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Overview

Despite extremely difficult security conditions, which deteriorated markedly after
2006, the World Bank Group has commendably established and sustained a large pro-
gram of support to the country. The key messages of the evaluation are:

While World Bank Group strategy has been highly relevant to Afghanistan’s situa-
tion, beginning in 2006 the strategies could have gone further in adapting ongoing
programs to evolving opportunities and needs and in programming activities suf-
ficient to achieve the objectives of the pillars in those strategies.

Overall, Bank Group assistance has achieved substantial progress toward most of
its major objectives, although risks to development outcomes remain high. Impres-
sive results have been achieved in public financial management, public health,
telecommunications, and community development; substantial outputs have also
been achieved in primary education, rural roads, irrigation, and microfinance—all
started during the initial phase. Bank assistance has been critical in developing
the mining sector as a potential engine of growth. However, progress has been
limited in civil service reform, agriculture, urban development, and private sector
development.

The Bank Group’s direct financial assistance has been augmented effectively by
analytic and advisory activities and donor coordination through the Afghanistan
Reconstruction Trust Fund. Knowledge services have been an important part of
Bank Group support and have demonstrated the value of strategic analytical work,
even in areas where the Bank Group may opt out of direct project financing.

Contradictory advice and competing donor programs have compounded conflicting
views among different government agencies, leading to a “missing middle” in the
absence of agreement on subnational governance. Without viable district or pro-
vincial institutions, the investment in community organizations at the village level
may not be sustainable, substantial project benefits notwithstanding.

With the expected reduction of the international presence in 2014, sustainability
of development gains remains a major risk because of capacity constraints and
inadequate human resources planning on the civilian side.

To enhance program effectiveness, the evaluation recommends that the World Bank
Group help the government develop a comprehensive, long-term human resources
strategy for the civilian sectors; focus on strategic analytical work in sectors that are
high priorities for the government; assist in the development of local government in-
stitutions and, in the interim, support the development of a viable system for service
delivery at subnational levels; assist in transforming the National Solidarity Program
into a more sustainable financial and institutional model to consolidate its gains; help
strengthen the regulatory environment for private sector investment; and scale up In-
ternational Finance Corporation (IFC) and Multilateral Investment Guarantee Agency
(MIGA) support to the private sector.
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Context

Security conditions pose a formidable challenge to Afghanistan’s
development and external partner support. Afghanistan has undergone
a very tangible deterioration in security since 2006, including a spike
in civilian casualties. This has affected the Bank Group’s work through
increased risks to staff, restrictions on movement, further constraints
on supervision, and additional measures to deal with safety. Despite
the extremely difficult context, the World Bank Group has commendably
established and sustained a large program of support to the country.

Purpose and Approach

IEG’s Country Program Evaluation (CPE) assesses the relevance and
effectiveness of World Bank Group support to Afghanistan and some of the
key risks to sustainability of development outcomes. The CPE covers the
period FY02-11 and aims to inform implementation of the FY12-14 Interim
Strategy Note and the preparation of the subsequent Country Assistance
Strategy (CAS).

Following IEG’s approach to evaluating Bank Group programs in fragile
and conflict-affected states (FCS), the standard methodology for CPEs
(appendix B) has been applied to Afghanistan. Emphasis has been placed
on learning lessons to strengthen the Bank Group program in Afghanistan
and inform programs in other FCS.

Comments from the government of the Islamic Republic of Afghanistan on
the CPE are attached at the end of this evaluation.

I. World Bank Group Strategies

This evaluation considers the Bank Group’s assistance to Afghanistan
highly relevant and responsive to client needs, particularly during the
initial period of reengagement.

The initial strategy responded to the conditions prevalent when the
Bank Group reengaged in November 2001 with a transitional government
that inherited very weak capacity. Initial Bank Group reengagement in
Afghanistan was set out in the March 2002 Transitional Support Strategy
(TSS; World Bank 2002), which focused on recovery and reconstruction.
Strategic priorities were “essential governance institutions and
capacity, high-priority, high-impact reconstruction programs to restart
the economy and social services; coordinated donor assistance under
government leadership; and a better knowledge base and analytical
underpinning for the work of the international community and for future
Bank assistance.” A second TSS (World Bank 2003), in line with the
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government'’s reconstruction strategy, was approved in February 2003 and
focused on: (i) improving livelihoods; (ii) fiscal strategy, institutions, and
management; (iii) governance and public administration reform; and (iv)
enabling private sector development.

These priorities were based on a Preliminary Needs Assessment, conducted
jointly by the Asian Development Bank (ADB), the United Nations
Development Programme (UNDP), and the World Bank. The World Bank-
administered multidonor Afghanistan Reconstruction Trust Fund (ARTF)
is the main source of external finance for the non-security recurrent
budget. Its focus has shifted over time toward investment financing and
an Incentive Program to support public financial management reforms.

The focus of the two TSSs was appropriately on building core state
institutions, delivery of services to build confidence in the state,
rehabilitating critical infrastructure, and initiating analytical work to
build the knowledge base for future development assistance. The Bank has
worked consistently on these core state functions and delivery of social
services, recognizing that these are long-term endeavors.

Bank Group strategy under the 2006 and 2009 Interim Strategy Notes
(ISNs) was slow to evolve beyond the initial foundations for development
to a longer-term strategy for sustainable growth. Projects and programs
under the 2006 and 2009 ISNs largely continued from those initiated after
the Needs Assessment under the TSSs. They were still relevant, but could
have benefited from further adaptation to evolving opportunities and
needs. Activities programmed under the ISNs were insufficient to ensure
achievement of the strategic objectives of the ISN pillars, which affected
the relevance and efficacy of Bank Group programs.

An ISN, like a TSS, enables the processing of all operations under Bank
Operational Policy 8.0 - Rapid Response to Crises and Emergencies. And,
unlike a full-fledged CAS, it is not required to have a results framework. The
2006 and 2009 ISNs organized the Bank Group’s strategy for Afghanistan
around three pillars: (i) building the capacity of the state and its
accountability to its citizens; (ii) promoting growth of the rural economy
and improving rural livelihoods; and (iii) supporting growth of the formal
private sector, including through infrastructure development. The Bank
was to deliver the bulk of Bank Group support, with the International
Finance Corporation (IFC) and Multilateral Investment Guarantee Agency
(MIGA) intervening largely under pillar 3.

The strategies laid out in the ISNs were informed by core analytical work
such as the Country Economic Memorandum (World Bank 2004a) and the
Public Finance Management Review (World Bank 2005a). In some cases,
strategic choices were influenced by an agreed division of labor with other
partners, such as ADB’s assumption of the lead role in infrastructure. In
other cases, the Bank changed its strategy. An initial choice to focus on
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higher education and skills development, for example, was deferred to
focus initially on primary school education in response to client and donor
demand. In agriculture a judgment about client ownership and capacity
led to avoidance of this sector for many years, although more recently a
change in leadership has opened new opportunities.

Approaches varied by sector and, in hindsight, practitioners in the various
sectors could have learned more from one another. In some sectors,
institutional and resource constraints were addressed by mobilizing the
private sector (in information and communications technology and the
financial sector, for example) and the nonprofit sector (in health and the
National Solidarity Program), with a focus on strengthening government
capacity for regulation and oversight rather than service delivery, and on
impact evaluation and third-party monitoring to track performance. The
sectors with weaker outcomes (education, agriculture, power, water) did
not have such robust systems for results monitoring.

While there was acceptable progress toward most of its major relevant
objectives, given the challenges that Afghanistan faces, the program was
unable to fully achieve the objectives under each of the three pillars.

The Bank Group strategy for FY12-14 has been put forward as another
ISN, taking into account the uncertainty created by the impending
2014 transition in security arrangements. The ISN (World Bank 2012b)
is accompanied by an in-depth analysis of the economics of transition
to help the government develop a sustainable growth path. This work is
likely to affect future donor commitments to Afghanistan and the design
of the next Bank Group strategy. In the meantime, the 2012 ISN has
restructured its pillars into support for: (1) building the legitimacy and
capacity of institutions; (2) equitable service delivery; and (3) inclusive
growth and jobs. The mining sector has received greater emphasis, since
it is expected to catalyze regional growth along natural resource corridors.
Other programs are largely a continuation of those initiated under previous
Bank Group strategies, and they have been regrouped within the new
pillars in the 2012 ISN. In the CPE, which primarily covers the period up
to FY11, the programs are assessed against the pillars of the previous ISNs.

II. Results of Bank Group Support

BUILDING THE CAPACITY OF THE STATE AND ITS ACCOUNTABILITY TO ITS CITIZENS

Strategic objectives under this pillar encompassed: (i) public financial
management (strengthen core systems, enhance fiscal sustainability and
transparency, and increase the effectiveness and equity of subnational
expenditures); (ii) public sector governance (build a reformed and
sustainable civil service accountable to its citizens to provide affordable,
accessible, and adequate services); (iii) health (promote rapid improvement
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in service delivery); and (iv) education (support the provision of services
that are affordable, accessible, and of adequate quality, increasing
enrollment at the primary, secondary, and vocational levels, with an
improvement in gender parity).

The Bank has used extensive analytical and advisory activities
(AAA), policy-based lending, and technical assistance to effectively
strengthen public financial management functions in core government
institutions. Afghanistan now has a relatively strong public financial
management framework, impressive revenue growth, and greater assurance
that funds provided through the budget are used effectively.

Accounting and financial management reporting have become more
accurate and timely with the adoption of the Afghanistan Financial
Management Information System. The use of the ARTF to pay salaries
has ensured timely and reliable payment to staff, while facilitating quick
disbursement of donor funds and accountability in their use. The ARTF
also supported an Incentives Program for the government to undertake
difficult reforms.

Nonetheless, achievement of the objectives of building capacity for budget
formulation and execution, including improvements in fiscal management
and spending efficiency at many line ministries and subnational entities,
has been slow, and while a Public Procurement Law and amendments have
been adopted with Bank support, many complementary actions needed
for effective implementation have yet to be taken, creating substantial
procurement bottlenecks.

In public administration, Bank support through extensive AAA,
policy-based lending, and capacity-building investments has led to
important reforms, but significant shortcomings persist. Bank support
has led to adoption of a civil service law and regulations for administrative
reform oversight, more transparent recruitment, reduction in the number
of ministries from 34 to 26, and pay and grading reforms.

Nevertheless, public administration remains vulnerable, as there is little
evidence that the new laws, procedures, and regulations are translating
into improved civil service performance. Despite the inroads made with
the support of the Bank to reduce leakage and increase donor trust, the
government’s ability to control corruption and enforce anti-corruption
measures remains weak. The achievements have relied mainly on a “second
civil service” of contracted staff who are paid relatively high salaries,
some of whom are working for other development partners, without an
agreed plan to hand over tasks to civil servants on pay scales that the
government can afford.

Afghanistan has achieved remarkable gains in health service
accessibility and improvements in health outcomes. Basic health
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services have been extended to cover all 34 provinces. From 2002 to 2009,
the infant mortality rate fell by 22 percent and under-five mortality fell by
26 percent. The number of functioning health establishments and trained
midwives (from accredited schools) increased fourfold from 2002 to 2010,
and the proportion of facilities with skilled female health worker(s)
has increased from 25 to 72 percent. Despite data constraints, there is
evidence of reductions in maternal mortality rates and fertility rates and
of increased contraceptive prevalence.

The Bank assisted the government with the institutional design of
a national health program for rapid, effective service delivery of the
Basic Package of Health Services, using Performance-based Partnership
Agreements with nongovernmental organizations (NGOs) and third-party
monitoring managed by the Ministry of Public Health. Bank investments
of $224 million and three high-quality AAA helped consolidate the
approach, which became the institutional framework for structuring
donor assistance to the sector.

In education, access at the primary level has improved significantly,
but challenges remain in quality and in higher education. Primary
school enrollment increased from 1 million students in 2001 to 7.2 million
in 2011. Enrollment of girls has grown from a negligible number to
almost three million. Bank assistance included projects for primary and
secondary education, higher education, and vocational skills training, but
higher education and skills training have had more modest outcomes.
Early investments focused more on access than quality. Bank assistance
provided grants for purchase of school supplies and equipment in almost
10,000 schools and construction of over 5,000 classrooms.

School infrastructure has improved, but there are indications, including
from the project’s midterm review, of gaps in construction quality. In
addition, over half of the schools with infrastructure grants do not comply
with gender equity criteria for girls” attendance, which is hindered by,
among other things, the absence of boundary walls and latrines.

The Bank has supported in-service teacher training in 23 provinces and
training facilities have increased from four teacher training colleges in
2002 to 42 teacher training colleges and 137 distance learning centers
in 2011. Women now constitute 31 percent of teachers. Unlike the health
sector, the education sector does not have a system for monitoring
performance outcomes and would benefit from greater Bank investment in
strategic economic and sector work and results monitoring.

PromoTING GROWTH OF THE RURAL Economy AND IMPROVING RURAL LIVELIHOODS

Bank objectives were to: (i) expand support for successful rural programs
where there are high returns in terms of legitimate economic outputs
and poverty reduction and (ii) actively pursue enhanced linkages
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between activities and programs in rural areas, particularly between
rural development programs of the Ministry of Rural Rehabilitation and
Development and the Ministry of Agriculture, Irrigation, and Livestock.
The 2009 ISN also intended to support the wider agriculture-rural
development strategy dialogue and development of rural enterprises.

The overall impact on the core objective of promoting growth in the
rural economy and improving rural livelihoods has been modest.
Nonetheless, individual projects—rural roads, irrigation rehabilitation,
horticulture and livestock, and the multisector National Solidarity
Program (NSP)—within the pillar achieved their objectives, after delays
and restructuring of some. Bank support to help generate growth in the
rural economy addressed emergency needs such as rehabilitation of rural
roads and irrigation canals and improved production efficiency in the
horticulture and livestock subsectors—areas where no other donors had
substantial programs. Of Afghanistan’s approximately 40,000 kilometers of
rural roads, 10,000 kilometers have been rehabilitated since 2001. Almost
60 percent of this was with Bank/ARTF support, which financed 5,900
kilometers of rural roads and provided about 8 million days of employment.
Agricultural projects made little progress for two-to-three years and will
have addressed about 19 percent of Afghanistan’s irrigation sector and
much less in horticulture and livestock by 2012.

The government views the NSP’s reach of three-fourths of Afghan
villages as one of its biggest achievements and wants remaining
communities to benefit from the program. NSP objectives were to
support its rollout across the country to empower rural communities to
manage small infrastructure and development programs and to build
social capital among them. Resources invested in the NSP ($1.3 billion)
are almost twice those invested in other activities under pillar 2. This
has enabled outreach to some 29,000 villages throughout Afghanistan and
financing of over 55,000 local projects. The NSP is reported to have created
opportunities for social empowerment of rural women, whose participation
in community groups has become more acceptable (although uneven
across the country). While early results from community mobilization are
encouraging, institutional sustainability is a substantial unresolved issue
that will continue to be a challenge in the transition period.

While rural poverty reduction suggests a positive effect on livelihoods,
results are uneven—reflecting varying support levels—across
provinces. The NSP does not aim to, and therefore cannot be expected
to, be a major contributor to economic growth. Instead, the primary
drivers of the rural economy are the massive donor expenditures, which
provide significant short-term employment for many rural people, and the
illicit opium industry (estimated at 9 percent of gross domestic product
[GDP] in 2011), which provides substantial cash income to small farmers.
Among other commodities, which used to be significant drivers of the
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rural economy, the average production of wheat (Afghanistan’s core staple
food), while rising, is still vulnerable to considerable drought-induced
fluctuations, and exports of raisins (Afghanistan’s principal export) have
reached only 60 percent of the average annual levels achieved during the
1980s.

SupPORTING GROWTH OF THE FORMAL PRIVATE SECTOR

Objectives were to: (i) continue support for infrastructure—power,
infrastructure maintenance, and urban development and water supply—
that remained in high demand and (ii) provide direct support to the
private sector through microfinance, industrial estates development,
investment guarantees, and natural resources (mining), in addition to
telecommunications. IFC’s support and MIGA’s guarantees were primarily
for pillar 3 activities.

While the outcomes of Bank Group support under this pillar have been
mixed, results have been noteworthy in microfinance, communications,
and mining. Bank Group performance and results have been good in three
important segments: (i) microfinance, which services a large segment of
private business as well as the poor and women; (ii) information and
communications technology (ICT), which is beginning to have an impact
on public and private sector efficiency and governance; and (iii) mining
and hydrocarbons, which have the potential to become a driver of growth.

In telecommunications, Bank and IFC financing and MIGA guarantees
supported private sector investments, and the Bank Group had significant
inputsin the policy, legal, and reqgulatory framework and related institution
building. Bank Group interventions have also contributed to economic
empowerment of women through microfinance loans, with a positive
impact on economic decisionmaking and savings (69 percent of clients save
money, compared with 34 percent before the loans). Bank Group projects
that financed rehabilitation of infrastructure eventually achieved their
intended outputs, although the projects have had implementation issues.

Bank Group performance and results in supporting the investment
climate, power, and urban development were much weaker. While security
remains an underlying constraint to private sector investments, so does
the policy and governance environment. Under these circumstances, it has
been difficult to develop a relevant and focused program to strengthen the
investment climate. In the power sector, staffing-transition issues weakened
project supervision and a successful initial dialogue with the government
and donors. In the urban sector, where the client expected the Bank to play
a leading role, Bank projects have had mixed results. While under some
projects, infrastructure has been built, several urban projects were affected
by design and implementation problems, which led to costly delays and weak
outcomes. Although there is now a recognition of the need for upgrading
existing informal settlements, a common thread has been lack of progress
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in addressing key issues such as clarifying property rights (especially land
rights), creating institutions, and building capacity and skills.

ITI. Drivers of Success and Weakness

Internal drivers of success included the quality of AAA (in some
sectors), customization of design to the country context, and staff
capacity. Sound analytical work, in the form of up-front analysis and
judicious use of nonlending technical assistance (NLTA), appears to have
positively influenced outcomes in public financial management, health,
ICT, microfinance, and IFC’s Business Advisory Services for horticulture and
other business development. The lack of strategic analytical work in some
sectors (such as agriculture and urban) hampered the development of Bank
assistance and effective donor coordination. The Bank has been aware of
political economy constraints, such as in the context of the drug economy
and corruption (and more recently in work on the economics of transition).
Nonetheless, in view of the political economy and uncertainties, the Bank
Group could usefully engage in scenario planning with other partners to
prepare for, rather than react to, changes in country conditions.

The Bank’s AAA work is greatly appreciated by the government and
donor partners, and the balance between analytical studies and technical
assistance enhanced AAA impact. But analytic work suffered from systemic
weaknesses in planning and managing AAA, especially during the initial
years, resulting in some loss of institutional memory.

The mining sector, which is likely to have a transformative impact on the
economy, stands out as an area where the primary contribution of the Bank
was made through its knowledge work. The Bank’s assistance is helping
the government leverage mining sector investments toward broader
regional growth. Keeping in mind the country’s governance challenges and
competing financing needs, sector work needs to be complemented with a
revenue management plan that protects allocations for development and
social expenditures.

Contractingouthealthand microfinanceservicedeliveryand community
mobilization to NGOs enabled the health sector, microfinance, and the
NSP to achieve outcomes rapidly, and maintaining these institutional
arrangements is critical to their success.

Policy dialogue in the health, communications, and microfinance sectors
was facilitated by a realistic assessment of the capacity of the public
sector and of the potential of the private and voluntary sectors, as well as
acceptance of the comparative advantage of each (with the government in
the role of enabler and regulator rather than service provider). Many NGOs
had been operating in Afghanistan before and during the Taliban era, and
capitalizing on their field presence enabled the Bank Group to accelerate
support for the government’s strategic priorities.
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The effectiveness of these programs was enhanced when they were
accompanied by clear results frameworks and explicit arrangements for
monitoring and evaluation. However, the results vary: some programs
primarily monitor outputs, while others include third-party monitoring of
outcomes. Their ability to make course corrections to strengthen program
implementation is affected accordingly.

The worsening security situation since 2007 has further limited the Bank
Group’s ability to undertake field supervision. The establishment of clear
results frameworks for credible monitoring of all programs supported by
the Bank Group is even more urgent.

With the help of incentives for staff posted in conflict countries, the
Afghanistan program has been largely successful in mobilizing staff
for the country office, which allowed more intensive support to the client
in those sectors. IFC also based a country officer located on World Bank
premises in Kabul in 2008.

In core areas such as public financial management, the need for constant
support made field presence an imperative. Programs in other sectors—
health, ICT, and mining—were effectively designed and managed by task
team leaders based elsewhere, but with staff continuity and frequent
country visits.

While staff decentralization was important during implementation, for
program design and re-design, sector knowledge and in-depth experience
has proved to be even more important than decentralization. Nevertheless,
unavailability of country-based staff (urban, power) or frequent staff
turnover with uneven expertise and experience over time (civil service
reform, agriculture, education, NSP) has affected several programs over the
past few years. Security constraints limit the overall size of the country
office, and the Bank Group program will have to rely on a judicious mix
of staff posted in country, in neighboring countries, and at headquarters.

External drivers of success included strong country ownership, client
capacity, and alignment of objectives and approach with partner
organizations. Selectivity under the TSSs was driven by priorities clearly
articulated by the interim government. Most successful programs have their
origins in that period. The subsequent Afghanistan National Development
Strategy (ANDS) was more ambitious, with 22 National Priority Programs,
which made selectivity more difficult. The government is now attempting
to consolidate these into a smaller number of priorities.

Client capacity constraints were overcome initially by deploying additional
personnel, funded by the United Nations Development Programme, and
subsequently through the ARTF’s recurring cost window. Capacity for core
functions in apex organizations, especially in the Ministries of Finance
and Economy, has enabled improvements in financial management and
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procurement. Capacity-building has been easier where service-delivery
functions were outsourced for public health and the NSP, while the
ministry retained responsibility for oversight. This is not feasible in all
sectors, but its potential has not been fully utilized even in sectors such
as agriculture, where it may be feasible. International experts gradually
gave way to Afghan staff as client capacity increased, though in many
ministries capacity depends on a “second civil service” of contracted staff
paid at a much higher rate than in other countries of the region, owing
to skill shortages, insecurity, and competing demands for Afghan staff
from other partner organizations. These staffers are employed both by
government ministries (using donor funding to top-up normal salaries)
and by partner organizations, and most capacity has been built among the
contracted staff of donor-funded projects. The Bank supported a Ministry
of Finance survey of consultants and key ministries in 2010-11 to draw
attention to the significance of this form of dependency. Loss of this
second civil service, either because of deteriorating security or because
of a decline in aid over the upcoming transition, could substantially
undermine government capacity.

Alignment of donor objectives, as in the ARTF, is also a strong determinant
of success. ARTF resources are allocated only to programs where there is
agreement on objectives and program design, such as with the Incentives
Program (under the recurrent cost window), the NSP, Basic Health, and the
Education Quality Improvement Program. Pooling of resources increases
leverage and accountability, and the ARTF has been very successful in
mobilizing and utilizing resources effectively. It also allows the scaling
up of programs piloted with Bank resources through support for on-budget
programs, increasing borrower ownership. But it comes with demand for
better documentation and supervision to justify financing decisions and
rising expectations of greater voice on the part of the government and
financing partners.

Similarly, the MIGA-managed Afghanistan Investment Guarantee Facility
(operational in FY05-11), which was designed to take the “first loss,” was
a useful tool to expand MIGA guarantee coverage beyond what it could
manage on its own balance sheet, but its uptake remained modest.

IV. Lessons for Fragile and Conflict-Affected Situations

Although Afghanistan’s history and challenges are somewhat unusual,
given the enormous impact of international actors since 1979, the
experience of the past 10 years offers a few key lessons relevant to other
fragile and conflict-affected situations:

e In countries with weak capacity, civil society and private sector part-
nerships can play an important role in augmenting capacity and deliv-
ering services.
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e Use of Bank resources to pilot investment projects can facilitate re-
source mobilization to scale up tested, ongoing operations through mul-
tidonor trust funds.

e The use of multidonor trust funds to finance an incentives program can
be effective in aligning government priorities with those of development
partners to support critical state-building reforms.

e Gender mainstreaming is feasible even in FCS contexts with cultural con-
straints if addressed systematically. Substantial results in terms of ser-
vice delivery and increasing economic and social opportunities for women
can be achieved when ownership of gender issues is an integral part of
the country program.

e The performance of different sector programs suggests that an early focus
on results and monitoring, including third-party verification, is neces-
sary and feasible even in FCS contexts with travel restrictions and secu-
rity constraints, and adds considerable value.

e Continuity, experience, and quality of staff are necessary conditions for
program effectiveness; location in-country is desirable, particularly dur-
ing implementation. But for program design or redesign, in-country pres-
ence is not a substitute for experience, as long as staff continuity can be
maintained.

e In FCS contexts, the Bank Group needs to lay the foundations for a longer-
term strategy early during the recovery phase. The use of emergency
procedures should not obscure the need for long-term strategic planning
or for complying with Bank requirements that would, in any case, need to
be addressed during project preparation or implementation.

e Bank Group AAA can play a critical role in filling knowledge gaps in FCS
contexts that often lack a good knowledge base. Preserving institutional
knowledge on key sector issues and the underlying drivers of political
economy to make them available to future members of the country team
is vital. This is particularly important in FCS countries, where staff turn-
over is higher than in other countries.

V. Recommendations

While considerable progress has been achieved in many areas, significant
challenges remain in others. Risks to sustainability of development gains
remain high. The Management Action Record lists the relevant findings,
which lead to the following recommendations warranting attention.

e Engage the government on the need for a comprehensive, long-term
human resources strategy for the civilian sectors at different levels
of government, and provide assistance, in collaboration with other
partners, to develop such a strategy. Development of a strategy would
entail: helping the government undertake systematic analysis of the Af-
ghan labor market and civilian human resource needs for the next de-
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cade; strengthening coordination among development partners to ensure
greater coherence in provision of higher education and skills training;
development and implementation of a plan to produce adequate numbers
of skilled graduates through local and foreign universities and training
institutions to meet the essential needs of the public and private sector;
and assistance to the government to develop affordable human resources
systems to recruit and retain trained staff.

Focus on strategic-level analytical work geared toward long-term de-
velopment strategies in sectors that are of high priority for the gov-
ernment. Given the Bank Group’s comparative advantage in providing
knowledge services, use a mix of strategic economic and sector work and
NLTA/Advisory Services to respond to country needs in priority areas,
even where the Bank Group decides against immediate financial commit-
ments.

Engage the government in developing local government institutions
to enhance the sustainability of national programs and, in the in-
terim, help the government develop a viable system for service de-
livery at subnational levels. Development of such a system would en-
tail: collaborating with multilateral development partners and bilateral
agencies supporting local government structures and service delivery at
subnational levels and drawing on the Incentives Program to develop
and support a joint strategy for local governance with the Ministry of
Finance; Ministry of Rural Rehabilitation and Development; Ministry of
Agriculture, Irrigation, and Livestock,; the Independent Directorate of
Local Governance; and relevant line departments that would give each of
them a stake in the outcome.

Advise and support the government in transforming the NSP into
a more sustainable financial and institutional model to consolidate
its gains. This would involve: scaling down the size of the second grant
under NSP IIT to a level where the benefits can be shared more widely and
equitably; and linking the Community Development Councils to higher
tier(s) of subnational governance with regular intergovernmental fiscal
transfers for public investments and service delivery that can be sus-
tained by the government.

Focus Bank Group efforts on strengthening the regulatory environ-
ment for private sector investment through: greater use of analytical
work, technical assistance, and Advisory Services to assist the government
in establishing property rights, commercial dispute-resolution mecha-
nisms, and institutions with capacity to enforce regulations and assistance
to the government and private sector stakeholders in building coalitions to
support the requlatory environment for private-sector-led growth.

As part of their commitment to expand support in fragile and conflict-
affected situations, IFC and MIGA could usefully increase business de-
velopment efforts targeted to new clients, including investors from
the region and the diaspora, to scale up support to the private sector.
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Management Action Record

IEG Findings IEG Recommendations

For the World Bank:

Planning for the civilian sectors is seriously
lagging behind that for the military and there
is a risk of creating an imbalance among Afghan
institutions.

The international community has played a vital
role in assisting the government'’s effort to plan
the manpower and technical needs for an even-
tual transition to Afghan-led, Afghan-managed
security services.

The government urgently needs a comprehen-
sive human resources strategy to strengthen
civilian institutions in parallel.

Engage the government on the need for a compre-

hensive, long-term human resources strategy for the

civilian sectors at different levels of government,
and provide assistance, in collaboration with other
partners, to develop such a strategy. Development of

a strategy would entail:

e Helping the government undertake systematic
analysis of the Afghan labor market and civilian
human resource needs for the next decade.

e Strengthening coordination among development
partners to ensure greater coherence in the pro-
vision of higher education and skills training.

e Development and implementation of a plan to
produce adequate numbers of skilled graduates
from local and foreign universities and training
institutions to meet the essential needs of the
public and private sectors.

e Development of affordable human resources sys-
tems for the government to recruit and retain
trained staff.

The Bank has not undertaken strategic analyti-
cal work in several areas that are of high prior-
ity for the government (especially agriculture
and urban), and which are essential to sustain
the country’s development process.

Gaps also exist in the justice sector and jobs,
which are core areas of the Bank Group’s frame-
work from the World Development Report 2011
(World Bank 2011e).

Focus on strategic-level analytical work geared to-
ward long-term development strategies in sectors
that are of high priority for the government:

e Given the Bank Group’s comparative advantage
in providing knowledge services, use strategic
economic and sector work and nonlending tech-
nical assistance/Advisory Services to respond to
country needs in priority areas, even where the
Bank Group decides against immediate financial
commitments.
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Acceptance by Management Management Response

Agree - This effort is ongoing but
is a medium-term goal.

IEG correctly identifies the need for Afghanistan to develop
a long-term, comprehensive human resource strategy, and
many of the factors that could be included in this. But this
will take time and needs to be developed and led by the gov-
ernment. As a start to this process, the Bank is currently:

e Helping the government build administrative reform
through the Capacity for Results Project.

e Helping the government develop needed skills through
its Second Higher Education Project and its Afghanistan
Skills Development Project. Both projects are helping
equip graduates for the needs of the labor market.

We realize there is still a long way to go and are working
with the government and other stakeholders to respond to
the challenge through both investment and analytic work.
Nevertheless, development of a comprehensive human re-
source strategy needs to be owned and led by the govern-
ment, and capacity and demand for human resource skills is
best built over a medium-time period and is highly depen-
dent on the security environment.

Partially Agree - Further deepen-
ing our analytic work is appro-
priate, but selectivity based on
security considerations, client
readiness and demand, and Bank
presence and expertise, is equally
important.

The overall point on the importance of maintaining a strong
analytic presence across a variety of sectors is valid. The
Bank has a leadership role in helping Afghanistan formulate
long-term development strategies. We have done so in many
areas; for example, most recently through analytic work on
poverty, transition economics, and resource corridors.

Nevertheless, selectivity, based on security and political
economy considerations, is also important. Security consid-
erations mean we have to prioritize use of our staff as well
as take into consideration our ability to obtain information
and feedback. The Bank also needs to calibrate its analytic
support to both client demand and the degree of receptivity
of the client.

Further, in most cases, the Bank achieves the strongest re-
sults with a mix of operational and analytic support. In the
areas mentioned by IEG—agriculture, urban, and justice—
the World Bank has projects, and knowledge development
and transfer can be achieved through technical assistance
components, as well as selective analytic work.

On jobs, while we are providing significant job support
through, for example, our urban, rural roads, and educa-
tion projects, we agree on the value of looking holistical-
ly across sectors and projects to identify constraints and
opportunities.
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IEG Findings IEG Recommendations

The absence of effective subnational govern-
ment structures is a risk to the sustainability
of national programs.

Engage the government in developing local gov-
ernment institutions to enhance the sustainabil-
ity of national programs and, in the interim, help
the government develop a viable system for ser-
vice delivery at subnational levels. Development of
such a system would entail:

e C(Collaborating with multilateral development
partners and bilateral agencies supporting local
government structures and service delivery at
subnational levels.

e Drawing on the Incentives Program to develop and
support a joint strategy for local governance with
the Ministries of Finance; Rural Rehabilitation
and Development; Agriculture, Irrigation, and
Livestock; IDLG (Independent Directorate of Local
Governance; and relevant line departments that
would give each of them a stake in the outcome.

The continued dependence of the National
Solidarity Program (NSP) on large grants can-
not be sustained, because the borrower and do-
nors are unlikely to finance the provisioning of
a second grant at the current scale to all rural
communities. Providing uneven entitlements
to rural communities in Afghanistan is highly
risky.

While the recognition of Community
Development Councils (CDCs) as the lowest tier
of local government is under consideration, in
the absence of linkages to other subnational
levels of governance, the goal of “locking in lo-
cal governance” at the village level through the
NSP cannot be achieved.

Advise and support the government in transform-
ing the NSP into a more sustainable financial and
institutional model to consolidate its gains. This
would involve:

e Scaling down the size of the second grant under
NSP III to a level where the benefits can be shared
more widely and equitably.

e Linking the CDCs to higher tier(s) of subnational
governance with regular intergovernmental fis-
cal transfers for public investments and services
that can be sustained by the government.
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Partially Agree - We concur on the
importance of clarifying roles and
responsibilities at subnational lev-
els, but also that it is important to
recognize the political economy
and not get ahead of government
readiness. Security considerations
also act as a constraint.

Acceptance by Management Management Response

We recognize the critical importance of getting subnational
governance right for service delivery. Certainly, within each
of our operations of support to national programs, building
in sustainability, including through more effective local gov-
ernments, is critical.

We currently have an analytic program in place for FY13 to
help the government define viable models of subnational
governance and intergovernmental fiscal relations. This pro-
gram will be carried out in collaboration with UNDP, AusAid,
and DFID and is supported by IDLG.

The Bank-managed ARTF Incentive Program is working in
tandem with investment operations to support improvements
in subnational finance, and in particular toward greater par-
ticipation of provinces in budget formulation and develop-
ment of expenditure norms to allow for fairer allocation of
budget across provinces.

Nevertheless, the Bank cannot get ahead of the government
in developing local government institutions. The Bank and
other partners can provide input to the government, but de-
cisionmaking and implementation is an inherently political
process. Security considerations will also impact the pace of
development and implementation of the subnational frame-
work. Thus this remains a challenging goal for the medium
term.

Partially Agree - This effort is
important and ongoing, but it is
too soon to comment on specific
recommendations.

The issue of the NSP’s long-term sustainability is of con-
cern to us. And we are working with the Ministry of Rural
Rehabilitation and Development and other government agen-
cies— for example, IDLG, Independent Election Commission,
the Ministry of Finance, and agriculture and rural develop-
ment cluster ministries (Ministry of Agriculture, Irrigation,
and Livestock and Ministry of Rural Rehabilitation and
Development)—to identify the best way forward. An insti-
tutional option study for the NSP will be carried out in fall
2012. This would help guide the government’s approach to
strengthening NSP’s institutional sustainability.

The size and scope of grants under the NSP can only be deter-
mined in consultation with the government and donors. The
level of funding needs to be substantial enough to support a
growing role for them and to fight poverty at the local level.

We will also soon launch analytic work on how to ensure the
sustainability of CDCs. This work is supported by both MRRD
and IDLG. Linking of CDCs with subnational governments is
needed, but is a complex endeavor with considerable politi-
cal, legal/constitutional, and financial implications.

Management Action Record M xxix



IEG Findings IEG Recommendations

The absence of well-defined property rights,
credible mechanisms for resolving commercial
disputes, institutions with capacity to enforce
regulations, and skills in the public and private
sector are impediments to private-sector-led
growth.

Private sector investment by IFC has declined
in recent years.

Several MIGA guarantees had poor business out-
comes, leading to a slowdown in MIGA's engage-
ment in Afghanistan.

Focus Bank Group efforts on strengthening the
regulatory environment for private investment
through:

e (Greater use of analytical work, technical assis-
tance, and Advisory Services to assist the govern-
ment in establishing property rights, commercial
dispute resolution mechanisms, and institutions
with capacity to enforce requlations.

e Assistance to the government and private sec-
tor stakeholders in building coalitions to support
the regulatory environment for private sector-led
growth.

For IFC and MIGA:

IFC’s investments and MIGA guarantees have
been lumpy with an increase in investment vol-
ume but no new clients in recent years.

As part of their commitment to expand support in
fragile and conflict-affected situations, IFC and
MIGA could usefully increase business develop-
ment efforts targeted to new clients, including
investors from the region and the diaspora, to
scale up support to the private sector.

xxx H
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Acceptance by Management Management Response

Agree - This effort is ongoing (but | The principle of assisting the government in strengthening
is a medium-term goal). the private sector environment is sound. Nevertheless, it
should be recognized that issues of security, governance,
and infrastructure are just as, if not more, important in de-
termining the rate of private investment as the regulatory
environment.

The Bank Group Investment Climate Advisory Team is provid-
ing technical assistance, complemented by the recently ap-
proved justice project, which includes a focus on commercial
justice.

The Bank is also providing support to various regulatory
areas, including mining, telecommunications, energy, and
banking.

With respect to MIGA: In fact, the majority of MIGA’s business
by volume had successful business outcomes (for example, in
MTN Afghanistan) - just two or three very small investments
have had poor business outcomes. In any case, MIGA's slow-
down in engaging in Afghanistan has been due to the closure
of the Afghanistan Investment Guarantee Facility and the
deteriorating investment environment, and not because of
the business outcomes of previously insured projects.

Agree IFC’s annual investments have declined in recent years due to
the prevailing domestic environment. However, despite the
difficulties, IFC has been able to grow its overall portfolio
significantly during the review period. Afghanistan is a pri-
ority IDA country for IFC, and the Corporation will use its
business development teams (especially those on the ground)
to continue to explore investment opportunities in the coun-
try. Priority sectors for developing a pipeline in partnership
with both local and foreign/regional investors include infra-
structure, agribusiness, health and education, financial mar-
kets and manufacturing and services. IFC will also continue
to help strengthen the capacity of the private sector as well
as the enabling environment and regulatory framework for
private sector development through its Advisory arm.

MIGA continues to make considerable efforts to work with
investors into Afghanistan, and is in fact looking at creating
a Conflict-Affected and Fragile Economies Facility to help do
just this. However, MIGA can only support investors looking
to invest, and the investment environment in Afghanistan
remains very weak. The latest data from DEC shows FDI in
2010 was US$80 million versus US$270 million in 2005.
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Chairperson’s Summary: Sub-Committee,
Committee on Development Effectiveness

On August 29, 2012, the Sub-Committee of the Committee on Development
Effectiveness (CODE) considered an Independent Evaluation Group (IEG) report
entitled Afghanistan Country Program Evaluation, 2002-2011: Evaluation of the
World Bank Group Program.

