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=
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=
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Afs.

Af. 1

=

US$ 0.02169
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43.0

FISCAL YEAR
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Note:

A depreciated exchange rate (Afs. 47.5 : US$ 1) has been used
in calculating project costs. See paragraph 50 for detailed explanation.
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AgBank

-

Agricultural Development Bank of Afghanistan

AMSCO

-

Agricultural Machines and Services Company

GDADE

-

General Directorate of Agriculture Development and Extension

KEU

-

Khanabad Extension Unit

KIPD

-

Khanabad Irrigation Project Department of the Ministry
of Water and Power

WAPCOS

-

Water and Power Development Consultancy Services,
Ltd. (India)
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AFGHANISTAN
SECOND KHANABAD IRRIGATIONPROJECT
CREDIT AND PROJECT SUMMARY

Borrower:

Republicof Afghanistan.

Beneficiaries:

Khanabad IrrigationProject Department(KIPD),General
Directorateof AgricultureDevelopmentand Extension
in Kunduz (GDADE),AgriculturalDevelopmentBank of
Afghanistan (AgBank)and Malaria Institute

Amount:

US$22 million.

Terms:

StandardIDA.

RelendingTerms: Governmentwould on-lend to AgBank amounts required for
agriculturalcredit, estimated at about US$3.3 million,at
4.5 percent interestrepayableover 15 years including5
years of grace.
Prolect
Description:

The proposedproject, a continuationof the first Khanabad
IrrigationProject financedby IDA, aims to develop agriculture by rehabilitatingand extendingexisting irrigation
and drainage schemes,extendingagriculturecredit to
farmers and providingan efficientextension service. It
also aims at controllingmalaria in the project area, and
includesa feasibilitystudy for a dam about 90 km upstream
of the project area for water resourcesdevelopment. It
aims to increaseagriculturalproductivityand production
on about 41,500 ha and to benefit about 12,000 farm families.
Absolute rural poverty level in Afghanistanis currently
estimatedat US$84 per capita. After the implementationof
the first Khanabadproject, 55 percent of the project farmers
will still be in absolutepoverty. These would be addressed
by the proposed project. The project would within 9 years
increaseaverage income of owner operatorsby 40 percent
and sharecroppersby 20 percent. A risk exists that the
extension servicemight not become fully effectiveby 1982
and that there would be some shortfall in the maximum
projectedyield. The project,however,would still be
viable even if an effectiveextension servicewere significantlydelayed or hampered.

Thisdocument
hasa restricteddistributionandmaybeusedby recipients
only in the performance
of their officialduties.Its contentsmaynototherwise
bedisclosed
withoutWorldBankauthorization.
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Estimated Costs:
Total Foreign Total
----(US$ million)----

Item

Foreign
as % of
Total

Asqalan and Yanghareq Areas
Gostepa and Larkhabi Areas
Alchin Terrace
Upper Khanabad Area
Esantop Pilot Area
Buildings, Equipment and Vehicles
Agricultural Extension
Training
Feasibility Study for Warsech Dam
Malaria Control Program
Agricultural Credit

2.2
2.1
0.6
2.0
0.4
0.3
0.2
0.2
1.4

2.0
1.8
0.9
2.2
0.1
0.9
0.7
0.2
0.7
0.4
2.3

4.2
3.9
1.5
4.2
0.1
1.3
1.0
0.2
0.9
0.6
3.7

50
46
60
52
73
70
69
90
80
68
63

Base Cost

9.4

12.2

21.6

57

Physical Contingencies (7%)
Price Contingencies (25%)

0.7
2.5

0.8
3.1

1.5
5.6

50
55

12.6

16.1

28.7

56

US$ 5.58
US$ 0.38
US$ 0.74
US$22.00

million
million
million
million

Total
Financing Plan:
Government
Project Farmers
AgBank
IDA

US$28.70 million

Total
Estimated Disbursements:

IDA

FY

Annual
Cumulative

79

80

$ Million
81

0.5
0.5

3.5
4.0

6.0
10.0

Rate of Return;

25 percent

Appraisal Report:

Report No. 1703a-AF dated March 1, 1978

82

83

7.5
17.5

4.5
22.0

INTERNATIONAL DEVELOPMENT ASSOCIATION

REPORT AND RECOMMENDATION OF THE PRESIDENT
TO THE EXECUTIVE DIRECTORS ON A PROPOSED CREDIT
TO THE REPUBLIC OF AFGHANISTAN
FOR A SECOND KHANABADIRRIGATION PROJECT

I submit the following report and recommendation on a proposed
1.
development credit to the Republic of Afghanistan in the equivalent of US$22
million on standard IDA terms to help finance a second Khanabad irrigation
project. The equivalent of US$3.3 million of the proposed development credit
would be relent to the Agricultural Development Bank of Afghanistan for 15
years, including 5 years of grace, with interest at 4.5 percent per annum.

PART I - THE ECONOMY 1/

General
A report entitled "Afghanistan: Economic Memorandum (1030-AF)"
2.
dated June 7, 1976 has been distributed to the Executive Directors. A basic
economic mission visited Afghanistan in April-May 1977 and a draft report was
discussed with the Government in December 1977. The final version of the
report is currently under preparation. The conclusions of the report are
reflected in the following analysis. Country data sheets are attached as
Annex I.
Economic Structure
Afghanistan is an extremely poor, landlocked economy with severe
3.
structural problems. With a population estimated at about 14 million and a
per capita income of around US$160 in 1976, it is one of the largest countries
designated as "least developed" by the United Nations. The country's prospects
for development are limited by a rugged physical terrain, arid conditions and
a paucity of physical and skilled human resources. The adult literacy rate is
only about 14 percent and the availability of physicians and hospital beds are
one per 12,900 and 5,200 persons, respectively. Agriculture accounts for
about half of GNP and engages about 54 percent of the labor force. Nomads
constitute an estimated 11 percent of the population, and an estimated 14 percent of the total population live in the cities. Other structural features
of the economy are: the low degree of monetization, a low share of government
revenues in national income, heavy dependence on foreign assistance for financing the public investment program and the relatively heavy burden of servicing
foreign debts.
Since the establishment of the Republican Government in July 1973,
4.
Afghanistan has made significant economic progress. This has also been accompanied by a degree of political stability which has permitted the Government
1/

