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2) Afghanistan Compact...,. is an agreement between the Afghan government and the 
international community and financial donors. The Compact set out an ambitious 
national program in 2006 with the support of international partners for the next five 
years. The Government of Afghanistan has committed to specific achievable goals in 
national security, governance, social and economic development, and counter
narcotics initiatives through this compact and these are reflected in the ANDS 
document. 

3) Aid Effectiveness...,. this term refers to the efficiency and success of development 
aid- given primarily by international aid agencies- in achieving national economic 
development. Donors and agencies are always looking for new ways to improve aid 
effectiveness- which can also be described as the best possible use of aid money. 
This includes setting conditions such as capacity building on the host government in 
order for them to better absorb and utilize aid money, and, supporting improved 
governance in order to curb corruption and other mismanagement of aid money 
within government agencies. 

4) Alternative Livelihoods AL....,. this term is mainly used in the context of opium 
farming and trade in Afghanistan. A large number of farmers in Afghanistan today 
are directly or indirectly deriving their livelihoods from the opium trade. Considering 
the negative impacts of the narcotics' trade for public health, on national security, 
and on the drive to legalize the economy, the government and civil society actors 
have debated, discussed and implemented alternative employment schemes for 
farmers who will be affected by government measures that curb the drug trade 
(destruction of poppy fields, interdiction/seizures, etc.). 
Any AL measure has to ensure that the farmers who are switching from poppy 
cultivation to other occupations would be adequately compensated through the 
wages and other economic returns of their new profession. The elimination of opium 
production is being complemented with encouraging licit on-farm (switching to wheat 
production, for instance), horticulture and off-farm income opportunities. The 
consensus today is to shape Alternative Livelihoods strategies based on a deeper 
understanding of reasons why farmers cultivate opium (rural poverty, indebtedness, 
lack of access to credit) and the potentially disastrous consequences of pushing 
through AL measures if no viable and long-term sustainable income opportunities 
exist. Therefore, a holistic rural development approach needs to be taken in order to 
sustain licit on/off-farm activities for those whose livelihoods depend on poppy . ....,. ....,. 
also see Opium Economy 

5) Balance of Payments BOP...,. this is one of the most important concepts of 
macroeconomics; BOP reflects the 'economic health' of a nation. It is essentially a 
record of a nation's transactions with the rest of the world over a particular time 
period. This record includes the buying and selling of merchandise, services and 
capital flows (investments) from -and to- other countries, and therefore can also be 
seen as the difference between the amount of money coming into a country and the 
amount of money going out of it. The inflow to Afghanistan comprises of its revenue 
from exports, foreign investments in Afghanistan, and income from the country's 
overseas investments. The outflow from Afghanistan is the repayment of national 
debt, import payments and payment of dividends or interest to foreign investors. The 
balance of these two figures creates either a surplus or deficit (on the current 
account). The Balance of Payments figures are made up of Current Account items 
(Afghan imports and exports) and Capital Account items (e.g. borrowings and 
investments of foreigners in Afghanistan - and of Afghanistan abroad). While a 
surplus denotes a healthy economy (simply put, more money is coming into the 
country than is being spent abroad), a deficit is financed by government reserves, 
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and, the government borrowing money from the 'money markets' (private sector 
sources such as banks). ~ ~ also see Fiscal Deficit/ Trade Deficit 

6) Benchmarks~ are operational, time-bound targets for the central government and 
line ministries that are set in the ANDS. Afghanistan's government and its main 
development partners are working towards the achievement of clear political, 
economic and security-related benchmarks. Benchmarks· themselves can be 
distinguished between high-level 5-year strategic benchmarks emerging from the 
London Conference of January 2006 (listed in the Afghanistan Compact and 
covering Counter-Narcotics, Environment, Gender Equity, Anti-Corruption, and 
Regional Cooperation) and working benchmarks. These benchmarks are subject to 
further refinement and change as they are discussed by the line ministries, the civil 
society, donor agencies and other actor involved in the ANDS process. The following 
are some of the benchmarks 1 from the ANDS: 

COU(lter-Nar~<)t~£~ . : , . . .. . .. • .. •])( < \L 

.·;ey ;·Ja,dcfi L13~~;,(~Qdf201 O); th7.;9?Yerr)m~nt :~Ill st(~ngthen i~~ la,w e~fo,rcement capacity at 
· PB~h·~?~otr~t~OR~~ · ··.¥.i~qiaJ~ "~~~,,~ ;: [~.!-uJting iQ;~, ~ubstanti~l · annual increase in the amount of 
d~cigs· seiz~a arr .. , . roce$sing f~ei.litjes oism~u1tt~,ct,··~7. . . 

9.f'i.~!r Eqi.dty .··· ... •;·;;,: .. ... · wr , > .· ..•. : .· :· . .... < . 
"By Jaddi 13?9 (7hd~2010),the ;National ~lanJor Women i~ ~fghanistan will be fully 
implemented; ana in line·wlthAfghanistari.'s,MDGs; female participation in all Afghan 
governance instit~tions, including elected and appointed bodies and civil service, will be 
strengthened .. " · · ··· · · 

· ~~~i~r~S~it+;.,.~"'.gi~b~~,;,~~~lf~sr!~~~i!~~~,,~~~tny ballin.ced 
Afghan National .. police and Afghan Border J?olice with a combined force of up to 62,0002 will 
be able to meefthe' security needs. of the country effectively and will be increasingly fiscally 
sustainable .' " 

R~ligi()ust~ff~jt,!;}(P.~pgraQlOOP~~r~~t'!rn!t!~e; Rul.e.()fJ.,aw & ·. f:iuman~ights Pillar) : 
"By J~ddi 1 ~J3~ (~'{1g~2Qt0), .~qQ:~f-~~e rnea~.Y,t~~ ~ill .be p~ti:ri plac~ to e~.sur~ Jt)at ~he status 
and participatio'h of .~omen iry Islamic~ activities increase;· both locally ari'd inte~mationally " 

eiJb,ic' ~.~mi'' (~_rpgraljl~~&~fG()V&rn~nc~, · Rule pf:Law & Human 
Rights ~illci · 
"A clear and +r~•.,c!n'~rQnt natio appo.iritf11~ht$ ~echanism wili be established within 6 
moQ!hs,appli · 12 mO[!!ps,;and fully ii}lplemefJted witt)in 24 mor,ths for all senior level 
a go'Q~mrn-ent and the judiciary, as well as for proVincial governors, 
chiefs of admin'!$tfato~ and pl;oyindal head~ of security " 

.~ RO.ad. '. · V"' s · ···· ~~; (~t§··;/•m.•. ~n<t,e~t~t?~!~~:}aof:l Eco~o~~c 
Development . J/ ·.· )! . .· ... .. >~t:;··". ~ . . ... · .. . , 
"Afghanistan wm;ft~ve a fully upgraded ~nd maintained ring road, as well as roads connecting 
the.ring roa<:tt,o: neig~boring countries. byJad~i •1387(end-2008); and a fiscally sustainable 
system for road ·maintenance bY Jaddi 1386 (end-2007) " 

7) Civil Society~ refers to the entire body of voluntary civic and social organizations 
and institutions that form the basis of a functioning society. These bodies are 