Summary

The Sub-Committee welcomed IEG’s findings and recommendations and
commended the World Bank Group for the extraordinary work and impressive
results achieved in Afghanistan. Members appreciated IEG’s recognition
of the World Bank Group’s important role in informing discussions with
government and donors through its highly relevant strategy in Afghanistan,
achieving substantial progress toward its objectives under extremely difficult
circumstances. They were also satisfied that most of IEG's recommendations
were included in the FY12-14 Interim Strategy Note (ISN). Members stressed
the valuable lessons from the evaluation for other fragile and conflict-affected
states (FCS). While recognizing the convergence between IEG and management
in most of the recommendations, members asked IEG if it could adapt its
methodology for evaluating country programs to reflect the difficulties and
complexities of working in FCS and to avoid misinterpretation of results.
Members learned that IEG has been applying the methodology agreed with
Operations Policy and Country Services so far, but it will consider this issue
as part of the forthcoming FCS evaluation. Management acknowledged that
progress in Afghanistan will largely depend on the government’s capacity
to sustain both change and momentum. Members asked about government
ownership and capacity building, further seeking IEG and management’s views
on the government’s comments on the evaluation. They also highlighted
the Bank’s increasing importance as the 2014 transition approaches, when
sustainability of its interventions will be critical.

Members agreed with IEG’s assessment that the Afghanistan Reconstruction
Trust Fund (ARTF) has been crucial in mobilizing much-needed resources from
donors and has contributed to building confidence with the government and
in public expenditure management. They acknowledged the success of donor
coordination through the ARTF and encouraged IEG to share results of the
program evaluation and lessons learned among donors that have conducted
evaluations of the ARTF and other donor actors in Afghanistan. In this regard,
some members inquired about the concurrence with IEG’s findings. While
members supported providing Bank expertise in certain areas without in-
country presence due to security and other considerations, they cautioned
that it should not substitute for the work that needs to be done on the ground.

Members stressed the importance of sustainable institutional reform on
governance issues and agreed with management that caution is needed to obtain
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government support in areas where the Bank would be able to have influence.
Members also emphasized the importance of supporting local institutional
development to ensure sustainable public services and resource flows. Members
inquired about management’s approach to achieve sustainability of gains, the
risks of civil service reform, youth employment prospects, and development in
the agricultural sector. Members praised the World Bank Group’s achievements
in mainstreaming gender issues but noted that more could be done to improve
gender equality in future interventions.

The Committee noted with appreciation IEG’s recognition of the satisfactory
outcomes achieved by the International Finance Corporation (IFC) and agreed
with management that, moving forward, IFC should provide support to
strengthen Afghanistan’s investment climate. They agreed with IFC’s proposed
focus on infrastructure, agribusiness, health, education, financial markets,
and manufacturing.

Anna Brandt, Chairperson
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Afghanistanis alandlocked South Asian country, sharing borders with Pakistan
and China in the east, Iran in the west, and Turkmenistan, Uzbekistan, and
Tajikistan in the north. Afghanistan was born as a state in the mid-eighteenth
century and was molded into its present territorial boundaries during a century
of wars and diplomacy involving geopolitical rivalry between the British;
Russian; and, to some extent, Persian empires. It eventually became a buffer
state between the British and Russian empires.

Basic state institutions gradually began to emerge after the end of the second
Anglo-Afghan War in 1880. After several decades of isolationism, and aborted
reform under King Amanullah (1919-29), its geopolitical role became significant
during the Cold War. Despite slow modernization during a period of relative
peace and stability under King Zahir Shah (1933-73), Afghanistan remained
very poor, with weak social indicators. Instability increased in the 1970s
with the deposition of the king by his cousin, leading to a Communist coup
and takeover in 1978 (World Bank 2012). The country became a key Cold War
battleground after the Soviet Union sent its army to support Communist rule
in 1979, leading to a long and destructive war. The Soviet Union withdrew its
troops in 1989 under the pressure of anticommunist Mujahedin fighters. After
several years of civil war, the Taliban, a hard-line Islamic movement that grew
out of the Afghan refugee camps in Pakistan, came to power in 1996.

Following the September 11, 2001, terrorist attacks in the United States,
military action by the United States, allied forces, and the anti-Taliban
Northern Alliance overthrew the Taliban in retaliation for sheltering Osama
Bin Laden, creating a unique policy opportunity for Afghanistan to embark on
a development process with heavy support from the international community.
Initial optimism has given way to harsher realities and the recognition that the
development process is a long road, although the country has made indisputable
gains over the past decade.

The United Nations-sponsored Bonn Conference in 2001 established a
process for political and economic reconstruction. Following the collapse
of the Taliban regime, Afghanistan’s constitution was amended, designating
the country as an Islamic republic with democratic elections for a National
Assembly (Parliament) and the presidency. In 2002, the Loya Jirga (grand
council!) chose Hamid Karzai as interim president. The period 2002-04 was
one of relative peace, resembling most other post-conflict situations. The
interim government launched a series of national programs selected by the
government with support from a multidonor Needs Assessment (ADB, UNDP,
and World Bank 2002). By 2004, the government had developed a strategic
framework, “Securing Afghanistan’s Future: Accomplishments and the
Strategic Path Forward” (Islamic Republic of Afghanistan and others 2004),
in collaboration with multilateral agencies. That strategy provided a road map
for future development investments. Hamid Karzai went on to become the first
democratically elected president of Afghanistan and the National Assembly was
inaugurated in 2005.
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Figure 1.1 Military Casualties in Afghanistan
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The period 2005-06 was an inflection point in Afghanistan’s recovery from
the previous decades. On the security front, the Taliban, which appeared to be
defeated in 2004, was able to regroup in cross-border sanctuaries, and conflict
intensified after 2005,% particularly in the south and east of the country, leading
to a significant spike in military casualties (figure 1.1). The attention of the
United States, Afghanistan’s largest international partner, had been diverted
to Irag. In 2009, Afghanistan again became its primary foreign policy focus.

Afghanistan has undergone a very tangible deterioration in security since 2006,
including a spike in civilian casualties after 2006 (table 1.1), although not all
these were caused by the insurgents. This has affected the Bank Group’s work
through increased risks to staff, restrictions on movement, further constraints
on supervision, and additional measures to deal with safety. Neither the
government nor its development partners were able to anticipate the inflection
point or its consequences on Afghanistan’s development.

There was considerable turnover in the Afghan government, because several
reform-oriented leaders of the interim government chose to abstain from, or did

Afghan Casualties by Year

2008 2009
Civilians killed 1,523 2,118 2,412 2,777 3,021
Civilians injured - - 3,566 4,343 4,057

Source: Congressional Research Service (Chesser 2012).
Note: - = information not available.
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not survive, the political transition to the new government. Considerable donor
resources and several years were spent preparing a new development strategy,
the Afghanistan National Development Strategy (ANDS), which was endorsed
by the World Bank and International Monetary Fund as the country’s Poverty
Reduction Strategy Paper (PRSP) in 2008 (Islamic Republic of Afghanistan
2008), although the Joint Staff Advisory Note (IMF and IDA 2008) suggests that
the endorsement was lukewarm. Nonetheless, the preparation of the interim
PRSP, and then the full PRSP, was seen as a major milestone that, in practice,
distracted attention away from implementation and delayed initiation of
additional programs to meet the growing needs of Afghan citizens. Meanwhile,
the need for political compromises increased governance risks in a worsening
security context.

Despite gains in building a stable central government, Afghanistan remains
fragile and dependent on the international community. President Karzai won
a second five-year term as president in the 2009 election, but the results were
disputed and accepted somewhat reluctantly. The constitution also provides
for elected provincial, district, and village councils. While provincial councils
held elections in 2005 and 2009, they are still seeking to find effective roles
in securing provincial development, and district and village councils have not
yet been elected or established. The government receives military assistance
from the United States and others—notably through the International Security
Assistance Force of NATO—both to maintain security and to build the capacity
of the Afghan National Army. The government also receives considerable
support from donors in the form of direct budget support for administrative
expenditures and financing for on-budget programs, in addition to off-budget
development assistance by bilateral agencies, without which the fiscal situation
would be unsustainable.

Afghanistan has made important achievements in recent years, but the
fragile security backdrop is a drag on the economy. The government has
taken steps to lay the foundation for economic stability and growth, despite
a very difficult security situation and the challenges associated with building
political and economic institutions. Economic activity has been robust, with real
gross domestic product (GDP) growth averaging more than 10 percent annually
over the past five years. Revenue collection increased to 11 percent of GDP in
2010/11 from 8 percent in 2008/09. However, current revenue covers only about
two-thirds of central government operating expenditures and less than 20
percent of total public spending. Inflation has been rising, and confidence in
the banking sector has been low since the collapse of Kabul Bank in September
2010. Security spending rose by 1.3 percent of GDP, while non-security spending
dropped by 0.7 percent of GDP from 2009/10 to 2010/11, as recruitment for the
Afghan National Army grew by over 30 percent. The operating budget deficit,
excluding grants, remained broadly stable at 4 percent of GDP, but development
spending fell by 1.7 percent of GDP, and budget execution rates remain low,
due to capacity constraints, difficulties in public financial management, and a
worsening security situation (IMF 2011).
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Continuing Conflict and Insecurity

Security conditions pose a formidable challenge to Afghanistan’s
development and external partner support. The Afghanistan country
program operates under particularly difficult circumstances. Afghanistan is
a fragile and conflict-affected state (FCS), but differs from most other FCSs in
two significant ways. First, World Bank Group engagement in an FCS usually
occurs during the post-conflict phase. In contrast, Afghanistan’s post-conflict
conditions, manifested during 2002-05, have since deteriorated markedly,
with increasing attacks on civilians. Second, unlike in the majority of FCSs,
in Afghanistan the international development community itself is a target
of attacks (by the Taliban). The serious effect of conflict on development
support is underscored by the assassination of many government officials in
recent years, as well as by the attacks on U.N. facilities in 2009 and 2011. The
omnipresence of insecurity and the attendant restrictions on mobility as well
as the insularity of the international development community have increased
steadily in the past several years, affecting working conditions for staff and
hampering the delivery and effectiveness of external support.

For many of Afghanistan’s external partners, geopolitical and security
goals overlap development goals. For key bilateral partners, the allocation of
development support is driven at least partly by geopolitical and security goals.
Among other consequences, their overall development support to Afghanistan,
even excluding military expenditures, has far exceeded that to other FCSs, and
has frequently been channeled through Provincial Reconstruction Teams in
provinces where the partners in question are involved in counter-insurgency,
leading to uneven development investment across the country (World Bank
2010). In contrast, while security considerations also affect the Bank Group,
those considerations have much less influence on its priorities in support of
development. The government appreciates the fact that the Bank Group, like
several other multilateral institutions, takes a countrywide view.

Poverty in Afghanistan

Despite the economic progress of the past few years, Afghanistan is extremely
poor and highly dependent on foreign aid. The country lags behind others
in South Asia on major social indicators, and living standards are among the
lowest in the world: roughly 36 percent of the population lives below the
poverty line (9 million Afghans are unable to meet their basic needs), and
another 10-15 percent is at risk of falling into poverty. Regional and seasonal
differences in incomes are important aspects of poverty in Afghanistan, which
has diverse terrain, climate, and agricultural potential. The three provinces
in high, mountainous areas—Bamyan, Daikundi, and Badakshan—are often
inaccessible due to heavy snow accumulation in winter and have poverty rates
that are much higher (45 percent) than the national average. Poverty rates are
higher in the south and east and lowest in the southwest, but they are highly
variable across seasons. Seasonal surveys revealed that the poverty rate ranged
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from 42 percent in the lean spring period to 21 percent in the summer of 2007.
Forty percent of Afghan households are unable to earn any income during the
winter months, rural households being most exposed to seasonality (World
Bank 2010). Poverty data are not disaggregated by ethnic group, but the Kuchi
(nomadic pastoralists) are reported to have the highest incidence of poverty
(54 percent).

Much of the Afghan population continues to be deprived of housing, clean
water, electricity, medical care, and jobs. Life expectancy is 44.6 years (UNDP
2010), compared with an average of 59 years for low-income countries overall.
Only about 30 percent of Afghans have access to electricity,® 27 percent have
access to safe drinking water, and 5 percent to adequate sanitation (World
Bank 2011b). Access to education is similar for children of poor and non-
poor households, but there are stark differences between the two groups in
access to health care (World Bank 2010). In education, 34.9 percent of children
are enrolled and regularly attend primary school; 37.6 percent of the young
adult population (ages 15 to 24) is able to read and write (World Bank 2011a).
Afghanistan’s unemployment rate is estimated to be around 40 percent, but
there is little hard data on unemployment (Economist Intelligence Unit 2008).

Patterns of exclusion and vulnerability in Afghanistan have a strong gender
dimension: women have limited access to and command over productive
resources. The female literacy rate is 22 percent compared with 51 percent
for men, and the enrollment rate for girls is 31 percent compared with 43
percent for boys. Improvement in educational outcomes is stronger for men
than women, suggesting a risk of widening gender gaps.

Role of Development Partners

The World Bank Group’s financing (from the International Development
Corporation [IDA], International Finance Corporation [IFC], and the
Multilateral Investment Guarantee Agency [MIGA]) for development
assistance to Afghanistan is modest. Although it is ranked third in total
commitment amounts, the data maintained by the Ministry of Finance illustrate
how Bank Group financing is dwarfed by nonmilitary development assistance
provided by the United States (table 1.2) and is less than 4 percent of total
nonmilitary aid to Afghanistan. Military expenditure by the international
community is several times higher than development assistance.*

Support from principal development partners reveals overlapping priorities,
but coordination remains challenging in several sectors. For several bilateral
agencies, security expenditures have been the highest priority, followed by the
energy sector (table 1.3). Among the sectors, agriculture and rural development
have received the largest financial support from the World Bank, the European
Commission, and the United Kingdom, and is the second-highest priority for
Canada and Japan. However, as pointed out by representatives of the government
and several development partners, most of the World Bank-administered funds
(including the Afghanistan Reconstruction Trust Fund, ARTF) for agriculture
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1Ll Development Assistance to Afghanistan, 2002-11
Share (as Rank by Share

Funding source/ Committed percentage of ~ commitment  (percentage of
funding agency (US$ millions)  top 10 donors) amount total)

Asian Development

Bank 1,447 4 4

United Nations 461 1 10

World Bank 1,565 5 3

Canada 748 2 9

European Union/

European

Commission 1,380 4 5

Germany 1,282 4 6

India 830 3 7

Japan 2,207 7 2

United Kingdom 791 2 8

United States 22,438 68 1

Subtotal 33,148 77
Others 10,114 23
Total: All donors 43,261 100
Source: Development Assistance Database, Ministry of Finance, Afghanistan.

Note: The ministry database may not be complete and should be treated as indicative of relative
volumes.

and rural development were allocated to the National Solidarity Program (NSP)
and not for broader agricultural development, for which donor efforts are not
well coordinated. The Asian Development Bank (ADB) is the lead agency in
several infrastructure sectors. The urban sector has received relatively less
support, except from the government of India.

Asadministrator of the ARTF, the World Bank s able to leverage substantial funds
and facilitate coordination among development partners. Overall responsibility
for coordination of development assistance was transferred in 2006 from the
World Bank to the United Nations Assistance Mission to Afghanistan (UNAMA),
whose strength lies in the political sphere rather than in economic and social
development. However, multidonor trust funds managed by multilateral
agencies provide an opportunity for coordination in the domains they finance.
The World Bank administers the ARTF, which is the largest source of on-budget
financing for the government. While it initially functioned primarily as the
main source of external finance for the non-security recurrent budget and
capital costs, its rationale has shifted over time toward investment financing
and an Incentives Program. Prior agreement on the policy actions supported
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LI Il Assistance Priorities of Major Development Partners (as committed)

Sector/subsector
Security

Governance and
rule of law

Governance, pub-
lic administration
reform, & human
rights

Justice and rule
of law

Religious affairs

Infrastructure
and natural
resources

Energy
Transport

Urban
development

Mining
ICT
Water

Education and
culture

Education

Culture, media,
and youth

Health and
nutrition

Agriculture and
rural development

Social protection
Social protection

Refugees, return-
ees, and internally
displaced persons

Economic
governance

Private sector
development and
trade

Unclassified

ADB

World

Bank

U.N.

Canada

EC/

EU

Germany

India

Japan

U.K.

Number

U.S. of donors
1 6
5 5
3
2 6
4 3
3
1
1
8 5
6 7
3 8
1
2
7 5
1

Source: Development Assistance Database, Ministry of Finance, Afghanistan.

Note: Top five sectors ranked by amount of assistance, with 1 as the highest.
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Evaluation of World Bank Programs in Afghanistan, 2002-11



by the Incentives Program (discussed in chapter 3) allows the Bank to ensure
coordination among the parties contributing to the ARTF on key public
financial management reforms. The ARTF’s ability to combine preferences of
contributing partners with shared strategic priorities facilitates coordination
support for investment projects. The United Nations Development Programme
(UNDP) is the administrator of the Law and Order Trust Fund for Afghanistan,
which supports the security sector and governance. Similarly, the ADB is the
administrator of the Afghanistan Infrastructure Trust Fund.

Role of Non-State Actors in Afghanistan

Civil society organizations play an important role in humanitarian
assistance and service delivery. International and Afghan civil society
organizations initially established a presence in refugee camps outside the
country and, after the withdrawal of Soviet troops, within Afghanistan. Under
Taliban rule they were the only entities providing humanitarian assistance in
many regions, under extremely difficult conditions.

Civil society organizations have far greater freedom of movement than the
external development-partner community—they are even able to operate in
many conflict zones. Ease of access to donor funds both for their own programs
and for service delivery under donor-supported projects has enabled them
to grow substantially over the past decade. The Bank Group has successfully
integrated partnerships built on the presence and experience of civil society
organizations to supplement government capacity and deliver large-scale
programs across the country in several sectors.

Transition to the Decade of Transformation

While transition planning has begun, significant challenges remain.
Transition planning began in 2010 with the Kabul Process for the transfer of
responsibility for security and development of Afghanistan to the government
by the end of 2014. The incremental transfer of security responsibilities to
Afghan National Security Forces started in mid-2011, with the aim of placing
the country’s security fully under Afghan control by the end of 2014 (World
Bank 2011a). The May 2012 NATO summit in Chicago was convened to ensure
long-term international assistance to Afghanistan’s security forces.

The transition in security arrangements will also coincide with a significant
political and economic transition. The second, nonrenewable term of President
Karzai also ends in 2014. Afghanistan has not yet experienced succession of
leadership, and this could pose additional challenges. The economy has grown
at the rapid pace of 9 percent annually, driven largely by military expenditures,
which exceed civilian aid to Afghanistan. Real GDP per capita increased by
75 percent from 2002 to 2009. The transfer of security responsibilities to the
government and the related decline in military expenditures, together with
a possible reduction in donor assistance, is expected to slow growth. While
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security is high on the agenda, ensuring the sustainability of the civilian
administration and sustaining development investments are equally critical and
are heavily dependent on the political will and commitment of Afghanistan’s
development partners.

The government has made effective use of international conferences to discuss
and mobilize international support for its strategic and security priorities. The
international community provided $57 billion in development assistance to
Afghanistan during 2002-11. At the Bonn Conference in November 2011 and
the Tokyo Conference in August 2012, the government and the international
community discussed appropriate levels of sustained support for Afghanistan
during what is being billed as the “decade of transformation” after 2014.

Evaluation Methods and Limitations

Evaluation of the Afghanistan country program was particularly challenging
because security conditions constrain country missions and physical mobility
inside and outside Kabul. These limitations are a permanent feature for the
country team and were also encountered by the evaluation team. In view of
country constraints, the evaluation team supplemented usual Country Program
Evaluation (CPE) sources with the following measures to generate additional
evaluative evidence: (i) a review of the entire portfolio of the Bank’s analytical
and advisory activities (AAA) and IFC's Advisory Services; (ii) a review of
the program’s impact on gender; (iii) a study of enhanced pay arrangements
for civil servants; (iv) a beneficiary survey using radio/mobile phones; (v)
feedback from social media, including a Facebook survey; and (vi) focus group
discussions with facilitating partners of Bank programs. Findings from these
sources were triangulated with feedback from the numerous meetings with
representatives of government agencies and partner organizations and findings
from the literature review. The evaluation was also constrained by difficulty in
accessing relevant documents in a timely manner.

Given the country context and the continued insecurity, this evaluation has
placed greater emphasis on learning from the Afghanistan experience than
on accountability. For that reason, the report has not been organized solely
around the pillars and their ratings. Nonetheless, for consistency with other
CPEs—including those done in other FCS countries—the standard methodology
for all CPEs (see appendix B) has been included in this evaluation, and the
ratings reported in appendix A.

It should be noted that the ratings of the Bank Group’s assistance program
are based on an assessment of the extent to which the intended objectives
stated in Bank Group strategy documents were relevant and achieved; it is not
a rating of Afghanistan’s overall development progress, nor a rating of Bank
Group performance. The metrics against which each CPE is assessed are derived
not from a uniform set of targets, but from the statement of objectives in Bank
Group strategy documents. Management has queried whether the benchmarks
for FCS should be the same as for CPEs in other countries. Answering this
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question is beyond the scope of this evaluation, but the relevance of separate
benchmarks can be examined further in IEG's upcoming FCS evaluation.

The next chapter of this report discusses Bank Group strategy over the past
10 years and gives an overview of cross-cutting issues, including the financial
assistance program, portfolio performance, AAA, and the ARTF, which is
the primary vehicle for donor coordination administered by the World Bank.
Chapters 3-5 of the CPE discuss detailed results for each of the three pillars laid
out in the Interim Strategy Notes (ISNs). This is followed by a separate chapter
on the overall results, achievements, and challenges of Bank Group support
to Afghanistan over the past 10 years. A final chapter highlights key lessons
and makes recommendations to strengthen future Bank Group assistance to
Afghanistan.

Notes

1. The Loya Jirga (literally grand council) is a forum unique to Afghanistan in which,
traditionally, tribal elders—Pashtuns, Tajiks, Hazaras and Uzbeks—have come
together to settle affairs of the nation or rally behind a cause. Historically it has
been used to settle inter-tribal disputes, discuss social reforms, and approve a new
constitution. About 1,500 delegates from all over Afghanistan took part in the
2002 Loya Jirga in Kabul.

2. After declining from more than 4,000 in 2001 to less than 1,000 per year, battle
deaths in Afghanistan started rising again in 2005 to almost 6,000 in 2007, and
have stayed in the 4-5,000 range ever since (“Afghanistan Conflict Monitor”).
For more information about the Afghanistan Conflict Monitor, see http://www
.conflictmonitors.org/countries/afghanistan/daily-briefing/.

3. The Afghan Ministry of Energy and Water, 2010.

4, Current military spending in Afghanistan by the United States alone is estimated
to be around $10 billion per month.
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World Bank Group Strategy

This evaluation covers the period from the Bank Group’s reengagement in
Afghanistan in FY02 through end-FY11. During this period, the country relied
extensively on the support of the international development community, and
the World Bank Group has provided both emergency assistance and development
financing to support development of Afghan institutions and mitigate poverty.
Bank assistance during FY02-11 was guided by two Transitional Support
Strategies (World Bank 2002, 2003) and two ISNs (World Bank 2007, 2009).
These strategy documents lay out the direction of the Bank Group’s program
of lending, grant, and guarantee operations and the AAA of IDA, IFC, and
MIGA. They also discuss the ARTF, a considerable portion of which is spent on
cofinancing or scaling up of Bank-financed projects.

Initial Bank Group reengagement in Afghanistan was set out in the March
2002 Transitional Support Strategy (TSS), which focused on recovery and
reconstruction. Strategic priorities were “essential governance institutions
and capacity, high-priority, high-impact reconstruction programs to restart the
economy and social services; coordinated donor assistance under government
leadership; and a better knowledge base and analytical underpinning for the
work of the international community and for future Bank assistance.”

A second Transitional Support Strategy in line with the government’s
reconstruction strategy was approved in February 2003 and was to cover a period
of 18-24 months, during which time the government would start working on a
PRSP and the Bank would initiate preparation of a Country Assistance Strategy
(CAS). The second TSS focused on (i) improving livelihoods; (ii) fiscal strategy,
institutions, and management; (iii) governance and public administration
reform; and (iv) enabling private sector development. Investment priorities
were based on the Preliminary Needs Assessment, jointly conducted with the
ADB and UNDP, and crucial analytical work was undertaken to fill knowledge
gaps and underpin future Bank Group strategy.

Subsequent ISNs reframed Bank Group support into higher-level strategic
development objectives. Although no full-fledged CAS has yet been prepared
for the Bank Group’s Afghanistan program, the ISNs discussed in 2006 and
2009, respectively,* organized the Bank Group's strategy for Afghanistan around
three “pillars,” with support for gender issues mainstreamed across them. The
bulk of the assistance was to be delivered by IDA, with a more modest role for
IFC and MIGA in the third pillar.2 The three pillars are:

e Building the capacity of the state and its accountability to its citizens

e Promoting growth of the rural economy and improving rural livelihoods

e Supporting growth of the formal private sector, including through infra-
structure development.

The Bank Group’s strategy is aligned with the country’s own development
strategies. The initial strategy responds to the conditions prevalent when the
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Bank Group reengaged in Afghanistan in November 2001, with a transitional
government that inherited very weak capacity. International agencies
collaborated with the government to develop a joint strategy, “Securing
Afghanistan’s Future: Accomplishments and the Strategic Path Forward” (see
Islamic Republic of Afghanistan and others 2004), which established the
government’s priorities, building on the national programs already initiated by
the interim government. The Afghanistan Compact between the international
community and the government, adopted at the January 2006 London
Conference, affirmed commitment to “cooperate in creating conditions allowing
the people of Afghanistan to live in peace and security under the rule of law,
with a strong government which protects human rights and supports economic
and social development in the country.” The Compact signaled the intention of
relying more on the country’s own institutions for development cooperation.

The preparation of the ANDS enhanced ownership by the new government
but consumed most of its tenure. Despite the urgency of implementation,
rather than formalizing the 2004 strategy as the government’s PRSP, the donor
community supported the government in a lengthy and expensive process to
prepare an Interim PRSP (I-PRSP) and then a full PRSP by 2008. The ANDS
identified 22 National Priority Programs under three overarching goals: (i)
security; (ii) governance, rule of law, and human rights; and (iii) economic and
social development. The time-consuming and all-embracing ANDS has been
difficult to operationalize, since the sequencing and costs of the 22 National
Priority Programs were not specified. Although all Bank Group programs align
with two of the strategic goals of the ANDS, the programs represent such a
comprehensive list that prioritizing key areas for strategic support, building
on the Bank Group’s comparative advantage, has been a bigger challenge than
alignment with the government’s strategy.

Assessment of Overall Strategy

The central tenet of the 2011 World Development Report (World Bank 2011, p. 2) is
that “strengthening legitimate institutions and governance to provide citizen
security, justice, and jobs is crucial to break cycles of violence.” Even though
these were not, and could not be expected to constitute, explicit objectives
of the Bank Group’s strategy, the experience of Afghanistan provides relevant
lessons for the Bank Group’s future approach to FCS situations.

Bank Group strategy, reflected in the TSSs, was appropriate to the initial
period of reengagement. The core of the Bank’s strategy is derived from
the Needs Assessments undertaken in FY02-03 (ADB, UNDP and World Bank
2002). The focus under the two TSSs was appropriately on building core
state institutions, delivery of services to restore confidence in the state,
rehabilitating critical infrastructure, and building the knowledge base for
future development assistance. Priority was given to development of public
financial management (PFM) systems with strong fiduciary controls; outreach
to rural communities through a community development program (the NSP)
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to promote a sense of inclusion among rural communities; rehabilitation of
rural roads and irrigation systems to support rural development and short-term
employment; and restoring public health and education services.

These choices were consistent with the urgent needs of Afghan reconstruction
and with the objectives of the World Development Report 2012 (World Bank
2012Db) of strengthening legitimate institutions and governance and creating
short-term jobs for citizens. In some cases, the Bank changed its strategy: an
initial preference to focus on higher education and skills development was
modified to include primary and secondary education in response to client
and donor demand, and in agriculture a judgment about client ownership and
capacity led to avoidance of this sector.

The Bank’s subsequent approach to strategy formulation laid out in two ISNs
structured the Bank’s assistance into three pillars, but the substantive design
of the Bank’s assistance did not change to reflect the evolving context. In part,
this was a consequence of the need to maintain continuity of ongoing programs
initiated under the TSSs. The 2003 ISN was a two-year plan. However, the next
strategy, expected to be a CAS, was not discussed until 2006, and that too has
an ISN. Had the Bank built on the government’s 2004 strategy, prepared with
extensive support from the Bank and UNDP, a CAS might have been feasible, but
by 2006 the insurgency had grown substantially. In 2009, the Bank opted for
another ISN, which continued with the same pillars and operations envisaged
under the 2006 ISN. Although the 2009 ISN recognized growing governance
and security challenges, it did not scale back the ambitious objectives laid out
in the previous one. Both ISNs reflect a continuation of approaches initiated
under the TSSs, with some small-scale initiatives to fill gaps, but without an
overall road map of the foundations for future growth.

Strategic choices were also influenced by the division of labor with other
development partners, such as ADB’s lead role on infrastructure, but in a
number of sectors—such as agriculture, urban development, and private sector
development—where multiple development partners were involved, coordination
worked in parallel and coordinated support to those sectors remains challenging.
Donor coordination, which shifted to UNAMA in 2006, has not been able
to ensure adequate coverage of key development priorities. While in some
sectors—such as public financial management, health, and mining—the Bank
undertook strategic analytical work, in other key sectors of high importance to
the government—such as agriculture and urban development sectors—the Bank
missed the opportunity to lay out a strategic road map that may have enabled
a coherent approach for donor support. In two other sectors where the Bank
was engaged—education and civil service reform—the lack of effective donor
coordination for a human resources strategy led to disjointed efforts in higher
education, skills development, and civil service capacity building.

With the benefit of hindsight, the strategic goals of the 2006 and 2009 ISNs
appear overly ambitious and, given the challenges that Afghanistan faces,
fell short of full achievement under each of the three pillars. Although the
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2009 ISN recognized growing governance and security challenges, the 2009
ISN continued with the same pillars and objectives envisaged under the
2006 ISN and opted not to scale back the ambitious objectives laid out in the
previous document. Under the two ISNs, the state’s capacity has improved,
yet governance challenges persist and indicate that accountability to citizens
is still weak. Outreach to rural communities has been strengthened, but the
impact on rural livelihoods has been limited. To fuel rural growth, progress is
needed beyond broad-based rehabilitation, into strategic on-farm investments.
Significant achievements in communication and microfinance have been
made, but the business environment continues to grapple with major security,
infrastructure, and financial sector constraints.

The program instruments were insufficient to fully achieve the strategic
objectives of the pillars. Under pillar one, the Bank program did not include
any activities or programs to strengthen accountability to citizens and, in the
absence of a coherent approach to subnational governments, the Bank has not
been effective in achieving its goal of integrating community and subnational
government planning and accountability mechanisms into the overall PFM
framework. Under pillar two, substantial investments have gone to short-term
job creation and much less to strategic investments that promote rural growth
and sustainable livelihoods. Under pillar three, the mining sector has the
potential to play a transformative role in the geographic corridors likely to be
impacted by proximity to the mines, if complementary investments are made
to broaden its benefits. However, security and governance constraints continue
to dampen the rest of private sector investment. The Bank has been a regular
participant in the Regional Economic Cooperation Conference on Afghanistan,
which meets twice a year, but has not fully leveraged its convening power to
prioritize regional integration, to attract regional investment, and to create
economic interdependence as a means of enhancing regional security.

In hindsight, an assessment of Bank performance reveals that there was
inadequate learning regarding institutional design and performance monitoring
across sectors. In some sectors, weak client capacity was addressed by mobilizing
the private sector (in information and communications technology and the
financial sector) and the nonprofit sector (health and the NSP), with a focus on
strengthening government capacity for requlation and oversight rather than
service delivery. In other sectors (health and microfinance), early emphasis
on results measurement and use of third-party entities to assess performance
provided a good feedback loop to address implementation issues. The sectors
with weaker outcomes (education, agriculture, power, water) did not have such
robust systems for results monitoring.

The World Bank Group’s Operational Program

From FY02 to FY11 the Bank Group committed $2.4 billion in IDA credits and
grants and some $100 million in net commitments by IFC, 2 issued $78 million
in MIGA guarantees, * and administered larger sums of funding from other
donors through trust funds (over $4 billion). This has been complemented by
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an extensive program of AAA by the World Bank and Advisory Services by IFC.
During the period reviewed, 20 percent of the Bank’s administrative budget
was spent on project preparation, 38 percent on supervision, and 33 percent
on AAA.

Bank Group investment in AAA was appropriately frontloaded and
sequenced. Investment in building a knowledge base was frontloaded, with
much greater expenditure on AAA (46 percent of country budget®) during
FY02-06 than in FY07-11 (25 percent). As a result, the ISNs were better
informed by core analytical work undertaken during TSS implementation.
And the composition of AAA evolved from more economic and sector work
(ESW) during the earlier years toward more technical assistance (appendix E).
Resources for technical assistance increased from 36 percent to 44 percent of
the country budget and the number of technical assistance activities was much
larger, since such activities cost much less than ESW. However, in some sectors
the knowledge base remains weak, as discussed in the section on AAA below.

Portfolio Performance

The Bank Group’s cumulative lending and grant portfolio in Afghanistan
(including funds administered by the Bank Group) consisted of 104 operations
with associated commitments of $6.6 billion from FY02 to FY11. Of these, some
$4.2 billion have come through the ARTF, and the remainder consisted of IDA
grants and credits, IFC investments (with commitments of $100.3 million), and
MIGA guarantees (five projects with gross exposure of $78.2 million). ¢ The
IFC and MIGA operations fall primarily under the third pillar, supporting the
growth of the formal private sector, while Bank support extends to all three
pillars.

While Bank Group resources were allocated roughly equally across the three
pillars, over half of ARTF resources were allocated to state building (pillar 1),
and a fourth to the rural sector (pillar 2). Taken together, half of the combined
Bank Group and ARTF resources supported state building, a third supported
the rural sectors, and one-sixth was invested in private sector growth,
including infrastructure. ARTF support to the government for recurring and
capital costs—the original purpose of establishing the ARTF—amounted to
$2.3 billion. The flagship community-based rural development program (NSP)
received $909 million from the ARTF in addition to the $398 million in IDA
grants during FY02-11, amounting to 20 percent of Bank Group/ARTF resources.

Early projects have performed well, but implementation risks have increased in
the Bank’s active portfolio. IFC's investments have been lumpy and its committed
portfolio grew from $58 million in 2008 to $93 million in 2011, largely due to
a $30 million additional investment in a telecommunications project. MIGA
guarantees tailed off after 2008 until its significant support in FY12 to the
same telecommunications project. The performance of IFC and MIGA reflects, in
part, the difficult environment for foreign direct investment, which declined
significantly after 2007. IEG assessments of the 22 completed Bank operations

18 M Evaluation of World Bank Programs in Afghanistan, 2002-11



in Afghanistan indicate that these had better development outcome ratings
(86 percent moderately satisfactory or better) than the average for South Asia
(76 percent) and the Bank as a whole (76 percent). (See appendix J, tables J.12
and J.14). Almost half of the completed projects (41 percent) were found to be
fully satisfactory; the rest were moderately satisfactory. The unsatisfactory
projects were in the education sector, civil service capacity building, and avian
flu. The Bank's active portfolio has a higher proportion of problem projects. As
of end-FY11, IFC has an active portfolio with six companies; 88 percent of this
investment is in one telecommunications company. MIGA's primary exposure
is also in the telecommunications sector. Three of the five MIGA guarantees
supported under the Small Investment Program were cancelled due to poor
business outcomes.

The riskiness of the Bank’s portfolio under implementation increased
substantially after 2007 and is now twice as high as the South Asia average
(appendix J, table J.16). In FY11, 39 percent of projects in Afghanistan were
at risk compared with 20 percent for South Asia, while the percentage of
commitments at risk is 26 percent for Afghanistan and 14 percent for South
Asia, indicating that likely outcome ratings may decline. The percentage of
projects at risk in Afghanistan is now more in line with the average for FCS
(42 percent at risk), and commitments at risk in Afghanistan are lower than
the average for FCS (49 percent at risk). Given the challenging conditions
in Afghanistan, and the increasing riskiness of the country context, these
outcomes are noteworthy.

AAA Review

The World Bank invested considerable resources in AAA and IFC undertook
Advisory Services in key sectors. In all, the Bank Group invested more than
a third of the total operational budget (including trust funds) for Afghanistan
in 107 AAA products during FY02-11. The heavy emphasis placed on AAA was
appropriate considering the need to (i) rebuild the Bank’s knowledge base
for Afghanistan after a prolonged hiatus in country relations, (ii) provide
technical assistance to the new government in policy and program design and
to help build institutional capacity, and (iii) provide analytical underpinnings
for donor assistance to Afghanistan.

The Bank Group’s knowledge contributions were assessed by reviewing all the
AAA tasks undertaken by the Bank and Advisory Services by IFC using a cluster
approach.? Given their quantity and diversity, as well as the links among them, it
was most efficient to review them as clusters. In consultation with the country
unit, the 107 products were grouped ex-post into 17 sector or thematic groups.
Although these products had not been designed as programmatic AAA, many
of them were obviously interrelated or follow-up tasks building on previous
analytical work. The AAA review assessed adequacy of the results (likely to
be) achieved by the cluster, and appropriateness of the Bank performance
in designing and implementing the tasks in the cluster. Adopting a quasi-
programmatic approach to the analysis of knowledge products and services
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led to a better understanding of the synergies among them, as well as more
realistic assessment of the impacts of each of these knowledge clusters on the
country program.

The quality of the Bank Group’s knowledge services drew uniformly high praise
from both government counterparts and other donors active in Afghanistan.
The Bank’s work assessing the economic implications of the coming transition
was mentioned by many interlocutors as a good example of what the Bank
is uniquely qualified to contribute toward challenges faced by the Afghan
government and the donor community, much like the previous strategic
contributions to donor conferences during the early years of reengagement.
Other cross-cutting AAA, such as the analyses of poverty, gender, and the
environment have also had significant impacts on the policy dialogue with
the client and development partners and have been lauded by client and
development partner representatives.

The Bank Group’s knowledge products contribute to better performance of its
other assistance, but they are also valued as strategic contributions that the
Bank is uniquely qualified to undertake in cross-cutting areas and as strategic
sector analyses. At the operational level, lending operations underpinned by
strong AAA have outperformed those lacking such inputs. In several sectors,
the lack of strategic ESW has prevented the development of a longer-term
strategic program. Clients and development partner representatives urged the
Bank Group to undertake more AAA, even where it is not in the lead (such as
in the agriculture, power, and urban sectors).

The sectoral and thematic composition of the AAA was broadly appropriate,
but the results achieved vary considerably among different clusters. The most
notable contribution of AAA was toward design of the Bank’s own lending
program. At the operational level, lending operations underpinned by strong
AAA and impact evaluations have outperformed those lacking such inputs.