Identical to the corresponding section of the President's Report distributed
to the Executive Directors on March 9, 1978 for the Fruit and Vegetable
Export Project.
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There has been some improvement in public administration partic5.
ularly in relation to development planning and project implementation (e.g.
reorganization of the Ministry of Planning, creation of the semi-autonomous
Water and Power Authority which has recently been upgraded as the Ministry of
Water and Power). Attempts are also being made to improve the institutional
support for the country's export trade. An Export Promotion Bank has been
for
established
companies
trucking
and two international
established
recently
efficient transport of goods to USSR and continental Europe have also started
operations. Some promotional efforts have also been aimed at encouraging
private industrial investment (e.g. 1974 General Customs Tariff and 1976
Investment Tariff, small scale industry credit facility at the Industrial
Development Bank and improved procedures for approval of such industries).
A Seven-Year Development Plan (1976/77 to 1982/83) is currently in the third
year of its implementation (see para. 15).
Recent Economic Performance
Afghanistan's economy suffered a major setback from the droughts in
6.
1970 and 1971 followed by the severe winter of 1971/72 which caused declines
in wheat, fruit and livestock production, and especially heavy losses in the
livestock population. Since then agricultural output has recovered rapidly
due to improved weather conditions and increased use of farm inputs. Agricultural output during the fiscal year 1975/76, particularly wheat and
cotton, was at a record level with an estimated increase of 7 percent over
1974/75 which in itself was already a very good crop year. Poor weather
conditions, however, resulted in a slowdown in agricultural production in
1976/77. The increase in the food grains crop, the bulk of the agricultural
produce, was at a lower rate than in 1975/76 while production of seed cotton,
the main cash crop, was the same as in 1975/76. The slowdown in output growth
illustrates the continued dependence on variable precipitation and the need
in irrigation. The performance in large scale manufacturing
for investment
in 1976/77 compared to 1975/76 has been mixed. Production of urea has hardly
increased, constrained by large factory stocks from 1975/76. Ginned cotton,
however, has performed quite well, the estimated rate of increase being about
20 percent. 1/ Although production of cement and sugar have hardly increased,
their production levels were at the limit of their current utilizable capacities. 2/ Production of cotton textiles, however, is estimated to have declined
1/

Although production of seed cotton in 1976/77 remained static at the
1975/76 level, this did not impede ginning operations because of a
large backlog of unginned cotton from 1975/76.

2/

Some of the machinery
thus
capacities
rated

inoperable;
is very old and sometimes
limits.
utilisable
their
exceed
often

machine-

-3-

by about 22 percent; there are demand constraintsfacing cotton textiles, an
export ban and high level of imports encouragedby exchange rate appreciation
(see para. 12) have dampened the demand for the domestic textiles.
7.
The Bank Group in 1976 conducted a sector survey on industrywhich
reviewed its problems and prospects. 1/ The modern sector is dominated by the
public sector with very little private sector participation. The problems of
the public sector are, briefly, over-centralizationof the management structure, lack of proper financial control,and inadequatelytrained management
personnel. The private sector, which consists almost entirely of importsubstitutingconsumer goods industries,is currently stagnatingand is constrainedby various practices such as export restrictionson textilesand
strict applicationof income tax regulationswithout an adequate appeals procedure and a statute of limitationson past liabilities. It is also being
hampered by the lack of a clear Government policy on the role of the private
sector in industrialdevelopment. The findingsof the Bank study, including
various recommendationsof possible policy measures to deal with these problems, have been submitted to the Government. Of late, the Governmenthas
shown a greater awareness of the large potential 2/ for private sector industrial investment (see para. 5).
8.
Afghanistanduring 1976/77 successfullycontinued its efforts to
mobilize domestic resources. Public revenue increasedby about 13 percent
over the previous year while current surplus increasedby about 9 percent
over 1975/76,roughly as projected in the budget. Development expenditures,
although falling short by about 18 percent over the budgetary estimate of
Afs. 14.0 billion, increased no less than 90 percent over the previous year.
This reflects the steady improvementin Afghanistan'sabsorptivecapacity.
The shortfall in developmentexpendituresdid not, however, result in a fall
in the budgetary deficit because of a large shortfall in the inflow of foreign
aid due to a slowdown in commitmentsfrom major donors. 3/
Contrary to the
budgetary estimate of about Afs. 9.3 billion of gross foreign aid inflow,
actual receiptswere about Afs. 5.4 billion. Part of the shortfall in aid
receiptswas, however, made up through deficit finance of about Afs. 2.9
billion, comparedwith debt retirementby the Governmentof about Afs. 0.8
billion during the previous year.

1/

IndustrialSector Review of Afghanistan,IBRD Report No. 1245-AF.

2/

The forthcomingbasic economic report will elaborate on this.

3/

Despite recent improvements,Afghanistan'slow absorptivecapacity
remains a continued concern (see paragraph 14). The slowdown in aid
commitmentsin 1976/77was not, however, due to a lack of project preparation, rather due to delays on the part of the donors. The Government
has partially compensatedfor it by committingits own resources.

- 4 Although gross aid receipts in 1976/77were only 58 percent of the
9.
budgeted figures, they still increased by about 16 percent over the previous
year's total. This however contrasts sharply with the 40 percent annual
growth rate projected in the seven year developmentplan. Commitmentsby
major aid donors have been very limited in 1976/77 and considerableshortfall
in the plan's projectionsof such commitmentsis likely. Foreign aid receipts
can be expected to be a major constrainton achieving the investment targets
of the plan. Additionally,there is evidence that the newer donors are lending on less concessionalterms so that the debt service burden may again
emerge as a serious problem.
The rate of increase in money supply 1/ during 1976/77 has been sub10.
33 percent; this reflects the effect of a large budgetary
about
stantial,
8) and the increase in foreign assets (see para. 11). There
para.
deficit (see
no
correspondingincrease in the prices which are estimated
has been, however,
to have increasedby only about 3 percent. While significantexchange rate
appreciation (see para. 12) helped to keep the prices of imported consumer
goods down, the main restraint on prices may have come from a massive volume
of hoarding of the domestic currencyas pure asset accumulation. It is likely
that the effect of the large increase in money supply was not fully reflected
in the 1976/77:pricesbecause of both lags and cash hoarding. As lags work
through and cash hoardings are run down because of anticipated crop losses,
inflationarypressures could emerge and will need to be closely monitored.
With regard to foreign trade, export earnings during 1976/77
11.
increased by about 32 percent over 1975/76,compared to only about 2 percent
during 1975/76. While export prices increasedby about 22 percent, the
increase in export volume was 8 percent. About 90 percent of the increase in
export earnings came from fruits and nuts and ginned cotton which benefitted
from high prices. Simultaneously,imports in 1976/77 also marked a considerable increase over their 1975/76 level due to the rising volume of development expendituresand the effect of continued exchange rate appreciation(see
para. 12) on private imports. However, the rate of growth (about 24 percent)
was less than the rate for exports so that the trade deficit was reduced from
$42 million to $33 million in 1976/77. Of the other current account items,
interest payments were about $9 million compared to about $5 million in
1975/76. The 1976/77 interest payments were, however, still less than their
1974/75 level, reflecting the 1975 rescheduling of the USSR debt. Net foreign
aid flows were about $112 million, compared to about $94 million in 1975/76
and foreign exchange reserves increased by about $68 million. Current foreign
exchange reserves are about $241 million, equivalent to about two-thirds of
the current annual import flows. Apart from the improving export performance
and increasing net aid flows in recent years, the continued rise in foreign
exchange reserves also reflect an additional factor - central bank purchases
of foreign currency from the "bazaar" (i.e. free foreign exchange market).
This has helped to moderate the appreciation of the Afghani resulting largely
from sizable remittances by Afghans working abroad.

