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This debt sustainability analysis (DSA) assesses Afghanistan’s risk of external and overall debt 

distress as high.1  Donor grants of about 40 percent of GDP currently finance Afghanistan’s 

underlying fiscal and external deficits. Given this aid dependence and limits to official 

concessional financing, both external and public debt are expected to remain low for the next 

decade. Hence, mechanical signals in this period suggest moderate risk of debt distress. However, 

the financing mix is projected to shift away from grants towards debt financing in the long run, 

which warrants the use of the extended 20-year period. In this longer horizon, one of the indicators, 

the ratio of present value of debt to exports, repeatedly breaches the threshold under the baseline 

scenario, suggesting the high-risk rating. Downside risks come from political uncertainty, 

continued insecurity, faster-than-expected-drop in aid, and severe weather shocks. Mobilizing 

domestic revenue, enhancing the effectiveness of public spending, and strengthening the 

management of fiscal risks, including those stemming from state-owned corporations (SOCs) and 

public private partnerships (PPPs), should be priorities for the authorities. In addition, 

diversification of exports and strengthening debt management, including through local debt market 

development, will help Afghanistan improve its debt carrying capacity.

 
1  The DSA follows the IMF and World Bank Staff Guidance Note on the Application of the Joint Fund-Bank Debt Sustainability 

Framework (DSF) for Low-Income Countries (LICs) (February 2018). The Afghanistan’s Composite Indicator (CI) score is 2.61, 

which is based on the October 2019 WEO and the 2018 CPIA, and its debt carrying capacity is assessed to be weak. 
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BACKGROUND 

Public Debt Coverage 

 This DSA covers debt contracted by the central government and central bank debt owed 

to the IMF.2 Borrowing is done only by the central government as state and local governments cannot 

borrow by themselves (Public Finance and Expenditure Management Law, 2005). Majority of 

outstanding debt has been contracted through external loans to finance infrastructure projects. The central 

government has issued no guarantees for external borrowing by state/local governments or SOCs.3 The 

government’s debt to the central bank (DA Afghanistan Bank (DAB)) due to the Kabul Bank exposure 

was repaid in late-2019.4 External and domestic debt are classified based on their currency denomination 

which matches the residency-based classification given the lack of a domestically issued debt. 

 

 

 

 

 

 The authorities are building capacity to systematically analyze risks arising from 

state-owned corporations (SOCs) and public-private partnerships (PPPs). Key vulnerabilities 

stem from the lack of systematic financial reporting, analysis, and disclosure as well as the absence 

of consolidated fiscal risk oversight mandate by the Ministry of Finance. A recent IMF technical 

assistance mission laid out a reform agenda to strengthen the framework for analyzing and 

managing risks from SOCs and PPPs. The authorities are working to strengthen financial reporting 

at an individual SOC level, focusing on the largest SOCs, improve the SOC oversight framework, 

and form a more informed view about aggregate fiscal risks from the sector. A five-year plan for 

PPPs has been developed, and over a hundred projects are in the pipeline. While six projects are 

already under contract, neither the budget nor fiscal strategy paper quantifies contingent liabilities 

from such projects. Due to the lack of systematic data, this DSA uses default levels of State-Owned 

Enterprises (SOE) debt (2 percent of GDP) for the contingent liability stress test. Similarly, the 

financial market contingent liability levels are set at the default levels of 5 percent of GDP, leading 

to a total contingent liability shock of 7 percent of GDP. 

  

 
2 The separation allows for the accounting of the government’s debt owed to the central bank. 
3 SOCs are governed by the SOC Law of 2018. 
4 A small residual payment remains to be paid after the impact of the COVID crisis abates. 
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Background on Debt and Short-Term Developments 

 Afghanistan has largely relied on grant financing and 

highly concessional external loans. As of end-2019, 

Afghanistan’s total public external debt stood at US$1,147 million 

or 6.1 percent of GDP, due to past relief under the Enhanced HIPC 

Initiative and limited borrowing. 5  Multilateral and bilateral 

creditors have lent to Afghanistan on highly concessional terms. 

The largest multilateral lenders are the Asian Development Bank 

(ADB), the World Bank (WB), the International Monetary Fund 

(IMF), and the Islamic Development Bank (IsDB). Among 

bilateral creditors, the Saudi Fund is the main creditor (7 percent 

of total debt outstanding) followed by the Kuwait Fund (2 percent).  

 The COVID-19 pandemic is leading to higher debt in 2020 than previously expected. 