1 Listed from l-ANDS 'Volume One'; available online at the Afghanistan National Development Strategy 
(ANDS) website at www.ands.gov.af 
2 this figure has been recently revised by the government 

7 

ACKU



differentiated from government-supported structures (ministries, state-
funded/managed agencies, security apparatuses). Civil Society includes: 

• Non-Governmental Organizations (NGOs) 
• Private Voluntary Organizations 
• Trade Unions 
• Charities 
• Academic institutions and research organizations 
• Media 
• Social/Sports' Clubs 
• Cultural and Religious Groups 
• Women's Organizations 
• Cooperatives and consumer organizations 
• Environmental groups 
• Business organizations 

In Afghanistan, the categories above would comprise of national (and International) 
NGOs such as ACBAR, ANCB, SWABAC and OXFAM, the Afghan Media Resource 
Center, Kabul University, Afghan Women Network (AWN), and the Chambers of 
Commerce. 
Due to the sheer breadth of what comprises civil society, what gets termed as a 'civil 
society organization' and what does not remains open to debate and discussion. An 
individual carpet shop is not civil society (primarily since it operates for personal 
profit) but an association of carper sellers/traders in Kabul could be considered as a 
voluntary civic body functioning to address the concerns of a professional 
community, and therefore can be a Civil Society Organization (CSO). One major 
function of certain CSOs such as environmental groups, Trade Unions and NGOs is 
to act as checks on government policies (as 'countervailing powers') and as crucial 
links between the state and its organs on the one hand, and the wider public on the 
other. 

A working definition3 helps us broadly understand the nature of CSOs: 
Civil Society refers to the arena of uncoerced collective action around shared 
interests, purposes and values. In theory, its institutional forms are distinct from 
those of the state, family and market, though in practice, the boundaries between 
state, civil society, family and market are often complex, blurred and negotiated. Civil 
Society commonly embraces a diversity of spaces, actors and institutional reforms, 
varying in their degree of formality, autonomy and power. 

8) Comparative Advantage...,. a component of free market theory which states that if 
each nation specialized in the production of just those goods and services which it 
could produce cheaper (due to relative efficiency and natural advantages) relative to 
a foreign country, and then traded them with the foreign country to get those goods 
which they produced relatively cheaper, both countries would stand to benefit. In 
principle, an international trading system organized around the concept of 
comparative advantage (and specialization) should increase worldwide efficiency 
and standards of living. Each country would focus its factors of production (land, 
labor, capital investments) on goods and services which were best made 
domestically - in exchange for those products that it might find expensive to make 
themselves but cheaper to import. Free trade promotes the law of comparative 

3 From the Centre for Civil Society (CCS) definition at the London School of Economics, University of 
London. Accessible online at http://www./se. ac. uk/col/ections/CCS/what _is_ civil_ society. htm 
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advantage and deemed this to be a "win-win" situation for bilateral trade. Afghanistan 
is said to have a natural comparative advantage in products such as dry fruits, and, 
services involving transit trade through Afghanistan. ~ ~ also see Sources of 
Growth 

9) Devaluation~ is the lowering of the value of a currency, relative to one or more 
foreign currency, as a result of deliberate government action. Devaluation tends to 
boost demand for the country's exports by reducing their prices in terms of foreign 
currencies; it also reduces domestic demand for imports by raising their prices in 
terms of the home currency. Devaluation can provide a short-term boost to an 
economy encountering Balance of Payments imbalances (fiscal/trade deficits) by 
attracting more foreign investments/currency inflows. This is different from currency 
depreciation, which is a decline in the purchasing power of a currency, relative to a 
foreign currency, as a result of free market forces rather than government action. 
Both devaluation and depreciation therefore result in the same effect - the fall in 
value of the country's currency- due to different reasons. 

1 0) Dutch Disease~ is an economic phenomenon named after the effects of natural 
gas discoveries in the Netherlands. It refers to the adverse effects on the country's 
manufacturing industries and exports when one industry(- usually extractive-) alone 
increases its exports substantially - resulting in the value appreciation of the 
country's currency (explained below). It is commonly applied to large discoveries of 
fossil fuels and the extraction/increasing exports of natural resources such as oil, 
natural gas, gold and copper. The production of cash crops such as coffee can also 
lead towards this phenomenon. 
In the 1960s, the discovery of natural gas prompted the Dutch economy to rapidly 
increase the extraction and export of gas. This caused a lot of foreign exchange in
flow into the national economy and increased the value of the local currency (since 
more foreign currency was being given against the Dutch currency Guilder and its 
value appreciated). However, while the Guilder was strong in its value in relation to 
the Dollar and other currencies, it caused Dutch exports to be more expensive (since 
they were valued in Gilders and exporters now demanded more foreign currency to 
sell a unit of their produce). This caused an overall decline in their manufacturing 
sector as the exchange rate increased and exports became more expensive (hence 
less competitive). While it usually refers to natural resource discovery, it can also 
refer to - as the International Monetary Fund states4 

- any development that results 
in a large inflow of foreign currency, including a sharp surge in natural resource 
prices, foreign assistance, and Foreign Direct Investment (FDI). Also known as a 
'resource curse', the threat of Dutch Disease can be met in two ways by the 
government: by regulating and slowing the appreciation (increase in value) of the 
real exchange rate (of the currency), and, by promoting the competitiveness of the 
manufacturing sector (making exports cheaper). 
The probability of a 'Dutch Disease' in Afghanistan today can result from the 'export' 
of high dollar-value narcotics and its effects on the Afghan economy (along with 
foreign aid flowing into the economy in the form of investments, credit, grants etc.) . 
Also, as foreign currency inflows increase through the opium trade, the demand for 
goods and services within Afghanistan will rise as people directly and indirectly 
linked to the trade will increase their spending. This spending effect will cause a 
marked increase/appreciation in the prices of non-tradable goods such as housing 
(rents increase) as opposed to tradable consumer goods and services that can 

4 Cited from Finance and Development (F&D): Quarterly Magazine ofthe IMF; March 2003, Volume 40, 
Number 1; article titled 'Back to Basics: Dutch Disease - Too much wealth managed unwisely'; Author: 
Christine Ebrahim-zadeh 
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adjust to the rise in demand through imports or higher production. High-value real 
estate is the most valid example of this dynamic. Finally, by increasing the demand 
for factors of production (labor, land and capital/investments), the opium trade 
increases the production costs across other sectors (given the labor-intensive nature 
of opium production, an increase in wages occurs. Similarly, housing/rent might 
become more expensive). This helps partly explain the appreciation of the exchange 
rate (the strong value of the Afghani) over the last 3-4 years that has contributed 
(along with other factors such as poor infrastructure, limited human capital and the 
lack of investment opportunities) to the limited competitiveness of the country's 
tradable sector . ...,. ...,. also see Devaluation/Depreciation 

11) Economies of Scale..,. are a crucial component in understanding economic 
production (particularly in industrial manufacturing) and the need to expand 
operations. Economies of Scale refer to a condition- induced by technology, better 
use of resources, expansion - where fewer inputs such as time and manpower are 
needed to produce greater quantities of a single output/product. As 
business/industrial technology improves and becomes more efficient, the long-term 
average cost of producing a unit will decrease as output increases. It therefore is 
cheaper to increase production since for every extra unit of the commodity the 
expense of a factory or business is falling . We can also define this phenomenon as a 
decrease in the per-unit cost of production as a result of producing a large number of 
the good; the costs of production fall as output increases. Economies of Scale are 
achieved through higher productivity- which in turn is achieved through a number of 
factors such as the specialization and better management of labor and increased 
efficiency of equipment. If the costs of production were to increase due to inefficiency 
and bad management, it would be termed as the opposite phenomenon -
diseconomies of scale. Economies of Scale help explain why there might be a 
'natural advantage' for business enterprises and industries (especially in the 
manufacturing sector) to expand operations. This phenomenon is also used to justify 
free trade policies and export-orientation since an expanding national economy might 
require a larger, external market than is possible within a country. 