1/

Including quasi-money (i.e. time deposits and foreign currency deposits).
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During the first half of 1976, the central bank had suspended its
:Lg activities in the "bazaar" and this led to a resumption of the appre;aton of the Afghani 1/ during the six months ending September 1976 from
ifs. 55: US$1 to Afs. 40: US$1. Exports were, however, insulated from this
-.
,preciation through export earnings being converted at the rate which prevYailedin February 1976, Afs. 56: US$1. Since September 1976, the central
)nk has resumed its buying activity in the "bazaar" and by end-March 1977
-he "bazaar" rate has increased to Afs. 47: US$1, as a consequence of purchase
3f about $16 million. Simultaneously, however, the central bank has reduced
the export exchange rate first to Afs. 50: US$1, and then in June 1977 to
Afs. 48: US$1. These actions to reduce the spread between the "bazaar" rate
(i.e. at which the central bank sells foreign exchange to the private sector)
and export exchange rate (i.e. at which it purchases foreign exchange from
the private sector), will substantially reduce the budgetary burden which is
incurred on this account. Besides the impact on the Government budget, the
appreciation of the export exchange rate by about 17 percent could affect
export incentives in the longer-term. The IMF is reviewing this question with
the Government. There is, however, no evidence yet of any slack in exports.
Demand for fruits and nuts and raw cotton constituting more than half of
the exports has been particularly buoyant in 1976/77. Recovery of production
by competing foreign suppliers and thereby a reversal of the recent high
export prices should be anticipated in the near future and a depreciated
exchange rate could then become a necessity.
Development Prospects and Constraints
13.
The large undeveloped human, agricultural and mineral resources
of Afghanistan provide the basis for a favorable assessment of the country's
long-term development potential. The commitment of the Government to development and economic and social reforms gives rise to hope that this potential
can be realized. Recent offers of aid, notably from the Islamic oil producing
countries, are likely to increase further the external capital flow into the
country in the near future. Although foreign aid receipts during the seven
year development plan (see para. 15) may fall short of the target, a substantial acceleration over the levels achieved in recent years may reasonably be
anticipated.
14.
To realize the development potential of the country, however,
requires timely and vigorous action to remove a number of obstacles that
severely inhibited the country's economic and social development in the
past. Included among these are:
(a)

1/

Inadequacies in project preparation and the resulting shortage
of projects to absorb the external economic assistance which
was potentially available; and

The average bazaar exchange rate for Afghanis to US dollars has increased from Afs. 80.5: US$1 in 1972/73 to Afs. 47.4: US$1 in 1976/77.
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(b) inadequaciesin public administrationand manpower development
which have led to inefficientimplementationof policies and
projects.
The Governmentis well aware of these problems and has begun to take action
to solve them. Particularattention is being given to improving the taxation
system. The organizationalchanges as mentioned in paragraph 5 also indicate
this awareness. Much, however, remains to be done and will be focused on in
the forthcomingbasic economic report.
15.
The Governmenthas begun implementinga seven-yeardevelopmentplan
(1976/77-1982/83).The plan has an estimated expenditure total of about Afs.
174 billion ($3.7 billion) 1/ thus envisaginga more than three-foldrise in
the average annual developmentexpenditureas compared to 1975/76. The plan
aims at an annual rate of growth in GNP of about 6 percent. With population
expected to grow at about 2 percent per annum, the per capita income growth
is expected to be around 4 percent. However, in its present form the plan
is better viewed as a shopping list of projects providing a range of choice
to donors than as a feasible program with a well-definedframework for the
examinationand coordinationof policies. Thus the plan probably contains
more projects than the country can prepare and implement. Moreover, the
projected foreign aid inflow of about $2.8 billion may be more than can be
expected from the major aid donors. The shortfall in external aid cannot
be met from domestic resourcesgiven the need to increase current expenditures on social services in the plan period.
External Debt
16.
During the period between 1972/73 and 1976/77 about two-thirdsof
public investmentsin Afghanistanhave been externallyfinancedwith gross
aid inflows ranging from about $60 to $130 million annually. As of March 31,
1977 Afghanistan'sexternal debt amounted to $1,748.5million of which $911.2
million was disbursed. The major creditors are USSR (62 percent of the total
outstandingdebt), USA (6 percent), IDA (6 percent), and the Federal Republic
of Germany (5 percent). The People's Republic of China and Saudi Arabia, both
relativelynew creditors,hold 4 percent and 3 percent respectivelyof the
total outstandingdebt. Loans from governmentsaccount for about 92 percent
of all disbursedexternal public debt. Afghanistan concluded,in July 1972,
an agreement with USSR to reschedule$30.2 million of some $152.4 million in
debt service obligationsthat were due during 1972/73-1976/77. In addition,
in early 1973, USSR agreed to convert some $16.5 million of loan commitments
to grants. In February 1975, an agreementwas concludedfor the rescheduling
of another $136 million of debt obligationdue during 1975/80.
17.
With the past emphasison long-gestationinfrastructureprojects with
little export-generatingor import-savingimpact, the growth of Afghanistan's
debt servicing capacity has been outstrippedby the debt-servicingobligations.
Thus, althoughmost of the borrowing over the past 20 years was on quite soft

1/

At the March 1977 exchange rate of Afs. 47.5 to 1 US dollar which
remained the same until June 1977 (see para. 50 below).

terms, the impact of debt service has become heavy and in the recent past
had to be mitigated by substantial rescheduling. The debt-service ratio in
1976/77 was 8.3 percent, as against 17 percent in 1974/75, but the decline was
entirely the effect of the 1975 rescheduling of the debt-service payments to
USSR, the principal lender. Given the country's debt burden, its poverty
and its development stage, Afghanistan does not have the capacity to service
additional external borrowing on conventional terms. It is also probable that
the terms of aid committed and disbursed during the seven year plan period
will be less concessionary than earlier anticipated. Accordingly, it is estimated that the debt service ratio would climb to about 21 percent in 1982/83.
This raises the probable need for a further rescheduling of debt as happened
in 1975. Afghanistan also requires special consideration from external
lenders, including IDA, in financing the local costs of development projects,
in view of its relatively narrow tax-base and low domestic savings capacity.

