in the 
banking business. DAB is prohibited from providing loans to 
commercial banks, except as a lender of last resort and to extend 
short-term liquidity support to solvent but illiquid banks, especially in 
the event of a systemic liquidity crisis.  

Independence requires accountability, and this is also stipulated 
in the law. Accountability is to be achieved by a clear mandate and 
through reporting requirements to parliament and to the public on 
DAB’s financial condition, and on the achievement of its objectives 
and the performance of its task. Accountability is also enhanced by 
prohibiting DAB senior officials from holding other government 
positions and by excluding them from engaging in other tasks 
incompatible with their duties. The law also stipulates DAB’s right to 
be consulted on any proposed legislative or public administrative act 
of the government in DAB’s field of competence. This provision is 
meant to ensure that the overall legal framework of the financial 
system continues to be consistent and coherent. Finally, in 
consideration of the difficulties involved in passing several laws at the 
same time, the current draft of the central bank law includes specific 
issues that under normal circumstances could have been covered by 
separate laws, including currency, cash payments, payment system 
issues, and securities services and securities transfer systems. 
Furthermore, DAB is given the power to issue regulations for hawala 
dealers as nonbank providers of money and payment services. 

 
                                                           
 
19 Immediately following the ratification of the new banking legislation by the government in September 2003, the 

DAB issued its first operating licenses to three private commercial banks including Standard Chartered Bank and 
the First MicroFinance Bank of Afghanistan. The latter is majority-owned by Aga Khan Fund for Economic 
Development (Akfed) and minority-owned by International Finance Corporation (IFC) and KfW, the German 
development bank. 
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The main features of the new Banking Law, also ratified in 
September 2003, includes a precise definition of a bank as an entity 
engaged in the business of accepting deposits or other repayable funds 
from the public and using such funds either for extending loans or for 
making investments for its own account.  

The Law includes the standard rules of a modern banking system 
with sound management, prudent risk management, and transparent 
and adequate accounting. Specifically, the Law includes provisions 
related to the banks’ corporate governance and on DAB’s powers to 
review changes in bank ownership, as well as the board and senior 
management level. The Law also includes requirements for credit 
documentation, risk management, as well as provisions that banks 
must maintain their accounts in accordance with international 
accounting standards (IAS). Banks are subject to specific auditing 
requirements, including the establishment of an audit committee. 
DAB’s oversight role is strengthened through the conduct of on-site 
examinations. The Law grants DAB the exclusive authority to revoke 
licenses and to initiate insolvency proceedings, with comprehensive 
explicit provisions for the resolution of insolvent banks under the 
oversight of a financial service tribunal. 

 
A modern central bank in a two-tier banking system 
 
One of the most important improvements in DAB took place with 
the initial steps in establishing effective banking supervision. At the 
end of 2001, a new Supervision Department was created, a number of 
prudential regulations and manuals were drafted, and the training of 
supervisors was initiated. In the first phase, staff received training in 
basic balance sheet analysis and the concepts of prudential ratios. 
More recently, and under the supervision of a foreign expert, the staff 
has been conducting “real life” off-site supervisions of the operating 
banks and on-site supervision of Bank Millie Afghan. The licensing of 
money traders has been shifted from the Foreign Relations 
Department to the new Supervision Department. In November 2002, 
all licensed money traders had to renew their licenses, a process that 
was enforced with the help of the police. The department has now 
started to improve the collection of personal data on the licensed 
money traders.  

Although there has not yet been an overall reorganization, parts 
of some DAB departments are being restructured individually into 
what corresponds to a Monetary Policy Department, Payment 
Systems Department, Accounting Department, Banknote Operations 
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Department, and Banking Supervision Department with foreign 
experts in each of these departments. The work of the foreign experts 
has initially focused on the key outputs of these departments by 
training (and hiring new) personnel, while leaving the remaining 
departments untouched. The strategy is to recruit national staff from 
within or outside DAB to perform tasks that should be performed by 
DAB staff. The objective is to reintegrate these local employees into 
DAB once the reorganization, including the pay scale, has been 
implemented.  

On the accounting side, DAB is in the process of introducing a 
new chart of accounts, as well as computerizing the function to 
include a general ledger software package that will ultimately enable it 
to produce a balance sheet on a regular basis. However, the reform 
agenda in the accounting area is still substantial. Accounting 
regulations still need to be drafted, together with operating manuals 
and procedures, and staff need to be trained. Furthermore, the 
consolidation of financial accounts will also depend on the speed of 
reforms made in DAB’s branches. An ambitious project has been 
initiated to improve the connectivity of the branches with the main 
office. Improvements have also been made in data collection with the 
production of a simple quarterly Economic and Statistical Bulletin. Some 
essential monetary and fiscal statistical data have been collected and 
work has been initiated for analytical reports. 

DAB has also made notable progress in the efficiency of its 
commercial services. Almost all banking activities of the international 
organizations and many of the NGOs in Afghanistan are currently 
being conducted by the commercial arm of DAB. Although its 
services include the opening of accounts, deposits, and international 
money transfers, this is solely to facilitate international payments for 
donor organizations. The efficiency of the payment service has 
substantially improved with the introduction of SWIFT. 
Improvements in the commercial area have included the development 
and introduction of procedures that expedite the opening of letters of 
credit by the MOF under grant programs. New current accounts can 
only be opened by moneychangers, NGOs, or international 
organizations, but not by the general public. With the exception of 
two recent small loans, one to the Ministry of Defense and another to 
the Industrial Development Bank, DAB has ceased to extend loans. 
DAB’s commercial arm has been expanding rapidly over the last 
couple of months. Although these commercial operations do not 
belong in a central bank, the current vacuum in the banking system 
leaves DAB with little option but to fill the gap, at least until 



Post-conflict Reconstruction: The Afghan Economy 
 

 90

commercial banks have resumed operations in Afghanistan. It intends 
to divest itself of all the commercial bank activities it now undertakes 
as soon as possible and no later than the end of 2004. 

DAB has reconnected 35 of its main provincial branches to its 
headquarters in Kabul. These branches have been connected by 
laptops with Immarsat links, and by the end of September 2003, they 
were able to report to the center their balances and account 
movements, with the capacity to do so on a daily basis. 20  Bank 
branches in Kabul are already reporting to the head office on a daily 
basis under the existing communication system. In the near future 
they will be connected by a computer network. The next step will be 
to identify the branches that need to be rehabilitated to meet the 
necessary security standards. The disbursement of government salaries 
– the main expenditure item in the provinces – will probably require 
fewer operational provincial branches than existed in the past. DAB 
would further need to develop a physical distribution system with 
regional cash centers from where the distribution of cash can be 
made. This should also include the introduction of a software system 
for the management of the currency inventory and the purchase of an 
armored fleet or use of an aircraft for risky cash transportation. For 
the medium term, with the emergence of a commercial banking 
system, DAB plans to implement two payments systems that will be 
the core of the National Payment System: high value payments using a 
Real Time Gross Settlement (RTGS) system and low value payments 
using a Direct Giro Credit (GC) system. 

Commercial banks still do not function in a manner consistent 
with a market economy. A fundamental restructuring of the currently 
licensed banks, together with a substantial improvement in their 
management, will be necessary if they are to become modern and 
efficient banking institutions. A good number of reforms can be 
imported into the banking system by opening the market to foreign 
banks. Such banks could be expected to have modern management 
and risk assessment techniques. In-house rules would require them to 
apply international accounting standards.  

But foreign banks cannot provide all the answers. To begin with, 
they will most likely limit their operations to the larger cities, starting 
with Kabul, and to certain type of customers, namely international 
organizations, NGOs, the diplomatic corps, and the largest 
corporations, leaving small and medium-size enterprises and rural 
areas without services. Most banks will likely also focus their 

 
                                                           
 
20 As the volume of transactions increases, there are plans to replace the Immarsat connections by a VSAT network. 
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operations initially on facilitating payments and few can be expected 
to engage in significant domestic-lending. This indicates that there 
remains an important role for DAB, micro-finance institutions, and a 
rehabilitated domestic banking sector to deliver financial services 
outside of Kabul and to a client base not served by the international 
banks. In this regard, Afghanistan needs a comprehensive medium- to 
long-term financial sector development strategy, possibly including a 
strategy to rehabilitate part of the current domestic banking system.  

 
Moneychangers and the hawala system 

 
Even with the emergence of a modern banking system, the informal 
hawala system will likely continue to exist, as is the case in many other 
countries in the Middle East. 21  Given the need to counter non-
transparent, undocumented, and adverse practices, DAB will need to 
evaluate the options available to partly regulate and supervise this 
market without pushing it underground. In this context, simply 
extending banking regulations and supervision practices with respect 
to licensing requirements, customer identification, suspicious activity 
reporting, and record-keeping to the money dealers is not a viable 
option. It would not be feasible to regulate in this manner, given the 
huge number of traders involved. Two options might be envisaged.  

First, the hawala dealers could, at least as an interim solution, 
subject themselves to self-regulation and supervision. This market 
already benefits from an association enforcing a number of unwritten 
rules. The association could be encouraged to draft written rules and 
regulations. Second, recognizing the distinct features of the hawala 
system would justify the development of special regulations and 
supervision techniques, which would mainly attempt to increase the 
level of transparency in the business while keeping intact the 
characteristics that made this market so efficient. Such regulations 
could include the requirement of registration but not licensing of the 
hawala dealers, the requirement to be able to identify customers and 
to keep records on their identity, and to cooperate in investigations if 
the need arises. The latter would also include the right of DAB to 
enter and inspect the money dealers’ premises where there is a 
reasonable suspicion of an offence.  

 

 
                                                           
 
21 For a recent documentation of the hawala system, see Naimbo (August 2003).  
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III.3 Institutional Issues  
 

Need to Reconstruct Public Administration  
 
The underlying arrangements for government employment stem from 
the 1970 law on the Status and Condition of Government Employees, 
as amended by the 1977 decree on the civil service. Although this 
legislation includes a number of sound provisions, in practice,  
Afghanistan’s civil service faces various problems and uncertainties. 
First, it has been very difficult to ascertain the number of staff 
employed by the government, due to the absence of a nominal roll of 
employees and large variations in the number of staff paid each 
month. These difficulties have been compounded by the failure of 
payroll data to indicate in which ministry provincial staff worked or to 
distinguish between staff working in ministries and those working in 
SOEs. As a result, estimates for total civil service employment range 
widely from 240,000 to 331,000, excluding military personnel (of 
about 100,000) and government enterprises (about 35,000).  

Second, although the size of the civil service is not large relative 
to the population, the low level of service reflects very weak capacities 
in the ministries, with overrepresentation of unskilled workers in the 
government’s workforce and the absence of qualified senior staff, 
most of whom emigrated during the war. Third, the current 
administration inherited a situation where a large number of civil 
servants have been hired on the basis of their ethnicities and loyalties 
to political factions rather than merits. Fourth, the current pay and 
grading system is inadequate to attract, retain and motivate skilled civil 
servants. The average monthly pay for civil servants is approximately 
Af1,800 (about $36 at current exchange rates). This is probably higher 
than market rates for unskilled staff, but is clearly well below what 
would be needed to retain or recruit qualified senior civil servants. 
The wage structure is extremely compressed, as food allowances 
comprise the bulk of total pay (see also Appendix 7, “Sub-national 
Public Administration and Finance”).  

An important step in the modernization of the civil service was 
the establishment of the Independent Administrative Reform and 
Civil Service Commission (IARCSC) in June 2002. Creating the 
Commission was an obligation of the government undertaken in the 
Bonn Agreement of December 2001. The IARCSC’s main 
responsibilities were set out in a presidential decree (June 10, 2003) 
and include: (i) designing and implementing civil service management 
policies and procedures; (ii) coordinating the public administration 
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reform program; (iii) recruiting government senior staff on the basis 
of a fair, transparent, and open process; and (iv) overseeing lower level 
appointments in the civil service. However the specific delineation of 
responsibilities between the IARCSC, the MOF, the Ministry of Labor 
and Social Affairs, and the Office of Administrative Affairs has not 
yet been fully clarified.  

The government presented in the 2003/04 National 
Development Budget (NDB) a detailed short-term strategy for public 
administration and civil service reform, aiming at creating a lean, 
capable and motivated civil service dedicated to supporting the 
country’s national interests. This strategy has focused on the following 
elements: (i) drafting a new civil service law and subsidiary regulations 
governing civil service employment; (ii) revising the pay and grading 
arrangements on a pilot basis; (iii) developing a nominal roll for civil 
servants; (iv) introducing a comprehensive government payroll system 
in the treasury; (v) reviewing ministerial staff and structures; 
(vi) starting preparatory work for future retrenchment arrangements; 
and (vii) individualizing salary payments. 22  The government is also 
committed to improving the timeliness of provincial salary payments 
and implementing effective arrangements for enforcing civil service 
headcount ceilings mandated in the annual budget.  

Despite the importance of the civil service reform in the 
reconstruction process, it must be carried out with caution due to its 
large potential for economic and social implications. In particular, any 
across-the-board pay reform should remain compatible with medium-
term fiscal sustainability. Moreover, detailed proposals for salary 
decompression remain contingent on a reliable classification of 
individual positions in the government, which is a lengthy and 
resource-demanding process that has yet to be launched. The 
implementation of a retrenchment program is also a highly sensitive 
political issue. Finally, the reform program cannot be implemented 
without prior development of a nominal payroll and effective 
establishment controls to avoid the dangers of staff leaving and then 
reentering the civil service.23 

 
                                                           
 
22 Currently, salary checks are not cashed by the individuals: the manager of each spending unit cashes a check 

issued by the treasury, accounting for the salaries of his subordinates and then distributes the cash to his staff.  
23 DFID/Adam Smith Institute is assisting the IARCSC in developing a human resource management (HRM) 

database in Microsoft Access, the first version of which was due to be installed in August 2003, whereupon a 
major data-gathering exercise will commence. The initial focus of data gathering will be the collection of 
information regarding the education and skills of non-uniformed, senior civil servants (i.e., grade 2 and above). 
There is currently no plan to decentralize the HRM database into line ministries and provinces.  
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Under these constraints, progress in civil service reform was on 
the whole modest during 2002/03. Nevertheless, important initiatives 
have been taken, including the approval by the Cabinet on July 10, 
2003 of a presidential decree on priority restructuring and reform, 
introducing an interim additional salary allowance for specific 
positions in ministerial departments which are considered critical for 
reform (e.g., customs, tax) and are undergoing a large-scale 
restructuring of their functions. A number of departments have 
already submitted applications to the IARCSC to benefit from the 
provisions of the new decree, including customs and treasury 
departments of the MOF. A second decree is soon to be submitted to 
the Cabinet to regulate and limit the salary top-ups granted by donor 
agencies.  

Longer-term challenges facing the public administration include 
defining and implementing sound relationships between central, 
regional, provincial, and district governments; creating a sustainable 
fiscal management process including issues concerned with budget 
revenues; rationalizing the role and number of institutions and 
ministries and retraining and reducing staff accordingly; and providing 
a social safety net that can make the retrenchment of surplus staff 
feasible. Responsibility for the overall management of the civil service 
is diffused and the division of responsibilities within and between the 
central and provincial governments is unclear. Many ministers and 
ministries have little experience in policymaking and in directing the 
public service. The Cabinet needs technical assistance in support of 
the policy and institutional reform process. Findings about sub-
national public administration are provided in Appendix 7.  

 
Need to Create Market Enabling Environment 

 
Despite an externally imposed planned economy in certain periods of 
its modern history, Afghanistan has a long tradition of 
entrepreneurship and a vibrant private sector, which has actively 
engaged in agricultural production, trading activities, and small-scale 
industrial activity over the centuries. An initial condition for restoring 
Afghanistan’s private sector vitality is to consolidate security and 
political stability throughout the country. Equally important is the 
establishment of a strong judicial system able to effectively enforce 
laws and regulations with fair, transparent, and simple rules with 
regard to the banking system, tax and customs, competition 
protection, property registration, and foreign investment.  
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Important steps in this direction have included the drafting of 
the banking and central banking laws, successful implementation of 
the currency conversion, and formulation of a customs reform. 
Adding to this list of achievements, has been the enactment of a new 
domestic and foreign investment law. In August 2002, the 
government replaced the 1987 law on domestic and private 
investment, which had a negative impact on foreign direct investment, 
with a new law. The new law provides 3-7 year tax holidays to eligible 
companies, according to the type of investments, as well as a 4-year 
exemption from exports tariffs and duties. Under the law, a High 
Commission on Investment, chaired by the Minister of Commerce 
and comprising the ministers of finance, justice, foreign affairs, 
planning and reconstruction and two private sector representatives, is 
responsible for all policy decisions regarding domestic and foreign 
investment. The Office of Private Investment (OPI) established 
within the Ministry of Commerce determines which investments 
qualify for tax holidays. However, following IMF and other donors’ 
recommendations against the use of tax holidays and for more 
transparent mechanisms for encouraging investments, such as low 
corporate tax rates and accelerated depreciation, the August 2002 law 
is now being reviewed by the Afghan authorities. The government has 
taken steps to attract investment in major areas, including the sale of a 
telecommunications license in October 2002, and the signing of public 
contracts with international developers to renovate two major hotels 
in Kabul.  

The partial or total privatization or closing down of the extensive 
SOE network is also a critical element of Afghanistan’s transition to a 
market economy. Such a reform would eliminate the burden placed on 
the ordinary budget24 and restore a level playing field between these 
enterprises and potential private sector competitors. Preliminary data 
suggest that, from the 174 public enterprises which were operated 
under the communist regime (and accounted for more than one-third 
of the revenues of the ordinary budget), only 80 have survived (or 
161, including their provincial branches) accounting for a total of 
somewhat more than 35,000 employees. Very little information is 
currently available on their situation and operations.  

Only a small number of SOEs seem to be viable; none are self-
sufficient—let alone profitable—and for most, employee salaries are 
fully paid out of the government’s ordinary budget. The main SOEs 
are the public utility companies (for example, electricity and gas 

 
                                                           
 
24 About $52 million has been appropriated in the 2003/04 budget to fund SOEs. 
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production and distribution) some of which apparently have partial 
success in collecting utility fees, but only in major urban centers. 
Other important SOEs include fabric-making companies and small-
scale cement industries. The government has officially indicated that 
that it does not intend to revive non-functioning public enterprises 
but plans to close them down or divest them to the private sector as 
soon as possible. A Commission for the Evaluation of the State-
Owned Enterprises was established in June 2002 and started operating 
in January 2003. Its main activities include the assessment of SOE 
operations and assets, preparing recommendations for privatization, 
and the drafting of transparent privatization procedures. Its activities 
so far have been mainly limited to a census of the existing SOEs. 
Notwithstanding a commitment to an ambitious overhaul of the 
public sector, the authorities have acted cautiously in this area for the 
following reasons: (i) most records of SOE assets have disappeared, 
making it extremely difficult to design any privatization strategy; 
(ii) there has been some reluctance on the part of the government to 
enter into a privatization process which, without appropriate 
assurances and safeguards, could create considerable opportunities for 
corruption; (iii) line ministries have been reluctant to delegate the 
evaluation and transformation of the SOEs operating in their sectors 
to the newly created commission; and (iv) this is a highly technical 
area in which major assistance is required, but no such assistance has 
materialized yet.25 

 
Need to Strengthen Public Consultation 
 
The Afghan government faces enormous challenges over the next two 
years, as it prepares for national elections, drafts and promulgates its 
new constitution, trains and deploys new national armed forces, 
demobilizes 200,000 faction-based soldiers, and implements a multi-
billion dollar reconstruction program.  In addition, much more needs 
to be done to nurture national unity and participation by civil society. 
The government’s attempts to meet these challenges are complicated 
by the imperatives set forth by the International Security Assistance 
Force (ISAF) and coalition forces in Afghanistan, whose concerns for 
long-term stability and participatory governance appear to be 
overshadowed by more immediate efforts to root out terrorism.  

On the brighter side, there appears to be considerable interest in 
and willingness for a more participatory process. However, more 

 
                                                           
 
25 IMF (September 2003). 
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needs to be done to effectively engage the emerging civil society 
organizations, including NGOs. Participation of these institutions in 
public decision-making processes is necessary to reinforce, check and 
decentralize modern institutions. Service delivery policies need to 
consider the role of civil society in providing services and in 
conducting social audits of services provided by the government.  

 
III.4 Crosscutting Policy Issues 

 
Opportunities for Regional Cooperation 
 
The promotion of regional cooperation could revive the historical 
importance of Afghanistan. Kabul might emerge once more as an 
international city, a melting pot and meeting point of traders and 
different cultures. Afghanistan could eventually play a major role in 
fostering the stability and economic prosperity of the entire region, 
extending from Iran to the People’s Republic of China and India, and 
from the Central Asian Republics (CARs) to Pakistan. 

Afghanistan is already reaping substantial revenues from fees for 
commercial aircraft flying over its territory, and these fees are 
expected to continue and increase. Surface transit trade through 
Afghanistan will also generate fees, as well as income from transport-
related services. However, transit fees should be set at reasonable 
levels to encourage transit trade through Afghanistan, particularly 
before its road infrastructure is fully rehabilitated, and revenue 
generation should not be the primary objective of these fees. 
Furthermore, better security guarantees are necessary, making transit 
visitor activities difficult in the short run, though they could be 
developed in the medium run starting with the safer areas.26 

Given the country’s landlocked but strategic location, an open 
trading regime and regional cooperation should have many advantages 
for Afghanistan and its partners. Afghanistan has very few significant 
tariffs and food and goods are relatively inexpensive as a consequence. 
It is in its interest to maintain this system of low tariffs, as higher 
tariffs would largely not support domestic industries and would only 
result in higher costs for Afghani consumers. Furthermore, keeping an 
open system encourages neighbors to lower their tariffs over time 
(except in particularly justified categories), benefiting their economies 
and allowing them to take advantage of freer trade. 

 
                                                           
 
26 Byrd (2002). 
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In the pre-war period, Afghanistan had significant exports of 
carpets and dried fruits like raisins, and such exports have continued 
and in some cases expanded through various channels, including 
carpet production in refugee camps, during the war. Thus, there are 
promising existing export channels which Afghanistan can exploit. 
There also appear to be good prospects for exports by air of certain 
fresh fruits, such as melons and grapes, to destinations such as the 
Middle East. Exports can be facilitated by the diaspora of expatriates 
and entrepreneurial networks in many of the countries of likely export 
destination. It is also very important that preferential access to exports 
from Afghanistan, offered by OECD countries, be maintained and to 
the maximum extent possible include Afghanistan’s agricultural and 
agriculture-based exports. 

 
Transit Trade Agreements 27 
 
As mentioned in Section I.5 above, the main transit trade agreement at 
present is with Pakistan, largely through the port of Karachi and Port 
Quasim. This agreement was established in 1965, but during 1994–96 
the Pakistan authorities unilaterally banned several items from the 
eligible list; and since 1996, 18 items have been placed on the negative 
list. The ban was imposed because of concerns that a large part of 
these imports were being smuggled back into Pakistan.  

Following a series of meetings since 1991 between the two 
countries, the issues of disagreement are expected to be resolved 
during 2003/04. Six of the banned items have recently been restored 
to the list and the time taken for processing and clearing procedures 
of transit goods has been reduced from 20 to 5 days. At the same 
time, it has been agreed that some categories of imports for which 
Afghanistan has little need and are clearly intended to be smuggled 
back into Pakistan will be eliminated from the eligible list. To 
reinforce this measure, it is expected that Afghanistan will levy 
punitive import tariffs on these goods. Both countries are committed 
to making substantial progress on lifting the ban on the remaining 12 
restricted items at a meeting later in the year. In addition, agreement 
was reached, with the support of aid from Pakistan, that the Torkham 
(the railhead in Pakistan) to Jalalabad (in Afghanistan) road would be 
repaired and a new road parallel to the existing one would be 
constructed by early 2005. 

 
                                                           
 
27 IMF (September 2003, p.33). 
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A new transport agreement with Iran was signed in January 2003. 
Changes under the new agreement included lifting previous 
restrictions on the routes that could be used by Afghanistan trucks 
between the border and destination cities. In addition, Afghan 
truckers were allowed to buy Iranian fuel at the same subsidized price 
as Iranian truckers. Discussions on trade and transit agreements have 
been initiated with Kyrgyz Republic, Tajikistan, and Uzbekistan. In 
August 2003, a Memorandum of Understanding was signed by the 
Uzbek and Afghan authorities, and a draft agreement with Tajikistan 
is under discussion in order to establish mutually beneficial trade, 
transit, and railway development treaties. 

In March 2003, Afghanistan and India signed a new preferential 
trade agreement replacing an earlier one that was little used because of 
the Taliban presence and strained relations between India and 
Pakistan. Under the new agreement, India has granted 50–100 percent 
tariff reductions on 38 export items from Afghanistan, and duty-free 
access has been given to India for eight tariff lines. In June 2002, 
preferential access to the European markets was obtained under the 
Everything But Arms agreement, and in January 2003, the United 
States granted Afghanistan GSP access to its domestic market. On 
April 10, 2003, Afghanistan applied for membership to the WTO. 

Iran, India, and Afghanistan signed a Memorandum of 
Understanding in January 2003 to improve access to the Iranian port 
of Chabahar on the Indian Ocean, along the Chabahar-Malik-Zaranj-
Delaram route into Afghanistan. Under this understanding, Iran will 
build a new transit route to connect Milak in the southeast of Iran to 
Zaranj inside Afghanistan including the Milak bridge over the 
Helmand river. For its part, India will build a new road connecting 
Zaranj to Delaram, which is on the main Herat-Kandahar road. These 
improvements will shorten the transit distance between Chabahar and 
Delaram by some 600–700 kilometers.  

Also, India and Iran plan to build a railroad from Chabahar to 
the Iranian Central railway station on the railroad between Karachi 
and Tehran (and further west), and Iran will extend its railway to the 
port of Islam Qaleh. This will provide cheaper access to Chabahar and 
open up markets along the railroad and to Europe. In addition, 
Afghanistan was granted full access to the duty-free zone at the port 
of Chabahar. The Iranian authorities are also providing storage 
facilities and have permitted Afghan inspectors and trade 
representatives on-site. Port fees have been cut by 90 percent and 
warehousing and other charges by 50 percent; smaller cuts were 
granted for oil tankers. 
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Cross-Border Infrastructure 

 
There is also a strong potential for regional cooperation in road 
transport and energy development. 28  Improved governance would 
remove corruption, which is a serious nontariff barrier to trade. 
Streamlining of customs and border procedures and improving the 
quality of information would foster regional trade. Regional 
cooperation in natural gas and/or natural gas-based power 
development and distribution has great potential. Iran and 
Turkmenistan are gas-rich, and the Kyrgyz Republic and Tajikistan 
have large hydroelectric potential. Pakistan may have a periodic power 
surplus. The possibilities for regional power trade include (i) the 
export of power from hydroelectric projects in Afghanistan; (ii) the 
resumption of exports of gas from Afghanistan; and (iii) exports of 
gas from Turkmenistan to India via Afghanistan and Pakistan and 
exports of power from Turkmenistan to Afghanistan. This Trans-
Afghanistan Pipeline Initiative (TAPI) is a key regional cooperation 
project for which ADB is funding a feasibility study. This could 
eventually result in net revenues of $250 million per year to the 
Afghan government, but care must be taken to ensure that such 
benefits are realized in an agreed regulatory formula.  

The same is true of the hydroelectricity potential. There is 
considerable scope for regional cooperation in water resource 
management, given that many rivers originate in the Afghan highlands 
and flow to neighboring countries. The headwater watersheds of the 
Indus and Amu Darya are located in the Northern highlands of 
Afghanistan. A beginning could be made with meteorological and 
hydrologic monitoring and data sharing. 

The Joint Economic Commission between Pakistan and 
Afghanistan was reestablished in late August 2002, after a 10-year 
hiatus, following a meeting between the two countries’ finance 
ministers. The ministers also discussed the Afghan Transit Trade 
Agreement (ATTA) and Pakistan’s support in the establishment of 
banks, post offices and micro-credit facilities in Afghanistan. 

The Economic Cooperation Organization (ECO – which 
comprises Iran, Pakistan, Afghanistan, Turkey as well as the 6 
neighboring former Soviet Union countries: Azerbaijan, Kazakhstan, 

 
                                                           
 
28 ADB launched support for the Central-South Asia Road Transport Corridor – involving Afghanistan, Iran, Pakistan, 

Tajikistan, Turkmenistan and Uzbekistan – by holding a ministerial conference in Manila in late July 2003. An ADB 
staff simulation indicates an incremental GDP growth rate in the order of as high as 5% per year for Afghanistan, 
and 0.3-0.7% for the other countries, over the period 2005-2010. 
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Kyrgyz Republic, Tajikistan, Turkmenistan and Uzbekistan)29 set up a 
fund to help rebuild Afghanistan following a meeting in Turkey in 
mid-October 2002.  

 
Gender 

 
According to the UNDP Human Development Report 1995, 30 
Afghanistan’s gender disparity index31 was the lowest in the world. 
Since 1994, all of these indicators seem to have worsened. For 
example, gross primary school enrollment ratio for female pupils was 
32 percent in 1995 but declined to virtually zero by 2000, while the 
ratio for male pupils also declined from 64 percent to 29 percent 
during the same period (see Appendix 3, “Economic and Social 
Statistics”). A 2002 UN report found that in the 1990s, women and 
girls continued to have restricted access to services and employment 
except in teaching, medicine (doctors) and government work, and 
their rights to movement and freedom of association were limited.32  

Most of the IDPs were women who did not have access to 
health services. One of the key gender issues is a significant disparity 
in the lives and expectations of urban and rural women, and there is 
an important role for education and cultural sensitivity in effecting 
change. The history of Afghan women’s emancipation can be traced 
back to the 1920s: by the late 1970s, Afghan women enjoyed 
considerable freedom of movement, educational opportunities and a 
relatively wide range of career choices, but there were strong contrasts 
with the positions of rural and uneducated women. Perhaps the single 
biggest failure of past development efforts was the widening gap 
between the cultural outlook of the urban elite and that of the rural 
masses. 33  This gender bias appears to persist, particularly outside 
Kabul.  

 
                                                           
 
29 ECO formed by Pakistan, Iran and Turkey can trace its antecedents back to the 1960s. The grouping covers 300 

million people with immense natural resources. Its priorities have been: (i) transport and communications 
infrastructure, (ii) trade facilitation and investment, and (iii) effective use of the vast energy resources. A number of 
institutions were apparently set up and some instruments for trade promotion have been concluded under ECO but 
there is no information on detailed structures, organization, funding, activities, etc. An ECO summit was held in 
2000 in Tehran attended by 7 presidents, 1 prime minister, 1 minister and the ex-president of Afghanistan. While 
the Pakistan government website for ECO makes it seem that the government is very enthusiastic about it, real 
achievements in international meetings are often hard to discern. The real issues are why ECO has apparently 
achieved less than was anticipated and whether ECO can become a vehicle for regional economic cooperation, 
bringing in Afghanistan, in the future. 