12) Exchange Rate..,. the price of one currency in terms of another: The number of units 
of the Afghani that may be exchanged for one unit of a Dollar, for example. The 
exchange rate between the Afghani to the Dollar currently stands at an average of 50 
Afghanis to a Dollar (50 Afs = $1; August 20065

) . 

13) Fiscal Deficit..,. this is a shortfall, a 'debit', in the government budget of a country. It 
is the gap between the government's expenditures (public welfare spending) and its 
revenues (taxation, returns from the public sector) - from sources other than 
additional borrowing. Also termed as a budget deficit, it occurs when the 
government spends more money than it generates and collects. The opposite is a 
budget surplus. Some advocate for a balanced budget where government spending 
is lower or at par with government revenues. Keynesian economists (Keynes was an 
economist who advocated economic growth through government spending on public 
works and projects) argue that under some circumstances (that perhaps include the 
post-war recovery phase that Afghanistan is currently under) a government budget 
deficit is justified. Another Deficit of concern for a nation is the trade deficit (related 
to the Balance of Payments). A trade deficit (or 'trade gap') is a negative balance of 
trade - that is -when a country imports more than it exports (therefore resulting in 
more money going out of the country than foreign currency coming in). In other 

5 exchange rate history between the Afghani and U.S. Dollar for August 2006 from the Afghanistan 
International Bank; online at www.aib.af 
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words, the total value of a nation's imports exceeds the value of its exports. Trade 
deficit, similar to a fiscal deficit, might not be dangerous if in moderate terms; 
however, large and persistent fiscal or trade deficits can be a sign of deeper 
structural economic problems the country faces. 

14) Foreign Direct Investment FDI...,. is a long-term investment made by a foreign 
company or individual in the economy of a country (such as in construction 
companies, oil and natural gas enterprises, manufacturing firms). FDI -as compared 
to other investments by foreign interests - is characterized by the foreign firm or 
individual who has invested in the host country's economy owning 10 per cent or 
more of the stock/shares in the company (this gives the host company significant 
control over its own functioning). 

15) Foreign Exchange FOREX...,. is the foreign currency a nation has (usually 
expressed in US Dollars) in its reserves. This money is accumulated through trade of 
goods and services with other countries. A strong foreign exchange reserve within a 
country's economy (held at the central bank of the country) reflects a healthy 
Balance of Payments and, usually, a strong export sector. 

16) Free Market..,. this is a system in which the market forces of demand and supply 
determine prices and allocate available supplies to customers - without government 
intervention. The decisions regarding production, distribution, and pricing are not a 
matter of governmental control. Individuals, rather than the government, make the 
majority of decisions regarding economic activities and transactions. A completely 
'free' market system does not exist in any national economy however; government 
interventions are required in varying degrees in order to check the negative social 
and economic spill-offs from a market economy (such as industrial pollution, illegal 
price-fixing within producers, and the uneven distribution of economic 
growth/wages). 

Basic economic logic suggests that consumers (the public) will increase their 
demand for a good or service as its price decreases. Producers and sellers however 
operate on the reverse logic: they will produce/sell more of a good or service as its 
price increases (in order to gain more revenues, and, profit). This causes a balancing 
act between demand and supply where a final price is fixed in the market of a good; 
this is a price at which sellers are willing to sell and consumers are willing to buy the 
product. The production of a good or service too is determined by the forces of 
demand and supply. If the demand for table fans in Kabul increases, the prices of 
table fans will increase in the market (as consumers are willing to pay more money to 
buy a unit). This in turn will cause producers (fan companies) to make more table 
fans and increase their revenues as prices have gone up. As the supply of fans 
meets the demand of fans in the Kabul market, the prices will fall and reach a point 
where demand equals supply and a lowered price will be set. 

17) Free Trade..,. this is in theory a situation where there are no artificial, government
imposed barriers to trade between two countries. In a free trade system the imports 
and exports of a country are unrestricted by tariffs (taxes on goods being imported or 
exported) or quotas (quantitative restrictions on goods); progressively, excessive 
approvals and paperwork needed for imports and exports are curtailed. As with the 
Free Market system above, an entirely free trade regime does not exist and both 
trade quotas and tariffs are set by developed and developing countries alike in order 
to protect their products from cheaper imports, or, in order to develop their own 
industries in a particular sector (termed as 'protectionism'). In case of post-conflict, 
Least Developed Countries (LDCs) such as Afghanistan, subscribing to free trade 
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poses the challenge of protecting infant industries against competition from much 
cheaper (and usually better) products from multinational corporations, the private 
sector of neighboring countries as well as the overwhelmingly powerful regional 
economies of China and India. 

18) Fiscal Policy/Monetary Policy..,. Fiscal and Monetary policies are powerful tools in 
the hands of central governments. These policies attempt to direct the economy, 
balance (fiscal) deficits, stabilize the value of the national currency, and undertake 
other economic development goals. Fiscal policy relates to actions of the 
government in setting the level of public expenditure (welfare, defense, etc.) and 
ways in which that expenditure is funded. Monetary policies are pursued by the 
government in order to control the supply of money in the economy. 

An expansionary fiscal policy would mean that the government increases its 
expenditure through the purchase of goods and services (public health, education, 
the military and police forces, for instance). Taxing the population primarily funds this 
expenditure by the state. Governments use fiscal policy in order to direct the 
economy towards economic objectives such as low unemployment and stimulating 
more consumer demand within the economy (due to more income through 
government-initiated investments and expenditures in the economy). This can 
however l'ead to inflation, as more money is present within the economy. This then 
may result in the government pursuing a 'contractionary' fiscal policy, where the 
government cuts back on its expenditure on public services and increases taxation in 
order to lower the aggregate demand within the economy (by there being less money 
in circulation) and curb inflation. 