PART II - BANK GROUP OPERATIONS IN AFGHANISTAN 1/

IDA has provided fourteen development credits totalling US$115 mil18.
lion (net of cancellations) to Afghanistan. IFC invested $0.3 million in the
Industrial Development Bank of Afghanistan (IDBA) in July 1973. However, IDBA
has been nationalized and IFC has been fully paid back its investment by the
Government. Annex II contains a summary statement of IDA credits and IFC
investments as of January 31, 1978, and notes on the execution of the ongoing
projects.
Bank Group lending in Afghanistan began in 1964 with a $3.5 million
19.
credit (Cr. 68-AF) for an education project, but in July 1970, before any construction took place, a major portion of the credit was cancelled at the
request of the Government following education policy changes. A resident
mission was established in Kabul in 1969 and since that time, with a considerable input of staff time and effort on project preparation, the Bank Group
has provided financial assistance to Afghanistan at an average level of about
$13 million annually. IDA has made six credits totalling $69 million in the
agricultural sector, three credits totalling $19 million in the transportation
sector, one credit of $2 million for an industrial development bank project,
one credit of $9 million for a water supply project, one credit of $10 million
for a thermal power project and one credit of $6 million for a second education project. The credits for a Fruit and Vegetable Export Project ($18 million) and this proposed project ($22 million) would be the seventh and the
eighth for the agricultural sector.
Difficulties have been experienced in disbursing the proceeds of
20.
the IDA credits made since 1971. The main reasons were substantial delays
in fulfilling effectiveness conditions, slow progress with the selection of
consultants, minor project changes and, in the case of the Industrial Development Bank (IDBA) Project, a lack of sub-projects. These problems have now
1/

Identical to the corresponding section of the President's Report distributed to the Executive Director on March 9, 1978 for the Fruit and
Vegetable Export Project.
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been correctedsatisfactorily,with the assistance of the Bank's resident
mission in Afghanistan,but in the case of the irrigationand livestock projects, the delays incurred aggravated the effect of very heavy inflation on
the project costs. Disbursementsare now proceedingon a normal schedule. In
close cooperationwith IDA staff, the Governmentis trying to remove obstacles
to satisfactoryproject implementationfor those projects which are currently
being prepared or whose implementationhas just started. For instance, a project implementationunit for the Second Education Project was fully established
soon after the negotiations,and a project unit has already been established
in preparationfor the fruit and vegetable export project.
The Bank Group's lending strategy recognizes that special efforts
21.
are required to help Afghanistanwhich is among the 29 least developed countries designatedby the United Nations. Its landlockedposition, its extreme
poverty and difficulteconomic problems, the structure of its political and
economic system, the underdevelopedstate of physical resources and shortage
of trained manpower impose severe limitationson the country's absorptive
capacityand thus inhibit its development. Considerablestaff time is
required, therefore,to help identify, prepare and implement future projects.
During the forthcomingyears, we expect to establish a basis for financing
an average of three projects each year, which would assist in institution
building,expand production,increase the foreign exchange earning capacity,
improve absorptive capacityand enlarge governmentresources for development.
To that end, technical assistance will continue to be an important feature
of most future projects.
An appraisal report is being prepared for a water supply and sewer22.
age project. The Government is preparing the preinvestmentstudies for a
third education project by utilizing the expertise available within the
Governmentand limiting outside help to the minimum. A grain storage project
is ready for appraisal on the basis of a study financed by the British Government. After completionof an FAO/IBRD CP preparationreport on a rural
developmentproject, the Governmentis taking further preparationsteps in
consultationwith IDA. The project should be ready for appraisal by June
1978. Preparationof the third irrigationproject is also well advanced.
Preparationof a second IndustrialDevelopmentBank project will depend on
further developmentof overall industrialinvestmentpolicies by the Government, particularlyfor the private sector, and the initial experienceof the
program to support small and medium scale industry (see para. 5).
PART III - THE AGRICULTURALSECTOR IN AFGHANISTAN I/
Agricultureis the key sector in the economy of Afghanistan. It
23.
employs about 54 percent of labor force and accounts for about 50 percent of
GDP and about 60 percent of total exports by value. About 85 percent of the
1/

Paragraphs.23-27are identical to the correspondingparagraphsof the
President'sReport distributedto the Executive Directorson March 9,
1978 for the Fruit and Vegetable Export Project.
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total land area of 63 million hectares is comprised of mountains, desert and
forests, unsuitable for cultivation. Afghanistan has an extreme continental
climate, with its hot, dry summers and severe, cold winters. Afghanistan is
very poorly endowed with surface water. High evapo-transpiration rates in
summer make the Afghan economy vulnerable to climatic changes. The drought
between 1970 and 1971 followed by a severe winter in 1971/72 caused a more
than 20 percent drop in agricultural production. Climatic and topographical
factors together with inefficient traditional irrigation systems and the
institutional problems as described below act as severe constraints to the
improvement of agricultural productivity and consequently to the development
of the country.
24.
Grain crops, of which 75 percent consist of wheat, are grown on 80
to 90 percent of the cropped land. About 30 to 40 percent of the unarable
land is used for livestock grazing, mostly for sheep. During the past three
years, Afghanistan achieved a long-standing Government objective of selfsufficiency in foodgrains particularly in wheat. About 2.9 million tons of
wheat are estimated to have been produced in 1976/77 as compared to 2.4 million tons in the pre-drought year of 1969/70. Rice production has also increased from 407,000 tons in 1969/70 to 450,000 tons in 1976/77. Production
of the two major cash crops, sugarbeet and cotton, almost doubled between
1969/70 and 1976/77. The value of agricultural exports increased by over 100
percent for the period 1971/72 to 1975/76, due to a 50 percent price increase
and a similar increase in volume. However, the year 1977/78 may again require
imports of about 200,000 tons of wheat due to low rainfall.
25.
The average size of land holdings is estimated at around 3.5 hectares of cultivable land, but the distribution of land ownership varies
considerably among the regions. The majority of the estimated 1.5 million
agricultural households have less than 0.5 hectare, and rely on sharecropping
arrangements with landlords. Fragmentation and multiple ownership, resulting
from the traditional inheritance law, discourages investment in mechanization
and improvements including the introduction of fertilizers and other inputs.
The landlord may invest little or nothing in his land but often acquires a
substantial part of any production increase achieved by the tenant. In an
effort to break through these socio-custom constraints, the Government has
recently introduced a land reform law and a graduated land tax system and,
under the current seven year development plan, proposes to expand greatly its
program for the settlement of landless farmers. As the first step to support
the Government efforts in this area, the Third Agricultural Credit Project
for which an IDA credit of $12 million was approved in June 1977, includes
credit facilities for farmers resettling under the Government land settlement
program.
26.
The agricultural sector in Afghanistan still faces a number of
institutional constraints including insufficient credit facilities, cumbersome
administrative regulations, inadequate domestic financial resources, a shortage of trained staff, inadequate extension services and above all, cultural
and social constraints including the fact that about 90 percent of the population is illiterate. Although harsh topographic and traditional socio-economic