30 UNDP. Human Development Report. 1995. 
31 A composite index based on the measurement of female life expectancy, educational attainment and income.  
32 UN Economic and Social Council (March 2002). 
33 Barakat and Wardell (2001). 
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The experience of war and displacement has had a profound 
impact on Afghan women over the past 25 years. As a result of 
widowhood and displacement, more households are now headed by 
women, while the absence of men for long periods to fight led women 
to take on new areas of responsibility. In addition, exposure to refugee 
camp health care facilities, and to education and vocational skills 
training, has led to changed attitudes and aspirations. It is of critical 
importance that agencies do not ‘reinvent the wheel’, but take care to 
build on existing foundations. Significant numbers of women both 
served or were employed in existing health services, even under the 
Taliban regime. Energy should be focused on scaling-up investment 
and training of personnel in this sector as well as others and on 
ensuring the widest possible coverage in rural areas. The same applies 
to education and the civil service. 34  All three sectors traditionally 
employed large numbers of women and, therefore, it is important to 
build upon the broad acceptability that exists for women working 
there. Above all, through the new constitution, Afghan women must 
be considered as equal citizens to men. This was the state of affairs 
nearly 40 years ago as well as in the currently operational constitution. 
According to Gross, unless women’s rights are protected in the 

 
                                                           
 
34 According to Gross (2003), the following women were in positions of power: 

- 3Ministers: Habia Sorbai, Minister for Women’s Affairs; Suhalia Siddiq, Minister of Public Health; Mahbuba 
Huquqmal, Minister of State for Women’s Issues 

- 4 deputy ministers  
- 5 women generals 
- At least a dozen women as division chiefs in ministries 
- 7 women out of 35 commissioners in the Constitutional Commission 
- 5 women in the Human Rights Commission (led by Sima Samar) 

 
The numbers of female civil servants in ministries are summarized as follows: 

- Ministry of Foreign Affairs: 40 out of 320 employees 
- Ministry of Interior: 1,800 out of about 75,000 employees nationwide 
- Ministry of Planning: about 100 out of about 300 employees 
- Ministry of Aviation: about 30% of about 3,000 employees, including engineers 
- Ministry of Light Industries: 1,282 out of 7,779 employees nationwide 
- Ministry of Information and Culture: 422 out of 2,560 employees 
- Ministry of Public Works: about 350 out of about 1,500 employees 
- Ministry of Refugee Repatriation: about 250 out of about 1,300 employees nationwide 
- Ministry of Higher Education: 60 out of about 260 employees; 239 out of 1,430 professors 
- Ministry of Urban Development: 83 out of 369 employees, including engineers and planners 
- Ministry of Defense: 50 out of about 500 civilian employees 
- Ministry of Women’s Affairs: 75% of about 520 employees 
- Ministry of Agriculture: 107 administrative and 170 specialists in Kabul out of 11,500 employees nationwide 
- Ministry of Reconstruction: about 80 out of about 320 employees 
- Ministry of Education: 939 out of 4,576 employees; a large part of 64,851 public school teachers 
- The Supreme Court: about 30% of the 4,409 employees in 390 administrative/judicial offices nationwide 
- The Central Bank:  there were many women employees who were instrumental in the currency changeover 
- The Red Crescent: they also have many women employees, especially in the Marastoon (poor people’s home), 

and its related nurseries and dormitories. 



III. Policy Issues 

 103

constitution, any civil code of lesser authority would eventually be 
inadequate (Gross, 2003). 

 
Environment 

 
One of the critical environmental problems of Afghanistan is massive 
deforestation and overgrazing, which could be aggravated by the 
return of the refugees, especially if their livelihoods cannot be restored 
quickly and they employ environmentally unsound practices. 
Extensive deforestation took place during the hostilities of the past 20 
years.  

Large-scale movements of population and livestock since the late 
1970s have put severe pressure on the environment, increasing 
deforestation and encroachment on protected parklands. More than 
90 percent of rural households use wood as a source of energy. More 
than 40 percent of urban households use charcoal as a source of 
energy.35 Forest cover has declined from 3.4 percent of total land area 
in the 1970s to 2.6 percent in 1991, 2.1 percent in 2000, and to less 
than 2 percent now. Deforestation has caused a degradation of 
watersheds, soil erosion, and desertification. Land degradation has 
also been caused by land mines, reducing access to agricultural land 
and irrigation. The country’s 40 million hectares of pasture cover 
remains under threat.  

Urbanization in Kabul, Herat, Mazar-i-Sharif, and Kandahar are 
taking place in an uncontrolled fashion. This process is making it 
virtually impossible for municipalities to plan for and provide even the 
most fundamental management of drainage, protection of 
groundwater supply and quality, household and commercial 
wastewater management, piped water supply, air pollution control, 
and urban zoning or land-use planning.  

Certain regions of the country were subjected to intensive attacks 
with chemical weapons during the war with the Soviet Union. 
Between 1979 and 1981, chemical attacks reportedly killed more than 
3,000 people. However, there is no information available as to the 
persistence of toxins in soil, vegetation, and animal tissues.36 

A UNEP report (February 2003) found that the environmental 
situation in Afghanistan is even worse than had been expected. 
Satellite imagery has revealed that 99 percent of the wetlands have 
dried up since 1998. The Helmand River, the main tributary of the 

 
                                                           
 
35 CSO 2003, p.75. 
36 CSO 2003, p.76. 
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wetlands which drain 31 percent of Afghanistan’s land area, has run as 
much as 98 percent below its annual average in recent years. Four 
years of drought have compounded the problems caused by 
uncoordinated management of the river basin’s dams and irrigation 
schemes during two decades of conflict. In the absence of a stable 
source of water, much of the natural vegetation of the Sistan basin has 
died or been collected for fuel. This has contributed to soil erosion 
and significant movements of sand onto roads and into settlements 
and irrigated areas. In central Afghanistan, the UNEP team found the 
national waterfowl and flamingo sanctuaries at Dasht-e-Nawar and 
Ab-e-Estada were completely dry.  

At the regional level, Afghanistan must work harder with direct 
neighbors on water, forest and desertification issues. The report 
concludes that the collapse of local and national forms of governance 
during Afghanistan’s two decades of conflict has been one of the main 
contributors to the environmental decline. It has also destroyed 
infrastructure, hindered agricultural activity and driven people into 
cities that were already lacking the most basic public amenities. The 
droughts have compounded a situation of lowered water tables, dried 
up wetlands, denuded forests, eroded land and depleted wildlife 
populations. And with 1.5 million refugees expected to return this 
year, the pressure on natural resources and environmental services will 
increase further. With the restoration of national-level governance, the 
country has an historic opportunity to create environmental laws and 
policies and build the capacity for the sustainable management of 
natural resources.  

Other environmental issues include toxic residues from chemical 
warfare, the use of agrochemicals, and the degradation of wetlands. 
The approach to preservation and enhancement of the environment 
must be based on local traditional knowledge and people’s 
participation. People need to have choices and the means to take 
rational decisions that are environmentally friendly. The costs of 
environmental degradation and the benefits from environmental 
preservation have to be made transparent. An appropriate policy and 
incentive framework would ensure that individuals and communities 
could contribute to sustainable development. Mainstreaming 
environmental concerns in all sector development projects would help 
to prevent actions threatening the environment and to put appropriate 
mitigation measures in place.  

At the central and provincial level, one serious institutional 
problem is the involvement of 6 ministries in the management of 
water resources: MAAH; MIWRE; MMI; MWP, MRRD and MUD. 
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In particular, the division of responsibilities between MAAH and 
MIWRE is unclear and not properly institutionalized. Forestry 
legislation has been in draft form for years, awaiting the clarification 
of tenure and land use rights of local tribes in many parts of the 
country. The lack of a legal framework clarifying tenure, user rights 
and oversight responsibilities, combined with the collapse of 
government institutions, has led to resource rents being controlled by 
local elites. A natural resource policy unit should be established in 
MAAH to ensure that policies, legislation and regulations are 
harmonized across sub-sectors. On the other hand, environmental 
concerns should be addressed through the enactment of an 
Environment Protection Act. MIWRE should prepare action plans for 
implementing environmental policies and strategies. 
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Appendix 1 
 
Historical Review of the Afghan Economy1 

 
1960s 

 
With the establishment of the Banke Milli Afghan (National Bank) in 
1932, successive governments in Kabul began to lay the foundation of 
modern economic development in Afghanistan. The Ministry of 
Planning was established in 1957. The first three Five-Year Plans (for 
1957-61, 1962-67, 1968-72) did not really attempt to control the whole 
economy, although the government described its policy for a “guided 
economy,” and later a “mixed, guided economy.” The Plans focused 
basically on improving the infrastructure. When making the plans, the 
inefficient administration and lack of educated labor force caused the 
Afghan authorities to be highly dependent on foreign guidance. For 
example, the first plan was compiled by Soviet advisers.  

The five-year plans more or less indicated lists of projects that 
required foreign assistance, which constituted 89 percent, 76 percent, 
and 72 percent, respectively, of the revenues in the first three five-year 
plans. The two superpowers competed in exerting influence on 
Afghanistan, helping the Afghan government to receive large loans 
and grants from both sides. Between 1962 and 1967, Afghanistan 
received on average $70 million each year, of which about 70 percent 
came from the Soviet Union, mainly in concessional loans, and 20 
percent from the United States, mainly in grants.2   

Large investments were made in industry, communications and 
agriculture. To augment agricultural production, the government 
concentrated on large capital-intensive reclamations of land. Close to 
Kabul, the big Jalalabad and Kandahar water power stations were 
constructed with the help of Germany and the Soviet Union.3 The 
inadequate road network caused large regional economic differences. 
The United States assisted roads connecting Afghanistan with 
Pakistan, while the Soviet Union built the northern roads. But the 
maintenance had to be paid for by the state, and soon the government 
had to introduce road tolls.  

 
                                                           
 
1 This appendix draws mainly on Von Seth (2003).  
2 Swedish Afghanistan Committee (1995).   
3 However, some setbacks affected the project, for example salting because of insufficient drainage. The resources 

to the project from the government increased nonetheless.   
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Until the Soviet invasion, the government budget was divided 
into ordinary and development budgets. The ordinary budget covered 
administrative activities, and the development budget, which was 
incorporated into the national plans of development, covered the 
investment expenditures. Even though revenues more than doubled 
from 1960 to 1969, expenditures exceeded domestic revenues every 
year. During the same period, development expenditures amounted to 
3 percent of GDP, and total expenditures on average 15 percent of 
GDP. The budget deficit was covered by deficit financing and foreign 
loans and grants. The collection of taxes was hampered by deficient 
statistics upon which to base calculations, and the overall Afghan 
statistics were treated with reservations.4 The national revenues from 
taxation were gathered with provincial responsibility.5 

By the end of the 1960s, almost 75 percent of the total state 
investment was going to large-scale industries, reflecting the growth of 
state-owned industries. The government controlled most of the 
mining, butcher and mill industry, printing houses, and production of 
cement and power, which provided revenues to the government. The 
export of natural gas started in 1967. In spite of the three five-year 
plans’ extensive investment in agriculture, there was no marked 
increase in grain production, and the low productivity of agriculture 
continued. Exports in the 1960s were on average 30 percent derived 
from fruits and nuts, 23 percent from karakul skins, and 9 percent 
from cotton. While total exports in 1960 were $50 million, the value 
increased steadily and in 1969 was $81 million. The trade balance was 
mostly positive, as imports did not increase as much as exports. 

In 1962-1969, indirect taxation accounted on average for 50 
percent of all domestic revenues, with import duties providing about 
30 percent. Only about 12 percent of public revenues were obtained 
from direct taxes, including land and personal property taxes, and 
individual and corporate income taxes. Ten percent of state revenues 
depended on commodity assistance, and about 8 percent on sales of 
natural resources.  

 

 
                                                           
 
4 Up to 1965 no census of population or agriculture data existed, and figures had at best to be based on sample 

surveys. However, the information on public expenditure, banking, foreign trade and industrial production was 
more accurate. 

5 Griffith (1967) provides an example of ethnic groups in Afghanistan who during this period lived in areas remote 
enough to be inaccessible to tax collection. The minority group Hazaras were recorded as late as the 1960s as 
being isolated in their mountainous areas from all forms of central government. 
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Table A1.1: Government Finance for the 1960s (million afghanis) 
Item 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 

Balance -1,009 -677 -3,401 -4,417 -4,176 -6,284 -4,500  -3,707 -4215 -4,882 
Revenue 2,099 721 2,120 2,687 3,230 4,146 4,285 4,247 4,567 5,085 
Expenditures 
   Of which 
Development  

3,108 
 

n.a. 

1,398 
 

n.a. 

5,521 
 

1,446 

7,104 
 

1,830 

7,406 
 

1,622 

10,430 
 

1,720 

8,785 
 

1,728 

7,954 
 

1,708 

8,782 
 

1,828 

9,967 
 

1,928 
Source: ADB Key Indicators of Developing Member Countries 1971. 

 
Table A1.2: Balance of Payments 1963-1969  ($ million) 

Source: ADB Key Indicators of Developing Member Countries, 1971. 
 

1970s 
 

The fourth Five-Year Plan that was published in 1973 proposed, as 
with previous plans, a program of development depending on 
assistance from the Soviet Union. But a coup in July 1973 disrupted 
the planning procedures, and the actual planning changed to an annual 
basis. In 1976, President Daoud inaugurated a Seven-Year Economic 
and Social Development Plan. It was ambitious and intended to make 
major advances towards solving the problems of poverty and 
underdevelopment. Through the new constitution in 1977, the state 
increased its control over many industries, forcing large industries, 
power plants and mines to become state properties. On top of that, all 
banks were nationalized in 1975-1977. Following the Saur Revolution 
in April 1978, in which Daoud was overthrown, the new ruler Nur 
Muhammed Taraki invited advisers from Moscow to remodel the 
economy. A renewed five-year plan started in 1979. Socialist countries 
were expected to contribute 66 percent of the foreign aid in the 1979-
84 Plan.6  

During the period when the country was still at peace, until the 
late 1970s, a modest degree of economic development was 
experienced. The average GDP growth rate for 1975-1979 was 2.3 
percent, and between 1970 and 1978 the export value increased from 

 
                                                           
 
6 Swedish Afghanistan Committee (1995). 

ITEM 1965 1966 1967 1968 1969 
EXPORTS 70.0 64.7 66.4 71.8 81.0 
  Traditional Exports 70.0 64.7 63.5 62.8 68.0 
   Natural Gas n.a. n.a. 2.9 9.0 12.0 

IMPORTS -124.0 -144.8 -138.3 -124.5 -135.0 
   Commercial Imports -56.5 -66.7 -62.9 -65.6 -70.0 
   Aid-Financed Imports -67.4 -78.1 -75.4 -58.9 -65.0 
       Trade Balance -54.0 -80.1 -71.9 -52.7 -55.0 

Adjustment between Exchange Surrender Records and 
Customs Records 

 
2.7 

 
0.6 

 
-0.5 

 
6.5 

 
-3.6 

Foreign Debt Servicing -5.1 -5.5 -10.7 -13.6 -20.1 
Debt Service Ratio (%) 7 8 16 19 25 
Travel -1.5 -1.0 n.a. 1.0 2.5 
Foreign Grants and Loans to Finance Imports  

67.4 
 

78.1 
 

75.4 
 

58.9 
 

65.0 
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$81 million to $314 million. During the same period, imports 
increased from $72 million to $328 million, resulting in mostly 
positive trade balances, but ranging between -$45 million and $43 
million.7 In 1979, natural gas constituted 21 percent and dried fruits 36 
percent of the $494 million in export value. Government services 
nevertheless had limited reach in rural areas, and hence, 
modernization was largely concentrated in the major cities.8 While the 
level of expenditures in 1977-79 was relatively high compared with the 
1960s, its ratio to GDP was moderate: development expenditure on 
average being 6 percent, and recurrent expenditure 10  percent, 
respectively, of GDP, 9  

On the revenue side, corruption, deficient administrative 
capacity, and occasional armed threats to tax collectors by local 
inhabitants, implied difficulties for levying taxes. As before, revenues 
from customs and duties, with their simple administration, held an 
essential share of the state income. The imposition of taxes on 
agriculture was negligible, despite the fact that agriculture still 
accounted for about half of the national income. The tax on livestock 
and agriculture also needed to be revised to follow inflation. The 
government’s domestic resource mobilization was mainly reduced to 
income from export customs, sales of natural resources, commodity 
assistance, and indirect taxes on commercial transactions. Table A1.3 
indicates that in the 1970s, taxes contributed 60 percent and non-taxes 
40 percent, respectively, to the total revenue, and foreign borrowings, 
and grants were on average 36 percent of current revenues. 
Furthermore, for several years an almost exclusive dependence on 
foreign borrowing prevailed for development expenditures. 

The official statistics on trade do not include the widespread 
smuggling that for a long time has occurred along the borders with 
Iran and Pakistan. Calculating the extent of the smuggling involves 
many difficulties, but the illegal imports and exports were estimated to 
amount to 20-30 percent of total Afghan foreign trade before the 
coup in 1978. Considering and comparing with the amount of 
increasing poppy production during and after the conflicts and war 
since 1978, the scale of poppy cultivation before 1978’s yearly 
production of about 250 tons, was relatively small. 10 

 
                                                           
 
7 ADB Key Indicators of Developing Member Countries 1980. 
8 IMF (September 2002). 
9 These figures are different from those representing the same item and year in the appendix Balance of Payments 

from the 1960s, 1970s and 1980s, despite the fact that the source is the same. The discrepancy may reflect 
different results when counting according to year or fiscal year.    

10 Swedish Afghanistan Committee, 1995. 
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Table A1.3: Government Finance for the 1970s (million afghanis) 
 

Item 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 
Current Revenue 5,084 5,713 5,821 6,110 7,017 10,250 12,025 13,950 14,924 16,455 
    Taxes 2,960 3,285 3,459 3,556 4,436 7,166 6,821 7,872 9,104 9,448 
    Taxes $ million 66 73 77 79 98 159 152 175 202 210 
     Non-Taxes  2,124 2,428 2,362 2,554 2,581 3,084 5,204 6,078 5,820 7,007 
Current 
Expenditures 

 
4,732 

 
5,156 

 
4,887 

 
5,283 

 
5,799 

 
6,244 

 
9,680 

 
11,168 

 
11,938 

 
n.a. 

    Current    
Surplus/Deficit 

 
352 

 
557 

 
934 

 
827 

 
1,218 

 
4,006 

 
2,345 

 
2,782 

 
2,986 

 
n.a. 

Capital 
Expenditures 

 
3,945 

 
2,981 

 
3,279 

 
4,326 

 
3,672 

 
4,648 

 
6,498 

 
8,427 

 
12,389 

 
n.a. 

    Overall 
Surplus/Deficit 

 
-3,593 

 
-2,424 

 
-2,345 

 
-3,499 

 
-2,454 

 
-642 

 
-4,161 

 
-5,645 

 
-9,403 

 
n.a. 

Financing            
    Domestic 
    Borrowings, 
    Net   

 
 

1,089 

 
 

546 

 
 

1,448 

 
 

39 

 
 

1,046 

 
 

-598 

 
 

-130 

 
 

-113 

 
 

1,069 

 
 

n.a. 
    Foreign 
    Borrowings 
    and Grants 

 
 

2,505 

 
 

1,878 

 
 

1,562 

 
 

2,634 

 
 

1,377 

 
 

1,645 

 
 

4,291 

 
 

5,758 

 
 

8,334 

 
 

n.a. 
   Use of Cash 
   Balance 

 
n.a. 

 
n.a. 

 
-665 

 
826 

 
31 

 
-405 

 
n.a. 

 
n.a. 

 
n.a. 

 
n.a. 

 
Source: ADB Key Indicators of Developing Asian and Pacific Countries, 1980. 
 
 

Table A1.4:  Balance of Payments 1973-1979 ($ million) 
 

ITEM 1973 1974 1975 1976 1977 1978 1979 
MERCHANDISE TRADE -36,5 -7.3 -27.6 -103.3 -39.1 -111.3 -177.8 

Exports  120.6 157.0 218.7 224.5 282.5 322.0 339.8 
Imports  -157.1 -164.3 -246.3 -327.8 -321.6 -433.3 -517.6 

Services, Transfers and 
Nonmonetary Capital 

 
46.7 

 
39.1 

 
43.1 

 
103.6 

 
92.2 

 
179.5 

 
188.9 

Travel  7.0 16.4 20.0 24.0 30.0 38.0 28.0 
Investment Income from   
Foreign Assets 

 
n.a. 

 
2.3 

 
0.8 

 
1.8 

 
2.7 

 
6.3 

 
20.9 

Embassies’  Expenditures n.a. 5.4 4.0 4.1 3.0 6.9 4.7 
Service Component of Project 
Aid  

 
-5.4 

 
-4.8 

 
-12.4 

 
-14.6 

 
-10.7 

 
-30.9 

 
-34.3 

Official Loans and Grants 77.2 51.0 71.2 114.4 103.9 206.2 229.9 
External Public Debt Service -32.1 -31.2 -40.5 -26.1 -29.2 -46.0 -54.2 
Debt Service Ratio (%) 27 20 18 12 10 14 16 
IBRD and ADB Bond 
Purchase 

n.a. n.a. n.a. n.a. -7.5 -1.0 -6.1 

Net Residual Transactions (incl. 
Errors and Omissions) 

 
-8.0 

 
-18.0 

 
10.0 

 
52.2 

 
11.6 

 
86.4 

 
87.7 

MONETARY MOVEMENTS 
(INCREASE IN ASSETS-) 

 
-2.2 

 
-13.8 

 
-25.5 

 
-52.5 

 
-64.7 

 
-154.6 

 
-98.8 

 
Source: ADB Key Indicators of Developing Member Countries, 1980. 
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1980s 
 

Fiscal and economic development following the April 1978 coup, 
when the communist regime of the People’s Democratic Party 
overthrew Daoud’s nationalist regime, was marked by the war and by 
higher dependence on the Soviet Union. In 1981, the two countries 
concluded a trade agreement for the 1981-85 period. In return for 
industrial equipment and machinery from the Soviet Union, 
Afghanistan agreed to supply natural gas, food products and raw 
materials. In 1987, the financial contributions from the Soviet Union 
was estimated by the government to constitute 40 percent of the 
country’s civilian budget. Since foreign aid from the West began to 
disappear, and countries other than the Soviet Union were either 
unwilling or unable to export products to Afghanistan, the 
dependency on the Soviet Union increased.   

Annual plans were applied in the beginning, but in 1985 the 
government transformed the plans to five-year plans. One of the goals 
was to increase the public sector share of GDP. In January 1986, the 
government announced a Five-Year Economic and Social 
Development Plan (March 1986-March 1991), involving proposed 
expenditures of $2.3 billion. It declared that a large amount of external 
assistance was necessary for the planned high spending. The main 
emphasis of the Plan was on increasing investment in industry11 and 
on improving the infrastructure. As before, the Afghan government 
suffered from a lack of qualified people to implement the plans.12 
According to government estimates, the economy expanded by less 
than 2 percent annually between 1980 and 1986, and in 1990 GNP per 
capita was only $130, compared to $155-160 in 1986/87.  

However, due to a suspected wide margin of error in the 
estimates for the centrally planned economy of the 1980s, and the 
high ratio of subsistence production to Afghanistan’s total GNP, the 
data on GNP and GNP per capita may be only taken as indicative. 
Mostly as a result of increased defense expenditures, the doubling of 
expenditures in 1980-1984 led to large deficits. Despite the 
government’s policy of national reconciliation that was introduced in 
1986, and the Soviet troop’s withdrawal, completed in early 1989, the 
economy as a whole showed no real signs of improvement throughout 
the 1980s. Both imports and exports decreased sharply and the trade 
balance appeared to have been in constant deficits.  

 
                                                           
 
11 Industry employed 12% of the working population in 1979.  
12 Swedish Afghanistan Committee (1995). 
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In FY1988/89, foreign aid to Afghanistan totaled $223.3 million, 
an increase of 14.5 percent compared with FY1987/88. Of this, 97 
percent came from the Soviet Union and other member countries of 
the Council for Mutual Economic Assistance (CMEA), of which the 
Soviet Union’s share was 81 percent. The assistance from the CMEA 
countries in the 1980s was on highly concessional terms, particularly 
for project assistance. Virtually all non-project assistance from the 
CMEA countries was provided in the form of grants.  

In the early 1980s, while the government had difficulty in raising 
revenues, domestic revenues rose somewhat. Indirect taxes 
constituted about 50 percent of the revenues, and direct taxes about 
10 percent. Revenues from natural gas were the next largest 
contributor, at 20 to 30 percent. However, toward the mid to late 
1980s, violence and insecurity in the country brought economic 
downturns, leading to a decline in tax revenues. Particularly because 
the armed conflicts were prolonged, the tax administration became 
weaker and part of the tax base, especially business establishments, 
were destroyed. In addition, many public enterprises and industries 
had severe performance problems, and incurred losses that drained 
the budget.  

Together with increased expenditures for administration, 
defense, police and wages, the government raised the provision of 
subsidies to keep down prices. In 1984, expenditures increased the 
18.5 percent to Af51.2 billion (current 84 percent, capital 16 percent), 
leading to a budgetary deficit of Af13.6 billion. The deficit was 
financed through foreign aid, and by borrowing from the Afghan 
central bank, which printed money, causing inflation. The 
government’s main method for gaining loyalty was to raise the wages 
of soldiers and civil servants, and giving large amounts of money to 
tribal leaders and military commanders. Consequently, the money in 
circulation increased and was calculated to be Af2,227 billion in 1990, 
compared to Af178 billion in 1978. During 1981-1985, the estimated 
annual rate of inflation remained at about 20 percent. In addition, the 
effects of the war, and particularly the higher risk of transportation 
and degradation of the communication system, led to a rise in the 
price level.13  

 

 
                                                           
 
13 Swedish Afghanistan Committee (1995). 
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Table A1.5: Government Finance 1980-84 
(million afghanis, at constant 1978/79 prices) 

 
Item 1980 1981 1982 1983 1984 
Current revenue 26,295 29,978 33,624 34,744 37,615 
    Taxes 9,926 9,041 10,808 13,952 17,081 
     Taxes in $ million  220 201 240 310 380 
     Non-taxes  16,369 20,937 22,821 20,792 20,534 
Current expenditures 19,575 26,831 30,064 37,760 43,177 
    Current surplus/deficit 6,720 3,147 3,565 -3,016 -5,562 
Capital expenditures 4,978 5,579 5,262 5,433 8,000 
    Capital account 
     surplus/deficit 

 
-4,978 

 
-5,579 

 
-5,262 

 
-5,433 

 
-8,000 

Overall surplus/deficit 1,742 -2,432 -1,697 -8,449 -13,562 
 
Source: Key Indicators of Developing Asian and Pacific Countries, 1990. 

 
Table A1.6:   Balance of Payments 1980-1983 ($ million) 

 
Item  1980 1981 1982 1983 
Merchandise Exports, fob 705 691 708 729 
Merchandise Imports, cif I fob  -774 -897 -829 -891 
    Trade Balance -69 -207 -121 -162 
Other Goods, Services and Income  -63 -108 -70 -95 
   Credit 88 76 90 77 
   Debit -151 -183 -161 -172 
Unrequited Transfers 164 85 99 107 
   Private  14 -5 16 8 
   Official 150 90 82 99 
Current Balance 32 -229 -93 -149 
Direct Investment n.a. n.a. n.a. n.a. 
Portfolio Investment n.a. n.a. n.a. n.a. 
Other Long-Term Capital 159 85 71 21 
Other Short-Term Capital -265 -18 66 163 
Net Errors and Omissions 1 124 -52 -90 
    Overall Balance -72 -38 -8 -55 
Allocation of SDRs 6 6 n.a. n.a. 
Monetary Movements 66 32 8 55 
 
Source: ADB Key Indicators of Developing Asian and Pacific Countries, 1990. 
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Table A1.7: Balance of Payments 1984-89 ($ million)  
 

Item 1984 1985 1986 19871 19881 19891 
Exports of Goods f.o.b. 787.7 628.2 537.0 538.7 453.8 252.3 
Imports of Goods f.o.b. -1,204.7 -921.4 -1,141.5 -904.5 -731.8 -623.5 
Trade Balance -417.0 -293.2 -604.5 -365.8 -278.0 -371.2 
Exports of Services 53.8 69.2 72.3 35.6 69.6 8.2 
Imports of Services -214.7 -162.7 -215.5 -156.3 -120.0 -103.4 
Balance on Goods and 
Services 

 
-577.9 

 
-386.7 

 
-747.7 

 
-486.5 

 
-328.4 

 
-466.4 

Other Income Received* n.a. n.a. n.a. 19.2 23.3 20.1 
Other Income Paid* n.a. n.a. n.a. -11.3 -11.5 -7.9 
Balance on Goods, 
Services and Income* 

 
n.a. 

 
n.a. 

 
n.a. 

 
-478.6 

 
-316.6 

 
-454.2 

Current Transfers Received n.a. n.a. n.a. 311.7 342.8 312.1 
Current Transfers Paid n.a. n.a. n.a. n.a. n.a. -1.2 
Unrequited Transfers (Net) 127.3 143.7 191.3 n.a. n.a. n.a. 
Current Balance -450.6 -243.0 -556.4 -166.9 26.2 -143.3 
Investment Liabilities n.a. n.a. n.a. -33.9 -4.1 -59.6 
Long-Term Capital (Net) 57.0 77.6 225.7 n.a. n.a. n.a. 
Short-Term Capital (Net) 256.2   n.a. n.a. n.a. 
Net Errors and Omissions 202.7 224.3 293.4 211.6 -47.7 182.8 
Total  
(Net Monetary Movements) 

 
65.3 

 
58.9 

 
-37.3 

 
n.a. 

 
n.a. 

 
n.a. 

Valuation Changes (Net) -11.3 7.6 0.6 n.a. n.a. n.a. 
Changes in Reserves 54.0 66.5 -36.7 n.a. n.a. n.a. 
Overall Balance n.a. n.a. n.a. 10.8 -25.6 -20.1 

 

1 The Far East and Australasia 2002. 
Source: The Europa World Year Book, 1989.  

 
 

1990s until the Taliban Takeover 
 

The 1990 estimation by the Afghan government of the total 
development budget during the 1990s was about Af385 billion. Of the 
financing to the development program, 26 percent, or Af100 billion, 
was planned be provided from domestic sources. The remaining 74 
percent was expected be financed from external sources through 
project and non-project assistance. Consideration had been given to 
the growing deficit in merchandise trade and the gap in budgetary 
resources in deciding the amount of proposed external assistance. A 
plan was made to make enterprises increasingly finance their 
investments from their own resources. It was also decided to focus 
more on profitability as a performance criterion, adopt rational pricing 
policies for goods and services produced by public enterprises, 
improve accounting practices, and repair and rehabilitate damaged and 
idle industrial plants.14 

However, after the departure of the Soviet troops and before the 
Taliban regime took over, several problems existed with fiscal 

 
                                                           
 
14 The Government of the Republic of Afghanistan, 1990.  
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management, especially on the revenue side. First, the tax and customs 
administration had significant difficulties in effectively administering 
the tax laws. Some of the explanations for the mismanagement were 
the appropriation of revenue sources by warlords, vandalism of assets, 
and high staff turnover. Second, the tax administration was hampered 
and the tax base was reduced by armed conflicts .The war made it 
impossible for the government to control or continue the production 
of natural gas, which consequently eliminated the export duty on gas 
to the former Soviet Union countries. The duty on natural gas had 
once generated 26-33 percent of total revenue. The duty on exports of 
other natural resources such as salt, limestone, marble and emerald 
was affected in a similar way. Third, even before the destruction of 
state-owned enterprises (SOE) during the civil war, a large number of 
them had become inefficient. Instead of making a positive 
contribution to the budget, they required subsidies. These difficulties 
led to an overall decline in revenues.15 Expenditures were financed 
through the printing of money, and the value of the afghani decreased 
from Af100 per dollar in 1977 to Af4,000 per dollar in 1995.16 

Together with the historically low annual per capita income, 
which was at best $200 throughout the 1990s, inflation and the 
agrarian economy meant a small saving capacity among domestic 
households. The capital market was unorganized, a fact which can be 
explained by the small size of private-sector enterprises and the 
narrow ownership. Regarding the saving institutions in the 1990s, in 
addition to Da Afghanistan Bank, which acted both as the central 
bank and a commercial bank, three investment banks provided 
financial assistance for industry, agriculture and construction. The 
limited potential of domestic savings was tapped through the interest 
rate policy, which in 1990 had an interest rate of 11 percent on 
deposits of one year.  

