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i GELERAL BACKGROUND
AID assictance to the development of Afzhanlataa's private

induetriesl sector pressunte an intereating case study ot
toth what can be ione and what pitfalls Ave 9 be avolded.

A modent "Private Enterprise Prograz” waa atarted in 1964
in response to the Royal Government of Afgbanistan's (RGA)
concern about a growing lack of dynamisa and problems in
the public industrisl sector which by that time controlled
some thirty of the larger plamts. A subsequent consider-
ation was the need to create more industrial jobe for a
growing number of educated unemployed after the RGA had

decided.to make a major effort in the area of University
education.

Jri;i’dé’ily the programme was etarted as a private inveatpent
progtamne aimed a% attracting the foreign investor through
the preparation of 4 nimber of feusibility studies. After
a considerable analytical erfort, eight fields were seiected
for pre=investaent rwawibiiity studies \animai casings,
zhyepskins, cigarette manutacturing, currugated boxes, spice

and nerdb processiug, carpet manutacturing, karaxu. processing
a1 vourism), ‘

Uporyc'onplxetion‘and Riin approval, each tfqgalbuwy study
»as given g re.atively wide promotion sxfort azong potential
ue 8., Buropsvan and Japanese private inveetors as well as
.Landins 1nstituz_10r‘u.‘ By and iarke, tnis approach wae
unsuccesaful, Thue, in 1966 the direction of the progranne
was changed radic:l'ly toward the creation of a proper
lavestment climst.e whioch would primarily attract indigenous
investors rather than foreigaers. In aaking this change

1t wua aasumed that if the uomestic investor would success~
fully move aheaa, the Toreign investor waa likely to take
Boiice and fellow. Thie assumption proved to be epcgantially
GOrTe0t as may be noted from the story which follows.

A very large part of the favourable results achicved so far
is due to the positive support given to the prograame oy

whe rughost levels cf the KGA, as weil as by indiviaual
private Investors. 1In particular the firsu Chairman of tha




Investaent C.omitive, Lp, door A1, was virelass . b.gp
e..orts to P+osote the ca.e of ‘e private inoustiisl sectop
& well as .o ¢lininate obsiacies to sty developmert.
Loother substantial pPart of the resuitg achieved it tu e
attriduted to the Selaction of a Tanugesent comgul tins

firm 1rom Chicago, wkich was aole to fiqld a srall teum c*
advisors. Thege three experts - an investment anelvet, o
financiagl marcgenent expert, and an industrial engincer =
broved well qualifiea to help Aighunistan in getting started
on the development of a small private industriai sector.

I1. 'y [ A4, OR STKPS

ad rew sateriale, o fiye Joar tax holiday, etc., it
establisded an Investment Committee composed of the five
Kinisters of Commerce, Finance, Flanning, Agricul ture and
Mines and Induatry. Approval of o Proposal by zhig Committee
UY Reansg Persanal ondorsenent by five l.uu-teru. hence
Felatively Teady endorseaent of ilplnenting actions by

Live Ministries. Also, thig Provided the new investor with o
direct recourse to higher suthority in cage bix efruvrts were
set with opposition from the various key Rinlatries wiry.
which he would have to deal at one time or anciaey, il Otukr
wordg, in 1907, the approach wugs chagged from tne previo.;..
aiffuse investor control, where aimost every step tu.-

The effect or this charge wag alzost immiginte. A8 SCOT pr
the potential lovestorg Teallized g Are won o oguer
of Appeal™ to whicy tacy could take tpeir adiinistrmi;ve




aricwms and zoadbinogs genzrated at the lower levels of

the RCA, and comvertent advisers © help them in overcoming
shage difZicualtiaa, Shay vegan to file investment applic—
ations. Jcamequently, 14 igvastment applications had bwen
acproved 4 of Dz vober 4, 1970 out of & total »f 210. About
29 per ci:nt ol Shese are sxport oriented and a total of 22

vera Jlled LDy ¢ .Teuyn Loveatars, such as projects for a ie
Bil.iica pharnacedvical plsot (Germany), for a large soap
Jactory (Fasistan), and for a foam rubber plant (England).
oWt 20 appiications were either rejected or abandoned

viily Jthers are atill awsiting sction by tie Committ.e.

his proved conclusively that given Dropar surroundings

Aighan businossmern appear to ba eminent.y respongive to those
incentives which geem to operate so wel. in the Western world.
Jricr %9 19n7 ehere nad been doubts about Lhia.

ut of the above total number of iavestment appliczationas,
fitty iavestors hava now establishod new industrial
2atablisoments such aa raysn textile amilis (15), raisin
arocensing (3), animal casings, roge 3ssance, wine maktin.-,
chinchilla and aiakx fur production, thread procuction,
ital turniture, *ile:s, pharmaceuticael- and A av@oor e
service inuwustries gush se dry cleaning sstablisumen
Lha total umounsy 1cTuslly invested in thise pla

nb3 zince
1907 comes to about §5 million and they employ seme 3,200
workaryg,

¥aile fhe suitipliar e« fecs of this omall effort ia consid—
L3 most ruarkatle that all this dsvelopmer t

& ciuce 1o the absence of iadustrial eredit facilities.