-
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custoaisrestrain optlmism in the Government s efforts in solving these problenma,there have been some encouraging signs of improvement in these fields
particularly during the past few years. The previous IDA credits for the
have started to address, on a project basis, several of
'"r;'1
se-or
tnese constraints. In addition to their main objectives for production
increases, the irrigation, livestock and agricultural credit projects are
cc.'i tributing to streamlining administrative arrangements, strengthening
institutions connected with these projects and training staff in these fields.
Furthermore, the recent second education project is designed to increase the
number of middle level agricultural extension agents and to improve general
teacher training.
27.
The Ministry of Agriculture is the main administrator of agricultural
development in Afghanistan, but its achievement and influence in agricultural
development has been rather limited due to a shortage of trained and expeadministraand an unsatisfactory
allocations
budgetary
limited
rienced
staff,
tive framework including overcentralization of authority. The transfer in 1975
of the responsibility for irrigation development from the then Ministry of
Agriculture and Irrigation to the Ministry of Water and Power and the creation
of Department of Rural Development in the Prime Minister's office has improved
efficiency in irrigation development, but these two Ministries and the Department of the Rural Development continue to face the same major constraints as
listed above for the Ministry of Agriculture. With the three IDA credits
amounting to $30 million as the main financial support, the Agricultural
Development Bank of Afghanistan (AgBank) has developed a financially and
as the leading
firmly
itself
and established
basis
strong
institutionally
agricultural development institution in the country. Its reorganization and
strengthening in 1969 with assistance from UNDP and IDA were the first major
The first
to farmers.
available
facilities
credit
steps to make institutional
agricultural credit project has been successfully completed and a completion
credit
The second agricultural
has been finalized.
report
for the project
the
is being implemented successfully and is shortly to be phased into
project
1977.
in September
which became effective
project
credit
agricultural
third
Since its establishment in October 1973, the Afghan Fertilizer Company has
contributed greatly to increasing the use of agriculture and improving the
supply and distribution network of fertilizers with strong support from the
United States Agency for International Development (USAID). The Afghan Seed
Company, a recently organized Government organization, is expected to increase
production and contribute to multiplying and distributing improved crop seeds
particularly of wheat and cotton. The company is being assisted by a $14
million loan from the Asian Development Bank, and would also be supported by
the IDA credit of $18 million for a Fruit and Vegetable Export project. The
Herat Livestock Development Company organized under the First Livestock
Development Project, for which an IDA credit of $9 million was made in 1973,
bas been expanding its activities into an extensive animal health program
tuder the Second Livestock Development Project, for which an IDA credit of
$15 million was made in July 1976. Since lack of an efficient extension
service system has hindered the agricultural development in Afghanistan, IDA
has recently made a US$6 million credit for a second education project which
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mainly aims at producing middle level extension agents. Although there are
about 2,600 extension agents in Afghanistan their quality is low and additional extension agents are needed to provide adequate services to farmers.
Irrigation Subsector
28.
Irrigation is a key factor in the development of the Afghan economy.
Since agriculture dominates the economy and since water is a major constraint
on agricultural expansion, the Government continues to put emphasis on irrigation development. Although Afghanistan is poorly endowed with surface water,
it is the main source of irrigation. The ground water potential is considered
to be significant, but no nationwide investigation of it has been made. Some
regional investigations have been underway since the late 1960s when UNDP
initiated a groundwater study to demonstrate modern methods for exploring and
assessing resources in representative areas. However, the results of these
investigations are relatively limited, and there is a need to confirm and
expand them to indicate additional areas suitable for well drilling and
digging and to establish a nationwide order of priorities for groundwater
development.
29.
Mainly due to the rugged topography, only about 6 percent, or about
4 million hectares, of the total land area is cultivated annually, of which
about 2.4 million hectares are irrigated. Of the irrigated land only about
half receives enough water annually, and an average of I million hectares of
the 2.4 million hectares are usually left fallow. In most irrigated areas
served by traditional schemes, farmers rely on either seasonal diversion of
river water by using weirs of stone, or brushwood, or ancient underground
water courses which are inefficient. Many such diversion structures get
washed away during high flows interrupting irrigation supplies during the low
flow periods. Canal breaks are also frequent, and heavy seepage losses and
operational wastes are experienced.
30.
Effective development of irrigation has been constrained mainly by
inadequate control at diversions and seasonal shortages in available flows,
construction of main canals too far ahead of their distribution systems and
inadequate operation and maintenance. Until the recent establishment of the
Ministry of Water and Power, the division of responsibility among concerned
ministries hampered effective coordination, and resulted in slow development.
31.
Since the Republican Government came to power in July 1973, it has
put great emphasis on irrigation improvement and directed its efforts to large
scale irrigation projects. The current seven year development plan contains
fifteen large carry-over irrigation projects and ten new large scale irrigation projects with a total target capacity of about 390,000 ha. These projects are well distributed throughout the country. The plan aims at more than
a 300 percent increase in the total irrigated area during the seven-year
period, leaving at the same time more than 300,000 ha as a carry-over target
from the same projects into the next plan. The current plan is ambitious in
view of the fact that only about 60,000 additional ha became irrigated between
1966 and 1975 under large scale projects. However, the Government is rightly

- 12 giving the first priority to the further developmentof irrigation. The Government realizes that large scale irrigationprojects have long gestation
periods, but because of the prime importanceof irrigation improvement,it
is committed to achieving at least the major part of the planned targets.
There is also some emphasis on the developmentof minor irrigation
32.
schemes. The Rural DevelopmentDepartmenthas been formed to take up responsibilitiesin this area. The small scale irrigationworks will be coordinated
with the constructionand improvementof rural feeder roads, bridges, wells
and other related rural developmentworks.
The constructionof distributionand drainage systems has failed to
33.
keep pace with major canal constructionin some of the large scale projects.
To avoid this problem, the proposed project follows up the Khanabad Irrigation
Project for which the original IDA credit of $5 million has been increased to
$15 million by a supplementarycredit. This project was designed as a first
phase to modernize the existing irrigationsystem in the Khanabad Valley and
to prepare a feasibilitystudy for a project to develop the area further. The
implementationof the first project has been slow due primarily to delays in
Governmentratificationof the original credit and in appointing consultants.
in
which resulted
cost overrun
This led to a considerable
Directors
by the Executive
approved
of $10 million
credit

a supplementary
1976.
in January

However, satisfactoryprogress is now being made on the constructionof this
project which is expected to be completedin December 1978. As a result of
the works under the first project including the constructionof a diversion
weir on the Khanabad River, a more regulated water supply for canals in the
project area is assured. This opens the door for additional rehabilitationof
the irrigationnetworks in the Valley, which is being proposednow under the
second project.
PART IV - THE PROJECT

Project

34.