In 1990, the debt-service ratio was 15 percent.  The limited debt 
service capacity of the country led to requests that project assistance 
be provided through a combination of grants and highly concessional 
loans, and all commodity assistance through grants. The official 
development assistance amounted to $512 million in 1991, meaning 
per capita assistance of $31 million. After the collapse of the Soviet 
Union in December 1991, the assistance decreased, especially from 
the United States and the Soviet Union. The new Mujahidin 
government that came into power in April 1992 pleaded for economic 

 
                                                           
 
15 IMF (February 2002). 
16 Swedish Afghanistan Committee (1995). 
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support for budgetary reconstruction, but failed to gain much hearing. 
The donors were reluctant due to the ongoing civil war. In 1995, the 
UN issued an appeal to nations and donor organizations to contribute 
humanitarian assistance. During 1996, 52 percent of the targeted $124 
million was given to Afghanistan.17  

The diminishing flow of assistance created new coping strategies 
during the beginning of the 1990s for the rural Afghans, including an 
increase in poppy cultivation.  In 1994, Afghanistan had become the 
world’s largest opium producer, according to a UNDP report, and in 
1995 yearly production amounted to 2,000-3,000 tons. Following the 
breakdown of the Soviet Union and the opening of the country’s 
borders to Central Asia, smuggling through Afghanistan rose sharply. 
Since Afghanistan lacked a central power to control its borders, 
assessing the amount of total smuggling was impossible. The most 
important item smuggled out of Afghanistan was without doubt 
opium. Other major trade goods that were smuggled were wood 
products, emeralds, and the blue semiprecious gem lapis lazuli. 18 
When the rulers in Kabul lacked power to control resources, local 
commanders put up road blocks and levied duties.  

 
The Taliban Regime 
 
After economic stabilization for a few years in the mid-1990s, the 
misrule and increased isolation of the Taliban regime caused an 
economic recession. Agricultural, horticultural and livestock 
production diminished, and cereal production declined by as much as 
50 percent between 1998 and 2001. Both official and unofficial trade 
reduced, the macro economy fell into imbalance and the infrastructure 
deteriorated. According to figures from ESCAP, the average value of 
exports in 1996-1998 was $138 million, while imports registered $563 
million for the same period. Compared to the available figures for the 
early 1990s from the same source, exports decreased and imports 
increased.   

On the other hand, compared to the preceding years during the 
civil war, the Taliban regime introduced a formal taxation system. The 
Taliban authorities started to levy 10 percent of farmer’s incomes and 
charges on each family, calling the duties an Islamic tax (zakat). 19 

 
                                                           
 
17 Gardell (2001).  
18 Swedish Afghanistan Committee (1995). 
19 According to the Koran, Muslims should give 2.5% of their disposable income in zakat to the poor. There are 

indications that the imposition of the zakat created hostility at the local level, and in response to the drought, the 
Taliban eased the tax burden in 2000.    



Post-conflict Reconstruction: The Afghan Economy 
 

 120

Because of the low level of remuneration of civil servants, these 
workers were exempted from paying the income tax. In addition, taxes 
were levied on imported goods, agricultural production and 
landholdings. IMF (September 2002) found that during the Taliban 
regime, the personal income tax seems to have been increased to 60 
percent of the income level, and a fixed tax on imports and exports of 
4 percent and 2 percent existed.  

However, the extent of revenue operations during the rule of the 
Taliban regime is unclear. Large difficulties hampered the 
implementation of revenue collection. The authorities were unable to 
control fiscal operations in all provinces, and individual commanders 
and province governors extracted taxes to feed their own followers 
and soldiers. Furthermore, with the collapse of the provincial 
reporting network in 1995-1996, the collection of the primary data 
necessary for statistical compilation virtually ceased.20 State revenues 
continued to decline in the mid 1990s, and between 1995-96 and 
1996-97, the percentage of revenues in total expenditures declined 
from an already low 5.2 percent to just 2.6 percent. 21  The largest 
official source of income for the Taliban was transit trade through 
Afghanistan despite a virtual breakdown in the ATTA procedure. 
Trade value during 1997 was estimated to be $2.5 billion, of which the 
larger part was unofficial exports to Pakistan. Imports were estimated 
to amount to $1.2 billion, and with the assumption of an average tax 
rate of 3 percent, the government probably collected an annual tax 
revenue of about $36 million.22  

 
                                                           
 
20 IMF (September 2002). 
21 IMF (February 2002). 
22 World Bank (2001).   
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Appendix 2 
 
Statistical Capacity in Afghanistan1 
 
In the aftermath of more than two decades of war and conflict, not 
surprisingly the whole statistical system had broken down and the 
administrative reporting system had ceased to function. Today, the 
statistical services are just barely beginning to recover: but there are no 
effective statistical offices in the line ministries. There has been a 
complete loss of the statistical base, institutional memories, and files 
in the key economic ministries. Most of the competent and skilled 
statistical staff escaped abroad during the war. The Central Statistical 
Office (CSO) staff (about 700 people in total) is inadequately trained, 
with most lacking the necessary qualifications and experience. 
Provincial CSO offices, staffed by just 2-3 staff on average, face a 
serious lack of trained personnel and furniture/equipment, causing 
difficulties in reviving nationwide based statistics. 

The statistical system in Afghanistan and its capacity to respond 
adequately to the new demands of policymakers is severely limited. 
The pressures placed on CSO by other requirements further restrict 
its flexibility, and insufficient budgetary allocations and staffing limit 
the resources available for establishing new data sources and 
networks. CSO is composed of 9 departments. The section below 
discusses the current status of the main departments in CSO and 
other authorities outside CSO that are responsible for producing 
source statistics.  

 
Department of Census  
 
The Department of Census has received a large amount of support 
from UNFPA to carry out the first census since 1979 (which was the 
first and only), the largest operation currently involving CSO. The 
department’s staff size of 31 has been expanded to 381, mainly to 
support the implementation of the new census, which is the top 
priority for the country in preparing for the 2004 elections. Two high-
level commissions have been created to advance the exercise: a 

 
                                                           
 
1 This appendix draws on the findings of the ADB/DFID/World Bank/ESCAP joint TA fact-finding mission for 

statistical capacity building (September 2003) and the assessment by Mr. Vilay Soulatha, IMF Multisector 
Statistical Adviser in Kabul (July 2002 --       ). 
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technical committee and a National Commission for the Census, 
involving 11 ministries and headed by Vice President Arsala.  

Phase one of the new census, with a funding level of $2 million, 
involves household pre-listing and village mapping, etc. to be 
completed by March 2004. The pre-listing began in January 2003 and 
has been completed for 10 provinces, to be followed by coding, 
editing and data entry. This phase will serve the June 2004 general 
elections. Phase two of the census, with a funding level of $20 million, 
involves full surveys for listed households nationwide, to be 
completed after the June 2004 elections and during 2005. There is a 
plan to build a new data processing center in the back of the existing 
CSO building to fulfill multiple uses such as training. 

As of September 2003, 37 vehicles, provided by UNFPA have 
been traveling around the country to carry out phase one, which uses 
two different forms: one a community survey form (a map is drawn 
for each village with 250 households or more), and the other a 
services/facilities survey form. Despite the precarious security 
situation in various provinces, no casualties have occurred. It is 
expected that 17 to 19 provinces (including Mazar-i-Sharif, Herat, and 
Kunduz) will be completed in 2003, but the provinces (such as 
Kandahar) still to be completed represent a greater challenge. 
Internally displaced peoples (IDPs) are included in the pre-listing 
exercise. Nomads (mainly Kuchi with approximately 3,000 tribes) 
must also be covered. A pilot for phase two is being carried out in 
Kunduz province. The extent of the completeness of phase two will 
depend on the security situation. 

The priority needs that have been expressed for capacity building 
for the census department include training in survey compilation and 
analysis – data processing, tabulation, etc. “Exposure visits” to 
countries with censuses that are ongoing or just completed, to learn 
about this aspect and also to study how best to computerize the data 
management would be preferable. For this, computer skills training 
for relevant CSO staff would also be helpful.  

 
Department of National Accounts  
 
The Department of National Accounts consists of five divisions: (i) 
national production, (ii) prices, (iii) finance and banking, (iv) 
enterprises, and (v) income/expenditure of population. Until 1995, 
CSO compiled national accounts following the Material Product 
System (MPS), estimating Net Material Product (NMP) for six 
branches at constant 1978 prices. After 1995, the compilation of NMP 
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was discontinued, as data collection was virtually abandoned. 
Currently, the National Accounts Department 2  of CSO has been 
restored with 26 staff, but only a few of them have an adequate 
educational background. Given the current situation, developing 
national accounts will be possible within a timeframe of 2 to 3 years. 
For this, in addition to training and equipment, the development of 
source statistics is needed. In the absence of national accounts data, 
output indicators for various economic activities could be developed 
within one year. 

CSO is committed to initiating the process for the compilation 
of national accounts statistics following the System of National Accounts 
(1993 SNA). However, it lacks knowledge on national accounts. 
Furthermore, the basic statistics on economic activities required to 
compile national accounts are mostly nonexistent. The old system for 
collecting data on economic activities has all but collapsed, and a new 
system is yet to be developed. Therefore, the scope and speed of the 
compilation of national accounts will depend on the development of 
source statistics.  

Presently, there is a high level of subsistence farming, and much 
of the product is either not exchanged or not exchanged for money.  
In particular, the current situation with about 3 million refugees 
settled as subsistence farmers, increases the difficulty of measuring the 
contribution of agriculture to GDP. Also, while under the current 
system enterprise data are only collected from state-owned enterprises, 
the rapidly expanding private sector has no obligation to report 
transactions to the authorities. Under the present system, there is no 
mechanism to collect information from this new and dynamic sector 
of the economy, and the data obtained from traditional sources are 
generally not of acceptable quality. Also due to the price level in 
Afghanistan, which is generally higher than in neighboring countries, 
there are substantial smuggling (inflow) activities currently taking 
place.  

Notwithstanding these problems, CSO’s National Accounts 
Department made some initial achievements: Kabul CPI and exchange 
rates that are now officially recorded on a monthly basis. Price data 
collection has expanded from 50 to 202 items, surveyed in 4 markets 
in Kabul. There are plans to expand the exercise nationwide. So far, 2 
staff from 5 provincial offices received a short training course with 
support from the IMF. If the CPI exercise is to be done on a full scale 

 
                                                           
 
2 The Department of National Accounts consists of five divisions: (i) national production, (ii) prices, (iii) finance and 

banking, (iv) enterprises, and (v) income/expenditure of population. 
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nationwide, larger external assistance will be required. For GDP, a 
growth rate estimate for FY2002/3 has been made at 28.6  percent. 
As systematic sector-level production data become available with 
external assistance, the GDP estimate will improve.  

While CSO’s Economics Department can interface with the line 
ministries to collect data related to public investments and 
productions, data on purely private sector activities must be built from 
practically scratch. The responsibility for this falls within the National 
Accounting Department. The priorities for external assistance 
expressed by the department are equipment provision and training in 
three areas: (i) transition to the 1993 SNA system; (ii) nationwide CPI 
estimation; and (iii) finance and banking data improvement – both in 
terms of provincial offices and the relevant line ministries 
counterparts. 

The goals for statistical capacity building within the National 
Accounting Department for the next few years include: (i) building 
1993 SNA-based national accounts statistics by developing a 
computer program to generate the GDP by industrial origin and by 
expenditure category at current and constant prices; (ii) building 
institutional capacity by coaching counterparts and demonstrating the 
usefulness of national accounts estimates for policy analysis to 
decision makers and economic planners; (iii) establishing an 
administrative reporting system to ensure the timely and constant flow 
of information to CSO, which would require drafting statistical 
decrees, designing questionnaires, arranging administrative reporting 
procedures, and forming statistical committees at the policy and 
technical levels ; and (iv) conducting surveys on agricultural 
establishments, construction, gross fixed capital formation, illegal 
external trade, and informal sector activities. 

 
Department of Economic Statistics 
 
This department consists of 7 divisions: (i) internal and external trade; 
(ii) private industries; (iii) public industries; (iv) agriculture; (v) 
telecommunications and transport; (vi) investments; and (vii) 
construction. It has a staff of 49. The department sends out various 
forms (51 in total) to government authorities and private entities in 32 
provinces to collect data. Out of the 51 forms, 6 are used for monthly, 
29 quarterly, 11 half-annual, and 5 for annual reports. The publication 
of the reports is done by the department of compilation and 
coordination. 
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The Internal and External Trade Division sends relevant 
questionnaire forms directly to the central and provincial customs 
offices every month to collect external trade data (exports and imports, 
values and quantities) and in turn report them to the Ministry of 
Commerce and DAB. For internal trade data, similarly, questionnaire 
forms are sent to provincial CSO offices quarterly to collect sales and 
revenue data for government offices and public enterprises.  

The division staff manually compiles, processes, and 
disseminates foreign trade statistics based on records received from 
the customs. It once monitored the extensive barter trade that was 
conducted during the Soviet occupation. Attempts are currently being 
made to revive this practice, and the division will be in a position to 
provide data when and if the barter trade is resumed with Russia. The 
reporting capacity of the customs houses was severely diminished 
during the Taliban period and has not been fully restored. The last 
available published data pertain to 1995. In 2002, CSO has received 
forms from only 3 of 10 customs and only for the months of January 
and June 2002. There are serious limitations to the coverage of data 
provided by the customs. Imports by donors, which are usually tax-
exempt and facilitated through the Ministry of Planning, are not 
captured in the customs data. Similarly, imports by the Ministry of 
Defense and other government ministries are not recorded by 
customs.  

To a lesser extent, there is also an under-recording of exports 
since they attract limited customs revenues. The CSO does not make 
any adjustments to the reported customs data. Traders who intend to 
import or export are required to register with the Chamber of 
Commerce where they receive export or import licenses on the 
payment of a fee based on the stated value of the merchandise. 
Customs conducts two checks of imported goods: first at the ports of 
entry in Pakistan or Iran, and later when the goods arrive over land 
into Afghanistan. Rudimentary valuation checks are conducted at the 
port of entry and suspect valuations are cross-checked against a list of 
values maintained by the Chamber of Commerce. Forms giving details 
of values, units, country of origin/destination, and unit of currency are 
prepared manually at the 10 custom houses around Afghanistan and 
forwarded to the CSO, where they are coded by hand according to 
Standard International Trade Classification (SITC) codes, compiled 
and published.  

The Private Industries Division sends forms to provincial CSO 
offices, which in turn send them to identified private firms to collect 
data on production volume, production cost including labor, 



Post-conflict Reconstruction: The Afghan Economy 
 

 126

personnel employed by profession, etc. The Public Industries Division 
also sends forms to provincial CSO offices to collect similar data on 
public enterprises, but specifically covers mines, energy and 
manufacturing, in coordination with the Ministry of Mines and 
Industries, Water and Power, and Mines and Industries, respectively. 
Compared with the enterprise division of the national accounting 
department, this division collects more detailed information.  

The Agricultural Statistics Division also sends forms (16 in total) 
to the 32 provincial CSO offices to collect data on land area, 
cultivated land, production of cereal, livestock, fruit, etc. in 
coordination with the Ministry of Agriculture. Similarly, the 
Telecommunications and Transport Division collects data on the 
number of vehicles. It identifies whether they are publicly or privately 
owned, and the number of passengers and freight, etc., in 
coordination with the Ministry of Commerce, and data on the number 
of mobile and digital phones and revenues, etc., in coordination with 
the Ministry of Communications.  

The Investments Statistics Division collects data on development 
budget by line ministry, and on the cost of individual investment 
projects and their disbursements. It records whether they are new or 
ongoing projects in coordination with the Ministry of Finance. The 
division also collects information on damages to infrastructures. The 
Construction Statistics Division collects data on the number of 
buildings completed by province and by type of material, and records 
whether they are of public or private construction.  

The expressed needs for the department are, above all, 
equipment. The department has only one computer and 3 calculators. 
The staff members visit government authorities using their own 
bicycles, buses, or on foot. Other priority needs include 
training/incentives for provincial staff to maintain their work. There is 
a need for an appropriately equipped room for training and seminars, 
which could be converted from existing rooms in the CSO building.  

 
Department of Social Statistics and Demography 

 
The Department of Social Statistics and Demography consists of 4 
divisions: (i) demographic research, which draws on the data collected 
from the census, (ii) social statistics, mainly composed of education 
and cultural indicators, which draws on education related government 
offices and schools, etc, (iii) health statistics, which draws on health 
ministry and related facilities, and (iv) human resources, which is 
mainly concerned with labor force. The weakness of the department is 
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that it only compiles the supply data on public facilities and personnel, 
not the demand for social services.  

Notwithstanding this, achievements involving the department so 
far include: compilation of the (draft) 2003 Statistical Yearbook which 
includes social and demographic statistics; estimation of the current 
population based on the one and only census done in 1979; and 
collaboration with UNICEF on the Multiple Indicator Cluster Survey 
(MICS), covering about 20,000 households in 342 districts nationwide. 
The department took charge of the quality control of the survey, 
coding, and data entry with the help of the relevant line ministries. 
The field work for the MICS has been completed and the results are 
to be published soon.  

Expressed priority needs for the department are: computers with 
in-house training of their use; vehicles to visit line ministries that do 
not respond to CSO’s requests; and professional staff training. From 
the perspective of this department, priority surveys to be carried out 
with external assistance are: (i) household income and expenditure 
survey, (ii) agricultural census, (iii) vital registration survey, (iv) nomadic 
survey, (v) immigration survey, and (vi) CPI. 

 
Monetary and Financial Statistics 

 
Afghanistan’s monetary sector comprises (i) Da Afghanistan Bank 
(DAB), the central bank; (ii) three state-owned special purpose 
development banks; and (iii) three state-owned commercial banks. At 
the same time, there are 400 registered money traders reportedly 
operating in Kabul. The size of the money market in the rest of the 
country is unknown.  Note that the money traders operate almost like 
banks; they take short terms deposits with interest and give short term 
loans (up to three months).  

DAB is a large institution with a head office in Kabul and 73 
branches, of which 14 are located in Kabul. It combines central 
banking responsibilities—such as the issuance of the national currency 
(Afghani)—with commercial banking responsibilities—such as the 
acceptance of current and savings accounts from the public. At the 
same time, DAB does not perform some of the typical central banking 
functions, such as supervising the banking system or acting as a lender 
of last resort.  

All the licensed banks lack a deposit base, owing to the public’s 
lack of confidence in the banking system, and have essentially ceased 
lending activities. Since the banks have withdrawn from financial 
intermediation, their liabilities mostly consist of capital accounts and 
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assets, mostly fixed. Under these circumstances, the registered money 
traders and the informal credit market—the unregulated players—
provide an alternative to meet the economy’s exchange and credit 
needs. 

The compilation of monetary statistics is a responsibility of 
DAB’s Research and Studies Department (RSD). Of the 12 divisions 
of the RSD, four are of direct relevance to monetary data compilation. 
They are: (i) the Central Bank Division, which is responsible for 
collecting accounting data from the DAB branches located within the 
Kabul province; (ii) the Branches Division which is responsible for 
collecting accounting data from DAB branches located elsewhere in 
the country; (iii) the Commercial Banks Division which is responsible 
for collecting accounting data from banks; and (iv) the International 
Division which is responsible for compiling the Depository 
Corporations Survey (monetary survey data). Each of these divisions 
has a chief and two employees; none has a computer. Although the 
number of personnel working on statistical compilation is adequate, a 
substantial upgrading of their skills through training is necessary. 
USAID/Bearing Point has sent two advisers to RSD among about 20 
advisers to different departments of DAB (under an umbrella 
assistance project called Economic Governance Project).  

The latest available DAB balance sheet refers to 1996, although 
working balances are available on a daily basis, and the latest available 
Depository Corporations Survey refers to March 1991. Efforts are 
being made to resume compilation, with the result that, for recent 
months, the Branches Division and Commercial Banks Division have 
collected balance sheet data from some of the DAB branches and 
some of the commercial banks. The efforts, however, have remained 
piecemeal with little prospect for success. Moreover, at least part of 
the effort appears to be misdirected in the sense that, instead of 
working on the compilation of balance sheet data for the recent dates, 
DAB’s Accounting Department is working on the compilation of 
balance sheet data for 1997, in an attempt to fill in the five-year gap in 
the data series. Commercial banks use outdated accounting systems 
(National Cash Registry and manual/Cartotek System). This seriously 
hinders balance sheet preparation. In the absence of appropriate 
legislation, commercial banks have no reporting obligation to DAB.  

 
Balance of Payments 
 

DAB is responsible for compiling BOP statistics. It has set up a 
BOP unit within the Research and Studies Department. This unit has 
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four staff, none of whom have had formal training in the 
methodology of the fifth edition of the BOP Manual (BPM5). Several 
other departments within DAB, including the Foreign Trade, Foreign 
Loans and Foreign Relations Departments have been identified as 
collecting data that can be used in the process of compiling statistics. 

During the Taliban rule (1995-2001), no BOP statistics were 
prepared, and rudimentary estimates compiled according to the fourth 
edition of the manual date back to 1995. Presently, the collection 
system is not organized, and there is no systematic recording of the 
approach adopted in deriving estimates. The processing of available 
data is done manually, as there are no computer resources available to 
the unit. 

The ability of DAB to produce quality BOP statistics or even 
rudimentary estimates is further hindered by the unavailability of data 
from the existing commercial banks and exchange bureaus, the 
absence of key sources of data in areas such as travel, communication 
and other services, and the income and financial accounts 
components of the BOP. In addition, the staff lacks adequate training 
in validating data and checking the consistency and quality of 
estimates. 

With regard to foreign trade statistics, to date, the compilers have 
identified only the Foreign Relations Department of DAB as a source 
of data for the services component of the BOP. However, this is an 
extremely limited source, since only official and semi-official 
transactions pass through the DAB system, while for those 
transactions that do go through its system, the current reporting 
system does not provide sufficient details either for the proper 
identification of different categories of transactions or for the 
identification of the resident status of the transactions. For instance, 
no records are available to provide data on communication and travel 
services, both of which show signs of gaining in importance in 
Afghanistan. Some data are currently being collected on the flows by 
embassies, since they generally keep accounts with DAB. 

With regard to foreign remittances, which are significant in 
Afghanistan, most of the flows enter through the registered foreign 
exchange traders, though some are accessed locally through the three 
commercial banks and others through DAB. In addition, remittances 
intended for families in Afghanistan are accessed in Pakistan and then 
later transferred locally. Since there is no formal reporting by the 
bureaus or the commercial banks to DAB, no reliable estimates can be 
derived. Further, it is difficult to gauge the extent of remittances 
drawn through Pakistani banks. A reasonable estimate of these flows 
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would involve receiving data from the commercial banks and foreign 
exchange traders. 

Government Finance  
 

Government finance statistics are compiled based on the data 
provided by the Ministry of Finance (MOF). USAID/Bearing Point 
have sent about 30 advisers to various departments of MOF to 
support its functions and capacity building (under Economic 
Governance Project), and ADB sent 3 advisers directly under the 
Finance Minister. With the help of these advisers, MOF is currently 
undergoing a transition from Soviet-style government statistics 
(mainly classified by ministry or government office) to IMF-standard 
Government Financial Statistics (GFS). Much of the information that 
is necessary for GFS compilation exists, albeit in a fragmentary form. 
At the same time, no GFS are being compiled. This primarily reflects 
the breakdown of the manual financial reporting framework, with 
respect especially to provincial reporting and the production of Final 
Accounts, which have not been prepared since 1990. While the 
reporting chain is adequate, the manual procedures are complex and 
time consuming. 

The Classification Structure (embodied in the Accounting 
Regulations) and the Chart of General Ledger Accounts together 
provides a broadly adequate accounting of budget transactions. While 
the structure is not consistent with the revised GFS, it can be adapted 
to GFS methodology with some effort. At the same time, the 
structure could be adjusted to include the functional classification, 
which is currently lacking. A total of 12 employees work on 
government financial statistics compilation—interfacing four 
departments of MOF that are relevant for GFS, namely, the 
Departments of Revenue, Expenditure, Budget Management, and 
Treasury. Although the number of staff working on statistical 
compilation is adequate, a substantial upgrading of their skills through 
training is necessary. 

 
Survey Capacity in Afghanistan (as of September 2003) 

 
To date, survey-based researches have mostly been limited to 
qualitative ones, and rightly so due to the constraints of available 
quantitative data. For example, the government (mainly Ministry of 
Reconstruction and Ministry of Health) and WFP are now finalizing 
the National Risk and Vulnerability Assessment (NRVA), a 
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nationwide exercise to be carried out annually. The information 
collected in this survey concerns nutrition, bio-diversity, etc. with the 
intent of carrying out wealth ranking at the community level. However, 
sample size is too small to make statistical inferences. The recently 
mobilized Provincial Reconstruction Teams (PRTs), supported by the 
U.S. military and USAID, do go to remote provinces and conduct 
surveys but they are not of research quality and risk raising 
unnecessary expectations on the part of the people interviewed.  

The Afghanistan Research and Evaluation Unit (AREU), in 
addition to publishing several issues papers (e.g., land issue, livelihood, 
health system, aid coordination, etc.), has been involved in a sub-
national public administration study with the World Bank in several 
provinces so far, and the survey is being finalized. But it does not have 
the capacity to carry out the equivalent of labor market surveys. The 
biggest constraint is the lack of qualified Afghan researchers who 
know the country well enough and also academically trained. AREU 
should choose qualified Afghan researchers who have research topics, 
rather than choose topics and look for relevant researchers.  

In the area of labor force survey, a small initial labor survey was 
carried out by ILO, and another larger labor market study was done 
by the International Rescue Committee (IRC, an NGO), supported by 
the U.S. Department of Labor. Under the National Emergency 
Employment Program supported by World Bank, ILO is providing 
technical assistance for establishing Employment Service Centers in 6 
major cities – targeting non-formal vocational training groups, ex-
combatants, disabled people with skills, and women. Within this 
program, labor force surveys will be carried out at the 6 centers. The 
Ministry of Labor and Social Affairs will supposedly report the results 
to CSO when the surveys are completed in due time.  

Other completed or ongoing surveys among the donor 
community include FAO’s agriculture study (every district in the 
country was visited), a Multiple Indicator Cluster Survey (MICS) 
supported by UNICEF, a de-mining survey done by the UN over the 
last 15 years, and a payroll survey supported by DFID/Adam Smith 
Institute.  

 
Need for Preliminary Poverty Assessment 

 
Considering the limited local capacity and resources in household 
surveys, particularly quantitative ones, external assistance will be 
required in supporting CSO’s poverty related data development. This 
should proceed in phases, taking into account the progress in security 
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improvement nationwide, as well as improvements in the technical 
capacity of CSO staff in carrying out household surveys and analyzing 
data. The first phase – say, by the first half of 2004 – will inevitably be 
a preliminary survey with limited sample representation, because full-
blown LSMS type surveys are not feasible in the immediate future.  

For the immediate purpose of poverty assessment for the 
government as well as concerned donors, ADB’s technical assistance 
(TA) for CSO in 2003 should provide support in collecting at least 
preliminary data related to poverty. The most realistic choice is to 
prepare a module specifically designed to illuminate poverty indicators 
– both monetary and non-monetary ones – within the immediate 
priority for CSO’s data development that requires household surveys, 
which can serve as a preliminary poverty assessment, as well as 
provide lessons for more comprehensive poverty assessment to be 
carried out in the medium term.  

 
Priorities for Capacity Building at CSO 

 
While MOF and DAB seem to have received adequate support from 
donors to date, CSO’s own activities have received very little support 
in terms of capacity building, except for the recent census and MICS. 
Much more needs to be done to give it the capability to serve decision 
makers inside and outside the country.  Broad areas for capacity 
building for CSO can be categorized into the following: 

 
(i) Institutional arrangements: requires streamlined internal management 

avoiding duplication of work (e.g., between National Accounting 
and Economic Statistics Departments) and improving the 
efficiency of information flow including interfaces with MOF, 
DAB, and relevant line ministries. A statistical law legitimizing 
CSO function is in place, but the practical arrangements to 
enforce its intent are weak. 

(ii) Client orientation: the internal culture influenced by the Soviet 
system must be converted from a mechanical form-filling 
exercise to a client-oriented one with user-friendly standard 
reporting done elsewhere. 

(iii) Data development: Other than the ongoing top-priority census, 
CSO has yet to carry out primary data development. Two main 
areas for data development are economic statistics (SNA based 
data—drawing on household surveys, business enterprise surveys, 
etc) and social development statistics (MDG based—mainly 
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drawing on the data supplied by specialized line ministries, which 
would require capacity building in these source ministries). 

(iv) Physical infrastructure: information network and equipment both at 
the center and provincial offices are seriously lacking in the 
ability for effective and timely data development and 
dissemination.  

(v) Training: This includes language and computer skills training as 
well as statistical training per se.  
 
While the financial resources raised domestically and provided by 

external assistance will be limited relative to the country’s large needs 
in every aspect, careful prioritization and sequencing in capacity-
building activities is required within some framework. A statistical 
master plan (SMP)—as well as technical and financial assistance to 
support its implementation—is urgently needed, to serve as a 
medium-term roadmap for establishing a better-coordinated and 
sound national statistical system.3 The members of a joint mission 
(ADB, World Bank, DFID and ESCAP) agreed that a SMP be drafted 
in 2003 and presented to and discussed at a workshop with the 
government and other national and international agencies.   

In addition, ADB agreed with CSO to provide technical 
assistance in the areas indicated below. This was guided by the need 
to: (i) support activities that could be sustained through the assistance 
provided by ADB, taking into account the low absorption capacity of 
national agencies; (ii) rapidly produce key socioeconomic data, to 
satisfy the most pressing needs and avoid the proliferation of 
uncoordinated data collection initiatives (the TA will focus on 
economic and poverty statistics); and (iii) ensure proper coordination 
with other donor agencies providing or committed to providing 
assistance in statistical capacity building.  Specifically, the TA will: 

 
(i) Improve the reliability and expand the geographic coverage of 

CPI. Currently, CSO compiles the CPI for Kabul only, based on 
a consumption basket representative of the consumption pattern 
of its own staff. The TA will expand the coverage to 5 additional 
cities, and revise the consumption basket; 

(ii) Implement a nationwide integrated living standards survey (ILSS). 
This survey will be used for updating the consumption basket 
used for the CPI, for the compilation of national accounts, and 

 
                                                           
 
3 The decision to develop a SMP originated in a national workshop on "National Data Strategy" convened by CSO 

and the AACA in Kabul in May 2003.  
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for producing the first comprehensive poverty assessment for 
Afghanistan; 

(iii) Implement an integrated business enterprise survey (IBES), 
which will provide information for the compilation of national 
accounts. This activity will also allow CSO to develop a reliable 
register of enterprises; 

(iv) Assist selected line ministries in reviewing and improving their 
administrative data collection and dissemination activities, and to 
improve the reporting of such data to CSO; 

(v) Review the legal framework and the institutional structure of the 
national statistical system, and formulate recommendations for 
adjusting the current system to the needs of a market economy 
and to international standards; 

(vi) Build capacity at CSO and in line ministries by providing in-
country training in multiple areas; and 

(vii) Foster and improve the dissemination of statistical data by CSO. 
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Appendix 3 
 
Economic and Social Statistics 

 

 

2001/02 2002/03

Private consumption 
Government consumption 1/ 
Investment 
Exports of goods and nonfactor services 

Own exports (excluding opium) 
Reexports (including smuggling) 

Imports of goods and nonfactor services 
 
GDP 
Per capita GDP (in US dollars) 
Real GDP growth (percent) 
 
Share in GDP (percent); excluding opium 

Agriculture 
Industry 
Services 

 
Value of opium exports 
GDP including opium 
Per capita GDP including opium (in US dollars) 

...