The AAA also had significant impacts on government policies and programs
in several areas—PFM, health, information and communications technology
(ICT), microfinance, and business advisory services. The mining sector, which is
likely to have a transformative impact on the country’s economy, stands out as
an area where the primary contribution of the Bank was through its knowledge
work. The results in public administration, private sector development, and the
financial sector were mixed. AAA efforts aimed at strengthening PFM were more
effective than Bank efforts at helping to curb corruption and build sustainable
capacity among the Afghan civil service to manage the core functions of the
government. In other sectors, the lack of strategic ESW has prevented the
development of a longer-term program.

In terms of Bank performance, there was evidence of good technical quality
and, for the most part, relevance and timeliness was also appropriate, with some
notable gaps. Client consultations suggest that in several areas (such as the
education, agriculture, and urban sectors), the Bank missed opportunities for
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helping the government with strategic AAA that could have helped prioritize
investment programs consistent with available financial and human resources.

The Bank was less successful in achieving client and stakeholder involvement
during design and implementation of some of the AAA tasks (such as PFM,
public administration and governance, private sector development, and
infrastructure). Feedback from some development community representatives
in the field also noted the need for improved dissemination of the Bank’s AAA.

Efficient management of the AAA resources was another area of concern.
Efficiency suffered from systemic weaknesses in planning and managing Bank
AAA in the Bank’s nonlending portfolio. Especially during the initial years,
quality control processes and documentation of outputs and results received
insufficient attention. But urgency does not justify lack of accountability,
which seems to arise, in part, from systemic weaknesses in Bank management
of AAA, but also because of inadequate oversight within Afghanistan. Several
AAA tasks were either not completed or not recorded and were not retrievable.
Management oversight and accountability for IFC’s Business Advisory Services,
which rely on a structured results-based instrument for planning, monitoring,
and oversight, was much better.

Given constraints on resources and the Bank’s implementation capacity in
Afghanistan, selectivity in development support is desirable. In the Afghan
context, given the paucity of country knowledge as well as limited Bank Group
resources in relation to overall aid flows, the assistance strategy could have
leveraged its technical depth and invested more in analytical work in selected
areas. The Bank could thus have usefully complemented its financial support
in some areas with strategic analytical work in other areas where financial
support may come from other partners or from future Bank operations.

Afghanistan Reconstruction Trust Fund

The ARTF, a trust fund established in 2002, is administered by the World Bank
and funded by 32 donors. As of December 2011, donors had pledged $4.8 billion
for the ARTF. The ARTF is now the largest single source of external on-budget
financing for the Afghan government. The ARTF is a financing mechanism
that coordinates assistance from key donors so that the government can make
predictable, timely, and accurate on-budget payments for approved recurrent
and investment costs. The investment window supports projects and programs
aligned with the government’s priorities and, in turn, with those of the Bank's
ISNs. The ARTF has financed about two-thirds of the program administered by
the Bank.

Administration of the ARTF has been an integral part of the Bank’s work in
Afghanistan and has allowed the Bank to play a key role in convening and
influencing donor/government dialogue. The ARTF has developed from a narrow
trust fund focus into a significant and effective platform for dialogue, donor
coherence, and coordination with the government. While other mechanisms for
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donor coordination also exist in Afghanistan, the government and development
partners alike appreciate the development focus of the ARTFE.

The ARTF has evolved significantly over time, expanding support to the
investment window and modifying the recurrent window in response to the
changing context and country needs (box 2.1). At its inception in 2002, the

m Afghanistan Reconstruction Trust Fund

The Incentive Program was introduced as an innovation in FY09 under the recurrent cost window
to leverage recurrent cost financing into an effective instrument for policy dialogue and reform.
The Incentive Program was introduced when the government’s own revenue was increasing and the
relevance and appetite for unconditional budget support among donors was diminishing. Unlike
Bank-financed development policy grants, the Incentive Program provides a vehicle for Bank staff
to coordinate their policy dialogue with other development partners to encourage and support
the government to undertake key reforms. The program supports improved public financial man-
agement by requiring compliance with fiduciary standards, adjusting them to the realities of the
country, and training public officials in implementing them. ARTF conditionality for the recurrent
cost window also offers incentives for government to address difficult reforms.

The ARTF has a number of positive features:

e Governance of the ARTF has improved; The Ministry of Finance is now a member of the Man-
agement Committee that approves project allocations; other members, in addition to the Bank,
include the ADB, the Islamic Development Bank, and the United Nations.

e The government has achieved agreed targets, which under the last Incentive Program included
enhancing domestic revenue generation, improving public sector governance, and enabling pri-
vate sector development. The proportion of incentive-based ARTF funding is expected to in-
crease over time.

e Donors finance the ARTF in part because it gives them more leverage to influence reforms under
the Incentive Program than they would have on their own.

e The ARTF has proved an efficient, quick-disbursing mechanism thanks to the recurrent cost
window and the NSP.

e Donors have more confidence in the Bank’s fiduciary controls than if they were providing budget
support directly to the government.

e ARTEF is often used to scale up activities that have been piloted with the Bank’s own IDA grants
or credits.

e To accommodate the priorities of donors, preferencing is allowed for up to 50 percent of ARTF
contributions; however, the rolling, three-year financing strategy takes priority in guiding al-
locations, and might eventually replace preferencing.

e The ARTF has hired a monitoring agent to undertake field verification of NSP health and rural
roads outputs through 1,500 site visits in the first year. This will offset the inability of the Bank
team to undertake field monitoring.

The ARTF has been subject to two comprehensive, external evaluations and an independent audit
by the Office of the Special Inspector General for Afghanistan Reconstruction; the reviews have all
been generally positive.

Sources: IEG discussions with stakeholders; ARTF Web site http://www.worldbank.org/artf: Scanteam 2005, 2008; World Bank
2012b.
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fund was set up to support the government’s operating budget through a
recurring cost window to ensure continuity and predictability in an emergency
situation. Over time, the priority of the ARTF shifted away from recurrent
financing, toward development financing, and an increasing share of ARTF's
resources is being devoted to investments (from 4.5 percent in 2002 to an
average of 51 percent over the last three year period, 2009-11). The shift in
focus has resulted in predictable financing for the government’s development
priorities, reduced transaction costs of a fragmented donor community, and
helped deliver significant results on the ground.

A key feature of the ARTF has been the complete alignment with and
integration into the Bank’s program as well as the ANDS. The fee income
is part of the broader resource pool and provides the country program with an
overarching work program, which has ensured complete integration of ARTF
projects into the Bank’s engagement with Afghanistan. ARTF projects are now
prepared, implemented, and supervised in the same manner as any IDA project.®

ARTF resources supplement the Bank’s own country program, thus enhancing
the Bank’s ability to contribute to Afghanistan’s development. Most projects
are cofinanced by IDA and share preparation and supervision costs. Cofinanced
projects have tended to be prepared and piloted with IDA financing (and in
some instances with funds from the Japanese Social Development Fund) and
proposed for ARTF financing after implementation arrangements have been put
in place, reducing the start-up costs and risks to the ARTFE. ARTF funds have
supported the scaling up of such national programs. The ARTF administration
fee used to be 1.5 percent of donor commitments and has recently been
increased to 2 percent to cope with the high cost of the country program and
the significant additional security arrangements needed in Afghanistan.

The financing strategy has been evolving to increase predictability and
longer-term planning. Over time, the ARTF has evolved from year-to-year
financing to a three-year financing strategy, which allows the ARTF to engage
in thorough consultations with the government and development partners on
priorities over a longer period. This strengthens transparency and predictability
for core investment programs and the recurrent budget and also ensures that
the Bank is able to manage its own capacity to implement the program by
aligning ARTF financing with the Bank’s own strategy cycle under the ISN.
The three-year financing strategy has also encouraged some donors, such as
Norway, to move to a three-year financing framework.

Earmarking of funds through a system of preferencing by donors remains
a somewhat contentious issue. The ARTF permits donors to express a
preference for applying up to 50 percent of their contributions toward support
for individual programs, but it does not permit geographic preferencing. In
recent years, some donors have been increasing the share of preferenced funds
for certain programs, due, at least in part, to direction from their legislatures
and concerns over corruption and weak government capacity. However, other
development partners have expressed confidence in the ARTF by eliminating
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preferencing. The United Kingdom and Norway, who represent 23 percent of
current ARTF financing, have entirely eliminated preferencing. Overall, 40
percent of ARTF funds are currently preferenced.

Donor contributions to the ARTF are expected to grow significantly.
Financing channeled through the ARTF accounted for 63 percent of total
resources’ committed under Bank Group-financed or -administered operations
in Afghanistan as of January 2012. Of the remainder, 35 percent is accounted
for by IDA credits and grants, and 2 percent by IFC operations. With the
commitment made at the 2011 Bonn Conference to increase the volume of
external development support administered on budget to 50 percent from the
current 27 percent, contributions to the ARTF may grow even more. The FY12-14
ISN estimates an ARTF allocation of $2.4 billion, subject to donor contributions.
This is more than five times the size of the IDA allocation ($430 million) for
Afghanistan. Not surprisingly, development partners are seeking greater voice
in the governance of the ARTFE.

Some governance changes were introduced following recommendations
from previous ARTF evaluations. The first was to develop a three-year
framework and strategy, allocating funds between recurrent and investment
costs, all based on priorities from the ANDS. This has helped ARTF to be more
strategic, based on donors’ estimates of available funds, since 2010. A Strategy
Working Group, consisting of key donors and the Ministry of Finance, has been
set up to advise the Steering Committee on the strategy. Second, an Incentive
Program was instituted in FY09 to support government-led reforms. Since then,
an increasing proportion of recurrent cost window funding has been incentive-
based (from 14 percent in 2009-10 to 29 percent in 2012-13).

Giving the Ministry of Finance (MOF) a seat at the table as an integral member
of the ARTF Strategy Working Group has enhanced country ownership. The
MOF appreciates being part of the decision-making process for allocation of
ARTF resources, but would prefer greater voice in the selection of programs
to be financed by the ARTF to ensure stronger alignment with government
priorities.

The introduction of third-party monitoring in FY12 allows much better
understanding of ARTF outreach. There have been some reports of inferior
construction of assets, which is of concern to some donors, especially because
security constraints in many districts make it impossible to assess progress
directly (Ecorys 2012). The ARTF has addressed this by hiring a monitoring
agent, International Relief and Development, to conduct on-site visits, with
geo-referencing to verify field construction. The first phase, undertaken in
FY12, covered the education, NSP, and rural roads programs, using mobile
phones and geo-referencing to verify outputs. While these three programs are
only a subset of the overall portfolio, and the monitoring is essentially able to
capture physical results rather than outcomes, it is a major step forward. The
ARTF administrator is planning to include irrigation in the next phase as well
as to pilot community-based monitoring.
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The Kabul Bank crisis placed the ARTF at risk when development partners
held back disbursement until the case was resolved. Several partners
believed the Bank had not used its leverage sufficiently with the government
and criticized the Bank for not being an “honest broker” between the donor
partners and the government. The Bank had suspended payments from the
Recurring Cost Window but was concerned that delaying disbursements could
have repercussions on the policy dialogue and Incentives Program and cause
irreparable harm to the projects financed by the investment window of the
ARTEF, due to the government’s cash-balance situation. At times during these
discussions, the partnership established between the Bank and some of its
ARTF partners came under considerable stress. Fortunately, the crisis was
resolved in November 2011 and disbursements were quickly renewed, enabling
many donors to disburse funds rapidly before the close of their fiscal year.

Previous evaluations were positive about access to information for the ARTF,
but some donors have expressed concern about the adequacy and timeliness of
information needed for decisionmaking. Information sharing and transparency
were described by an early evaluation as “best practice” (Scanteam 2005),
with extensive information on the Web, despite the small size of the Bank
team managing the ARTFE. During IEG’s consultations, however, several donors
mentioned the inadequacy of, and last minute delivery of, documentation
to financing partners before strategy and decision meetings, constraining
their ability to consult with their headquarters and make more meaningful
contributions at these meetings. More timely availability of essential
documentation would enable more substantive involvement by donors who
would like to be more engaged in the ARTE.

The 2012 ISN

Continuing insecurity and political risks, combined with the uncertainties
associated with the 2014 transition, resulted in a decision by Bank Group
management to prepare another ISN for the next phase of support. An ISN
provides management with greater ability to respond rapidly to emerging
crises. The challenge for the Bank Group will be to focus on the foundations for
long-term strategic development, while maintaining flexibility should the need
arise for rapid adaptation.

In terms of strategic realignment, the new ISN discussed in 2012 is more realistic
in matching program interventions with the objectives of its pillars. The Bank
Group strategy for FY12-14 has been put forward as another ISN because of the
uncertainty surrounding the 2014 transition (World Bank 2012a). The pillars
in the new ISN have been restructured more appropriately as (i) building the
legitimacy and capacity of institutions, (ii) equitable service delivery, and (ii)
inclusive growth and jobs.

For the most part, the underlying programs maintain continuity with previous
Bank Group strategies, but they have been regrouped under these pillars,
recognizing the governance role of the NSP under the first pillar as more
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important than its role in rural growth. Health and education have moved from
the governance pillar to the second pillar, along with rural and urban service
delivery. The mining sector receives greater emphasis, because it is expected to
catalyze regional growth along natural resource corridors.

However, in other critical areas there continue to be gaps in the Bank's
strategy. In two key areas where the borrower seeks Bank support—agricultural
development and urban development—the Bank has not yet developed a
comprehensive strategic approach. For much of the review period, the World
Bank Group did not have a well-developed strategy to assist the government
in the justice sector or in human resources development, both of which are
crucial to sustaining public administration and private sector growth and
where alternate strategies have not been put forward by other donors. A new
project has recently been launched to strengthen civil service capacity over the
next few years, and a justice sector project is now under preparation.

Notes

1. An ISN (like a TSS) enables the processing of all operations under Operational
Policy 8.0: Rapid Response to Crises and Emergencies and, unlike a full-fledged
CAS, is not required to have a results framework.

2. Elsewhere, IFC and MIGA operations in Afghanistan have thus far found little
foothold.

3. The original commitment amount for IFC was $105 million.

4. The existing MIGA guarantee of $75 million was replaced in FY12 with new
and expanded coverage to MTN Dubai Ltd, increasing total MIGA coverage for
the project by another $80.4 million to $150 million. The project name was also
changed to MTN Afghanistan.

5. This includes Bank budget and Bank-executed trust funds.

6. An additional $3.5 million in first-loss coverage was insured by the MIGA-managed
Afghanistan Investment Guarantee Facility (a trust fund that was established in
FYO05 and financed by the ADB, DFID, and Afghanistan, using the proceeds of a $5
million IDA credit). The facility closed in FY11.

7. For more detailed on the AAA methodology see appendix E.

8. Harmonization of procedures for recipient-executed trust funds with those for
IBRD/IDA operations was formally adopted by the Bank in FY07.

9. Asof January 2012, the World Bank had approved $437 million in IDA credits, and
$1,915.7 million in IDA grants, compared with the commitment of $4,195 million
from ARTF resources for closed and active operations in the Afghanistan portfolio.
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Context

From the outset, the Bank recognized rebuilding essential governance
institutions and capacity as an urgent but long-term objective. When the
Afghanistan Interim Administration took power in 2001, ministries lacked
basic materials and equipment. There were chronic skill deficits in areas such
as procurement, expenditure programming, budget preparation, accounting,
financial control, and audit, as well as human resources, project, and program
management. Most women, who made up 43 percent of government employees
before the Taliban (ADB, UNDP, and World Bank 2002, p. 15), had been dismissed,
and many senior personnel had either emigrated or taken on alternative, part-
time employment.

The Afghan civil service, divided into Tashkeels (staff allotments) for each
ministry, had common pay scales, terms, and conditions that signaled unity
and fairness. However, public service provision was extremely limited (Evans
and others 2004, vol. 2, pp. 6-7, 15). While the previous Taliban government
had maintained military control over most of the country, they made little
effort to build a civilian administration that could provide public services.
Structures for raising customs and other taxes were rudimentary. Few children
benefited from primary education, and infant mortality was high.

Starting from these initial conditions, the Bank’s 2002 TSS had the highly
relevant objective of “rebuilding or strengthening essential governance
institutions and capacity, particularly in areas important for facilitating the
overall reconstruction, economic recovery and aid process (World Bank 2002:
12).” The 2003 TSS reframed this as “the continued development of a well
functioning state that is accountable to its citizenry and able to ensure the
delivery of services in an equitable, efficient and effective manner (World Bank
2003: 19).”

The 2006 ISN broadened this objective, which is aligned with the government'’s
2004 Investment Plan. It specified that it would include developing both
human and financial capacity, with the latter including reforms in customs and
taxation, and contingent on the emergence of a vibrant and legitimate private
sector. It signaled the importance of combating corruption and of providing
tangible benefits to citizens through essential services.

The 2009 ISN reframed the same objective as pillar 1, which is aligned with
the government’s 2008-13 ANDS. The ISN added additional priorities for
mainstreaming governance and anticorruption into the activities supported
by the Bank, including engaging with the newly elected government on a
governance and anticorruption agenda, engaging on governance issues through
the ARTF and NSP, and engaging with the Independent Directorate of Local
Governance on a transparent fiscal framework, with enhanced monitoring by
Community Development Councils (CDCs).

On this strategic foundation, the Bank supported government efforts in four key
areas: putting in place the basics of a functioning public financial management
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and procurement system that could mobilize resources for reconstruction in
an effective and transparent manner; building capacity to recruit and retain
the essential skills needed to manage an effective and accountable public
service, including law and justice, national statistics, and mechanisms to
combat corruption; building basic systems for health and social protection;
and expanding and improving the quality of public education. The Bank’s work
in these four areas is analyzed below.

Public Financial Management

WorLp Bank GrRoupr OQBJIECTIVES

The objectives were to strengthen core systems, heighten fiscal
sustainability, and improve transparency and accountability. A key goal
was better management and accountability of on-budget expenditures. There
was also a desire to extend core reforms beyond apex institutions in Kabul
and actively support the dialogue between government and donors in order to
come to a consensus on subnational governance, capacity building, and local
service delivery. The Bank intended to support the MOF and line ministries
in using the budget process to make expenditures at the subnational level
more effective and equitable by improving provincial allocations on a sectoral
basis and integrating community and subnational government planning and
accountability mechanisms into the overall public financial management
framework. The results are summarized in table 3.1.

REsuLTs

Afghanistan has a relatively strong PFM framework, but significant
challenges remain. The framework is better than would be expected for a
country of its per capita income that started virtually from scratch 10 years
ago. It has achieved impressive revenue performance (up from 3 percent of GDP
in 2002/03 to 11 percent in 2011/12) and greater assurance that funds provided
through the budget are used effectively. Accounting and financial management
reporting have become more accurate and timely. The use of the ARTF to pay
salaries has ensured timely and reliable payment to staff, while facilitating quick
disbursement of donor funds to scale up implementation of national programs.

More recently, the Incentives Program supported by the ARTF has provided
further impetus to PFM reforms. Despite the progress, significant challenges
remain. Budget formulation and execution are hampered by weak project
planning by line ministries and unpredictability of donor financing. Off-budget
expenditures remain significant, even though all Bank-managed operations are
on budget. However, the decisions by bilateral partners to keep funds off-
budget are not necessarily due to the status of PFM; such decisions are also
affected by political or other considerations.

There have been some improvements in fiscal management and spending
efficiency at line ministries. Ministries help formulate the budget through
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Table 3.1 Summary Results of Pillar 1—Public Financial Management

Results associated with Bank Group goals ‘ Bank Group contribution to results

Bank Group Objective: Strengthen core systems, heighten fiscal sustainability, improve transparency, and use the budget
process to make expenditures at subnational level more effective and equitable.

A relatively strong PFM framework, impressive revenue growth, | Extensive AAA, four Development Policy Operations, and
and greater assurance that funds provided through budget (in- |three capacity building investments helped to:

cluding most Bank-administered resources) are used effectively. Draft new laws and regulations

e Provide Implementation support on domestic revenue

Less-than-expected progress in several key areas: mobilization, expenditure control, treasury and cash
e Budget formulation and transparency (making headway but management, and financial reporting
still weak) e Monitor achievements through Public Expenditure
e Procurement (lack of qualified contractors; lack of financial and Financial Accountability (PEFA) assessments,
infrastructure; weak capacity of implementing agencies) Public Expenditure Reviews, and other high-quality

e External audit (replacement act for the Control and Audit AAA.
Office law has been drafted but not been approved)
e Extending core reforms to line ministries and subnational|The Bank’s management of the ARTF gave it leverage to

units provide significant non-IDA funding through the budget,
e Many steps still to be taken in the PFM road map to further|while ensuring fiduciary rigor. ARTF support improved
reduce fiduciary risk. PFM by demanding compliance with fiduciary standards

and training public officials in implementing them. The
ARTF Incentive Program also offered incentives for the
government to address difficult reforms.

their inputs to the MOF, and all processes in budget execution depend on
their contracting services, requesting payments directly into the Afghanistan
Financial Management Information System, and reconciling expenditure to
authorizations. But substantial capacity weaknesses in project preparation
and implementation remain to be addressed. Subnational units of the MOF
(called Moutoufiats) have online, real time use of the Afghanistan Financial
Management Information System, but the capacity of most other subnational
units for PFM is weak.

A National Audit Law has been drafted that clarifies the role of the Control
and Audit Office as an independent review function with no oversight or
responsibility for internal audit, which opens the way for the application of
Article 61 of the Public Finance and Expenditure Management Law. The draft
also provides for independence both in mandate and in reporting for the CAQ, but
it is still awaiting approval by the Parliament. And while a Public Procurement
Law and amendments have been adopted, many complementary actions needed
for effective implementation are still lacking, such as expanding the low level
of qualified contractors, access to banking, guarantees, insurance, and ability
to furnish bid and performance guarantees. Capacity in most line ministries
for processing procurement is weak, and there are interruptions and delays in
contract implementation, in part due to security issues (World Bank 2010).

The strategic relevance and technical quality of the Bank’s PFM operations
are commendable, especially considering the difficult country context. In
the early years, the emphasis was appropriately on expenditure control and
the establishment of basic mechanisms for cash protection and management,
including single treasury account, payroll, and simple accounting. As discussed
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Table 3.2 Public Financial Management Results and Shortcomings

above, these PFM achievements will need to be consolidated over the next
few years to strengthen budget planning and execution capability. Key results
achieved and those still to be achieved are given in table 3.2. (Also see table
3.5, Status of Performance Benchmarks.)

WorLbp Bank Group CONTRIBUTIONS

Bank support came from PFM components totaling about $239 million in four
Development Policy Operations and seven Investment Operations funded by

Results achieved

Still to be achieved

Eighteen PEFA process indicators improved from 2005 to
2007.

Open Budget Index Score improved from 8 percent to 21
percent from 2008 to 2010.

Afghanistan Financial Management Information System
now connects to all 54 line ministries and agencies and all
34 provinces.

Good progress on reduction of fiduciary risk associated
with ARTF-funded expenditures and ARTF asset monitor-
ing by monitoring agent since 2011.

PFM benchmarks under the Incentives Program have been
achieved.

Ministries hold appropriations and authorize expendi-
tures, while cash is centrally controlled.

Central government financial statements are published
each month within 25 days of month’s end, and audited
annual appropriations statements (Qatia) are submitted to
Parliament within six months of fiscal year end.

A debt management system supports quarterly debt re-
porting, and debt-to-GDP ratio has been reduced from 12
percent to 6 percent, meeting enhanced HIPC benchmark.
A database is maintained for 669,000 registered govern-
ment employees, which is the basis for setting up pay-
roll applications in 70 locations in Kabul and 9 provincial
Moutoufiats.

Payroll management has improved through direct depos-
its of salary payments to the bank accounts of 450,000
government employees through the verified payment
program as of December 2011, with plans to increase to
520,000 by 2014.

MOF’s Internal Audit Department has set up a Fraud
Investigation Unit, with a qualified auditor and training
program, and an Information Technology Audit Section.
Procurement Policy Unit created and functioning;
Public Procurement Law and the Public Financial and
Expenditure Management Law have been approved, along
with key amendments.

Subnational units are extensions of the line minis-
tries, and of the MOF in the case of Moutoufiats, which
have online, real time use of the Afghanistan Financial
Management Information System.

Three out of four PEFA outcome indicators (PI-1-4) are
given the lowest rating, indicating that with the excep-
tion of good performance on revenue, improved processes
are not translating into better overall expenditure man-
agement results, in part because of the use of contingen-
cies in the operating budget due to provisions for secu-
rity and the Incentives Program.

PFM needs to grow beyond the initial, correct empha-
sis on cash management, payroll, and record keeping, to
affect medium-term expenditure programming, budget
preparation, and other upstream aspects of PFM, a pro-
cess that may take 20-30 years to be fully realized.
Weak project planning by line ministries, unpredictable
donor resources, and very weak subnational PFM capacity
contributed to a development budget execution rate for
2009/10 of 40 percent, down from 54 percent in 2006/7.
Many steps still to be taken in the PFM road map to fur-
ther reduce fiduciary risk.

No progress on increasing proportion of non-wage recur-
rent expenditures.

Many complementary actions needed for adequate imple-
mentation of the legal and requlatory framework have
not been taken: the financial regulations have been
drafted but are yet to be approved; procurement capacity
in most line ministries is weak.

The draft National Audit Law meets international stan-
dards but it has not been approved by Parliament.?
Although the Budget and Finance Commission reviews
the budget, the accounts of fiscal operations, and exter-
nal audits, and the budget is ratified by the House, the
role of the Parliament in the budgeting process and fi-
nancial oversight remains weak in practice.

. It is on the calendar for discussion in SY1391.
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IDA and the ARTF (see appendix J, table J.18), and $1.1 million in AAA. The
package of parallel investment operations and AAA provided the government
with essential content and operational support to use the development policy
resources productively. This support from the Bank, along with parallel efforts
from the U.K. Department for International Development (DFID), UNDP, the U.S.
Agency for International Development (USAID), Japan, and the ADB, among
others, sought to help establish a functioning PFM and procurement system
led by the MOF in areas where there was sufficient political willingness to
move forward, such as a legal framework (Public Finance and Expenditure
Management Law, Public Procurement Law, and Pension Law and key
amendments); basic budget, treasury, and revenue mechanisms, including
increased budget allocation for health and education, improved access to key
financial information, a basic computerized treasury system for processing
payments and producing reports, a verified payments system for payroll, a
basic institutional structure (such as a reorganized Budget Department, Fiscal
Policy Unit, Cash Management Unit, unified chart of accounts, Central Bank
payment system, Control and Audit Office, Central Procurement Facility), and
a cadre of staff, led by a “second civil service” of contracted, technical, and
professional staff to operate this structure in the MOF, line ministries, and the
subnational administration.

Twenty-nine percent of Bank support (and 52 percent of IDA support) provided
for achieving these results came from four Development Policy Operations
(Programmatic Support for Institution Building I, II, and III and Strengthening
Institutions). The remainder came from a combination of Investment Operations
(Emergency Public Administration Project, Strengthening Financial Capacity,
and Public Financial Management Reform), technical assistance, and ESW on
public expenditure management, procurement, and fiduciary safeguards that
provided the government with essential content and operational support to use
the development policy resources productively.

The ESW included a 2005 flagship report (World Bank 2005) that set the
baseline and provided analysis of major PFM issues that informed Bank
support, and the Public Expenditure and Financial Accountability (PEFA)
Assessments (World Bank 2005, vol. 2, and 2008c) that provide a measure of
progress against international benchmarks. Some ESW was less useful, such
as the “gap analysis” work (World Bank 2007) that provided 23 pages of
recommendations covering virtually the entire accounting, financial reporting,
and auditing spectrum, without any guidance on prioritization, and without
regard for capacity realities. While some of the recommendations have since
been implemented (such as adoption of Institute for International Public Sector
Accounting Standards cash standards and International Standards of Supreme
Audit Institutions audit standards, and improvements in internal audit), the
report would have been more helpful if it had identified which key gaps were
likely to be especially important, taking into account the Afghan context,
including issues of weak educational institutions to support an accounting
profession and security issues, and how these gaps could be filled in a realistic
and cost-effective fashion and within an appropriate time frame.
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The ARTF supported improved PFM by upholding fiduciary standards, adjusting
them to the realities of the country, and offering incentives for the government
to address difficult reforms. The transformation of the recurrent cost window
into an Incentives Program that is growing in proportion to unconditional
budget support annually is an innovation worthy of note.

The approach to skills development was multifaceted, including the injection of
highly skilled Afghan consultants from around the world, on-the-job mentoring
of local staff, and training courses through the Afghanistan Civil Service
Institute and other sources. However, the Bank and its development partners
have not been able to address weak project planning of government-funded
investments, extensive off-budget expenditures, capacity constraints in line
ministries and subnational authorities, lack of parliamentary approval for
external audit that is independent of the executive, and lack of prosecutorial
support from the attorney general, leading to serious remaining weaknesses in
the accountability framework that have worsened corruption.

The Bank has worked with the government to take some initial steps to address
potential mining revenues, such as Extractive Industries Transparency Initiative
candidature, and a proposed 2013 Development Policy Loan trigger. Heightened
policy dialogue is needed on providing additional protection to mining revenues,
before these revenues start to expand and become targets for rent-seeking.

Public Sector Governance

WorLp Bank Grour OBJIECTIVES

As with public financial management and procurement, state capacity and
accountability issues are addressed in most Bank projects. Health and education
projects support a combination of contracting-out service delivery and building
administrative capacity, as analyzed later in this chapter. Projects to improve
rural livelihoods, such as the NSP, work to empower communities to direct
local development of much-needed infrastructure and to put in place systems
to ensure timely payments, improve project quality, and strengthen overall
management capacity. Projects promoting the growth of a competitive private
sector help to establish legislative and regulatory frameworks, environmental
and social planning, and rigorous bidding processes for exploiting natural
resources, as analyzed in chapter 5.

This section analyzes projects that helped to build and improve core
administrative and judicial institutions and capacities at the national and
subnational levels (table 3.3). The Bank’s objective was to build a reformed and
sustainable civil service accountable to its citizens to provide services that are
affordable, accessible, and adequate.

REsuLTs

Bank support, along with parallel efforts by the International Monetary Fund
(IMF), UNDP, USAID, and DFID, among others, has led to adoption of new laws
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and regulations, more transparent recruitment, reduction in the number of
ministries, and pay and grading reforms. A basic size and structure for the civil
service has been set, defining the numbers of staff needed across ministries and
agencies; setting an affordable pay scale for civil servants, including pensions;
and beginning the process of making the civil service rules based.

Nevertheless, high-level, off-budget corruption is perceived as getting worse,
despite PFM reforms intended to reduce the degree of leakage from the core
budget. There is little evidence that the new laws, procedures, and regulations
are translating into improved civil service performance. What achievements
there are have relied mainly on a second civil service of contracted staff who
are paid relatively high salaries, without an agreed plan to hand over tasks to
civil servants on normal pay scales. Some key results achieved and those still
to be achieved are given in table 3.4.

WorLbp Bank Group CONTRIBUTION

The Bank supported the sector with $214 million from a mix of development
policy and investment operations (see appendix J, table J.19) and $3 million in
AAA. The objectives and technical quality of the Bank’s support were relevant
to the government and Bank strategies, and aligned with the Bank’s analytical
work, as well as with work supported by other development partners.

Bank support was aimed at development of a regulatory framework for the
civil service (including new policies, laws, and regulations); new structures
(Independent Administration Reform and Civil Service Commission [IARCSC])
to manage human resources and civil service reforms; and pay and grading
reform with new average pay scales two-to-three times the previous ones in
return for merit- and results-based human resources management.

The Bank also supported short-term incentive programs to attract a “second
civil service” of skilled Afghans and to compensate them for the opportunity
cost of leaving jobs overseas.? This scheme also aimed to compete with pay

LEL] IR Summary Results of Pillar 1—Public Sector Governance

Results associated with Bank Group Goals

|

Bank Group contribution to results

are affordable, accessible, and adequate.

Bank Group Objective: Building a reformed and sustainable civil service accountable to its citizens to provide services that

Some progress with statistics, pay and grading, merit-
based recruitment, pensions, and other human resources
processes, but many challenges remain:

e The actual quality of “reformed” processes and re-
lated training provided is mixed.

professionals outside the civil service paid on a sig-
nificantly higher scale.

e Little headway on legal and judicial reform and on
combating corruption.

e Most of the gains rely on a “second civil service” of | e

Extensive AAA, four Development Policy Operations, eight capac-
ity-building investments, including funding for very attractive
contracts for Afghan consultants in key senior positions helped
to:

e Draft new policies, laws, and regulations.

Regraded 25 ministries and 325,000 civil service positions.

e Strive for civil service appointments to be made on merit
basis.

e (Construct courthouses and other basic judicial infrastructure.
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Table 3.4
Governance

Key Results and Shortcomings in Public Administration and

Results achieved

Still to be achieved

e (ivil service law adopted with accompanying regula-
tions providing job security for most civil servants
and institutional mechanisms for administrative re-
form oversight.

e Basic human resources monitoring, recruitment based
on open advertisement of new positions, and number
of ministries reduced from 34 to 26.

e Twenty-five ministries and agencies completed pay
and grading process, with 325,000 positions regraded.

e Merit-based recruitment and other performance-en-
hancing human resources procedures introduced.

e Pension regulations adopted by the cabinet.

e Favorable opinion ratings on public administration
and government performance.?

e High-quality statistical surveys, such as the
Afghanistan Mortality Survey 2010, carried out by
the Afghan Public Health Institute, the Ministry of
Public Health, and the Central Statistics Organization.

e The size and growth of the civilian civil service is
reasonable (up from 327,000 in 2004 to approximately
355,000 in 2011P), though when security forces are
included, the total increases to around 700,000.

e Design standards for and construction of courthous-
es, law libraries, legal aid offices, and pay and grad-
ing reforms for prosecutors.

e Afghanistan has become a candidate country for the
Extractive Industries Transparency Initiative.

e The High Office of Oversight and Anticorruption
maintains a register of assets of high-ranking offi-
cials, conducts investigations of allegations of cor-
ruption, and carries out public awareness campaigns.

Most of the gains rely on a second civil service of well-paid
professionals paid under contract at rates far in excess of
those in other countries of the region, with only the early
beginnings of a credible plan for sustainability; see appendix
I.

Insufficient coordination between Ministry of Finance
and Independent Administration Reform and Civil Service
Commission (IARCSC).

Need to monitor adherence to a rigorous recruitment and
performance appraisal process; some units have migrated all
staff to higher pay scales.

Bank needs to follow up on government implementation of
agreed anti-corruption measures to address worsening public
perception of corruption (which increased from 42 percent in
2006 to 56 percent in 2011).

Monitoring of government actions to recover loss of $825
million misappropriated by politically well-connected bor-
rowers from Kabul Bank, which administered salaries for
Afghanistan’s soldiers, police, and civil servants.

Lack of support from the Attorney General's Office held back
legal and judicial reforms.

Strong resistance to reforms in some line ministries and
agencies where factional networks vie for remunerative posts.
Systemic weaknesses and unclear service delivery responsi-
bilities at the subnational level.

a. Asia Foundation 2011. These results have a statistical sampling error of +-4.1 percent at 95 percent confidence level.

b. Afghanistan in Transition —Looking Beyond 2014 (World Bank 2012a). Depending on the population estimate you use, the
ratio of civil servants to population in Afghanistan is about 1.3 (based on a population of 26 million) compared to Pakistan’s
1.97, Sri Lanka’s 3.04, Bangladesh’s 0.62 , Nepal's 1.23, and India’s 1.25 (World Bank estimates).

c. This setback is also measured in Transparency International’s Corruption Perception Index. In 2005, Afghanistan ranked 117
out of 159 countries covered; by 2010 its rank was 176 out of 178 countries.
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levels offered in Afghanistan by international agencies and nongovernmental
organizations (NGOs) for staff with similar skills. These staff are employed both
by government ministries (using donor funding to top-up normal salaries) and
by partner organizations. Most capacity has been built among the contracted
staff of donor-funded projects, rather than in the core civil service (World Bank
2012a). The Bank also supported improvements in national statistics and in
the state justice system through construction of courthouses and other basic
judicial infrastructure.

The Bank’s AAA gave a useful picture of the legacy of basically sound
administrative practices, reasonably well understood if not always adhered to,
and the need to build on this legacy rather than trying to replace it with
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something different (Evans and others 2004, vol. 2). The Bank has provided
good high-level analysis of civil service challenges (for example, World Bank
2008, 2009b, 2009c), which contributed to the establishing of the Presidential
Commission on National Technical Assistance. However, more attention should
have been paid to the development of a more granular human resources strategy
covering:

e How to build on the legacy commitment of Afghan civil servants to public
service

e How and when Afghanistan will transfer civilian responsibilities from
foreign to Afghan contract staff and civil servants

e The appropriate proportion of Afghan contract staff to civil servants
moving forward, and how large a civil service is required

e  What all this will cost and how it will be paid for

e How to ensure the production of adequate levels of graduates with essen-
tial skills by local and foreign universities.

The Capacity Building for Results Project is beginning to support ministries
in developing clear plans for human resource development, and also supports
government in developing human resource strategies for cross-cutting areas
such as financial management, procurement, and human resources management,
but implementation is just beginning.

The Bank also undertook some early analytical work on subnational
governance that suggested a two-pronged approach: the state should deliver
some basic support to deconcentrated units, and there should be some cautious
increases in delegation, including incentives triggered by simple measures of
administrative effort, fewer delays in staff appointments and payroll, and
physical reconstruction of provincial and district facilities (Evans and others
2004, vol. 1).

This approach was correctly premised on the fact that according to its constitution
and history, Afghanistan is a unitary state, with appointed governors and a
limited subnational presence of line ministries. However, the results have been
uneven. The constitution provides for elected provincial, district, and village
councils. Provincial councils were elected in 2005 and 2009 but with limited,
unclear functions (Lister and Nixon 2006), and they are still seeking effective
roles in securing provincial development, while district and village councils have
not yet been established. Bank support focused instead on subnational public
administration. Payroll systems have improved, as discussed in the previous
section, but other PFM standards for deconcentrated units at the subnational
level are very weak. Some bilateral donors are assisting the provinces where
they are working to strengthen local government facilities, but these efforts are
not consistent and only cover a handful of provinces. In many areas, programs
supported by project funding or Provincial Reconstruction Teams have more
resources, and some even have a more established presence at the local level
than do formal units of local government.
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The cabinet endorsed a 2010 commitment to make Afghanistan a candidate
country for the Extractive Industries Transparency Initiative (EITI). This
obligates the country—within two years—to publish all payments of taxes,
royalties, and fees from its extractive sector, and requires extractive companies
operating in Afghanistan to publish what they have paid to the government.
However, many steps still need to be taken in the PFM road map to further
reduce fiduciary risk on these and other government revenues to acceptable
levels, as pointed out in the previous section.