History

In mid-1975, Afghanistanrequested IDA to assist in financinga

second Khanabad irrigation
given
tinue the support

to

agricultural
to increase
project
under
development
agricultural

benefits
the first

and conKhanabad

IrrigationProject. This would be the eighth IDA credit for the agricultural
sector in Afghanistan. The proposed project was identifiedby an FAO/IBRD CP
mission in October 1975, and prepared by the consultantsto the Ministry of
Water and Power financed under the first Khanabad IrrigationProject. The
project was appraised in March 1977 and negotiationswere held in Washingtoni
from January 9 to 25, 1978. The Afghan delegationwas headed by His Excellency
Farid Isaaq, Deputy Minister of Water and Power and includeda representative
of the Ministry of Planning.
The Project
The project would increase productionthrough irrigationrehabili35.
tation, drainage and supportingagriculturalserviceson an area of 41,460 ha

- 13 comprising26,600 ha includedunder the first Khanabad IrrigationProject,
13,660 ha of land in the lower part of the Khanabad Valley, and construction
of new irrigationfacilitieson 1,200 ha. It would also include a 20 ha pilot
area for testing different irrigationmethods on loess soils, which represent
a potentiallyirrigable area of about 9,000 ha. A malaria control program
would also be carried out in the project area to improve the health of the
project farmers. The project facilitiesare described below:
(a) Asgalan, Yanghareg, Gostepa and Larkhabi Areas (13,660)
remodelling and rehabilitationof the existing main canals,
including constructionof intake regulators, water distribution and drop structures,gravelled roads along canals,
works
drain and land reclamation
of an existing
remodelling
on about 4,800 ha.
(b) Alchin Terrace (1,200 ha)
constructionof pumping stations, a regulator, irrigationand
drainagenetworks, and land levellingof 430 ha.
(c) Upper Khanabad Area (26,600ha)
constructionof two new drainagenetworks, water distribution
regulators
offtake
canals,
on existing
structures
and control
roads.
canal
and gravelled
canals,
for lateral
(d)

Esantop

Pilot

Area (20 ha)

a pilot project for a study of soil subsidenceunder different
irrigationmethods and the most suitable irrigationmethod on
the loess soil.
About 190 km of roads would be gravelled under the project along the
36.
main canals for maintenanceof project works and movement of agricultural
inputs and produce. An extension service would be establishedto cover the
project area. Consultant serviceswould be provided for (a) implementationof
the project works and the pilot project on the Esantop Terrace,and training
of local staff and (b) review at a national level of the effectivenessof the
agriculturalresearch and extension services and setting up an effective extension service in the project area and training local staff in modern extension
techniques (see paras. 41-43 below). Productivecredit for investmentsin
through AgBank to farmers in the project
modern inputs would be made available
study for a dam for water
feasibility
A
below).
44-46
paras.
(see
area
resource developmentat Warsech on a tributaryof the Khanabad River, about 90
km upstream of the project area, would be carried out under the project.
Through the above project components,including the establishmentof
37.
an extension system, the provision of productivecredit and technicalassistance, the project would help increaseagriculturalproductivityparticularly
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raw materials
in food rai-,sand industrial
These improvements
nJlogy and management.

and would also improve farm techwould support the Government's

objectives of attaining self-sufficiency in food grains, increasing production
-'-nge earning crops and raising Governmentrevenue. These are
ail in line with the objectives of the Government's seven year development
plan. The Credit and Project Summary describes the major features of the
oposed project. The Appraisal Report (No. 1703-AF) entitled "Appraisal of
Khanabad II Irrigation Project" is being distributed separately to the Executive Directors.
-

r
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Organization and Execution
The planning, construction, operation and maintenance of the irri38.
gation and drainage works, and the implementation of a feasibility study for
the Warsech Dam would be the responsibility of the Khanabad Irrigation Project
Department (KIPD) of the Ministry of Water and Power. The agricultural extension component of the project would be implemented by the Khanabad Extension
Unit (KEU) to be set up in Kunduz under the General Directorate of Agricultural
Development and Extension (GDADE) of the Ministry of Agriculture. Both KIPD
and KEU would be assisted by consultants to be employed under the project. The
agricultural credit component of the project would be implemented by AgBank.
The malaria control program in the project area would be carried out by the
Malaria Institute of the Ministry of Public Health.
Khanabad Irrigation Project Department (KIPD)
KIPD was established as the department responsible for irrigation
39.
and drainage development under the first Khanabad project, and has been the
main contact point with the Association in implementing that project, including the supervision of consultants' work. The headquarters of KIPD would
continue to be located in Kunduz. Its staff would be expanded to include the
Operation and Maintenance Division, which would consist of 3 sections, each
would be headed by an engineer who would be assisted by two or three technicians. The President of KIPD would report to the Minister of Water and
The Government would make adequate and timely budgetary allocations
Power.
to keep the project facilities in good working condition (Section 4.01(b),
Development Credit Agreement). Annual operation and maintenance costs of the
at about $0.6 million
primary irrigated and drainage facilities are estimated

or about

$15/ha.