t Uy LNe Whole arTay of At Liagh TudiR’ntary private

TEAD FalcoTeand Yscillitiaw, wnicn usually exists even in
=< ATRQTMINM S ouneriss, 13 gimoet J0t1Lly .acklng ip

SasMARLITNG, Zven commercial coreois nrorided By the few

CRLLRIDG DanKLnE rrraclishitents ig gxtromaly zonpca,

FladoTad e, 20 Ll ®1LG 110383, Yo

TtOTVETLelr s2zTre wn Kanul., L maas Liawli Lrablen, the
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an independent Afghan Karakul Institute (AXI) which in

& few years time has become the country's leader for the
Planning, co~ordination and development of the Afghan
karakul industry. Here again, dynsmic Afghan support by
the right people proved the key to succeas. As a result,
1968~69 karakul exports cane to $14.5 million or an
advance of some $4 million over 1968. Because of product
improvement, better sorting methods, and a better quality
control, the average price of skins rose from $6.50 in
1967-68 to $8.16 in 1969-70. Even more important is the
change in the product mix which changed to abont 70 per-
cent grey and 30 percent black karekul. Thig greatly
improved Afghanistan's competitive position with Russia
and South Wegt Africa, which are offering principally
black karakul. Three U.S. contractos have assisted in
the improvement o the karalmu? incustry,

b, Tourism : 1n tie area of touriem AID assistance wag
relatively minor. The 1960 feusibility study on tourism
prepared by a U.S, consulting firm Rerely provided the initial
stimulus for further activities im this apea which were
Spearneaded by the vstablishment of a modern Inter-continental
dotel. From then on the ball wag quickly picked up by the
atchun fourigt Bureau, ‘"hp statistics ure quite eloquent.
Tae number of people visiting Afghanistan inercased from
021 1n 1959 o ©3,0459 in 196y - 10,000 of whom arrived by
air (approx.).

Iv. PRESENT PROGRAKLE OBJECTIVES

Presently, the progromme’s broader objectives are as follows:

a, To incrcase ver capita income through the proper
motivation ang mobilization of the private industriaj
sector

b, To help a fraoups of private entreprensurs become a
ariving force in modernizing both the economy snd
the society

S, To increase the bvelief that economic and sieial udvance-
L.t cdn be obiaineg through individus] competence
and effort puuier than througk preference based on
inrluence, indshiin, or social status



In more parrow terms, the programme is concermed with
technical assistance in the creation of & number of
infant industrics as well as witi providins the protec’-
ion and support inherent in thig cencept. The general
idea 1s that in tke near futur. the private industrial
Geetor should develop a certein "eritical mass™ of new
industrics large erough to epavle it, in time, to fight
its own administrative aand political Lattlces without the
aid of foreign advisors. Cbviousiy no%ody can tell in
advance whether such a "critical amass” will consiat of
100 or 250 factories. A much betier clue can be derived
from the growth of a wore vocal expresgion cmong the new
industriulists, an increase in the labour force deriving
wages from industrial developaent, ibe lesser relimnce on
intervention by the Winisters anc Youraign advigors in
eliminating bureaucratic rosdblocic, an. the acceptance of
the need for private industriai development by the country
a5 a whols.

V. PURTHER INPUTS REqULPE)

What is needed to accomplish taece ubjactives? Certainly
not big money inputs, but ratLer critically important
conceptual, advisory, training, policy anc treuble-phooting
support as well as preper co—crdinstion of the imputs of
vorious donors who arc iargely coneerncd with highly specific
technical suprort in distiget nrobivu areas. GSince the
curreat AID programme in private entorprise develapuent i
coming to an end on December 31, 1970, the BGi hes reguested
further U.6. teconical assistence in ibhe arce of industrial
policy making, industrial extension, and institutional
development. This request is now under consideration in
Washington. However, It should be noted at the outeet that
any U.S. sponsored progremie is not desigued to provide all
or evan the mejor elements nreded for the development of
privato industry in Afghanistan, but ratherr, to make catalytic
contributions in those limitec. arens for which tne 0.5,
assistance is comparatively well suited.




Ths rocorﬁ 4 'a7ea Lo illustrate this., Once the C.5.
contrac® ,roup had wade ite tnitia) catalytic contribution
W Latudpr the Industrinl Park started, the Asien Develop-
oLt Bank nicked up the Project for furiker study, implem-
entation, and financing. Likewise, in the karakul project
AIS's effort wag limited to gotting the AKY st.rted as a
viable organization, thus enudbling it to apply for furthasr
financial assiotence {rom international aganizations for
ita further growty, Iz a similar vein, the actual egteble
istment of the Indugtrial Development Bank, insofar as
foredgn input is concernad, is likely to be turncd over &o

i coneortium of international banking lnstitutions i ang
%o Yhe rooper legislation i3 passed by the Purliasment.
Likzwise, in the area of technical assistance thexre is a
congtant nead for so=ordination with other donor countries
in order %o avoid possible duplication. So far technical
assistance for thig project from other donors has come aainly
from the Wost Germans wpd the Prench. The Britigh Government
has committed 1tsel? to providing some assistance for the
Investaents AQvicoy Centre, to wnle. the United Nations bhas

also been iending uome support in tue form of one part-time
leather and tanning expert.