Just as fiscal policy is associated with government spending, monetary policy is 
closely linked with the currency in circulation, and credit. The state, though the 
central bank, manages money supply in the economy (through the printing of notes 
and the issuance of government bonds) in order to achieve goals such as curbing 
inflation, maintaining the exchange rate and the value of the currency, and directing 
economic growth. Monetary policy also involves managing the interest rates of bank 
(the interest charged on borrowing money, or, the price at which money can be 
borrowed) - a crucial operation in today's economy. Monetary policy too can be 
either expansionary - increasing the total money supply in the economy, lowering 
the interest rate and hence unemployment (since people/businesses borrow more, 
spend, create economic demand, and increase employment) - or they can be 
contractionary and decrease the total money supply by the act of government in 
raising interest rates (people/businesses borrow less, reduce economic demand and 
prices) and thus combat inflation (the falling value of money) . ...,.. ...,.. also see Inflation 

19) Gross Domestic Product GOP..,. is the total value of goods and service produced 
within a country in a given amount of time (usually annually). 'Real GOP' is the actual 
amount of the Domestic Product after having been adjusted for inflation. Per capita 
GOP (total GOP divided by population) is a popular measure of national standards of 
living. GOP is however really a measure of economic activity within a country rather 
than the standard of living and does not directly measure income distribution, access 
to housing, healthcare, education, and other important contributors to the quality of 
life. GOP is the measure of what's produced within a territory rather than what is 
received by a territory. One common method6 to measure Gross Domestic Product 
is: 

6 definitions of Gross Domestic Product and Gross National Product as listed in the Penguin Dictionary of 
Economics 2003 (7th Edition), Bannock, Baxter and Davis (eds.) 
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GOP= National Expenditure+ Investments+ Government Spending+ (Exports-Imports) 

In contrast, the Gross National Product (GNP) includes the above and international 
income transfers (from national citizens living in foreign countries, such as in the 
form of remittances). 

20) Heavily Indebted Poor Countries HIPC..,. HI PC contain the highest levels of 
human poverty in all its forms; the population faces subsistence-level employment, 
malnutrition, lack of formal education, and very weak health standards (in the form of 
high maternal and infant mortality). A majority of these 38 countries (as identified by 
the HIPC Initiative) are in Sub-Saharan Africa (32). The list of HIPCs includes 
Ethiopia, Ghana, Mozambique, Nicaragua and Bolivia. The World Bank and the 
International Monetary Fund (IMF) created the HIPC Initiative in 19967 as a debt 
relief scheme which provided limited debt relief for the poorest countries with the 
goal of bringing countries to an economically sustainable level of debt-servicing 
(debts on international loans and credits owned to financial institutions, corporations, 
and countries). HIPC assistance is conditional on these countries meeting economic 
management targets and performance indicators set by the IMF and the World Bank. 
Afghanistan, through the ANDS process, is aiming to be included in this 
categorization in order to access much needed donor aid. ...,.. ...,.. also see Poverty 
Reduction Strategy Paper PRSP 

21) Import Substitution...,.. is an economic development strategy that emphasizes on 
investing in domestic industries. While industrial self-reliance through such industries 
itself can be an incentive, it is also a step towards reducing imports and foreign 
exchange expenditure (since the country would have to pay in foreign currencies for 
imports) and therefore maintain a healthy Balance of Payments (there being less 
imports than exports). Many developing countries in Asia and Latin America followed 
this strategy - suggested by the International Financial Institutions -with the goal of 
attracting foreign exchange (by gradually making domestic industries export
oriented), strengthening the Balance of Payments (through the reduction of trade 
deficits) and industrializing. The promotion of domestic industries is encouraged 
through a combination of subsidies and import restrictions (through high tax on 
imports known as tariffs) in order to shelter nascent export industries (protectionism). 
The promotion of exports and curbs on imports would in theory increase national 
wealth. Import -substituting industrialization has been carried out with varying 
success around the developing world. While some countries have had considerable 
success over the last two decades, others failed: there was simply a lack of 
comparative advantage in commodities for export that led to gross inefficiencies in 
production (industries suffered heavy losses in producing exports since they were 
not fully 'equipped' - in terms of human resources, machinery, and other factors). In 
other instances, the domestic markets were never strong enough to begin with in 
order to support a competitive export- orientation production. 
Another problem often cited by free market advocates is that government protection 
(through subsidies and tariffs on imports) to domestic industries which were 'export
oriented' led to a lack of competition from abroad, and in turn, no real incentive for 
national industries to increase efficiency and innovation - resulting in poor products 
and subsequent failure as their economies opened up to foreign trade. 

22) International Monetary Fund IMF..,. the IMF was established in 1945. It is an 
international organization with 184 member states headquartered in Washington DC. 

7 see the HIPC Debt Initiative under the World Bank (accessible online at www. worldbank. orglhipc) 
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The main functions of the IMF are to lend member countries funds to finance policies 
for temporary Balance of Payments problems, to facilitate the expansion of 
international trade, and, to provide international monetary cooperation among 
nations. The I M F also creates additional financial reserves for member nations 
termed as 'special drawing rights' when national economies are facing serious 
financial difficulties. The chief purpose of the IMF is the maintenance of international 
monetary stability and the monitoring of international exchanges rates' activities. The 
IMF has taken a very active role in the budgetary and economic policies of the highly 
indebted nations that work with it; it serves as the lender of the last resort to 
governments experiencing severe fiscal deficits although it has been frequently 
criticized for the conditionalities that accompany these relief packages . ...,.. ...,.. also see 
Poverty Reduction Strategy Papers (PRSPs), Highly Indebted Poor Country 
(HIPC), International Financial Institutions (IFis) 

23) Inflation...,.. Inflation in simple terms is the overall increase of prices for goods and 
services over a period of time. Consumer products and services, such as television 
sets, cars, bread, tailors and restaurants, all can be seen to get progressively 
expensive. As things become more expensive, the value of the local currency falls 
(since you need more Afghanis to buy the same units of a commodity) . Therefore, 
price inflation causes a fall in the purchasing power of money within an economy. 
This is often caused by the money supply in the market: when there is more money 
in the market in relation to the goods and services, it causes their prices to rise 
(since there is more money chasing the same amount of goods and services). This 
typically reflects more money in terms of wealth (in wages). Moderate inflation is a 
result of economic growth and considered healthy for the economy. More money is 
added into an economy either as printed currency or money lending to/from banks 
and other financial entities. Demand-pull inflation is when the prices rise (and value 
of money falls) as the demand for goods and services outpaces their overall supply. 
Cost-push inflation occurs due to the scarcity of important goods or services that 
are demanded. The rise and fall of prices for petrol due to regional security situations 
and disruptions in trade exemplifies this type of inflation. A common argument is that 
as the economy grows (productivity increases) along with the inflation (money 
supply) , the economy counteracts the negative effects of inflation: goods and 
services will meet consumer demands and prices will be stable. Deflation is the 
opposite phenomenon where the purchasing power of money increases and causes 
a lowering of the general prices for goods and services (since the same units of the 
Afghani can now buy more units of a commodity) . ...,.. ...,.. also see Fiscal 
Policy/Monetary Policy 