The overall deficit, excluding COVID-related grants, is projected to widen to 6 percent of GDP in 

2020 due to the pandemic, compared to 0.8 percent of GDP projected before the shock. It is being 

financed through around 3 percent of GDP grants from the WB, ADB, and other bilateral donors 

and disbursements under Rapid Credit Facility (US$223 million) and the proposed Extended 

Credit Facility (US$115 million) from the IMF. As a result, public debt is projected to increase to 

7.7 percent at end-2020.  

 Afghanistan has been granted debt relief under the Catastrophe Containment and 

Relief Trust (CCRT) and requested debt service suspension under the Debt Service 

Suspension Initiative (DSSI). These initiatives will lower its debt payments in 2020–22. The 

CCRT is expected to provide relief on debt payments to the IMF of about US$14 million in 2020–

22, lowering PV of debt payments.6 The DSSI is a net-present-value (NPV) neutral exercise. 

Around US$4 million of interest and principal payments falling due to bilateral creditors between 

May 1, 2020 and December 31, 2020 will instead be paid starting 2022.  

 
5 A debt reconciliation exercise uncovered overstatement of debt owed to the ADB by US$77 million. After resolving this 

discrepancy, the revised debt stock for end-2019 is lower by that amount. 
6 The grant for the debt service falling due in the 12 months from April 14, 2021 is subject to the availability of resources under 

the CCRT. 

ADB
50%

WB
30%

Other 
multilateral

9%

Bilateral
11%

External Public Debt by Creditor                                                

(End-2019, in percent)

Sources: Afghan authorities
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 Afghanistan’s debt profile is characterized by currency risks, tempered by the long 

maturity and the debt holder profile. A substantial depreciation of the Afghani—in the context 

of weak foreign exchange earning ability due to low exports—would increase the debt service 

burden. However, debt is very low and mostly of very long maturity, and debt holders are 

exclusively official entities. In addition, interest rates are low and fixed, resulting in low—below 

1 percent of GDP—interest payments. 

 To safeguard sustainability, the authorities remain committed to borrowing 

externally at concessional terms. In line with the reform program supported by the new ECF 

arrangement, the authorities will contract external loans only with a grant element of 35 percent or 

higher. While the government borrowed US$30 million in external loans in 2019, its borrowing is 

increasing to US$338 million in 2020, all from the IMF, due to the pandemic. In 2021–25, the 

authorities are considering borrowing around US$850 million (4 percent of 2021 GDP) for 

development projects. 

 Debt management capacity needs strengthening, including development of the 

domestic debt market. This will help with managing debt sustainability risks as Afghanistan is 

likely to gradually turn to domestic and foreign debt financing given the expected decline in grants. 

The ongoing efforts include support from the IMF and World Bank on debt management stock-

taking and reform roadmap, along with specialized training on effective debt management. In 

addition, the ADB is assisting the authorities with formulation and implementation of a medium-

term debt strategy and plans to provide training on debt recording and analysis tools by end-2020. 

The World Bank is also assisting with an assessment of SOCs’ financial position. As a prerequisite 

to issuing sukuk financing, a draft Sukuk law has been developed and is currently under review by 

development partners. 

UNDERLYING ASSUMPTIONS AND COUNTRY CLASSIFICATION 

Background on Macro Forecasts 

 The updated long-term macroeconomic framework builds on the 2020 RCF DSA update 

(see Box 1).  

Box 1. Baseline Macroeconomic Assumptions 

• Staff projects medium-term growth to be slightly lower than in the 2019 December DSA due to the 

COVID-19 pandemic. Long-term GDP growth remains unchanged compared to the RCF DSA at 

4 percent. 

• The projection balances potential tailwinds and headwinds to growth. Growth prospects could improve 

substantially if the recent political reconciliation improves reform implementation or the peace talks 

with the Taliban produce a path toward sustained political settlement. The latter could unlock growth 

prospects, including in the extractive sector with large growth and revenue generation potential which 

has not been included in the projections. On the other hand, worse-than-expected security conditions, 

slowdown in reforms, and faster-than-expected drop in aid would lower growth and revenue needed to 

finance development spending. 
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Box 1. Baseline Macroeconomic Assumptions (concluded) 

• In line with the RCF DSA, this DSA assumes a decline in grants as percent of GDP in the medium and 

long run. Donor aid beyond the short term remains subject to uncertainty although the 2020 November 

donor conference is expected to provide greater clarity on the next round of donor pledges covering 

2021–24. While the baseline scenario envisions a slight fall in expenditures, primary deficits are 

projected to be similar to previous DSAs. Financing needs are assumed to be covered mainly by external 

loans. 