...

...

...

...

...

...

2,463
123

53.2
26.1
20.1

4,360
349
654

2,290
100

2,190
3,605

4,048
186

28.6

52.0
24.1
23.9

2,540
6,588

302

 Sources: CSO; UNODC; and IMF staff estimates (in IMF, Nov 2003).
 
 
 

1/ Government spending from the operating budget.
 
 
 

Table A3.1: Gross Domestic Product, 2001/02–2002/03 
 
 
 

Estimate

(US$ million, unless indicated otherwise)
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2002/03
 
 
 

1. 
 
 
 

Wages and salaries (excl. defense, interior, national security, and SOEs)
 
 
 

104.3
 
 
 

Of which:
 
 
 

allocation for wage reform
 
 
 

24.1
 
 
 

2. 
 
 
 

Goods and services (excl. defense, interior, and national security)
 
 
 

60.7
 
 
 

3. 
 
 
 

Capital expenditure (excl. defense, interior, and national security)
 
 
 

14.4
 
 
 

4. 
 
 
 

Defense, interior, and national security
 
 
 

198.8
 
 
 

Defense
 
 
 

96.6
 
 
 

Interior
 
 
 

83.4
 
 
 

National security
 
 
 

18.9
 
 
 

5. 
 
 
 

Subsidies to SOEs
 
 
 

34.1
 
 
 

Wages
 
 
 

15.9
 
 
 

Other
 
 
 

18.3
 
 
 

6. 
 
 
 

Social transfers
 
 
 

18.8
 
 
 

Of which:
 
 
 

allocation for pension reform
 
 
 

15.5
 
 
 

7. 
 
 
 

Interest
 
 
 

6.6
 
 
 

8. 
 
 
 

Contingency
 
 
 

22.5
 
 
 

9. 
 
 
 

Total
 
 
 

460.3
 
 
 

10.
 
 
 

Wage arrears clearance
 
 
 

22.5
 
 
 

11.
 
 
 

Revenues
 
 
 

83.0
 
 
 

12.
 
 
 

Financing need
 
 
 

399.8
 
 
 

13.
 
 
 

Foreign grants
 
 
 

399.8
 
 
 

 
Sources: MOF; and IMF staff estimates. Reproduced from IMF (Sep 2003, p.58).
 
 
 

Table A3.2: Government Ordinary Budget 2002/03
 
 
 

(US$ million)
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Q2
 
 
 

Q3
 
 
 

Q4
 
 
 Domestic revenues

 
 
 

18.0
 
 
 

26.9
 
 
 

41.0
 
 
 

46.1
 
 
 

...
 
 
 

83.0
 
 
 

63.5
 
 
 

131.9
 
 
 

Customs revenues 1/
 
 
 

9.9
 
 
 

14.3
 
 
 

21.2
 
 
 

22.3
 
 
 

...
 
 
 

... 
 
 
 

... 
 
 
 

67.8
 
 
 

Central ministries
 
 
 

0.6
 
 
 

2.3
 
 

13.4
 
 

7.1
 
 

...
 
 

... 
 
 
 

... 
 
 
 

23.3
 
 

Noncustoms provincial 1/ 
 
 
 

7.5
 
 
 

10.3
 
 
 

6.3
 
 
 

16.7
 
 
 

...
 
 
 

... 
 
 
 

... 
 
 
 

40.8
 
 
 

Expenditures
 
 
 

36.0
 
 
 

69.3
 
 
 

102.1
 
 
 

131.7
 
 
 

9.8
 
 
 

482.8
 
 
 

369.2
 
 
 

348.9
 
 
 

Center 
 
 
 

18.0
 
 
 

34.1
 
 
 

67.5
 
 
 

67.7
 
 
 

5.7
 
 
 

... 
 
 
 

... 
 
 
 

193.1
 
 
 

Provinces (payroll only) 2/
 
 
 

3.0
 
 
 

11.0
 
 

14.8
 
 

33.6
 
 

4.1
 
 

... 
 
 
 

... 
 
 
 

66.5
 
 

Net presumptive provincial expenditures 3/ 
 
 
 

15.0
 
 
 

24.2
 
 
 

19.8
 
 
 

30.3
 
 
 

...
 
 
 

... 
 
 
 

... 
 
 
 

89.3
 
 
 

Balance (MoF) 
 
 
 

-18.0
 
 
 

-42.4
 
 
 

-61.1
 
 
 

-85.6
 
 
 

-9.8
 
 
 

-399.8
 
 
 

-305.7
 
 
 

-217.0
 
 
 

Float and adjustment  4/
 
 
 

0.4
 
 
 

-0.7
 
 
 

-0.9
 
 
 

-6.4
 
 
 

-7.1
 
 
 

... 
 
 
 

... 
 
 
 

-14.8
 
 
 

Balance (DAB) 
 
 
 

-17.7
 
 
 

-43.1
 
 
 

-62.1
 
 
 

-92.0
 
 
 

-16.9
 
 
 

-399.8
 
 
 

-305.7
 
 
 

-231.8
 
 
 

Donor assistance grants
 
 
 

26.3
 
 
 

38.5
 
 

37.9
 
 

60.8
 
 

19.9
 
 

... 
 
 
 

... 
 
 
 

183.5
 
 

Bilateral 
 
 
 

10.0
 
 
 

10.0
 
 
 

6.4
 
 
 

0.0
 
 
 

0.0
 
 
 

... 
 
 
 

... 
 
 
 

26.4
 
 
 

UNDP 
 
 
 

16.3
 
 
 

10.0
 
 
 

0.0
 
 
 

0.0
 
 
 

0.0
 
 
 

... 
 
 
 

... 
 
 
 

26.3
 
 
 

ARTF 
 
 
 

0.0
 
 
 

18.5
 
 

30.3
 
 

56.3
 
 

19.7
 
 

... 
 
 
 

... 
 
 
 

124.9
 
 

LOTFA 
 
 
 

0.0
 
 
 

0.0
 
 
 

1.2
 
 
 

4.5
 
 
 

0.0
 
 
 

... 
 
 
 

... 
 
 
 

5.7
 
 
 

Others 
 
 
 

0.0
 
 
 

0.0
 
 

0.0
 
 

0.0
 
 

0.2
 
 

... 
 
 
 

... 
 
 
 

0.2
 
 

Donor assistance loans
 
 
 

0.0
 
 
 

0.0
 
 
 

0.0
 
 
 

25.0
 
 
 

0.0
 
 
 

... 
 
 
 

... 
 
 
 

25.0
 
 
 

Other financing 5/
 
 
 

0.0
 
 
 

22.8
 
 
 

4.2
 
 
 

12.0
 
 
 

0.0
 
 
 

... 
 
 
 

... 
 
 
 

39.0
 
 
 

Exchange rate adjustment 6/
 
 
 

-6.4
 
 
 

-7.4
 
 
 

4.0
 
 
 

8.4
 
 
 

1.5
 
 
 

... 
 
 
 

... 
 
 
 

0.1
 
 
 

Surplus/deficit net
 
 
 

2.2
 
 
 

10.8
 
 
 

-16.0
 
 
 

14.2
 
 
 

4.5
 
 
 

... 
 
 
 

... 
 
 
 

15.8
 
 
 

 
Sources: MOF;  DAB; and IMF staff estimates. Reproduced from IMF (Sep 2003, p.60)

Q1
 
 
 

(US$ million)
 
 
 

 Actual
 
 
 

2002/03
 
 
 

Table A3.3: Ordinary Budget 2002/03 Execution
 
 
 

Budget  7/
 
 
 

Adjusted  8/
 
 
 

Comp.
 
 
 

period
 
 
 

1/ As reported to MOF. However, only a small part of this money is remitted to the center (transfers received by MOF). 
2/ Provincial salaries were paid by the center except for Herat province which paid the salaries of its government staff out of the revenues it 

collected. 
3/ Because no reliable data on nonwage provincial expenditures are available at the center at this date, these expenditures are assumed to 

equal the provincial revenues reported to the center plus net transfers from the center. 
4/ Variation between the fiscal positions recorded at MOF and DAB. This discrepancy is due to the difference (“float”) between checks 

issued and cashed and the fact that the provinces’ accounts in DAB branches were not consolidated into the government’s central 
accounts at the end of the year. 

5/ International Air Transport Association (IATA) accumulated overflight fees, sale of a telecommunications license, one-off transfer from 
the Ministry of Commerce, and transfer of previous year’s provincial surpluses. 

6/ This adjustment reflects the difference between the exchange rate used for donor grants (actual exchange rate at the time of deposit in 
the government’s accounts) and the average exchange rate used to convert into US dollars the other components of the table (Af 44.46 = 
$1). 

7/ Including Af 750 million for the clearance of wage arrears related to payrolls incurred before the interim administration took power in 
January 2002. 

8/ The approved budget was expressed in afghanis and was converted into US dollar at the time of its adoption (March 2002) using an 
accounting exchange rate of Af 34 = $1. The depreciation of this rate to an annual average exchange rate of Af 44.46 = $1 results 
arithmetically in a downward adjustment of the US dollar amount of the budget. 
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Domestic revenues
 
 
 

200.0
 
 

36
 
 
 

Expenditures
 
 
 

550.0
 
 

100
 
 
 

Economic classification
 
 
 

550.0
 
 
 

100
 
 
 

Wages and salaries
 
 
 

276.6
 
 
 

50
 
 
 

Goods and services
 
 
 

178.4
 
 
 

32
 
 
 

Capital expenditure
 
 
 

39.2
 
 

7 
 
 
 

Transfers
 
 
 

24.5
 
 

4 
 
 
 

Interest
 
 
 

6.7
 
 
 

1 
 
 
 

Unallocated
 
 
 

24.6
 
 
 

4 
 
 
 

Functional classification
 
 
 

550
 
 
 

100
 
 
 

General public services
 
 
 

48.7
 
 
 

9 
 
 
 

Defense
 
 
 

128.0
 
 
 

23
 
 
 

Public order and safety
 
 
 

81.7
 
 

15
 
 
 

Education
 
 
 

132.5
 
 

24
 
 
 

Health
 
 
 

27.9
 
 
 

5 
 
 
 

Social protection
 
 
 

24.6
 
 
 

4 
 
 
 

Housing and communal services
 
 
 

1.3
 
 
 

0 
 
 
 

Recreation and culture
 
 
 

13.3
 
 
 

2 
 
 
 

Economic affairs
 
 
 

40.5
 
 

7 
 
 
 

Unallocated
 
 
 

51.5
 
 

9 
 
 
 

Financing requirement 
 
 
 

350.0
 
 

64
 
 
 

ARTF
 
 
 

250.0
 
 
 

45
 
 
 

LOTFA and Army Trust Fund
 
 
 

100.0
 
 
 

18
 
 
 

Memorandum items: 
 
 
 

Number of civil servants
 
 
 

456,000
 
 

... 
 
 
 

Of which:
 
 
 

military
 
 
 

100,000
 
 

... 
 
 
 

Average monthly wage (in US dollars)
 
 
 

50.6
 
 
 

... 
 
 
 

Sources: MOF and IMF staff estimates. Reproduced from IMF (Sep 2003, p.66)
 
 
 

Share (%)
 

2003/04
 
 
 

Table A3.4: Ordinary Budget 2003/04 

US$ million
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Domestic revenues 1/
 
 
 

200.0
 
 

31.4
 
 

... 
 
 
 

...
 
 

Center 
 
 
 

...
 
 
 

3.3
 
 
 

2.8
 
 
 

6.1
 
 
 

Provinces
 
 
 

...
 
 
 

28.1
 
 
 

... 
 
 
 

...
 
 
 

Expenditures 2/
 
 
 

550.0
 
 
 

76.2
 
 
 

55.8
 
 
 

132.0
 
 
 

Center-provinces
 
 
 

...
 
 

76.2
 
 

55.8
 
 

132.0
 
 
 

Central government 3/
 
 
 

...
 
 

35.5
 
 

41.6
 
 

77.1
 
 
 

Provinces 4/
 
 
 

...
 
 
 

40.7
 
 
 

14.2
 
 
 

54.9
 
 
 

Economic classification
 
 
 

550.0
 
 
 

76.2
 
 
 

55.8
 
 
 

132.0
 
 
 

Wages and salaries
 
 
 

...
 
 
 

32.4
 
 
 

37.1
 
 
 

69.5
 
 
 

Purchase of goods and services 4/
 
 
 

...
 
 

36.0
 
 

10.5
 
 

46.5
 
 
 

Transfers and subsidies
 
 
 

...
 
 

2.8
 
 

2.7
 
 
 

5.5
 
 
 

Pensions 
 
 
 

...
 
 
 

0.0
 
 
 

2.7
 
 
 

2.7
 
 
 

Capital expenditures
 
 
 

...
 
 
 

4.9
 
 
 

2.9
 
 
 

7.8
 
 
 

Functional classification
 
 
 

550.0
 
 
 

76.2
 
 
 

55.8
 
 
 

132.0
 
 
 

General public services
 
 
 

...
 
 

6.8
 
 

7.8
 
 
 

14.6
 
 
 

Defense
 
 
 

...
 
 
 

18.6
 
 
 

8.7
 
 
 

27.2
 
 
 

Public order and safety
 
 
 

...
 
 
 

9.3
 
 
 

15.8
 
 
 

25.1
 
 
 

Education
 
 
 

...
 
 

5.4
 
 

10.1
 
 

15.5
 
 
 

Health
 
 
 

...
 
 

2.9
 
 

3.6
 
 
 

6.5
 
 
 

Social protection
 
 
 

...
 
 
 

0.4
 
 
 

2.5
 
 
 

2.9
 
 
 

Housing and communal services 4/
 
 
 

...
 
 
 

26.4
 
 
 

0.1
 
 
 

26.5
 
 
 

Recreation and culture
 
 
 

...
 
 

0.8
 
 

1.2
 
 
 

2.1
 
 
 

Economic affairs 
 
 
 

...
 
 

5.7
 
 

5.9
 
 
 

11.6
 
 
 

...
 
 

Balance (MOF)
 
 
 

-350.0
 
 
 

-44.8
 
 
 

... 
 
 
 

...
 
 

Float and adjustment  5/
 
 
 

...
 
 

26.4
 
 

... 
 
 
 

...
 
 

Balance (DAB)
 
 
 

-350.0
 
 
 

-18.4
 
 
 

-43.6
 
 
 

-62.0
 
 
 

Donor assistance grants 
 
 
 

350.0
 
 
 

46.6
 
 
 

19.6
 
 
 

66.2
 
 
 

ARTF 
 
 
 

250.0
 
 
 

46.6
 
 
 

10.8
 
 
 

57.4
 
 
 

LOTFA and Army Trust Fund
 
 
 

100.0
 
 

0.0
 
 

8.8
 
 
 

8.8
 
 
 

Loans
 
 
 

...
 
 

33.2
 
 

0.0
 
 
 

33.2
 
 
 

Balance end-2002/03 ...
 
 

12.4
 
 

0.0
 
 
 

12.4
 
 
 

Transfer of 2002/03 provincial surpluses ...
 
 

12.5
 
 

1.0
 
 
 

13.6
 
 
 

Exchange rate adjustment 6/ ...
 
 

-0.1
 
 
 

0.0
 
 
 

-0.1
 
 
 

Surplus net (including $ not yet converted into Afs) ...
 
 

86.3
 
 

-22.9
 
 
 

63.4
 
 
 

Sources: MOF; DAB; and IMF staff estimates. Reproduced from IMF (Sep 2003, p.69)

Table A3.5: Ordinary Budget 2003/04 Execution
 
 
 

(for the first 5 months of the fiscal year)
 
 
 

(in million of US dollars)
 
 
 

Annual
 
 
 

budget
 
 
 

Months
 
 
 

4–5
 
 

Q1
 
 
 

Year to
 
 
 

date
 
 
 

1/ As reported to the MOF. However a small part of this money is remitted to the center (transfers received by the MoF). 
2/ Checks issued by MOF. 
3/ Provincial salaries are paid by the center except for Herat province which pays the salaries of its government staff out of the 

revenues it collects. 
4/ Including $25.2 million paid in the first month by the Ministry of Reconstruction in Herat province for the purchase of services 

(advance payments to contractors). 
5/ Variation between the fiscal positions recorded at MOF and DAB. This discrepancy is due to the difference (“float”) between 

checks issued and cashed, and the fact that the provinces’ accounts in DAB branches are not yet consolidated into the 
government’s central accounts. The magnitude of this adjustment reflects the fact that $25 million paid by Herat province in 
the first month was not included in the government’s central accounts at DAB. 

6/ This adjustment reflects the difference between the exchange rate used for donor grants (actual exchange rate at the time of 
deposit in the government’s accounts) and the average exchange rate used to convert into US dollars the other components of 
the table (Af 48.61 = $1).
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Pillar I: Human and Social Protection
 
 
 

858.3
 
 
 

48.2
 
 
 

Refugee return
 
 
 

162.6
 
 
 

9.1
 
 
 

Education
 
 
 

244.0
 
 
 

13.7
 
 
 

Health and nutrition
 
 
 

173.5
 
 

9.7
 
 

Rural livelihoods and social protection
 
 
 

248.0
 
 

13.9
 
 

Culture/media/sports
 
 
 

30.2
 
 
 

1.7
 
 
 

Pillar II: Physical Infrastructure
 
 
 

637.2
 
 
 

35.8
 
 
 

Transport and telecommunications
 
 
 

253.6
 
 
 

14.2
 
 
 

Energy, mining
 
 
 

162.4
 
 
 

9.1
 
 
 

Natural resources
 
 
 

146.1
 
 

8.2
 
 

Urban management
 
 
 

75.2
 
 

4.2
 
 Pillar III: Private Sector Development

 
 
 

284.8
 
 
 

16.0
 
 
 

Trade and investment
 
 
 

5.5
 
 
 

0.3
 
 
 

Public administration
 
 
 

87.9
 
 
 

4.9
 
 
 

Justice
 
 
 

27.0
 
 

1.5
 
 

Interior
 
 
 

98.4
 
 

5.5
 
 

Mine action
 
 
 

66.1
 
 
 

3.7
 
 
 

Total
 
 
 

1,780.4
 
 
 

100.0
 
 
 

Source: MOF. Reproduced from IMF (Sep 2003, p.67)
 
 
 

Items not included in the development budget are the following
 
 
 

 - Mine Action Program
 
 
 

 - Afghan National Army Development Costs
 
 
 

 - Counter Narcotics Program 
 
 
 

 - MIGA Investment Guarantee Trust Fund
 
 
 

Table A3.6: Development Budget 2003/04
 
 
  

$ million
 
 
 
 

 
Share  %
 
 
 

2003/04
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Table A3.7: Monetary Developments 2001–04 
 2001/02 2002/03 2003/04 
 Est. Est. Est. 
 Dec. 21 Mar. 20 Jun. 21 Sep. 22 Sep. 22 Dec. 21 Mar. 20 Jun. 21 Jul. 22 Aug. 22 
 (in millions of new Afghani, unless indicated otherwise) 
Net foreign assets 1/ … 10,727 12,567 12,436 … 17,951 19,602 24,031 24,684 25,558 

Foreign exchange reserves 2/ 3/ … 11,053 12,893 12,762 … 18,392 19,602 24,031 24,684 25,558 
Gold … 6,674 6,674 6,674 … 9,030 9,030 9,030 9,030 9,030 
Other … 4,329 6,219 6,087 … 9,362 10,572 15,001 15,654 16,528 

Foreign liabilities … -326 -326 -326 … -441 0 0 0 0 

Net domestic assets … 3,041 2,038 2,268 … 1,196 1,074 -3,691 -3,077 -3,206 
Domestic assets … 14,525 14,857 14,376 … 15,084 14,450 10,541 11,370 12,139 

Net claims on general government 14,577 14,525 14,857 14,376 … 15,084 14,450 10,541 11,370 12,139 
Net claims on government before 2002/03 (SY 1381) 4/ 5/ 14,577 14,525 14,951 14,951 … 14,951 14,951 14,951 14,951 14,951 
Net claims on government in 2002/04 (SY 1381/1382) 5/ 6/ 0 0 -93 -574 … 133 -501 -4,410 -3,581 -2,811 

Domestic currency deposits 5/ 0 0 410 -87 … 887 -344 -975 -327 -458 
Foreign currency deposits 6/ 0 0 -503 -487 … -754 -157 -3,435 -3,524 -2,353 

Claims on nonbank public institutions … 0 0 0 … 0 0 0 0 0 
Claims on deposit money banks … 0 0 0 … 0 0 0 0 0 

Other items net 3/ … -11,483 -12,819 -12,108 … -13,888 -13,376 -14,232 -14,447 -15,346 

Reserve money 13,475 13,769 14,606 14,704 18,384 19,146 20,676 20,340 21,606 22,352 
Afghanis in circulation 7/ 13,475 13,769 14,606 14,704 18,384 19,146 20,676 20,340 21,606 22,352 

Banknotes and coins issued 13,509 13,809 14,718 14,718 … 19,831 21,302 21,302 22,302 23,302 
less cash holdings 34 40 112 14 … 684 626 962 696 950 

Bank reserves 0 0 0 0 0 0 0 0 0 0 
Memorandum items: (In percent, unless indicated otherwise) 

Reserve money growth (quarterly) … 2.2 6.1 0.7 … 4.1 8.0 - … … 
Reserve money growth (annual) 8/ … … … … … … 20.1 1.6 … … 
Gross international reserves (millions of US dollars) … 325.1 379.2 375.3 … 399.8 426.1 522.4 536.6 555.6 
Inflation (quarterly; Kabul) -36.8 25.2 1.6 18.3 … 31.9 -4.0 2.0 … … 
Inflation (12-month; Kabul) … -43.4 -35.3 -4.9 … 98.5 52.3 52.9 41.7 51.4 

Sources: All figures are IMF staff estimates based on available data in DAB and CSO. Reproduced from IMF (Sep 2003, p.109). 
1/ Foreign currency amounts converted into afghani at an exchange rate of Af 34 = $1 until September 2002; thereafter at a rate of Af 46 = $1; gold valued at $279 per ounce. 
2/ Increases reflect (net) flows plus recovered accounts abroad. 
3/ In Q3 2002/03 (SY 1381), includes payment by DAB of $16 million in costs for the new currency. 
4/ Changes in Q1 2002/03 (SY 1381) reflect expenditures made and revenues booked for the 2001/02 (SY 1380) budget. 
5/ Accounts 600100, 701101, and 731001 corrected for reallocation of 2002/03 (SY 1381) revenues to 2001/02 (SY 1380) for funding of 2001/02 (SY 1380) wage expenditures. 
6/ Including disbursed AIAF, ARTF, and LOTFA funds (accounts 701102 and 731002). 
7/ 22 Sep 2002 stock of currency in circulation calculated as 21 Jan 2003 stock of new Afghani in circulation minus net issuance of new Afghani during 

7 Oct 2002–21 Jan, 2003 plus net withdrawal of old Afghanis (divided by 1,000) during 23 Sep 2002– 21 Jan 2003. 
8/ Annual percentage increase in 2002/03 (SY 1381) calculated by multiplying quarterly percentage changes. 
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Quarterly
 
 
 

Annual
 
 
 

Buying
 
 
 

Selling
 
 
 

Average
 
 
 

average
 
 
 

average 
 
 
 

rate
 
 
 

rate
 
 
 

1999
 
 
 

January 
 
 
 

41.56
 
 
 

41.68
 
 
 

41.62
 
 
 

...
 
 
 

... 
 
 
 

February 
 
 
 

45.09
 
 
 

45.20
 
 

45.14
 
 

...
 
 

... 
 
 
 

March 
 
 
 

43.41
 
 
 

43.50
 
 
 

43.45
 
 
 

43.41
 
 
 

... 
 
 
 

April
 
 
 

43.67
 
 
 

43.78
 
 

43.73
 
 

...
 
 

... 
 
 
 

May 
 
 
 

42.57
 
 
 

42.68
 
 

42.62
 
 

...
 
 

... 
 
 
 

June
 
 
 

43.49
 
 
 

43.60
 
 
 

43.55
 
 
 

43.30
 
 
 

... 
 
 
 

July
 
 
 

44.17
 
 
 

44.28
 
 

44.23
 
 

...
 
 

... 
 
 
 

August
 
 
 

43.23
 
 
 

43.34
 
 
 

43.28
 
 
 

...
 
 
 

... 
 
 
 

September 
 
 
 

44.92
 
 
 

45.03
 
 
 

44.98
 
 
 

44.16
 
 
 

... 
 
 
 

October 
 
 
 

47.28
 
 
 

47.39
 
 

47.33
 
 

...
 
 

... 
 
 
 

November 
 
 
 

49.70
 
 
 

49.82
 
 
 

49.76
 
 
 

...
 
 
 

... 
 
 
 

December 
 
 
 

51.53
 
 
 

51.64
 
 
 

51.58
 
 
 

49.56
 
 
 

45.11
 
 
 

2000
 
 
 

January 
 
 
 

53.25
 
 
 

53.36
 
 

53.31
 
 

...
 
 

... 
 
 
 

February 
 
 
 

54.24
 
 
 

54.34
 
 
 

54.29
 
 
 

...
 
 
 

... 
 
 
 

March 
 
 
 

55.04
 
 
 

55.14
 
 

55.09
 
 

54.23
 
 

... 
 
 
 

April
 
 
 

61.86
 
 
 

61.99
 
 

61.93
 
 

...
 
 

... 
 
 
 

May 
 
 
 

61.10
 
 
 

61.21
 
 
 

61.16
 
 
 

...
 
 
 

... 
 
 
 

June
 
 
 

62.92
 
 
 

63.02
 
 

62.97
 
 

62.02
 
 

... 
 
 
 

July
 
 
 

62.45
 
 
 

63.05
 
 
 

62.75
 
 
 

...
 
 
 

... 
 
 
 

August
 
 
 

62.75
 
 
 

62.86
 
 
 

62.81
 
 
 

...
 
 
 

... 
 
 
 

September 
 
 
 

62.35
 
 
 

62.46
 
 

62.41
 
 

62.65
 
 

... 
 
 
 

October 
 
 
 

63.48
 
 
 

63.59
 
 
 

63.53
 
 
 

...
 
 
 

... 
 
 
 

November 
 
 
 

67.88
 
 
 

68.00
 
 

67.94
 
 

...
 
 

... 
 
 
 

December 
 
 
 

71.30
 
 
 

71.45
 
 

71.38
 
 

67.62
 
 

61.63
 
 

2001
 
 
 

January 
 
 
 

76.38
 
 
 

76.51
 
 
 

76.44
 
 
 

...
 
 
 

... 
 
 
 

February 
 
 
 

80.32
 
 
 

80.45
 
 

80.39
 
 

...
 
 

... 
 
 
 

March 
 
 
 

78.05
 
 
 

78.26
 
 
 

78.15
 
 
 

78.33
 
 
 

... 
 
 
 

April
 
 
 

76.89
 
 
 

77.01
 
 
 

76.95
 
 
 

...
 
 
 

... 
 
 
 

May 
 
 
 

73.98
 
 
 

74.10
 
 

74.04
 
 

...
 
 

... 
 
 
 

June
 
 
 

72.64
 
 
 

72.75
 
 
 

72.70
 
 
 

74.56
 
 
 

... 
 
 
 

July
 
 
 

70.96
 
 
 

71.07
 
 

71.02
 
 

...
 
 

... 
 
 
 

August
 
 
 

72.05
 
 
 

72.15
 
 

72.10
 
 

...
 
 

... 
 
 
 

September 
 
 
 

70.98
 
 
 

71.10
 
 
 

71.04
 
 
 

71.39
 
 
 

... 
 
 
 

October 
 
 
 

43.18
 
 
 

43.32
 
 

43.25
 
 

...
 
 

... 
 
 
 

November 
 
 
 

41.81
 
 
 

41.94
 
 

41.88
 
 

...
 
 

... 
 
 
 

December 
 
 
 

30.25
 
 
 

30.39
 
 
 

30.32
 
 
 

38.48
 
 
 

65.69
 
 
 

2002
 
 
 

January 
 
 
 

28.99
 
 
 

29.13
 
 

29.06
 
 

...
 
 

... 
 
 
 

February 
 
 
 

37.00
 
 
 

37.17
 
 
 

37.08
 
 
 

...
 
 
 

... 
 
 
 

March 
 
 
 

33.60
 
 
 

33.84
 
 
 

33.72
 
 
 

33.29
 
 
 

... 
 
 
 

April
 
 
 

34.37
 
 
 

34.50
 
 

34.44
 
 

...
 
 

... 
 
 
 

May 
 
 
 

37.57
 
 
 

37.70
 
 
 

37.64
 
 
 

...
 
 
 

... 
 
 
 

June
 
 
 

36.72
 
 
 

36.94
 
 

36.83
 
 

36.30
 
 

... 
 
 
 

July
 
 
 

40.14
 
 
 

40.32
 
 

40.23
 
 

...
 
 

... 
 
 
 

August
 
 
 

39.20
 
 
 

39.38
 
 
 

39.29
 
 
 

...
 
 
 

... 
 
 
 

September 
 
 
 

48.26
 
 
 

48.46
 
 

48.36
 
 

42.63
 
 

... 
 
 
 

October 
 
 
 

53.01
 
 
 

53.26
 
 
 

53.14
 
 
 

...
 
 
 

... 
 
 
 

November 
 
 
 

58.00
 
 
 

58.43
 
 
 

58.21
 
 
 

...
 
 
 

... 
 
 
 

December 
 
 
 

49.34
 
 
 

49.68
 
 

49.51
 
 

53.62
 
 

41.46
 
 
 
 
 
 

2003
 
 
 
 
 
 

January 
 
 
 
 
 
 

46.07
 
 
 
 
 
 

46.30
 
 
 
 
 
 

46.18
 
 
 
 
 
 

...
 
 
 
 
 
 

... 
 
 
 
 
 
 

February 
 
 
 
 
 
 

48.34
 
 
 
 
 
 

48.55
 
 
 
 
 
 

48.45
 
 
 
 
 
 

...
 
