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I. INTRODUCTION 

1. The unfolding crisis in Afghanistan is of special concern to the Asian Development Bank 
(ADB). Afghanistan was a founding member of ADB in 1966 and we had significant operations 
in the country until 1979. In the aftermath of the events of September 11, ADB has closely 
monitored the rapidly evolving situation in Afghanistan and neighboring countries. Recent 
developments in Afghanistan provide an historic opportunity to assist the country in a manner 
that has not been possible for decades. As in the case of earlier post-conflict assistance to 
countries in the region, including Cambodia, East Timor and Tajikistan, ADB is fully prepared to 
provide substantial assistance for the rehabilitation and reconstruction of Afghanistan, as part of 
an integrated response by the international community. 

2. Hostilities in Afghanistan since 1978 have devastated Afghanistan's social and economic 
structures and institutions. Physical infrastructure and social services have collapsed. 
Afghanistan's social indicators such as infant mortality, life expectancy, and literacy are among 
the lowest in the world. International relief agencies have warned of an unfolding humanitarian 
crisis of stunning proportions. There are an estimated 5 million displaced persons within and 
outside the borders of Afghanistan . The country will require substantial humanitarian, 
rehabilitation and reconstruction assistance over a long period to reduce poverty and promote 
sustainable development. Major support will also be required for capacity building to reestablish 
effective governance and rebuild the country. Initial assistance could be aimed at food security, 
health, water and sanitation, provision of shelter, basic social infrastructure, and assistance to 
returning refugees and internally-displaced persons. ADB is closely collaborating with other IFis 
and development partners in evolving its response to Afghanistan's rehabilitation and 
reconstruction needs. Such assistance could begin in parallel with an initial humanitarian phase 
to initiate policy frameworks and develop sector institutions, particularly those at local levels. 

3. ADS's approach to addressing the September 11 events has been to listen carefully to 
the affected Developing Member Countries (DMCs). ADB has taken steps to respond to the 
new priorities including the establishment of a country team for Afghanistan. ADB has also 
established a special task force for other affected countries in South and Central Asia and has 
prepared a regional action plan that takes into account their close ties with Afghanistan. In 
addition, ADB has indicated its preparedness to be a key partner in international efforts and 
initiatives to assist Afghanistan. 

4. ADB staff have held consultations with DMC governments and especially with those of 
the directly affected economies (Kyrgyz Republic, Pakistan, Tajikistan, and Uzbekistan). 
Resident representatives are monitoring refugee movements and emerging needs and priorities, 
and discussing economic and development needs with concerned authorities. Projects and 
programs have been adjusted where feasible, and processing schedules have been accelerated 
to provide urgently needed financial assistance to the affected countries. 

5. Recognizing the importance of a fully coordinated response, the President of ADB and 
the heads of other IFis have been in close communication through regular video and 
teleconferencing. This dialogue has been supported by regular staff-level coordination on 
specific assistance programs at the country level. During the past two months, several initiatives 
have also been launched at the regional level. ADB has proposed a two-track approach in 
which coordination at the regional level is combined with operational coordination at the level of 
individual country teams. 

6. ADS's existing modalities and instruments may, for the present, suffice to mobilize and 
direct the additional assistance required to address the impact of the September 11 events on 
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DMCs. For example, in addition to support for technical assistance and conventional project 
assistance, the sector development program is ideal for addressing the needed policy and 
institutional adjustments while providing rehabilitation and reconstruction assistance without 
delay. Moreover, facilities such as the Japan Fund for Poverty Reduction will be effectively 
used to support innovative poverty reduction and related social development activities at local 
and community levels. The ADS Action Plan below outlines the issues which may need to be 
addressed. 

II. INTERNATIONAL COOPERATION 

7. The scale of the challenge posed by the crisis in South and Central Asia is enormous 
and developing responses to it requires close coordination among Afghanistan's new 
administration and all of its development partners-the IFis, the United Nations (UN) and 
international agencies, and NGOs. The heads of ADS, African Development Bank (AfDB), 
European Bank for Reconstruction and Development (EBRD), Inter-American Development 
Bank (lADS), IMF, and the World Bank have been holding regular videoconference 
consultations to coordinate their efforts. On 4 October 2001, President Chino wrote to the 
Governors of the affected countries offering enhanced ADS assistance in facing the emerging 
challenges. On 9 October 2001, Mr. Chino forwarded to all ADS Governors a joint letter from the 
Heads of all IFis to members of the International Monetary and Financial Committee and 
members of the Development Committee, briefing them on the IFis' preliminary assessment of 
the evolving situation, and the IFis' coordinated response to the crisis. 

8. During the past two months, several initiatives have been undertaken at the regional 
level in addition to the country-level exercises. IMF and the World Bank have proposed 
coordination at the regional level within the framework of external debt sustainability and growth 
issues for the CIS-5 countries (Commonwealth of Independent States: Armenia, Georgia, 
Kyrgyz Republic, Moldova, and Tajikistan). ADS is taking an active role in this and other 
initiatives. Coordination for Afghanistan and Pakistan will be undertaken separately. 
Accordingly, ADS has proposed a two-track approach that envisages coordination at the 
individual country level for the directly affected countries along with coordination at the regional 
level for the CIS-5 on issues such as external debt sustainability. This approach has been 
acknowledged by EBRD, IMF, and the World Bank. In addition, ADS is co-hosting a conference 
together with UNDP and the World Bank on "Preparing for Afghanistan's Reconstruction," 
during 27-29 November in Islamabad. 

9. ADS is also taking steps to assist anti-corruption efforts in DMCs and, in particular, to 
address the issues of governance and money laundering in the directly affected countries. As in 
other DMCs, ADS is taking steps to prevent ADS resources from being used for supporting any 
entity or individual involved in, or promoting the work of terrorist groups, and ensure that ADB 
funds shall not be used directly or indirectly to procure goods or services from any such entity or 
individual. In these efforts, ADS is working closely with the Asia-Pacific Group on Money 
Laundering and is supporting any additional legislation and implementing technical assistance in 
individual DMCs. 

10. The ADS is coordinating with other partners in the international community on the 
humanitarian, rehabilitation and reconstruction needs of Afghanistan. In addition, ADB is 
adopting a regional focus for its assistance to all the affected countries of South and Central 
Asia. This approach ensures that ADS provides consistent policy and institutional support for 
rehabilitation and reconstruction. In evolving its response, and as soon as the situation permits, 
ADS will work with local communities and governments to develop a more detailed and 
comprehensive strategy and program of assistance to Afghanistan. International NGOs will also 
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be a key partner in this process. The ADB will remain sensitive to prevailing local and cultural 
norms and practices in designing ADB programs of assistance to Afghanistan. 

Ill. ECONOMIC OVERVIEW 

A. Overall Situation 

11. Hostilities dating back to 1978 and recent government policies have devastated 
Afghanistan's economy. Essential physical and institutional infrastructure, including the ability 
to deliver the most basic health, education, and other social services, have all but collapsed. 
Afghanistan's major cities and towns are in rubble, there is a severe lack of productive 
employment opportunities, and the makings of a formal economy beyond subsistence farming 
and animal herding are all but nonexistent. Further disruptions to transportation and 
communications have fragmented the economy. Afghanistan has the highest infant, child and 
maternal mortality rates, the lowest literacy rate and life expectancy, and one of the lowest 
levels of per capita food availability in the world. It also appears to have one of the highest 
proportions of disabled people, among the highest rates of injury due to landmines, and the 
highest per capita number of personal weapons in the world . A large proportion of the country's 
population has been displaced, with migration from rural to urban areas as well as to 
neighboring countries. The majority of the population remains extremely poor; lacking food, 
clothing, housing and medical care. ADB estimates per capita GOP at no more than $300 per 
year, making it one of the world's poorest countries. In October 2000, the U.N. Commission on 
Human Rights special rapporteur on Afghanistan described Afghanistan as "a state of acute 
crisis -- its resources depleted, its intelligentsia in exile, its people disenfranchised, its traditional 
political structures shattered and its human development indices among the lowest in the world." 