Other post-conflict countries have faced repeated cycles of violence due to
conflict over natural resources (Collier 2009). To address this risk, the Bank
should advise the government to consider models from other countries® for
providing special protection to natural resources revenues, with a view to
putting in place mechanisms before significant increases in revenue occur and
rent-seeking practices have been established. The government also needs to
communicate more clearly and compellingly its natural resource policies to the
Afghan people.

Some Bank projects expected too much in too short a time. For example,
the Civil Service Reform Project had to be restructured to align better with
the implementation capacity of the IARCSC, which had a change of leadership
in the early days of the project. The challenges of that project were likely
heightened on the Bank side by the high turnover of task team leaders (four
over a four-year period).

Another type of challenge is seen in the Bank’s Judicial Reform Project,
which focused on the centralized state justice system. The project supported
improvements in areas with client ownership, such as design standards for
and construction of courthouses, law libraries, and legal aid offices and pay
and grading reforms for prosecutors, but judicial reforms were held back by
lack of support from the Attorney General’s Office. The Bank tried to address
some of these challenges in an ARTF-funded operation approved in December
2011: Capacity Building for Results. This operation has a number of design
features intended to address the shortcomings of past support, including joint
management by the MOF and IARCSC, high-level controls to prevent rent-
seeking through recruitment practices, a results-based approach to access
funding and assess ministry performance, and predictable levels of funding
over a five-year period.

The reliance on the “second civil service” for gains in public administration
and governance leads to multiple challenges. Training and institutional
development often take a backseat to doing the tasks themselves. There is
salary competition for individuals who move out of the civil service, and then
from project to project, with the resulting difficulty in filling key civil service
positions.

There is a risk of sustainability if security deteriorates or donor funding
decreases, and the risk that the extreme pay differentials will become
politically and socially untenable. (See Islamic Republic of Afghanistan 2010
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and appendix I.) There is the added risk that as foreign forces leave, fiscal and
political economy constraints may make it impossible for the regime to sustain
the administrative improvements that have been achieved. The dominance of
security forces in the public payroll and operational budget poses the additional
risk of a power imbalance between the military and civilian sectors.

An overall assessment of the Bank’s support for public administration and
governance needs to take into account the difficult security environment and
the challenge that the Bank’s resources are dwarfed by those of much larger
players. Given these challenges, the Bank has helped to put in place elements
of a functioning civil service, which has had some success in providing
citizens with essential services. However, there are significant shortcomings.
Bank operations have not been able to deliver all that was promised, and the
quality of enacted reforms is uneven. While formal laws, regulations, and
processes for the functioning of the civil service have been put in place, actual
changes in behavior have been slow to take hold. Most of the results achieved
are dependent on consultants and Afghan civil servants on enhanced pay
arrangements financed by donors, which is not sustainable.

Overall Assessment for Public Financial Management and
Public Sector Governance

Table 3.5 summarizes the achievements of performance benchmarks in the PFM
and PSG sectors.

Status of Performance Benchmarks

Source Benchmark ‘ Status

Public financial management?

2003 TSS Accurate and timely payment of government|Achieved.

payrolls.

2003 TSS

2003 TSS

2006 ISN

2006 ISN

2006 ISN

Effective management and reduction of fiduciary
risk associated with ARTF-funded expenditures;
development component procedures smoothly
functioning, with effective appraisal of proposals.

Non-wage recurrent expenditures growing (espe-
cially outside of Kabul), with monitoring of use
and asset management plans where appropriate
(ARTE).

Procurement Policy Unit created and functioning,
and finalization of procurement regulations in
compliance with the new Public Procurement Law.

Implementation of core development budget (actu-
al expenditures as percentage of original budget),
65 percent.

Public access is granted to budget documents,
monthly financial reports, annual financial state-
ments, external audit reports, and contract awards
and bids.

Good progress, but still many steps to be taken in
the PFM road map to further reduce fiduciary risk to
acceptable levels so that donors can increase budget
assistance.

No progress on increasing non-wage recurrent
expenditure.” Asset monitoring by monitoring agent
ongoing since 2011.

Considerable progress, with most ministries now
preparing procurement plans, but serious weakness-
es remain in spending ministries and agencies and
in limited ability of the market to furnish bid and
performance guarantees.

No progress.

Some progress. Enacted budget, in-year reports and
a mid-year review published. An audit report pub-
lished, but quality compromised by the lack of an
adequate Audit Law.
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able Status of Performance Benchmarks (continued)
Source Benchmark Status
2009 ISN Progress in rolling out public financial manage-|Afghanistan Financial Management Information

2006 & 2009 ISNs

2009 ISN Increased donor resources being channeled |Slow progress (total donor funds on budget have
through government budget systems. slowly increased to 27 percent).
2009 ISN Progress in incorporating provincial budget plan-|No significant progress.

ment systems and capacity to line ministries and
subnational jurisdictions.

Further increase in government revenues as a per-
centage of GDP.

ning into the medium-term budgetary framework.

System fully functional, but public financial man-
agement capacities beyond MOF generally very
weak.4

Achieved: 11 percent of GDP in 2010/11 exceeds IMF
target, and regional average.

Public administration and governance®

2003 TSS Organizational improvements (such as streamlin- |Number of ministries reduced, but quality of other
ing number of ministries). organizational improvements uneven.

2003 TSS Improvements in the skills level of the civil|Some progress. Pay and grading process under way;
service. skills deficiencies remain, particularly in line min-

istries and subnational authorities.

2006 ISN TARCSC able to process 1,000 merit-based appoint- | Achieved, but quality of appointments is uneven.
ments each year in grades 1 and 2, and able to
supervise appointments in grades 3 and below.

2006 ISN Functions and structures defined for six ministries. | Some progress.

2006 ISN Anticorruption strategy adopted by government|Achieved, but survey data indicate a perception

and regulations on civil servants conduct passed.

that corruption has worsened.

a. See also tables 3.1 and 3.2.

b. 0&M in 2005/6 budget was 21 percent (IMF 2007, Art IV). In 2008/9 budget 0&M was 12 percent; in 2010/11 budget 0&M
was 17 percent (IMF 2011, Art IV). ALl budgets include budgeted security costs.

c. See also tables 3.3 and 3.4.
d. Source. World Bank (2010c).

HeaLtH

World Bank Group Objectives

In the health sector, the primary objective was to promote rapid improvement
in basic service delivery. Never robust, Afghanistan’s health status and system
were in critical condition in early 2002. Life expectancy was estimated at 47
years for males and 45 years for females. Only about 5 percent of births were
attended by health workers with any form of modern health training, which,
in the context of Afghanistan’s very in high total fertility (between seven and
nine births per married woman), made it probable that on the order of 1 in 12
women died in childbirth. The infant mortality rate and under-five mortality
rate were estimated at 165/1000 and 257/1000 respectively, very high relative
to neighboring Pakistan (90/1000) and Iran (26/1000) at the time.

In 2001, the bulk of the population had limited or no access to health
services. Although early work on assessing health resources suggested that
as many as 11,000 providers were still in the country, there were far too few
female providers at all levels, and few providers or administrators in government
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positions. Those that had not left the country were working in private practice
or with NGOs, which were providing about 80 percent of the health services
available at the time the Taliban fell.

Results

Afghanistan has achieved remarkable gains in health service accessibility
and improvements in health outcomes (table 3.6). Data from the Ministry of
Public Health (MOPH) indicate that the number of functioning health facilities
increased from about 496 in 2002 to more than 2,000 in 2011. The number of
trained midwives (from accredited schools) increased from about 467 in 2003 to
more than 1,950 by 2010, and the proportion of facilities with a skilled female
health worker increased from 25 percent to 72 percent in the same period.

These accomplishments address Afghanistan’s significant gender issues, both
directly, by providing services of particular relevance to women, and indirectly,
by creating a significant number of jobs as community health workers as well
as more highly trained community midwives. This has led to an increase in the
number of outpatient visits from 0.23 in 2004 to 1.20 in 2011, and increases
in birth attendance by skilled providers from about 14 percent in 2003 to 34
percent in 2010 (Figure 3.1).

Today, basic health services have been extended to cover all 34 provinces and
there have been remarkable gains in health outcomes. From 2002 to 2010, the
infant mortality rate fell from 165 to 103 (38 percent) and under-five mortality
fell from 257 to 149 (42 percent), and the total fertility rate decreased from 7.2
to 6.3. Meanwhile, the maternal mortality ratio is estimated by an interagency

LEL] CEN Summary Results of Pillar 1— Health

Results associated with Bank Group goals ‘ Bank Group contribution to results

Bank Group Objective: Promote rapid improvement in service delivery in the health sector.

e Strong strategic vision and policy framework estab-

lished in 2002/3 helped Ministry of Public Health
(MOPH) ensure delivery of a basic package of health
services

Capacity to manage contracting out to NGOs comple-
mented with relatively robust monitoring of trends
in service access, quality, and utilization by an inde-
pendent monitoring entity. Strong MOPH role in donor
coordination, with three major development partners
following complementary approach to service deliv-
ery and system development, now facilitated through
ARTF financing.

Functioning public health care facilities increased
from 496 in 2002 to over 2,000 in 2011; coverage of
basic health services reached all 34 provinces. From
2002 to 2010, the infant mortality rate fell by 38 per-
cent, under-five mortality fell by 42 percent, and the
maternal mortality ratio declined significantly from
an uncertain baseline to about 460/100,000.

Strategically focused policy dialogue in early stages focused
on how to implement a vision strongly owned by the govern-
ment and maintained throughout period.

Flexible and responsive approach to building capacity within
MOPH for management of NGOs providing service delivery
through a “learning by doing” approach in two supporting
investment projects; three complementary AAA products
document early gains and identify future policy issues; donor
inputs coordinated by complementary IDA and ARTF support.
Bank encouraged and supported independent, third-party
monitoring of service delivery outputs and outcomes.

IFC investments in a private hospital in FY09 contributed to
reaching nearly 8,000 patients in Afghanistan.
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Figure 3.1

Results from Surveys on Trends in Delivery Care from a
Medically Skilled Provider, Afghanistan, 2003-10

IIHMR 2008).

80
" B Urban I Rural Total 69 71
60
50
40
35 34
30 36 E—
24
20 | 19 |
14 15
10 - 1 I
O - T T
MICS 2003 AHS 2006 NRVA 2007/8 AMS 2010

Source: Afghanistan Mortality Survey 2010 (p 80).

Note: AMS 2010 is based on the last live birth in the five-year period prior to the survey; the Bank’s National
Risk and Vulnerability Assessment 2007/8 (Icon Institute 2009) and the Multiple Indicator Cluster Survey 2003
(UNICEF 2003) are based on the last live birth in the two years prior to the survey; Afghanistan Health Survey
2006 is based on the last live births to currently married women in the two years prior to the survey (JHU and

report to have declined significantly from an uncertain baseline to about
460/100,000.4

Improvements in health services are affirmed by independent evidence
from IEG's beneficiary survey.> The 2012 survey, conducted in two provinces,
found that almost 60 percent of respondents reported improvement in access
to health services, with results somewhat better for Nangarhar Province in the
east than for Herat in the west. The results from a Facebook survey® conducted
by IEG were even higher: 73 percent of those polled in Dari or Pashtu reported
the existence of a health facility within an hour’s walk of their village. Reports
from other sources also attest to significant improvements in health sector
performance. The Asia Foundation’s 2011 survey (Asia Foundation 2011) across
the 34 provinces of Afghanistan shows that the accessibility of health care
services is viewed positively by 68 percent of respondents.? This is consistent
with the fact that the proportion of respondents giving a positive assessment
of the availability of clinics, hospitals, and medicines in 2011 is the highest
recorded in any year.

At the same time, it is evident to observers in the MOPH and elsewhere that
Afghanistan will continue to face challenges in the health sector for some
time. Infant and under-five mortality rates in Afghanistan are still higher than
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the average for low-income children elsewhere, and much remains to be done
to improve the quality and responsiveness of the services that are available.
The Agency Coordinating Body for Afghan Relief recently reported, based on 48
focus groups held between July 2011 and September 2011 (ACBAR, 2011), that:

Progresshasbeen patchyandinadequate. Afghanistan stillhasone of the
worst health indicators in the world, with 50 women dying daily during
pregnancy or childbirth and one child in five dying before their fifth
birthday. Of the approximately 14,000 primary and secondary schools,
nearly half have no building—Ileaving children to study in vulnerable
open spaces, often without any text books. Conflict, insecurity, and
weak state capacity have clearly been a challenge. But all too often, the
focus has been on increasing the quantity of services and their coverage,
with too little attention given to the quality of those services, the ability
of the population to use the services, or their sustainability. [emphasis
added (ACBAR 2011: 1)]

A recent study of national health accounts in Afghanistan also suggests
that health financing will be a major future challenge (Islamic Republic of
Afghanistan 2011). Total health expenditures in Afghanistan were about $1.1
billion in 2008/2009, almost 10 percent of the country’s GDP. Of total health
expenditure, government sources of funding accounted for 6 percent; donor
sources, 18 percent; and private sources, 76 percent. Out-of-pocket spending on
health was $31 per person out of a total per capita expenditure of $42. While
implementation of the Basic Package of Health Services (BPHS) has greatly
improved access to and utilization of simple, primary levels of care, high levels
of private spending for secondary and tertiary care suggest considerable future
challenges in improving sector efficiency and equity.

The relevance and efficacy of the Bank’s work in the health sector stems from its
three-pronged approach to assist the government— policy dialogue coordinated
with other donors and technical agencies to develop a sector strategy, specific
investments through IDA aimed at immediate improvement of the delivery of
health services, and analytical work to guide strategic planning and evidence-
based decision making. Starting from a Joint Needs Assessment mission in
2002, led by the Bank and the World Health Organization (WHO), the MOPH
gave priority to delivery of a BPHS for provision of cost-effective services to
control communicable diseases and improve and extend reproductive health,
child health, and nutrition-related services. WHO played a key role in helping
the MOPH flesh out the details of the service standards for the BPHS.

World Bank Group Contributions

The Bank also assisted the government in developing the institutional design
of a national health program for rapid, effective service delivery, particularly
through effective analytic work during the Preliminary Needs Assessment.
In this design, MOPH retained responsibility for managing the BPHS and
for contracting out service delivery to NGOs (box 3.1). The program included
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Three Elements of Success in the Health Sector

The impressive results achieved in the health sector must be attributed to the government'’s invest-
ment program and support from several donors, in addition to the Bank’s investments. Three ele-
ments of the early decisions made appear to be significant factors underlying the relative success in
health sector achievements:

There was early agreement with the MOF and the MOPH that development partners would work
to assist the MOPH to align donor support with the BPHS, which created a common approach to
improving access across provinces. Developed through intensive collaboration among donors,
technical assistance, and with strong leadership from the MOPH, the BPHS set out very clear
guidance on what interventions would be supplied for each of the basic elements of the health
system, including specification of roles, requisite inputs, and specifications for how performance
of specific interventions would be monitored. This established a common set of service delivery
standards that was used by all development partners and providers. In the process of agreeing to
the BPHS, the government and donors made significant efforts to rapidly scale up training and
deployment of community health workers and female health providers and strengthen the basic
functions of the MOPH at the national, provincial, and district levels.

The government and development partners agreed, in a highly innovative and, at the time, quite
controversial decision, to contract out the delivery of a BPHS to NGOs. Each of the three major
development partners active in the sector developed different approaches to the contracting out
process. The European Union (EU) and USAID managed the contracts themselves or through the
offices of contracted technical assistance agencies, and the Bank worked to ensure that the MOPH
would learn how to manage the Performance Partnership Agreements, which were lump sum con-
tracts employed by NGOs to provide the BPHS.

Particularly significant in view of the need to hold NGOs accountable for delivering the BPHS, the
Bank provided support to results management (through the development of capacity to provide
independent monitoring of service delivery quantity and quality) through a contract, which was
competitively bid, with the Johns Hopkins University working in collaboration with the Indian
Institute of Health Management Research. The JHU and ITHMR team in turn developed a Bal-
anced Scorecard, which employed intensive observation and questionnaires of a random sample of
health facilities at the district level to routinely assess six dimensions of service delivery quan-
tity and quality. This helped the government improve significantly the availability and use of in-
formation on service delivery results in decision making. There is little question that the Bank’s
early focus on getting the government'’s policy framework focused on effectively balancing NGO
commitment and the development of strong stewardship functions, particularly the capacity of
the MOPH to hold NGOs accountable for results in service delivery, contributed to evident gains
in the health sector.

strengthening the policy and leadership roles of the MOPH and its capacity to
manage the contracting process and regulate service delivery through robust
monitoring and evaluation of the performance of contracted service providers.
The approach was also endorsed by the MOF and became the institutional
framework for structuring donor assistance to the sector.

As evidence of the broad success of the initial approach to supporting the
BPHS, the Bank sought to deepen and broaden its policy advice through
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strategically valuable analytic work in the latter half of the evaluation period.
A major review of the health program (Belay 2010) consolidated lessons learned
through the contracting approach for delivery of the BPHS. The review included
a comprehensive assessment of health workforce planning issues, as well as
documentation of the extent and implications of the very high levels of out-of-
pocket health expenditure. In addition, the Bank conducted the first national-
level assessment of nutrition issues in Afghanistan, which included policy
recommendations for direct service provision (through adjustments in the
design of the BPHS, which are now under way) and encouraged the development
a multisectoral response to nutritional issues (Levitt and others 2011).

Noting the significant impact of the prolonged conflict and insecurity on the
population, the Bank prepared a constructive policy brief on mental health
issues and possible avenues for addressing them in 2011 (World Bank 2011).
Each of these studies was carefully disseminated through short, accessible,
policy-focused summaries that were published and distributed in Dari as
well as English. The three high-quality AAA products have strengthened the
learning process approach and enabled broader knowledge sharing from the
Afghan experience.

The Bank complemented its policy advice with an investment program
of $224.0 million.® The FY03 Emergency Health Sector Reconstruction and
Development Project ($59.6 million IDA grant, plus two additional financing
grants of $30 million and $20 million) served as the vehicle for putting key
elements of the national health policy into place, using Performance-based
Partnership Agreements for the MOPH to manage NGO contracts. Over 5 percent
of project costs were earmarked for the baseline and follow-up surveys and
project assessments. The Strengthening Health Activities for the Rural Poor
(SHARP) Project, approved in FY09 with IDA ($79 million) and ARTF ($34
million) funding, along with $17.7 million from the Japan Social Development
Fund (JSDF), continues support to the BPHS and the contracting-out process,
including the MOPH's stewardship capacity, monitoring and evaluation, and
additional research for impact evaluation of the results-based financing model.
The project has ensured program continuity through Performance-based
Partnership Agreements in the eight provinces supported by the BPHS, along
with direct service delivery by the MOPH using contracted-in staff in three
provinces. USAID is now channeling its support to NGO contracts through the
MOPH, and the EU anticipates moving to the same structure in the near future.
The Bank also made important, smaller-scale investments in building capacity
to respond to potential avian flu issues and to address HIV/AIDS (contracting
NGOs to provide harm-reduction services). This is an appropriate approach given
that the relatively small scale of HIV/AIDS in Afghanistan is driven primarily
by injecting drug use.

Epucation

In 2001 the Afghan education system had limited capacity to supply basic
school inputs such as buildings, teachers, materials, and textbooks. The school
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curriculum was limited and focused heavily on religious content taught to
boys. Girls were excluded from the system. Teachers received no formal training
and were not paid on time. Female teachers had been forbidden from teaching.
Approximately 21,000 teachers served the school-age population, and most of
these were under-educated. In 2002, there were only four functioning teacher
training colleges in the country, with the capacity to produce 400 teachers
each year.

The largest challenges to higher education were access and education
quality. Under Communist and Taliban rule, higher education was largely
sidelined. This had deleterious effects on the quality of faculty as well as
university infrastructure. Most qualified faculty left the country. There were
no investments in equipment and infrastructure, so universities deteriorated
from their height in 1978, when Kabul had some good universities. There were
no private universities in 2002, and all university education was centralized.

World Bank Group Objectives

The objectives were to increase enrollment at the primary, secondary, and
vocational levels, with an improvement in gender parity. In 2001, the education
system had extremely limited capacity, with fewer than a million boys and no
girls in school. The government and donors identified education, particularly
primary education, as a priority. Household demand for education grew
immediately after the fall of the Taliban. The most acute challenges were lack
of education infrastructure; a shortage of teachers, especially female teachers;
education quality; and higher education.

Bank Group objectives over the past decade have been broadly aligned with
the country strategy in the sector. Bank Group activities can be divided into
two distinct periods: The early reengagement period in 2002-05 and the period
after 2006 when stronger leadership in the Ministry of Education introduced a
National Education Strategy and the Ministry of Higher Education introduced its
own strategy. In February 2002, IDA, along with the Afghan Interim Authority
and several other development partners, participated in a Joint Comprehensive
Needs Assessment. An estimated $130 million was committed to finance the
education sector for the first two years. Different development partners were
quick to engage in the primary education subsector. After 2002, it was decided
that recurrent costs would be financed by the ARTF.

Results

Three projects supported the education sector: Education Quality Improvement
Program (EQUIP I and II), Strengthening Higher Education Project (SHEP), and
the Afghan Skills Development Project with increased school access but mixed
results in other areas (table 3.7).

Primary school enrollment has increased, with significant improvements
in school infrastructure. Early investments focused more on access to
schooling than on school quality. Primary school enrollment increased from
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1 million students in 2001 to 7.2 million in 2011, resulting in a gross primary
enrollment rate of 97 percent (net primary enrollment rate of 50 percent) and
a gross secondary enrollment rate of 46 percent by 2010.2 School infrastructure
has significantly improved, and the ministry estimates that nearly half of
primary schools now have a boundary wall, a separate latrine for girls, and
drinking water, although the 2011 midterm review found that nearly three-
fourths of schools were lacking boundary walls. The ratio of female to male
primary school enrollment increased from 46 percent in 2002 to 69 percent by
2010 (appendix J, table J.7).

Substantial effort is now going into teacher training. In 23 provinces the
Bank has supported in-service teacher training, while USAID supported this
training in the remaining 11 provinces. Going forward, the Education Quality
Improvement Program (EQUIP) is taking over this training role in all 34
provinces. The government has worked to increase the number of training
colleges. From four functioning teacher training colleges in 2002, there are
now 42 such colleges and 137 distance learning centers that connect teachers,
and the number of women participating in the teaching profession is on the
increase. The Ministry of Education estimates that 31 percent of the 180,000
teachers enrolled in training colleges are female.

Investment in developing measurement and evaluative systems has been
insufficient to monitor changes in educational outcomes. The evidence base
for assessing improvements in educational outcomes, such as improvements in
literacy and numeracy, is highly constrained. Data on retention rates and the
amount of instructional time children receive in a year (ideally 700-900 hours),
proxies for changes in educational outcome, are not encouraging. Retention
rates are quite poor, suggesting that almost a fifth of children drop out before

Table 3.7 Summary Results of Pillar 1—Education

Results associated with Bank Group goals

Bank Group contribution to results

Bank Group Objective: Increase enrollment at the primary, secondary and vocational levels, with an improvement in gender
parity.

Primary school enrollment increased from 1 million stu-
dents in 2001 to 7.2 million in 2011 (net enrollment rate
50 percent).

Females comprise nearly 40 percent of primary school
enrollment.

Some progress in enrollment in secondary, vocational,
and higher education.

The Ministry of Education and Ministry of Higher
Education developed national strategies, though the
higher education law has not yet been approved by the
Parliament.

There have been substantial investments in training
teachers and generating more university faculty.

In vocational training, a National Qualifications
Framework is under negotiation, and institutions for
training have been established.

Three projects supported the education sector: Education
Quality Improvement Program (EQUIP I and II),
Strengthening Higher Education Project (SHEP), and the
Afghan Skills Development Project.

EQUIP is aligned with the National Education Sector strat-
egy and has provided technical support toward achieving
student enrollment and teacher training objectives.
SHEP was slow to start, but in the later period it provided
assistance for improving university management and
governance as well as resources for training faculty with
partner universities abroad.

The Bank has worked to coordinate the National
Qualifications Framework and provide vocational train-
ing through the Afghan Skills Development Project.
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grade six, and limited data suggest that the target of 700 hours per year is not
met in many schools (see discussion in Ecorys 2012).

Progress in higher education has been mixed. The Strengthening Higher
Education Project (SHEP) had a slow start but the project duration has been
extended and, in the later period, it has provided assistance for improving
university management and governance as well as resources for training faculty
with partner universities abroad. Currently 160,000 students are enrolled
in university, a number that is expected to double in upcoming years since
Afghanistan has a youth bulge, with more than half of its population below
the age of 25. Funding of university education in the public sector remains
centralized, though universities do have some autonomy over curriculums and
what they teach.

There are now 24 functioning universities, and private universities are also
operating. More faculty members are going abroad for degrees, but quality, of
both faculty and of the education that students receive remains problematic.
One current challenge is how to absorb youth into the labor market and how
to provide them with useful and productive skills, whether through higher
education or technical and vocational training. A total of 2,700 students have
been enrolled under the Technical and Vocational Training Project, a very small
number for a national program, and the project has suffered implementation
problems.

World Bank Group Contribution

Although the Bank Group's assistance to the education sector has been aligned
with the country strategy and national strategies, the Bank lacked a strong
strategic vision in the initial years of reengagement, in part because other
donors, such as the United Nations Children’s Fund (UNICEF), were expected to
play a more significant role. The initial Needs Assessment in the education sector
did not present a set of clear policy options and did not help the government
identify priorities for future policy for which there was sustained ownership.
Nor did it help align the efforts of the many donors who were keen to participate
in the sector to align around a clear vision of the future educational system. An
early commitment to support the development of a strategic policy framework
for the sector, incorporated in the first EQUIP (EQUIP I), was not completed.
The Bank’s analytic work in the sector was inadequate; more investment in
strategic AAA could have helped early on in developing a strategic vision.

The government did not find the Bank’s initial emergency operation particularly
responsive to the need for fast, visible progress. The Bank initially committed
to providing assistance to the higher education subsector and to supporting
female participation and enrollment through nonformal education mechanisms
and early childhood development activities. These were to be supported by an
Emergency Rehabilitation and Development Project. After project approval, the
Ministries of Finance and Education decided that investments in nonformal
education and early childhood programs were not immediate priorities. The
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Bank responded to client demand and the emergency project was restructured,
with a new focus on assistance to improve school quality (in parallel with
investments to improve access) through community mobilization for general
education, particularly for girls, and developing a medium-term policy
framework and improving the government’s capacity.

Bank projects supported all three education subsectors: EQUIP I and II
covered primary and secondary education, and SHEP covered tertiary education.
Both projects are central to the implementation of the government’s national
educational policies. Bank AAA also contributed directly to the preparation
of the Afghanistan Skills Development Project, a technical and vocational
training project that was approved in 2007. All of these projects sought to
develop sustainable, country-owned, and country-managed projects, but the
results have been mixed.

Community mobilization under the EQUIP program has enhanced local
ownership, but inadequate supervision affected quality. EQUIP has played
a significant role in helping the government increase student enrollment and
provided technical support for teacher training, but the design of EQUIP placed
little emphasis on results or on monitoring and evaluation. Social mobilization
activities have been conducted in 11,000 communities and resulted in locally
owned school improvement plans, and more than 9,900 schools have received
Quality Enhancement Grants. With support from EQUIP, there have also been
substantial gains in school infrastructure. Ministry data indicate that more
than 3,400 classrooms were built under EQUIP I, and a further 1,800 are being
built under EQUIP IT (Ecorys 2012, pp. 48-50).

Despite these gains, there are indications—including from the Bank’s midterm
review of the EQUIP program—of gaps in construction quality that are
attributable, at least in part, to limited capacity and leakage in the use of funds,
issues exacerbated by difficulties in supervision of school construction and
performance caused by increasing security risks.22 An independent monitoring
agent, recruited for the ARTF in 2011, is conducting field verification of physical
facilities, but supervision of education services remains challenging, and
verification of school facilities is just one aspect of a functioning education
program. Donors, too, have expressed concern about the quality of monitoring
and reporting in EQUIP (see, for example, Ecorys 2012).

Despite the gender-sensitive design of the EQUIP program, significant
challenges remain in closing the gender gap in education. The program
encourages girls’ education by prioritizing girls’ schools, recruitment and
training of female teachers, and female representation in the School Management
Committees (shura). However, results are mixed (Jackson 2011). Overall,
enrollment rates have improved. EQUIP I and II have enabled enrollment of
701,043 boys and 469,130 girls. School shuras have been established in 11,000
communities and almost 10,000 schools received Quality Enhancement Grants
for purchase of school supplies and equipment, and over 5,000 classrooms were
built.
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However, over 30 percent of schools completed through infrastructure grants
do not comply with the gender-equity criteria necessary for girls’ attendance.
An inspection carried out for the 2011 midterm review found that 50 percent
of the schools were missing latrines and over three-quarters were without
boundary walls. These elements are significant barriers to female education in
Afghanistan. Dropouts are also a serious concern, particularly for girls as they
graduate from primary education; this is not covered adequately by EQUIP’s
monitoring system. Conditional cash transfers have been used effectively to
increase enrollment rates for girls by about 10 percent in Pakistan and Turkey
and by over 30 percent for girls transitioning from primary to secondary
education in Cambodia (World Bank 2012b). Such incentives could overcome
both cultural and economic constraints to girls’ education, but are not yet part
of the Afghanistan program. Insecurity and the absence of female teachers are
reported to be the main factors inhibiting female education (AIHRC 2010).

Security constraints have been aggravated by rising insurgency in the past
few years, especially in some parts of the country, and these have acted as
a significant deterrent for girls” education. The impact of the 2014 transition
on girls’ education in particular, and gender equality in general, is among the
biggest worries of the Afghan government and its international partners.

While EQUIP succeeded in gaining country ownership of projects and activities,
this was not fully the case in higher education or technical and vocational
training, which had a slow start and have had more modest outcomes. The higher
education law has not yet been approved by the Parliament, and a National
Qualifications Framework for vocational training is still under negotiation.
SHEP started slowly due to a design flaw that assumed universities could operate
in a decentralized manner, when in fact they are highly centralized and not
allowed to collect their own income. Subsequently, SHEP addressed the design
flaw by providing block grants to 12 universities and improving university
management, as well as providing resources for training faculty at universities
abroad. Although the initial design of the project was flawed, over time the
Bank has aligned itself better with the government’s national priorities and
supported the Ministry of Higher Education in developing a strategy.

The Afghan Skills Development Project achieved modest outcomes
during FY08-11. The project has been successful in providing support to
six institutions for technical and vocational training and in establishing the
National Institution of Management Administration, a new institution designed
to train junior management personal, junior accountants, and ICT technicians.
It successfully graduated 1,510 students in 2011, and 1,058 of these graduates
were given diplomas by the University of Jyvskala of Finland. In informal
technical and vocational training, the project financed the training of 7,500
poor women, marginalized farmers, and youth.

While the project was analytically sound, responding to three economic
concerns—youth unemployment, reduced employment prospects for Afghan
citizens, and the country’s success in getting children re-enrolled in school—
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it suffered from the challenges of coordinating across 11 ministries. In
addition, the program has suffered implementation problems largely due to
staff turnover and shortcomings in government leadership. In 2010, several
government staffers working on the project left, and the project did not have
any disbursements during FY10. Inconsistencies in donor support for skills
development also hamper the development of a coherent approach. Some
support in-country skills training, others send students abroad for training.
One complaint heard in the field was that the availability of Bank staff has
varied. While the Bank was perceived to be more responsive in the past, clients
feel that it has become increasingly difficult to access the Bank’s team.

Overall Assessment for Health and Education

Table 3.8 summarizes the achievements of performance benchmarks in the
health and education sectors.

1R B Status of Performance Benchmarks

Source

Benchmark ‘ Status

Health

2003 TSS Number of children immunized Good progress: By 2006, full immunization (BCG, OPV3, DPT3, and
measles) increased from 15 percent to 27 percent (rural); by 2010,

immunization for measles had increased to 62 percent.

2003 TSS Number of people with access to/reached

by basic public health services

Good progress: By 2006, contraceptive prevalence increased from
5 percent to 15 percent, skilled antenatal care from 4.6 percent
to 32.3 percent; skilled birth attendance from 6.0 percent to 18.9
percent

2006 ISN 70 percent DPT coverage among children
12-23 months of age; 90 percent of rural

population with access to BPHS

Good progress: 85 percent coverage in 2008 (HMIS data) com-
pared to 2006 data.® DPT1 (60 percent), DPT2 (48 percent), DPT3
(35 percent). By 2008/09, 82 percent of the population had access
to primary healthcare

2006 ISN Average quality of care in publicly fi-|Achieved: The national median score for the average perfor-

2009 ISN

2003 TSS

2006 ISN

2009 ISN

nanced health facilities as measured by
balanced scorecard reaches 60 percent

Progress in achieving universal access to
the BPHS with increased gender parity in
access to services

Number of children in school, disaggre-
gated by gender

10 percent net enrollment increase (year-
ly) in primary education and an increase
in the enrollment of girls from 40 percent
net to 50 percent

Further increase in enrollment at the pri-
mary, secondary and vocational levels,
with an improvement in gender parity

mance across the 26 indicators in BSC increased from 50.4 per-
cent in 2004 to 71.7 percent in 2008

Good progress: Outpatient visits per capita increased from 1.20
in 2010 to 1.27 in 2011.

Education

Good progress: 4.3 million children enrolled in school by 2003, of
which 34 percent were female

Good progress in enrollment, especially in primary education.
Under EQUIP I and II, 701,043 boys and 469,130 girls enrolled.”

7.2 million in school by 2011, of which over 40 percent are girls.
Slow progress in vocational levels with 2,700 students enrolled
and 1,510 graduated from NIMA.

Note: DPT = diphtheria, pertussis, and tetanus; BCG = Bacillus Calmetter-Guérin; OPV = oral polio vaccine.
a. Earlier data are from Afghanistan Household Survey conducted by Johns Hopkins University in 2006.

b. EQUIP data are from Mid-Term Review of July 2011.
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Risks to Development Outcomes

Public Financial Management: The slow progress on upstream budget
preparation and procurement by line ministries and subnational entities risks
undermining the progress made on accounting, financial control, and reporting,
and hampers improvements in service delivery. This risk is heightened by the
faster increases in core expenditures (particularly those related to security)
relative to domestic revenues and the threat to fiscal and macroeconomic
stability.

Public Sector Governance: The reliance on the second civil service for gains
in public administration and governance leads to multiple risks, as signaled
above: the risk of sustainability if security deteriorates or donor funding
decreases and the risk that the extreme pay differentials will become politically
and socially untenable. There is also the risk that as foreign forces leave, the
regime may find it necessary to roll back the administrative improvements
that have been achieved, in order to make greater use of public resources to
make the nontransparent transfers to elite supporters needed to sustain a
ruling coalition. The dominance of security forces on the public payroll and
operational budget poses the additional risk of a power imbalance between the
military and civilian sectors.

Health: While there is broad agreement among government officials and
development partners on the relative success in the health sector due to the
outsourcing of public health services to NGOs, there are risks to sustaining
these results over the next decade. The continuity and quality of NGO services
is dependent on the responsiveness and transparency of the contracting
process, which has come under increasing stress since the integration of the
program within MOPH. This is due to a lack of consistency in the length and
scope of contracts; changes in the nature of contracts from “cost-plus-quality
contracts” to “least-cost contracting”; and lack of ownership of the contracting-
out approach, particularly among provincial health authorities.

The other key element of the program—third-party monitoring for results
measurement—has suffered delays in implementation of the service delivery/
balanced scorecard because of security issues and technical debates among the
service provider, the Bank, and the MOPH. Early resolution of these issues to
maintain a third-party verification system is essential for the preparation of a
new sectorwide health program.

While there is growing demand for secondary and tertiary hospital services, it
is important that work on secondary and tertiary levels of care not come at the
cost of basic primary care.

Maintaining the momentum established on reproductive and women’s health,
which has been the main factor in improving health outcomes, is critical.
However, retention of newly trained midwives in rural areas is low, with many
recent graduates preferring to work in Kabul or other urban areas. Sustaining
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early gains in the health sector will not be possible without continued support
for training and placement of female health workers.

Education: There is evident government ownership and widespread demand for
education, but several risks remain. The country risk arising out of insecurity is
substantial, particularly for female education, but high government ownership
and beneficiary demand may suffice to offset this risk. The main risk to this
subsector arises from the sustainability of the recurrent budget to fund teacher
salaries.

Coordination across multiple institutions and ownership is a continued risk
for higher education and technical and vocational training. The efforts to
develop a National Qualifications Framework and address the fragmentation of
coordinating partners in the Afghan Skills Development Project are steps in the
right direction toward sustainability. There are now more frequent meetings
across ministries on vocational training, but there is lack of real ownership
among the ministries. This is a risk going forward. Without continued Bank
support to coordinate the project, the vocational training program may not
be sustainable. Similarly, while SHEP has made improvements in engaging
the Ministry of Higher Education, this remains one of the weaker ministries,
requiring more intensive supervision by Bank staff.

The sector has also suffered from frequent staff turnover in the Bank’s team.
Over the past 10 years the project has had five task team leaders. Individuals
in the ministry feel that it has lacked a sense of continuity throughout the
period, adding to sustainability risks. While in-country postings of two years
are not unusual in FCS, there appears to be a need to consider alternate methods
of ensuring continuity, either through support from staff in neighboring
countries or by continued support from staff that are no longer based in the
country office.

Notes

1. The same broad conclusions were reached by the IMF, which found “treasury,
budgeting, and tax administration are fully functional. . . . (but) Low execution
rates reflect capacity constraints, unrealistic multiyear budget and spending
patterns with significant front-loading of spending, and poor procurement
planning and contract management.” IMF 2011, pp. 5, 15.

2. The top pay grade of the Bank-supported Management Capacity Program is $7,500
per month, which is over 11 times the top pay grade under the government'’s
enhanced pay and grading scheme for civil servants.

3. For example, Nam Theun 2 Poverty Reduction Fund (Lao PDR), Oil and Natural Gas
Sovereign Fund (Timor-Leste), Stabilization Fund (Mongolia).

4, Recent data are mostly from World Development Indicators which has figures
validated by inter-agency estimates. The Afghanistan Mortality Survey (AMS),
November, 2011 reports slightly lower figures but some scholars question the
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internal consistency and therefore face validity of the AMS survey findings,
particularly those pertaining to southern provinces (see, for instance, Hill, 2012).
The maternal mortality ratio is from Trends in Maternal Mortality 1990-2010:
WHO, UNICEF, UNFPA and The World Bank estimates (2012).

5. The beneficiary survey was conducted in January-February 2012 using radio
advertisements to solicit responses from Nangarhar Province in the east and Herat
Province in the west. Those responding with an SMS were surveyed in Dari and
Pashtu by calling back their mobile phones. The survey received 298 respondents
from Nangarhar and 366 from Herat.