 
 
 
 
 

... 
March 
 
 
 
 
 
 

51.24
 
 
 
 
 
 

51.43
 
 
 
 
 
 

51.33
 
 
 
 
 
 

48.65 ... 
April
 
 
 
 
 
 

49.64
 
 
 
 
 
 

49.81
 
 
 
 
 
 

49.72
 
 
 
 
 
 

... ... 
May 
 
 
 
 
 
 

48.36
 
 
 
 
 
 

48.57
 
 
 
 
 
 

48.46
 
 
 
 
 
 

... ... 
June
 
 
 
 
 
 

48.66
 
 
 
 
 
 

48.81
 
 
 
 
 
 

48.74 48.97 ... 
July
 
 
 
 
 
 

48.45
 
 
 
 
 
 

48.57
 
 
 
 
 
 

48.51 ... ... 
August
 

48.62
 
 
 
 
 
 

48.56
 
 
 
 
 
 

48.59 ... ... 

Source: Da Afghanistan Bank (DAB). Reproduced from IMF (Sep 2003, p.114) 

Table A3.8: Afghani/US Dollar Exchange Rates (Cash), 1999–2003
 
 
 
 
 
 

Monthly average
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Quarterly
 
 
 
 
 
 

12-month
 
 
 
 
 
 

General
 
 
 
 
 
 

Food
 
 
 
 
 
 

Nonfood
 
 
 
 
 
 

General
 
 
 
 
 
 

Food
 
 
 
 
 
 

Nonfood
 
 
 
 
 
 

percentage
 
 
 
 
 
 

percentage
 
 
 
 
 
 

changes
 
 
 
 
 
 

changes
 
 
 
 
 
 

2001
 
 
 
 
 
 

March
 
 
 
 
 
 

111.4
 
 
 
 
 
 

118.1
 
 
 
 
 
 

99.5
 
 
 
 
 
 

...
 
 
 
 
 
 

...
 
 
 
 
 
 

...
 
 
 
 
 
 

... 
 
 
 
 
 
 

...
 
 
 
 
 
 

April
 
 
 
 
 
 

106.0
 
 
 
 
 
 

110.3
 
 
 
 
 
 

98.5
 
 
 
 
 
 

-4.8
 
 
 
 
 
 

-6.6
 
 
 
 
 
 

-1.1
 
 
 
 
 
 

... 
 
 
 
 
 
 

...
 
 
 
 
 
 

May
 
 
 
 
 
 

99.3
 
 
 
 
 
 

101.4
 
 
 
 
 
 

95.7
 
 
 
 
 
 

-6.3
 
 
 
 
 
 

-8.0
 
 
 
 
 
 

-2.8
 
 
 
 
 
 

...
 
 
 
 
 
 

June
 
 
 
 
 
 

99.0
 
 
 
 
 
 

100.9
 
 
 
 
 
 

95.7
 
 
 
 
 
 

-0.3
 
 
 
 
 
 

-0.5
 
 
 
 
 
 

0.0
 
 
 
 
 
 

-11.1
 
 
 
 
 
 

...
 
 
 
 
 
 

July
 
 
 
 
 
 

97.7
 
 
 
 
 
 

99.9
 
 
 
 
 
 

93.8
 
 
 
 
 
 

-1.3
 
 
 
 
 
 

-1.0
 
 
 
 
 
 

-1.9
 
 
 
 
 
 

... 
 
 
 
 
 
 

...
 
 
 
 
 
 

August
 
 
 
 
 
 

98.3
 
 
 
 
 
 

101.0
 
 
 
 
 
 

93.6
 
 
 
 
 
 

0.6
 
 
 
 
 
 

1.1
 
 
 
 
 
 

-0.2
 
 
 
 
 
 

... 
 
 
 
 
 
 

...
 
 
 
 
 
 

September
 
 
 
 
 
 

79.8
 
 
 
 
 
 

78.3
 
 
 
 
 
 

82.4
 
 
 
 
 
 

-18.9
 
 
 
 
 
 

-22.5
 
 
 
 
 
 

-12.0
 
 
 
 
 
 

-19.4
 
 
 
 
 
 

...
 
 
 
 
 
 

October
 
 
 
 
 
 

77.4
 
 
 
 
 
 

75.8
 
 
 
 
 
 

80.1
 
 
 
 
 
 

-3.0
 
 
 
 
 
 

-3.1
 
 
 
 
 
 

-2.7
 
 
 
 
 
 

... 
 
 
 
 
 
 

...
 
 
 
 
 
 

November
 
 
 
 
 
 

45.3
 
 
 
 
 
 

47.3
 
 
 
 
 
 

41.7
 
 
 
 
 
 

-41.5
 
 
 
 
 
 

-37.7
 
 
 
 
 
 

-47.9
 
 
 
 
 
 

... 
 
 
 
 
 
 

...
 
 
 
 
 
 

December
 
 
 
 
 
 

50.4
 
 
 
 
 
 

53.7
 
 
 
 
 
 

44.5
 
 
 
 
 
 

11.3
 
 
 
 
 
 

13.7
 
 
 
 
 
 

6.6
 
 
 
 
 
 

-36.8
 
 
 
 
 
 

...
 
 
 
 
 
 

2002
 
 
 
 
 
 

January
 
 
 
 
 
 

57.7
 
 
 
 
 
 

62.6
 
 
 
 
 
 

49.0
 
 
 
 
 
 

14.5
 
 
 
 
 
 

16.5
 
 
 
 
 
 

10.2
 
 
 
 
 
 

... 
 
 
 
 
 
 

...
 
 
 
 
 
 

February
 
 
 
 
 
 

59.6
 
 
 
 
 
 

65.4
 
 
 
 
 
 

49.2
 
 
 
 
 
 

3.3
 
 
 
 
 
 

4.5
 
 
 
 
 
 

0.5
 
 
 
 
 
 

... 
 
 
 
 
 
 

...
 
 
 
 
 
 

March
 
 
 
 
 
 

63.1
 
 
 
 
 
 

65.4
 
 
 
 
 
 

58.9
 
 
 
 
 
 

5.9
 
 
 
 
 
 

0.0
 
 
 
 
 
 

19.7
 
 
 
 
 
 

25.2
 
 
 
 
 
 

-43.4
 
 
 
 
 
 

April
 
 
 
 
 
 

63.5
 
 
 
 
 
 

66.1
 
 
 
 
 
 

59.0
 
 
 
 
 
 

0.7
 
 
 
 
 
 

1.0
 
 
 
 
 
 

0.3
 
 
 
 
 
 

... 
 
 
 
 
 
 

-40.1
 
 
 
 
 
 

May
 
 
 
 
 
 

66.4
 
 
 
 
 
 

69.6
 
 
 
 
 
 

60.9
 
 
 
 
 
 

4.6
 
 
 
 
 
 

5.3
 
 
 
 
 
 

3.2
 
 
 
 
 
 

... 
 
 
 
 
 
 

-33.1
 
 
 
 
 
 

June
 
 
 
 
 
 

64.1
 
 
 
 
 
 

66.5
 
 
 
 
 
 

59.8
 
 
 
 
 
 

-3.6
 
 
 
 
 
 

-4.5
 
 
 
 
 
 

-1.8
 
 
 
 
 
 

1.6
 
 
 
 
 
 

-35.3
 
 
 
 
 
 

July
 
 
 
 
 
 

69.4
 
 
 
 
 
 

74.0
 
 
 
 
 
 

61.2
 
 
 
 
 
 

8.3
 
 
 
 
 
 

11.3
 
 
 
 
 
 

2.3
 
 
 
 
 
 

... 
 
 
 
 
 
 

-29.0
 
 
 
 
 
 

August
 
 
 
 
 
 

65.3
 
 
 
 
 
 

67.1
 
 
 
 
 
 

62.3
 
 
 
 
 
 

-5.8
 
 
 
 
 
 

-9.3
 
 
 
 
 
 

1.7
 
 
 
 
 
 

... 
 
 
 
 
 
 

-33.6
 
 
 
 
 
 

September
 
 
 
 
 
 

75.8
 
 
 
 
 
 

78.5
 
 
 
 
 
 

71.0
 
 
 
 
 
 

16.0
 
 
 
 
 
 

17.1
 
 
 
 
 
 

14.0
 
 
 
 
 
 

18.3
 
 
 
 
 
 

-4.9
 
 
 
 
 
 

October
 
 
 
 
 
 

85.2
 
 
 
 
 
 

85.9
 
 
 
 
 
 

84.1
 
 
 
 
 
 

12.4
 
 
 
 
 
 

9.4
 
 
 
 
 
 

18.4
 
 
 
 
 
 

... 
 
 
 
 
 
 

10.2
 
 
 
 
 
 

November
 
 
 
 
 
 

104.6
 
 
 
 
 
 

108.7
 
 
 
 
 
 

97.4
 
 
 
 
 
 

22.7
 
 
 
 
 
 

26.5
 
 
 
 
 
 

15.9
 
 
 
 
 
 

... 
 
 
 
 
 
 

131.1
 
 
 
 
 
 

December
 
 
 
 
 
 

100.0
 
 
 
 
 
 

100.0
 
 
 
 
 
 

100.0
 
 
 
 
 
 

-4.4
 
 
 
 
 
 

-8.0
 
 
 
 
 
 

2.7
 
 
 
 
 
 

31.9
 
 
 
 
 
 

98.5
 
 
 
 
 
 

2003
 
 
 
 
 
 

January
 
 
 
 
 
 

97.4
 
 
 
 
 
 

95.3
 
 
 
 
 
 

100.5
 
 
 
 
 
 

-2.6
 
 
 
 
 
 

-4.7
 
 
 
 
 
 

0.5
 
 
 
 
 
 

... 
 
 
 
 
 
 

68.8
 
 
 
 
 
 

February
 
 
 
 
 
 

93.9
 
 
 
 
 
 

92.3
 
 
 
 
 
 

96.3
 
 
 
 
 
 

-3.6
 
 
 
 
 
 

-3.2
 
 
 
 
 
 

-4.1
 
 
 
 
 
 

... 
 
 
 
 
 
 

57.6
 
 
 
 
 
 

March
 
 
 
 
 
 

96.0
 
 
 
 
 
 

95.9
 
 
 
 
 
 

96.3
 
 
 
 
 
 

2.3
 
 
 
 
 
 

3.9
 
 
 
 
 
 

-0.1
 
 
 
 
 
 

-4.0
 
 
 
 
 
 

52.3
 
 
 
 
 
 

April
 
 
 
 
 
 

97.7
 
 
 
 
 
 

97.7
 
 
 
 
 
 

97.7
 
 
 
 
 
 

1.7
 
 
 
 
 
 

1.9
 
 
 
 
 
 

1.5
 
 
 
 
 
 

... 
 
 
 
 
 
 

53.8
 
 
 
 
 
 

May
 
 
 
 
 
 

97.0
 
 
 
 
 
 

96.2
 
 
 
 
 
 

98.3
 
 
 
 
 
 

-0.7
 
 
 
 
 
 

-1.5
 
 
 
 
 
 

0.6
 
 
 
 
 
 

... 
 
 
 
 
 
 

46.0
 
 
 
 
 
 

June
 
 
 
 
 
 

97.9
 
 
 
 
 
 

97.0
 
 
 
 
 
 

99.3
 
 
 
 
 
 

1.0
 
 
 
 
 
 

0.9
 
 
 
 
 
 

1.1
 
 
 
 
 
 

2.0
 
 
 
 
 
 

52.9
 
 
 
 
 
 

July
 
 
 
 
 
 

98.3
 
 
 
 
 
 

97.0
 
 
 
 
 
 

100.2
 
 
 
 
 
 

0.3
 
 
 
 
 
 

0.0
 
 
 
 
 
 

0.8
 
 
 
 
 
 

... 
 
 
 
 
 
 

41.7
 
 
 
 
 
 

August
 
 
 
 
 
 

98.9
 
 
 
 
 
 

96.4
 
 
 
 
 
 

102.7
 
 
 
 
 
 

0.6
 
 
 
 
 
 

-0.7
 
 
 
 
 
 

2.5
 
 
 
 
 
 

... 
 
 
 
 
 
 

51.4
 
 
 
 
 
 

Source: Central Statistics Office (CSO) 

Table A3.9: Consumer Prices (Kabul), 2001–03
 
 
 
 
 
 

Month
 
 
 
 
 
 

Indices (Dec. 2002=100)
 
 
 
 
 
 

Monthly percentage changes
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Table A3.10: Direction of Trade, 1995/96-2002/03 ($ million) 
 1995/96 1996/97 1997/98 1998/99 1999/2000 2000/01 2001/02 2002/03(est)
Exports, fob (official recorded only)    166 128 144 159 166 137 68 100
Imports, cif  (includes re-exports) 387 661 604 462 1,012 1,176 1,696 2,452
  Trade balance   -221 -533 -460 -303 -846 -1,039 -1,628 -2,352
Exports by country          
1.    Pakistan 14 25 30 25 71 52 26 26
2.    India 7 4 3 22 13 8 10 27
3.    Belgium 13 8 8 17 4 3
4.    United States 5 16 10 16 8 3 1 4
5.    France 1 1 11 25 1 0 0 0
6.    Germany 8 9 9 7 6 5 7 6
7.    Finland 1 0 4 5 24 1 6 9
8.    Russia 12 7 7 7 6 5 3 3
9.    United Kingdom 2 4 4 4 3 12 1 0
10.  United Arab Emirates 0 4 3 4 4 4 5 5
11.  Unclassified 116 57 49 29 23 30 6 16
Imports by country          
1.    Pakistan 22 14 21 42 90 135 157 207
2.    Japan 92 116 97 67 292 491 594 999
3.    Korea, Rep. of 24 38 46 44 33 93 105 113
4.    Kenya 0 0 38 39 41 47 52 57
5.    Turkmenistan 10 14 23 22 45 42 46 50
6.    Singapore 19 138 101 14 14 7 3 1
7.    India 16 22 25 16 31 31 25 37
8.    China, People's Rep. of 35 34 36 27 18 22 35 20
9.    Kazakhstan 3 6 9 8 13 64 20 22
10.  Germany 18 21 17 16 14 16 16 49
11.  Unclassified 148 256 191 168 422 229 644 898
Sources: Custom Office and Central Statistics Office 
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Table A3.11: Exports by Commodity, 1995/96-2002/03 ($ million) 
 

  1995/96 1996/97 1997/98 1998/99 1999/00 2000/01 2001/02 2002/03(est)
Total exports      166.1      128.3      144.4     159.2     166.2     137.3       68.5     100.1 

Fresh fruit          11.0           7.0           6.2            -            5.8           8.4          4.3          8.6 
Dried fruit            1.8           1.3           0.3           2.9           9.3         16.3        23.3        57.9 
Medicinal plants             -             -              -            0.1           0.2           0.7          1.9          4.6 
Spices             -             -              -            0.2           0.1           0.2          0.5          1.1 
Seeds             -             -              -             -            0.4           0.1          0.2          1.0 
Animal skins            5.3           4.4           3.4           0.5           2.1         10.8        13.7          9.2 
Wool             -             -              -           0.7           1.3           0.9          3.0          3.7 
Sausages             -             -              -            0.1           0.1           0.3          0.1            -  
Carpets, etc        147.9       115.5       134.5       154.8       147.0         99.6        21.5        14.1 

Source: Customs Office and Central Statistics Office 

 
Table A3.12: Imports by Commodity, 1998/99-2002/03 ($ million) 

 
  1998/99 1999/2000 2000/01 2001/02 2002/03(est)

Total imports         462.1       1,012.3    1,175.9    1,693.4       2,267.9 
Machinery and equipment               6.0           993.3           71.9         509.2           856.2 
Petroleum, oil, etc.               0.8               2.9             3.1           12.3             14.5 
Metals               0.4               0.6             5.1             3.6             15.5 
Chemical materials               0.0               0.4             3.9           39.7           172.7 
Construction materials               0.1               1.3             0.5             4.3             54.4 
Paper                -                0.0             0.0             0.0               0.1 
Clothing materials               0.0                 -              1.4           21.8             14.0 
Food               1.0               2.3         250.7         214.4           221.8 
Cigarettes & drinks               0.1               0.3             3.7           23.1             51.6 
Fabrics, clothing, & 
footwear               1.7               0.9         478.5         472.6           343.7 
Household needs & 
medicine           451.8             10.2         357.1         392.3           523.6 

Source: Customs Office and Central Statistics Office 
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Table A3.13: Balance of Payments, 2001/02–2003/04  ($ million) 
 
  2001/02 2002/03 2003/04
  est. est. proj.
Trade balance -874 -1,315 -1,837
  Exports of goods 1,657 2,290 2,870
    Own exports 68 100 150
    Re-exports 1,589 2,190 2,720
  Imports of goods 2,531 3,605 4,706
Services … -104 -171
  Receipts … 29 60
    Donor-related … 24 54
    Other … 5 5
  Payments … 133 231
    Donor-related … 133 230
      Wages of expatriates … 68 155
      Other … 65 75
    Interest paid  1/ … 0 1
Current transfers … 1,287 1,830
  Public … 1,081 1,656
    Commodity food aid 71 94 29
    Other … 987 1,627
  Private … 206 174
Current account balance … -132 -2008
(before grants) … -1,419 -2,008
Capital financial account … 100 203
  Public loans … 50 206
    Disbursements … 50 209
    Amortization paid 1/ … 0 3
  Direct investment … 50 100
Net errors and omissions … 188 113
Overall balance … 155 139
Financing … -155 -139
  Change in net foreign assets of DAB … -101 -139
  Arrears 2/ … -54 0
Memorandum: opium exports … 2,540 2,320
Sources: UNODC and IMF staff estimates (IMF, Nov 2003, p.31)  
The data here excludes opium-related exports, implying a larger trade surplus in 2002/03. These would be offset by  

Opium-related imports and other external payments as well as banking abroad of illicit earnings. The data also does not  

include flows associated with U.S. army and most ISAF activities.  
1/ Does not include debt service on outstanding bilateral debt on which no debt service payments have been made since 
1991. 
2/ Does not take into account possible arrears of unknown size on bilateral claims in dispute. 
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Table A3.14: Selected Social Indicators  
 
 Unit 1980 1990 1995  2000 2001 2002 Source 
Population million, mid-year  17.3 19.1 21.0 21.4 21.8  CSO  
    Annual Population Growth %  1.8 2.1 1.9 1.9 1.9   
Demographic Indicators          
Population Density persons/sqm 21 27 29 32 33 33  CSO 
Crude Birth Rate per 1000 persons 50 49   48   ESCAP 
Crude Death Rate per 1000 persons 23 22   22   ESCAP 
Total Fertility Rate births per woman 7.0 6.9   6.8   ESCAP 
Net Reproduction Rate %  2.1 2.1 2.2    WHO 
Contraceptive Prevalence Rates % of married women 15-49 2.0       WHO 
Births attended by skilled health personnel %  9      WHO 
Life Expectancy at Birth     Female years  42   43 44  WHO before 2002, CSO for 2002 
Life Expectancy at Birth     Male years  40   43 45  WHO before 2002, CSO for 2002 
Infant Mortality Rate per 1000 live births 183 167   165   UNICEF 
Under-5 Mortality Rate per 1000 280 260    257  CSO 
Maternal Mortality Ratio per 100,000 live births  1700 820     UNICEF 
Education Indicators          
Adult Literacy Rate Female % 6 12  21    WB data query website 
Adult Literacy Rate Male % 33 40  51    WB data query website 
Gross Primary Enrollment Ratio     Female % 12 19 32 0    UNESCO 
Gross Primary Enrollment Ratio     Male % 54 35 64 29    UNESCO 
Gross Secondary Enrollment Ratio   Female % 4 6 12     UNESCO 
Gross Secondary Enrollment Ratio   Male % 16 12 32     UNESCO 
Gross Tertiary Enrollment Ratio        Female %  1 1     UNESCO 
Gross Tertiary Enrollment Ratio        Male %  2 3     UNESCO 
Pupil-Teacher Ratio    Primary number per teacher 32 41   43   UNESCO before 01, CSO for 01 
Pupil-Teacher Ratio    Secondary number per teacher 18 25      UNESCO 

 
(continued next page) 
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 Unit 1980 1990 1995 2000  2001 2002 Source 
Health and Nutrition Indicators          
Persons per Hospital Bed number per bed 3699 5000    1700  WHO before 02, CSO for 02 
Persons per Physician  number per physician 13237 9093    6000  WHO before 02, CSO for 02 
Daily Per Capita Protein Supply grams 59 55      WHO 
Daily Per Capita Calorie Supply Calories 2085 1914      WHO 
Child Malnutrition  % of Under Age 5  40   49   WHO before 01, CSO for 01 
Population with Access to Safe Water %     13   CSO 
   Urban %  40  19    WHO 
   Rural %  19  11    WHO 
Population with Access to Sanitation %     12   CSO 
   Urban %  13  25    WHO 
   Rural %    8    WHO 
Environment Indicators          
Forest Area 1000 square kilometers    14    FAO 
Proportion of land area covered by forest %    2.1    FAO 
Average Annual Rate of Deforestation %    7.1    FAO 
National Protected Areas  1000 square kilometers      2.2  CSO, World Bank WDI 
 % of land area      0.3  CSO, World Bank WDI 
  Mammals (species) number      123  CSO, World Bank WDI 
  Mammals (threatened species) number      13  CSO, World Bank WDI 
  Birds (species) number      235  CSO, World Bank WDI 
  Birds (threatened species) number      11  CSO, World Bank WDI 
  Higher plants (species) number      4000  CSO, World Bank WDI 
  Higher plants (threatened species) number      4  CSO, World Bank WDI 
  Freshwater resources, internal flows billion cubic meters    55    CSO, World Bank WDI 
  Freshwater resources, external flows billion cubic meters    10    CSO, World Bank WDI 
  Freshwater resources cubic meters per capita    2448    CSO, World Bank WDI 
  Annual freshwater withdrawals billion cubic meters    26.1    CSO, World Bank WDI 
     % of total resources    40.2    CSO, World Bank WDI 
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Appendix 4 
 
Sector Descriptions and Policy Issues 
 
Agriculture and Forestry 

 
Natural Resource Base 
 
Afghanistan’s total land area is 85.2 million hectares (ha) divided into 
the northern plains, the central highlands and the southwestern 
lowlands.1 The area under permanent crops is 144,000 ha. Only 9.23 
percent of the land, or 7.91 million ha, is arable. The availability of 
water, which is unreliable, and the length of the growing season 
determine cropping intensity. There are seven farming systems2 based 
on landholding, agroecological zone, irrigation availability, and 
integration with livestock. About 30 percent of total arable and 
permanent cropland was irrigated in 1999 (80 percent of wheat and 85 
percent of all crops), much of it through community-based small and 
medium-scale irrigation (river valley) schemes. With the return of 
refugees, the resource base of agriculture is expected to come under 
stress.  

The existing irrigation system is running at a very low efficiency 
rate of about 25 percent, indicating that there is considerable scope 
for reducing wastage of water, and increasing irrigated area. FAO has 
estimated that long–term water availability is about 
2800m3/head/year, enough to irrigate 5 million ha, which is 
significantly higher than the current 2.6 million command area. The 
effects of war and neglect on these systems have not been 
systematically assessed. In 1997, FAO estimated that about 1.7 million 
ha required rehabilitation, and another 0.68 million ha required 
improved water management. The recent succession of dry years had 
reduced the annually cultivated rain-fed area to less than 0.5 million ha 
from a maximum of around 1.4 million ha.3 Rain-fed agriculture is 
largely undertaken in the northern provinces and is dominated by 

 
                                                           
 
1 FAO has identified 11 agroecological zones for Afghan agriculture: Wakhan, Badakshan, central mountains, 

eastern mountains, southern mountains, northern mountains, Turkestan plains, Herat-Farah lowlands, Helmand 
valley-Sistan basin, Western stony deserts, and southwestern sandy deserts. See Sloane (2001).  

2 (i) Mixed irrigated and rainfed cropping, relatively large livestock component; (ii) intermediate altitude intensive 
cropping system; (iii) intermediate-low altitude high productivity, double cropping system; (iv) high altitude cold 
area intensive food cropping system; (v) low intensity subsistence cropping and livestock systems; (vi) large-area 
mechanized food grains and industrial crop production; and (vii) intensive commercial horticulture and cereal 
cropping. See Sloane (2001, p.6) 

3 ADB, UNDP and World Bank (September 2002). 
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cereal production. Productivity levels of rain-fed and irrigated farming 
are low even by regional standards. There is considerable potential for 
productivity improvements. 

 
Crop Production 

 
Wheat is the staple crop, comprising 70 percent of total cereal 
consumption in Afghanistan. Other grains include rice, maize, barley, 
and pulses. Potatoes, onions, and several fruit crops including melons, 
watermelons, apricots, pomegranates and grapes are also produced 
both for domestic consumption and for export. Exports of dried 
fruits and nuts, mainly apricots and almonds, are still a significant 
source of foreign exchange but they are nowhere near the levels of the 
1980s when Afghan dried fruits accounted for a significant percentage 
of the world’s market. 4 The area of cereal crops declined from 2.8 
million ha in 1998 to 2.2 million ha in 2002, but then returned to 2.8 
million ha in 2003. National area and production estimates for the 
past five years for all major cereals are provided in Table A4.1. 

Wheat. Aggregate wheat production in 2003 is estimated at 4.36 
million tons, a 62 percent increase from the previous year due to 
improved wheat yields in both the rain-fed and irrigated sectors and a 
significant increase in rain-fed wheat area. Average wheat yield in 2003 
is estimated to have been about 1.9 tons/ha, compared to 2002’s 1.6 
tons/ha. Irrigated wheat production is estimated at about 3.02 million 
tons, about 43 percent over the previous year. Average irrigated wheat 
yield is estimated at about 2.85 tons/ha, about 43 percent higher than 
the previous year’s estimates. The production of rain-fed wheat in 
2003, estimated at 1.35 million tons, represents an increase of more 
than 130 percent compared to 2002. The rain-fed production has 
particularly increased in the North and Northeast regions. In the 
West-central and Southwest regions, however, it has decreased this 
year. It is worth noting that in 2003, rain-fed wheat production 
represented 30 percent of total wheat production compared to 21 
percent in 2002.  

Barley. Total barley planted in 2003 (irrigated and rain-fed) is 
estimated at 276,000 ha and the total production at 410,000 tons. At 
this level, the planted area has registered an increase of about 17 
percent while production has shown an increase of about 19 percent 
compared to 2002. Barley is mostly used as animal feed. 

 
                                                           
 
4 FAO/WFP (August 2003). 
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Paddy and Maize. As rice and maize harvests did not take place 
until September 2003, production figures are calculated based on 
previous yield and area estimates and the abundant water availability at 
planting time. The expected output of rice (milled) has been forecast 
at 291,000 tons, 12 percent higher than 2002. Paddy transplanting got 
underway in June-July 2003. This crop is usually sold by farmers and 
not retained for their own consumption. The expected output of 
maize is estimated at 310,000 tons, 4 percent higher than the previous 
year. Maize is also cultivated mainly for animal feed. 

 
Table A4.1: Afghanistan: Area (1,000 ha) and 
Production (1,000 tons) of Cereals 1999-2003 

 
Crop 2003 2002 2001 2000 1999 
 Area Production Area Production Area Production Area Production Area Production 
Wheat 2294      4361 1742       2686 1779      1597 2029       1469 2027     2500 
Irrigated 1059      3017 1045       2110 1156      1514 1189       1329 1196     1988 
Rain-fed 1235       1345   697         576   623          83   840         140  831       512 
Barley*   276        410   236         345     87          87   124           74  180       216 
Maize**   104        310   100         298     80        160     96         115  160       240 
Rice** 
(milled)   145        291   135         260   121        122   130         105  140       188 

Total 
Cereals 2819      5372 2213       3589 2067      1966 2379       1763 2507     3144 

 
*Combined rain-fed and irrigated.  **Irrigated summer season crops. 
Source: FAO/WFP August 2003. 

 
Locust Problem. Outbreaks of Moroccan locust were reported 

during the spring and early summer of 2002 in northern Afghanistan. 
As a result of the neglect of locust control measures over the previous 
three years, populations of locusts built up to threaten both rain-fed 
and irrigated crops. FAO estimated the losses in the three most 
seriously affected provinces, which were also the country’s most 
productive agricultural areas – Baghlan, Samangan and Kunduz – to 
be about 7 percent. However, outbreaks of Moroccan locust in some 
northern provinces were successfully controlled by the combined 
resources of several agencies, including FAO and other NGOs such 
as GOAL, working closely with the MAAH. However, a FAO/WFP 
mission observed swarms of locusts in the provinces of Samangan and 
Bughlan in late June 2003. No outbreaks of common diseases such as 
yellow and strip rust were reported. Sunn pest is a common threat but 
was reported only in some localized areas. Aphids that were observed 
in large number of fields were generally controlled by natural enemies.  

Cereal Supply/Demand Balance. FAO/WFP (August 2003) 
made a cereal balance sheet as shown in Table A4.2, based on several 
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assumptions about population, consumption pattern, feed and seed 
usage, harvest losses, and stock build-up. 

The total cereal import requirement for 2003/04 (July/June) is 
estimated to be about 392,000 tons, nearly a quarter of the previous 
year’s estimated requirements. The decline in the import requirement 
is primarily explained by the significant increase in domestic cereal 
production. Commercial imports of cereals, mainly wheat, flour and 
rice, originating from Pakistan, Kazakhstan, Turkmenistan and other 
neighboring countries are currently coming at normal rates. In the last 
few years, private sector cereal imports have been quite high, peaking 
at more than one million tons in marketing year 2001/02 (July/June). 
Hence, the private sector appears to have the capacity to commercially 
import the import requirements. 

 
Table A4.2:  Afghanistan: Cereal Balance Sheet, 2003/04 (July/June)  

('000 tons) 
 

 Wheat 
Rice 

(milled) Maize Barley Total 
Domestic availability 4 471 295 310 410 5 486 
Food aid in stock (WFP end-June) 110 4 0 0 114 
Domestic production 4 361 291 310 410 5 372 
Total utilization 4 749 409 310 410 5 878 
Food use 3 620 385 45 23 4 073 
Animal feed 0 0 213 297 510 
Seed provision 275 4 5 28 312 
Losses 654 20 47 62 783 
Stock build-up 200 0 0 0 200 
Import Requirements 278 114 0 0 392 
Commercial imports  278 114 0 0 392 

 
Note: paddy has been converted to rice at a conversion rate of 67 percent. 
Source: FAO/WFP August 2003. 

 
Livestock 

 
Traditionally, livestock activities have been an integral part of most 
farming systems in Afghanistan, with livestock and related products 
contributing to farm draught power, family nutrition, the raw 
materials for household goods (wool, hair, hides, and dung) and 
tradable products. The livestock sub-sector consists of large (cattle 
and donkeys) and small (sheep and goats) animals kept by agro-
livestock owners, semi-nomadic people, and nomadic livestock 
owners (kuchis). Livestock has been a major source of cash income 
from the sale of dairy items, mutton, wool, animal hides, and the skins 



Appendix 4 

 153

of karakul sheep in both domestic and export markets, accounting for 
14 percent of exports.5 Livestock enterprises are beset with serious 
problems, however, including diseases and decreased productivity due 
to declining feed and overgrazing. The four-year drought is said to 
have reduced herd numbers significantly, resulting in a decline in fresh 
milk and indigenous cattle meat production. Livestock herds have also 
been affected by loss of grazing land due to mines. Rangeland is 
overgrazed and nomadic and semi-sedentary sheepherders have high 
mortality rates. Traditional user rights, even in non-drought times, 
hamper improvements in the small ruminant sector and in grazing 
practices.6  

A livestock census carried out by MAAH and FAO in March 
2002 indicated that there are an estimated 3.7 million cattle, 8.8 
million sheep, 7.3 million goats and 175,000 camels in Afghanistan. At 
this level, a recovery in the cattle and goat population is noted but the 
sheep population still stands at about half of the level of 1998. A 
supply shortage is reflected in increased meat prices and the continued 
imports of animals from neighboring countries. Meat prices in June 
2003 registered about twice to four times those of mid 2002. However, 
improved rains in 2003 had a positive impact on animal condition. 
While the overall condition of livestock both in the fields and markets 
has apparently improved, the reduction of veterinary services and 
vaccination programs has resulted in widespread reporting of animal 
disease outbreaks, particularly foot-and-mouth disease (FMD) and 
peste des petits ruminants (PPR) among others.  