12. The three major sources of income available to the current regime are all derived from 
activities rife with corruption, including: (i) control of trade and smuggling routes, (ii) control of 
poppy cultivation and opium processing and trafficking, and (iii) the control of aid distribution 
(the country has been highly dependent on international humanitarian assistance). All these 
sources of income are windfalls, requiring no investment or fiscal discipline. Remittances 
constituted a major source of income for more than a decade but are quite susceptible to 
economic conditions in the source countries (this is particularly true at present regarding 
Pakistan) . Recently, however, the Taliban's ban on opium production has resulted in sharp 
reductions in income of farmers who had cultivated poppy, and foreign assistance, which had 
experienced a significant increase since the onset of the drought, is subject to considerable 
fluctuations and logistical constraints. Because most resources are reportedly directed to the 
internal war effort, government, public institutions, economic planning and policy, governance, 
and delivery of basic services have completely broken down. Indeed, the extremist regime 
seriously exacerbated the negative consequences of a long period of civil war being 
experienced by the people, by imposing a repressive rule on virtually the entire country. These 
actions have added to the pervasive sense of lawlessness, insecurity and despair throughout 
the country. 

13. A humanitarian crisis of stunning proportions continues to unfold in Afghanistan with 
some spillover effects being experienced in South and Central Asia. The response by the 
international coalition to the 11 September attacks has triggered a population exodus from 
Afghan cities, both towards other towns and regions in Afghanistan , and across the country's 
borders. These new developments have added to an existing crisis of extensive displacement 
stemming from civil conflict and a debilitating three-year drought. Before these events, some 2 
million Afghan refugees were in Pakistan and about 1.5 million in Iran. In addition, there were 
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about 30,000 Afghan refugees in India, Uzbekistan, Tajikistan, Turkmenistan, and Kazakhstan 
(or a total of 3.6 million people, the largest single refugee caseload in the world for the twentieth 
consecutive year, according to UNHCR). UNHCR has announced that it is preparing for an 
influx of up to 1 million refugees into Pakistan; 400,000 into Iran; 50,000 into Tajikistan; and 
50,000 into Turkmenistan. It said it was also making additional contingency plans to supply aid 
to 500,000 people inside Afghanistan. Nearly 20 per cent of those in need are children under 
the age of five. In addition, there are an estimated 1-1.5 million conflict-displaced persons 
scattered across Afghanistan in search of safety who are struggling to survive against very 
difficult odds. Most of this latter group have exhausted their coping mechanisms and hence, the 
only remaining option for them is either to leave their homes and migrate to the cities, or join the 
ranks of refugees in neighboring countries. 

14. Hostilities have made it extremely challenging for relief organizations to address 
humanitarian needs. By September 2001, international staff of most relief agencies had 
evacuated from Kabul and provincial towns, leaving the status of relief programs, most of which 
were implemented by NGOs and U.N. agencies, in question at a critical moment. Due to 
increasing logistical difficulties and safety concerns, it is feared the numbers of persons who die 
from starvation and/or hypothermia both in Afghanistan and in refugee camps within the next 
three months will accelerate. Neighboring countries have been less willing to accept more 
refugees during the present crisis due to their own tight resource constraints and uncertainties 
regarding the timetable for their return. 

15. On 26 September 2001, U.N. Secretary General Kofi Annan called the millions of Afghan 
refugees fleeing U.S. military action "the world's worst humanitarian crisis." Mr. Annan appealed 
to donor countries to contribute $584 million to aid 7.5 million Afghan refugees living on 
Afghanistan's borders over the next six months. The cost of caring for refugees includes $275 
million for UNHCR and $188 million for food programs. The remainder would be used to provide 
health care, water, transportation and security. In addition, extensive counseling services will 
be required for years to come to assist refugees in overcoming their trauma. 

16. The recent withdrawal of U.N. international aid staff and other humanitarian groups from 
Afghanistan means that more Afghans, lacking desperately needed assistance, will migrate to 
Pakistan and Iran in search of food and medical care. Internally displaced Afghans will likely 
face even greater risks than those who attempt to cross borders. Some governments have 
already pledged new aid to the refugee effort. But with Pakistan, Iran, Uzbekistan, Tajikistan, 
Turkmenistan, Kyrgyz Republic, and Kazakhstan all facing economic and political pressures to 
tighten their borders, the situation inside Afghanistan could spiral downwards into a 
humanitarian disaster unless funding is secured and measures are launched on an immediate 
basis. A strong response from the international community, and a commitment to maintaining an 
aid network to assist Afghanistan , Afghan refugees, and Afghanistan's neighbors, would help 
ensure that ordinary Afghans do not become incidental victims of the campaign against 
terrorism. However, it is not simply an issue of assisting the refugees in moving from their 
current locations but planning and undertaking preparations for their orderly return with the 
necessary resources, including cash grants, to rebuild their homes and livelihoods. 

B. Agriculture and Natural Resources 

17. Agriculture is the mainstay of the Afghan economy. Most Afghans were settled farmers, 
herders, or both (depending upon ecological, economic, and political factors). Opium has 
replaced wheat as the country's main crop. While there are fertile areas to be found in various 
river basins, they are rather limited and recurrent droughts and natural disasters have hampered 
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consistent agricultural production. The primary meat products are mutton, beef and veal. 
Important fruits are apricots, cherries, figs, mulberries, pomegranates, and raisins. Other than 
opium, the largest (in value terms) agricultural exports in 1998 were goatskins, raisins, grapes, 
cotton and organic materials. In 1998, the total value of agricultural exports, other than opium, 
was estimated at under $90 million, less than half the estimated total value of food and 
agricultural imports of $190 million.1 This large food shortfall in 1998 is in marked contrast to the 
agricultural policy objective of food self-sufficiency in previous decades. 

18. Livestock is nearly as important as crops to Afghanistan's economy. Karakul sheep are 
raised in large numbers in the north. The tight curly fleece of Karakul lambs is used to make 
Persian lamb coats. Other breeds of sheep, such as the fat-tailed sheep, and goats are also 
raised. The chief livestock products are dairy items, wool , and the skins of Karakul sheep. Only 
a very small share of Afghanistan's land, mostly in scattered valleys, is suitable for farming, and 
a majority of this farmland requires irrigation. However, less than one-third of its arable land (12 
percent of the country) is irrigated. Water is drawn from springs and rivers and is distributed 
through surface ditches and through underground channels, which are excavated and 
maintained by a series of vertical shafts. Such channels are known as a karez or qanat and 
almost all have been destroyed. 

19. Agriculture production in Afghanistan has also been constrained by the availability of 
quality seeds and other agriculture inputs such as fertilizer. The production level of traditional 
crops in the early 1990s was only about half of its pre-war level, and some crop yields were as 
much as 70 percent lower than their pre-war levels. The majority of farmers' wheat seed is of 
poor quality with yields around 0.6 to 1.2 tons/hectare. The livestock population in Afghanistan 
has suffered very substantial depletion during the war and drought. In addition, due to poor 
management and feeding and a limited genetic potential of livestock breeds, the productivity of 
livestock is low and most animals are poorly fed. Chronic diseases are widespread as a result 
of limited knowledge of farmers and the lack of resources for veterinary services. In the 
absence of a functioning government, there is no effective farm-based extension network to 
ensure a sufficient supply of quality seed for farmers. In addition, farmers have little or no 
access to credit for the procurement of seeds and essential agriculture inputs. Moreover, many 
of the fruit trees have been used as fuel. Damage to roads, communications systems and 
processing facilities have also undermined the ability of farmers to market their products. The 
breakdown of law and order, and random road tolls and thefts, combined to make it even more 
difficult to market agricultural products. Some 2.4 million hectares of farmland were irrigated in 
1998 but this number has been reduced considerably due to war; at times, the irrigation system 
was laced with mines to displace population. Rehabilitation, especially for the collapsed karez, 
will be a huge and expensive task that is quite beyond the capacity of local communities to 
manage for themselves. The poor conditions of the existing irrigation system have rendered the 
country more vulnerable to drought. 