6. The Facebook survey was conducted in February-March 2011.

7. The government’s performance is rated most positively in the Asia Foundation
survey with regard to the provision of basic services such as education (85 percent),
healthcare (68 percent), and security (62 percent). Furthermore, in 2011, fewer
respondents identified electricity, roads, and healthcare as major local problems
than in almost any previous year, suggesting that progress is being made in these
areas too.

8. The Health Sector Emergency Reconstruction and Development Project and two
supplements ($110 million), the Strengthening Health Activity Project ($79 million
IDA and $17 million from ARTF), the Afghanistan HIV/AIDS Prevention Project
($10 million), and support for an HIV/AIDS Prevention Project ($10 million) and for
Avian Flu ($8 million)

9. World Development Indicators.
10. “Teacher training report,” Ministry of Finance.

11. In 2009 the World Bank and Ministry of Education supported a study of security
risks at the school level, which was conducted by CARE International. The study,
based on analyses of databases maintained by the ministry and UNICEF, and more
than 1,000 interviews of stakeholders at various levels, found that more than
670 attacks were carried out in 2008, including arson and murder of teachers and
students, most frequently, arson of school buildings or inventory. About 20 percent
of local education personnel interviewed stated that they had been threatened. Of
all attacked schools, girls’ schools account for 40 percent, while mixed schools (32
percent) and boys’ schools (28 percent) made up the rest. NGO-supported schools
seem to be less targeted than government-supported schools. The study concludes
that “education stands the strongest chance of being optimally protected if
the analysis, decision-making and implementation power of schools security is
decentralized to the provincial, district and community levels” (Glad 2009).
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Context

The agriculture sector (including livestock but excluding opium poppy
production) accounts for about 30 percent of GDP and employs about 65 percent
of the national labor force. If the estimated value of illegal opium poppy
production (which replaced cotton on many farms in 2000) is included, the
agriculture sector accounts for at least 35 percent of the economy. An overview
of the issues associated with the opium poppy production in Afghanistan is
presented in box 4.1. The agriculture sector also provides livelihoods for about
75 percent of the population, and hence per capita rural incomes and welfare
are much lower than in urban areas.

Rural incomes vary substantially between regions due to the differences in
growth resulting from the wide range of topographic, climate, water resource,
and soil conditions across Afghanistan. Growth and reduced variability in
agricultural production and rural development have been high priorities in
the government’s development strategies.! Nevertheless, the NSP has been
the Bank’s flagship in this cluster of activities. While the NSP’s support for
agriculture has been modest in the context of Afghanistan’s need to stimulate
growth, it has made an important contribution to social stability in rural areas.

The Bank Group's strategy for promoting rural growth and improved rural
livelihoods included: (i) support for rural programs where there are high
returns in terms of legitimate economic outputs and poverty reduction and
(ii) linkages between rural development programs of the Ministry of Rural
Rehabilitation and Development (MRRD) and the Ministry of Agriculture,
renamed the Ministry of Agriculture, Irrigation, and Livestock (MAIL).

The Bank Group supported this strategy through assistance in three areas
from 2002 to 2011: rehabilitation of rural roads ($352 million); the NSP ($1.35
million); agriculture/rural development, which includes rehabilitation of water
delivery for irrigation systems, rejuvenation of the horticulture and livestock
sectors, development of rural enterprises, and related activities to generate
rural livelihoods ($389 million). The third of these includes support for
developing a focused agriculture-rural development strategy, as well as water
resources development in the Kabul Basin for urban and rural use.2 The most
recent ISN (World Bank 2012) also envisaged that IFC would scale up its work
in the horticulture sector.

Rural Roads

In 2000, rural roads in Afghanistan were in extremely poor condition,
having suffered wartime destruction and decades with almost no repair or
maintenance. This was a substantial constraint to delivering social services to
rural areas and to the efficient marketing of agricultural products. One of the
government’s national initiatives agreed at the Bonn Conference in 2001 was the
National Emergency Employment Program (NEEP), a labor-intensive program to
rehabilitate rural roads throughout Afghanistan.2 NEEP was intended to rapidly
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The Poppy Problem

Background

Afghanistan produces more than 90 percent of the world’s high-quality opium. High prices make it
the most profitable crop, and strong demand has driven the estimated value of this illegal crop to
about $1.4 billion, about 9 percent of GDP in 2011. Taxes of 10 percent on the opium trade imposed
by the Taliban have financed their activities; not surprisingly, poppy-producing areas have the
highest incidence of insecurity and conflict. As a USAID report (USAID and Checchi and Co. Consult-
ing 2007) noted, “The comparative advantage of Afghanistan in opium production lies solely in its
lawlessness.” Nevertheless, poppy production has raised the incomes of many farmers, processors,
and traders, and has led to lower poverty in poppy-producing provinces—23 percent compared to 36
percent for all provinces. Drug addiction in Afghanistan is also reported to be increasing.

Bank Studies

The Bank has made a substantial investment in studies of the drug industry over the past decade.
The first, “Drugs and Development in Afghanistan” (Byrd and Ward 2004), concluded that “The nex-
us of drugs with insecurity and warlords” threatened “the entire state-building and reconstruction
agenda.” The paper recommended aggressive interdiction combined with an alternative livelihoods
strategy. The second was a collaborative effort with the United Nations Office of Drugs and Crime,
which resulted in analytical papers focused on relevant issues in FY07 (Buddenberg and Byrd 2006).
There is no evidence that the papers had a significant impact on government antinarcotics policies
or programs. The final study conducted in collaboration with DFID (Ward and others 2008), examined
how incentives could be used to influence farmers to diversify away from opium to other high-value
agricultural crops. However, evidence in this paper that farmers in major poppy-producing areas
could be attracted to diversify from opium to other crops was weak.

Bank Strategy

In its appraisals of the Emergency Irrigation Project and the Horticulture and Livestock Projects the
Bank asserted that the projects would generate incentives for diversification out of poppy produc-
tion. This has not occurred, and this rationale for agricultural projects was dropped.

The Bank’s latest ISN indicated that the Bank “will not be playing an active role on counter-narcot-
ics,” although it would help “build the institutions and open the economy that will help give the
rural population other options to illicit activities.”

Sources: Byrd and Ward 2004; Buddenberg and Byrd (eds) 2006; Ward and others 2008; UNODC 2011; Islamic Republic of Af-
ghanistan and World Bank 2010; Ministry of Economy and World Bank, “Poverty Status in Afghanistan,” July 2010. USAID and
Checchi and Co. Consulting 2007; World Bank 2012b.

generate employment in rural areas at a subsistence wage and provide a safety
net to as many people as possible in as short a time as possible. The context
for this project was a degraded rural roads system and chronic deprivation in
rural areas, compounded by the negative impact of severe droughts in 2000 to
2002 and again in 2004. These factors conspired to displace large populations,
creating massive disruptions to rural livelihoods.

WoRrLbp Bank Group OBJIECTIVES

The objectives were to rehabilitate rural access roads to relieve constraints on
delivering social services, improve marketing efficiency of agricultural products,
and provide employment for poor rural households. For the 80 percent of the
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Afghan population living in rural areas, incomes were barely at subsistence
levels when the Bank’s assistance programs for improving rural access, based
on labor-intensive methods, were launched. These objectives were relevant to
the development strategies of the government and the Bank Group.

REsuLTs

The results are summarized in table 4.1. The first rural road rehabilitation
program, the Labor Intensive Works Program, was started during the Bank's
re-engagement in Afghanistan. The program, initiated in May 2002, focused
on providing employment and rehabilitating irrigation systems and rural roads
at the provincial and district levels. It was part of the Emergency Community
and Public Works Empowerment Program, the initial phase of the NSP. In early
2003, the Labor Intensive Works Program separated from the larger program
and eventually became Phase I of the NEEP, which focused exclusively on rural
roads through the Ministry of Public Works (secondary roads) and the MRRD
(tertiary roads).

Following a government and Bank review of the program in 2004/2005, the
rural roads rehabilitation program was reoriented to focus less on employment
generation and more on improving the quality of roads and their sustainability.
Afghanistan has approximately 40,000 kilometers of rural roads, about 10,000
kilometers of which have been rehabilitated since 2001. Close to 60 percent of
the rehabilitation was done with World Bank/ARTF assistance, but Provincial
Reconstruction Teams funded by bilateral agencies and the U.S.-financed
Commander’s Emergency Response Program also provided financial support for
rural road rehabilitation.

1L % Bl Summary Results of Pillar 2—Rural Roads

Results associated with Bank Group goals ‘ Bank Group contribution to results

Bank Group Objective: Further rehabilitation of rural access roads (ISN, May 5, 2009) and provide employment for poor rural
households.

rural roads, 10,000 have been rehabilitated since 2001.
Close to 60 percent of this work was done with Bank/
ARTF assistance.

e Provincial Reconstruction Teams and the Commander’s
Emergency Response Program, both financed by the
United States, also provided financial support for ru-
ral road rehabilitation, together with the Bank/ARTF-
funded NSP and a few bilateral donors.

e The government states it now has the capacity to im-
plement rural road rehabilitation programs itself due
to the Bank's support for staff training.

e 0f Afghanistan’s approximately 40,000 kilometers of|e

Three rural road rehabilitation projects (NEEP, the National
Emergency Employment Program for Rural Areas, and the
National Emergency Rural Access Project) were financed by
the Bank and the ARTF. Together they rehabilitated close to
5,900 kilometers of rural roads and provided about 8 million
days of employment. However, sustainability of rural roads
remains a challenge.

The Bank and the government have differed on policy issues
for rural roads, such as their width and surfacing.

A policy on the width and surfacing for rural roads could
have been resolved five years ago when the government re-
quested Bank advice on rural access policy. The Bank did not
respond, and preparation of a rural access policy was stalled.
It is being prepared as part of the National Emergency Rural
Access Project.

Source: IEG evaluation.
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WoRrLb Bank Group CONTRIBUTIONS

The government/Bank review revealed that employment benefits from the
Labor Intensive Works Program and NEEP were not accruing to the poorest
groups in the population. The roads were often located far from village
settlements and construction quality was poor. These projects therefore had
not functioned as intended. The National Emergency Employment Program for
Rural Access Project (NEEPRA), approved in June 2002, placed greater emphasis
on the quality of rehabilitation, reconstruction, and maintenance of essential
rural access infrastructure, using labor-based approaches when appropriate,
enhancing short-term employment opportunities for the rural poor. The
National Emergency Rural Access Project (NERAP), which was approved in FY08
and followed NEEPRA, also adopted this model. These objectives were relevant
to Afghanistan given the devastation of its rural infrastructure and high rural
unemployment.

Substantial progress was made on achieving physical targets. The first two
Bank-assisted projects to focus exclusively on rural roads (NEEP and NEEPRA)
had a combined target to rehabilitate 6,500 kilometers of rural roads; they had
rehabilitated 4,670 kilometers when the projects closed. The ongoing NERAP
Project, with a rehabilitation target of 3,600 kilometers, had rehabilitated 1,260
kilometers of rural roads by mid-FY11. Taken together, these three projects
accounted for 60 percent of all rural road rehabilitation over the decade and
generated about 8 million days of employment, compared with their original
combined target of 9.5 million days.

Nevertheless, the Bank made little progress on policy issues. The
government/Bank review of the Labor Intensive Works Program and NEEP also
drew attention to the absence of an “explicit rural development strategy” and
a “cohesive rural transport or an overall transport policy” (Islamic Republic of
Afghanistan and World Bank 2005, p. 5). Subsequently the government asked
the Bank to assist in the preparation of a rural access policy to inform the
NERAP.

Although the Bank prepared a Policy Note in 2007 (World Bank 2007d), there is
no record of a government response. It took another four years (when the NERAP
project was being appraised) to initiate preparation of a formal rural access
policy, which is expected to be completed by the end of 2012. In the meantime,
the Bank and the government differed on policy issues for rural roads, such as
their appropriate width and surfacing, which are major concerns for a country
with considerable geographic variation and severe winter conditions.

Bank staff has advised that an agreement was reached on rural road standards
for the National Rural Access Program in mid-2011, and there was a reqular
dialogue with the government authorities on issues such as the relative
responsibilities of the Public Works Department and MRRD, as well as a
strategy for maintenance. However, the government response to the CPE
reflects continued concern that the rural roads program needs to adapt to the
geography and climatic conditions of the country. As it is, there continue to be
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differences between the Bank and the government on the match between the
rural roads program and Afghanistan’s rural transportation needs. The lack of a
policy has also been reflected in the inadequate arrangements for maintenance
of rural roads. If not addressed successfully, this issue will remain a threat to
the sustainability of all rural roads.

The contribution of the rural road rehabilitation program is acceptable progress
toward the target, given the difficult security circumstances. However, the
substantial delay in assistance in preparation of a rural access policy, belatedly
being addressed under the NERAP, and continued gaps in the strategy for
maintenance of rural roads were significant shortcomings.

National Solidarity Program

NSP is widely recognized as one of the government’s key National Priority
Programs. The 2012 ISN calls it the flagship of the Bank’s program in rural
areas (World Bank 2012, p. 23). The program relies on facilitating partners,
contracted by MRRD, to organize rural communities into locally elected CDCs,
and to help them identify priority subprojects to be financed by a grant to each
CDC.

WoRrLb Bank Group OBJIECTIVES

The Bank Group’s objectives during the evaluation period were to strengthen
community-level governance and to improve the access of rural communities
to social and productive infrastructure and services by completing, expanding,
and building on the rollout of the NSP across the country. The objectives were
relevant to the government’s 2004 and 2008 development strategies.

REsuLTs

“NSP increases connections between villages and the central government
and ... improve(s) the perceptions of male villagers of . . . government
representatives. . . . The program, at this interim stage, is found to improve
access of villagers to drinking water and electricity, but does not appear to
impact the access of villagers to infrastructure or result in any changes in
overall economic activity, female socialization, or levels of community trust or
the prevalence of disputes” (Beath and others 2010, p. 73).

The outputs achieved by the NSP are remarkable in both scale and geographic
coverage (table 4.2). Since 2003, the NSP has reached all 34 provinces and
resulted in the establishment of 27,360 CDCs, which have undertaken at least
59,629 locally identified subprojects.* There is little doubt that NSP grants to
communities have improved local capacity to plan and manage development or
rehabilitation of basic public infrastructure in rural areas. These subprojects
have largely consisted of physical works for transport (26 percent), water
and sanitation (24 percent), irrigation (19 percent), power (12 percent), and
education facilities (10 percent).
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IEL /%2 Summary Results of Pillar 2—National Solidarity Program

Results associated with Bank Group goals

Bank Group contribution to results

and productive infrastructure and services.

Bank Group Objective: Strengthen community-level governance and to improve the access of rural communities to social

e Since 2003, the NSP has supported 27,360 CDCs, and fi-
nanced 59,629 subprojects, 80 percent of which have
been completed.

e NSP grants to communities (assisted by facilitating
partners) have improved local capacity to manage the
planning, rehabilitation, and development of basic
public infrastructure in rural areas.

e NSP subprojects are primarily for transport (26 per-
cent), water and sanitation (24 percent), irrigation
(19 percent), power (12 percent), and education (10
percent).

e (CDCs have also contributed to building social capital

Four Bank-assisted NSP projects were implemented, two-
thirds of the funding coming from the ARTF.

NSP’s facilitating partners obtained funds from other do-
nors to broaden their activities beyond NSP’s scope. The re-
sult has been additional services to communities.
Government and Bank programs are using the CDCs as entry
points for other development projects.

The sustainability of NSP will depend on the transition
of CDCs into village councils (envisaged under the consti-
tution). A proposal for this transition is currently under
consideration by the government. However, the links with
other tiers of local government are still being debated.

and empowerment of women in rural communities, al-
though results vary across the country.

Source: IEG evaluation.

At the outcome level, results are more modest. Results from the 2009 survey
for the impact evaluation®* showed improvements in villagers’ perceptions
of well-being and that villagers are more optimistic about future economic
changes. However, at the time of that evaluation, there were no significant
impacts yet on objective measures of economic welfare, such as levels of
household income or consumption. The results from the 2011 survey were not
available at the end of 2012.

Gender impacts of the NSP have been positive but have not yet translated
into outcomes. The NSP has produced a small change in the beliefs of male
villagers concerning the involvement of women in village governance. The
men had become more open to the existence of women's councils and a larger
proportion supported the participation of village women in the selection of the
village headman.

There is no evidence, however, of the impact of the NSP on attitudes toward
female participation in community life generally. The NSP has not affected the
frequency of socialization among female villagers, although it increased slightly
the tendency of women to leave their compound without a male chaperone and
the probability of village women holding meetings with women from other
villages or with government officials (Beath and others 2010, p. 46).

The program has resulted in increased involvement of women in income-
generating activities, but there is no evidence yet of impacts on asset ownership
by women, on the control of women over earned income or owned assets, or on
the involvement of women in household decisions. Gender impacts also vary
considerably across the country (Echavez 2012).
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NSP’s impact on social capital and local governance is less clear and more
contested than its impact on local infrastructure development. The 2009
evaluation found that NSP did not have any impact on measures of community
trust or solidarity (Beath and others 2010, p. 52) or on the outbreak of village
disputes or tribal feuds. The governance effects come from the formation and
functioning of CDCs and the increased connections between villages and select
government and nongovernment institutions (Beath and others 2010, p. 41).
The interaction between citizens and the government within the project
domain has improved, but the NSP had limited impact on the legitimacy
of government authority (Beath and others 2010, p. 45). And in terms of
the spillover effects on other development programs and civic activities, the
evidence on governance remains weak.®

The evidence on community-level democratic governance at the village
level is unsubstantiated. Although CDC elections are expected to be held every
three years, and feedback from the facilitating partners indicates some rotation
does occur. Since September 2006, when the role of the German Agency for
Technical Cooperation (GTZ) as oversight consultant was discontinued, neither
the Bank nor MRRD have been able to monitor these elections systematically.
Some studies have found that the CDCs function largely as a conduit for
development funding, but that other customary social organizations—shuras
(religious councils) and jirga (traditional tribal assemblies)—play a stronger role
in dispute resolution (especially for local land disputes) and enhancing personal
safety and security (Murtazashvili 2009).” An audit of the NSP by the Special
Investigator General for Afghanistan Reconstruction of the NSP concludes that
the data do not exist to establish improvements in local governance by the
formation of CDCs (SIGAR 2011, p. 17).

IEG found positive benefits reported by two-thirds of respondents, although
there was some regional variation in results. IEG's beneficiary survey, conducted
in two provinces, found that 69 percent of respondents reported NSP activities in
their village, with slightly higher numbers in Nangarhar than in Herat. Overall,
65 percent of respondents perceived improvements in rural infrastructure (roads,
irrigation, or water supply) and 68 percent in agricultural livelihoods in the past
five years. But results were lower with regard to their own financial situation (52
percent reported improvement), and there was considerable disparity across the
two provinces: 68 percent from Nangarhar said they were financially better off
compared with 39 percent from Herat® (appendix G).

The absence of viable local government organizations keeps the CDCs from
establishing formal links with subnational government structures. The Afghan
constitution provides for a three-tiered local government system with provincial,
district, and village councils functioning under the national government
within a unitary state. However, the Independent Election Commission has
been unable to hold local government elections, and the provinces and districts
are currently headed by governors nominated by the president. Subnational
governments in some provinces have received direct assistance from Provincial
Reconstruction Teams and bilateral donors, but there is wide variation among
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them due to lack of an agreed local government design within the government
and ineffective coordination among partner organizations.

In the absence of an elected local government system, the government is
considering a proposal put forward by MRRD to recognize the CDCs as interim
village councils to undertake local government functions. Some CDCs have also
clustered together to undertake multivillage subprojects with funding from
sources outside the NSP, including the Japan International Cooperation Agency
(JICA) and the Japanese Social Development Fund. In more than 300 districts,
MRRD has encouraged CDC representatives to establish district shuras (District
Development Assemblies [DDAs]) with the support of a UNDP project.? However,
these efforts to federate the CDCs are not formally integrated within the NSP,
and MRRD’s proposal to recognize the district shuras as district councils,
parallel to the village councils, has met with greater resistance from both the
IDLG and the NSP's financiers.

While there appears to be some reluctance to partner with the DDAs, since their
capacity has not been assessed and is reported by management to be uneven,
there are prima facie no grounds to believe that the CDCs have uniformly strong
capacity either. The challenge of transforming the CDCs and DDAs into formal
village and district councils should not be underestimated. Nonetheless, from
a governance perspective, the CDCs as village councils are more likely to be
sustainable if they are linked to the district and/or provincial levels and their
respective roles in longer-term development activities clarified.

WorLbp Bank Group CONTRIBUTION

The Bank’s most significant and relevant contribution was the initial design of
the NSP, which allowed rapid outreach to rural communities across the entire
country. The need for a community-based development program was identified
during the Preliminary Needs Assessment and elaborated more fully in the
discussion paper produced by a Joint Donor Mission in March 2002.

The Bank also provided support to MRRD to build their capacity to manage such
a large-scale, nationwide program, and substantial resources from IDA and the
ARTF enabled the NSP to reach every province in Afghanistan.

The NSP has relied heavily on a single grant investment ($200 per household)
for village-level projects to catalyze formation of CDCs. The rapid success of
the NSP can be attributed to the simplicity of its design and the ability of the
MRRD to mobilize a network of facilitating partners, many of which already
had a field presence in the provinces and were willing to facilitate formation of
CDCs, even in conflict-affected districts.

CDCs have potential as an entry point for local development, but the NSP’s
monitoring system does not capture parallel activities undertaken by other
agencies in the NSP target areas and may well be underestimating these effects.
To consolidate the initial gains of the NSP, the government and the Bank are
encouraging other programs operating in rural areas to use the CDCs as entry
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points for rural development activities, but related activities by the facilitating
partners and other donor partners remain unrecognized by the Bank.

Feedback from a sample of facilitating partners revealed that most of them were
already carrying out additional development or humanitarian activities—such
as microfinance, water and sanitation, health, education, and community-based
disaster risk management—with financing from other sources. Since these
activities are not part of the Bank-financed program, their role in sustaining
the CDCs beyond the initial grant-financed subproject is not tracked or measured
by the Bank and MRRD, even though they are, in effect, a “program subsidy” to
the NSP. Even the project paper for NSP IIT is silent on this supplemental role of
the facilitating partners.

UNDP supports formation of DDAs (shura), composed of CDC representatives
through the National Area-Based Development Program. The Bank prepared a
Discussion Paper on district governance in Afghanistan (World Bank 2011b),*
but this has not had any impact on the NSP. JICA has also financed multivillage
projects through CDCs, but neither UNDP- nor JICA-supported activities have
been formally integrated with Bank-financed NSP activities. Consequently,
development partners have often worked at cross purposes, and the whole
is less than the sum of its parts. At the very least, the Bank is missing an
opportunity to compare which of these sets of programs are more effective in
enhancing local-level governance and institutional sustainability.

For a program of this size—by far the largest administered by the Bank
in Afghanistan—there is relatively little formal AAA. External agencies
have undertaken numerous studies and evaluations (for example, see Brick
2008a, 2008b; Ecorys 2012; Murtazashvili 2009; SIGAR 2011; Torabi 2007), and
a randomized impact evaluation (Beath and others 2010) has been undertaken,
whose final results are expected in FY13. The impact evaluation only analyzes
nationwide results and is missing the opportunity to assess the impact of
two important variables—regional/cultural diversity and facilitating-partner
program diversity among the regions.

The one-off intervention in the NSP program is a significant design
flaw. A Policy Research Report (Mansuri and Rao 2012) based on a review of
over 450 projects finds that unless designed carefully, participatory projects
often fail to build cohesive and resilient organizations. “Only when projects
explicitly link community-based organizations with markets, or provide skills
training, do they tend to improve group cohesiveness and collective action
beyond the life of the project” (Mansuri and Rao 2012: 25). The report finds
that community participation programs are most effective when they are
systematically linked to state institutions: “most successful programs tend to
be those implemented by local governments that have some discretion and
are downwardly accountable.... Local participation appears to increase, rather
than diminish, the need for functional and strong institutions at the center
(Mansuri and Rao 2012: 31).”
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Mansuri and Rao conclude that local participation does not work when it is
merely the ad hoc creation of a project. It works when it has teeth, when it
builds on organic movements, when it is facilitated by a responsive center,
when it is adequately and sustainably funded, and when interventions are
conditioned by a culture of learning by doing. While the effect of the initial
stimulus provided by a project grant is undeniable, for the benefits to be
sustained the NSP needs to keep the CDCs engaged either by continuous support
in other sectors or through regular fiscal transfers to local communities on a
much smaller, affordable scale.

The NSP made substantial progress toward its stated objectives, but the
financial sustainability of the current model is in doubt. Under NSP III, the
Bank has approved a second round of project grants on the same scale ($200
per household), in addition to extending the first-round grants to villages not
previously reached.

The simple design of the NSP has ensured a high disbursement rate, increasing
the attractiveness of the program, increasing donor tolerance for the relatively
high 28 percent spent on the facilitating partners and administrative costs,
about half of which is spent on community mobilization and capacity building
of CDCs.22 It is highly unlikely that the government or donor partners will agree
to continue this level of funding for nationwide coverage by a second round of
NSP grants, given the realization that overall aid levels might shrink after 2014.
Either the size of the second grant needs to be reconsidered or the program
will result in unequal entitlements to different villages, a risky strategy in
a conflict environment. Unless the NSP is formally linked to higher levels of
local governance structures and CDCs receive regular intergovernmental fiscal
transfers on a sustainable scale, financial sustainability cannot be assured.

Procurement and payment delays place hidden costs on program
implementation. The MRRD operates through performance-based contracts
with the facilitating partners, and the contracts are continuously renewed
and extended as the program expands. Implementation has been hampered by
procurement and payment delays. The SIGAR audit found that 14 percent of
payments to facilitating partners between 2009 and 2011 were delayed (SIGAR
2011, p. 21). This is an underestimate, however, because it does not include the
delays in contract signing. The majority of facilitating partners interviewed
reported that procurement delays were even more problematic and, in previous
years, they were instructed to start work in new areas even before receiving
signed contracts. The procurement process is reported to have improved in the
past year.

The Bank has contributed substantially to the government’s program, ensuring
access of rural communities to social and productive infrastructure and services
on a large scale, and to creating CDCs, which have a potential role in local
governance, but the NSP contribution to the overall objectives of pillar 2 was
modest. The contribution of the NSP to rural growth will remain modest, but
its potential impact on governance and accountability is more significant. The
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latest country strategy (ISN 2012-14) states that “NSP III will aim to lock in the
local governance structures represented by CDCs” (World Bank 2012: 23). It is
simply not feasible for more than the current 40,000 CDCs (29,000 existing and
another 12,000 potential CDCs) to liaise directly with the central government.
It is imperative that the government and its partner organizations pool efforts
to develop an agreed local governance system, either building up from the
village level or linking village-level CDCs to higher tiers of local government
for sustainable provision of public services. Without this linkage, the aim of
locking in local governance structures cannot be achieved.

Agriculture and Water Resources Development

Consistent withitsimportance asasource of economic growth and formal exports,
the government has given agriculture prominent attention in its development
strategies. A government document entitled “Securing Afghanistan’s Future:
Accomplishments and the Strategic Path Forward” in 2004 projected an annual
growth rate between 5 and 7 percent in agricultural production over 10 years.
“Agriculture,” the document said, “is the mainstay of Afghanistan’s economy
and will remain so in the future” (Islamic Republic of Afghanistan and others
2004, p. 53). “The Afghanistan Ministry of Agriculture, Animal Husbandry and
Food Master Plan” (Chemonics International, Inc. 2006) laid out a plan for some
subsectors in agriculture and proposed an agricultural growth rate of 6 percent
per annum, but it did not cover most of irrigated agriculture and did not cover
forestry at all.

The Afghanistan ANDS for 2008-2013 (Islamic Republic of Afghanistan 2008)
reaffirmed agriculture’s priority status and projected growth at 5 percent per
year.22The government saw irrigated agriculture as the main source of growth,
and therefore made rehabilitation of irrigation infrastructure a high priority in
all development plans. It has been estimated that in the 1970s about 3.2 million
hectares were under various irrigation technologies, from traditional systems
using intricate underground water delivery systems to some modern “run of
the river” systems. Currently, however, only 1.8 to 1.9 million hectares are
being irrigated, generally at low levels of efficiency. Of the 3.2 million hectares,
only 10 percent were being irrigated in 2010 using properly engineered systems
(World Bank 2010).

WorLp Bank Grour OBJIECTIVES

The objectives were to promote growth of the rural economy and improve rural
livelihoods through rehabilitation of existing irrigation systems, development
of important rural enterprises (horticulture and livestock), and support for an
agriculture-rural development strategy, including analysis of diversification out
of poppy production, as well as contributing significantly to technical assistance
to enhance agricultural support services in MAIL. IFC has contributed to this
pillar and will continue to do so by supporting investments and technological
innovation to improve the processing and marketing of horticulture products.
These objectives were relevant because of the well-known associations between
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agricultural development, rural livelihoods, growth, and poverty reduction in
Southeast Asia (see Hazell and von Braun 2006).

The Bank’s assistance to agriculture and the generation of rural livelihoods
was relevant, although original project designs were inappropriate to the
circumstances in Afghanistan, and the two major projects needed to be
restructured (Table 4.3). The Bank Group’s program for promoting rural growth
during FY02-11 included investments in the rehabilitation of irrigation
systems ($266 million) and rehabilitation of small-scale horticulture and
livestock enterprises ($54 million) and technical assistance for water resources
development. Both projects suffered implementation problems resulting in
delays by two to three years.

Only oneirrigation project (Emergency Irrigation Rehabilitation Project, or EIRP,
approved in FY05), with a final IDA cost of $126.5 million, was completed during
the review period. The other project (Emergency Horticulture and Livestock
Project, approved in FY05), estimated to cost $70.7 million, is expected to close
in 2012. These emergency projects focused mainly on rehabilitation of existing
production systems. Smaller projects responding to the avian flu pandemic and
the global food crisis were also completed.

In collaboration with a range of donors, the Bank provided some assistance to
the Agricultural Development Task Force in the MAIL aimed at (i) developing
MAILs short-, medium-, and long-term strategic priorities and investments, (ii)
advising MAIL on an appropriate institutional structure, and (iii) providing
analytical policy advice. The Bank also provided technical assistance to
the Ministry of Economy for the periodic National Risk and Vulnerability
Assessments. The objective of the technical assistance for water resources
development was to promote more efficient use of Afghanistan’s scarce water
resources for power generation, urban, agricultural, and industrial uses in
the five major river basins. Of the $388 million from IDA/ARTF, 48 percent
was committed in FY10-11, which meant that implementation of half of the
program had barely started by the end of FY11.

REsuLTs

Total GDP for agriculture in Afghanistan increased an average of 2.5
percent per year between 2002/03 and 2010/11. An important contributor to
this growth was wheat production (Afghanistan’s staple food), which increased
5.8 percent per year between 2002 and 2009, as a result of growth in area
harvested and yield of 3.4 and 2.3 percent per year respectively. About half of
Afghanistan’s wheat output is grown in irrigated areas, but irrigation systems
were still not functioning well and could not reduce fluctuations in yields and
production due to recurrent droughts (see figures 4.1 and 4.2).

The production of other important crops also increased, but at a slower rate,
and did not reach historical levels. Grapes have typically accounted for close to
half of all fruit-growing areas in Afghanistan, and raisins and grapes together
are usually the most important agricultural export (FAO 2004, p. 22). Between
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Table 4.3
Development

Results associated with Bank Group goals ‘

Summary Results of Pillar 2—Agriculture and Water Resources

Bank Group contribution to results

Bank Group Objective: Promote growth of the rural economy and improve rural livelihoods through rehabilitation of exist-
ing traditional irrigation systems; develop rural enterprises; support the wider agriculture-rural development strategy
dialogue; scale up IFC's support in the horticulture sector; and use Afghanistan’s scarce water resources more efficiently.

e Production of Afghanistan’s staple food (wheat) in-
creased, albeit with considerable fluctuations, at about
6 percent per year between 2002 and 2010 due mainly
to increases in area harvested. Production of other
crops also increased, but at a slower rate.

e The Bank-assisted irrigation project and the horticul-
ture and livestock project did not contribute to the
high national growth rate of agricultural production
because their effective implementation was delayed by
two-to-three years, until 2007 and 2009 respectively.

e These projects will eventually contribute to improved
rural livelihoods, but their impact will be limited be-
cause so far they have covered only 19 percent of areas
currently under irrigation and an even smaller percent-
age of horticultural areas or livestock production.

e The Ministry of Agriculture, Irrigation, and Livestock
engaged the Bank and many development partnersin a
dialogue on an agriculture-rural development strategy,
which included plans for strengthening the ministry’s
capacity to provide services to the agriculture sector.

e The Bank's analysis of water resource management op-
tions in the Kabul River Basin, in collaboration with
the Ministry of Energy and Water contributed to capac-
ity building in the ministry and its ability to design
additional irrigation projects and formulate water re-
sources policy.

The completed Emergency Irrigation Rehabilitation Project
financed the rehabilitation of water supplies to numerous
small to medium-scale irrigation systems as well as the
installation of meteorological stations. Incremental wheat
yields are reported to be 25 percent since the EIRP got under
way after restructuring in 2005.

The ongoing Emergency Horticulture and Livestock Project
financed rehabilitation and development of vineyards and
orchards and support services for horticulture and livestock
producers. Early results show productivity gains for some
horticultural crops, but rehabilitation and development
costs have been high.

The Bank missed the opportunity to undertake a compre-
hensive analysis of the agriculture sector to inform the gov-
ernment’s agriculture strategy and the design of projects to
improve productivity and reduce rural poverty. In 2009 the
Ministry of Agriculture, Irrigation, and Livestock issued its
National Agricultural Development Framework to which the
Bank had provided some assistance.

The Kabul River Basin study (World Bank 2010d) prepared by
the Bank in collaboration with the Ministry of Energy and
Water is being used as a model for studies of Afghanistan’s
other river basins.

The follow-up Bank technical assistance program contin-
ues to support the further strengthening of the Ministry
of Energy and Water’s staff capacity for long-term water re-
source management and development on a broad front.

Source: IEG evaluation.

2002 and 2009, grape exports declined 9.6 percent per year while raisin exports
increased at an annual rate of 2.9 percent. However, in 2009 raisin exports of
about 33,000 tons were only 60 percent of the average annual raisin export of
about 56,000 tons during the 1980s.

Since 2002, the national sheep flock increased 3.6 percent per year, but this rise
was from an all-time low of 8.8 million sheep, compared with a historical level
of around 15 million. Despite the recent increase in numbers to 12.5 million,
the longer-term declining trend almost certainly reflects deterioration in the
quality of rangelands and in the environment.

The agriculture sector’s growth after 2002 (albeit uneven from year to year) in
large part reflects a rebound after the decline during the previous two decades
of conflict. Agriculture has the potential for further substantial and sustained
growth if the enabling conditions for production, such as a stable socioeconomic
environment, effective and well-maintained irrigation infrastructure, reliable
rural roads, improved technology, agricultural inputs and agricultural support
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Figure 4.1 Trends in Wheat Area Harvested and Production
(2002-10)
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services (research, extension, input delivery systems, and credit facilities),
sound stewardship of the environment, and efficient marketing systems are
in place.

Irrigation will be an important contributor to future growth. The Bank and
development partners have contributed to an improved understanding of
Afghanistan’s water resources since 2000, mainly through the multisector study
of the Kabul River Basin by a government/Bank team that evaluated options
for water resource management in the basin. Another advance in this field
was the considerable improvement in the managerial and technical capacity
of staff in the Ministry of Energy and Water (MEW). This has improved its

Figure 4.2 Trend in Wheat Yield (2002-10)
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Figure 4.3 Trends in Grape and Raisin Exports (2002-09)
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capacity to formulate water resources policy and the competence to interpret
the countrywide hydrological measurements made under the EIRP, and laid
the basis for much more rapid water resource planning and development for
irrigation in the future.

WoRrLbp Bank Group CONTRIBUTION

The Bank’s program sought to stimulate Afghanistan’s agricultural potential
by providing some of the enabling conditions for growth and improvement of
rural livelihoods. However, only two projects had a substantial record during
the 10-year review period for this assessment: the previously mentioned
EIRP and the Horticulture and Livestock Project. Of the other two relatively
small operations completed—the Food Crisis Response Project ($8 million)
and the Avian Flu Project ($5 million)—only the first was able to achieve its
objectives. Other projects in the sector were a rural enterprise development
project providing support to village-based enterprise activities and small and
medium-size enterprise development in FY10 and two irrigation projects that
were approved in FY11, but these have not yet achieved evaluable outcomes.
The rest are four small but important technical assistance activities aimed at
capacity building with total commitments of $1.2 million, some of which are
still under implementation.

The EIRP, approved in November 2003, financed the rehabilitation of water
supplies to numerous small-scale irrigation systems as well as the installation
of meteorological stations. The original aim was to rehabilitate about 1,280
irrigation schemes covering about 280,000 hectares in numerous small- and
medium-scale schemes and five large schemes, as well as 70,000 hectares
of incremental irrigated area. The project was also designed to rehabilitate
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hydrometeorology stations in and adjacent to the project area. The main
intended outcome was increased wheat yields. However, the project design was
too ambitious and complex for Afghanistan’s limited implementation capacity
and it made little progress over the next two years.

In 2006 the project was restructured to streamline appraisals for irrigation
subprojects. In addition, the number of small irrigation schemes to be
rehabilitated was reduced and the hydrometeorological measurement component
was dropped.t* The improved design accelerated the pace of implementation, and
additional financing of $25 million was approved in 2007. As implementation
improved, two additional grants led to an increase in the number of irrigation
schemes covered and a reintroduction of the meteorological measurements
stations,®® bringing the total IDA grant to $126.5 million when the project
closed.

Given the project’s emphasis on the rehabilitation and construction of
main irrigation infrastructure (World Bank 2010, p. 3), an improvement in
productivity was almost inevitable, because in many cases crops were de facto
rain-fed before the improvement to irrigation water supplies. The project has
closed, but an Implementation Completion Report is not yet available. The most
recent estimated target for the rehabilitation was 602,000 hectares, which
would be 19 percent of the area under irrigation in Afghanistan. A Bank report
from end 2011 reported that the project also resulted in 156,000 hectares of
additional irrigated area, somewhat above the revised target of 145,000 hectares
(Matsumo 2011).

An interim assessment of productivity increases based on monitoring and
evaluation surveys in December 2008 showed that yield increases were high:
53 percent for wheat (from a base of 1.7 tons per hectare at appraisal to 2.6 tons
per hectare) and 67 percent for maize (from a base of 0.6 tons per hectare at
appraisal to 1.0 ton per hectare). However, questions remain about the extent
to which these high yields can be attributed to the rehabilitation of main
irrigation canals compared with the effect of other factors such as repairs
to on-farm irrigation systems by farmers, increased fertilizer use, improved
seeds, and better crop management. The latest project report estimated 750,000
beneficiaries. The Food Crisis Response Project also provided $8 million for
rehabilitation of small-scale community irrigation systems implemented under
the umbrella of NSP II.