24) Informal Economy/Illicit Economy...,. refers to a general market often associated 
with developing countries where up to 60% of the labor force in some economies 
belong to an income category whose sources are unregulated by government 
institutions - mainly in the fiscal (taxes) and legal (rules, regulations and standards) 
sense. Also termed as the 'informal sector', it lacks governmental control and is also 
characterized by weak to non-existent social security such as the lack of a tenure/job 
security and no medical insurance. The usual profile of informal units includes small 
services, retailers, light manufacturing and workshops. The informal economy is not 
easily compartmentalized since a formal sector business enterprise (that which pays 
taxes to the government, follows rules and regulations of trade, and might be 
registered with a trading body) may have an informal branch. 
By its nature, the informal sector is difficult to define, observe and measure. Some 
informal activities are transitory and seasonal (such as manual labor during a 
harvest). The informal economy is closely linked to livelihoods of rural and poor 
households that may engage in seasonal or permanent informal work. The informal 
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sector helps them meet their subsistence needs and provides them with income in 
cash or kind while not offering any sort of protection such as healthcare, insurance or 
a job tenure. People not only choose to engage in the informal sector but also often 
are forced out of the formal sector and into informal employment (due to natural 
disasters, civil strife/war, and economic dynamics). This 'economy' is typified by 
diverse, small-scaled and occasional members (street vendors, casual laborers) but 
can include much larger bodies within a trade (such as manual/part-time laborers 
operating within a loose association that secures their wages and benefits). The 
agriculture sector in Afghanistan generates a considerable proportion of informal 
employment through farm, off-farm and related non-farming activities. Child labor is 
strongly related to the sector; the informal economy in general also engages a large 
portion of women workers. 

The Illicit Economy differs from the Informal economy/sector. While they both are 
outside the regulatory framework of the government, the illegal economy has a 
strong criminal element (e.g. the trade in narcotics and light weapons, smuggling of 
automobiles). In post-conflict countries, activities in the illicit economy serve to 
undermine and destabilize the government by setting up parallel systems of trade 
and finance, governance and security (protection) structures. The following table8 

helps explain the range of the Informal Economy in Afghanistan: 

Informal activities 
More or less legal 
Small scale 

Subsistence farming 
and Sharecropping 

Service professions 
such as blacksmith, 
carpenter 

Barterexchangee, ~
kind payments 
between households 

·Informal actiVities With 
~¢o~~JQr. fg.rr,na•i~~~i()q1:;', 

,>/} 

Small m~nufacturing 

Smalrshops and traders -< 
,-::<_" :2:-: ::::. f'/:-:::::::::,,,. :- .. ·::: :<: -:c:. ,:::::.:,-:~:;· - .. y:~ 

C~s~~~ · ·:~~~~r ... (i.nvq.lye~~ ::••-tri 
, t~ .. Et 'cgg~.t[L!.ctiob ;.Jnd~Jstr~\ 
for 'insfance) . :·' r 

...,.. ...,.. also see Opium Economy 

25) International Financial Institutions IFI...,.. mainly refer to international and regional 
organizations set up in the post-Second World War period (apart from private 
commercial banks that operate on a global scale). The two major IFis to emerge 
were the World Bank (also known as the International Bank for Reconstruction and 

8 Based on 'Table 1 from Afghanistan Research and Evaluation Unit (AREU) Study: Going to the Market: Trade and 
Traders in Six Afghan Sectors June 2006 (p.6) 
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Development - IBRD) and the International Monetary Fund (IMF). The Asian 
Development Bank (ADB) - also operational in Afghanistan - is an important 
regional development bank. These are governed by member states that contribute 
financial dues towards the lending funds of the institution (in the form of loans, 
credits, grants, debt relief etc.) and other functioning costs of these banks and hold 
representation in their governance structure. IFis in principle promote the 
liberalization of trade and free markets, fiscal discipline by member governments, 
foreign investments, and, economic development through better integration of a 
member state into the international monetary and trade system. Their key function is 
also to establish economic regulations on an international level. The World Trade 
Organization (WTO) is another important IFI but is not a development bank such as 
the three institutions listed above; the WTO settles trade disputes of its member 
countries and negotiates international trading agreements. ...,.. ...,.. also see 
International Monetary Fund (IMF), World Bank, and World Trade Organization 
(WTO) 

26) Medium Term Fiscal Framework MTFF...,. the MTFF is a component of the ANDS 
and contains government fiscal policy (expenditure) objectives along with a set of 
integrated medium-term macroeconomic targets and projections. This document 
helps guide the government in the medium-term in order to set a realistic and 
affordable expenditure policy through its budget. The MTFF will finally give way to a 
Medium term Expenditure Framework (MTEF) through which the government will try 
to achieve a sustainable recurrent budget that is funded from domestic revenues . 
...,.. ...,.. also see Public Finance Management (PFM) and Fiscal Policy/Monetary 
Policy 

27) Microfinance...,.. refers to activities that provide financial services to people who have 
limited or no access to formal channels of finance (for instance, poor farmers seeking 
bank loans). Microfinance generates savings, credit, insurance and debt repayment 
services to low-income people typically living in rural areas. The concept addresses 
not just the short-term demand for money that the poor might have (for social 
ceremonies such as marriages, and short-term financial debt) but also the long-term 
provision of credit. Microfinance institutions seek to strengthen reliability to sources 
of funds for the poor; these institutions range from specialized microfinance units 
listed under NGOs and banks to semi-formal self-help groups such as women's 
associations (Self-Employed Women's Association - SEWA - in India) and the rural 
poor (Bangladesh Rural Advancement Committee - BRAC - in Bangladesh). The aim 
of such initiatives is to establish some level of financial self-dependence though the 
microfinance institutions and help the poorer sections of society (predominantly the 
rural population) gain access to finance on fair and reliable terms. 

28) Millennium Development Goals MDGs...,. one of the Afghanistan National 
Development Strategy's aim is to work towards the achievement the Afghanistan's 
Millennium Development Goals by 2020 (Afghan year 1400). The MDGs are eight 
goals that all 191 members of the United Nations have agreed to achieve by the year 
2015 (the target year was revised for Afghanistan to 2020 given the existing human 
and economic development realities) . Since Afghanistan has crucial security 
requirements given the legacy of war and underdevelopment over the past three 
decades, a 9th Millennium Development Goal (MDG)- Security- was added. These 
goals are centered on halving poverty between 1990 and 2015. The goals aim to 
reduce poverty and hunger, provide universal primary education, reduce child 
mortality, improve maternal health, combat diseases, promote gender equality, 
ensure environmental sustainability and enhance personal security. Some of the 
major goals are: 
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• Reducing by half the proportion of people living on less than one U.S. dollar a 
day 

• Ensuring that all boys and girls complete a full course of primary schooling 
• Reducing the mortality rate among children under five year of age by two-thirds 
• Reducing by half the proportion of people living without sustainable access to 

safe drinking water 

29) National Income~ of a country is the total income the factors of production (land, 
labor, capital) derive from producing good and services9

. It is also therefore an 
estimation of the value of all goods and services produced in an economy for a given 
year and can also be termed as the national output (since the total value of all goods 
and services produced will be equal to the total income paid for these goods and 
services; total output in theory equals total expenditure on these outputs). There are 
many ways to calculate the National income and the Gross Domestic Product is one 
of them [National Expenditure + Investments + Government Spending + (Exports
Imports)]. ~ ~ also see Gross Domestic Product (GOP) 