20. Afghanistan has the productive capacity to achieve self-sufficiency in food. However, a 
70 to 90 percent reduction in precipitation the past three years has to led a total failure of rain 
dependent crops and a major reduction in the output of irrigated areas (see table) .2 The 

1 FAO, "Food Security in Afghanistan", November 2000. 
2 

Afghanistan depends to a large extent on melting snows to provide irrigation water. According to the WFP, very low 
snowfall last winter and late and erratic spring rains have caused a serious shortage in the water supply. The 
drought has hit a wide swathe of Central and South Asia but Afghanistan is considered the worst affected country, 
and the southern regions of Kandahar, Nimroz and Zabul were particularly affected. The Helmand district is 
normally the most fertile in Afghanistan but people have been reduced to digging wells in the dry waterbed of the 
Helmand River. 
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drought has affected all areas of the country and may affect more than half of the population 
(with 3-4 million people severely affected), causing an increase in internal displacement, loss of 
livestock, and loss of livelihood. Crop loss in some areas is estimated at 50 percent, and water 
flow in even the largest rivers is often uneven. About 80 percent of livestock reportedly have 
perished. As livestock is the main, if not the only source of income for several million farmers, 
the lives and livelihoods of small livestock owners are under severe threat. The Argun reservoir, 
which supplies water to 500,000 farmers and to Kandahar, has run dry, as have eight other 
rivers in the region. In addition to the drought, the agricultural sector continues to languish 
because of a lack of resources and the prolonged civil war, which have impeded reconstruction 

·of irrigation systems, repair of market roads, and replanting of orchards. Afghanistan faced a 
cereal shortfall because of the drought of almost 60 percent of annual requirements in 2000, 
and the situation for 2001 is expected to be worse given the continued fighting since September 
and the numbers of farmers who are fleeing their fields for safety. 

Production Estimates of Cereals 
(in thousands of metric tons) 

Product 1996 1997 1998 1999 2000 

Barley 220 250 240 216 74 
Maize 360 300 330 240 115 
Rice, Paddy 350 400 450 420 232 
Wheat 1,700 2,711 2,834 2,499 1,469 

Total Cereal Production 2,630 3,661 3,854 3,375 1,890 

Source: FAO, "Food Security in Afghanistan," Summary of Proceedings-Informal Brainstorming Workshop, 
November 2000. 

21. The food situation has deteriorated so rapidly the past few months that there is mounting 
evidence of widespread famine in the country, as evidenced by substantially reduced food 
intake, collapse in purchasing power, emergency sales of livestock, depletion of personal 
assets, soaring food prices, increasing numbers of destitute people, and growing numbers of 
refugees and internally displaced people. The drought has also impacted urban dwellers 
through steep rises in food prices. The country has also had to deal with an array of natural 
disasters, including earthquakes and floods. 

22. Cultivation of opium poppies was for many years a very important source of income for 
Afghan farmers. However, in Jul¥ 2000, the Taliban announced a ban on cultivation. This ban 
has apparently been adhered to. According to estimates by UNDCP, Afghanistan is expected 
to harvest only 7 4 metric tons of opium in 2001, a substantial reduction from the 3,656 metric 
tons produced in 2000 (and 2,861 metric tons in 1999, 2,340 tons in 1998, 2,184 tons in 1997, 
and 2,099 tons in 1996), earning it the dubious distinction for having been the world's largest 
source of opium in the international drug trade. Should this mandate stand, therefore, the near 
elimination of Afghanistan as an producing country would reduce global production by as much 
as 75 percent (international drug cartels reportedly have responded to this decrease in the 
quantity of supply by ordering a significant expansion in poppy cultivation in Myanmar). Despite 
this reduction in opium harvest, United Nations Drug Control Programme (UNDCP) reports that 

3 UNDCP's website includes a report that in February 2001, the Taliban had practically eradicated poppy-growing; a 
comprehensive survey found wheat has almost entirely displaced poppy cultivation in the four provinces which in 
2000 accounted for 86 percent of all opium production in Afghanistan. 
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up to 60 percent of Afghanistan's opium crop has been stored for future sales. Reportedly there 
has been no discernible increase in the price of Southwest Asian heroin in the U.S. and 
European consuming countries in 2001, indicating that significant amounts of opiates remain 
available. 

23. The rehabilitation of traditional agriculture will be very difficult. Following extensive de
mining activities, irrigation systems will require complete rehabilitation. With redevelopment of 
the agricultural potential, there will then need to be a new set of incentives and penalties put in 
place which promote a shift back to traditional crops. Restoration of livestock and poultry, 
supported through mobile livestock extension, may be a first priority. Also high on the agenda 
will be rehabilitation of rural roads through labor intensive methods to provide some rural 
employment and, when completed, access to markets. Many trees have died due to drought 
conditions or have been cut down for firewood, so reforestation will also be an important priority. 

C. Manufacturing and Mining 

24. Afghanistan possesses a rudimentary manufacturing base. Among the factories, mainly 
located in Kabul, are manufacturers of textiles (the most important manufactured export 
product) and footwear; cement, fruit processing, matches and coal briquette plants; and several 
cotton gins. Skilled craftsworkers make gold and silver jewelry, leather goods, rugs, and other 
handicraft items in their homes or small shops. With regard to handicrafts, distinctive carpets 
have been manufactured in Afghanistan since ancient times. The Baluchi, well-known producers 
of prayer rugs, also make carpets mainly of wool, using a blend of dark colors. Carpets 
manufactured by Turkmen and some Uzbeks are also renowned. As with other aspects of the 
economy, the generation-long war has been an obstacle to manufacturing output. 

25. Afghanistan is reported to possess rich mineral resources, most of which are largely 
untapped. Afghanistan is the world's only source of high-grade lapis lazuli, a semi-precious 
stone; limited mining of amethysts and rubies also takes place. The country is also reported to 
possess major copper and iron ore deposits. Afghanistan produces some coal, gold, and salt. 

26. Large natural gas deposits in northern Afghanistan were exploited jointly with the USSR 
starting in 1967. In the 1980s large quantities of natural gas were exported to the USSR, but 
that was terminated after the Soviet withdrawal in 1989. Oil has been found to the north of the 
Hindu Kush in large reserves. However, most resources lie in remote areas of the country and 
so remain largely unexploited, primarily because of war. 

27. Although oil transit fees may represent a potentially large source of income for 
Afghanistan, periodic meetings between Pakistan, Turkmenistan, Saudi Arabia and the Taliban 
authorities to discuss energy development prospects have been undermined by Afghanistan's 
instability. Hydroelectric potential has reduced drastically since 1998 due to the drought and the 
fact that major rivers have dried up (e.g., generation for Kabul is down to 390 kW from 544 kW 
in 1999).4 

28. Once peace and stability have been restored in Afghanistan, the potential may emerge 
to attract foreign investment in oil and natural gas pipelines that will transit Afghanistan in 
moving energy produced in Central Asia to India and points beyond. Such transit pipelines, 
once successfully implemented, could provide the basis for further exploration and development 

4 Source: US Department of Energy Information. 
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of the oil and natural gas potential of Afghanistan in conjunction with international petroleum 
companies. 