Under the supervision of and guidance from KIPD, project farmers
40.
would continue to be responsible for operation and maintenance of the second-

and drainage networks as well as farm roads.
irrigation
ary and tertiary
the farmers arrange for distribution
(mirabs),
water masters
Through elected
to carry out maintenance work.
of water and call for labor contribution
E'armers pay to the mirab a fixed amount in cash and kind per unit area.
The project consultant to be employed by July 31, 1978 would carry
41.
out the detailed designs, prepare construction drawings, supervise construction, and carry out a feasibility study for the Warsech Dam (Section 3.03 (a),
Development Credit Agreement). This consultant would also assist KIPD in the
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operation and maintenance of the project facilities and to train local staff.
It would also assist KIPD in preparing a training program to be submitted to
IDA for approval prior to December 31, 1978, (Section 3.04 (a), Development
Credit Agreement).
Khanabad Extension Unit (KEU)
42.
The first Khanabad Irrigation Project did not provide for an extensive
extension service because USAID was supporting a research and extension
program in the area, and a French cotton mission working in the neighboring
area was considering expanding its activities to the project area. However,
the USAID program has been completed, and the French cotton mission has not
expanded its services into the area. Thus, extension services in the project
area are currently inadequate and need to be strengthened to ensure the
expected benefits of the project. Under the proposed project, the Khanabad
Extension Unit would be set up by December 31, 1978 exclusively to cover the
project area under the General Directorate of Agricultural Development and
Extension in Kunduz of the Ministry of Agriculture (Section 3.05, Development
Credit Agreement). It would have two sub-units, each of which would have four
sectors. KEU would be headed by an agriculturalist director, and its two
subunits would be headed by agricultural technicians. Sixty-four extension
agents, all vocational high school graduates, would be placed under the four
sectors and live in project villages.
43.
A team of expatriate agricultural consultants would assist in setting up and organizing KEU, training extension agents, and reviewing at the
national level the existing agricultural and research services.
The team
will be employed by September 30, 1978 (Section 3.03(b), Development Credit
Agreement).
Agricultural Development Bank of Afghanistan (AgBank)
44.
Institutional credits would be made available to farmers in the
project area through AgBank for farm equipment and on-farm development.
AgBank would also finance one-year loans for productive inputs for about 50
percent of the project farmers. AgBank would continue to be reimbursed by
the Government for one-year loans to farmers which are more than twelve months
overdue. By March 31, 1979, AgBank would reorganize and upgrade its office in
Kunduz increasing its staff, responsibilities and functions to meet project
requirements (Section 2.01(c)(i), Project Agreement).
45.
AgBank would be provided with a workshop under the project and would
be responsible for supplying and servicing agricultural equipment in the project area (Section 2.01(c)(ii), Project Agreement). AgBank's Supply Department
is being separated to form AgBank's wholly owned subsidiary company, the
Agricultural Machines and Services Company (AMSCO). AMSCO, when fully established, would assume the responsibility for supplying and servicing agricultural equipment.
46.
Since its reorganization in 1969 under a UN Special Fund technical
assistance project for which the Bank continues to be the executing agency,
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and through the financial and technical assistance supplied by IDA through
three credits, AgBank has achieved a remarkable transformation from an inefficient and small-funding channel into the leading agricultural development
institution in the country with a professionally competent staff and the
ability to generate revenues. The proposed IDA credit would be the seventh
to be wholly or partly channeled through AgBank; about $3.3 million of the
proposed credit would be channelled through AgBank for this project. AgBank
continues to make generally satisfactory progress in its agricultural development operations.
Malaria Institute
The Khanabad Valley has been known for its malaria hazard, and the
47.
Government has been making efforts to control malaria incidence in the valley.
However, inadequate funds usually are earmarked for the valley. The project
would provide funds to carry out a malaria control program in and around the
project area for the duration of the project. The Malaria Institute of the
Ministry of Public Health, already well established under assistance from UNPD
and WHO, would monitor the incidence of malaria and use its best efforts to
control malaria in the project area in accordance with a program which would
be prepared by the Institute and satisfactory to IDA (Section 3.15, Development Credit Agreement). No disbursement for the malaria control program would
be made from the proposed IDA credit until a satisfactory program has been
furnished to IDA (para 4, Schedule 1, Development Credit Agreement).
Land Ownership Patterns and Tenancy
The land ownership pattern in the project area is complex and avail48.
able information incomplete. A sample analysis of individual villages carried
out under the first Khanabad Irrigation Project indicates that over 60 percent
of the landowners are holders of less than 4 ha. However, earlier surveys
indicated a more skewed pattern. The recently enacted Law of Land Survey,
Settlement of Land Disputes and Registration of Lands (the Land Survey Law)
provides for cadastral surveys, settlement of ownership and boundary disputes,
classification of lands and issue of land titles and enables the Graduated
Land Tax Law of 1975 to be applied. The Land Reform Law of July 1975 defines
ceilings on land holdings and provides for redistribution of land in excess of
the stipulated limits to landless farmers. Although implementation of the
Land Reform has not yet begun due to delays in compiling necessary by-laws and
regulations, the other two laws are being implemented in the project area.
The Government would carry out land surveys, settlement of disputes and registration of land in the project area according to the Land Reform Law and the
Land Survey Law. Since lack of land titles and insecure tenancy arrangements
hinders access to agricultural credit, the Government would take necessary
steps to make available to the project farmers, whether landowners or not, an
adequate volume of short-term agricultural credit on reasonable terms. By
December 31, 1980, the Government would distribute the land to be irrigated
under the project on the Alchin Terrace in individual parcels in accordance
with the Land Reform Law and the Land Survey Law (Section 3.06 (a), (b), (c"),
Development Credit Agreement).
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Monitoring and Evaluation
49.
The Government would cause the implementing agencies to maintain
adequate records and to submit necessary information through periodic reports
to IDA to measure project implementation against the proposed schedule and
project performance against the expected project benefits. Within six months
of the closing date of the proposed credit, the Government would prepare a
project completion report and furnish it to IDA (Section 3.08 (a), (b), (c),
Development Credit Agreement).
Prolect Cost and Financing
50.
The estimated total cost of the project is $28.7 million equivalent,
of which the foreign exchange component is about $16.1 million or 56 percent.
Details of the costs are given in the Credit and Project Summary. This estimate is net of duties and taxes as no taxes are levied in Afghanistan on IDA

financed projects.
About 700 man-months of consulting
services
would be provided under the project
at an average cost of $2,500 per man-month including
contingencies. The exchange rate used for the calculation of project costs US$1:Afs 47.5 - dates from March-June 1977 as compared to the December 1977
exchange rate of US$1:Afs 43.0. The exchange rate in Afghanistan is highly
volatile, responsive to seasonably variable but significant flows of workers'
remittances as well as capital flight from neighboring countries, and intervention
by the central bank. It is, therefore, preferable to use an exchange
rate which reflects more stable trends. The proposed IDA credit of $22 million
would finance the full foreign exchange component and $5.9 million equivalent
of the local costs, and would amount to 77 percent of the total project cost.
IDA's financing of local costs in Afghanistan is justified for the reasons
given in para. 17 of this report. The Government would be the borrower and
would bear the exchange risk. The remaining local funds needed to finance

the project

would come from the Government

($5.6 million),

AgBank's

own funds

($0.7 million)
and sub-borrowers
($0.4 million). Costs per beneficiary family,
excluding price contingency but including agricultural credit, amount to about