 
Forestry  

 
Forest cover is currently estimated at about 1.3 million ha, down from 
1.9 million ha in 1996.7 FAO and UNDP estimate forest cover at 2.2 
million ha in the early 1980s.8 These figures give a sense of the degree 
of deforestation that has taken place in Afghanistan over the past two 
decades. In recent years, forest cover has diminished due to 
community demands for fuel wood and illegal logging. It is estimated 
that offtake rates are exceeding annual growth rates, leaving a deficit 
of about 30,000 ha of forest per year. If nothing is done, Afghanistan 
will have little forest and wildlife left in 15 years time. Illegal logging is 
largely a function of the current security situation and the control of 

 
                                                           
 
5 Khan, un-Nabi and Iqbal (2000), p. 11. 
6 ADB, UNDP and World Bank (September 2002). 
7 ADB, UNDP and World Bank. (September 2002).  
8 ADB, UNDP and World Bank (August 2002a). 
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local resources by local commanders in collaboration with Pakistani 
traders. Forestry legislation has been in draft form for years, awaiting 
clarification of the tenure and land use rights of local tribes in many 
parts of the country, and especially along the border with Pakistan.  

The lack of a legal framework clarifying tenure, user rights, and 
oversight responsibilities, combined with the collapse of government 
institutions, has led to resource rents being controlled by local elite. 
Local communities, with the help of NGOs, have attempted to 
protect forests, but local leaders have disrupted these efforts, leading 
to the disintegration of both social organizations and physical barriers 
such as fencing. The demand for fuel wood by communities is 
estimated to be less damaging than illegal logging, but is nevertheless 
destructive. The issue needs to be addressed within a policy 
framework for rural energy needs, incorporating provisions for 
community or social forestry programs. Similarly, recent years have 
witnessed the cultivation of rangeland as communities seek ways to 
mitigate the effects of drought and population pressure in some areas. 
These activities have resulted in the widespread degradation of forests 
and rangeland, flooding, water scarcity, and in many areas severe soil 
degradation. 

 
The Poppy Cultivation Issue 9  
 
Afghanistan was not a traditional opium exporting country. The 
cultivation of the poppy on a large scale is a relatively recent 
phenomenon, dating back to the early 1980s when strict bans on 
production introduced in Turkey, Iran, and Pakistan pushed up the 
world price of opium. At the same time, the governments in 
Afghanistan were progressively losing control over the rural areas. 
Given the strong international demand and virtually no legal or social 
impediments, poppy cultivation flourished. Afghanistan’s share in 
world production grew from about 20 percent in 1980 to 50 percent 
in 1995, just prior to the Taliban takeover, and to 79 percent in 1999. 
Opium became the country’s largest cash crop and its only significant 
source of (illicit) export earnings. Two decades of expanding Afghan 
production has contributed to a dramatic decline in the street price of 
heroin (in real terms) in Western Europe, which fell from the 

 
                                                           
 
9 This sub-section relies mainly on UNODC (October 2002) and IMF (September 2003).  
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equivalent of about $300 per gram (after adjusting for inflation) in 
1987 to $70 per gram in 2000.  

As part of its global Illicit Crop Monitoring Program (ICMP), the 
United Nations Office on Drugs and Crime (UNODC) has been 
operating a poppy monitoring system in Afghanistan. Regular opium 
surveys are conducted combining satellite imagery with cross-checking 
on the ground to produce a detailed mapping of poppy cultivation. 
The results are published annually, normally a few months after the 
end of the April-June harvest season, and supplemented by interim 
reports. From 1994 to 2000, annual opium production is estimated to 
have averaged around 3,000 tons per year (see Table A4.3 below). 
During this period, the acreage under cultivation fluctuated between 
about 53,800 hectares and 91,000 hectares. On average this 
represented less than one percent of the country’s arable land. 
However, yields per hectare in Afghanistan in the areas cultivated with 
poppy are on average more than three times higher than in Myanmar, 
the world’s second largest producer. With virtually no restrictions on 
poppy growing at the time, year-on-year fluctuations reflected the 
normal pattern of an annual agricultural crop affected by changes in 
climatic conditions and the supply response to price changes, typically 
lagging by one year. 

 
 

1994 1995 1996 1997 1998 1999 2000 2001 2002

Production  (in metric tons) 3,416 2,335 2,248 2,804 2,693 4,565 3,276 185 3,422
Cultivated area (in ha after eradication) 71,470 53,759 56,824 58,416 63,674 90,983 82,171 7,606 74,045
Yield per ha (in kg) 47.8 43.4 39.6 48.0 42.3 50.2 39.9 24.3 46.2
Average farm gate price at harvest time ($ per kg) 30.0 23.0 24.0 33.7 32.8 40.1 27.8 301.0 350.7
Main bazaar prices (in $ per kg) 69.0 65.0 50.0 71.0 65.0 55.0 39.0 301.0 350.7
Gross income per ha (in $) 3,297.9 2,823.2 1,978.0 3,408.0 2,749.1 2,759.6 1,554.9 7,321.2 16,207.6
Direct  farm employment (in person year) 77,205 58,073 61,384 63,104 68,784 98,284 88,765 8,216 79,987
Persons needed at harvest time (in persons) 794,111 597,322 631,378 649,067 707,489 1,010,922 913,011 84,511 822,722

 Source: UNODC, table  reproduced from IMF (Sep 2003, p.37).

Table A4.3: Afghanistan: Indicators of Opium Cultivation, 1994–2002

 
In 2002, total opium poppy cultivation area was estimated to 

range from 69,000 to 79,000 ha, with a mean estimate of 74,000 ha. 
The corresponding production volume is estimated at 3,400 tons. This 
level compares with those reached during the mid to late 1990s. 
Although it remains lower than the record level of 1999 (about 90,500 
ha in cultivation and 4,600 tons in production volume, respectively), it 
confirms that poppy cultivation has resumed to high levels, after a 
considerable decline recorded in 2001 (8,000 ha and 185 tons). The 
high level of poppy production is mainly attributable to the increase in 
planting that took place during the total collapse of law and order in 
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the fall of 2001. The power vacuum caused by the aftermath of 9/11 
enabled farmers to replant opium poppy (starting in 
October/November 2001). By the time the Afghan Interim 
Administration was established and issued a strong ban on opium 
poppy cultivation, processing, trafficking and consumption (on 
January 17, 2002), most opium poppy fields had already started to 
sprout.  

According to the 2002 UNODC survey, opium poppy 
cultivation was found in 24 out of a total of 32 provinces in 
Afghanistan. However, in line with the usual pattern (with the 
exception of 2001), almost 95 percent of the cultivation was 
concentrated in just five provinces: Helmand in the South with nearly 
30,000 ha, followed by Nangarhar in the East with about 20,000 ha, 
Badakshan in the North with about 8,000 ha, Uruzgan in the 
South/Center with about 5,000 ha and Kandahar in the South with 
about 4,000 ha. 

UNODC estimates that the number of farmers involved in 
cultivating opium has fluctuated in recent years at about 200,000 
households. They tend to be representative of the general farming 
population in their region, with average land holdings of one and a 
half hectares, of which one-third is usually devoted to poppy growing. 
A number of factors have made opium well suited to the needs of 
farmers during the difficult years of the civil war. First, opium 
production is extremely labor intensive. To cultivate and harvest one 
hectare of poppy requires, on average, about 350-person days. This 
compares with 41 person-days for wheat and 135 person-days for 
black cumin, the second most labor-intensive crop in the country. 
This is an important consideration for farmers supporting a large 
household in relation to the size of land holdings.  Second, a poppy 
crop does not require as much attention to irrigation as, say, wheat. It 
is relatively weather resistant, with a short growing season. The early 
harvest frees resources to harvest other crops later. Third, opium is 
easy to store, transport, and sell. Fourth, opium is currently the only 
crop against which farmers in Afghanistan can easily obtain credit, 
albeit at usurious rates. In a 1999 UNODC study, over 60 percent of 
traders interviewed reported making advance purchases of opium well 
before the harvest. 

Until recently, local opium markets were fragmented, with large 
price disparities between producing regions. These price disparities 
reflected a combination of regional differences in the quality of opium 
and difficulties in arbitraging between regions during the civil war. 
Regional opium centers therefore tended to be oriented toward 
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specific export routes, with the local price level reflecting a specific 
route’s costs and risks. Opium centers in the south turned to Iran and 
southern Pakistan (Baluchistan), those in the east to northern Pakistan 
(North West Frontier Province) and those in the north to Tajikistan 
and Central Asia. Prices generally were the lowest in areas with the 
tightest controls at the border. The last two years have seen a 
pronounced integration of regional markets as the reduction in 
factional fighting has made it easier for traders to exploit the best 
trading routes. 

From 1994 to 2000, average farm gate prices (as monitored by 
UNODC at harvest time), have fluctuated between a low of $23 per 
kg and a high of $40 per kg. With international demand for opium 
growing relatively steadily, price fluctuations have mainly reflected 
domestic supply factors. Downward pressures have also occurred 
when trafficking networks or laboratories in the region were 
dismantled, creating temporary gluts in the Afghan markets. By 
contrast, large-scale purchases by traders occasionally caused 
temporary spikes. Market expectations have also played an important 
role in price formation. The Taliban’s ban initiated a sharp increase in 
opium bazaar prices, which by April 2001 had risen almost tenfold to 
$380 per kg, before peaking $700 per kg just prior to September 11, 
2001. In the following weeks prices crashed to $90 per kg, as stocks 
were quickly liquidated in anticipation of military operations. Prices 
recovered over the next few months and soon came to exceed $400 
per kg in reaction to the transitional government’s January 2002 
prohibition decree and expectations of substantial donor assistance to 
help enforce it. With the start of the eradication campaign in April 
2002, prices rose further to a high of nearly $600 and after a period of 
erratic fluctuations settled back after the 2002 harvest to around $400 
per kg. There are indications that, by the end of the 2003 harvest, 
prices had fallen further. 
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2000 2001 2002

I. Farmers  
Gross revenue to farmers from opium production 127.8 55.7 1,200.0

Volume (in tons) 3,276 185 3,422
Price ($ per kg, bazaar price) 39.0 301.0 350.7

a. Seed, fertilizers, tools, and other inputs 3.3 0.3 3.0
b. Wage bill  (itinerant laborers) 25.6 11.1 240.0
c. Taxes and other payments (30 percent of gross revenue) 38.3 16.7 360.0
d. Bazaar and small traders margin (8 percent of gross revenues) 10.2 4.5 96.0
e. Surplus to farmers 50.4 23.1 501.0

II. Traders 
1. Gross revenue from exporting raw opium 425.0 … 1,359.0

Volume (in tons) 1,081.0 … 890
Price ($ per kg) 393.2 … 1,527.0

2. Gross revenue from exporting morphine 175.0 … 651.2
Volume (in tons) 115.0 … 164.0
Price ($ per kg) 1,521.7 … 3,969.9

3. Gross  revenue from exporting heroin 245.0 … 529.8
Volume (in tons) 105.0 … 89.0
Price ($ per kg) 2,333.3 … 5,954.9

4. Total exports 845.0 … 2,540.0
Volume (in tons) 1,301.0 … 1,143.0
Price ($ per kg) 649.5 … 2,222.2

 Sources: UNODC; and IMF staff estimates. Reproduced from IMF (Sep 2003, p.44) 

(in millions of US dollars, unless otherwise indicated)
Table A4.4: Afghanistan: Revenues from Opiates, 2000–02

 

UNODC estimates suggest that the value of opium exports and 
opium derivatives increased substantially in 2002, in comparison to 
2000, to a total of $2.5 billion, mainly on account of higher prices (see 
the table above). Of this, half relates to exports of raw opium and the 
remainder to exports of morphine and heroin. About half the income 
from opium exports probably accrues to farmers. This income is also 
likely to be mostly spent or saved domestically. The other half of the 
gross export earnings of opiates would then accrue to refiners and 
traders after payment to farmers. These agents are probably better 
connected and bank their profits abroad. The value that the Afghan 
opiates fetch on the world market is probably substantially more than 
10 times the value at the Afghan border. Most of the money made 
from trading Afghan opiates is therefore earned by international 
dealers and traffickers. 

Although it is difficult and dangerous to obtain information, 
UNODC estimates that approximately 15,000 persons participate in 
the concentric trafficking circles that funnel opiates out of 
Afghanistan. Farmgate buyers buy poppies from farmers and provide 
advice and incentives such as credit. They are the most numerous 
traffickers and have a relatively small average turnover. It is not 
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uncommon to find teachers and government workers among them. 
Indeed, survey respondents often cited the lack of alternative 
employment opportunities. They especially bemoaned the absence of 
government jobs that paid living wages. Until recently, profits from 
small-scale trading were not substantial in absolute terms, but were 
attractive in relation to alternative sources of income. Toward the 
center of trafficking circles are the shop owners in the regional opium 
bazaars. They buy either directly from farmers, from itinerant traders, 
or from other shopkeepers. They sell to local consumers, clandestine 
laboratories, wholesale traders, other shopkeepers, foreign traders, etc. 
Opium bazaars, which in some areas had as many as 200 shops, 
effectively operate as thriving regional commodity exchanges where 
opium is openly and actively traded. Recently, intervention by the 
authorities has greatly curbed these activities.  

Finally at the center of the opium trade are the bulk buyers or 
large-scale specialist traders who buy opium throughout the year and 
organize shipping to border areas or directly abroad, sometimes 
amounting to several tons. This is the backbone of the narcotics 
industry. It consists of a relatively small number of traders, often 
linked by family ties, and willing to commit substantial capital. They 
can reap phenomenal rewards, but also face substantial risks. Until 
recently, these risks included shipments being stolen, ransomed, or 
lost to interdiction, along with deception, and the sometimes rapidly 
fluctuating price of opium. Not surprisingly, one way to reduce these 
risks was to collude with or pay protection money to those in power.  

Opium is believed to have played an important role in financing 
the war against the Soviet occupation, and thereafter the civil war, 
either indirectly through levies on producers and traders, or directly 
through the active and personal involvement of power figures. Taxes 
levied by local authorities on opium have helped to strengthen the 
power of the regions over the center, and thereby reinforced the 
process that was at the origin of the opium economy. 

A large number of stakeholders now have vested interests in the 
survival of this industry. Curbing it will require a substantial and 
prolonged commitment by the authorities and by the international 
community. It will also demand a comprehensive strategy for building 
a stable and unified Afghan state, and for the development of a 
growing economy that provides alternative livelihoods throughout the 
country. In the absence of early and visible progress in these areas, a 
dangerous potential exists for Afghanistan to progressively slide into 
becoming a narco-state where all legitimate institutions become 
penetrated by the power and wealth of traffickers. 
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UNODC and other donors have initiated pilot schemes for 
alternative commercial crop production by poppy growers. Among 
others, horticulture and dairy and meat production represent viable 
alternative from the viewpoint of farmers. In the 1999-2000 season, 
several crops such as grapes, onion, black cumin and other fruits did 
well, implying that alternatives do exist depending on weather, law 
enforcement and market conditions. In October 2002, the 
government established the Counter Narcotics Directorate and has 
drawn up a 10-year National Drug Control Strategy for Afghanistan. 

 
Agriculture and Forestry – institutional and policy issues 10 

 
Sector Framework 

 
Sector and sub-sector strategies and priorities must be laid out clearly 
taking into account inter- and intra-sectoral linkages. There is an 
urgent need for an agriculture sector development framework taking 
into account the recommendations made in various relevant 
documents including: (i) Strategy of Agriculture and Livestock Development 
in Afghanistan (MAAH draft); (ii) Principles of an Agricultural and Livestock 
Development Policy (MAAH presentation at the September 2003 
Agricultural Conference); (iii) Draft Water Resource Policy (MIWRE); (iv) 
Economic Policy of Ministry of Light Industries and Food Stuff (MLIFS); and 
(v) Agriculture Sector Development Strategy (FAO).  

 
Restructuring of Sector Institutions 

 
Three ministries – MAAH, MIWRE and MRRD – have overlapping 
mandate. It is estimated that over 15,000 people work for these 
ministries, with a large proportion located in Kabul. Accordingly, their 
structures are highly centralized in Kabul. The National Development 
Budget (NDB) for FY2003/04 puts as the top priority of its agenda 
restructuring these three ministries and building capacity for the 
efficient delivery of core public functions and services in natural 
resource management. According to the NDB, the expected results by 
the end of FY2003/04  include preparation of an institutional 
reorganization plan for MAAH and MIWRE and the start of its 
implementation. In addition, progress is expected with regard to the 
functioning of inter-ministerial technical working groups and the 
strengthening of farmer groups.  It is expected that IARCSC will 

 
                                                           
 
10 Many of the issues discussed here are subjects under the ADB-financed Agricultural Sector Program. 
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examine the possibility of reducing the number of ministries and 
departments in the sector and submit a report to the Cabinet for its 
consideration. The three concerned ministries will initiate and 
complete a study to assess human resource training needs, training 
institution capacity, and the requirements to strengthen community-
based institutions. The three ministries should prepare time-bound 
implementation plans for strengthening provincial offices and 
improving communication between the center and provinces.  

 
Restructuring of State-Owned Enterprises 

 
Of a total of 174 state-owned enterprises (SOEs), 80 have survived, 
employing about 35,000 people and taking up $52 million or about 10 
percent of the 2003/04 recurrent budget. The viability of most of 
them is questionable. Presently, agro-industrial SOEs are located 
under several ministries. MLIFS controls 27 SOEs, among which are 
textile factories. All have sustained damage that requires physical 
rehabilitation. One fertilizer factory under MMI is operating at a mere 
30 percent of capacity. MAAH, MIWRE and MLIFS are expected to 
prepare action plans to fully or partially privatize the SOEs under their 
supervision. MAAH, through FAO, is already involved in a project to 
restructure seed SOEs. 

 
Land Issue 11 

 
It is important to recognize that land rights management is a 
cornerstone of social management in agrarian states such as 
Afghanistan. Dealing with land ownership issues will not only aid 
productive development but also open avenues through which wider 
concerns of governance, and particularly local-level governance, may 
be addressed.  

A formal land policy has only been advocated sporadically over 
the years and is still not in place today. Four dominant strategies have 
been tried in the past. First, there were the Pashutunization policies 
that began with the efforts of King Abdur Rahman in the 1880s to 
secure the borders of the new state. This laid the foundation for 
ethnic land conflicts in Hazarajat and in the north, which have 
intensified over the last decade. Second, there were resettlement 
policies associated with large dam and irrigation developments during 

 
                                                           
 
11  Draws on Alden Wily (March 2003) 
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the reign of Zahir Shar (1933-1973), which routinely replaced local 
occupants with selected settlers. Often these “eligible applicants” were 
Pashtun nomads (Kuchi) who proved less than dedicated to the 
settled farming lifestyle, but who retained substantial interests in many 
areas, often as creditors of heavily indebted tenants. Third, there were 
the recordation policies designed to clarify and order land ownership 
undertaken by Zahir Shah in the 1960s and 1970s as a mass survey 
and registration program, funded by USAID. Less than half of all 
farmers were registered and not a single title deed was issued, but a 
basis for ownership documentation became widely entrenched. The 
process also saw a massive expansion of government land, including 
2.6 million ha of pasture brought under state control. Fourth, there 
was a distributive reform designed to bring more equity. It began with 
President Daoud’s moderate reforms during the 1970s, placing a 
ceiling on private landowning, requiring compulsory sale of the excess 
to the state, and instituting progressive taxation on the basis of 
holding size. This was followed by a more extreme reform by the 
People’s Democratic Party of Afghanistan (PDPA) led by Presidents 
Taraki and Amin (1978-1979), which dramatically reduced the land 
ceiling, redistributed the excess without payment of compensation and 
cancelled standing debts of more than five years relating to mortgages. 
All these four strategies failed in their objectives, and untangling the 
complex conflicts that resulted is a major task facing the current 
government.  

Knowledge about the distribution of rural land and the 
conditions under which it took place is incomplete, and characterized 
by strong regional differences. Disturbed settlement and tenure 
security render information unreliable beyond the short term. High 
rates of sharecropping by both landowners and landless and the 
ambivalent status of mortgaged plots make the precise definition of 
owners difficult. Pasture land is a principal source of conflict. 
Competition over this valuable resource engenders conflict among 
settled and nomadic land users and ethnic and territorial concerns.  

Essentially, there is a plural legal basis for land rights, in the form 
of customary, religious and state law, and with a great deal of overlap, 
some inconsistency and much uncertainty as to the norms of each 
body of law. Landowners variously use custom, Shariat or evidence 
from the land register to demonstrate their rights. The documentation 
of transactions is widely practiced in all three regimes. However, there 
is currently no clear or central system for land tenure administration. 
Administration (such as the formalization of routine transfers of 
rights) falls, by default, to judges. The main land policy of the 
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transitional government is to restore land to those who owned it in 
1978, including for lands that belonged to the government at that time. 
The adoption of this strategy, without addressing the underlying 
grievances associated with how land was acquired, will not provide a 
lasting resolution though. 

The Land Claims Court urgently requires support in the form of 
clear and detailed procedures, process and especially principles upon 
which rulings over land disputes can be made. Many wider concerns 
of legal process could be explored through the tangible issues 
presented by land ownership matters. Given that a number of 
ministries have interests in the land issue, it may be necessary to 
establish a special inter-ministerial commission to take action and 
responsibility in this area. To be effective, this commission should be 
charged with devising practical pilot developments, as well as guiding 
new national land policies and law development. The Ministry of 
Justice (MOJ) and Ministry of Rural Reconstruction and Development 
(MRRD) should be key actors. 

 
Inputs and Extension Services Delivery 

 
Some of the key problems with input supply and distribution are a 
lack of quality assurance and certification systems and weak private 
sector involvement. The quality of some seeds and fertilizers on the 
market is not consistent with the labeling on the packaging due to the 
lack of a certification system. State-owned seed and fertilizer 
enterprises need to be restructured and preferably privatized to 
improve coverage and efficiency. A Seed Law has been drafted with 
assistance from FAO and the International Center for Agricultural 
Research in Dry Areas (ICARDA), and needs to be reviewed by the 
authorities and enacted. MAAH has indicated its willingness to 
support the supply and marketing of farm inputs on a commercial 
basis. The government’s investment committee has recently approved 
an MAAH recommendation to grant a license to a California-based 
corporation and has welcomed and supported its investment proposal.  

 
Agricultural Research and Technology Transfers 

 
Prior to the conflict, the agricultural research and technology transfer 
system (ARATTS) was substantial, though not always focused on the 
real needs of the Afghan farmer. This system is no longer functioning 
and there has been widespread destruction of the infrastructure and 
loss of skilled human resources. A review must be undertaken to 



Post-conflict Reconstruction: The Afghan Economy 
 

 164

assess the needs, policy, functions and institutional structure to 
establish and operate an efficient agriculture research and technology 
transfer system that can respond to farmer-identified priorities and 
future farming needs. This assessment is to be undertaken as part of 
the larger Ministry of Agriculture and Animal Husbandry (MAAH) 
institutional review.  

 
Rural Finance 

 
Under the current circumstances, there is an urgent need for finance 
in the rural areas. Farmers either recovering from drought or returning 
to their lands after fleeing conflict, need to finance the reconstruction 
of irrigation systems, land preparation, seeds, fertilizers, horticulture 
planting stock, agricultural equipment and new livestock purchases. 
Given that the required reestablishment of a rural finance service will 
take time, households will be dependent on existing systems in the 
short run, and therefore some of the financial needs of the sector may 
best be met through rural works programs and projects which place 
cash directly into the hands of the rural population. However, in the 
medium run, it will be necessary for the country to establish a rural 
microfinance system for the rural population. Indeed once production 
has been reestablished at more or less pre-1979 levels (which should 
ultimately be possible given the country’s land and water resources), 
further growth will depend to an appreciable extent on the availability 
of rural credit. It will be required to maximize input use, initiate new 
ventures, initiate agro-processing and value-added activities, purchase 
transport equipment and experiment with new crops and technology 
packages. The system established needs to be an integral part of the 
overall financial system for the country.   

Prior to 1979, the Agriculture Development Bank provided 
formal rural finance.  Established in 1969 under the Ministry of 
Finance, this bank at its peak had 28 provincial offices (but no district 
branches) and about 1,300 employees. Traditionally, the Bank 
provided mainly in-kind loans for farm inputs and machinery, 
irrigation improvement (including deep tubewells), animal husbandry, 
beekeeping, orchards, and wheat milling and other agribusiness 
activities. At present, the bank is essentially insolvent. It has no stocks 
of inputs or equipment, and is doing no lending. Reportedly, it still has 
about 500 employees, of which 300 are based in Kabul and the 
remainder at the 5-6 provincial offices that have managed to remain 
open during the last decade. Some steps are currently being taken to 
assess future rural finance needs. 
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There are ongoing microfinance programs, including those 
undertaken by UNDP/UNOPS, and about 25-30 NGOs cover only 
around 10,000 clients (less than 1 percent market penetration). These 
are small operations and could not meet the demand for credit for 
larger investments, such as the reestablishment of orchards, the 
purchase of agricultural equipment or the establishment of 
commercial livestock production. The performance of these programs 
is poor, particularly since little attention is given to building 
sustainable institutions. The scenario is changing gradually, with 
growing diversity and focus. The IFC is planning to provide $3 million 
to capitalize an apex microfinance bank in collaboration with the Aga 
Khan Foundation, which will be patterned after the Khushhali Bank 
in Pakistan. In September 2003, DAB gave an operating license to a 
foreign-owned First MicroFinance Bank of Afghanistan, which is 
expected to start operating early 2004.   

To plan effective interventions in microfinance, it is necessary to 
have a clear perception of the prevailing terms and conditions of 
credit in the informal market. Third, assuming there is a demand for 
microfinance, the nature of this demand must be measured to 
properly focus external assistance – including by geographical areas, 
by sector and industry, and by the type of demand (e.g., for working 
capital: what is the project cycle, equipment: term of repayment, etc.). 
Fourth, particular attention must be paid to the security, payment, 
deposit and safekeeping system. Any intervention will have to devise 
ways to handle physical cash securely and make arrangements for 
deposit/safekeeping until a banking system becomes operational.  

 
Manufacturing 
 
Afghanistan was de-industrialized during the periods of civil conflict. 
Enterprises ceased to operate or operated only at a fraction of capacity 
due to war damage and disruptions, shortages of raw materials and 
spare parts, and difficulties faced in transporting goods to markets 
within and outside of the country. Moreover, the Taliban regime was 
not interested in developing a coherent industrial policy. Many 
industrial entrepreneurs left the country or were killed. The country 
did not have the resources or access to capital markets to finance the 
expansion of enterprises under the public sector. Besides, the 
industrial potential of the country in terms of comparative advantage 
was never analyzed in depth. The Soviet occupation period witnessed 
greater integration of the Afghan economy into the Soviet bloc in a 
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classic colonial mode, which is the export of raw materials and 
minerals and the import of finished goods.  

The Private Sector Investment Bureau of the MMI has registered 
1,015 possible investment projects nationally over the past four years. 
Of these, 305 have become active. There is almost no functioning 
private large-scale manufacturing industry, although the urea plant 
outside Mazar-i-Sharif (built by the Soviet Union) occasionally 
operates. Large-scale SOEs including cotton mills, cement plants and 
metal workshops in Kabul are no longer functioning. Only one out of 
four cement plants is now in operation in Pur-e-Khumri. There is 
evidence of more investment in Kandahar to revive enterprises such 
as cotton factories. Some small and medium-scale enterprises continue 
to function: i.e., agro-processing and handicraft enterprises including 
leather working and carpets. The Hoechst factory in Kabul produces a 
limited range of medicines.12 

A re-launch of the industrial sector will have to contend with 
many complex and interrelated challenges, including policy, 
institutions, finance, entrepreneurial and skilled labor availability, 
regional cooperation, marketing, and technology. 

 
Mining 
 
Afghanistan is rich in minerals, but the potential is seriously under-
exploited with the exception of natural gas and precious stones (lapis 
lazuli, amethysts, and rubies). Other minerals include coal, copper, 
gold, and salt. A large deposit of iron ore is undeveloped. The 
country’s 150 billion cubic meters of natural gas could be tapped for 
power generation, fertilizer production, and petrochemicals. The 
current oil reserves are estimated to be only 12 million tons in six oil 
fields. Coal reserves, most of which are located in the region between 
Herat and Badashkan in the north, are estimated to be in the order of 
400 million tons. Although Afghanistan produced over 100,000 short 
tons of coal annually as late as the early 1990s, as of 1998 it was 
producing only around 4,000 short tons.  

A more complete survey will help to grasp the potential for oil 
and coal as well as of other untapped minerals such as iron, copper, 
zinc, uranium, and mercury. Mineral-based industrial development 
from oil, coal, gas, iron ore, and others holds out considerable growth 
potential for Afghanistan. However, the prospects need to be studied 
carefully, and private sector involvement must be actively sought from 

 
                                                           
 
12 CSO 2003, p.107. 
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the beginning. A favorable environment for foreign private 
investment would help a great deal to exploit this potential. 

 
Trans-Afghanistan Gas Pipeline Project (TAPI) 

 
In January 1998, the Taliban signed an agreement that would allow the 
implementation of a proposed 890-mile, $2-billion, 2-billion cf/d 
natural gas pipeline project led by Unocal. Unocal subsequently 
estimated that construction on the line, which would transport gas 
from Turkmenistan’s 45-tcf Dauletabad gas field to Pakistan, would 
begin in late 1998. The proposed $2-billion pipeline tentatively was to 
run from Dauletabad, through south Herat and Kandahar in 
Afghanistan, and on to Quetta in Pakistan. The line would then link 
with Pakistan’s gas grid at Sui. Gas shipments had been projected to 
start at 700 mmcf/d in 1999 and to rise to 1.4 bcf/d or higher by 
2002. In March 1998, however, Unocal announced a delay in finalizing 
project details due to Afghanistan’s continuing civil war. In June 1998, 
Gazprom announced that it was relinquishing its 10 percent stake in 
the gas pipeline project consortium (known as the Central Asian Gas 
Pipeline Ltd., or Centgas), which had been formed in August 1996. 
Unocal and Saudi Arabia’s Delta Oil held a combined 85 percent stake 
in the consortium, while Turkmenrusgas owned 5 percent. Other 
participants in the project included Hyundai Engineering & 
Construction Company of Korea, Itochu Corporation of Japan, and 
Indonesia Petroleum Ltd. 