D. Transport, Communications and Energy 

29. What little transport and communications infrastructure that remained after a generation 
of war has been devastated by the recent escalation of hostilities. Transportation networks 
within Afghanistan are largely destroyed and are in any case severely limited by the rugged 
terrain. In 1991, Afghanistan had about 21 ,000 kilometers of roads (about 13 percent are paved, 
8 percent are gravel , and 79 percent are dirt) . Most paved roads were heavily damaged during 
the war with the Soviet Union and made unusable. A 1993 UN Development Programme 
(UNDP) assessment said that about 60 percent of the 2,500 kilometers of paved roads required 
"significant pavement reconstruction" and that reg ional roads were in "generally poor 
condition".5 Since then, the condition of all roads has deteriorated considerably, as has that of 
the passenger cars and commercial vehicles using them. Hundreds of bridges have also been 
destroyed. Afghanistan's generally poor infrastructure diminishes to almost nothing in the 
mountains, which are largely inaccessible to motorized vehicles. The country has less than 25 
km of railroad track, for moving goods across Afghanistan's borders with Turkmenistan and 
Uzbekistan. Petroleum products are piped in from Uzbekistan to Bagram and from 
Turkmenistan to Shindand. Except for the Amu Darya, which has 1,200 kilometer of navigable 
waters and handles vessels up to about 500 metric tons, the country's narrow, fast-flowing 
rivers are nearly all unnavigable and are used chiefly for the transportation of free-floating 
timber. Ports on the Amu Darya include Keleft, Kheyrabad, and Shir Khan. 

30. Transportation. Public transportation in Afghanistan is generally by bus and truck in 
which loads of people and produce are packed into small spaces or on the roof. City dwellers 
tend to travel by bus and bicycle. Most Afghans in rural areas travel by foot, donkey and 
horseback. There are 48 airports in the country, about one-half of which have paved runways. 
Kabul and Kandahar have international airports, although they and most of the other serviceable 
airports in the country have been put out of commission in October 2001. The national airline is 
Ariana Afghan Airlines; Bakhtar Afghan Airlines also provides some domestic service. Both 
airlines are believed defunct because of the effects of the war, which destroyed many civil 
aircraft and rendered most of its airports and air corridors either unusable or too dangerous for 
commercial traffic. Afghanistan depends on neighboring countries for the shipment of goods to 
and from its borders. Camels and other pack animals are the most popular means for conveying 
these goods to markets. The most famous transportation route into Afghanistan is the Khyber 
Pass, an important trade route for centuries, on the Pakistani side of the Afghan-Pakistani 
border. Hostilities between Pakistan and Afghanistan have often led to the closing of that 
border. The reconstruction and development of the transport network will need to be done on a 
regional basis in cooperation with concerned local governments. 

31 . Communications. The few remaining communications networks were reported to have 
been destroyed as a result of air strikes in October 2001 , including the international telephone 
exchange system in Kabul. Prior to these attacks, telephone and telegraph networks linked the 
major towns. For example, in 1991 , about 30,000 telephones were in use. Looking ahead, the 
redevelopment of communications systems should only be approached on a full cost recovery 
basis with a view to involving the private sector as soon as possible. 

5 Source: Economist Intelligence Unit, Country Profile, October 2001 . 
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32. Energy. Commercial energy consumption levels were among the world's lowest before 
1979. Their rapid increase thereafter was partly related to the war but mainly a result of the 
development by the Soviet Union of the country's reserves of natural gas, Afghanistan's main 
energy resource. 6 War damage, looting and lack of maintenance and spare parts mean that 
actual electricity-generating capacity is far below its potential level of 400mw, which in turn is 
substantially below the country's needs. 

33. The UNDP estimated in 1993 that 60 percent of transmission lines nation-wide were 
inoperative and the situation is now much worse; Immediate needs include funds to repair 
generating plants, substations, transformers, switchgear, distribution and transmission lines, 
and to purchase fuel for thermal facilities.7 The rehabilitation and development of the power 
sector needs to focus on the concerned cities and towns within the context of full cost recovery 
based upon approaches that can increase the probability of success in the concerned region. A 
decentralized policy and institutional framework for energy development can be prepared during 
the humanitarian phase. Regional cooperation will prove important in the longer term when 
transmission grids might be developed to ensure security and supply. 

E. Social Sectors - Education, Health, and Women 

34. The 2000 Human Development Report, produced by the UN Development Programme, 
reported that "Afghanistan is worse off than almost any country in the world. The country's 
social and economic indicators are comparable, or lower than the indicators for sub-Saharan 
Africa". The report put the average life expectancy at about 40 years, the mortality rate at 25.7 
percent for children under five years old, and the illiteracy rate at 64 percent. The report said 
that Afghanistan ranks among the most destitute, war-weary countries in the world in terms of 
human development, with 70 percent of the population estimated to be undernourished and only 
13 percent having access to improved water sources. Millions of Afghans remain dependent on 
outside food aid for their survival. 

35. A variety of social ills are common ·in Afghanistan, such as poverty, interethnic strife, 
gender inequality, and widespread thievery, kidnapping, and banditry. In recent years, order 
was imposed through intimidation; a strict, centuries-old social code of isolated, mountain 
villages was imposed on more progressive urban areas, returning Afghanistan to a pre-modern 
state of development. The civil war has strengthened these tendencies to the point where little 
travel is safe in the country without an adequate supply of money to buy safe passage. The 
ongoing civil war has continued to kill, wound, and displace hundreds of thousands of civilians. 
Water, phones, and sewage systems have been destroyed. Years of war have separated and 
impoverished extended families that traditionally cared for widows and fatherless children. Now 
many are left to fend for themselves. Diseases of malnutrition are being reported for the first 
time in decades. The absence of a well~functioning, development-oriented government in 
Afghanistan has aggravated the food security situation. Some of the instruments normally used 
to promote food security, such as government-run safety nets, pricing policies, large irrigation 
systems and other infrastructure investments, together with agricultural research and extension, 
are unavailable. Deterioration in social services was aggravated by the Taliban's social policies, 
which largely excluded women from the workplace and girls from school. According to the 

6 
During the decade of Soviet occupation beginning in 19l9, the subsectors of the economy that received most 

attention were those from whose development the Soviet Union benefited, such as the exploitation of natural gas 
and other minerals, and government services, including defence. The Soviet Union took the bulk of the country's 
exports (mainly natural gas), provided most of its imports and accounted for most of its industrial and infrastructure 
investment. Source: Economist Intelligence Unit, Country Profile, October 2001. 

7 Source: Economist Intelligence Unit, Country Profile, October 2001. 
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World Bank, Afghanistan, which has always been at or near the bottom of most poverty and 
social indicator rankings, must now be considered "the poorest, most miserable state in the 
world." 

36. A UN-backed census carried out by the Taliban in 1999/2000 put the population at 23 
million. Other estimates put the Afghan population in Afghanistan today at about 20 million, with 
5 million more either in exile or in refugee camps, primarily in Pakistan in Iran. Growing poverty 
and, in some cases, forced relocation have seen the urban population rise since 1996. Kabul's 
population of 1. 78 million in 2000 demonstrated large-scale migration to the city. The census 
found a high degree of mobility, with one in five families reporting a move within the past six 
months. 