30) Opium Economy~ the production of poppy for opium and the trade in narcotics in 
Afghanistan is at such proportions that opium comprises a sector by itself and can be 
termed as an 'economy' in its own right. The size of the drug sector10 relative to the 
licit Gross Domestic Produce (GOP) in 2005/06 stood at nearly 40% and its 
contribution to overall economic activity was 27% (this can be compared to Colombia 
- main producer of the world's cocaine with 57% of the world's supplies -where the 
contribution of the drug sector to overall economic activity remained below 1% during 
the same year). Afghanistan today remains the world's largest opium producer with 
its share in the world's total supplies increasing from 42% in 1990 to 87% in 2005 
(4,1 00 tons of opium are estimated to have been produced in 2004). The UN Office 
on Drugs and Crime (UNODC) estimated the potential export value of opium 
production in 2005 to be US$2. 7 billion. 
While the crop is counter-productive for the country's economic development and 
security, the natural conditions and economic context poppy is grown in makes it an 
'ideal crop' for Afghanistan. The semi-arid climate and soil content provide favorable 
cultivation conditions and the crop is known to be relatively weather resistant, easy to 
store and transport (as compared to cash crops such as wheat) - and therefore has 
a 'comparative advantage' in a country with poor transport and storage infrastructure. 
The opium grown in Afghanistan is also known for its high morphine content as 
compared to opium grown in other south/south-east Asian countries. Past and 
prevailing insecurity, the complete collapse of any form of governance in opium 
producing provinces in the past, the warring parties' need for alternative sources of 
financing, and traditionally weak central government control -all have meant that the 
production of poppy has remained a central source of revenue for poor rural 
provinces. ~ ~ also see Dutch Disease 

31) Per Capita Income~ is the total income of a country divided by the total population 
of the country- giving us an average income per person for that country. It is usually 
measured through the Gross Domestic Product (GOP) divided by the population and 

9 see definition ofNational Income as listed in the Penguin Dictionary of Economics 2003 (71
h Edition), 

Bannock, Baxter and Davis ( eds.) 
10 the following figures are from multiple sources: Ward, Christopher and Byrd, William: Afghanistan's Opium 
Drug Economy, World Bank Report No.SASPR-5, December. 2004; IMF Paper titled 'Macroeconomic Impact 
of the Drug Economy and the Counter Narcotics Efforts', Fall 2005; and, the United Nations Office on Drugs 
and Crime (UNODC) 2005/06 figures 

17 

ACKU



gives us an idea of the average income per person. Per Capita Income is often used 
as a measure of wealth of the people of a nation but does not necessarily reflect the 
prosperity of the entire nation since it gives no indication of the distribution of the 
total income within the population; a large proportion of the income might be 
concentrated in the hands of the top 5% of the salaried class for instance. 

32) Poverty Reduction Strategy Paper PRSP..,. the World Bank Group and the IMF 
initiated the PRSP approach in 1999. It is a comprehensive country-based strategy 
for poverty reduction prepared by low-income countries for the IMF and the World 
Bank Group in order to access concessional lending and debt relief under the 
Heavily Indebted Poor Countries (HIPC) Initiative. It aims, in principal , to provide the 
necessary link between the international donors and financial institutions, the 
national government, and the people (through civil society interaction) to achieve the 
Millennium Development Goals (MDGs). The PRSP process has come under 
repeated criticism for allegedly pushing through standard ized World Bank and IMF 
economic reform agenda in exchange of loans and credit to member nations 
('conditionalities') while not considering the domestic realities of countries or 
adequately consulting the civil society actors. Countries must adopt specified 
economic policies as a condition for receiving a loan (and other forms of finances) 
from multilateral financial institutions such as the International Monetary Fund or the 
World Bank. Many of these conditionalities come under Structural Adjustment 
Programs (SAPs) arising out of PRSPs that include strict government spending and 
curbing inflation. The PRSP process is being continually refined and the World Bank 
has emphasized the approach as a country-driven document that promotes national 
ownership of economic policies and development strategies through the broad-based 
participation of civil society (NGOs, domestic industry, cooperatives, social networks, 
etc.). 
Closely related to the PRSP process is the Poverty Reduction Growth Facility 
(PRGF) - a program administered by the International Monetary Foundation that 
plays an important role in the overall lending to poor countries. The PRGF extends 
credits to support the monetary and fiscal policy reform undertaken by the national 
governments in the making of their Poverty Reduction Strategy Paper and is 
therefore tied in to the PRSP process. ..,. ..,. also see Structural Adjustment 
Programs SAPs 

33) Privatization..,. is the process of transferring government-owned resources (such as 
manufacturing industries, national parks or other state-owned property) to private 
ownership and management. This also means the sale of state-owned enterprises to 
private investors through the transfer of shares (selling a public company or public 
sector assets to private shareholders), or, the permanent transfer of powers to any 
non-government entity, including individuals, corporations, NGOs, etc. The usual 
justification for increasing the private sector's control and management in a 
government-owned industry is that the enterprise will become more efficient and 
productive (primarily due to the presumed curb in excessive bureaucracy and its 'ill
effects' such as corruption and nepotism) - and therefore - more profitable to 
operate. Privatization of a firm will also allow it to follow the logic of the market where 
efficiency and the right allocation of resources bring about profits, unlike state-owned 
commercial units that are protected from competitive market forces to varying 
degrees and are inefficient as a result. ..,. ..,. also see Free Market 

34) Pro-Poor Growth..,. is economic growth that is deemed beneficial for the poor. 
While economic growth implies that a nation's economy is progressively improving 
and increasing in terms of measures such as the Gross Domestic Product (GOP) 
and indicators such as exports, employment and the growth of industries, it might not 
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necessarily mean that the growth is distributive. Pro-poor growth places economic 
development away from absolute growth (growth just in monetary terms) and in the 
realm of social justice: are all sections of the society or income groups benefiting 
equally from the economic returns in this growth through higher standards of living? 

One way to understand this is through the incomes generated by a particular sector. 
For instance, the post-war construction boom in Afghanistan has meant that the 
building sector has seen a lot of growth though investments; there has been a major 
increase in housing and commercial complexes in all the major urban centers. This 
translates into higher employment opportunities across the construction sector. This 
boom will undoubtedly contribute to overall economic growth of the nation as it 
contributes to the GOP. However, the distribution of the overall income (through 
salaries, rent) generated from this sector will unevenly benefit the actors involved. 
While the owners and the top management of construction firms might make profits 
and derive high salaries (along with foreign investors and employees), the Afghans 
working as manual and semi-manual laborers will get a fraction of the returns. 
Therefore, high economic growth in a particular sector and in the overall economy 
does not necessarily translate into equitable, broad-based, or 'pro-poor' growth. 
Pro-poor growth has been defined11 in two different ways: The absolute definition 
considers only the income of poor people. Pro-poor growth is judged by how fast the 
average income of the poor (defined by a measured such as the international 
standard of those living on less than $1 per day, or, through a national poverty line) 
rises with economic growth. This definition focuses on the rate at which absolute 
poverty is reduced - the income distribution between the rich and the poor might not 
have reduced but absolute poverty might have (the number of people living below 
the national poverty line or under $1 a day). The relative definition addresses the 
change in the income of the poor in relation to economic growth; growth is pro-poor if 
the incomes of the poor people grow faster than that of the population as a whole. 
For growth to be pro-poor, the income inequality must fall as economic growth 
occurs - the gap in incomes between the highest income groups and the lowest 
income groups must decrease. 
Both these definitions of 'pro-poor growth' are valid depending on the approach and 
objectives of national development. If a government is aiming to reduce absolute 
poverty amongst its population, then overall economic growth does indeed place 
more people out of poverty - if not narrowing their income gaps with the higher 
income groups. We can take the example of India and Ghana 12