• New external borrowing is assumed with a grant element of above 35 percent, as opposed to 60 percent 

in previous DSAs.1 The DSA assumes that the authorities start issuing a three-year domestic sukuk in 

2021. Annual net issuance in 2021–25 is assumed at about 0.3 percent of GDP with the interest rate of 

7 percent. 

• The authorities have prioritized diversification of exports and exports destinations as a critical goal, and 

the framework assumes a strong export growth in the long run. 
 

1 Typically, the 35 percent grant element is used by the IMF to define a loan as concessional. 

 

 

Realism Tools 

 The realism tools show that projections are in line with historical and peers’ experiences.  

• Forecast errors. Both external and public debt levels, and their forecast errors have 

been small in the past five years. In the recent past, positive current account balances 

have been offset by the errors and omissions (mostly driven by unrecorded imports, 

remittances, and FX conversions), and the trend is projected to continue. For public 

debt, primary deficits will be slightly larger going forward, leading to a modest increase 

in the debt-to-GDP ratio.  

• Fiscal adjustment. The economy is expected to contract by 5 percent and the fiscal 

balance worsen substantially in 2020 due to the pandemic. Over time, supported by a 

recovery from the pandemic, gradual fiscal adjustment will reduce the deficit to 1.2 

percent of GDP in 2022. The three-year primary balance adjustment (between 2019 
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and 2022) projection is -0.2 percent, solidly in the middle of the distribution of 

projections across peer countries. 

• Investment-growth.7 The contribution of public capital accumulation to GDP growth 

is as in the previous DSA. Contribution from government capital investment should 

decline from current high levels over the long term as the private sector becomes a 

more significant driver of the Afghan economy. 

Country Classification and Determination of Scenario Stress Tests 

 Afghanistan is assessed to have a weak debt carrying capacity. Based on the October 2019 

WEO macroeconomic framework and World Bank’s 2019 CPIA measures, Afghanistan’s composite 

indicator score lies below the lower cut-off value of 2.61, hence placing Afghanistan among countries 

with the weak debt carrying capacity. This assessment affects the thresholds used to calculate the 

mechanical external debt risk ratings. Tailored stress tests (natural disasters, commodity prices, 

and market financing stress tests) are not applicable given Afghanistan’s characteristics. 

 

EXTERNAL DSA 

 Staff assesses Afghanistan’s risk of external debt distress as high. Given Afghanistan’s 

unique circumstances, the DSA uses a 20-year projection period for the mechanical risk rating. A gradual 

replacement of grants by debt financing leads to higher debt accumulation and leads to large, persistent 

breaches in the baseline of the PV of external debt-to-exports ratio, which crosses the threshold after 

2030 and remains above it for the rest of the projection period.8 Among the liquidity indicators, the debt 

service to revenue ratio remains at low levels under the baseline, while the debt service to exports ratio 

reaches its threshold during the second decade of projections (Figure 1). 

 
7 Due to lack of government capital stock data, staff estimated public capital stock by using the average share of government 

investment in total investment over the past five years (69 percent) and the total historical capital stock as estimated by the World 

Bank at 78 percent GDP as of end-2017. 
8 See ¶87 of “Guidance Note on the Bank-Fund Debt Sustainability Framework for Low Income Countries.” 

http://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&cad=rja&uact=8&ved=2ahUKEwjYyY79pZDdAhUiheAKHXQDAhoQFjABegQICRAC&url=http%3A%2F%2Fwww.imf.org%2F~%2Fmedia%2FFiles%2FPublications%2FPP%2F2017%2Fpp122617guidance-note-on-lic-dsf.ashx&usg=AOvVaw21wv7Zv3vbwRoHgUYtNrFT
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 External debt sustainability is most vulnerable to shocks to exports. The most extreme 

shocks are the combination shocks for the ratio of PV of debt to GDP, and the exports shock for the ratio 

of PV of debt to exports and the ratio of debt service-to-exports (Table 3). Given these vulnerabilities, 

efforts to mobilize domestic revenue and boost exports will be critical for future debt sustainability, along 

with continued donor support.  

OVERALL RISK OF PUBLIC DEBT DISTRESS 

 Total public debt is projected to remain low. The PV of total public debt-to-GDP ratio is 

projected to stay well below the benchmark under the baseline scenario. However, this indicator is 

vulnerable to the growth shock and is expected to breach the threshold under the stress scenario starting 

2033. Among the other indicators, the PV-to-revenue ratio and the debt service-to-revenue ratio are most 

sensitive to the growth shock as well (Figure 2).  