37. Education. The vigorous implementation of an ambitious education policy during the 
latter half of King Zahir Shah's reign made primary schools accessible to half the population of 
under 12 years old, secondary schools functioned in most provincial towns, and the national 
university in Kabul offered increasingly sophisticated graduate-level courses. Since 1979, 
however, a steady decline has all but demolished Afghanistan's educational infrastructure. Initial 
damage after the Soviet occupation in 1979, was most severe in rural areas and teachers were 
among the main targets of anti-Soviet resistance. Given the pressures of war, most teachers 
abandoned their profession and many fled the country. Afghanistan in 1996 had the highest 
illiteracy rate in Asia, for both men and women. According to official figures, Afghanistan's 
literacy rate for people 15 years of age or older is 31 percent. Pre-war estimates pegged the 
literacy rate at 11 .4 percent (i.e., 18.7 percent male; 2.8 female) and, though the pattern may 
persist, the literacy rate, particularly for girls, ·declined during subsequent years.8 

38. The law requires all male children from 7 to 15 years old to go to school. UNICEF has 
estimated that there were about 4.4 million children of primary school age in 1998. Of this 
amount, roughly 250,000 attended externally supported schools, and 750,000 were in 
government schools. The remainder, or 3.4 million children, including 2 million girls and 1.4 
million boys, have never attended school. Many children would like to attend school but cannot 
because the country does not have enough schools or teachers; 85 percent of trained teachers 
are estimated either to have been killed or fled the country. Following a 1997 decree banning 
girls from attending school , some teachers formed privately funded, underground "home 
schools" for girls. In June 1998, the Taliban ordered the closure of more than 100 home 
schools, as well as vocational centers for widows and other women in Kabul. The quality of 
education for boys is also rated poorly. Teachers are paid infrequently, and many fired female 
teachers have not been replaced . The factions competing for control of the country have also 
established temporary colleges and training institutes. Afghanistan has two universities
Ningrahar University in Jalalabad and Kabul University. Today, most higher education 
institutions are closed much of the time due to fighting and shelling, and are in any case 
severely damaged physical facilities, with few or no textbooks, libraries or laboratories, and 
hampered by underqualified staff. The Taliban excluded women from universities in areas 
under their control. 

39. Re-building the education infrastructure must be at the core of any strategy for rebuilding 
Afghanistan. It is a formidable challenge and would require a concerted and well-coordinated 
effort by all interested donor and aid agencies. The extraordinary situation in Afghanistan calls 
for strategies to be implemented in a holistic but phased manner. In the short-term, the strategy 
should be to support the existing delivery systems for school education, particularly basic 

8 However, in light of the pre-war estimates and the subsequent deterioration of schools, the implied increase is not 
credible. 



11 

education- and their expansion to meet the expected increase in demand for education. During 
this phase, emphasis should be on expanding reach, supplying teaching- learning material, 
identifying teachers and providing them basic training. To stem the overwhelming problem of 
adult illiteracy in the future, centers for non-formal learning would need to be established to 
cater to older children, particularly girls, who have missed the opportunity to attend school. This 
would allow for greater community participation, support, and ownership from the very start. 
This is particularly important in a complex sociocultural situation as is currently prevailing in 
Afghanistan. This will also be a necessity in view of the very weak administrative and 
institutional capacity. Simultaneously, a planning exercise should be undertaken to assess the 
requirements for physical infrastructure, curriculum development, textbooks, learning materials 
and recruitment and training of teachers for further strengthening of the education system. 

40. In the medium-term, interventions should be made based on the outcome of the 
planning exercise done in the first phase that identify the medium term trends and major gaps in 
the educational sector. Simultaneously, a more broad- based planning process should be 
undertaken to make a comprehensive analysis and assessment of the needs of the school 
sector. 

41. ADS has the experience and expertise to make a significant contribution in all of the 
above areas. Of particular value is its experience in implementing programs for girls' education 
in neighboring Pakistan, which is constrained by a similar sociocultural environment. 9 The donor 
community will need to work closely together to maximize the benefits to the nation from the 
assistance that is likely to be provided. 

42. Health. Before the war, the health situation in Afghanistan was among the worst in the 
world primarily because the health infrastructure was grossly inadequate and mostly limited to 
urban centers. Protracted conflict since 1978 has worsened the inequitable distribution of health 
manpower and services. The conflict has since devastated the healthcare system, including 
deplorable rates of maternal, infant and child mortality, as well as a very high incidence of 
widows and orphans. Most children die of a variety of infectious and parasitic diseases, 
including acute diarrhea and respiratory infections such as tuberculosis. The tragedy is that 80 
to 85 percent of these diseases can be avoided by preventive measures and by the provision of 
proper health care, or cured at an affordable cost. Since infant and under five mortality rates 
are frequently used as reliable overall indicators of community health and development, these 
figures underscore the appalling state of the health sector in Afghanistan. The World Health 
Organization's June 2000 ranking of healthcare placed Afghanistan at 173rd out of 191 
countries. 

43. Most medical professional have fled the country and training programs are virtually 
nonexistent except those run by NGOs in border areas. As a result, and there is only one 
health center to care for every population group of approximately 1 00,000; in addition, fully 
three-quarters of Afghanistan's physicians have left the country, resulting in an untenable 
physician/patient ratio. By the end of 1996, it was estimated that 1.5 million Afghans were 
physically disabled by war injuries, including amputation, blindness and paralysis, as well as 
debilitating infectious diseases, such as poliomyelitis and leprosy. Many more have been 
mentally traumatized. Acute respiratory infection is a growing problem, accounting for roughly 
25 percent of all deaths of children. Only 38 percent of children under one year are fully 
immunized, though a massive effort in May 2000 to vaccinate children against polio was a 
success, reaching nearly all of Afghanistan's 4.5 million children under age five. Cholera, driven 

9 
Loan 1454 PAK (SF): Second Girls' Primary School Sector Project and Loan 1210 PAK (SF): Teacher Training 
Project. · 
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by the lack of clean water and proper sanitation, is endemic, with outbreaks occurring on a 
yearly basis. Because of the inadequacy of the health delivery system, a majority of the 
population relies on indigenous healers such as traditional midwives, herbalists, bone setters 
and barbers who circumcise, let blood, pull teeth, and perform some curative procedures. 
Mullahs, sayyids and other specialists prepare curative and protective amulets. 

44. The war and deteriorating economic, social, and physical conditions in both rural and 
most urban areas, have severely impaired housing and environmental sanitation facilities. Over 
80 percent of the rural population does not have access to clean water and only 13 percent of 
the population has access to sanitation facilities. Providing safe potable water sources and 
sanitation facilities is a high priority since contaminated water sources are major causes of high 
morbidity and mortality. Acute diarrhea, for instance, accounts for over 20 percent of all deaths. 
Upwards of 60 NGOs, in addition to the International Red Cross Committee and the 
International Federation of Red Cross and Red Crescent Societies, WHO and UNICEF have 
been active in the health sector over the years, assisting everything from regional, provincial 
and district hospitals to basic health clinics, as well as specialized services in physiotherapy, 
drug detoxification, TB and malaria control. The first priority, even before reestablishment of 
treatment centers, is to ensure the delivery of basic supplies (e.g., water purification tablets, 
micronutrients, oral rehydration, and basic antibiotics) through community health workers with 
short-term intensive training. 

45. Women. Traditional Afghan custom, which was revived in recent years, imposed limits 
on women's activities outside the home. In 1996, the U.N. reported that a series of 21 new 
ordinances had been issued governing the behavior of women in Afghanistan, including 
requirements that women wear full-length veils, refrain from wearing perfume, and avoid travel 
outside the home unless accompanied by an adult male, even in urban areas. The Taliban's 
refusal to allow women to work or acquire an education effectively cuts the workforce by 
potentially one-half, as well as devastates female-based relief services. Worse, severe 
restrictions on women working outside the home have added to the impact of poverty, 
particularly on the many households lacking able-bodied adult men. In 1997, female medical 
workers were largely banned from working in Kabul's hospitals. Treatment of female patients 
was restricted to a few poorly equipped hospitals. As a result, most women in Kabul today have 
little or no access to health care. 

F. MONETARY, FISCAL AND EXTERNAL SECTOR 

46. Money and Banking. The currency unit in Afghanistan is the Afghani (Af). From 1981 
to 1996 the official rate of exchange was pegged at Af 50 per U.S. dollar, but in 1996 the 
exchange rate was allowed to depreciate to Af 3,000 per U.S. dollar. Since then, accelerating 
inflation sharply reduced the value of the Afghani but it has recently appreciated to the current 
exchange rate of about Af 4,700 per US dollar. Moneychangers in Afghanistan appear to take 
their lead from the currency market in the Pakistani border town of Peshawar. 