The Emergency Horticulture and Livestock Project, approved in 2006, supported
rehabilitation and development of vineyards and orchards and provided support
services for horticulture and livestock producers. However, implementation
was slowed by delays in procurement due to inexperience in the implementing
ministry. The project also had an overly ambitious structure and design.
In November 2006 key outcomes were reduced to increased productivity of
perennial and annual horticulture crops (15 percent increase in target orchards)
and poultry, and a reduced mortality of cattle by 5 percent and of sheep by 10
percent. The area of orchards to be established was cut from 5,000 hectares to
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3,000 hectares. The revisions resulted in a substantially reduced scope for the
project.

Early results from the Emergency Horticulture and Livestock Project show
incremental productivity for some horticultural crops, but rehabilitation and
development costs as well as overhead costs® were high, and nomadic livestock
herders had not benefited. In total, the area of new orchards established (about
3,000 hectares) accounted for less than 10 percent of the total orchard area in
Afghanistan. There was also little impact from this project on the welfare of
nomadic herdsmen (kuchi), the poorest rural group, whose incidence of poverty
was 54 percent in 2007/08, and whose livelihood depends almost exclusively
on livestock. During the evaluation period, IFC supported improvements in
processing and marketing of raisins, although the focus of IFC’s work was not
in one of the Bank-assisted project areas. IFC has agreed to expand its support
to the dried fruits industry.

Gender impacts were positive. Twenty-five thousand women (100 percent of the
target group) were assisted in establishing semi-intensive poultry units. Sixty-
six percent of them adopted improved poultry husbandry practices, exceeding
the target of 60 percent. Ninety-four percent of the poultry units have started
a second cycle independently, suggesting high levels of sustainability of the
benefits for women. Although the outcome of the avian flu project was less than
satisfactory, it trained women communicators, and school programs did help to
increase women's awareness of controlling such infections among domestic poultry
and preparing for, controlling, and responding to possible human infections.
Given that women constitute the majority of backyard poultry producers, this
helped them to protect one of their few independent sources of income.

EIRP and the two Horticulture and Livestock Projects were the main agricultural
projects under implementation in the agriculture sector for the first 10 years
of Bank assistance, but much of the agricultural growth occurred before these
projects got well under way. By the time the EIRP was restructured in 2006,
average yields for rain-fed and irrigated wheat had already reached close to 2.0
tons per hectare. The EIRP therefore was not a major factor in the substantial
growth rate of national wheat production shown in figure 4.1. However, with
EIRP, future volatility of wheat production will probably be lower than in the
past. The growth in raisin exports shown in figure 4.3 also occurred well before
the effective implementation of the Emergency Horticulture and Livestock
Project in 2009.

Policies and strategies for growth in the agriculture sector were not
systematically addressed. While EIRP and the Horticulture and Livestock
projects, together with additional projects approved in FY10 and FY11, were
important, many policy and strategic issues in the agriculture sector needed to
be addressed, such as sequencing of investment programs, land rights, prospects
for a sustainable livestock industry, agricultural research and support services,
marketing efficiency, export competitiveness, and export-product inspection,
as well as forestry and the environment.
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Management has informed IEG that the region has discussed the need for an
agriculture sector review but has not yet been able to move forward. Such
a review is overdue and could provide a broad basis for the Bank’s support
to the government’s agricultural development strategy as well as for the
choice and design for investments to achieve improved productivity, increased
output, and higher incomes. As discussed earlier, the Bank did contribute to
the government’s National Agricultural Development Framework. However,
during the IEG mission to Afghanistan, many senior government ministers and
representatives of partner organizations called for greater Bank contribution to
the agriculture sector’s future policy and strategy.Z

In comparison with the agriculture sector, recent analytical work and technical
assistance for water resources development has been more strategic. The
analysis of institutions in water resources management and the assessment of
water resource development options in the Kabul River Basin were well done,
and the follow-up technical assistance program funded by the Bank continues
to improve the capacity of the MEW staff to undertake future water resource
planning and design. This work also stimulated similar studies in the other four
main river basins in Afghanistan, and investment prospects are under serious
consideration by development partners. It represented substantial progress
toward the objective of efficient water resources management in Afghanistan.

Overall, while eventually the irrigation and horticulture/livestock projects made
acceptable progress, the absence of a sector review was a major shortcoming
that will hamper the planning of the Bank’s future assistance to Afghanistan
in the agricultural sector. At the same time, the joint Bank-MEW study of water
resource management in the Kabul River Basin was a strategic initiative that
has strengthened the ability of the ministry to make longer-term investment
plans for Afghanistan’s irrigation sector.

Overall Assessment

The evaluation’s findings on achievement of performance benchmarks listed
in the Bank’s country assistance strategies (TSSs and ISNs) are summarized in
table 4.4.

Risks to Development Qutcomes

The risks to development outcomes in this pillar are significant. The Bank's
assistance has contributed to short-term job creation but, as evidenced above,
has had a modest impact so far on this pillar’s core objective of promoting
growth in the rural economy and improving rural livelihoods. Lack of a rural
access policy and inadequate arrangements for maintenance of rural roads
remains a threat to their sustainability.

The NSP has achieved its outputs on a remarkable scale, but its governance
objectives will remain at risk until the relationships of the CDCs with higher
levels of subnational governance are resolved and a more sustainable model
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Status of Performance Benchmarks for Pillar 2

Source Benchmark ‘ Status
Rural roads
2006 ISN 3,650 kilometers of new and rehabilitated rural|5,900 kilometers rehabilitated by end-2011
roads
National Solidarity Program
2003 TSS Number of communities successfully mobilized | 28,673 communities mobilized by 2011 and 28,456 CDCs
under the NSP formed
2003 TSS Number of communities receiving block grants|27,360 CDCs provided block grants for 59,629 subprojects
under the NSP
2003 TSS Outcomes achieved by block grants 80 percent of subprojects completed: transport (26 per-
cent), water and sanitation (24 percent), irrigation (19
percent), power (12 percent), and education (10 percent).
2003 TSS Number of person-days employment provided |8 million person-days provided by rural roads; NSP data
through public works programs (including|unavailable
women)
2006 ISN NSP reaching 70 percent of the rural population | NSP reached 68 percent by 2009
2009 ISN Increased allocation of donor and public re-|Good progress in allocation of ARTF resources for the NSP
sources to support rural livelihoods and
growth.
2009 ISN Increased proportion of rural land brought|Some progress, but data unavailable
back into productive use
2009 ISN Increased representation of women in CDCs. Some progress
2009 ISN Progress in reducing rural household poverty|High variability in poverty across regions and seasons
rates
Agricultural and water resources development
2003 TSS Level of agricultural and livestock production |Some progress in availability of veterinary services after
slow start
2006 ISN Incremental milk value from dairy processing|Not implemented—only a study undertaken
of $23 million
2006 ISN Incremental value from semi-intensive poultry | Good progress reported in backyard poultry units, benefit-
of $10 million ing women
2006 ISN 3,600 hectares of orchards rehabilitated, 1,500 |Some progress after slow start: project needed
hectares of new orchards established restructuring
2006 ISN Horticultural exports increased by 30 percent |Some progress, but no evidence to attribute this progress
to the Emergency Horticulture and Livestock Projects
2009 ISN Increased agricultural productivity After a difficult start and restructuring, EIRP has contrib-
uted to 25 percent increase in wheat yields in project ir-
rigation systems
2009 ISN Progress toward achieving food security Some progress, but continued dependence on weather be-
cause many irrigation systems still need rehabilitation.
Household surveys indicate that rural incomes have im-
proved but poverty rates remain high and uneven due to
different levels of investment among provinces.
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for regular, affordable fiscal transfers and services to local communities is put
in place. Agricultural and water resources interventions have been slow to
respond to the country’s needs, and still lack the kind of strategic analysis
needed to stimulate future investments on the scale needed to ensure sustained
agricultural growth.

The sustainability of rural roads is a particular problem that so far has
no long-term solution. While the Ministries of Public Works and Rural
Rehabilitation and Development have recently made agreements with CDCs to
maintain some stretches of rural roads, the effectiveness of these arrangements
has yet to be evaluated. A sustainable arrangement for maintaining the rural
roads infrastructure remains a major challenge.

The risks related to the NSP are primarily the risks of institutional
sustainability. The NSP’s primary objective has been institutional development
in the form of the CDCs that were the vehicle for undertaking the subprojects it
financed. The most significant contribution of the NSP has been its substantial
outreach across all provinces and districts. The economic stimulus created by
the NSP grants helped to establish a government presence, but the institutional
benefits may be short-lived, unless the CDCs are able to provide more sustainable
and diversified services to their members.

While there undoubtedly has been some social capital formation, its efficacy
is difficult to verify and is reported to vary considerably across the country.2®
The absence of effective local government organizations renders it impossible
for the CDCs to establish formal links with subnational government structures,
and functioning as village councils in isolation (as currently proposed) is not
viable.

Recognizing the significance of its governance objective, the NSP is being
correctly moved to the governance pillar in the 2012 ISN. This may enable
more systematic consideration of the links between the NSP and subnational
governance institutions. Given the different perceptions and interests of
various government agencies, and the divergent approaches being followed by
development partners working at the subnational level, reaching consensus on
a local government structure does not appear to be feasible in the short run. It
is critical, nonetheless, to engage with the government on this subject, perhaps
by undertaking analytical work to lay different options on the table. In the
interim, until an agreed local government system is in place, at a minimum it
would be advisable to help the government develop a viable system for delivery
of public services at subnational levels.

The government considers the agriculture sector critical for jobs and
food security. Bank-assisted projects in the agriculture and water resources
sectors are achieving their objectives—albeit with delays and the need for
restructuring—after two-to-three years of meager progress. However, for one
Bank project (Emergency Horticulture and Livestock Project), overheads are
estimated to be 40 percent of total costs. Such overheads cannot be sustained,
and this undermines the prospects for efficiently scaling up the program.
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Achievement of the pillar’s objectives of growth and improved rural livelihoods
will require a significant shift in the strategy, to build a much broader base
for agricultural and rural development. There is, so far, neither a substantial
overview of the challenges to achieving broad-based growth in the sector nor
a vision for agriculture’s future competitiveness. Hence, the basis for future
investments and marketing chains is lacking. In addition, the MAIL still has
significant capacity constraints. A more sustained partnership between the
Bank and this ministry on policy and strategic issues would strengthen its
capacity and benefit Afghanistan’s agricultural development.

On balance, this pillar’'s program has government and community ownership,
is of sound technical quality, and has had a positive impact on government
institutions. At the same time, the Bank’s investment programs have been costly
and the NSP faces institutional challenges in the future. For the investment
programs there can be valid concerns about sustained support through the
government budget, unless the ARTF can support these programs in the
foreseeable future. For the NSP, unless institutional challenges are recognized
and addressed, political uncertainties may undo the achievements of the CDCs.

Notes

1. Both the 2004 strategy “Securing Afghanistan’s Future” (Islamic Republic
of Afghanistan and others 2004) and the subsequent “Afghanistan National
Development Strategy” (Islamic Republic of Afghanistan 2007) identified irrigated
agriculture as the main source of growth for the economy.

2. Water is an extremely scarce resource in Afghanistan. The Bank’s direct assistance
in domestic water supplies has been small, although NSP provided substantial
support for improvement of water supplies in rural communities. The U.S.
government is by far the largest donor financing access to safe drinking water,
irrigation, and water sector management.

3. The Bank-supported NEEP program followed an earlier rural infrastructure project
Emergency Community and Public Works Empowerment Program (ECEPWP).

4. Data are from the Program Report January 2012 from the NSP website http://www.
nspafghanistan.org.

5. The midline survey report for Afghanistan NSP was conducted in 2007 and 2009,
measuring after two years of implementation (Beath and others 2010). The
evaluation follows a randomized design across 500 villages in ten districts. A
follow-up survey was planned in spring 2011, but the survey was delayed and
findings are not yet available.

6. Researchers such as Jennifer Brick have questioned the NSP’s governance impact
while acknowledging its contribution to local infrastructure.

7. Murtazashvili (2009) dissertation compares the role of the CDCs with traditional
shuras and jirgas and finds that the CDCs do not play a significant role in dispute
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resolution while the traditional organizations do so, especially in connection with
local land disputes. Traditional organizations also contribute to a sense of personal
safety and security while there is some evidence that the existence of CDCs is
associated with an increasing incidence of conflict, possibly due to disagreements
over use of the additional resources being injected into local communities. Also
see Brick 2008a.

8. This could be due to a time difference in the start of NSP activities in the two
provinces or it could be a variance in other economic activities between the
two provinces. Without the benefit of on-site visits the survey was unable to
distinguish the effects of NSP from those of other development interventions.

9. The district shuras are being created under the National Area-Based Development
Program, implemented by MRRD with UNDP support.

10. The ICR for NSP IT acknowledges the additional role of the facilitating partners but
this is based on feedback provided by the IEG evaluation team to the ICR team.
Due to this endogeneity effect, this fact has not been taken into account by the
CPE.

11. The paper (World Bank 2011a) analyzes the policy issues and challenges arising
out of the existence of parallel organizations—District Development Assemblies
(DDAs) and Afghanistan Social Outreach Programme (ASOPs)—at the subnational
level. The DDAs were established by MRRD under UNDP’s National Area-Based
Development Program. The ASOPs were established as district-level councils by the
Independent Directorate of Local Governance and comprise primarily traditional
authorities such as wealthy landowners, religious leaders, and tribal leaders. The
overlap and competition among them has prevented an agreement between MRRD
and the Independent Directorate of Local Governance on district-level governance.
“The two councils are an almost perfect case study of the fragmented, inconsistent
and donor-driven nature of subnational governance in the country” (World Bank
2011a, p. 7). However, donor support for ASOP, which was motivated primarily by
security concerns, is unlikely to be extended.

12. A SIGAR study reports that social mobilization, overseeing elections, and training
of CDCs by the facilitating partners costs 19 percent while other administrative
costs are 9 percent (SIGAR 2011, p. 6). The Bank estimates that 15 percent is spent
on social mobilization and capacity building of CDCs and 13 percent is for the costs
and fees of the facilitating partners.

13. AComprehensive Agriculture and Rural Development Program (CARD) was proposed,
composed of 15 subprograms of which the most prominent component was a
continuation of the NSP. The other 14 programs covered national food security,
area-based development, horticulture, livestock, rural access, rural water supply
and sanitation, irrigation, national resources, national surveillance (household
surveys), rural electrification, rural enterprise, research and extension, emergency
response system, and capacity building.
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14. Seerestructuring project paper for the Emergency Irrigation Rehabilitation Project
(World Bank 2006).

15. The important hydrometeorological component was subsequently partly reinstated
using more simple technical approaches. There had been no hydrometeorological
measurements in Afghanistan for 30 years; these measurements were therefore
critical for the future negotiation of water rights and the management of water
resources in Afghanistan.

16. An Aide Memoire for an Implementation Support Mission by the Bank in September
2011 summarized the total costs for the project and showed that implementation
management support for the project accounted for 41 percent of the total cost of
$70.7 million.

17. It is recognized that the Bank completed a series of three studies of the drug
industry in Afghanistan (see box 4.1 as well as appendixes D and E).

18. Researchers such as Jennifer Brick have questioned the NSP’s governance impact
while acknowledging its contribution to local infrastructure. A 2012 study by
AREU indicates, however, that at least in the case study villages, NSP has led to
empowerment of women.
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Context

At the end of 2001, the economy of Afghanistan was dominated by the
informal sector, which was estimated to account for 80-90 percent of total
economic activity. The lack of market institutions and depleted human capital
were major constraints to the development of formal private sector businesses.
Physical infrastructure, most of which was destroyed during the conflict or
dilapidated due to poor maintenance, had to be rebuilt or rehabilitated, and a
modern financial system developed almost from scratch. Pervasive corruption
and power structures that emerged during the conflict period represented
distortions to competition and efficient functioning of markets. Critical to
putting in place the preconditions for a formal market economy is a functional,
effective, and accountable state, which was itself weak. Establishing the
foundation for sustained private sector-led growth was, and continues to be, a
development challenge.

Bank Group support to private sector-led growth mirrored government
priorities. The 2002 TSS (World Bank 2002) focused on emergency infrastructure
projects to aid economic recovery. The 2003 TSS (World Bank 2003) envisioned
a more comprehensive program; one of its four focus areas was enabling private
sector development, which covers the business climate, the financial sector,
infrastructure, and trade with “illustrative” outcome benchmarks. The 2006
ISN (World Bank 2006a) gave greater emphasis to the rural economy, recognized
the difficulties in establishing a property rights regime, and identified mining
as a priority sector. The 2009 ISN (World Bank 2009) articulated a three-
pronged strategy® to support the private sector, which continued to be small
and informal, with a limited contribution to growth. Over the period 2002-11,
Bank Group activities to promote private sector growth were concentrated in
the following areas:

e Improve the investment climate and develop the financial sector to en-
able expansion of existing businesses and encourage new private sector
investments.

e Develop the hydrocarbon and mining and the telecommunications sectors
by establishing the institutional framework needed to attract private
investment.

e (Contribute to the rehabilitation of power and urban roads to improve ac-
cess by businesses.

e Improve urban management to improve services to support growth of
population and businesses in urban centers.

Investment Climate

In 2002, most of Afghanistan’s production capacity had been destroyed. Many
skilled workers and managers had fled to other countries. Many traditional
industries, such as carpet making, had closed and moved to neighboring
countries, while others had shut down due to lack of inputs. The poor state
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of infrastructure had blocked distribution channels. Outside of agriculture,
the private sector was dominated by informal, family-owned microenterprises,
mainly in trading or provision of basic services. There were few small and
medium-size enterprises, and only a handful of large firms. The 2005
Investment Climate Assessment recommended four categories of actions to
support private sector development (PSD) through improvements in (i) access
to inputs, including developing the financial system, pursuing privatization,
upgrading infrastructure services, and strengthening property rights; (ii)
flow of information; (iii) provision of business services; and (iv) government
capacity to formulate and implement PSD policies and programs.

Inits strategy documents, the government has always recognized that sustained
growth would depend on the emergence of a vibrant private sector that would
provide jobs and generate the revenues needed by the public sector. PSD was
one of the three pillars of the government’s National Development Framework
(NDEF), approved in 2002, and a major item in the Securing Afghanistan’s Future
report of 2004 (Islamic Republic of Afghanistan and others 2004). Both the
2006 Interim Afghanistan National Development Strategy (I-ANDS) (Islamic
Republic of Afghanistan 2006)? and the 2008 Afghanistan National Development
Strategy (ANDS) (Islamic Republic of Afghanistan 2008) had PSD as a subpillar
under the category “Economic and Social Development.”

The I-ANDS identified the constraints to PSD, but did not have concrete plans
to address bottlenecks, which were related to structural issues and weak
institutions (reform of state-owned banks and enterprises, enforcement
capacity, and the justice system), the poor regulatory framework, the lack
of skilled human resources, and dilapidated infrastructure. The ANDS had
12 sector strategies and a general PSD strategy, though how to achieve the
goals of these strategies was often not specified and needed to be developed.
The government'’s PSD strategy has three main components: (i) establishment
of an enabling environment for private sector and trade development; (ii)
development of national resources and infrastructure; and (iii) promotion of
increased investment from domestic and foreign investors. The strategy was
not accompanied by a results framework or monitoring and evaluation system.

WorLp Bank GrRoupr OQBJIECTIVES

The initial focus of the Bank Group was to improve the legal and requlatory
framework for private investment, gain knowledge about the investment climate,
upgrade the telecommunications system, and provide direct investment in, or
guarantees to, private firms through IFC and MIGA. During the ISN periods,
the Bank Group began to provide support to specific sectors, such as extractive
industries and agribusiness; address the lack of support services through the
expansion of industrial parks; and improve private sector skills. In addition,
the Bank Group continued to work on reducing the regulatory cost of doing
business and on strengthening institutions such as the Ministry of Commerce
and the Afghanistan Investment Support Agency (AISA). The World Bank, IFC,
and MIGA employed a whole range of instruments (see table 5.1), although
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donors—especially USAID—spent more resources to support various initiatives
in PSD.

ResuLTs

The climate for private investment continues to be very challenging.
Deteriorating security conditions during the latter part of the evaluation
period had a significant impact on new investments. But other components
of the investment climate are also inhospitable to business development.
The cost of doing business is very high in Afghanistan, driven by requlatory
and institutional weaknesses. The Doing Business (Doing Business, various
years) reports show little or no improvement in any of the indicators except
for starting a business (see table 5.2).2 While many laws have been passed,
enforcement and adjudication of disputes are lacking, with low capacity and
credibility of institutions such as the judiciary. Investor protection is one of
lowest among countries surveyed by Doing Business.

More fundamentally, there is a lack of clarity with respect to property
rights, especially land ownership and tenure. Noteworthy initiatives such
as establishing alternative dispute resolution mechanisms* and industrial
estates,®> which could have provided interim relief to some of the fundamental
weaknesses in the investment climate, have yet to produce results. Of major
concern is the 2008 Investment Climate Assessment (World Bank 2008) finding
of serious decline in business perceptions of policy enforcement and crime
prevention, as well as an increase in informal payments required to secure
contracts, compared with the 2005 Investment Climate Assessment (World
Bank 2005).

The government’s objective to use the private sector as the driver of sustained
growth remains elusive, with donor-funded construction and basic trading
as the main nonagricultural private sector activities. As noted in the 2008
Investment Climate Assessment, private industry’s share of the economy and

Table 5.1 Summary Results of Pillar 3—Investment Climate

Results associated with Bank Group goals

|

Bank Group contribution to results

Bank Group Objectives: Improve the business regulatory and legislative framework; facilitate foreign direct invest-
ment; enable establishment of industrial parks; and reduce cost of doing business.

Investment climate continues to be challenging due
to security and governance issues.

While many laws and regulations have been enact-
ed, institutions to enforce these are weak and lack
credibility.

Property rights, specifically land tenure, are un-
clear, with lack of adjudication process; the Doing
Business Investor Protection Index is 1 on a scale of
010.

Cost of doing business continues to be high, with
no progress in the areas of construction permits,
electricity connections, and trade procedures.

World Bank AAA improved knowledge about the private sec-
tor but had little by way of results.

World Bank private sector development project did not result
in a successful industrial park as intended.

Investment guarantee project mobilized about $100 million
in foreign direct investment, mainly in telecommunications.
IFC investments supported foreign direct investment in a ho-
tel and telecommunications.

Ongoing IFC work on licensing reform may show results in
the future.
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Table 5.2 Doing Business Indicator for Afghanistan, 2007-12

Doing Business Report

Doing Business area 2012

Starting a business

Procedures (number) 4 4 4 4 4 4
Time (days) 9 9 9 7 7 7
Dealing with construction permits

Procedures (number) 12 12 12 12 12 12
Time (days) 334 334 334 334 334 334
Getting electricity

Procedures (number) 1 9 9 9 9 9
Time (days) 252 250 250 250 250 250
Trading across borders

Documents to export (number) 10 10 10 10 10 10
Time to export (days) 67 67 74 74 74 74
Cost of export (US$ per container) 2,180 2,180 2,680 3,030 3,545 3,545
Documents to import (number) 10 10 10 10 10 10
Time to import (days) 71 71 77 77 77 77
Cost to import (US$ per container) 2,100 2,100 2,600 3,000 3,830 3,830

Protecting investors

Strength of investor protection index (0-10) | 1 | 1 | 1 | 1 | 1 | 1

Sources: Doing Business Surveys, 2007-2012.

household income is small and inflows of foreign direct investment other than
in the telecommunications and the mining and hydrocarbons sectors declined
significantly after 2006. In contrast, domestic investments have been more
resilient (table 5.3).

The IFC portfolio has remained at about $90-95 million since 2009, with a
net commitment of $105 million at the end of FY11. Three of the five MIGA
guarantees under the Small Investment Program were cancelled due to poor
business outcomes, mainly as a result of a difficult investment climate.
While improvement in security conditions is a necessary condition for PSD,
other elements of the business climate would need to be in place to promote
sustainable private sector-led growth and change an economic structure that
is dominated by small and informal businesses, which continue to experience
difficulties in expanding markets and operations.®

Nonetheless, there are some positive outcomes in several sectors. The
telecommunications industry is growing, driven by private investment. There
have been large foreign investments in the mining and hydrocarbon sector,
setting the stage for large-scale development of natural resources as a potential
driver of growth. There are reports of some improvement in agribusiness, such
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Table 5.3

2003 2004 2005 2006 2007 2008 2009

Investment ($ millions)

Initial Investments of New Firms Registered with AISA (2003-11)

2010

2011

Total 722 657 565 1,180 647 392 517 466 495

Foreign 483 235 177 409 207 109 76 56 55

Domestic 239 422 389 770 439 284 441 410 440
Number of employees (000)

Total 255 90 87 68 47 80 53 48 46

Foreign 171 35 15 25 9 37 7 9 4

Domestic 84 55 72 43 38 44 46 39 42

Source: Afghanistan Investment Support Agency.

as in the dried fruit industry, which has a significant share of exports. Overall,
despite the entrepreneurship and dynamism exhibited by existing businesses,
private sector expansion and entry have been constrained by an investment
climate that is one of the most difficult in the world.

WorLp Bank Group CONTRIBUTION

During the FY02-06 period covered by the TSSs, the Bank Group pursued
activities that reflected the strengths of each Bank Group institution.
The World Bank completed the 2005 Investment Climate Assessment (World
Bank 2005), which generated knowledge about the private sector and was
an important input to both government strategies and donor programs. IFC
supported the first large foreign direct investment—the Kabul Serena Hotel—
in the country since the Bank Group’s re-engagement in Afghanistan. The
objective was to attract further foreign investment by demonstrating the
feasibility of conducting business in the country. However, the project suffered
losses due to both implementation and security issues—and an IEG evaluation
rated the project less than satisfactory for development outcomes.

IFC implemented several Advisory Services projects, including the pilot
Afghanistan Horticulture Export Clusters Development Project, which
succeeded in introducing innovations that improved productivity in the dried
fruit industry in Kandahar. The World Bank approved an Investment Guarantee
Facility, which was managed by MIGA. The $12 million facility leveraged about
$100 million of foreign investment, mainly for a single telecommunications
transaction. Because of the large presence of donors supporting PSD, including
in the drafting of commercial laws and regulations, the World Bank did not
have grant operations or nonlending technical assistance (NLTA) projects to
support investment climate improvements during the period covered by the
TSSs.

During the FY07-11 period, Bank Group support to PSD was fragmented and ad
hoc, without a clearly articulated assistance strategy that took into account
the large donor presence. During the period covered by the ISNs, the main
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instrument to support private sector development was the World Bank’s Private
Sector Development Support Project to develop an industrial park and provide
capacity-building assistance to the Afghanistan Investment Support Agency
and the Ministry of Commerce.

The industrial park’ component, which was meant to help alleviate the problems
of lack of access to land and infrastructure as well as inadequate business
support services, was not yet operational at the time of project closing. As
a result, the planned follow-up to the project to develop a second industrial
park did not materialize. The Private Sector Development Support Project was
technically flawed and the industrial park was constrained by inadequate power
and water supply—the Implementation Completion Report rated outcomes as
unsatisfactory and Bank performance as moderately unsatisfactory.

The World Bank completed another Investment Climate Assessment in 2008
(World Bank 2008), which was followed by a study of the construction industry
as part of a growth study series. However, follow-up initiatives to help address
the issues raised in the reports were slow in coming and did not match the
scale of the problems. The New Business Development Project (FY11) is expected
to provide immediate support to small and medium enterprises, but there is no
long-term solution to the problem of lack of skills in the private sector. Ongoing
IFC work on licensing reform would help reduce the cost of doing business
and is well received by the government. There are discussions of Bank Group
support to reforming the judicial system and developing alternative dispute-
resolution mechanisms. But overall, progress in addressing critical constraints
to PSD—unclear property rights, notably with respect to land and land tenure;®
no credible institutional mechanism for adjudication of commercial disputes;?
the prevalence of corruption;® and policy and requlatory unpredictability—
remains slow, with a lack of systematic and coordinated efforts by the Bank
Group and other development partners to address these weaknesses.

Financial Sector

At end-2001, the formal financial sector was virtually nonoperational. The
central bank was weak and operating under an outdated 1994 Law on Money
and Banking; there was no regulatory or supervisory capacity to monitor banks,
and no technological resources to undertake modern-day conventional central
banking functions. The banking sector consisted of six state-owned commercial
and development banks that were physically destroyed, technologically
outdated, and operationally nonfunctional. There was little public confidence in
the financial system. The principal sources of credit were shopkeepers, traders,
landlords, family, and friends. Lack of capital was a key constraint to micro, small,
and medium enterprise growth. NGOs provided a limited amount of microfinance
but those microfinance programs were largely unsustainable. In 2002, NGOs
had a total outstanding loan portfolio of only $1 million—a tiny percentage
of potential demand—and served only 12,000 clients. The informal financial
system was the only reliable, safe, and inexpensive means of transferring funds
into Afghanistan and between its provinces. Money-exchange dealers provided a
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diverse range of financial and nonfinancial services, including foreign exchange
transactions, funds transfers, and trade finance.

WorLp Bank GrRour OQBJIECTIVES

The TSSs focused on: (i) strengthening the microfinance industry to improve
access by enterprises and (ii) strengthening the institutional and operational
capacity of the Afghanistan Central Bank (DAB). The 2003 TSS also envisioned
World Bank support for the development of the banking and nonbanking
system, mainly through ESW and NLTA, including the development of a medium-
term financial sector strategy with the MOF and development partners. The
ISNs focused on: (i) access to finance, especially for micro, small, and medium
enterprises; and (ii) strengthening key financial sector foundations such as
banking supervision, credit management, and banking management skills. The
2009 ISN included a financial sector operation to help achieve Bank Group
objectives in the sector.

REesuLts

With the introduction of new laws on banking and the central bank, there has
been rapid growth of the formal banking system—12 domestic banks have been
registered under the new regime and five branches of foreign banks have opened.
Deposits and assets have increased by over 50 percent annually since 2006 and
credit to the private sector more than doubled during 2006-11, with a decline in
2012 in the wake of the crisis brought on by problems with Kabul Bank.1

However, the financial infrastructure remains undeveloped—accounting
and auditing standards and practices are inadequate, credit information is
not readily available, property rights are unclear, and contract enforcement
is problematic. Credit and risk management skills are weak and lending is
generally relationship-based, resulting in banks with poor governance and
problematic loan portfolios. In addition, DAB supervisory capacity could not
keep up with banking growth, with inexperienced regulators deeply in need of
training and oversight. The IMF has reported that banking supervision lacks
the political support to enforce compliance with existing regulations. Because
growth of bank lending portfolios has not been accompanied by development
of financial infrastructure and regulatory capacities, the result has been the
exposure of the economy to significant risks (see summary results in table 5.4).

In microfinance, there has been significant growth in lending, with a total
outstanding loan portfolio of about $130 million at end-2010, representing about
260,000 borrowers. The Microfinance Investment Support Facility for Afghanistan
(MISFA) was set up as an apex facility in 2003 at the invitation of the government
as a vehicle through which the Afghan government and donors could channel
technical assistance and funding for the microfinance sector; the mandate has
more recently been expanded to include small and medium enterprises.

MISFA has reported disbursing about $1 billion in microfinance loans
cumulatively. MISFA had a loan portfolio of about $60 million to its microfinance
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Table 5.4 Summary Results of Pillar 3—Financial Sector

Results associated with Bank Group goals ‘ Bank Group contribution to results

Bank Group Objectives: Support the microfinance industry; develop the banking system; strengthen DAB capacity; and
introduce leasing.

Microfinance lending has grown during the past 10 | © The Bank Group supported development of the microfi-
years with restructuring of the industry. nance sector through World Bank projects and IFC advi-
Bank lending to the private sector grew, though port- sory and investment projects, with a significant contribu-
folio risks remain high. tion to development and restructuring of the sector.
Financial infrastructure and capacity to support risk- | © Bank Group work (World Bank operation and IFC Advisory
based lending are still undeveloped. Services) on financial infrastructure and capacity build-
DAB capacity has improved generally, but supervision ing has yet to show results (with the exception of microfi-
capacity needs review. nance) beyond the approval of a regulatory framework for
Lack of a leasing law has impeded the development of a financial infrastructure.

leasing sector.

institutions (MFIs) and FMBA (First Microfinance Bank of Afghanistan) as of
March 2011. In effect, MISFA provided funding for about half of the outstanding
microfinance loans. Two studies (Greeley and Chaturvedi 2007, AMMC 2009)
estimate that more than 80 percent of loans were used to start or expand
businesses, and that each borrower generated 1.5 jobs.

A 2009 impact assessment (AMMC 2009) indicates that microfinance activities
have had a positive impact on the lives of women borrowers and their families.
Seventy percent of microfinance clients are women, although the survey also
found that 80 percent of loans to women were used by men. Nonetheless,
women clients reported improved roles in contributing to business decisions
and a positive impact on women clients’ participation in the household
economic decision making on food, utilities, health, education, and clothing.
Improvement was also seen in client savings, with 69 percent of clients saving
money, compared to only 34 percent before taking the loan.

During the past three years, the microfinance industry has been going through
a major restructuring, and many MFIs became insolvent due to inability to
sustain their operations. Were it not for the growth in lending by the IFC investee
company FMBA, the microfinance industry portfolio would have declined during
the past three years. The number of MFIs supported by MISFA has shrunk
from 16 to 7 with the exit or consolidation of MFIs that were not performing
well. MISFA, which has been playing an active role in the restructuring of
the microfinance industry,* has been reporting positive financial results and
will not require additional funding for the next two years.* The emergence of
leasing as an additional instrument to support the private sector has been held
up by the delay in approval of a leasing law. Lack of enabling legislation on
leasing has prevented IFC from investing in the sector.

WorLp Bank GrRoup CONTRIBUTION

The early activities of the Bank Group supported the microfinance industry
and improved knowledge of the financial sector. In microfinance, the Bank
Group took a two-pronged approach. First, the World Bank supported the
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transformation and funding of MISFA with nonlending technical assistance
in FY03 and the Afghanistan ARTF Microfinance Project in FY04. A follow-
up project supporting MISFA in FY08—Expanding Microfinance Outreach and
Improving Sustainability—focused on sustainability of MFIs by helping them
achieve operating self-sufficiency. Second, IFC supported the establishment of
a commercial bank specializing in microlending.

IFC’s structured system for results measurement facilitates monitoring and
attribution of results of Advisory Service projects. IFC's Advisory Service
project—Afghanistan: Feasibility Study for the Establishing a Microfinance
Institution—led to the establishment of the FMBA, the first private sector
bank registered under the new regime, supported by an FY03 investment and
a large technical assistance program for capacity building. FMBA now accounts
for almost half of microlending (figure 5.1). Another IFC Advisory Services
project—the “Afghanistan Housing Finance/Microfinance Study”—resulted in
the introduction of a housing microfinance product in FMBA, supported by an
IFC loan and technical assistance. FMBA also developed a product targeted to
women following the IFC Advisory Services project: “FMBA Outreach to Women
Entrepreneurs.” With the success to date of FMBA, IFC helped introduce a new
mechanism for funding (through deposits) and delivering microfinance services.

To gain sector knowledge after a long absence, in FY04 the World Bank produced
an ESW product—The Financial Sector Study (World Bank 2004a). IFC helped the
government develop the legal and requlatory framework for leasing through an
Advisory Services project, the “Afghanistan Leasing Project,” which led to the
revisions to the Tax Law. Though IFC had worked with both the government and
Parliament on drafting of the Leasing Law, this critical piece of legislation has

Figure 5.1 Growth of Microfinance Portfolio
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Source: MixMarket at: http://www.mixmarket.org/.
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Results Measurement System for Advisory Services at IFC

In 2006, IFC introduced standardized procedures for approval, supervision, and completion of Ad-
visory Services projects. The process integrates results measurement into every stage of the project
life cycle, from concept development to completion.

Project approval documents contain a description of the Advisory Services project’s objectives,
strategic relevance, and IFC’s additionality. The approval document also has to include a results
framework with the indicators to be tracked through subsequent supervision reports.

o All projects must select indicators from a list of corporate standard indicators that IFC has de-
veloped for each business line and product, and establish baseline data and targets for those
indicators.

e A regional monitoring and evaluation officer vets the framework and indicators before approval.

e Advisory Services projects undergo semiannual supervision that reports on the progress of proj-
ect activities, project results, and financials.

® At completion, the Advisory Services team provides a self-assessment of performance for all
Advisory Services projects in a Project Completion Report. Advisory Services projects are rated
for development effectiveness and IFC's role and contribution; the development effectiveness
rating is based on strategic relevance, results (outputs, outcomes, and impacts), and efficiency.

e TFC's Development Effectiveness Unit (reporting to the executive vice president) reviews final
Project Completion Reports and provides its own ratings for each Advisory Services project.

e TEG validates project results for a stratified random sample of Advisory Services projects. IEG, the
Advisory Services project team, and IFC’s Development Impact Unit follow the same guidelines
for rating Advisory Services projects.

e TEG produces a Biennial Report on Operations Evaluation, which assesses the adequacy, coverage,
and quality of the monitoring and evaluation system in IFC.

Project information and supporting documentation are stored in the Advisory Services Operational
Portal. The operational portal is an interactive IFC application that houses Advisory Services proj-
ect data and project templates and generates review and approval processes. The system facilitates
portfolio data aggregation and reporting on key output, outcome, and impact indicators and ef-
ficiency of services.

Source: IEG.

yet to be enacted. IFC also provided technical assistance to the Afghanistan
Finance Company, which was establishing leasing operations.

Bank Group support for financial infrastructure and skills development did not
come until late in the evaluation period; many of these activities should have
been started earlier. In FY09, the World Bank approved the Afghanistan Financial
Strengthening Project to enhance the supervision capacity of DAB and establish
a Public Credit Registry, Collateral Registry, and the Afghanistan Institute of
Banking and Finance. Two IFC Advisory Services projects complemented the World
Bank operation: Public Credit Registry Afghanistan (FY09) and Afghanistan
Secured Lending Project (FY09). While the IMF* and donors have been active
in their support to DAB, there has been less donor activity around financial
infrastructure, hence the relevance of Bank Group activities in this area.
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The World Bank also provided technical assistance—Anti-Money Laundering and
Combating Financing of Terrorism (AML/CFT) Financial Analysis/Investigation
Capacity Building Program (FY09)—to establish capacity for AML/CFT in
DAB (Pierre-Laurent and others 2009). This NLTA is highly relevant in the
Afghanistan context and is well received by both DAB and donors. Finally, the
World Bank completed the ESW Housing Finance in Afghanistan: Challenges
and Opportunities (World Bank with others 2008), but this has not resulted
in implementation of recommended reforms or design of follow-up Bank Group
initiatives to help the government address the critical issues in housing, land
tenure, and land titling identified in the study.