 Afghanistan’s overall risk of public debt distress is assessed as high. Both external and public 

debt levels are projected to remain low over the first decade of projections, and the mechanical signals 

over that horizon suggest moderate risk of debt distress. However, it is more appropriate to use an 

extended period given the projected decline in grants. Given this, staff assesses the overall risk of debt 

distress as high, consistent with the mechanical signals over the 20-year horizon. Afghanistan’s debt 

sustainability is dependent on sustainable transition from a grants-based financing to a concessional loan 

financing.  

CONCLUSIONS 

 Afghanistan’s high risk of public debt distress calls for continued sound macroeconomic 

policy, improved revenue mobilization, and strengthened debt management capacity. As the 

COVID-19 crisis abates, the authorities should reverse the fiscal deterioration caused by the pandemic 

and mobilize domestic revenue to create space for development spending and reduce dependence on aid. 

They should also ensure that projects, including those financed through external concessional borrowing, 

have strong potential to support inclusive growth and continue to improve their debt management 

capacity and strengthen the management of fiscal risks, including from SOCs and PPPs. 

AUTHORITIES’ VIEWS 

 The authorities agreed with the conclusions of the DSA. Authorities remain committed to 

fiscal prudence and relying on donor grants and concessional borrowing to ensure debt sustainability. 

Authorities also highlighted the need to increase revenue and investments for growth and job creation. 

Authorities are interested in targeted TA on debt management, including support for domestic debt 

market development through sukuks, as well as fiscal risk management for SOCs and PPPs.
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Table 1. Islamic Republic of Afghanistan: External Debt Sustainability Framework, Baseline Scenario, 2019–40 

(In percent of GDP, unless otherwise indicated) 
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Table 2. Islamic Republic of Afghanistan: Public Sector Debt Sustainability Framework, Baseline Scenario, 2019–40 

(In percent of GDP, unless otherwise indicated) 
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Figure 1. Islamic Republic of Afghanistan: Indicators of Public and Publicly Guaranteed 

External Debt Under Alternatives Scenarios, 2020–40 
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Figure 2. Islamic Republic of Afghanistan: Indicators of Public Debt Under Alternative 

Scenarios, 2020–40 
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Table 3. Islamic Republic of Afghanistan: Sensitivity Analysis for Key Indicators of Public and 

Publicly Guaranteed External Debt, 2020–30 

(In percent) 

 



 

13 

Table 4. Islamic Republic of Afghanistan: Sensitivity Analysis for Key Indicators of Public Debt, 

2020–30 
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Figure 3. Islamic Republic of Afghanistan: Drivers of Debt Dynamics—Baseline Scenario 

 

 

 

 

 

 

 

Gross Nominal PPG External Debt Debt-creating flows Unexpected Changes in Debt 1/

(in percent of GDP; DSA vintages) (percent of GDP) (past 5 years, percent of GDP)

Gross Nominal Public Debt Unexpected Changes in Debt 1/

(in percent of GDP; DSA vintages) (past 5 years, percent of GDP)

1/ Difference betw een anticipated and actual contributions on debt ratios.

2/ Distribution across LICs for w hich LIC DSAs w ere produced. 

3/ Given the relatively low  private external debt for average low -income countries, a ppt change in PPG external debt should be largely explained by the drivers 

of the external debt dynamics equation.   

Debt-creating flows

(percent of GDP)

External debt

Public debt

-60

-40

-20

0

20

40

60

5-year
historical
change

5-year
projected

change

Residual

Price and
exchange
rate

Real GDP
growth

Nominal
interest rate

Current
account +
FDI

Change in
PPG debt 3/

0

2

4

6

8

10

12

14

16

18

20

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

20
26

20
27

20
28

20
29

20
30

Current DSA

Previous DSA

DSA-2015
proj.

0

2

4

6

8

10

12

14

16

18

20

20
15

20
16

20
17

20
18

20
19

20
20

20
21

20
22

20
23

20
24

20
25

20
26

20
27

20
28

20
29

20
30

Current DSA

Previous DSA

DSA-2015
proj.

-10

-5

0

5

10

5-year
historical
change

5-year
projected

change

Residual

Other debt
creating flows

Real
Exchange
rate
depreciation
Real GDP
growth

Real interest
rate

Primary deficit

Change in debt

-5 0

-4 0

-3 0

-2 0

-1 0

0

10

20

30

40

50

Distribution across LICs 2/

Interquartile
range (25-75)

Change in PPG
debt 3/

Median

Contribution of 
unexpected

changes

-15

-10

-5

0

5

10

15

20

Distribution across LICs 2/

Interquartile
range (25-75)

Change in debt

Median

Contribution of 
unexpected 



 

 15 

Figure 4. Islamic Republic of Afghanistan: Realism Tools 

 

 

 