47. As with other economic sectors, Afghanistan's financial sector was in an early stage of 
development before the civil war. This sector has also sustained heavy losses during the war 
and strife of the past two decades, in terms of capital, professional and skilled workers. The 
establishment of Afghanistan Bank as the Central Bank occurred in 1938. There were four 
banks established in the country, namely, Afghan Bank, National Bank, Commerce Bank, and 
Pashtoon Bank, which were nationalized in 1975. No stock market or other modern form of 
financial development exists in Afghanistan. Instead, "money bazaars" provide money lending 
and foreign exchange dealings. Within this system, opium had become a vital source of credit 
for Afghanistan's poorest people who otherwise would not survive the harsh winter months. 
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Under this informal system, formerly based on wheat, a creditor (usually a shop-keeper) gives 
goods in exchange for a fixed amount of crop, following planting and harvesting. 

48. Public Finance. The public sector in Afghanistan has consisted of the central 
Government, provinces, municipalities and public enterprises. By the early 1990s, a large part of 
government outlays occurred outside the budgetary process. In 1990/91, current government 
revenues had fallen to less than 3 percent of GOP while recorded expenditures had more than 
halved to 13 percent of GOP, for a fiscal deficit in the order of 10 percent of GOP.10 Foreign 
assistance was almost the sole source for development financing. In the following decade, most 
of public finance has taken place outside the budget. In 1998, the official budget of Afghanistan 
was principally financed by about $10 million in direct foreign aid from Pakistan and by a few 
minor tax revenues in Afghanistan itself. Until late 1998, the Taliban also received direct 
financial assistance from Saudi Arabia, which provided cash grants as well as subsidized fuel, 
but these were ended over the Taliban's failure to expel Osama bin Laden. 11 

49. Foreign Trade and External Debt. The UNOP estimates that the total trade of 
Afghanistan was about $2.4 billion in 2000, largely unofficial exports to Pakistan. Re-exports 
were sold in Pakistan over $900 million through unofficial routes, while a further $150 million 
worth of re-exports found their way into Iran. Total imports in 2000 were estimated to be $1.2 
billion. 12 Transit trade through Iran and Pakistan provide the main conduit for imports into 
Afghanistan. 

50. Trade between Afghanistan and Pakistan takes place at numerous points along a 
difficult mountainous terrain using vehicles as well as animals and labor. Trade across the 
Iranian border occurs in fewer places and is relatively easily monitored. The system of 
payments to facilitate trade relies mostly on cash and the banking system is rarely used. The 
foreign exchange market is unregulated for trade purposes. The Taliban authorities have 
imposed different tax rates on various commodities, such as opium. The major trading centers 
are at Heart, Kandahar, Jalalabad, Mazar-e-Sharif, and Kabul. 

51. Afghanistan's external public debt was estimated to have stood at $5 billion in 1990, or 
about $300 per capita, the bulk of it owed to the Soviet Union, and all but a marginal amount on 
concessional terms. 13 No external debt has been serviced or repaid since 1992. 

IV. RESPONDING TO SEPTEMBER 11 EVENTS: ISSUES AND CHALLENGES 

52. For over a generation, war has devastated Afghanistan. The disintegration of practically 
all national institutions of government resulted in a collapse of acceptable governance. The 
prevailing situation encouraged illegal activities, including narcotics production and transit trade. 
As a consequence of the prolonged war, the number of disabled increases daily. There are an 
estimated 10 million landmines and unexploded ordinance that endanger daily movements. 
Afghanistan's social indicators are among the poorest in the world. One in four children do not 
survive to their fifth birthday and an estimated 15,000 women die each year from pregnancy
related causes, as there is only one doctor per 50,000 in Afghanistan. Fewer than 40 percent of 

10 
International Monetary Fund, Afghanistan 's Recent Economic Developments, May 1991 . National accounts were 
actually estimated on the basis of Net Material Product (NMP) approaches. 

11 
Ruben , Barnett R. , The Political Economy of War and Peace in Afghanistan, Council on Foreign Relations, 2000. 

12 
Dr. Mohammad Zuberi Khan , "Afghanistan's Trade relations with Neighboring Countries", Islamabad, Financial 
Techniques lnternationale, April 2001 . 

13 
Economist Intelligence Unit, Country Profile, October 2001. 
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boys were enrolled in school and less than 10 percent of girls were estimated to attend some 
form of schooling, including instruction at home, reflecting the Taliban regime's restrictions on 
female education and on women teachers. A large proportion of the country's population has 
been displaced with up to 5 million refugees. The country's infrastructure also has been largely 
destroyed by the long war. 

53. The food situation has deteriorated .very rapidly and there is evidence of widespread 
famine conditions in the country. The severe drought over the past three years has taken an 
increasing toll with substantially reduced food availability, forced sale of livestock, and growing 
number of refugees and internally displaced people. A survey by Medecins sans Frontiers in 
March 2001 found drought-induced deaths already rising and in one district, 30 percent of 
children suffered nutrition deficiency and 5 percent severe malnutrition. The WPF has warned 
that a serious humanitarian crisis is unfolding in Afghanistan. The advent of winter and the 
ongoing strife puts the international community on notice. The response must be swift and well 
coordinated between all development partners. 

54. The Taliban regime had provided security of travel along the entire route from 
Torghundi, on the Turkmenistan border, through Herat and Kandahar to the Pakistan borders in 
recent years. Apart from becoming a major trade route, this also created an open corridor for 
smuggling of duty-free consumer goods from Dubai to Pakistan and points in between. Before 
the Taliban's drug ban, Afghanistan was the world's largest producer of opium, with a harvest of 
about 2,800 tons of raw opium gum in 1998. The Taliban's zakat, or obligatory wealth tax, of 20 
percent of the trade yielded revenues of $100-200 million a year, outside the budget. 14 The 
transit and drug trade was supported by service industries in the form of fuel stations, shops and 
teahouses catering to the needs of the drivers. The principal source of the fuel was from Iran 
where it is heavily subsidized. The centers of Kandahar, Jalalabad and Herat were the 
prosperous trade centers while Kabul was the focus of humanitarian assistance. These 
crossborder economic networks were supported by religious and political groupings. 

55. These dysfunctional regional economic and administrative relationships need to be 
addressed urgently by the new political arrangement presently in the process of being 
established in Afghanistan. A comprehensive plan for the rehabilitation and reconstruction of 
Afghanistan must be driven and led by the country itself. The smuggling and other informal 
cross-border activities undermine public finances through the loss of revenues for Afghanistan 
and the trading country in question. This would need to be addressed in the context of 
strengthening domestic resource utilization. An appropriate economic incentive and trading 
environment will help to unify the significant informal trade with the formal international trade of 
Afghanistan. Similar considerations govern the relationships with all of Afghanistan's 
neighboring countries and regional solutions. provide a solid opportunity to address these issues 
as well. Regional cooperation holds tremendous potential , over the long term, for the 
development of Afghanistan and the wider region. 

56. Given the traditionally decentralized nature of Afghan society, the form and role of local 
governments will be an important issue in planning and delivering development assistance. 
Local communities and their governments will need to be supported and their creative energies 
and enterprise tapped in an appropriately decentralized framework of development. However, 
strengthening of central government institutions should proceed in parallel with that of local 
institutions for agriculture, infrastructure services, education and health. Among the immediate 
concerns of the central government will be the rebuilding of the central bank and key economic 

14 Ruben, Barnett, "Political Economy of War and Peace in Afghanistan", Council of Foreign Relation, New York, 
p. 18. 
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and financial institutions, where IMF support will be vital. Federal government services such as 
sound monetary and fiscal policies will over time be seen as benefiting communities and local 
governments and engender their support. Good governance is the most critical concern and 
long-term challenge in Afghanistan. The erosion of public institutions, civil society, economic 
and social repression have not only exacerbated domestic strife and undermined local level 
initiatives and administrative structures at all tiers of the government, but also isolated 
Afghanistan from the international community and left governance of the country in shambles. 
This is a central concern and must be addressed in a sustained manner. 