: Ghana performed 
better than India if we look at the relative pro-poor growth approach since income 
inequality fell in Ghana between 1987 and 1997. India, however, outperforms Ghana 
over the same timeframe if the absolute definition of pro-poor growth is taken : the 
incomes of the poor in India grew faster than those of Ghana and India's higher 
economic growth resulted in more poverty reduction - but with higher inequalities. 
~ ~ also see Gross Domestic Product (GOP) 

35) Public Finance Management PFM ~ refers to the management of Afghanistan 
government's revenues and spending by the central government (with oversight and 
assistance from donors and International Financial Institutions such as the World 
Bank). This includes taxation and revenue mobilization for the government, civil 
service wages, reconstruction activities and priority spending by the government in 
key sectors such as national security and public health. PFM focuses both on 

11 see Department for International Development (DFID) UK Pro-Poor Growth Briefing Note 1: What is pro
poor growth and why do we need to know? (Feb 2004); available online at http://www.enterprise
impact.org.uklpdf/BriejingNotel.pdf 
12 Ibid. 
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expenditure from sources outside government channels (through the External 
Budget that donors generate in order to fund projects and services) and the 
government-controlled Core Budget. There are seven key areas 13 that concern the 
government and its donors: 

• Fiscal sustainability (the government not borrowing/spending much money 
beyond its capacity to repay and/or generate); public expenditures have been 
extraordinarily high with government expenditure in 2004/05 equivalent to 
57% of the GOP. In parallel, the fiscal deficit is entirely financed with donor air 
in grants 

• Domestic revenues (broadening the tax base and other government sources 
of income); domestic revenues of Afghanistan today are extremely low and 
comprise just 5% of the GOP and paying for 8% of total expenditures by the 
government 

• Prioritizing expenditures (a political process as much as economic) - a 
necessary function in order to best utilize inherently limited resources); 

• Placing the national budget at the center of policy and reform; most spending 
today occurs from the external budget (donor money) as opposed to the 
government-controlled core budget (75% in 2004/05) 

• Enhancing the effectiveness of the budget (improving the quality of budget 
spending; 

• Strengthening service delivery to the Afghan people though budgetary 
allocations; and, 

• Addressing the institutional reforms and capacity development of Afghans 
(with increasing reliance on technical assistance through the core budget and 
not external budgetary assistance). 

Of crucial importance to the success of a PFM system in a post-conflict developing 
country such as Afghanistan is the need for a) financial coordination between the line 
ministries, and b) donor alignment with the national development strategy; these 
needs have to be further aligned with the national budgetary process. 

36) Public Sector..,. this comprises of the central government ministries, sub-sectors 
and organs in Kabul as well as the provincial and local government units and public 
corporations (all business establishments that are subject to control by government 
units). 
This sector is different from the Private Sector that excludes government-controlled 
offices and enterprises. The private sector is the portion of the economy composed 
of businesses and other commercial entities which are not controlled by the state: 
small shops, restaurants, corporations, private banks, non-governmental 
organizations, etc. 

37) Real Income..,. this is the true value of an individual's (or a nation's) income after 
adjusting for inflation. It is also measured in terms of the quantity of goods and 
services that a consumer's income will buy. Real income will increase if either actual 
income increases, or, if prices fall - and is therefore also defined as the consumer's 
income expressed in units of a good (calculated as income divided by the price of the 
good). The Real income is an important element in understanding wages and 
standards of living since it is considered to be a truer measure of purchasing power 
than income itself. 

13 from the World Bank Report 'Afghanistan: Managing Public Finances for Development' , Washington D.C. 
(2006) 
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The terms Net and Gross are attached to income (individual's economic return) and 
revenue (of firms) as well. Net income is equal to the income that a firm or individual 
has after subtracting costs and expenses from the total revenue. This generally 
means income after taxes for the individual, and income after taxes and production 
costs (advertisements, manufacturing, sale discounts) for the firm. Gross income is 
defined as an individual or company's income before all deductions are taken into 
account. These deductions mainly include taxes for the individual, and taxes and 
other production costs for the company. 

38) Social Compact..., the Afghan government aims to achieve the economic goals of 
the ANDS through better communication and consultations with the public and 
establish a 'social compact' with the people of Afghanistan. In order for the Strategy 
to succeed in the next five years, the ANDS needs the commitment and participation 
of Afghans in a shared strategy of development. The ANDS sees the people as 
stakeholders in the process and views public and religious institutions such as 
mosques, schools, community councils and the mass media as equal partners that 
will help inform the wider public on government policies and programs. In order to 
build such a social compact - a consensus with the public regarding the way and 
means of national development- the role of communication is crucial. As the Interim 
ANDS states in its introductory Volume 1: The l-ANDS and Afghanistan Compact 
should provide the foundation for the Afghan citizenry to understand and support 
national and international development efforts on their behalf 
The links between the policy-setting government organs and the wider society have 
to be institutionalized to ensure that the government is accountable, transparent and 
follows through on its security, political and economic goals without group-based 
discrimination. This is a responsibility of both the government (through the ANDS 
team) and the Civil Society actors in Afghanistan today. ....,. ....,. also see Civil Society 

39) Sources of Growth....,. are an important feature of the private sector-led development 
approach from the National Development Strategy 14

. The government believes that 
targeted investments (in terms of infrastructure - water, electricity/power supply, 
roads, market access, quality control and standards, amongst others) have to be 
made in certain priority areas that promise future growth. These areas act as a 
comparative advantage for Afghanistan and are bound to respond with relatively high 
economic returns in the long-term. The focus on these areas is also explained 
through the need for sustainable growth generation from within Afghanistan - given 
that the aid money funding the budget cannot be relied on indefinitely. The four 
primary sources have been identifies as: 

• High-Value Agriculture and Rural Industry, since agriculture remains the 
largest sector of the economy and employs a high number of workers, 
especially the rural poor. The government aims to invest in high-value 
horticultural crops such as fruits (to be processed and sold as dry fruits) and 
cash crops. The shift is from fragmented, subsistence-level farming to 
commercial cropping and export-oriented trade. 

• Transit Trade in Goods and Energy, and Regional Cooperation, which 
will result in significant income generation from transit through tolls taxes, 
rents and other duties derived from goods crossing Afghanistan from Central 
Asia/Iran to South Asia and visa versa. 

14 see section on 'Sources of Growth' from ANDS Executive Summary: A Strategy for Security, Governance, 
Economic Growth & Poverty Reduction (2006); available online at www.ands.gov.af/adminlands/ands_docs 
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• Mining and Extractive Industries, that the government believes have still 
neither been fully considered nor explored as a major source of economic 
wealth. This includes untapped energy sources that initial studies have 
shown to be promising: iron-ore, copper, hydrocarbons and precious/semi
precious stones (e.g. gemstones). 