Mining and Hydrocarbons

Afghanistan has a rich endowment of mineral and energy resources, but
production has been far short of potential. Mineral production in 2002 was
limited to small coal operations, limestone from three operating cement plants,
construction materials, and artisanal production of gemstones and dimensional
stones. Hydrocarbon production consisted of natural gas in the Sheberghan
area and very limited production of oil in Sar-i-Pol. There were identified
deposits of minerals that had not been exploited, among them, the world-class
Aynak copper and Hajigak iron ore deposits. The Ministry of Mines, which has
oversight responsibility for the sector and had 4,000 employees, was in dire
need of capacity building and institutional reform. There were also several
state-owned enterprises, none of which was operating on a commercial basis.

The government viewed the mining and hydrocarbon sector as a significant
potential source of revenue, as well as a major source of employment in remote
areas. The government elaborated its sector strategy in two documents: (i) Oil,
Gas and Mining Sector Vision and (ii) “National Extractive Industries Excellence
Program” (Islamic Republic of Afghanistan 2010b). The strategy pursued the
following goals: (i) fully developed sector policies and legislative reform to
support sector growth; (ii) strong requlatory environment for responsible sector
management, including environmental and social performance; (iii) modernized
and strong Ministry of Mines, able to deliver results; (iv) an enabling business
environment to attract private sector investment; and (v) reliable and updated
geological information to support sector growth. The government has requested
donor support to implement the strategy.

WoRrLbp Bank Group OBJIECTIVES

During the review period, the Bank Group aimed to support the establishment
of the appropriate legal and regulatory regime to support private investment
in the sector and the building of capacity in the Ministry of Mines to enable
policymaking, requlatory enforcement, and private investment promotion. These
objectives would be achieved through a mix of AAA and grant operations. The
main benchmark for success was the establishment of the legal and requlatory
framework for the sector. The 2012 ISN (World Bank 2012b) goes further in
envisaging the natural resources sector as a cornerstone of the Bank’s efforts to
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support growth by leveraging investments in the extractive industry to create
resource corridors for broader economic development.

REsuLTs

A Minerals Law and a Hydrocarbon Law were approved in 2005, with regulations
finalized in 2008 (table 5.5). Enforcement, though improving, is still weak and
will have to respond to the rapidly developing environment in the sector. One of
the significant developments in the mineral sector has been the government'’s
successful tender of the Aynak copper deposit, with technical assistance from
the World Bank. The successful conclusion of the main agreement has resulted
in a payment of $80 million to the government, as the first tranche against a
total signature bonus of $808 million for the right to develop the deposit. The
government has also awarded the concession for exploration of the Hajigak
ore deposit, reportedly the largest in Asia. Annual benefits during the next 30
years from the development of the Aynak and Hajigak deposits could reach 11
percent of 2008 gross national income in terms of national income, 55 percent
of 2008-09 revenues in terms of fiscal revenues, and four times the 2009
amount in terms of exports based on World Bank projections. Annual direct
employment in the mines was estimated at around 6,400 (World Bank 2011).

Progress in the hydrocarbon component has been slower than in minerals, with
disagreements among donors on the appropriate focus of developing the sector.
The Hydrocarbon Law and regulations had to be modified to attract foreign
investment, essentially by correcting the balance between oil and gas. The
government recently awarded a contract for the development of certain oil and
gas resources in the Amu Darya Basin; the value of the contract is much smaller
than the ones for the mines. A tender for the exploration, development, and
production of hydrocarbons in the Afghan-Tajik Basin in Northern Afghanistan
has been issued. In March 2009, the government endorsed the Extractive
Industries Transparency Initiative, signaling its commitment to transparent
and accountable sector governance.

WorLp Bank Grour CONTRIBUTION

Initial World Bank activities in the sector consisted of participation in a
number of studies and workshops. The World Bank prepared a multivolume
study of Afghanistan’s oil and gas infrastructure development in FY05, which
identified and evaluated viable investment options for the rehabilitation and
development of oil and gas. The World Bank provided technical assistance for
the preparation of the Hydrocarbon Law and sector-related amendments to the
Income Tax Law. The Bank also provided technical assistance and policy advice
in FYO05 to assist the government in the drafting of hydrocarbon regulations
and the development of a model production-sharing contract for oil and gas.

To support the government’s goal of providing a transparent and efficient
regulatory environment for the extractive industries sector, the World Bank
approved the first Sustainable Development of Natural Resources Project in
2006, which provided capacity-building assistance to the Ministry of Mines.
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Table 5.5 Summary Results of Pillar 3—Energy and Mining

Results associated with Bank Group goals ‘ Bank Group contribution to results

Bank Group Objective: Develop the legal and regulatory regime to enable private investment; and improve capacity of the
Ministry of Mines.

e Large foreign investments in two mines approved. e World Bank AAA helped develop the laws and regulations

e Legal and regulatory regime is basically in place. in the sector.

e Ministry of Mines capacity has improved. e World Bank operations and advice supported capacity
building.

By focusing on solid minerals and oil, the project complemented assistance
being provided by other donors—the ADB in natural gas, the British Geological
Survey in geological data compilation and capacity strengthening of the Afghan
Geological Survey, the U.S. Trade and Development Agency in cement, and the
U.S. Geological Survey in coal.

In 2011, the World Bank approved the second Sustainable Development of
Natural Resources Project, which focused on improving enforcement of sector
laws and regulations. As the initial contracts for the development of mines
were being awarded, the World Bank produced a major study on the mining
sector, “The Afghanistan Mining Sector as a Driver of Sustainable Growth:
Benefits and Opportunities for Large-Scale Mining” (World Bank 2011), which
discussed options for maximizing benefits from mining.® The study concluded
that the sector could stimulate the industrialization process and lead to broad-
based inclusive growth by: (i) integrating infrastructure investments in the
sector with the needs of other sectors in the economy; (ii) developing linkage
industries, particularly in mining supply firms; and (iii) ensuring that mining
communities receive their fair share of the social and economic benefits from
mining operations. The study drew lessons for Afghanistan from international
experience on maximizing socioeconomic benefits from large-scale mining,
including from World Bank and IFC projects.

The Bank Group?!® is currently helping the government leverage the mining
investments toward creating a growth corridor with a follow-up NLTA approved
in FY12,'7 essentially implementing the findings from the mining ESW (box 5.2).
The “resource corridor initiative” has become a critical pillar of the government'’s
growth strategy as well as a major component of the recent Bank Group ISN.28
If fully developed, the mining sector could eventually contribute 2-3 percent
to GDP, although its direct employment effect is expected to be modest (World
Bank 2012a, pp. 26-27) In this sector, the World Bank has accompanied an
appropriate mix of instruments with sustained policy and technical dialogue
with counterparts to get the results achieved thus far.

Information and Communications Technology

There were only two telephones per thousand people in Afghanistan in 2002,
compared with 24 in Pakistan, 35 in Tajikistan, and 68 in Uzbekistan. Only one out
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m Synergies Among World Bank Group Institutions

The Bank Group’s work on the private sector in Afghanistan provides a window on the complementar-
ity of World Bank, IFC, and MIGA activities.

In the ICT sector, the World Bank played a significant and influential role in assisting the govern-
ment to restructure and liberalize the sector. Through grant operations and nonlending technical
assistance, the World Bank helped in the establishment of the institutional framework that would
attract private investment. An IFC investment and MIGA guarantees supported the entry and expan-
sion of a third cellular operator to increase competition and expand coverage from 50 percent to 80
percent of the population. The MIGA- and IFC-supported company is now among the three largest in
the country in market share and subscribers.

In microfinance, the World Bank focused on MISFA to increase microfinance funding and improve
sustainability of MFIs, which were established by NGOs. IFC investment and technical assistance
supported the establishment of a new commercial bank, which provided an additional mechanism
for mobilizing funds and delivering microfinance services. The IFC investee bank now accounts for
almost half of the microfinance portfolio.

The Financial Sector Strengthening Project is a joint World Bank and IFC operation, with the World
Bank supporting capacity building in DAB to improve off-site banking supervision and IFC focusing
on improving the financial infrastructure. IFC has deployed Advisory Services projects to establish a
credit information bureau and collateral registry, and bring IFC experience in other countries.

The current resource corridor initiative utilizes skills and experience not only from different units
within the World Bank but also from IFC, which has experience in small and medium enterprise link-
age programs in its mining and infrastructure investments.

of 625 Afghan citizens had access to telephone service. Communications between
provinces was extremely limited and effectively nonexistent in smaller towns.
There was no service provider for Internet and data services. Afghan Telecom was
the single service provider for decades, and the telecommunications infrastructure
was one of the least developed in the world. The government objective was to
establish a stable telecommunications policy and requlatory environment, in
order to attract private and foreign investment in Afghanistan. The benchmark
was to have a national telecommunications network in place by end-2010, with
more than 80 percent of Afghans having access to affordable telecommunications
and more than $100 million per year of public revenues. Afghan Telecom was to
be privatized in keeping with the government’s 2003 Telecom and Internet Policy.

WoRrLb Bank Group OBJIECTIVES

The 2003 TSS described a Bank Group program of AAA and grant operations
(ARTF and the Public-Private Infrastructure Advisory Facility) that would help
the government implement the new telecommunications policy that supported
the introduction of private sector-led competitive provision of infrastructure
and services. The World Bank would also support the rollout of communications
services to meet public and private sector communications needs. The 2006 ISN
anticipated a reduced role for the Bank Group given the success of the sector
in attracting private investment. The 2009 ISN included ICT in the broad-based
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work on infrastructure by the Bank Group and noted the planned additional
IFC investment in one of the telecommunications companies.

ResuLTs

Since 2002, Afghanistan has made considerable progress in expanding access
to telecommunications services and improving international connectivity.
Afghanistan currently has five nationwide mobile service providers plus
three regional licensees, and the overall mobile telephony market is quite
competitive, contributing to the lowering of prices from $1 per minute in 2002
to $0.22 per minute in 2010. Private sector entry has been made possible by
the establishment of an enabling policy and a legal and requlatory framework
(table 5.6), including the establishment of the Afghanistan Telecommunications
Regulatory Agency.

Afghan Telecom, which was decoupled from the Ministry of Communications
and Information Technology (MOCIT), is currently financially viable,
with privatization plans awaiting implementation. A high-capacity fiber
optic backbone network now connects 20 of the 34 provinces and provides
international connectivity to neighboring countries. There are more than 18
million mobile phone subscribers with coverage of about 80 percent of the
total population. Moreover, there has been an increased use of ICT to improve
governance in the public sector, productivity in the private sector, and services
by both government and businesses.

WoRrLD Bank Group CONTRIBUTION

Bank Group engagement in the ICT sector started early, with technical
assistance in FY03 to help in the drafting of various laws and requlations. The
NLTA was followed by the Emergency Communications Development Project,
which was approved in FY04 to: (i) carry out expansion of the government
communications network; (ii) improve capacity of MOCIT to create an enabling
environment for private sector investment; and (iii) improve postal services.

The Afghanistan Telecommunications Regulatory Agency was established with
World Bank advice and support for capacity building. An IFC investment—its
largest in Afghanistan—and a MIGA guarantee supported the entry of the
third mobile telephone operator, which introduced competition to what was
then a duopoly and increased coverage at a time when only about 50 percent
of the population had access. The World Bank also provided advice on the
privatization of Afghan Telecom, which has yet to be implemented, though
a decision has been made by the government to go ahead with the sale of
60 percent of the company. Donor activities—by USAID, ADB, UNDP, and the
International Telecommunications Union —were mainly in the financing of
telecommunications infrastructure managed by Afghan Telecom and support
in technical aspects such as spectrum management and engineering issues.

Subsequent World Bank support was delivered through rapid-response NLTA
as well as continuing dialogue through frequent missions by regional and
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Table 5.6 Summary Results of Pillar 3—ICT

Results associated with Bank Group goals ‘ Bank Group contribution to results

Bank Group Objectives: Develop legal and regulatory regime for private investment; improve policy and reqgulatory capaci-
ties; support privatization of Afghan Telecom; and enable increased utilization of ICT applications.

e Sector is now dominated by private sector. e World Bank nonlending technical assistance and op-
e Privatization of Afghan Telecom approved by the government. erations helped develop the legal and regulatory re-
e Eighty percent mobile phone geographical coverage with pric- gime and improve policy and oversight capacities of
es declining and ICT applications increasing. government offices.
e Legal and regulatory regime in place. e [FC investment and MIGA guarantees supported pri-
e Improved capacity in the Ministry of Communications vate investment in the sector.
and Information Technology and Afghanistan Tele-
communications Regulatory Agency.
e Increased use of ICT in public sector governance.

headquarters staff. The World Bank provided NLTA in FY08 for the development of
an ICT strategy. During FY09-11, the World Bank continued to provide technical
assistance in various areas: (i) Afghanistan NLTA: Telecommunications Sector
(FY09), to help develop options for managing the fiber optic network, design
programs for effective utilization of the Telecommunications Development
Funds, and help build capacity of the Afghanistan Telecommunications
Authority to address regulatory issues; (ii) Remote Asset Monitoring and
Verification (FY10) to improve monitoring and verification of irrigation
infrastructure; (iii) Broadband to Educational Institutions Program (FY10) to
help design a pilot for provision of high-quality and reliable broadband Internet
connectivity to educational institutions; and (iv) Mobile Applications in
Afghanistan: Mainstreaming Across Government and Developing the Ecosystem
(FY10), to support government efforts to mainstream use of mobile telephone-
based applications to help expand the reach of public services and strengthen
program management through improved supervision and data collection.

In FY11, the World Bank approved the ICT Sector Development Project, which
would support expansion of connectivity, mainstreaming in the use of mobile
applicationsin strategic sectors in government, and support for the development
of the local information technology industry. The Bank Group has been a major
contributor to the development of the sector, with the World Bank, IFC, and
MIGA playing complementary roles. The World Bank has provided sustained
support to the MOCIT and the Afghanistan Telecommunications Regulatory
Agency. The World Bank is now focusing on enhancing the use of information
technology applications to improve productivity in various sectors.

Power

In 2002, the power network was in a dilapidated state and in urgent need
of rehabilitation. Access to power was only about 6 percent, one of the
lowest in the world. Only 234,000 customers were connected to the public
grid, of which approximately 30 percent were in Kabul. The other provinces
had even less access, and rural areas were virtually unserved. The existing

Supporting Growth of the Formal Private Sector | 101



facilities provided unreliable service, with power available for only a few
hours a day. The countrywide power utility, Da Afghanistan Breshna Moassese
(DABM), a department of the Ministry of Energy and Water (MEW), suffered
from overstaffing and lacked skills to run a modern system. Revenues were
limited by the lack of efficient bhilling and collection systems. Technical and
nontechnical losses were about 30-40 percent due to overloaded facilities and
lack of customer supervision. With the exception of cities, which were supplied
with diesel generators, electricity tariffs were well below the cost of supply.2
The Investment Climate Assessments identified access to electricity as one of
main constraints to PSD.

The government strategy articulated in the I-ANDS focused on overcoming power
shortages, first, by cross-border power purchases, and then by rehabilitation
and establishment of major hydropower schemes. The strategy aimed to ensure
that power reached the rural areas, as well as to enhance capacity to maintain
infrastructure and manage services. The power strategy articulated in the
ANDS supports: (i) commercially and technically efficient energy delivery; (ii)
reformed sector governance; (iii) establishment of a market-based enabling
environment to facilitate private investment; (iv) diversification of energy
resources for long-term, low-cost energy, energy security, and clean energy use;
and (v) intersectoral supporting linkages including comprehensive system-based
planning. The government would provide the basis for a transition from public
to private provision, which would require new institutional arrangements.

Commercialization of DABM has been ongoing since 2006, and an Inter-
Ministerial Commission for Energy was established in 2006 to coordinate policy
and planning. Targets were: (i) by end-2010, electricity would reach at least 65
percent of households and 90 percent of nonresidential establishments in major
urban areas and at least 25 percent of households in rural areas; and (ii) by end-
2010, at least 75 percent of the costs would be recovered from users connected
to the national power grid.

WorLb Bank Group OBJIECTIVES

The TSSs focused on supporting rehabilitation through investment projects and
providing advice through policy dialogue in the following areas: the future
strategy for the sector, immediate investment needs, subsidy and tariff issues,
and rural access. The 2006 ISN mentioned continued support to the sector,
with two project-specific benchmarks: (i) 94 megawatts of hydropower capacity
rehabilitated; and (ii) 25,000 new connections in Kabul, and the medium-voltage
network in Kabul and Mazar-e-Sharif rehabilitated. The 2009 ISN mentioned
power as part of the broad-based work to improve infrastructure services, and
had as a benchmark progress in the corporatization and commercialization of
the public power utility.

REsuLTs

There has been progress in increasing total electricity supply through both
imports and rehabilitation of infrastructure. A number of electricity projects
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Table 5.7 Summary Results of Pillar 3—Power

Results associated with Bank Group goals

have been implemented in rural areas, benefiting at least one million people.
The Inter-Ministerial Commission for Energy has been set up to coordinate
energy-related issues within the government and with donors. There has
been a restructuring of DABM, with the establishment of vertically integrated
Business Units, which were expected to improve operation on a commercial
basis with separate accounts. However, progress in improving billing and
collection performance has been slow, and an appropriate pricing policy, which
is critical to achieving full cost recovery, has yet to be established.

The restructured Da Afghanistan Breshna Shirkat (DABS), successor to DABM,
facesmany challenges, among them the scarcity of skilled Afghan labor. Metering
usage, while increasing, continues to be a constraint to billing and collection
performance. There has been a lack of progress in the establishment of an
enabling environment for private sector participation (table 5.7). Nonetheless,
through donor-financed system rehabilitation and electricity imports from
Turkmenistan, there has been progress toward improving access to power.

WorLp Bank GrRour CONTRIBUTION

During the TSS period covering FY02-06, there were two World Bank power
operations. The Improvement of Power Supply of Kabul Project (FY03) supported
rehabilitation of hydropower stations in Sarobi and Mahipar, rehabilitation
of transmission lines, additional street lighting, and rehabilitation of the
electricity network. The Emergency Power Rehabilitation Project (FY04)
supported rehabilitation and expansion of the distribution network in Kabul,
rehabilitation of the Naghlu hydropower plant and the transmission line from
Naghlu to Kabul, commercialization of DABM, and technical assistance to MEW
and DABM. A World Bank nonlending technical assistance to the power sector in
FY04 provided advice on sector policy and corporatization of DABM, produced a
power sector reform roadmap, and held an energy workshop. While donors had
a major share of financing of overall sector investments, the World Bank played

‘ Bank Group contribution to results

Bank Group Objective: Support rehabilitation of power sector including capacity building and advice on sector policy.

Based on the 2010 Investment Climate Assessment, pow- | ® The World Bank is not a major player in the sector; World

er supply remains a major constraint to private sector
development.

The power utility company (DABS) continues to suffer
from weak capacity.

Bank projects focused on power distribution systems in
latter part of the evaluation period.

World Bank AAA and operations supported initial reor-
ganization of DABS.

Current portfolio of World Bank projects facing difficul-
ties and may need to be restructured.

World Bank AAA helped develop a power sector road map
early in the evaluation period, but the World Bank role
at the strategic level has diminished since then.
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a major role in defining sector strategy and reform, restructuring DABM, and
coordinating donor activities during the TSS period.

World Bank activities during the ISN period were relevant. During the
ISN period covering FY07-11, the World Bank began to focus on supporting
investments in power distribution, which has lagged behind the progress made
on the transmission side and was given less emphasis by donors. The World Bank
financed the Kabul-Aybak and Mazar-e-Sharif Power Project (FY08) to support
rehabilitation of old and dilapidated infrastructure in Kabul and Mazar-e-Sharif,
build a 220/20 kilovolt substation at Aybak and support institutional capacity
building for operation and maintenance of distribution systems. The World
Bank also financed the Afghanistan Power System Development Project (FY09),
which would build on previous projects and rehabilitate distribution network
and transmission switchyards and provide capacity building to executing
agencies, support the establishment of a unit promoting energy efficiency
and demand-side management, help implement some pilots, and improve
collection of energy usage information. The World Bank also completed several
AAA projects: (i) Kabul Household Energy Survey (FY07) to measure access
to electricity (ii) Study of Alternative Options to Increase Electricity Access
in Afghanistan (FY09); (iii) Energy Efficient Lighting Options for Afghanistan
(FY09); and (iv) Decision Model on Power Sector Deals (FY09).

Implementation has been a challenge in the power sector. Three ongoing
power projects in Afghanistan—the Emergency Power Rehabilitation Project;
the Kabul, Aybak and Mazar-e-Sharif Power Project; and the Afghanistan Power
Sector Development Project—are experiencing implementation issues and may
need to be restructured. For 18 months the sector lacked a full-time team
leader, putting at risk not only the implementation of physical infrastructure
projects, but also critical capacity-building initiatives.

While an in-country presence may be desirable, this is not always possible given
the constraints of the Bank’s footprint in Afghanistan. However, having a full-
time team leader, even if based elsewhere, is essential for effective Bank support.
Government dialogue and donor coordination were also adversely affected by the
lack of strong World Bank engagement. The World Bank lost the role it had during
the TSS period, when the Bank took the lead on sector reform and coordination
of donor activities and pushed for the restructuring of DABM. Early Bank advice
influenced the government’s 2007 power sector strategy, but lack of effective
donor coordination subsequently diminished the efficacy of that strategy.

Urban Development

By 2002, urban infrastructure had deteriorated due to lack of maintenance
and outright destruction. Roads were in disrepair, and were unable to cope
with the increase in vehicular traffic. Street lighting was almost nonexistent.
Public buildings had been looted. About a quarter of urban housing had been
seriously damaged or destroyed. Urban water supply and sanitation, solid waste
management, and storm water drainage facilities were in urgent need of repair.
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Few residential buildings had sewage systems, and those that did discharged
wastewater directly into rivers without treatment. Water-borne diseases were a
major cause of high infant and child mortality rates. At the same time, urban
centers were experiencing high population growth, putting even more pressure
on improving the delivery of services.

The focus of the government’s urban development strategy in the I-ANDS was
housing development, in particular land titling to secure property rights of
urban homeowners. The strategy was also designed to strengthen the capacity of
municipalities to manage urban development and to deliver services effectively
and transparently. Benchmarks were: (i) by end-2010, municipal governments
would have strengthened capacity to manage urban development and to deliver
services effectively and efficiently; (ii) by end-2010, 50 percent of households
in Kabul and 30 percent of households in other major urban areas would have
access to piped water; and (iii) by end-2010, electricity would reach at least
65 percent of households and 90 percent of nonresidential establishments in
major urban areas, with at least 75 percent of the costs recovered from users
connected to the national power grid. With respect to the problem of informal
settlements, the strategy would achieve phased reqularization of tenure for 50
percent of households in informal settlements.

WoRrLbp Bank Group OBJIECTIVES

World Bank activities focused on two areas. First, it would support rehabilitation
of critical infrastructure, mainly roads, water and sanitation, and power
(as part of the power portfolio). Second, the Bank would help introduce
contemporary techniques of urban planning, initiate programs for community-
based upgrading of informal urban neighborhoods, and start modernization
of the urban land management system. Third, the 2006 ISN emphasized as a
cross-cutting theme the need for greater attention to land issues, which the
Investment Climate Assessments identified as one of the top constraints to PSD
and which underpin the crisis in urban housing.

REesuLts

Therehasbeensignificant progressintherehabilitation of physicalinfrastructure,
most of which was financed by other donors. The Kabul new city master plan
and the regional urban development plan have been completed. Urban policies,
codes, requlations, and standards are almost complete. An urban development
Inter-Ministerial Committee has been put in place to improve coordination and
monitoring. However, urban management needs upgrading to implement plans,
enforce requlations, and address problems generated by population growth and
urban poverty. There has been little progress in resolving housing and land
issues (table 5.8).

WoRrLD Bank Group CONTRIBUTION

The Emergency Transport Rehabilitation Project,? approved by the World Bank
in 2003 and supported by USAID, Japan, Sweden, and Norway, restored road
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Table 5.8 Summary Results of Pillar 3—Urban Development

Results associated with Bank Group goals

Bank Group contribution to results

velopment; and address land issues.

Bank Group Objectives: Support rehabilitation of urban infrastructure; introduce contemporary techniques for urban de-

e There has been significant progress in rehabilita-
tion of infrastructure, though increases in ur-
ban population and traffic pose major continuing
challenges.

e (apacity for urban development remains weak,

Donors dominate the urban infrastructure rehabilitation; the
World Bank had one early road rehabilitation project; World
Bank urban water projects focused on institution building.

World Bank Kabul Urban Reconstruction Project (KURP), which
addressed urban planning and capacity building issues, had to

with authorities unable to deal with the scale of be restructured.

e Little progress in addressing land issues, which are unresolved.
critical to mitigation of housing crisis.

urban issues. e AAA and KURP covered land and housing issues that remain

connections between Kabul and the provinces in the north and the countries
along the northern border. The Kabul City Roads and Water Drainage Project
(FY04) and the Kabul Urban Roads Improvement Project (FY09) financed repair
of major Kabul roads and rehabilitation of drainage structures along repaired
roads. World Bank projects were relatively small compared with financing from
other donors for rehabilitation of urban infrastructure. The FY04 project was
rated satisfactory at completion, while the ongoing FY09 project experienced
implementation problems resulting in delays.

The water projects, which had components to deal with institutional and
longer-term issues, were relevant given donor focus on physical infrastructure.
The Short-Term Urban Water Supply and Sanitation Project (FY05), which aimed
to improve water supply and sanitation services and build the technical and
institutional foundation for a medium-term urban water supply and sanitation
program, wasrated unsatisfactory foroutcomesintheimplementation completion
report. The Urban Water Sector Project (FY06), which was restructured and
has recently been achieving reasonable implementation progress, had parallel
funding by KfW and aimed to: (i) increase access to and reliability of the water
supply service in Kabul; (ii) improve capacity of the Central Authority for Water
Supply and Sewerage; and (iii) establish the financial sustainability of the
Afghan Urban Water Supply and Sanitation Company.

In FY04, the Bank approved the Kabul Urban Reconstruction Project (KURP),
which had six components: (i) area upgrading in Kabul; (ii) land tenure
regularization; (iii) engineering and management support to urban agencies;
(iv) overall capacity building for Kabul municipality; (v) preparation of
structure plans and a future urban project; and (vi) main road, drainage, and
traffic management in Kabul.

As noted in the Project Paper? restructuring the KURP project five-and-a-half
years later, the original design was overly ambitious and complex, reflecting lack
of knowledge of the sector and overestimation of the capacity and ownership
of implementing agencies. In addition, several project components were not
aligned with emergency reconstruction priorities. With the restructuring of the
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project, the land tenure component of the project, which would have developed
a methodology and capacity to reqularize land tenure on a pilot basis, was
dropped, leaving a major gap in addressing a critical factor in the housing
crisis. The original KURP had relevant objectives addressing critical needs, but
had diminished effectiveness due to poor project design and implementation.
The restructured project eventually achieved the physical asset and service
delivery outcomes, and the Implementation Status Results Report of May 2012
(Tewari 2012) showed satisfactory ratings for both achievement of project
development objectives and implementation progress.

Staffing issues and poor management oversight were contributing factors to
the lack of effectiveness. With the placement of a senior staff in the Kabul
office, the World Bank is increasing its support to the government to ensure
that services are able to meet the increasing demands from urban population
and business growth.

World Bank AAA tried to address the knowledge gaps on land issues. The
World Bank issued the AAA “Kabul Urban Land Crisis: A Summary of Issues and
Recommendations— A Policy Note” in FY07 (World Bank 2006b). The report
provided guidance on how to manage three of the most important aspects
of land management: (i) development of urban areas using contemporary
techniques of planning and regulation; (ii) regulation of tenure in informal
areas; and (iii) land rights dispute resolution. Another report—“Land
Acquisition in Afghanistan” (FY07; World Bank 2007)—reviewed and assessed
the legal framework regulating social safeguards (national and local laws,
regulations, procedures, and policies), with special reference to the law and
practice of compulsory land acquisition or expropriation. While relevant, these
AAA have not resulted in significant progress in addressing land issues, which
may require follow-up grant operations or NLTA. The World Bank also provided
NLTA—Kabul Historic Conservation in Urban Upgrading (FY10)—to promote the
physical, social, and economic development of the old city while safequarding
its heritage.

Overall Assessment of the Growth of Formal Sector Agenda

The outcomes from the Bank Group program in this pillar have been mixed
(table 5.9). Bank Group performance and results have been satisfactory or better
in three important segments: (i) microfinance, which services a large segment
of private business as well as the poor and women; (ii) ICT, which is beginning
to have an impact on public and private sector efficiency and governance;
and (iii) mining and hydrocarbons, which have potential as drivers of future
growth. These are also segments where relatively small Bank Group financing
has resulted in significant private sector investments and where the Bank Group
had significant inputs in the policy, legal, and requlatory framework as well as
related institution building. Bank Group projects that financed rehabilitation
of infrastructure have also shown generally satisfactory results, though some
projects have experienced or continue to have implementation issues.
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Table 5.9

Source

2003 TSS

2006 ISN
2006 ISN
2006 ISN

2009 ISN

2009 ISN

2003 TSS

2006 ISN

2003 TSS &
2009 ISN

2009 ISN

2006 ISN

2009 ISN

2006 ISN

2009 ISN

2006 ISN

2006 ISN

2006 ISN

Benchmark

Status of Performance Benchmarks

Investment climate

Quality and functioning of enabling regulations
for domestic and foreign investors

Two industrial parks operational
Transit times at borders reduced

Reduction in time taken and cost incurred (official
and unofficial) to obtain all licenses and permits
to open a business

Progress in facilitating an increase in private sec-
tor investment

Increased business and management skills train-
ing, including women

Regulatory framework, domestic and international
payments system operational

Issuance of regulations for licensing and supervi-
sion of insurance and nonbanking financial insti-
tutions such as leasing and microfinance

Increased access to finance, including microfinance

Adoption of Leasing Law

Regulatory environment for minerals/natural re-
sources established

Progress in privatization of Afghan Telecom

Power

94 megawatts of hydropower capacity rehabilitated
25,000 new connections in Kabul city and medi-
um voltage network in Kabul and Mazar-e-Sharif
rehabilitated

Progress in corporatization and commercialization
of public power utility

Connection of provincial centers to ring road by
all-season roads

Road maintenance program in place, operational
and routinely included in the budget

15,000 new water connections in Kabul and 20,000

in 15 provincial towns

Doing Business Indicators show improvement in busi-
ness entry but lack of progress in other areas

Not achieved: no operational industrial park
No reduction in transit times at border

Reduction in time and cost to open a business, but not
in other areas

Little progress has been made in most sectors; the ex-
ceptions are mining and ICT

World Bank and IFC initiatives contribute to skills
development

Financial Sector

Achieved

Not achieved

Achieved

Drafted but not passed

Mining and hydrocarbons

Achieved

Information and communications technology

There has been a cabinet decision, but privatization
has not yet been implemented

Ongoing

Achieved

Achieved

Urban development

Achieved

Not achieved: not part of program

Ongoing
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Bank Group performance and results in the investment climate, power, and
urban development have been less than satisfactory. There are various reasons
for this. In the investment climate, it has been difficult to develop a focused and
relevant program where donor presence is extensive; the only grant operation
failed due to poor design and supervision, and, equally important, diverted staff
and management attention from addressing other investment climate issues. In
the power sector, staffing transition issues weakened project supervision and
dialogue with government and donors. In urban development, lack of sector
knowledge resulted in poor design of the flagship project. But a common thread
has been the lack of progress in addressing fundamental issues such as clarifying
property rights, creating institutions, and building capacity and skills.

Looking forward, the Bank Group could build on current successes and
strengthen the focus of the program to support private sector growth. Bank
Group work on growth corridors and initiatives that promote ICT applications
toward improved governance and increased productivity could be major
components of a Bank Group PSD program. In addition, Bank Group strategy
could have focused on areas that are critical to private sector-led growth:
well-defined property rights, establishment of alternate dispute-resolution
mechanisms for resolving commercial disputes, institutions with capacity to
enforce requlations, and development of skills in both the public and private
sectors. Given the importance of addressing complex urban issues that affect
urban unemployment and poverty, the Bank Group could review its engagement
exercising greater selectivity to enhance effectiveness. The Bank Group program
could also consider greater use of NLTA and Advisory Services, which have been
effective in providing concrete advice and rapid response to the government.

Risk To DeveLoPMENT QUTCOMES

The risk to development outcomes for pillar 3 of the ISNs is very high for several
reasons. Continuing security concerns have a dampening effect on private sector
investment, notably foreign direct investment. Political uncertainty increases
risk to the sustainability of current policies and reforms. Corruption increases the
cost of doing business and distorts resource allocation. The absence or weaknesses
of critical institutions constrain effectiveness of legal and requlatory regimes
that are being put in place to promote investments in various sectors. Unclear
property rights, notably with respect to land, are impediments to the functioning
of markets and the development of many sectors, especially the financial sector,
agriculture, and urban development. Lack of skills discourages investment and
innovation in the private sector and impacts effectiveness of the public sector.
Dependence on foreign aid has placed less emphasis on sustainability issues such
as operations and maintenance as well as cost recovery.

Notes

1. These are: (i) address overall constraints to PSD through lending and advisory
work; (ii) identify and address specific measures to catalyze business growth; and
(iii) invest directly in local companies to help them expand business.
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10.

11.

12.

13.

14.

15.

Benchmarks were: (i) all legislation, requlations, and procedures related to
investment would be simplified and harmonized by end-2006 and implemented
by end-2007; (ii) new business organization laws would be tabled in the National
Assembly by end-2006; (iii) government’s strategy for divestment of state-owned
enterprises would be implemented by end-2009.

The 2009 ISN stated that World Bank Group efforts to improve the requlatory
environment would focus on the Doing Business indicators.

The Afghanistan Chamber of Commerce and Industry has requested IFC assistance
in developing an ADR mechanism.

The World Bank Group had planned to support the establishment of two industrial
parks.

The ICAs note that while certain factors such as access to land may not be as
important with respect to small informal businesses, these factors become binding
constraints when small businesses begin to grow.

Industrial park development was an important component of the government’s PSD
strategy. At the time the World Bank project was approved, USAID was developing
three industrial parks, which are now operational. The World Bank had planned to
develop two additional industrial parks but the World Bank project closed without
an industrial park being successfully established.

The 2006 ISN had the following statement: “An area of support that warrants greater
attention relates to land issues which the ICA identified as the greatest constraint
to private sector development, and which underlie the crisis in urban housing.”

The Afghanistan Chamber of Commerce and Industry has requested IFC assistance
in developing an alternate dispute resolution mechanism.

See 2009 ISN section on Mainstreaming Governance and Anti-Corruption.
See chapter 3 for discussion of the Kabul Bank crisis.

In 2010, MISFA established a subsidiary—the Mutahid Development Finance
Institution—which would take over the good clients and staff of MFIs that are
determined to be unable to achieve sustainability.

August 2011 ISR for the Expanding Microfinance Outreach and Improving
Sustainability Project.

IMF technical assistance to DAB covered monetary policy formulation and
implementation, reserve management, banking legislation and regulation
development, and banking supervision. IMF also provided assistance in banking
crisis management.

While the ESW noted the need to manage the macroeconomic impact, including the
establishment of an appropriate fiscal regime to deal with the mining revenues,
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16.

17.

18.

19.

20.

21.

it does not address macroeconomic and fiscal issues, which are more appropriately
dealt with in a Country Economic Memorandum or Public Expenditure Review.

Both the World Bank and IFC are involved in this effort, with the World Bank
leading the initiative.

The NLTA—Afghanistan: Support for Programmatic Resource Growth Corridor
Development—was approved in FY12 and was not part of the program covered by
the CPE. Nonetheless, the intellectual underpinning of the NLTA was developed
during the evaluation period.

The ISN covering the period FY12 to FY14 was discussed in the Board on May 2012.

See World Bank Project Information Document, Emergency Power Rehabilitation
Project, April 15, 2004 (World Bank. 2004. Afghanistan - Emergency Power
Rehabilitation Project. Washington D.C. - The World Bank. http://documents.
worldbank.org/curated/en/2004/04/3303403/afghanistan-emergency-power-
rehabilitation-project).

While this is not an urban project, it has been included here rather than reviewed
as a separate sector.

See Afghanistan: Kabul Urban Reconstruction Project Paper Data Sheet, January
28, 2010 (World Bank. 2010. Afghanistan - Kabul Urban Reconstruction Project:
Restructuring. Washington DC: World Bank). http://documents.worldbank.org/
curated/en/2010/01/11847813/afghanistan-kabul-urban-reconstruction-project-
restructuring.
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The Afghanistan country program operates under extraordinarily difficult
circumstances, wherein security conditions pose a continuing challenge
to Afghanistan’s development and external-partner support. Country risks
have been high, both for the government and for development partners. The
government has shown its determination to build a modern state out of the
ruins and ravages of more than two decades of war. Hence, the Bank Group has
a committed partner with the vision to rebuild the Afghan state and modernize
Afghan society, capitalizing on the goodwill and development support of the
international community.

The commitment of the international donor community also needs to be
acknowledged in responding to the huge development needs of the country.
The country has benefited greatly from generous donor assistance and a
substantial Afghan diaspora, which, with some incentives to return to the
country, brought back vital capacity that helped to stimulate this development
process. These positive trends have been dampened by setbacks on governance
indicators and political economy constraints that will need to be addressed if
the development gains are to be sustained.

The work of the World Bank Group and its international partners to move quickly
and provide sustained development assistance in a high-risk environment also
needs to be commended. Security conditions have worsened since 2007, and
staff have had to cope with the pressures of an ongoing conflict, with severe
restrictions on personal mobility. Particularly in countries with weak capacity,
presence on the ground is often critical to jump-starting development programs.
The Bank Group has responded with growing recognition of the challenges faced
in FCS and enhanced support for staff to address these challenges. Increasing
security risks compelled the country office to take extraordinary measures to
ensure the safety of its personnel, substantially raising the cost of the country
program. Achieving development results in this context is noteworthy.

Overall Assessment

Overall, Bank Group assistance has achieved substantial progress toward
most of its major objectives in Afghanistan since 2001, although country and
operational risks to development outcomes remain high. Under each of the major
objectives, defined by the three pillars, there have been notable achievements,
including some good practice elements, although in some components under
the pillars, progress lagged or had shortcomings. Impressive results have been
achieved in public financial management (especially fiduciary controls), public
health, telecommunications, and community development; substantial outputs
have also been achieved in primary education, rehabilitation of rural roads and
irrigation systems, and microfinance. All of these were initiated during the
initial phase. Some of these, such as public financial management, are long-
term programs where the focus on fiduciary controls needs to be complemented
by efforts to strengthen budget planning and execution. Bank assistance has
also been instrumental in developing the mining sector as a potential engine
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of growth. However, progress has been much slower in civil service reform,
agriculture, and urban sectors and in promoting private sector development.

Although assistance from other donors dwarfs that of the Bank Group, which
accounts for less than 5 percent of official development assistance, its ability
to complement its financial assistance with AAA and mobilization of donor
resources through the ARTF enabled it to play a significant role in many areas.
The ARTF, administered by the World Bank, is the largest single source of
on-budget assistance to the government and has facilitated effective donor
coordination around key institutional reforms and investment programs.