V. ADB ASSISTANCE TO AFGHANISTAN 

A. ADB's Past Operations in Afghanistan 

57. Afghanistan has been a member country of ADB since 1966. The ADB operations 
began in 1969, and the first loan was approved in 1970. By the time of the Soviet occupation of 
Afghanistan in 1979 (and ADB support was suspended), Afghanistan had received eight loans 
totaling $75 million, and technical assistance totaling $2.5 million. All loans were sourced from 
the Asian Development Fund (ADF) sources, i.e., ADS's concessional window. The major 
emphasis of the Bank's operations in Afghanistan was on small- and medium-sized agriculture 
and irrigation projects. Other areas of emphasis were transportation development, hydropower 
development, and vocational education. As of 31 October 2001, principal outstanding was 
$29.1 million and the total arrears on four 1oans were $16.0 million. The issue of arrears is 
being addressed to pave the way for resumption of ADB lending to Afghanistan.15 

B. Assessment of Assistance Needs 

58. Accurate assessments of assistance to support humanitarian and rehabilitation efforts 
and reconstruction needs in Afghanistan are difficult to make at present. For example, East 
Timor is receiving $350 million of reconstruction aid over a three-year period for a population of 
less than half a million. Cambodia required $1.6 billion over the first two years just for the U.N.
administered transitional authority in 1991-1993, excluding assistance from multilateral and 
bilateral sources and the sizable NGO community there. In the case of East Timor, which was 
not nearly as devastated as Afghanistan, per capita expenditure by the development community 
of $700 was committed. Considerable further work must be undertaken before a reliable, 
detailed and comprehensive estimate of rehabilitation and reconstruction costs and resource 
requirements might be determined. However, given the large magnitude of resource 
requirements and the extent of ongoing humanitarian needs, it is likely that rehabilitation and 
reconstruction efforts will be resource constrained. 

59. The IFis are collaborating closely with humanitarian and relief agencies especially the 
World Food Programme, UNDP, UNHCR, and international NGOs, who have been engaged in 
Afghanistan throughout the two-decade civil war period. These institutions are providing critical 
information and knowledge on Afghanistan at this stage. 

15 Afghanistan's arrears to the World Bank/IDA and IMF totaled $23.6 million $9.6 million, respectively, in October 
2001 . These arrears as well as those owed to the ADS must be cleared before Afghanistan's relations with the IFis 
might be normalized. 
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C. ADB's Approach to Assisting Afghanistan 

60. The ADS's approach to assisting Afghanistan recognizes that ADB is a part of the 
overall international effort to assist the country. While relief agencies provide humanitarian 
assistance, ADB will provide rehabilitation and reconstruction assistance. Rehabilitation 
assistance targets immediate operational needs, while reconstruction assistance addresses 
longer-term development needs. Both types of assistance would be initiated simultaneously. 
The ADS's approach, as indicated earlier, is that the design of its assistance program should 
evolve in full partnership with Afghans at the local and national levels, and in full collaboration 
with IFis and other development partners. In assisting Afghanistan , the central focus of ADS's 
operations would be on the effective and sustained reduction of poverty. 

61 . The situation in the country is undergoing rapid change. Although the Taliban regime 
has withdrawn from several major cities, conflict is continuing in other regions. The ADB is 
monitoring the situation very closely and will retain flexibility in its approach to assisting 
Afghanistan. 

62. The ADS proposes to provide the following assistance: 

(i) initial assistance to Afghanistan could be aimed at food security, health and 
nutrition, (particularly maternal and child health care), water and sanitation, 
provision of shelter and winterization, and education for both the permanent and 
returning populations. Special care will be taken to maximize synergies with the 
relief work undertaken by UNHCR, WFP, and other humanitarian and bilateral 
agencies; 

(ii) in the medium-term, substantial assistance to Afghanistan could include 
support to rehabilitate infrastructure, in particular, irrigation systems for the 
restoration of livelihoods in agriculture, supported by micro credits; and then to 
rehabilitate other infrastructure and government institutions at the local and 
national levels. There will also be a strong need for assistance to the social 
sectors, including basic health and education institutions, policy and services. A 
large part of the assistance will be provided for the basic repair and maintenance 
of power, roads, water/sanitation systems and telecommunications. In each of 
the addressed sectors, there will be an urgent need to help develop and 
strengthen appropriate policies and institutions. 

63. Crosscutting themes underlying all ADB programs are: (a) the focus on the special 
needs of children, the elderly, and the physically challenged , as these · vulnerable groups 
invariably comprise a majority of the affected population. It is also essential that the needs of 
women are recognized and addressed within the Afghan context; and (b) good governance, 
anti-corruption and money-laundering. Good governance is critical for Afghanistan 's 
development. The key economic institutions (e.g. , public finance, and the central bank) would 
need to be restored and strengthened. Establishing a private banking system and supporting 
the professions such as legal and accounting are essential to good governance. The needs of 
public safety and security including demobilization, policing and basic human entitlements will 
also prove considerable. Sustainable peace and economic development and the reduction of 
poverty will also depend on the establishment of legal frameworks and community based and 
civil society institutions reflecting Afghan values. The enormity of the task makes it imperative 
for all assistance agencies -the IFis and international aid agencies, international NGOs and 
community based organizations-to closely coordinate their programs and strategies. 
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64. Policy and institutional development must precede investment in rehabilitation and 
reconstruction, which could get off the ground effectively after the military campaign ends, an 
acceptable political settlement has been reached, and de-mining in concerned project areas has 
been completed. Prospects for an acceptable political arrangement have improved in recent 
days. In preparation for such time, ADB in coordination with other donors has started preparing 
for possible reconstruction and rehabilitation assistance, in concert with an agreed international 
approach. Although there is understanding of the broad areas of support that Afghanistan may 
require, the scope and timing of such assistance and specific areas of collaboration with other 
development institutions would need to be worked out. 

65. Aside from existing modalities and financing instruments, ADB stands ready to 
participate in or to administer or co-administer an international and multi-donor trust fund. In 
fact, the ADB has several existing tools for collaborative financing, including trust funds, and 
parallel financing. Each of these instruments can be used at the regional and country level, and 
involve other governments. 

(i) if all or a portion of the funds are to be provided as a grant to be administered by 
ADB, a trust fund could be established for Afghanistan (and possibly for other 
affected countries) under our standard financing arrangements. If a donor 
government desires, other donors could be invited to participate in the trust fund 
(provided there is agreement on the countries and activities eligible for financing 
under the fund, and an administratively efficient mechanism is established for 
approving projects to be financed under the fund). An important principle is that 
whatever agency is responsible for the rehabilitation of a concerned sector 
should also be responsible for developing the policy and institutional framework, 
cost recovery and incentive arrangements for that sector. 

(ii) a special funcl' 6 (e.g., Asian Development Fund, or ADF) can be created by a 
grant contribution and onlent to Afghanistan. The fund could also be accessed by 
other crisis-affected countries~ 

(iii) an umbrella loan facility could be created if all or a portion of the funds are to 
be provided in the form of loans. Under this arrangement, the donor 
government(s) would enter into a framework agreement with the ADB specifying 
the amount of the commitment, eligible countries and sectors (or types of 
projects), the terms of financing (i.e., interest, maturity, grace period, etc.), and 
approval procedures. ADB would recommend programs for approval by the 
donor government(s), and would appraise and administer the projects. The 
donor government(s) should agree to commit the loan funds for specific 
programs prior to ADS's appraisal (though ADS's administration of such loan 
would be subject to approval by ADS's Board). 