In August 1998, Unocal announced that it was suspending its 
role in the gas pipeline project in light of the U.S. military action in 
Afghanistan that year, and also due to intensified fighting between the 
Taliban and opposition groups. It has stressed that the gas pipeline 
will not proceed until an internationally recognized government is in 
place. In April 1999, Pakistan, Turkmenistan and Afghanistan agreed 
to reactivate the gas pipeline project, and to ask the Centgas 
consortium, now led by Saudi Arabia’s Delta Oil, to proceed. As of 
mid-2000, discussions were continuing among India, Pakistan, Iran, 
Turkmenistan, and Afghanistan. The uncertain security situation in 
Afghanistan appears to have prevented any concrete progress. This is 
the historical background of the ADB–financed technical assistance 
for a feasibility study of the gas pipeline that has re-surfaced under the 
new internationally recognized transitional government.  
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Construction 
 

The construction and public works sector has expanded substantially 
since the end of war in December 2001. During the Taliban years, 
construction activities such as dams, roads, irrigation, were minimal. 
The effort by donors to assist Afghanistan’s reconstruction and new 
investments by public and private sectors led to the construction 
boom of 2002. Overall construction output, particularly in Kabul City, 
increased by 150 percent that year. This is due to the high demand for 
housing and shops in urban areas and the large influx of returnees in 
rural areas.13 

 
Wholesale and Retail Trade 

 
In 2002, 253 new enterprises were registered. The development of the 
wholesale and retail trade faces particular difficulties due to the 
insufficient training of business people, inadequate legislation, 
weakness in distribution networks and geographical disadvantage of 
the landlocked status of the country.14 
 
Transportation Service 
 
Afghanistan’s transport system is dominated by land transport. In the 
one year from 2001 to 2002, the total number of cars registered rose 
from 49,000 to 71,000, an increase of 45 percent. By far, private cars 
and taxis showed the greatest increase. The number of registered 
lorries also increased substantially from 29,000 to 51,000 and that of 
buses from 15,000 to 29,000.15 

 
Telecommunications 
 
Telecommunications have been strongly developing since the end of 
the war. The number of telephone subscribers has increased 
substantially from 35,000 in 2001 to 154,000 in 2002, a more than 
threefold rise. In particular, mobile phones have significantly grown 
since early 2002, reaching 150,000 units.16 

While the country is still underserved by telecommunications 
services, it will be able to take off quickly if a policy framework is put 

 
                                                           
 
13 CSO 2003, p.107. 
14 CSO 2003, p.127. 
15 CSO 2003, p.127. 
16 CSO 2003, p.127. 
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in place. In 1999, one in every 625 Afghans had a telephone.17 With 
the active participation of the private sector in capacity creation and 
service delivery, the coverage figure could be raised to one telephone 
per 10. The regulatory and contractual framework should promote 
competition. Sector reform is therefore a priority, and technical 
assistance will be required. Both investment and policy support are 
needed in the broadcasting sector. In September 2003, a $3 million 
grant telecommunications investment project was provided from the 
Afghanistan Reconstruction Trust Fund.    

Telecommunications is an area in which private investment is 
expected to play a lead role for reconstruction. The border town of 
Hayratan was connected immediately after the conflict ended and 
work began to repair power lines to Mazar-i-Sharif, where a joint 
venture between a U.S. firm, Telephone Systems International, and 
the Ministry of Communications, announced the launch of mobile 
GSM services. A mobile phone service was also launched in Herat in 
August 2002 and there are plans to expand it to Kandahar and 
Jalalabad.18 In 2002, private sector investment in telecommunications 
was 50 percent higher than public sector investment. The Ministry of 
Telecommunications expects that private investment will have reached 
up to $95 million by the end of 2003, and in the next few years, 
perhaps as much as $300 million. 
 
Physical Infrastructure  
 
Water Supply and Sanitation 
 
Currently there are no public or private running water enterprises in 
Afghanistan. Most of the water sources in urban areas are 
groundwater, and in rural areas, rivers, springs and groundwater. Safe 
drinking water and sanitation facilities have important implications for 
the health and productivity of the population, and thereby for 
economic growth. The quality of water and sanitation services in both 
rural and urban areas needs to be upgraded. With no investments in 
the sector, the coverage of safe water and sanitation declined steadily 
over the past 20 years. It is estimated that about a fifth to a quarter of 
the urban population had access to water and sanitation, respectively, 
in 1999, down from 40 percent the previous year.19  

 
                                                           
 
17 Telecommunications Minister Massoum Stanekzai, quoted in a news release, September 4, 2003. 
18 Economist Intelligence Unit, Afghanistan 2002. 
19 Data taken from World Bank. 2001. Little Data Book. Afghanistan Table. Washington, D.C. 
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Outside Kabul, many provincial and secondary towns and most 
rural areas have no networked services. Government capacity is weak 
and, therefore, NGOs and other aid agencies play an important role in 
the provision of safe water and sanitation services. A combination of 
government, private sector, NGOs, and households will have to 
devise optimal modalities for the provision of safe drinking water and 
sanitation to the Afghan population, especially in remote rural areas. 

 
Transport 
 
Road transport plays a major role in delivering humanitarian aid, 
facilitates the return of refugees and necessary imports, and is vital for 
the economic recovery of the country. However, more than two 
decades of conflict combined with continued lack of maintenance has 
resulted in damage to the road infrastructure including critical 
structures and bridges and the 2.8 km Salang Tunnel, which provides 
vital access to the northern parts of the country.  Overall, the road 
network has been rendered only partly usable, and that too at a 
significant transportation cost. 

The road network (Table A4.5) comprises about 6,000 
kilometers of national roads of which 3,300 km are primary highways 
including 2,400 km of roads that were originally paved. The national 
primary road network largely consists of the ring road (Herat-
Kandahar-Kabul-Mazaresharif-Shibergan-Maimana-Herat) and the six 
international links20 to neighboring countries. The 615-km Shibergan-
Herat section of the ring road is only partly constructed and is 
generally unpaved. The remaining network comprising 2,700 km of 
secondary national roads and 15,000 km of provincial roads is either 
gravel or earthen. The coverage and condition details of tertiary road 
network consisting of village access roads are not known,21 except that 
these roads are all unpaved. Though the road density of 0.03 km of 
road per square km and 0.88 km per thousand people is far lower than 
most developing countries, the road network touches all the major 
population centers and reaches remote areas to a certain extent.  The 
recorded traffic during the pre-conflict period on the primary network 
varied between 250-1,000 vehicles per day. Field visits during the 
needs assessment in early 2002 have confirmed that the traffic levels 
were improving and in some cases exceeding these figures.  

 
 
                                                           
 
20 The international links are to Iran (1), Pakistan (2), Tajikistan (1), Turkmenistan (1) and Uzbekistan (1).  
21 According to rough estimates this is about 15,000 to 20,000 km. 
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Table A4.5: Major Road Network 
 

Road Classification Length (km) 
National Primary  3,280 
National Secondary  2,785 
Sub-total  6,065 
  
Province Primary  8,882 
Province Secondary  6,043 
Sub-total  14,925 
  
Total  20,990 

 
Source:  ADB, UNDP and World Bank, August 20002b. 

 
Given Afghanistan’s large mountainous region, civil aviation is 

relied upon for the supply of much-needed goods to remote 
communities. The prolonged state of conflict has resulted in a large-
scale deterioration of the civil aviation infrastructure and a depletion 
of skilled manpower. In addition to a lack of maintenance, the 
deterioration was further accelerated by the heavy damage inflicted 
during the recent military operations. A major effort is needed to 
bring the civil aviation infrastructure into compliance with 
international civil aviation standards and practices. The deterioration 
in infrastructure has led to inadequate capacity by the air traffic 
services to provide air traffic control to the Afghan airspace. 

 
Transport – policy issues 

 
The transitional government has declared that the reconstruction and 
rehabilitation of the road system, especially national roads, is the 
country’s top priority in reconstruction. Improved roads will not only 
facilitate the physical and political integration of Afghanistan but also 
help unify its significant informal trade and formal international trade.  
Rebuilding the road network is also critical in facilitating humanitarian 
and development assistance. The reconstruction and rehabilitation 
work will be labor intensive, providing much-needed employment and 
income generation. It will contribute to social stability, by engaging 
among others refugees and ex-combatants. Production and trade and 
commerce will be promoted, thereby expediting economic recovery 
and growth. A strengthened transport system will serve regional 
interests, with the possibility of reestablishing Afghanistan as a trade 
hub. Substantial investment will be required to rehabilitate and 
improve the road network and to pursue a regional approach. To 
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ensure the effective use of investment resources and to improve the 
efficiency of the sector, policy and institutional reforms are essential. 
These should include restructuring the transport sector, promoting 
market-based competition, introducing privatization and 
commercialization, improving governance, and encouraging 
beneficiary participation and cost recovery. The Ministry of Public 
Works (MPW) must draw on international experience in engaging the 
private sector in road construction, maintenance, and management. 
Toward these ends, government-led investments as well as capacity 
building activities supported by donor finance have started since late 
2002. ADB provided assistance to institutional capacity building in the 
transport sector in the form of technical assistance and policy 
conditions22 as well as road investments for the Kandahar-Spin Boldak 
section (as a grant project).  

The infrastructure investments are constrained, however, by the 
security situation as well as normally time-consuming investment 
planning and technical detailing, especially for large-scale projects. 
According to an IRIN report on May 19, 2003, seven months after the 
launch of the US/Japan/Saudi Arabia-supported $250 million Kabul-
Kandahar-Herat (KKH) road project, the project has given work to 
just 100 people and only 2 percent of the work has been completed. 
The Afghan Reconstruction Company (ARC), a subcontractor to 
Louis Berger, said it will have completed the next leg of the project, a 
stretch of 50 km, by the end of 2003, but adds that ARC does not 
know who will take on the next part of the road. As matters stand, 
after the tarmac runs out in Durani, about 40 km south of Kabul, 
travelers have to proceed for another 450 km on a badly potholed 
road to reach Kandahar, and then yet another 700 km to reach Herat. 
Furthermore, the cost of the road rehabilitation escalated from $80 
million to $282 million in recent years primarily due to the need to 
complete this highly visible project by the end of 2003.  

The Kandahar-Spin-Boldak road rehabilitation project, which is 
being financed by ADB and others, is also in a constrained state of 
progress. The biggest challenge for the project to be completed any 
time near 2003, besides security concerns in the project area, will be 
the reconstruction of two bridges in Afghanistan of 320 and 190 
meters. 

A number of Afghan road contractors, transporters and 
equipment suppliers have relocated to neighboring Pakistan and Iran 

 
                                                           
 
22 As part of the conditions associated with the Postconflict Multisector Program Loan, the first tranche of which was 

disbursed in December 2002. 
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over the past decade as a consequence of the prolonged state of 
conflict, and they continue to pursue their respective business 
activities there. There are some 24 small Afghan road construction 
contractors23 operating in these two countries, who are now keen to 
return to Afghanistan in view of the potential for major development 
activities.  However, their equipment capabilities are limited, and they 
will require access to financing and capacity building in contract 
management to gradually take up major road construction contracts 
directly.  Since the beginning of 2002, several of these contractors 
have returned and established offices in Afghanistan in anticipation of 
upcoming development activities. 

 
Energy 

 
The energy sector is underdeveloped and much of the available 
capacity has been destroyed. Sales of electricity and natural gas have 
plummeted. Gas production is now minimal. Afghanistan’s proven 
and probable gas reserve was placed at five trillion cubic feet in the 
1970s.24 From a peak of 275 million cubic feet per day (Mmcf/d) in 
the 1970s, output gradually declined to 220 Mmcf/d in the 1980s due 
to declining reserves from producing fields. In the late 1970s, 
Afghanistan exported 70-90 percent of its natural gas output to the 
Soviet Union, but these exports were discontinued in the late 1980s. 
The gas infrastructure needs to be rehabilitated and upgraded, 
including wells in the Shebarghan area25 and a pipeline to Mazar-i-
Sharif. A new pipeline to Kabul also needs to be constructed. This is a 
sector with very high potential  for the future growth of the Afghan 
economy. Afghanistan is also strategically located as a transit route for 
oil and gas export pipelines from central Asia to India and the Arabian 
Sea.   

In the power sector, the current peak demand of 130 megawatts 
(MW) for electricity in Kabul is largely unmet, as was the 1996 
demand of 250 MW. War damage, looting, and a lack of spare parts 
and maintenance have seriously hampered power production and 
distribution. A lack of funds makes it difficult to procure supplies. It is 
estimated that power-generating capacity declined from 377 MW in 
the early 1990s to about 240 MW today. The capacity is old and 

 
                                                           
 
23 With an average annual turnover of about $1 million each, these contractors are mostly working as subcontractors 

for civil work activities related to earthworks, aggregate and equipment supply, and some base course and sub-
base course works. 

24 U.S. Department of Energy/Energy Information Administration, September 2001. 
25 The Jorqaduk, Khowaja Gogerak, and Yatimtaq gas fields are all located within 20 miles of Sheberghan. 
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requires urgent upgrading. Hydroelectric dams are important sources 
of power supply. Drought related water shortages have affected the 
power supply in recent years, including in the main plants at Naghlu 
and Sarobi. Important dams include the Kajakai Dam located in 
Helmand province near Kandahar (49.5 MW), Mahipar Dam (66 
MW), and Breshna-Kot Dam in Nangarhar provinces near Jalalabad, 
and the Dahla Dam in Kandahar province. In addition there is the 
small gas-fired Mazar-i-Sharif power plant (35 MW). Kabul is fed by 
three hydroelectric power stations, whose output has been 
downgraded to about 80 MW from a total nameplate rating of 188 
MW, because the Kabul River, on which they are sited is fed mainly 
by melting snow, and the reservoir flow has to be carefully rationed 
every day. Kabul also has two gas turbine stations, one of 44 MW 
capacity which is no longer economic to run, and the second of 45 
MW, which is too expensive for the Ministry of Water and Power 
(MWP) to run. Transmission lines from Turkmenistan supply power 
to cities in northwestern Afghanistan including Herat and Andkhov. 
They remain an important power supply for the region. Mazar-i-Sharif 
imported power from Uzbekistan but a payment problem in 1999 
interrupted this power supply. This option has to be explored again.  

Currently, it is estimated that only around 6 percent of the 
population have access to electricity, with the rest using diesel, 
firewood, or manure for cooking and heating. In late August 2002, 
Uzbekistan resumed electricity exports to northern Afghanistan 
(supplies were cut after the Taliban did not pay its bills). The move 
occurred after the Minister for Water and Power, Mohammad Shaker 
Kargar, visited Uzbekistan and transferred funds.26 This was necessary 
to quickly start filling the demand-supply gap. In the medium run, 
domestic generation capacity must be restored.  

 
Energy – policy issues 

 
Under the 1964 Electricity Act, the MWP is responsible for the 

electricity sector, and is also responsible for the development of new 
and renewable energy. It has about 6,600 staff positions; most of 
which were occupied 20 or so years ago. About 4,000 employees have 
recently reported back for duty. The Da Afghanistan Bresha Moassese 
(DABM) is an enterprise under MWP that is responsible for the 
generation, transmission, distribution, and sale of electricity. A serious 
lack of experienced professional staff in various fields and poor 
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conditions of the offices and workshops prevent MWP/DABM from 
making any progress in the reconstruction and rehabilitation of the 
electricity sector. MOWP must also be given support in devising 
policies and strategies for sector development, efficient institutional 
management, and human resource development.  

To facilitate the growth of the natural gas and electricity sub-
sectors, state enterprises must be made more efficient in preparation 
for the transition to greater involvement by the private sector. The 
policy and regulatory functions of the concerned ministries must be 
separated, so as to minimize conflicts of interest. The legal and 
regulatory framework will have to be reviewed and revised, and gaps 
in the framework filled. Greater attention must be paid to cost 
recovery. Necessary reforms must be undertaken to promote energy 
trade. ADB also provided assistance for capacity building in this area 
as part of the conditions associated with the Postconflict Multisector 
Program Loan. 

 
Human Infrastructure 

 
Education 
 
The Afghan education system has been undermined by the prolonged 
war and conflicts,  widespread physical destruction, restructuring 
under the Communist regimes and the system’s use as a political and 
religious pawn by succeeding governments. Despite an almost total 
lack of resources and teacher salary arrears of several months, 
thousands of Afghan teachers and students have registered for classes. 
The most informed estimates indicate that the country’s education 
indicators are among the worst in the world, with girls and rural 
populations being particularly disadvantaged. An estimated 80 percent 
of school buildings at all levels have been damaged or destroyed, as 
well as all but two of the teacher training colleges, which are still 
partially functioning. Most of the vocational-technical facilities have 
been damaged or destroyed. A large number of qualified teachers have 
fled the country, taken jobs outside of education, worked in refugee 
camps, or been killed.27 

Demand for education is surging in the post-conflict period. In 
2002, out of about 4 million children aged 7-12, a total of about 3 
million were enrolled in some form of learning space (with informal 
space representing 73 percent of gross enrollment), a substantial 
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increase from only 15 percent enrollment during the Taliban years. 
Girls made up about 30 percent of the total pupils enrolled. Gender 
parity in numbers is achieved in none of the provinces with the 
exception of Kabul City, where girls made up 45 percent of the 
student population. The number of teachers is 74,602, of which 27 
percent are female. Kabul City is the only province where female 
teachers outnumber male teachers, with a 65:35 ratio.28  

Approximately 50 percent of children enrolled in schools are in 
grade 1, due to the massive return of children to schools after a gap of 
many years, resulting in large classes of mixed age composition in 
grade 1. Of all school-going children, 92 percent are enrolled at the 
primary, and only 8 percent at the secondary level.29 

While the challenge of meeting this demand by traditional 
school-age students is daunting, these children represent only a part of 
the complex educational equation. The lack of opportunities for 
education and the disruption caused by war, migration, and economic 
hardship have created an entire generation with limited or disrupted 
education. The last cohort of students who graduated from high 
school in a year without war and civil strife are now over forty years 
old. The number of children, youth, and young adults whose 
education was disrupted, or never begun, since 1990 can be 
conservatively estimated at 8-9 million. While the majority has had 
little or no education, perhaps two million started, but never 
completed, primary school and secondary school. Some of them need 
and want to complete their primary schooling, while others need to 
complete secondary school to be eligible for desired jobs. Some may 
want to enter university, or attend vocational training to obtain a 
certificate and a job. The oldest of the post-1990 students are now 
almost 30 years old and the youngest are still children. The number of 
people in their thirties, whose education was interrupted by the jihad in 
the 1980s, is quite large. The range of educational needs of these 
groups is enormous. 

Within these groups, there are further subdivisions of children, 
youth, and adults with special circumstances and special needs. 
Integrating former soldiers into the economy and civilian life through 
vocational and skills training is a high priority for stabilizing the nation 
and protecting the peace. Demobilized child soldiers and youth are 
particularly difficult to reintegrate into the formal schooling system. 
But without educational and job training programs and economic 

 
                                                           
 
28 CSO 2003, p.39. 
29 Manning, Tully, Wilder and Evans (March 2003) 
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opportunities, former combatants are highly likely to return to warlord 
armies – or to turn to banditry. The potential numbers of this group is 
unknown, but, as an example, an estimate of 25,000 to 30,000 ex-child 
soldiers in Kandahar alone gives an indication of the potential scale of 
the problem. Other hard-to-reach groups include war widows, 
orphans, women and girls, children with disabilities (some caused by 
the war), street children, nomadic groups, and many others, with the 
total number of affected people in the millions. All of these groups 
require educational services tailored to their particular needs to ensure 
access. 

 
Education – policy issues 

 
The challenge of expanding the education system to meet the needs of 
the diverse underserved population is highly complex. In order to 
substantively meet the educational needs of the population, Afghans 
must greatly expand the education infrastructure and seek innovative 
and cost effective mechanisms for delivering a broad spectrum of 
formal and informal education services. In order to achieve an 85 
percent net enrollment rate (NER) in primary education within 10 
years, an additional 43,500 teachers will be needed and an additional 
13,851 schools will need to be constructed (assuming six classrooms 
in each school). On an annual basis, this means recruiting and training 
4,350 new teachers each year and building 1,385 new schools. If a 
traditional structure were to be used to meet the education needs of 
the “lost generation” of Afghans aged 12-30, whose education was 
interrupted or never started, additional 40,000 teachers might be 
needed. This scale of educational infrastructure is comparable to what 
is found in countries of similar population, but is far beyond anything 
achieved, or attempted, in the history of Afghanistan. 

A first priority is to build up the capacity of MOE, regions, 
provinces, districts and schools. To do so requires addressing the 
problem of salaries, as well as rehiring and recruiting staff on a 
selective basis. Starting from MOE, this cascade should reach schools 
to allow minimal training before the following school year 
commences. Care must be taken to (i) involve local levels in the 
recruitment process, (ii) use a transparent and merit-based procedure, 
(iii) address problems of lack of staff for particular places, and (iv) give 
priority to the education of girls and other underserved populations. 
Multiple delivery modes using flexible learning spaces and existing 
curricula such as the Afghan Basic Competency Learning Package 
should be used. To expand the education system will also require non-
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salary budget support for textbooks and school materials that need to 
be made available in time. 

To rebuild the education system and in particular improve the 
quality of education and learning outcome will require an education 
policy for the education sector, based on a vision that is homegrown, 
reflecting the social diversity and priorities of the regions. The new 
education system also needs to address the limitations of the public 
system in terms of capacity constraints on reaching all populations, 
and to identify a role for NGOs and the private sector in improving 
access and quality in the sector. Within the public sector, there is a 
need to streamline the bureaucracy and devolve responsibilities and 
authorities to lower levels to avoid a heavily centralized system. There 
is also a need to adopt locally appropriate teaching and learning 
strategies and train teachers to develop a more child-centered 
education system. 

 
Health 
 
The health status of the Afghan population is one of the worst in the 
world, with average life expectancy at 44, a large proportion of deaths 
from preventable communicable diseases,30 and a high incidence of 
child malnutrition.31 The infant mortality rate has increased to 250 per 
1,000 births, and child mortality may be double this level in the most 
heavily affected areas due to malnutrition in half of all children below 
the age of five years. The maternal mortality rate is estimated to be 
from 820 to 1,700 per 100,000 live births. The total fertility  per 
woman remains high at about 6.8 children, as modern birth spacing 
methods are not available. The contraceptive prevalence rate is only 2 
percent. Immunization coverage is about 40 percent. Polio coverage is 
much better: more than 80 percent of households were reached during 
national immunization days.  

The disadvantaged status of women in Afghan society is said to 
have contributed to their own poor health and that of their families.32 
The situation is exacerbated by environmental (community and social) 
factors such as physical insecurity, the home delivery of babies, mines, 

 
                                                           
 
30 Among children, 60% of deaths are attributable to diarrhea, acute respiratory infections and vaccine-preventable 

diseases; among adults, 15,000 deaths occur annually due to tuberculosis. These figures were quoted in the aide 
memoire of a recent joint health, nutrition, and population mission to Afghanistan (Source: UNICEF). 

31 According to the joint health sector mission, recent studies have found that about 50% of children suffer from 
chronic malnutrition (i.e., <2 standard deviations in height for age, i.e., stunting) and 10% are acutely malnourished 
(<2 standard deviations in weight for height, i.e., wasting).  

32 The joint mission relates this to women’s lack of social mobility, low allocation of family resources to their health, 
early marriage, and their spending long hours in poorly ventilated areas of the house.  



Appendix 4 

 179

unexploded ordnance, limited access to potable water, and wood and 
kerosene fires inside home. Overcrowded and unventilated living 
space lead to the spread of respiratory tract infections. In addition, 
two decades of war and killings have left the population traumatized, 
with a significant proportion (anywhere between 20 percent and 80 
percent) showing symptoms of mental disorders, especially post-
traumatic stress disorder. This is reflected, among other things, in 
increased anxiety, irritability, family tensions, indifference to 
surroundings, sleeplessness, epilepsy, suicidal tendency, forgetfulness, 
and the inability to concentrate. Both children and adults are affected. 

The Ministry of Public Health heads a public health system 
consisting of 26 national and regional hospitals, 31 provincial 
hospitals, 40 district hospitals, 257 basic health centers, 127 sub-
centers, 360 health posts and 33 polyclinics (WHO, 2001).33 Of a total 
of 8,100 hospital beds, half are in Kabul. However, the Afghanistan 
National Health Resources Assessment survey carried out in June-
September 2002 sets out a somber picture of service delivery and in 
particular child health: 

 
- 70 percent of existing primary care clinics are unable to provide 

even basic mother and child services; 
- 90 percent of hospitals do not have the complete equipment to 

perform C-sections; 
- 40 percent of all basic health facilities do not have female staff; 
- More than 25 percent of children die before age 5; 
- 40 percent of child deaths are due to the preventable causes of 

diarrhea and acute respiratory infections. 
 
Health finance by the government is only about US$1 per capita 

per year, one of the lowest in the world. Furthermore, a combination 
of the high cost and low quality of health care represents a great 
constraint on the utilization of health care. For example, patients had 
to pay on average about Af40 (US$0.8) per visit at health centers or 
clinics, yet many essential drugs were not available in these health 
centers – 80 percent of them reported stock deficiencies. Access to 
reproductive health is extremely limited. More than 70 percent of 
deliveries are at home. Only about 20 percent of at-risk pregnancies 
are referred to hospitals, and even there, skills are limited: more than 

 
                                                           
 
33 Most district hospitals in Afghanistan are comparable to health centers in many other countries, while provincial 

hospitals are comparable to the WHO standard district hospital.    
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60 percent are unable to treat eclampsia and more than 50 percent are 
unable to deal with post-partum haemorrhage.34 

There are notable regional disparities. There was only one doctor 
per 100,000 people in Bamyan province, compared to one per 1,000 
people in Kabul. In 1998, the number of midwives was seven times 
lower in southern, southeastern and northeastern regions than in the 
central and eastern regions. There are only about 200 private clinics 
and 2,600 private pharmacies in the whole country. There are also an 
unknown number of unlicensed drug shops and practitioners 
providing access to medicines.  There is a strong urban bias in the 
availability of health services with for example 25 percent of all 
doctors in Kabul serving 7 percent of the population. Health services 
are also unevenly distributed across regions. About 80 percent live in 
31,400 major villages with on average 650 people. The population 
density in rural areas is low (about 25 persons per square kilometer). 
There are 97 hospitals and 420 health centers for a population of 
about 25 million people. About 90 of the country’s 344 districts have 
no district hospital, and about two-third of the population have no 
access to modern health services, requiring an additional 900 health 
centers.  The health system in Afghanistan was relatively well 
developed before the war. It was centered around medical services 
provided by public hospitals and health centers. Preventive and 
community-based services were underdeveloped. A large part of the 
infrastructure has been destroyed by the war. The drug supply system 
is very inadequate and many facilities have very little equipment.35 

 
Health – policy issues 
 
According to the Afghanistan National Development Framework 
(NDF, April 2002), there is an immediate need to implement an 
essential package of services and rehabilitate infrastructure. An 
important goal is to reduce infant and child mortality by half over the 
next two years, using well-understood interventions. The Ministry of 
Public Health (MOPH) has a good draft health policy in place, which 
the donors fully endorse. Given the country’s health needs and deep 
poverty, MOPH wants the whole population to have access to a basic 
package of health services that is highly cost-effective and can be 
delivered efficiently. This will include post-conflict measures for 
micronutrient deficiencies, leishmaniasis, and post-traumatic stress 

 
                                                           
 
34 CSO 2003, p.59. 
35 ADB, UNDP and World Bank, January 2002. 
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disorder. A coordinating mechanism between the Ministry of Public 
Health (MOPH), NGOs and donors is being established. These 
groups are finalizing the basic package of interventions and targets. 
While MOPH’s capacity is limited, NGOs and donors are providing 
support. It will take about a year to develop the partnership approach 
into a nationwide program. 

Management of health facilities will be handed over to 
communities to the greatest extent possible. Health staff and 
community-based health workers will provide a basic package of 
health and nutrition services and education, dealing with common 
infectious diseases, preparation of immunization campaigns, treatment 
of minor ailments and stress disorders, and reproductive health. The 
drug supply system will be improved, based on the provision of a 
standard drug kit and a drug revolving fund, partly generating 
incentives for health workers. A set of core and supplementary 
indicators are under review. 

MOPH’s capacity and resources are limited and need to be 
rebuilt. Even if reconstruction is successful, MOPH will be 
constrained in operating its network of health facilities, many of which 
are in remote locations and governed by tribal chiefs. During the past 
years, government health facilities have mainly depended on NGO 
support, including for initial investment in buildings and equipment, 
staff incentives and some supplementary drug supply. NGOs support 
about two-thirds of public health facilities. However, this support has 
been fragmented, selective (based on external priorities), and 
inadequate to cover people’s basic health care needs. Drugs are usually 
in short supply. Communities rely on medication from private shops, 
often owned by government staff. MOPH does not have the 
resources or personnel to restore services and provide the necessary 
human, technical and equipment support for effective health care 
delivery. This will likely be the case for a long time unless substantial 
external assistance is forthcoming. UN agencies and the NGO 
community have made important contributions in providing health 
services to limited segments of the population in selected areas with 
external funding. A joint UNDP and World Bank Conference noted 
that personnel were often inadequately trained, reportedly leading to 
some problem with the use of drugs, IV fluids and other items.36 Their 
job was also made difficult with the war and the breakdown of the 
security and transport network, which made health facilities 

 
                                                           
 
36 Health Services Delivery in Afghanistan: Present and Future Perspectives, a conference jointly organized by 

UNDP and the World Bank, Islamabad, 14 June 2000. 
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inaccessible. More nurses, mid-level staff and midwives are needed. 
Other specific requirements of the health sector include refresher 
training for health sector personnel, planning for a decentralized 
system of health service delivery, provision of basic health service 
package, provision of equipment to health centers, and training of key 
personnel in health system administration, planning and financing. 
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Appendix 5 
 

Existing Tax Regime 
(as of August 2003) 

 

Tax Rate Taxable base Remarks 

 
Corporate income 
tax (CIT) 

 
Flat rate of 20 percent 

 
Net profits of 
corporations and limited 
liability companies1/ 

 
• Most expenses incurred to derive gross income are deductible. 
• Firms are allowed to deduct losses incurred in previous years. 
• The CIT is mostly collected in the form of withholding taxes on 

imports and exports creditable against the income tax (see below). 
 

Personal income tax 
(PIT) 

Progressive schedule comprising 
21 brackets, with rates varying from 
4 to 60 percent 

Income of employees 
(salaries and wages) and 
profits of noncorporate 
entities 

• The basis for taxation is Afghan citizenship. The tax is imposed on 
the worldwide income of Afghan citizens wherever they live. 

• The wage PIT which used to be collected on government and 
private sector employees (wage withholding tax) seems to have 
disappeared at the beginning of the 1990s. Most of the PIT is now 
collected in the form of fixed presumptive taxes levied on 
individuals (see below). 

Business receipts tax 
(BRT) 

Two rates: 
• 2 percent: gross receipts of legal 

persons engaged in domestic 
business 

• 2½ percent: receipts of legal 
persons engaged in import and/or 
export operations 

Gross receipts (before 
any deductions) of 
corporations and limited 
liability companies 
 

• The BRT comes in addition to the CIT on taxable profits. 
• The BRT must be paid within 6 months of the end of the fiscal 

year, irrespective of whether the business makes a profit or a loss. 
• Imports are not taxed under the BRT but exports are. 
• The BRT raises greater revenue than the CIT. 