• Sale (and commercial development) of State Assets; this includes the 
sale of public land for housing, developing rural and urban housing schemes, 
and the privatization of State Owned Enterprises (SOEs). Construction and 
economic activity on these land holdings will also generate 'forward' and 
'backward' linkages that will create further employment and economic growth 
(this includes all the sources listed above). 

Broadly speaking, the construction of a private housing scheme by the sale of 
government land, the establishment of a mining site, the transit trade, and the 
creation of rural industries, all will generate a small service economy around 
the source: barbers, tailors, cleaners, grocery stores, restaurants, etc. This 
will also bring in light manufacturing and servicing units such as carpenters 
and furniture outlets, electronics and repair stores, and so forth. Over time 
such a settlement will call for expansion and upkeep of paved roads, 
electricity, water, sidewalks and sewage/sanitary systems. All of this 
generates more growth through new income and investment sources . 

...,.. ...,.. also see Comparative Advantage 

40) Structural Adjustment Programs SAPs...,.. are a tool of economic policy used by 
the International Monetary Fund and World Bank, and serve as policy prerequisites 
for countries that seek access to loans or grants. In order to grant development 
funding to a developing nation, the IFis insist on economic policies that they deem 
conducive for economic development (in order for the country to increase GOP 
growth, and, develop its capacity to repay loans taken from international banks and 
development agencies). SAPs generally include emphasis on export-oriented 
production, free trade, keeping inflation low and curbing government spending (one 
contentious act being the push for privatizing public services) and balancing 
government budgets. SAPs directly and indirectly promote the private sector as the 
engine of economic growth within a nation - resulting in policies that have been met 
with mixed reviews by civil society actors in developing countries. On the one hand, 
SAP policies can help overhaul excessive bureaucracy within the civil/public services 
and attract much-needed foreign investment; on the other, the first effects of SAPs 
are felt by the weakest economic groups within societies. Rolling back government 
expenditure in vital areas such as public health and education can retard the 
standards of living in the poorest communities. 15 

41) World Bank..,. also known as the International Bank for Reconstruction and 
Development (IBRD); this institution was established in 1944 to provide loans for the 
reconstruction of Europe. By the 1960s, the World Banks' focus shifted to 
reconstruction and development of developing countries by facilitating capital 
investment (infrastructural projects such as power, roads, and dams), making loans, 
and promoting foreign investment through restructuring of the national economy 
towards free markets. The Bank has historically focused on large infrastructure and 

15 this reflects the author's own views. 
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other development projects. The Bank has today become a vital source of financial 
and technical assistance in development projects to developing countries in a range 
of fields such as healthcare, infrastructure, post-conflict reconstruction, education , 
social empowerment and environmental issues. It is made up of two institutions - the 
IBRD itself and the International Development Association comprising of agencies 
cater to financial services and investment guarantees. The IBRD focuses on middle 
income and credit-worthy poor countries while the IDA focuses on the poorest 
countries in the world16

. HI PC is a notable initiative of the World Bank group. One of 
the major aims is to provide low-interest loans, interest-free credit and grants to 
developing countries for development activities in education, health and 
communications, amongst other purposes. ..,.. ..,.. also see International Financial 
Institutions (IFis) 

42)World Trade Organization WTO..,.. was established in 1995 as the successor to the 
1948 General Agreement on Trade and Tariffs (GATT). This organization 
administers trade agreements, provides a forum for trade negotiations, and monitors 
national trade policies for 147 member countries. The overall aim of the WTO is to 
reach a single framework of rules for trade and trade-related activities; one of its 
primary objectives is the promotion of free trade. 

Afghanistan is currently in the process of WTO accession. In principle, this should 
help further integrate the Afghan economy with regional and international trading 
systems and help make provisions for favorable trading policies from its neighbors. 
There would be international technical assistance for Afghanistan's economic and 
institutional reforms, more Foreign Direct Investment (FDI) coming into the country, 
and increased markets for Afghan export products. However, there are considerable 
challenges that include the following: a majority of the income and benefits from FDI 
does not remain within the country and is claimed by foreign investors; and, the 
under-developed sectors of Afghanistan's economy such as manufacturing (and the 
vast yet vulnerable agricultural sector) are in danger of being 'squeezed out' from the 
regional as well as the local markets itself by external competition which is bound to 
increase- this can severely damage the livelihoods of local producers and workers. 

16 from the World Bank Country website (Afghanistan); online at www.worldbank.org/af 

23 

ACKU



,;:: .;.· ... ·.:·:- '''( .. :'• .' ... 

The Civil1 So9~ety; Afgh3:pj,stan ~ationat,p~yel,op!Jlent Strategy C$ANDS Initiative 
Agency Coordill<!tip,g,J3§dy J~~Af&h~n~~!ie~1AC,~A~, f!9u§e ~umber 69 
Across Shabeed Tolll:b, Cfiahar :Rahi ~hah~ed, Share-.~:-N 9w; Kabul 

' . _... .. ,_ ' .- .. ' ~ ·-.. ~ --· . • ' ... ,:-• _._._. .• • .;, -- ·: ~- .. -·.; .. : "~ _·-,_;--. ' .·. ' 

24 

ACKU



ACKU 
.......... \~ ......... .. 
..... 5..:: .. 1.~ I ...... N . ..ttJ ... 
. J.'1 ... ~ .. ~ .. 5 

ACKU



ACKU


	azu_acku_pamphlet_hc417_n358_2006_pg001_m
	azu_acku_pamphlet_hc417_n358_2006_pg002_m
	azu_acku_pamphlet_hc417_n358_2006_pg003_m
	azu_acku_pamphlet_hc417_n358_2006_pg004_m
	azu_acku_pamphlet_hc417_n358_2006_pg005_m
	azu_acku_pamphlet_hc417_n358_2006_pg006_m
	azu_acku_pamphlet_hc417_n358_2006_pg007_m
	azu_acku_pamphlet_hc417_n358_2006_pg008_m
	azu_acku_pamphlet_hc417_n358_2006_pg009_m
	azu_acku_pamphlet_hc417_n358_2006_pg010_m
	azu_acku_pamphlet_hc417_n358_2006_pg011_m
	azu_acku_pamphlet_hc417_n358_2006_pg012_m
	azu_acku_pamphlet_hc417_n358_2006_pg013_m
	azu_acku_pamphlet_hc417_n358_2006_pg014_m
	azu_acku_pamphlet_hc417_n358_2006_pg015_m
	azu_acku_pamphlet_hc417_n358_2006_pg016_m
	azu_acku_pamphlet_hc417_n358_2006_pg017_m
	azu_acku_pamphlet_hc417_n358_2006_pg018_m
	azu_acku_pamphlet_hc417_n358_2006_pg019_m
	azu_acku_pamphlet_hc417_n358_2006_pg020_m
	azu_acku_pamphlet_hc417_n358_2006_pg021_m
	azu_acku_pamphlet_hc417_n358_2006_pg022_m
	azu_acku_pamphlet_hc417_n358_2006_pg023_m
	azu_acku_pamphlet_hc417_n358_2006_pg024_m
	azu_acku_pamphlet_hc417_n358_2006_pg025_m
	azu_acku_pamphlet_hc417_n358_2006_pg026_m