66. For the ADB to resume normal operations in Afghanistan (including lending from ADS's 
own resources), it will be necessary to resolve Afghanistan's outstanding arrears to the ADS. 
This was also addressed in Cambodia and Viet Nam prior to resumption of operations. ADS is 
assessing the interest of bilateral donors in addressing the issue of such arrears to enable 
speedy resumption of its operations in Afghanistan. 

67. There are also issues relating to sanctions against Afghanistan by the United Nations 
(sanctions adopted by the U.N. Security Council against the Taliban specifically exempt 

16 Special funds include the Asian Development Fund . . 
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humanitarian activities), the U.S. and other countries, which would need to be considered. 17 

Afghanistan's access to concessional loan resources would also need to be approved by donors 
to the Asian Development Fund. 

68. Meanwhile, we are monitoring developments very closely, not only in-house but also 
together with all our partners including the other IFis. ADS is co-hosting a major international 
"brainstorming" meeting on Afghanistan's reconstruction needs, tentatively scheduled for 27-29 
November, together with the UNDP and the World Bank. Regional Representative, NARO, is 
coordinating closely with UN agencies in New York, particularly UNDP. Work will soon be 
initiated on an economic assessment of Afghanistan, including discussion on important 
economic, social, political, institutional and policy developments in Afghanistan. ADS stands 
ready to respond and provide assistance to Afghanistan as soon as the situation permits. 

D. Assistance for Rehabilitation and Reconstruction 

69. The ADS has already undertaken the following actions to respond to the evolving 
situation in Afghanistan and of the crisis-affected countries: 

(i) prepared economic and social assessment of Afghanistan -July 2001; 
(ii) establishment of the ADS country team for Afghanistan - September 

2001; 
(iii) field visits and special mission by the President Chino, and senior staff to 

the region and by the President, Vice President and senior staff to 
Washington for assessment and consultations on the Afghanistan 
situation and its impact on the region; 

(iv) all resident mission in the countries neighboring Afghanistan are regularly 
monitoring the situation, assessing the impact in consultations with 
governments and providing feedback to headquarters; 

(v) a Special Task Force for planning, coordinating and supervising ADS 
operations in crisis-affected countries has been established and is 
coordinating with other IFis; 

(vi) regular and intensive contact and coordination at the level of the heads of 
MOBs and at the staff level; 

(vii) adjustment of the current operational programs to respond to the 
immediate assistance needs of crisis affected DMCs; 

(viii) development of an initial assistance strategy for Afghanistan as reflected 
in this paper; and 

(ix) all provisions made to initiate operations in Afghanistan as soon as the 
situation permits. 

70. In addition, the ADS proposes to undertake the following actions to initiate rehabilitation 
and reconstruction assistance as soon as the situation permits: 

17 
Opium production in Afghanistan has been greater in recent years. This, along with promotion of international 
terrorism combined to isolate Afghanistan from the international community. On 19 December 2000, the U.N. 
Security Council imposed additional sanctions against the Taliban, including an arms embargo and a ban on the 
sale of chemicals used in the production of heroin . These sanctions (Resolution 1333) were aimed at encouraging 
Afghanistan to address these serious issues, which stood between isolationism and acceptance by the 
international community. These latest sanctions are in addition to those (Resolution 1267) imposed on Afghanistan 
in November 1999, which included a freeze on Taliban assets and a ban on international flights by Afghanistan's 
national airline. The Taliban reacted sharply to the new sanctions, ordering a boycott of U.S. and Russian goods, 
and pull out from U.N.-mediated peace talks aimed at ending the country's civil war. 
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(i) continue monitoring developments on the establishment of a political 
arrangement acceptable to Afghanistan and the international community; 

(ii) continue to develop and strengthen ADS's assistance strategy and program for 
Afghanistan and remain ready to provide direct assistance to Afghanistan; 

(iii) continue regular monitoring of economic and social conditions in Afghanistan and 
the crisis-affected countries of the region; 

(iv) intensify participation in existing and new donor activities and ensure effective 
coordination with IFis, the UN, bilateral agencies, and other partners; 

(v) deliver assistance through existing modalities such as sector development 
programs to simultaneously address the needed policy and institutional 
developments while providing investments in rehabilitation and reconstruction 
focused especially on basic human entitlements, social services and physical 
infrastructure; 

(vi) continue to monitor the use and availability of resources while incorporating 
appropriate incentives for the efficient and effective use of external and domestic 
public resources; 

(vii) continue to adjust ADB operations in crisis-affected countries as appropriate; and 
(viii) promote regional economic cooperation between Afghanistan and its South and 

Central Asia neighbors to reduce poverty through sustained economic growth 
and social development on a regional basis. 

(ix) continue to take steps to promote governance and the rule of law and address 
issues of money-laundering in the directly affected countries. 



Land area 

Population 

Main towns: Population 
Kabul ( capital)a 
Kandaharb 
Heratb 

Climate 

Weather in Kabul (altitude 1,815 meters) 
Hottest month 
Coldest month 
Driest month 
Wettest month 

Main languages 

Measures 
Local measures include: 

1 gazi jerib = 0.7366 meter 
1 jerib = 0.195 ha 
1 charak = 1. 7665 kg 
1 seer= 9.066 kg 

Currency 
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Appendix 1 

COUNTRY BACKGROUND 

652,000 sq. km 

23 milliona 

1,780,000 
191,000 
150,000 

Continental (extremes of temperature) 

July, 16-33 C (average daily minimum and maximum) 
January, minus 8- 2 C 
September, 1 mm average monthly rainfall 
April, 1 02 mm average rainfall 

Pashtu and Dari (Persian) 

Metric system 

Spot exchange rate in November, 2001 
Afghani = 1 OOpuls 
Af 4,700 = US$1 

Time 

Fiscal year 

Public holidays 
December 27th 2000c 
March 5th 2001 
March 6thc 
March 26th 
April4thc 
June 4thc 
April 18th 
August 18th 

a 1999-2000 UN-backed population survey. 
b 1982 estimates. 

4 1/2 hours ahead of GMT 

March 21st-March 20th 

end of Ramadan; Eid Ul Fitr 
Arafat day 
Eid AI Adha 
Islamic New Year 
Ashoura 
Prophet's birthday 
Liberation Day 
Independence Day 

c These holidays are dependent on the Islamic lunar calendar and may vary slightly from the dates listed. 
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ECONOMIC STRUCTURE 

Origins of gross domestic product 1989a %of total 

Agriculture & forestry 
Industry 
Construction 
Trade 
Transport & communications 
Services 
GOP at factor cost 

Principal exports 
1990a US$ m 

Fruit & nuts 93 
Carpets 44 
Wool 10 
Karakul (sheep) skins 3 
Cotton 3 
Others 82 

Total 235 

Main destinations of exports %of 
1999b total 

Pakistan 32.4 
India 8.1 
Belgium 7.2 
Germany 5.4 
Russia 5.4 
UAE 3.6 

a Fiscal years beginning March 21. 

53 
28 
6 
8 
3 
2 

100 

Principal imports 
1988a 

Capital goods 
Food 
Textiles 
Petroleum products 
Sugar & vegetable oil 
Tyres 
Others 

Total 

Main origins of imports 
1999b 

Pakistan 
Japan 
Kenya 
South Korea 
Turkmenistan 
India 

Appendix 2 

US$m 

293 
150 
117 
99 
53 
50 

138 

900 

%of 
total 

19.2 
15.6 
8.7 
7.1 
6.0 
5.8 

b IMF, Directory of Trade Statistics. Figures are derived from trading partners' records and do not capture all 
trade. 
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