Comments on this evaluation have been received from the Government of the
Islamic Republic of Afghanistan and are attached to this evaluation (following
appendix K).

Much of the credit for Afghanistan’s development trajectory goes to the
government’s own strategic vision and commitment to change and the
willingness of development partners to support the government in this
significant turnaround of Afghanistan’s history. The government has recast
the transition to Afghan responsibility for security in 2014 as the beginning of
“the decade of transformation.” The international community has pledged to
continue support for Afghanistan to realize that vision.

RELEVANCE AND EFFICACY

This evaluation considers the Bank Group’s assistance to Afghanistan highly
relevant and responsive to client needs, particularly during the initial period of
reengagement. The initial strategy responded to the conditions prevalent when
the Bank Group reengaged in November 2001, with a transitional government
that inherited very weak capacity. The core of the Bank’s strategy derives from
the needs assessments undertaken in FY02-03 and the strategic vision mapped
out by the government in 2004. The focus under the two TSSs was appropriately
on building core state institutions, delivery of services to demonstrate the
legitimacy of the state, rehabilitating critical infrastructure, and initiating
analytical work to build the knowledge base for future development assistance.
On these core state functions and delivery of social services the Bank has
stayed the course, recognizing that these are long-term endeavors.

Bank Group strategy under the 2006 and 2009 ISNs continued the programs
initiated during the previous phase as they were still relevant, but the Bank
Group was slow to modify the design of ongoing programs and the components
of the pillars to introduce greater realism in the strategic pillars as the context
changed. While these programs have been scaled up, risks to development
outcomes remain high, due to both country and operational risks.

Aside from the work on the mining sector, which has succeeded in attracting
regional investors, the assistance program has not yet evolved beyond the
initial foundations for development laid out under the TSSs into a longer-
term strategy for sustainable growth. Consequently, both the relevance and
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the efficacy of Bank Group programs were adversely affected. Subsequent
initiatives do not appear to have been derived from a coherent approach that
would ensure achievement of the strategic objectives of the ISN pillars. While
PFM systems have been put in place and downstream fiduciary controls have
created confidence in use of program funds, this has so far not grown beyond
financial control measures to effectively influence medium-term expenditure
programming, budget preparation and execution, and other upstream aspects
of PFM.

The NSP achieved remarkable outreach to alarge number of rural communities but
has not evolved beyond its project-driven approach to community organization
toward economic, social, and governance activities based on more sustainable
fiscal transfers to subnational levels and local communities. After stellar
portfolio performance during the first few years of the assistance program,
when portfolio results were better than the Bank average, implementation
quality has suffered and the portfolio at risk has increased substantially.

IFC and MIGA support to an investor in the telecommunications sector has
grown over time, but, overall, IFC’s investments during the last few years have
been lumpy in Afghanistan due to increased uncertainties on the security and
political fronts that have not been conducive to private investments. A large,
MIGA-supported telecommunications project performed well and was rated
high for its development outcome; it contributed to enhanced competition
and was highly successful in improving access to telecom services. The project
was implemented by a leading mobile telecom operator with prior operational
experience in difficult environments. By contrast, several of MIGA’s Small
Investment Program guarantees have been cancelled because of weak business
performance of the insured projects. Security, governance, capacity constraints,
and design weaknesses contributed to this deterioration.

The Bank complemented selectivity in lending operations with strategic
analytical work in other areas, but knowledge gaps in some key sectors
(especially agriculture and urban) have not yet been addressed. The comparative
advantage of the Bank lies in its global outlook and its ability to complement
lending with knowledge services. Investment in building a knowledge base
was appropriately frontloaded, with much greater expenditure on building
knowledge during FY02-06 than in FY07-11. And the composition of knowledge
products evolved from more ESW during the earlier years toward more technical
assistance. The quality of the Bank’s AAA drew uniformly high praise from both
government counterparts and other donors. The most notable contribution was
toward design of the Bank Group’s own lending program, although impacts on
the government’s policies and programs were also evident. In a few sectors,
such as telecommunications and mining, the Bank Group’s analytical work
helped the government mobilize financial support from other partners and the
private sector, indicating the value of such strategic analysis in other sectors
where the knowledge base remains weak, even if the Bank opts out of financial
investments.
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The Bank’analytical activities in several cross-cutting areas have had significant
influence on government policies and programs and donor activities, but major
analytical gaps remain. Analytical work for the strategic needs assessment,
gender assessment, social and environmental management, and the economics
of transition are successful examples of the Bank’s knowledge contributions to
the country program. However, the Bank Group and other development partners
were unable to anticipate, and have had to adapt to, the governance challenges
that have become more acute over the past few years. Although the Bank
has played a major role in supporting civil service capacity through the ARTF
recurring cost window and several Bank-financed operations, Afghanistan still
lacks a strategic human resources plan that matches the growing need for
skilled personnel to manage Afghanistan’s development. Without a human
resources strategy for the civilian sector, including coordinated efforts for
higher education and skills development, the government’s ability to deliver
on its ambitious transformation agenda may be severely cramped after the
2014 transition.

While most of the relevant objectives of the assistance strategy have been
met, there is considerable variation within each of the pillars (see appendix
A). Under the first pillar, support for PFM was considerably more effective
than that for public sector management. Although access to both schooling
and public health services has vastly improved, Bank support to the health
sector was more effective in achieving and measuring outcomes. In education,
substantial strategic and quality gaps remain, and education outcomes are not
being assessed. Under the second pillar, the NSP has been effective in achieving
its objectives both in terms of physical outputs and in laying the institutional
foundations for local governance. Consolidating and sustaining those gains
by establishing linkages to other subnational levels and to the market is the
challenge of the next phase. Substantial physical progress in the rural roads and
agriculture and water resources sectors has been achieved, but overall program
impact has not been evaluated and appears to be more muted. Under the third
pillar, Bank Group assistance proved highly relevant and effective in ICT and
also appears to be highly relevant in the mining sector, with its good future
potential as an engine of growth. Bank Group support was also effective in the
financial sector, especially in microfinance. But its support to the investment
climate, power, and urban sectors has been notably less effective.

Overall, while the country assistance program has achieved acceptable progress
toward most of its major relevant objectives, these variations in results reflect,
in part, the constraints of working in a conflict environment where the ability
of the country team to engage with issues on the ground was increasingly
hampered by security restrictions. However, they also appear to reflect a
reluctance or inability to reconsider program and strategic design. The first
pillar of the two ISNs was conceptually sound and, with further attention to
the weaker-performing sectors in the future, is likely to achieve its objectives.
However, the strategic objectives of the second and third pillar of the ISNs
proved to be overly ambitious; the underlying interventions were not adequate
to achieve their higher-order objectives. Nonetheless, at the project level, many
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of the individual operations within these pillars are likely to achieve their
objectives.

Conflicting interests within the country, as well as contradictory advice and
competing programs, have undermined the government’s ability to develop a
clear vision on subnational governance. Substantial investments have been made
in village-level infrastructure through the CDCs formed under the NSP. Progress
has been more limited in subnational governance, where the government has
not yet developed a clear view and approaches and policy advice offered by
partner organizations are not consistent. The NSP has created village-level
CDCs to manage community projects, and a proposal to recognize the CDCs as
Village Councils—the lowest tier of local government—is under consideration.
A similar proposal to recognize the District Development Assemblies (shura)—
formed by representatives of the CDCs with UNDP support—as the local
government entity at the district level is meeting resistance. Among donors
and government agencies there are divergent views about the need for, and
role of, intermediate local government structures. However, in the absence of
district or provincial local government structures there is a “missing middle,”
and without linkages to some form of district- or provincial-level institutions
to support the CDCs this investment in social capital is unlikely to be sustained.
It is therefore imperative that, at a minimum, the Bank assist the government
in reaching agreement on an interim local governance arrangement that
enables sustainable public investments and service delivery at subnational and
community levels.

Bank engagement in agriculture has been more limited than the demand
expressed by government representatives and other key interlocutors. Concern
for rural livelihoods and food security renders agriculture a high strategic
priority for the government. But the Bank’s support to the rural sector still
lacks a comprehensive strategy for agricultural development, despite demand
for more comprehensive analytical work and systematic engagement from key
stakeholders within the government and among donor partners.

Bank Group support for the private sector has had mixed results. Strategic
lending by the Bank and IFC complemented by high-quality analytical work,
technical assistance, and Advisory Services have led to the rapid spread of
mobile phones, the emergence of the mining sector as a key driver of future
growth, and consolidation of the microfinance industry. Much of this success
has been due to the entrepreneurship of Afghans and the willingness of regional
investors to invest in Afghanistan despite the risks. However, growth of the
private sector overall has been hampered by the ongoing security challenges,
pervasive corruption, infrastructure constraints, and the slow growth of an
independent financial sector, which is crowded out by high levels of donor
financing and an illicit opium economy. A common thread has been the lack of
progress in addressing certain fundamental issues, such as clarifying property
rights, strengthening or creating institutions as appropriate, and building
capacity and skills. Further improvements in the enabling environment and
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accountability mechanisms will be needed to enhance the growth of the formal
private sector.

Drivers of Success and Weakness

INTERNAL DRIVERS

Internal drivers of success included the quality of AAA, customization of
design to the country context, and staff capacity. Sound analytical work,
either in the form of up-front analysis and judicious use of NLTA, appear to
have positively influenced outcomes in public financial management, health,
telecommunications, and microfinance sectors and in IFC’s Business Advisory
Services for horticulture and other business development. The mining sector,
likely to have a transformative impact on the economy, stands out as an area
where the primary contribution of the Bank was through its knowledge work,
which included analytical work, technical assistance, and capacity building.

Contracting out health and microfinance service delivery and community
mobilization to NGOs enabled Bank support to the health sector and the NSP to
achieve outcomes rapidly. Policy dialogue in the health, telecommunications,
and microfinance sectors was facilitated by a realistic assessment of the capacity
of the public sector and of the potential of the private and voluntary sectors, as
well as acceptance of the comparative advantage of each (with the government
in the role of enabler and regulator rather than service provider). Many NGOs
had been operating in Afghanistan before and during the Taliban era, and
capitalizing on their field presence enabled the Bank Group to accelerate support
for the government’s strategic priorities. The effectiveness of these programs
was enhanced when they were accompanied by clear results frameworks and
explicit arrangements for monitoring and evaluation. However, the results
vary, with some programs primarily monitoring outputs while others include
third-party monitoring of outcomes. Their ability to make course corrections
to strengthen program implementation is affected accordingly. The worsening
security situation since 2007 has further limited the Bank Group’s ability to
undertake field supervision. The establishment of clear results frameworks and
realistic arrangements for credible monitoring of programs supported by the
Bank Group is crucial to demonstrate impact.

The country unit has been mostly successful in mobilizing staff for the
Afghanistan country office, with the help of incentives for staff posted in
conflict countries, which allowed more intensive support to the client in many
sectors. IFC also established a field presence in Afghanistan in 2008, with a
country officer co-located with the Bank in Kabul. In core areas, such as PFM,
the need for constant support made field presence an imperative. Programs
in other sectors—health, ICT, and mining—were effectively designed and
managed by task team leaders based elsewhere, but with staff continuity
and frequent country visits, indicating that staff decentralization was not
always the binding constraint. Nevertheless, unavailability of staff for in-
country deployment affected some programs (urban, power), and frequent staff
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turnover coupled with uneven expertise and experience over time (civil service
reform, agriculture, education, NSP) affected others. Heightened security risks
in Afghanistan deterred some staff from moving to the country, apparently
affecting some sectors. While shorter in-country postings are to be expected
in FCS, and recruitment for risky environments will remain a challenge, the
experience of some sectors indicates that staff continuity can be maintained
from elsewhere. At the same time, the ability of some sectors to deploy
experienced staff may have been affected by deskilling over time. While the
country office has been strengthened recently by the deployment of a Bank
expert on the power sector and an IFC Advisory Services specialist, security
constraints limit the overall size of the country office and the Bank Group
program will have to rely on a judicious mix of staff posted in country, in
neighboring countries, and at headquarters.

ExTernAL DRIVERS

External drivers of success included strong country ownership, client capacity,
and alignment of objectives and approaches in Bank support with partner
organizations. Selectivity under the TSSs was driven by priorities clearly
articulated by the interim government. Most successful programs have their
origins in that period. The subsequent ANDS was more ambitious, with 3 goals
and 22 National Priority Programs, which made selectivity more difficult. The
government is now attempting to consolidate these into a smaller number of
priorities.

Capacity constraints in the civil service were overcome by deploying additional
personnel, initially funded by UNDP and subsequently from the ARTF’s recurring
cost window. Capacity for core functions in apex organizations, especially in
the Ministries of Finance and Economy, has enabled improvements in financial
management and procurement. Capacity building has been easier where service
delivery functions were outsourced (MRRD, MOPH) and the ministry retained
responsibility for oversight. This is not feasible in all sectors, but its potential
has not been fully used, even in sectors such as agriculture where it may be
feasible. International experts gradually gave way to Afghan staff as client
capacity increased, though in many ministries capacity depends heavily on
a “second civil service” of contracted staff that is paid at a much higher rate
than in other countries of the region, owing to skill shortages, insecurity, and
competing demands for Afghan staff from other partner organizations. Loss of
this second civil service, either because of deteriorating security or because of
a decline in aid over the upcoming transition, could substantially undermine
government capacity.

Alignment of donor objectives, as in the ARTF, is also a strong determinant
of success. The ARTF has evolved into an effective instrument for resource
mobilization and coordination among development partners. The Bank’s role
in the development and administration of the ARTF has enabled it to mobilize
substantial financing from partners to provide on-budget resources to the
government. In turn, the attractiveness of the Bank to ARTF contributors
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stems both from the fact that Bank-administered resources are on-budget
and support the government’s own programs, and from the Bank’s exacting
fiduciary safequards, which the development community highly esteems.

ARTF resources are allocated only to programs where there is agreement on
objectives and program design, such as with the Incentives Program, the NSP,
basic health, and education (EQUIP). Pooling of resources increases leverage
and accountability, and the ARTF has been very successful in mobilizing and
using resources effectively. It also allows the scaling up of programs piloted
with Bank resources through support for on-budget programs, increasing
country ownership. But it comes with demand for better documentation and
supervision to justify financing decisions and rising expectations of greater
voice from the government and financing partners. About half of ARTF funds
have been used effectively to scale up programs initially piloted with Bank
financing, thereby reducing the risk to contributing development partners.
Conditionality associated with the Incentives Program within the recurrent
cost window also creates an incentive for the government to address difficult
reforms while enabling development partners to sustain a more coherent and
influential dialogue with the government on vital reform areas.
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Lessons for Fragile and Conflict-Affected Situations

Although Afghanistan’s history and challenges are somewhat unusual, given
the enormous impact of international actors since 1979, the experience of the
past 10 years offers a few important lessons of broader relevance to other FCSs:

In countries with weak capacity, partnerships with civil society organi-
zations and the private sector can play an important role in augment-
ing capacity and delivering services rapidly and at scale, particularly in
countries where such organizations exist. However, it may be necessary
to invest in strengthening the capacity of such organizations and, par-
ticularly in post-conflict countries, helping them to evolve beyond hu-
manitarian priorities alone toward a development agenda.

The use of Bank resources or other grants to pilot and initiate imple-
mentation of investment projects can play a valuable role in overcoming
initial teething problems and facilitate resource mobilization to scale up
tested, ongoing operations through multidonor trust funds.

Multidonor trust funds have been used to finance recurrent costs of the
government during the early phase of recovery in several FCS. The es-
tablishment of the Incentives Program is an innovation that proved to
be effective in aligning government priorities and those of development
partners to support critical state-building reforms. This would not have
been possible through a development policy grant, where the policy dia-
logue tends to be more restrictive.

Gender mainstreaming is feasible even in FCSs with severe cultural con-
straints on gender equity if addressed systematically. Coming after more
than two decades of civil war and severe restrictions on females since
1995 under the Taliban, reversing the status of women and providing
them with social and economic opportunities was a key concern of the
government and its international partners. Recognizing the cultural con-
straints of the country context, the Bank Group mainstreamed gender
within all relevant programs. While social discrimination and restric-
tions on mobility of women and girls remains a substantial concern in
Afghanistan, substantial results in terms of service delivery and increas-
ing economic and social opportunities for women illustrate what can be
achieved when ownership of gender issues is an integral part of the coun-
try program.

The performance of different sector programs suggests that an early focus
on results and monitoring is necessary and feasible even in FCSs with
travel restrictions and security constraints, and adds considerable value.
The Afghanistan program made effective use of third-party monitoring
in several sectors to compensate for the lack of in-country capacity and
travel restrictions due to security constraints on field supervision. Out-
come monitoring was used more restrictively, limiting the ability of other
sectors to adopt a learning-process approach to improve program effec-
tiveness.

126 M Evaluation of World Bank Programs in Afghanistan, 2002-11



Continuity, experience, and quality of staff are necessary conditions for
program effectiveness; location in-country is desirable but not always es-
sential. Some of the most successful programs were designed during the
initial years of Bank engagement in Afghanistan by staff that were not
based in the country but had in-depth knowledge and experience in their
sectors and the commitment to provide the sustained support needed to
design and launch those programs. In-country support was more essen-
tial for building client capacity during program implementation. But for
program design or redesign, in-country presence is not a substitute for
experience, as long as staff continuity can be maintained.

In FCS contexts, the Bank Group needs to lay the foundations for a longer-
term strategy early during the recovery phase; the use of emergency
procedures can help expedite project processing to address urgent needs
but should not obscure the need for long-term strategic planning or for
complying with Bank requirements. During subsequent phases of a pro-
gram, when the urgency no longer exists, emergency procedures should
be invoked selectively when there is an operational need that cannot be
met through normal project processing. Emergency procedures should not
be invoked simply to avoid Bank requirements during project preparation
since they would, in any case, need to be addressed during implementa-
tion.

Bank Group AAA can play a critical role in filling knowledge gaps, par-
ticularly in FCS contexts, which often lack a good knowledge base. Pre-
serving institutional knowledge by documenting country experience and
analytical products on key sector issues and the underlying drivers of
political economy is vital to making them available to future members of
the country. This is particularly important in FCS countries, where staff
turnover is higher than in other countries.

Recommendations

While considerable progress has been achieved in many areas, significant
challenges remain in others. Risks to sustainability of development gains
remain high. This evaluation’s findings lead to the following recommendations
for the World Bank:

Engage the government on the need for a comprehensive, long-term
human resources strategy for the civilian sectors at different levels
of government, and provide assistance, in collaboration with other
partners, to develop such a strategy. Development of a strategy would
entail: helping the government undertake systematic analysis of the
Afghan labor market and civilian human resource needs for the next
decade; strengthening coordination among development partners to en-
sure greater coherence in the provision of higher education and skills
training; development and implementation of a plan to produce adequate
numbers of skilled graduates through local and foreign universities and
training institutions to meet the essential needs of the public and pri-
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vate sector; and assistance to the government in developing affordable
human resources systems to recruit and retain trained staff.

e Focus on strategic-level analytical work toward long-term develop-
ment strategies in sectors that are high priority for the government.
Given the Bank Group's comparative advantage in providing knowledge
services, use a judicious mix of strategic ESW and NLTA/Advisory Services
to respond to country needs in priority areas, even where the Bank Group
decides against immediate financial commitments.

e Engage the government in developing local government institutions
to enhance the sustainability of national programs and, in the in-
terim, help the government develop a viable system for service de-
livery at subnational levels. Development of such a system would en-
tail: collaborating with multilateral development partners and bilateral
agencies supporting local government structures and service delivery at
subnational levels and drawing on the Incentives Program to develop and
support a joint strategy for local governance with the MOF, MRRD, MAIL,
IDLG, and relevant line departments, which would give each of them a
stake in the outcome.

e Advise and support the government in transforming the NSP into
a more sustainable financial and institutional model to consolidate
its gains. This would involve: scaling down the size of the second grant
under NSP III to a level where the benefits can be shared more widely
and equitably and linking the CDCs to higher tier(s) of subnational gov-
ernance with reqgular intergovernmental fiscal transfers for public invest-
ments and services that can be sustained by the government.

¢ Focus Bank Group efforts on strengthening the regulatory environ-
ment for private sector investment through: greater use of analyti-
cal work, technical assistance, and Advisory Services to assist the gov-
ernment in establishing property rights, commercial dispute-resolution
mechanisms, and institutions with the capacity to enforce requlations;
assistance to the government and private sector stakeholders in building
coalitions to support the requlatory environment for private sector-led
growth.

e As part of their commitment to expand support in fragile and conflict-
affected situations, IFC and MIGA could usefully increase business de-
velopment efforts targeted to new clients, including investors from
the region and the diaspora, to scale up support to the private sector.
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The evaluation criteria for Afghanistan are the same as for other Country
Program Evaluations (CPEs). IEG's CPEs assess and rate the outcomes (the
“results”) of a given World Bank Group country program relative to its objectives.
This differs from rating the country outcomes of the government or the Bank
Group, as well as the performance of either of these. The central question
underlying the table that follows is “to what extent did the Bank Group
program achieve the outcomes that it set out to achieve?” Distinct ratings
and subratings are typically assigned to each “pillar” or set of strategic goals
set out in the relevant Bank Group strategy documents. For Afghanistan, the
strategic goals are based on the 2006 and 2009 ISNs, although the country
program has also been credited for achievements since 2002. Appendix B of the
evaluation elaborates on IEG's rating methodology.

World Bank Group Achievement of results
associated with World Bank

Group goals

strategic and operational
goals

World Bank Group contribution
to results

World Bank Group
outcome ratings

A. Building the capacity of the state and its accountability to its citizens

Moderately satisfactory: Acceptable progress toward most of its major relevant objectives, with some best practice ele-
ments and some shortcomings.

1. Bank Group's objec-
tives in public financial
management were to

ency, and use the budget
process to make expen-
ditures at subnational
level more effective and
equitable.

A relatively strong public financial
management framework, impres-
sive revenue growth, and greater

effectively.

Less than expected progress in

several key areas:

e Budget formulation and trans-
parency (making headway but
still weak)

e Procurement (lack of qualified
contractors; lack of financial
infrastructure, weak capacity
of implementing agencies)

e External audit (replacement act
for CAO law has been drafted,
but has not been approved)

e Extending core reforms to line
ministries and subnational
units.

Many steps still to be taken in the
public financial management road
map to further reduce fiduciary
risk.

Extensive AAA, four develop-
ment policy grants, and three
capacity building investments

strengthen core systems, |assurance that funds provided helped to:
heighten fiscal sustain- through budget (including most e Draft new laws and
ability, improve transpar- |Bank-managed resources) are used regulations

e Provide Implementation
sup-port on domestic revenue
mobilization, expenditure
control, treasury and cash
management, and financial
reporting

e Monitor achievements
through Public Expenditure
and Financial Accountability
Assessment Reports, Public
Expenditure Reviews, and
other high-quality AAA.

The Bank’s management of the
ARTF gave it leverage to provide
significant non-IDA funding
through the budget, while
ensuring fiduciary rigor. ARTF
support improved public finan-
cial management by demand-
ing compliance with fiduciary
standards, adjusting them to
the realities of the country,

and training public officials in
implementing them. The ARTF
Incentive Program also offered
incentives for the government to
address difficult reforms.

Satisfactory
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World Bank Group

strategic and operational
goals

2. The Bank Group's
objective in public sector
governance was building
a reformed and sustain-
able civil service account-
able to its citizens to
provide services that are
affordable, accessible, and
adequate.

3. In the health sector,
the primary objectives of
the Bank Group’s program
were to promote rapid
improvement in service
delivery in the health
sector.

Achievement of results
associated with World Bank
Group goals

Some progress with statistics, pay
and grading, merit-based recruit-
ment, pensions, and other human
resources processes, but many
challenges remain:

The actual quality of “re-
formed” human resources
processes and related training
provided is mixed.

Most of the gains rely on a
“second civil service” of well-
paid professionals outside the
civil service.

Little headway on legal and
judicial reform and combating
corruption.

Strong strategic vision and
policy framework established
early in the transition period
(2002/3) helped the Ministry
of Public Health focus on
organizing the sector to ensure
delivery of a basic package of
health services

Capacity to manage contracting
out to NGOs complemented with
relatively robust independent
monitoring of trends in service
access, quality, and utiliza-
tion through an independent
monitoring capacity. The
Ministry of Public Health plays
strong role in anchoring donor
coordination, with three major
development partners follow-
ing complementary approaches
to service delivery and system
development, now facilitated
through ARTF financing.
Measured results show the
number of functioning public
health care facilities increased
from 496 in 2002 to over 2000
in 2011, coverage of basic
health services reaching all 34
provinces. From 2002 to 2010,
the infant mortality rate fell
by 38 percent, under-five mor-
tality fell by 42 percent, and
the maternal mortality ratio
declined significantly, from an
uncertain baseline to about
460/100,000.

World Bank Group contribution
to results

Extensive AAA, four DPGs, eight
capacity building investments,
including funding for very at-
tractive contracts for Afghan
consultants in key senior posi-
tions helped to:

e Draft new policies, laws, and
regulations.

e Regrade 15 ministries
and 248,000 civil service
positions.

e Strive for civil service ap-
pointments to be made on
merit basis.

e (Construct court houses
and other basic judicial
infrastructure.

e Strategically focused policy
dialogue in early stages
focused on how to implement
a vision that was strongly
owned by the government
and maintained throughout
period.

e Flexible and responsive ap-
proach to building capacity
within the MOH for man-
agement of NGOs providing
service delivery through a
"learning by doing” approach
in two supporting invest-
ment projects; three comple-
mentary AAAs documenting
early gains and identifying
future policy issues; coor-
dination of donor inputs
through complementary
approach to IDA and ARTF
support to investments.

® Bank encouraged and
supported independent
third-party monitoring of
service delivery outputs and
outcomes.

e IFCinvestments in a private
hospital in FY09 contributed
to reaching nearly 8,000
patients in Afghanistan.

World Bank Group
outcome ratings

Moderately

unsatisfactory

Satisfactory
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World Bank Group

strategic and operational
goals

4. In the education sector,
the primary objectives of
the Bank Group’s program
were to further increase
enrollment at the primary,
secondary, and vocational
levels, with an improve-
ment in gender parity.

Achievement of results
associated with World Bank
Group goals

Achievements in school en-
rollment across the board in
primary, secondary, vocational,
and higher education.

Primary school enrollment
increased from 1 million
students in 2001 to 7.2 million
in 2011 (net enrollment rate 50
percent).

Females comprise nearly 40
percent of primary school
enrollment.

The Ministry of Education and
Ministry of Higher Education
developed national strategies,
though the Higher Education
strategy has not yet been ap-
proved by the Parliament, with
no clear transition strategy.
There have been substantial in-
vestments in training teachers
and generating more university
faculty.

In the area of vocational train-
ing, a National Qualifications
Framework is under negotia-
tion, and institutions for train-
ing have been established.

World Bank Group contribution
to results

Three projects supported the
education sector: Education
Quality Improvement
Program (EQUIP I and II),
Strengthening Higher
Education Projects (SHEP),
and the Afghan Skills
Development Project.

e All sought to develop sus-
tainable, country-owned and
managed projects. EQUIP is
aligned with the National
Education Sector Strategy
and has provided technical
support toward achieving
student enrollment and
teacher training objectives,
but education outcomes were
not monitored.

While SHEP was slow to get
off the ground, in the later
period it provided assistance
for improving university
management and gover-
nance, as well as resources
for training faculty with
partner universities abroad.
The Bank has worked to
coordinate the National
Qualifications Framework and
provide vocational training
through the Afghan Skills
Development Project.

B. Promoting growth of the rural economy and improving rural livelihoods

World Bank Group
outcome ratings

Moderately satisfactory

Moderately satisfactory: Acceptable progress toward most of its major relevant objectives; unable to address some key
development constraints and high risks to some major development outcomes.

1. The Bank Group's objec-
tives for the rural roads
subsector were to further
rehabilitation of rural
access roads and provide
employment for poor rural
households.
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0f Afghanistan’s approximately
40,000 kilometers of rural
roads, 10,000 have been reha-
bilitated since 2001. Close to 60
percent of this work was done
with Bank/ARTF assistance.
Provincial Reconstruction
Teams and the Commander’s
Emergency Response Program,
both financed by the United
States, also provided financial
support for rural road reha-
bilitation, together with the
Bank/ARTF-funded National
Solidarity Program and a few
bilateral donors.

Three rural road rehabilitation
projects (National Emergency
Employment Program, National
Emergency Employment
Program for Rural Areas, and
the National Emergency Rural
Access Project) were financed
by the Bank and the ARTF.
Together they rehabilitated
close to 5,900 kilometers of
rural roads and provided about
8 million days of employment.
However, sustainability of ru-
ral roads remains a challenge.
The Bank and the govern-
ment have differed on policy
issues for rural roads, such as
their width and surfacing.

Evaluation of World Bank Programs in Afghanistan, 2002-11
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World Bank Group

strategic and operational
goals

2. The Bank Group's objec-
tives for the National
Solidarity Program were
to strengthen commu-
nity-level governance

in Afghanistan and to
improve the access of rural
communities to social
and productive infra-
structure and services for
completing, expanding,
and building upon the
rollout of the National
Solidarity Program across
the country.

3. The Bank Groups objec-
tives in agriculture and
water resources develop-
ment were to promote
growth of the rural
economy and improve
rural livelihoods through
rehabilitation of existing
traditional irrigation sys-
tems, development of rural
enterprises; support to the
wider agriculture-rural
development strategy
dialogue and IFC support
by scaling up its work in
the horticulture sector
and more efficient use of
Afghanistan’s scarce water
resources

Achievement of results
associated with World Bank
Group goals

The government states it now
has the capacity to implement
rural road rehabilitation pro-
grams itself due to the Bank's
support for staff training.

Since 2003, the NSP has sup-
ported 27,360 Community
Development Committees
(CDCs), and financed 59,629
subprojects, 80 percent of
which have been completed.
NSP grants to communities (as-
sisted by facilitating partners)
have improved local capacity
to manage the planning, reha-
bilitation and development of
basic public infrastructure in
rural areas.

NSP subprojects are primarily
for transport (26 percent), wa-
ter and sanitation (24 percent),
irrigation (19 percent), power
(12 percent), and education (10
percent).

CDCs have also contributed to
building social capital and em-
powerment of women in rural
communities, although results
vary across the country.

Production of Afghanistan’s
staple food (wheat) increased,
albeit with considerable fluc-
tuations, at about 6 percent per
year between 2002 and 2010
due mainly to increases in area
harvested. Production of other
crops also increased but at a
slower rate.

The Bank-assisted irrigation
project and the horticulture
and livestock project did not
contribute to the high national
growth rate of agricultural pro-
duction because their effective
implementation was delayed by
two-to-three years until 2007
and 2009 respectively.

World Bank Group contribution
to results

e A policy on the width and
surfacing for rural roads
could have been resolved five
years ago when the govern-
ment requested Bank advice
on rural access policy. The
Bank did not respond, and
preparation of a rural access
policy was stalled. It is be-
ing prepared as part of the
National Emergency Rural
Access Project.

e Four Bank-assisted NSP
projects were implemented,
two-thirds of the funding
coming from the ARTF.

e The NSP’s facilitating part-

ners obtained funds from

other donors to broaden
their activities beyond the

NSP’s scope. The result has

been additional services to

communities.

Government and Bank

programs are using the CDCs

as entry points for other
development projects.

The sustainability of the NSP

will depend on the transition

of CDCs into village coun-
cils (envisaged under the
constitution). A proposal for
this transition is currently
under consideration by the
government. However, the
links with other tiers of
subnational governance are
still being debated.

e The completed Emergency
Irrigation Rehabilitation
Project financed the rehabili-
tation of water supplies to
numerous small to medium-
scale irrigation systems as
well as the installation of
meteorological stations.
Incremental wheat yields are
reported to be 25 percent
since the EIRP got under way
after restructuring in 2005.
The ongoing Emergency
Horticulture and Livestock
Project financed rehabilita-
tion and development of
vineyards and orchards,

and support services for
horticulture and livestock
producers. Early results show

World Bank Group
outcome ratings

Satisfactory

Moderately satisfactory
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World Bank Group

strategic and operational
goals

1. The Bank Group's objec-
tives in the area of in-
vestment climate were to:
(i) improve the business
requlatory and legislative
framework; (ii) facilitate
foreign direct investment;
(iii) enable establishment
of industrial parks; and
(iv) reduce the cost of do-
ing business.

134 A

Achievement of results
associated with World Bank
Group goals
These projects will eventually
contribute to improved rural

livelihoods, but their impact
will be limited because so far

they covered only 19 percent of
areas currently under irrigation

and an even smaller percent-
age of horticultural areas or
livestock production.

Ministry of Agriculture,
Irrigation, and Livestock
engaged the Bank and many
development partners in a dia-
logue on an agriculture-rural
development strategy, which
included plans for strengthen-
ing the ministry’s capacity to
provide services to the agricul-
ture sector.

The Bank’s analysis of water
resource management options
in the Kabul River Basin, in
collaboration with the Ministry
of Energy and Water contrib-
uted to capacity building in
the ministry and its ability to
design additional irrigation
projects and formulate water
resources policy.

Investment climate continues
to be challenging due to secu-
rity and governance issues.
While many laws and regula-
tions have been enacted,
institutions to enforce these
are weak and lack credibility.
Property rights, specifically
land tenure, are unclear, with
lack of adjudication process;
the Doing Business Investor
Protection Index is 1 on a scale
of 0-10.

Cost of doing business
continues to be high, with

no progress in the areas of
construction permits, electric-
ity connections, and trade
procedures.

World Bank Group contribution

to results

productivity gains for some
horticultural crops, but reha-
bilitation and development
costs have been high.

The Bank missed the op-
portunity to undertake a
comprehensive analysis of
the agriculture sector to
inform the government’s
agriculture strategy and

the design of projects to
improve productivity and
reduce rural poverty. In 2009
the Ministry of Agriculture,
Irrigation, and Livestock is-
sued its National Agricultural
Development Framework, to
which the Bank had provided
some assistance.

The Kabul River Basin study
prepared by the Bank in col-
laboration with the Ministry
of Energy and Water is being
used as a model for studies
of Afghanistan’s other river
basins.

The follow-up Bank technical
assistance program contin-
ues to support the further
strengthening of the Ministry
of Energy and Water staff
capacity for long-term water
resource management and
development on a broad front.

C. Supporting growth of the formal private sector (including infrastructure)

World Bank AAA improved
knowledge about the private
sector but had little by way
of results.

A World Bank private sector
development project did not
result in a successful indus-
trial park as intended.
Investment guarantee
project mobilized about
$100 million in foreign
direct investment, mainly in
telecommunications.

IFC investments sup-

ported foreign direct
investment in a hotel and
telecommunications.
Ongoing IFC work on licens-
ing reform may show results
in the future.

Evaluation of World Bank Programs in Afghanistan, 2002-11

World Bank Group
outcome ratings

Moderately satisfactory: Acceptable progress toward most of its major relevant objectives, with best practice development
impact in one area, but unable to address some key development constraints

Moderately
unsatisfactory




World Bank Group

strategic and operational
goals

2. Bank Group objec-
tives in financial sector
development were to: (i)
support the microfinance
industry; (ii) develop

the banking system; (iii)
strengthen DAB capacity;
and (iv) introduce leasing

3. The Bank Group’s main
objectives in energy
and mining were to: (i)
develop the legal and
regulatory regime to en-
able private investment;
and (ii) improve capacity
of the Ministry of Mines.

4. The Bank Group’s main
objectives in ICT were to:
(i) develop the legal and
regulatory regime to en-
able private investment;
(ii) improve policy and
regulatory capacities; (iii)
support privatization of
Afghan Telecom; and (iv)
enable increased utiliza-
tion of ICT applications.

5. The main objectives

of the Bank Group in the
power sector were to: (i)
support rehabilitation of
the power sector including
capacity building; (ii)
provide advice on sector
policy.

Achievement of results
associated with World Bank
Group goals

Microfinance lending has
grown during the past 10 years
with restructuring of the
industry.

Bank lending to private sector
grew, though portfolio risks
remain high.

Financial infrastructure and
capacity to support risk-based
lending are still undeveloped.
DAB capacity has improved
generally, but supervision
capacity needs review.

Lack of a leasing law has
impeded the development of a
leasing sector.

Large foreign investments in
two mines approved.

Legal and regulatory regime is
basically in place.

Ministry of Mines capacity has
improved.

The sector is now dominated by
private sector.

Privatization of Afghan
Telecom approved by the
government.

Eighty percent mobile phone
geographical coverage with
prices declining and ICT ap-
plications increasing.

Legal and requlatory regime in
place.

Improved capacity in the
Ministry of Communications
and Information Technology
and Afghanistan Telecommuni-
cations Regulatory Agency.
Increased use of ICT in public
sector governance.

Based on the 2010 Investment
Climate Assessment, power
supply remains a major
constraint to private sector
development

The power utility company
(DABS) continues to suffer
from weak capacity.

World Bank Group contribution
to results

e Bank Group supported
development of microfinance
sector through World Bank
projects and IFC advisory
and investment projects with
significant contribution to
development and restructur-
ing of the sector.

e Bank Group work (World
Bank operation and IFC
Advisory Services) on
financial infrastructure and
capacity building has yet to
show results (with the excep-
tion of microfinance) beyond
the approval of a regula-
tory framework for financial
infrastructure.

e World Bank AAA helped
develop the laws and regula-
tions in the sector.

e World Bank operations and
advice supported capacity
building.

World Bank nonlending
technical assistance and
operations helped develop
the legal and regulatory
regime and improve policy
and oversight capacities of
government offices.

IFC investment and MIGA
guarantees supported private
investment in the sector.

The World Bank is not a
major player in the sector;
World Bank projects focused
on power distribution
systems in latter part of the
evaluation period.

World Bank AAA and op-
erations supported initial
reorganization of DABS.

e Current portfolio of World
Bank projects facing dif-
ficulties and may need to be
restructured.

Appendix A: Afghanistan—Summary of World Bank Group Program Outcome Ratings

World Bank Group
outcome ratings

Moderately satisfactory

Satisfactory

Highly satisfactory

Moderately
unsatisfactory

B 135



World Bank Group
strategic and operational
goals

6. The main objectives

of the Bank Group in the
urban sector were to: (i)
support rehabilitation of
urban infrastructure; (ii)
introduce contemporary
techniques for urban
development; and (iii) ad-
dress land issues.

Achievement of results
associated with World Bank
Group goals

There has been significant
progress in rehabilitation of in-
frastructure, though increases
in urban population and

traffic pose major continuing
challenges.

Capacity for urban development
remains weak, with authorities
unable to deal with scale of
urban issues.

Little progress in addressing
land issues, which are critical
to mitigation of housing crisis.

World Bank Group contribution
to results

e  World Bank AAA helped
develop a power 