Fixed withholding 
taxes on imports and 
exports (creditable 
against the income 
tax) 

• Imports: 4 percent for licensed 
importers and 3 percent for 
unlicensed importers2/ 

• Exports: 4 percent for licensed 
exporters and 2 percent for 
unlicensed exporters3/ 

• Unincorporated 
exporters or 
importers4/ 

• The tax is based on 
the duty-paid cost of 
imports/exports 

 

(contined next page)
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Tax Rate Taxable base Remarks 
 

Presumptive taxes in 
lieu of the income 
tax 

 

• Retailers: based on a 170 category 
classification of businesses. Taxation 
depends on the types of goods sold, the 
size and location of businesses. 

• Limited list of specific businesses (for 
example, cinemas, theaters, mills). 
10 percent on estimated turnover 

• Transportation businesses (taxis, buses, 
etc.). Lump sum depending on the type, 
size, and characteristics of the vehicles 
used 

• Government contractors. From 1 to 8 
percent of the price of the goods and 
services purchased by the government 

 

Estimated gross 
receipts of 
corporations and 
limited liability 
companies (except 
for importers and 
exporters) 

 

The major reasons for using presumptive taxation in lieu of income 
tax are simplification, reducing compliance costs for the taxpayer 
and the tax administration, and combating tax evasion.5/  

Import duties 25 tariff bands with rates ranging from 
7 percent to 150 percent allocated across 
888 tariff headings 

C.i.f. in afghani 
value, using an 
exchange rate of 
Af 4.5 per US dollar 

• Customs tariffs currently in use were introduced in 2000. 
• Imports of petroleum, diesel and kerosene for transportation 

purposes are exempt from duty. 
• The exchange rate used for valuation purpose is well below the 

open market rate (approximately Af 38–40 per US dollar). 

Fees and charges • Chamber of Commerce license and 
valuation of imports/exports: 
2.5 percent 

• Red Crescent fee: 2.5 percent 
• Ministry of Commerce’s permit fees 

(e.g., cars $200 to $400, cigarettes 
$2.5 per case) 

For the Chamber of 
Commerce and the 
Red Crescent: c.i.f. 
invoice value of 
exports or imports 

In addition to customs duties, there are numerous fees, charges, and 
other taxes levied on imports and exports that add significantly to 
the cost of international trade. 

 

1/ A type of partnership. 
2/ For unlicensed importers, this tax is not creditable against the income tax. 
3/ For unlicensed exporters, this tax is not creditable against the income tax. 
4/ If they are incorporated, they only pay the CIT. 
5/.In a presumptive tax, the concept of income tax base is replaced by indicators that are more easy to measure. 
Source: IMF (Sep 2003), pp.94-95.
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Appendix 6 
 

Donor Coordination in Economic Management 
(The table benefited from and builds upon the information provided by IMF staff in mid 2002.) 

 
Institution Building and Reform Agenda Dates/Timing Provider 

1 Payments System      
1.1Support for the immediate operationalization of the 

payments system in Kabul 
Preparation of a master plan and developing of a 
national payments system 

Oct 02 / Oct 03 - USAID (international consulting firm)
 
- ADB technical assistance 
  

2 Customs Reform     
2.1Customs policy 

Review customs law and regulations to 
- revise exchange rate for customs valuation; 
- streamline customs tariffs; 
- introduce customs tariffs on petroleum products 

imports. 

Aug 02 / Aug 03 - DFID (resident experts)  
- USAID (1 short-term mission in Aug 

02)  
- IMF (short-term missions) 

2.2Customs administration 
- ensure availability of updated customs regulations 

in all customs offices; 
- establish model customs offices in Kabul, 

Jalalabad, and Torkham and gradually expand 
these pilots to all customs houses; 

- develop a statistics database for trade information;
- create a fraud investigation function in the customs 

department; 
- provide training to customs staff and establish a 

central training facility in MOF; 
-  provide basic infrastructure (including 5 

computers) for effective operation of the customs 
service. 

Aug 02 / Aug 05 - DFID (resident experts)  
- Possible future EU participation 
- GTZ (purchase of equipment and 

rehabilitation of training customs 
center)  

- IMF (short-term missions) 
- ADB (MOF advisor, Sep 02 - Mar 04)

3 Tax Reform    
3.1Tax policy  

Amend tax legislation and regulations to 
- impose the criterion of residence as the basis of the 

individual income tax;   
- extend the loss carryover period;  
- establish wage withholdings on higher-income 

employees; 
- expand the business receipt tax to cover services 

provided to higher-income employees; 
- liberalize depreciation allowances to provide 

incentives for investment; 
- introduce excises on tobacco, petroleum products, 

and (possibly) automobiles; 
- create a broad-based consumption tax; 
- define a fiscal regime for petroleum and mining 

sectors as well as any transit pipelines. 

Oct 02 / Oct 05 - USAID (resident experts)   
- IMF (short-term missions)  
- ADB (MOF advisor, Sep 02 - Mar 04)

4 Public Expenditure Management Reform    
4.1Budget preparation  

- assist MOF in the preparing the current and 
development budgets;  

- improve the budget preparation process in MOF 
and  line ministries; 

- introduce GFS-consistent economic and functional 
classifications; 

- introduce a simple medium-term expenditure 
framework (medium-term). 

Jan 02 - continuing - World Bank (resident experts)  
- US Treasury (resident expert) 
- USAID (international consulting firm) 
- ADB (MOF advisor, Sep 02 - Mar 04) 
- IMF (short-term missions & resident 

expert for expenditure classification)  
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Institution Building and Reform Agenda Dates/Timing Provider 
4.2Budget execution and Treasury functions 

- reestablish basic accounting functions at the center 
and in provincial treasury offices; 

- develop a centralized reporting system to prepare 
monthly, quarterly, and annual consolidated 
financial statements (center + provinces); 

- ensure full reconciliation between budget 
execution data and central bank's accounts; 

- enhance coverage of the government's treasury 
single account; 

- establish new accounting model and chart of 
accounts; 

- reintroduce expenditure controls (pre-audit and 
commitment recording/control); 

- develop an integrated financial management 
information system embracing all levels of 
government (longer term). 

Aug 02/Aug 04 - World Bank (financing for the 
services of an international private 
consulting firm) 

- IMF (short-term missions) 

4.3Audit 
- develop capacities of the Supreme Audit 

Institution (SAI). 

Aug 02/Aug 04 - World Bank (financing for the 
services of an international private 
consulting firm) 

4.4Procurement 
- restore procurement functions in MOF and line 

ministries. 

Aug 02/Aug 04 - World Bank (financing for the 
services of an international private 
consulting firm) 

5 Payroll and Civil Service Reform    
5.1Payroll preparation  

- build capacity in the central government and 
provinces to prepare ministerial and provincial 
payroll (training and basic computerization). 

Nov 02 - ADB technical assistance 
(contribution to public administration 
trust fund) 

5.2Payroll pre-audit and verification 
- develop a database of legitimately employed staff;
- establish payroll recording systems in line 

ministries and provinces; 
- train comptrollers in line ministries and provinces.

Sept 02/Sept 04 - World Bank (payroll adviser) 
- DFID (payroll database) 
- ADB technical assistance 

5.3Payroll processing 
- prepare monitoring reports in the MOF; 
- identify separately police, military, and staff 

working in government enterprises; 
- establish a specialized payroll unit in the MOF 

(longer term); 
- move towards computerization (longer term)  

Sept 02/Sept 04 - World Bank (through financial 
management and ARTF monitoring 
agents) 

5.4Payroll audit 
- introduce ex-post audit to ensure that payments are 

received by intended beneficiaries. 

Sept 02/Sept 04 - World Bank (through audit agent) 

5.5Civil service and pension reform 
- decompress  salary scale; 
- implement pension reform; 
- train comptrollers in line ministries and provinces.

Sept 02/Sept 04 - World Bank (payroll adviser) 

6 Macro-Fiscal Coordination   
 - establish macroeconomic projection and analysis 

capacities in MOF 
- assist in external debt management 

Oct 02-continuing 
 

July 03 

- US Treasury (MOF advisor) 
- ADB (MOF advisor) 
- US Treasury (short-term consultant) 
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Appendix 7 
 
Sub-national Public Administration and Finance1 
 
State administration has not completely collapsed. The basic architecture 
of the state of Afghanistan can be traced to the foundations that the 
Afghan Amir, Abdur-Rahman Khan (1880-1901), laid down. The 
Amir used military force to conquer all the territory of Afghanistan 
and initiated revenue collection from traders and farmers. He codified 
customary practices and insisted on the application of a uniform code 
of law throughout Afghanistan. He initiated a complex set of fiscal 
and administrative arrangements that bound the districts and 
provincial capitals to Kabul. In this way, the seeds of a highly 
centralized state were sown. When the 1964 Constitution was passed, 
the Afghan state’s unitary nature was fully endorsed. Despite the 
conflicts in Afghanistan since 1978, the administrative structure of the 
state has proven to be fairly resilient. More than two decades of war 
have not led to administrative collapse. The administrative 
arrangements have provided a glue that, remarkably, held many 
aspects of the state together. Indeed, old protocols are often strictly 
adhered to, despite the difficulties presented by the very poor state of 
telecommunications. Upheavals and the atomization of power in the 
country, however, have produced very uneven results. In some areas 
governmental structures have continued to function. In a few areas, 
funds, projects and appointments have been influenced by regional 
power structures. In others, a lack of resources and brain-drain has 
disabled the system.  

Centralized formal arrangements provide coherent framework. 
Below the central government, with its 29 ministries and 12 
independent bodies, there are four categories of sub-national 
administration: 

 
- 32 provinces (wolayat) 
- Approximately 326 districts (uluswali) – with each province 

containing between 5 and 20 districts 
- Provincial municipalities (sharwali wolayat) – with each province in 

principle containing one such municipality 

 
                                                           
 
1 Relies on findings and recommendations in Manning, Byrd, Wilder and Evans (March 2003) and Manning, Tully, 

Wilder and Evans (March 2003).  
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- Rural municipalities (sharwali uluswali) – with each district 
containing at most one rural municipality, but some with none. 

Although the provinces and districts are legally recognized units 
of sub-national administration, they are not intended to be 
autonomous in their policy decisions other than having some 
flexibility in implementing centrally determined programs. The 
budgetary allocations were very limited, even before the last decade of 
conflict. The room for maneuver in, say, prioritizing some health 
programs over some education programs, is very limited. However, 
there is some political autonomy at the municipality level due to some 
formal flexibility on the revenue side that is not available to the 
provinces or districts. Although all municipal tax and fee rates are set 
in Kabul, municipal revenues remain in the municipality and fund all 
municipal expenditures.  

In addition to the formal provincial and district administrative 
structures, there is some history of the use of regions or zones (hawza), 
primarily for military purposes. They have no legal standing as an 
administrative unit and, unlike provinces, have been used at times for 
administrative convenience. Formally, this zonal structure no longer 
exists, although this has not been announced and seminars and other 
sectoral activities are sometimes organized on a zonal basis. The 
tradition of inter-provincial coordination at the regional level 
continues. While they have no formal political status, some regions or 
zones have re-emerged as de facto political units. Herat is at the center 
of such a region, which includes Ghor, Badghis and Farah. This de 
facto western region is sustained by troops available to enforce order 
on a regional basis, and by an independent source of income, in the 
form of customs revenues from cross-border trade. Herat has 
reinforced and extended its authority by paying some civil servants in 
neighboring provinces. To the extent that some governors are also 
significant regional figures, they combine military and civilian 
authority in a way that was not intended by the current constitutional 
arrangements. The governors of Herat and Kandahar have no official 
military positions, but are the de facto chiefs of the armed forces not 
only of their respective provinces, but also of their neighboring 
provinces. 

The existing administrative laws are sound. The Budget Law 
provides some elements of very good practice, in particular in its 
requirement that the full costs of projects should be reflected in the 
government’s budget. Arguably, the separation between the 
development and “ordinary” budgets, rather than a more 
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straightforward distinction between recurrent and capital budgets, is 
one of the poorer features of the budget law. The Control and Audit 
Regulations makes the General Control and Inspection Department 
of the Council of Ministers the supreme audit authority for the whole 
of the government, providing external audit. A pre-audit is undertaken 
by representatives from the Ministry of Finance who must pre-
approve expenditures prior to the distribution of salaries, 
procurements and purchase of supplies, and prior to signing of any 
contracts. Most ministries have an internal audit department which 
audits and controls the affairs of the ministry in Kabul and the 
provincial departments. 

While the central government ministries and institutions are 
primary budgetary units with specific budgets determined by law, the 
provincial departments of the central government ministries are 
secondary budgetary units and thus receive allocations at the 
discretion of the primary budget unit. The net effect of this 
arrangement is that, in principle, the budgetary allocations for the 
provinces are simply the sum total of the administrative decisions that 
have been made by the various Kabul ministries concerning the 
allocations to their provincial departments. There is no concept of a 
provincial budget. Districts are tertiary budget units and as a result are 
even more dependent on administrative decisions, in that their 
budgetary allocations depend on the decisions made by the relevant 
provincial level departments of the Kabul ministries.  

Municipalities are largely self-sustaining entities with 
responsibility for providing some public services (garbage collection, 
recreation and park services) and collecting minor revenues from 
services and retail licenses. Generally, there is one provincial 
municipality on each province, and one rural municipality in each 
district. The rural municipalities are under the supervision of the 
provincial municipality, and the Ministry of Interior approves the 
budget of the provincial municipality.  

The information on provincial department allocations contain 
two elements: an organizational chart detailing all staffing positions 
and levels; and the budget allocation for the first three months of the 
fiscal year. The budget allocation is given to the provinces on two 
different forms. One is provided to the line departments with a copy 
going from the line department to the provincial Mustoufiat (Form 
B20), while the other goes directly to the Mustoufiat (Form M39). 
Both forms appear to contain the same data: budget details by 
expenditure category, such as regular salaries, overtime, fuel, office 
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supplies, etc. However, from the Mustoufiat’s perspective, it is Form 
M39 that constitutes the official authority to spend money. 

There are surprisingly few provincial concerns expressed about 
the top-down and Kabul-centered process for preparing the budget. 
Provincial departments are well accustomed to a system in which they 
receive requests for proposals from their parent ministry, and have no 
further involvement in the budget process until they begin to receive 
their organizational charges with staffing levels, and their first quarter 
funding allocations. This suggests that planning will be most effective 
if it is undertaken within clear, centrally determined budget and policy 
parameters. Once the provincial departments have received 
notification of their budget allocations, they prepare quarterly 
allocations for their district offices or line departments (see Figure 
A7.1). 

 
Figure A7.1: Approval Hierarchy for Budget Allocations 

 
       Ministry allocations 
Central Government  Ministry of Finance    Line Ministry   
 
       Quarterly allocations 
      M39    B20 
 
Provinces (32)   Mustoufiat       B20  Line Department 

 
      Quarterly allocations         Quarterly allocations  
 
 
Districts (326)   District Mustoufiat   District Line Department 
 
   Source: Manning, Tully, Wilder and Evans, March 2003 

 
Processing payrolls in Kabul is a relatively new procedure, 

introduced only in 2002. Previously, payrolls were consolidated at the 
Mustoufiat level, with an aggregate request for payment made to 
Kabul. Payroll processing has now been centralized and all staff 
names and entitlements to salary are sent to the Treasury Presidency 
in the Ministry of Finance in Kabul. The payroll, which is prepared by 
each line department using Form M41, provides detailed information 
on each employee, including position, grade, salary, and attendance 
record. The department submits the payroll to the Mustoufiat, and the 
provincial governor approves it.  

Similarly in the districts, the payroll is prepared by each district 
line department, which submits this information to the district 
Mustoufiat, which in turn compiles the payroll information for all line 
departments, and gains the approval of the district administrator 
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(uluswal). In both cases, the Treasury Presidency in Kabul issues the 
checks to the province or district, and these are cashed at the local 
branch of Da Afghanistan Bank. Each entity collects the cash from 
the Bank and pays the employees in a public forum, in front of 
witnesses. 

Significant delays arise in budget execution because departments 
must wait until they have received their quarterly allocations before 
they can spend, and in the case of salaries, must submit the payroll to 
Kabul for approval. Allocations are usually received by the 
departments well into the relevant quarter, usually the second month 
or later. Provinces report that Kabul ministries need several reminders 
and on occasions tell the provincial departments that it is their 
responsibility to make the trip to Herat to collect the allocation forms.  

The laws are well understood and adhered to. The organic 
Budget Law requires that nearly all revenues be remitted to central 
government for inclusion within the single national budget. On an 
operational level, however, central control of customs rates, where 
there is a need to quickly respond to new products, has presented 
significant difficulties. For example, if an imported good is not on the 
list of rates provided by Kabul, the customs house generally sends a 
sample to Kabul, requesting a new rate. It can take about 20 days to 
get an answer, since the request must be sent by post. The delays 
resulting from poor telecommunications links with Kabul, and more 
substantially, the political problems in remitting customs revenues to 
Kabul, undermine the legitimacy of public finance legislation.  

Provinces that have customs houses report to the Mustoufiat on 
collections once a month. Line departments also report to the 
Mustoufiat once a month on actual spending, and this report includes 
a breakdown by district. Subsequent reporting to Kabul on budget 
execution is the responsibility of the provincial Mustoufiat, which 
submits reports on all actual expenditures and revenues to the 
Treasury Presidency in the Ministry of Finance in Kabul. The existing 
clerical system for accounting for revenues and expenditures and for 
establishment control at the provincial and district level is remarkably 
resilient and appears to be largely intact and well understood by staff 
at every level.  

The public sector is modest in size. Although provincial 
governors approve junior staff appointments and transfers 
(permanent grade 7 and below and all fixed-term staff), the relevant 
Minister approves permanent staff from grade 3-6, and senior staff (in 
the districts this is just the uluswal and the judge) are appointed by the 
President. Employment within the government is regarded as a 
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homogeneous whole. There is no distinction between employees of a 
commercial government enterprise and those of a central government 
ministry. Similarly there is little effective distinction between the terms 
and conditions of permanent staff and fixed-term staff. The result 
seems to be that all staff positions are effectively permanent, all pay 
levels are identical, and staff can, with permission, transfer between 
government enterprises and other positions in government.  

No single agency or ministry has responsibility for managing the 
public service. Human resource management functions are spread out 
among five different organizations: Ministry of Labor and Social 
Affairs (MLSA), the Administrative Affairs Office, AACA, and the 
newly established Civil Service Commission (now IARCSC). All 
personnel records for all employees are maintained by MLSA (for 
Kabul staff) and by its provincial departments (for local staff). 
Formally, all new graduate recruits are supposed to pass through 
MLSA, but in practice, there are multiple routes to appointment to a 
vacancy in the public sector, including direct communication with the 
department director or the provincial governor. Organizational 
restructuring and public administration reforms have not been 
performed at all. Consequently, there has been no place within the 
government for civil service policy to be made, precluding any 
opportunity for considered policy action.  

Actual data on the number of government employees is poor. 
The total number of people for whom salary payments have been 
made indicates that it never exceeded a maximum of around 240,000. 
However, it is possible that the underlying totals might be somewhat 
larger, as there is considerable variation in the numbers of employees 
paid each month on each ministry or provincial payroll. These 
variations raise the possibility that there is a larger total of quasi-
employees than had previously been realized, with only a subset of 
these getting paid in a given month. Reasonable estimates put the total 
civil service employment anywhere between 240,000 and 330,000. 
This is a very large range of uncertainty, but it remains important to 
emphasize that even the largest of these estimates places Afghanistan 
at the low end of public employment relative to population, at 
between 0.8 percent and 1.4 percent of the population. However, this 
must be seen in the context of the weak capacity of government, and 
relative to its capability, this is not a small government. A large 
proportion (around 40 percent) of this relatively small workforce is 
located within Kabul. Therefore, even this small total results in a 
fiscally unsustainable wage bill, since there are large numbers of 
unsuitable staff that have a negative effect on efficiency.  
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The pay policy is set centrally for all public employees in 
Afghanistan. The pay system emphasizes rank-in-person arrangements 
rather than the more common rank-in-post. Thus, through years of 
service and regular promotions (once every three years), employees in 
lower positions of authority can occupy a higher grade (and earn a 
higher salary) than their managers. Different terms are used which 
translate as “steps” for permanent staff and “grades” for fixed-term 
staff. Currently, the real pay scale is astonishingly compressed, as food 
allowances given equally to all public employees account for well over 
90 percent of monthly pay, as shown below. This anomaly will have to 
be addressed in any pay reform because it presents a serious problem. 
For example, in the health sector, poor pay for doctors and other 
health professionals has already led to a proliferation of top-ups from 
donor agencies and NGOs. These incentive payments are important 
to keep doctors working for more than an hour or two within the 
public clinics and hospitals. However, the fact that doctors can receive 
incentive payments from NGOs and others that are far larger than 
their public sector salaries creates serious management difficulties for 
those in charge of the public health system. 

 
Table A7.1: Monthly Pay and Allowances by Grade for 

Permanent Staff (unit: new afghani) 

Steps Base 
pay 

Food 
Allowance 

Second 
Food 

Allowance 

Transport 
Allowance 

Professional 
Allowance 

 

Additional 
Professional 
allowance 

Scientific 
Allowance 

Special 
Allowance 

I 

Special 
Allowance 

II 

Total 
Pay 

Beyond 
Above 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 

210 
170 
130 
110 
95 
78 
70 
62 
57 
51 
46 
40 

1,200 
1,200 
1,200 
1,200 
1,200 
1,200 
1,200 
1,200 
1,200 
1,200 
1,200 
1,200 

440 
440 
440 
440 
440 
440 
440 
440 
440 
440 
440 
440 

154 
130 
130 
130 
130 
130 
130 
130 
130 
130 
130 
130 

15 
15 
8 
8 
8 
8 
8 
8 
8 
8 
8 
8 

158 1,400 300 200 4,077 
1,955 
1,908 
1,888 
1,873 
1,856 
1,848 
1,840 
1,835 
1,829 
1,824 
1,818 

 
Source: Manning, Byrd, Wilder and Evans (March 2003) 

 
Devolution must come slowly. Devising reforms that will 

improve service delivery must be done in a way that acknowledges the 
realities of the existing culture within the bureaucracy, if change is to 
be managed effectively. Many employees have very little 
understanding of why or how more decentralized approaches could be 
developed. In addition, the existing fiscal and administrative 
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arrangements are integrated and mutually interlinked. A change in any 
one aspect without considering all the consequential changes in other 
areas will lead to confusion and cynicism. A radical devolution of 
power and accountability to provinces/districts/facilities or 
circumventing existing structures would be inappropriate.  

Work with the strengths of the system. Administratively, the 
formal logic of centralized staff appointments and remuneration 
should be accepted, and as far as possible, the distorting impact of 
uncoordinated top-ups and incentive payments should be avoided. 
Fiscally, resources should be contributed through the budget, in line 
with the law and with the expectations of staff. It is only the central 
government ministries and institutions that are primary budgetary 
units with specific budgets determined by law. Provincial departments 
are secondary units and thus receive allocations at the discretion of the 
central government ministries.  

Accelerate and facilitate budget execution. Historically, once 
provincial departments received their allocations, the local Mustoufiat 
was able to authorize the payment of salaries and other expenditures 
without further approval from Kabul. In 2003, however, a new 
requirement to submit all payrolls to Kabul was instituted. Not only 
has this procedure slowed the disbursement of salaries, it has 
seemingly raised similar expectations with regard to the handling of 
non-salary expenses, with the apparent result that Kabul is not 
distributing any non-salary funds. This has had a disastrous impact on 
service delivery. There is a strong case in the short term for providing 
the provinces with the funds required for budget execution on a 
monthly or quarterly basis and making the release of subsequent 
tranches contingent on acceptable reporting. This would extend to the 
payroll. A less immediate act would be to simplify the current 
processes by, for example, reducing the forms dealing with allocations, 
or consolidating budgets at the provincial level, incorporating 
allocations from all ministries for each province.  

Modest procurement reforms such as decentralizing purchasing 
authority up to an appropriate ceiling should be considered. Details of 
the organizational structures of district offices could be delegated to 
the provincial departments, or limited spending authority within 
approved allocations could be delegated to the district level, with the 
approval of the district finance office.  

The current emerging practice of collecting payroll requests for 
three months before sending them to Kabul is problematic. The 
poorer provinces do not have adequate resources to send a 
representative each month. Whether or not this is a convincing 
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explanation, payroll verification and disbursement should be delegated 
to the provincial Mustoufiat’s office, and some discipline must be 
introduced over payrolls that are submitted late. Finally, there may be 
some value to providing provinces with a small, additional amount of 
funding, beyond the ministry-by-ministry allocations.  

Make modest reforms to personnel management at the 
provincial level. Having a “light” screening or oversight from Kabul 
for mid-level and senior appointments/promotions would not be 
unwise. Where it might be helpful for Kabul to relinquish some 
control is in the area of staffing structure and composition. As a part 
of a broader civil service reform agenda, the provinces might set up 
committees to review promotions up to grade 3, so that they will 
neither be determined by personal connections nor occur 
automatically after each three years of service. 

Be very cautious about developing policy forums at the 
provincial level. Afghanistan has a long-standing tradition of 
community consensus building and problem solving through the ad 
hoc jirga or shura structure. However, the strengthening of local 
decision-making bodies must be carefully calibrated to avoid 
undermining the fledging provincial and district level administrative 
structures. Provincial policy is first and foremost sector policy, 
developed within the vertical “stovepipes” of the line ministries and 
departments. Historically, there has never been a strong coordination 
mechanism at the provincial level. While this is a major institutional 
weakness to overcome in time, if the current structures and disciplines 
are to be respected, any moves away from the current structure 
toward a decentralized one will require very careful testing. 

Manage top-ups and secondments. Uncoordinated top-ups 
contribute to wage inflation within the sector, and generally entail the 
movement of skilled staff within the country rather than bringing in 
new skilled labor from overseas. Most dangerously, top-ups and other 
incentives undermine management within the sectors. What can be 
done is to require that government employees who receive top-ups 
beyond a specified amount resign from government service.  
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Appendix 8 
 

Descriptions of Currency Exchange Operations 
and Foreign Exchange Auctions 

 
Currency Exchange Operation of 2002-03 
 
A steering committee for currency exchange operation was formed of 
senior officials from DAB and MOF, assisted by international experts 
from IMF, USAID, the Bundesbank, and the UN. The first stage of 
the operation included the ordering, printing and delivery of the new 
bank notes. DAB contracted the printing of the new currency in 
denominations of Af1, 2, 5, 10, 20, 50, 100, 500, and 1,000 to two 
reputable bank note printers in Germany and Sweden, building upon 
the work that had already been done for the Taliban regime. The new 
notes included several advanced security features to deter future 
counterfeiting. The authorities only had a crude estimate of the 
existing amount of old notes in circulation. Including the various 
counterfeits, the face value of the old afghanis in circulation was 
initially estimated at about Af16 trillion. For political reasons, it was 
decided that two types of unofficial notes would be eligible for 
conversion, but at a 50 percent discount. Taking this discount into 
account, the total value of old afghanis to be exchanged was estimated 
at about Af13 trillion. To avoid running out of new bank notes, fatally 
undermining the public’s confidence, the authorities ordered a total 
value of the new notes of Af27.9 billion, equivalent to almost 800 
million notes, weighing about 500 tons.  

DAB had 89 branches, but most did not meet even the most 
basic requirements in terms of secure vaults and office space. With 
assistance from international donors, DAB urgently set out to 
refurbish or construct a minimum of one currency distribution facility 
in each of the seven major regions: Kabul, Kunduz, Mazar-i-Sharif, 
Herat, Kandahar, Jalalabad, and Gardez. A total of 47 exchange points 
were established. Some 2,500 local staff were selected to carry out the 
operation and paid considerably more than the $30 to $40 a month 
that a bank employee would normally earn. The UN and USAID 
provided international observers to oversee the process, notably the 
destruction of the old notes. The most efficient and certain way of 
destroying old notes proved to be incineration. Difficulties in 
transportation and security meant that the best approach was to 
incinerate the notes locally. The construction of ovens was relatively 
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simple and inexpensive. Also, ovens did not require electricity, which 
was lacking in many exchange points. Transportation was another 
obstacle. Ground transport for the more distant locations was ruled 
out for security reasons. The bulk of air transport needs was met by 
two helicopters and one airplane, an Antonov 32, provided by 
USAID. The Afghan Air Force also provided some assistance in terms 
of aircraft crews. The DAB governor and deputy governors of DAB 
visited provincial governors and local commanders in the provinces to 
ensure their cooperation.  

With large parts of the population illiterate and hardly anyone 
owning a television, the campaign relied mainly on radio broadcasts 
and dissemination by word of mouth, through speeches, village 
meetings, etc. Also, a large number of posters were distributed, 
depicting the new notes and specifying their main security features. 
During the first two weeks of the exchange period, only the money 
changers would be allowed to exchange their old notes. In this way, 
DAB aimed to collect large volumes of old notes early on. In order to 
be able to handle the large volumes, a sampling procedure was agreed 
with the money changers, whereby only 10 percent of the total 
amount presented was verified to make sure that the count was 
correct, the denominations were correct, and the notes were indeed 
eligible for exchange. If the sample count was found, for example, to 
be 2 percent incorrect, this proportion would be discounted from the 
entire amount that a money changer was presenting. In November, 
uncertainty grew among the general public whether everyone would 
be able to convert their old notes for new ones on time. As a result, 
the exchange rate started to depreciate sharply. To ease the anxiety, 
DAB announced in mid-November that the conversion period would 
be extended by one month to January 2, 2003, and following this 
announcement the exchange rate quickly returned to levels close to 
those at the start of the exchange (IMF, September 2003, pp.100-101). 

 
Foreign Exchange Auctions 
 
DAB established foreign exchange auctions starting in May 2002. 
They are open to all licensed money changers. Initially, only the larger 
money changers participated, but by the first half of 2003, the number 
of participants was in the range of 50–80, with a few changers in the 
provinces also participating. DAB has progressively taken measures to 
improve the transparency and operation of the auctions, including 
public announcements in advance in local newspapers and on radio, 
announcement of successful bids in the presence of the participants, 
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and a clear explanation of auction procedures and any changes to be 
introduced at the outset of auctions.  

The modalities of the auction have evolved over time. Since 
November 2002, sealed advance bids have been used as the starting 
point by the auctioneer (the governor or deputy governor of DAB) to 
offer a sell price for US dollars to participants in an auction session to 
which all bidders are invited. The auction closes when the auctioneer 
and participants agree on a mutually acceptable single clearing 
exchange rate. The auctioneer, however reserves the right not to sell. 
The amounts of US dollars requested in the sealed bids of the 
participants who finally agree to buy US dollars at the agreed exchange 
rate usually exceed the amount on offer. Therefore, to avoid any 
cornering of the market, broadly equal amounts of US dollars are 
awarded to each successful bidder, with the highest receiving a larger 
amount.  

The amounts auctioned are linked to the overall monetary 
program. Auctions have been held on a fairly regular basis at 1–2 week 
intervals. By the end of the first quarter of 2003/04, 50 auctions had 
been held. The amounts sold per auction were on average about $2 
million for the first six months and since then have been in the range 
of $5–10 million. The amounts and timing of the auctions have 
reflected the rate of monetary expansion, driven by the pace of 
government spending, and the size of movements in the exchange 
rate. In 2002/03, a total of $135.4 million (Af6.2 billion) was sold 
through the auctions, and in the first quarter of 2003/04, $34.5 million 
(Af1.7 billion) was sold (IMF September 2003, p.108). 
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