$1,900.
51.
Through its budgetary allocations, the Government would make available $18.7 million out of the proposed IDA credit of $22 million to KIPD, KEU
and the Malaria Institute for the implementation of the project. The Govenment would on-lend to AgBank the remaining $3.3 million of the credit proceeds
for AgBank's lending operations in the project area, at 4.5 percent interest
with a repayment period of 15 years including 5 years grace. AgBank's subborrowers would benefit from various types of loans with a duration of up to
12 years. For medium-term loans of 6 years, the interest rate would be 8
percent with a grace period up to one year. The same interest rate would be
applied to long-term loans of up to 12 years with a grace period up to 5
years. Short-term loans for fertilizer, pesticides and seeds would be made at
10 percent interest with up to 12 months repayment period. On all these
loans, a one percentage point interest discount would be given to borrowing
cooperatives. The interest rates adequately cover AgBank's increasing administrative and personnel expenses and costs of borrowing, and allow for a
sufficient level of reserves against defaults on medium- and long-term loans;
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in .3ddition,
they are expected to assist AgBank in strengthening its general
reserves, thus placing it in a stronger position gradually to assume some
risks on short-term input loans in the future.
Procurement
Of the total Project cost of US$28.7 million, the cost of works,
equipment and vehicles and other goods, including physical and price contingencies, would amount to US$23.5 million. Of this cost, goods estimated to
cost about US$21.3 million (91%) would be procured either following international competitive bidding (88%) or after local competitive bidding (3%);
the remaining 9% (about US$2.2 million) consisting of fertilizer, seeds and
other inputs to be financed under short term agricultural credit might be procured by the recipients of such credit through normal commercial channels.
Therefore all procurement would be in accordance with the Guidelines for Procurement under World Bank Loan or IDA Credits - March 1977.
53.
All irrigation and drainage works, estimated to cost about US$16.6
million,
would be constructed
under one contract,
which would be awarded
following
international competitive bidding amongst prequalified bidders.
Equipment and vehicles, drugs for the Malaria Control Program and farm equipment, estimated to cost about US$4.0 million, would be grouped into suitably
sized contracts, which would also be awarded following international competitive bidding. Domestic bidders for civil works contracts would be granted
a margin of preference of 7-1/2 percent for the purpose of evaluation and
comparison
of bids;
for locally
manufactured
goods a margin of preference
of
15 percent
would be applicable.
Procurement
estimated
to cost about US$0.7
million, and consisting of (a) contracts
for equipment
and vehicles
estimated
to cost less than US$20r,000each; (b) contracts for buildings estimated to
cost less than US$200,000 each; and (c) farm equipment and implements estimated to cost less than US$20,000 each would be arranged following local competitive bidding procedures provided the aggregate cost of contracts awarded
under these categories did not exceed respectively US$150,000; US$800,000 and
US$200,000.
Disbursements
54.
The proposed IDA credit of $22 million would be disbursed over five
years to finance: (a) 80 percent of total expenditures for irrigation and
drainage works; (b) 40 percent of total expenditures for buildings; (c) 100
percent of foreign expenditures and 75 percent of local expenditures for equipment, vehicles, and malaria control drugs; (d) 100 percent of foreign expenditures for consultants and training; (e) 100 percent of total expenditures for
salary supplements to local staff. The agricultural credit component would be
financed in accordance with the following percentages: (a) 100 percent of
oreign expenditures and 75 percent of local expenditures for tractors and
other farm implements; (b) 70 percent of the amount disbursed by AgBank for
on-farm development; and (c) 70 percent of the amount disbursed by AgBank
during the first 12 months of the project and thereafter 70 percent of the
annual incremental disbursements for sub-loans for fertilizers, seeds and
other inputs. No disbursement would be made from the proposed credit for the
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malaria control componentof the project until a satisfactorymalaria control
program has been furnished to the Association (para 4, Schedule 1, Development
Credit Agreement). The estimated annual disbursementschedule for the credit
is given in the Credit and Project Summary.
Environment

and Health

55.
The works to be constructed under the project would neither adversely
affect the environmentof the project area nor exacerbatethe incidence of
malaria. The constructionof new drains and the remodellingof existing canals
and drains would make these waterways hydraulicallymore efficient, thereby
improving the general environment. The malaria control program under the project would help improve the health of the inhabitantsof the project area.
Cost Recovery
56.
The existing irrigationchannelsin the project area were constructed
by the inhabitantsof the area over 60 years ago without assistance from the
Government. The farmers'right to receive irrigationwater from the existing
canals without payment of any water charge, therefore,has existed for over
half a century. Most of the existing traditionalirrigationschemes in the
country were originallybuilt and maintained in the same manner as in the
project
area, and the Government finds it extremely
difficult
to levy water
charges for recovery of investment
or operation and maintenancecosts of any
traditional
scheme that has been remodelled
or rehabilitated
through Government
investments.
However, the Government collects
public revenues from farmers,
which can be considered
as contributingto the cost recovery of rural investments, through a Graduated Land Tax which takes into account the productive
capacityof land related to the water availability. Governmentalso generates
revenue through the cotton marketing mechanism. The Governmentcontrols the
purchase price of seed cotton and has a monopoly for processingand marketing
ginned cotton. The differentialbetween the purchase and processingcosts,
and the selling or export prices representsGovernmentrevenue. Following
the full developmentof cotton productionunder Khanabad I and II Irrigation
Projectsin 1987, such revenue is estimated to increase by 330 percent from
the present level of $0.8 million to $4.1 million. Land tax and revenuesare
estimated to increase from about $0.1 million to $0.2 million. Thus the
incrementalrevenues generated as a result of both projects would amount to
about $3.4 million. If this method is consideredas an indirect mechanism for
the recovery of operation,maintenanceand investment costs for both Khanabad
I and II Projects, then it is estimated that, over the project's life and
at a 10 percent discount rate, 100 percent of operation and maintenance costs
and about 50 percent of investment costs would be recovered. The level of
recovery is well in line with that achieved by most other countrieson similar
investments;it is high especially consideringthat the majority of beneficiaries are in the rural poverty group.
57.
However, the present mechanisms for cost recovery could be improved
to achieve more equity among water recipientsand more efficient use of
irrigationwater. The Governmentrecognizes the need for preventingwaste of
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water and promoting more efficient and equitable water managementespecially
when the present practice may often result in inequitablewater distribution
among the upper and the lower farmers on a canal. Under the provisions of the
first Khanabad IrrigationProject,a comprehensivestudy of charges to be
levied on the farmers benefittingfrom the project,having due regard to their
means and capacity to pay, was required to be made, and in the light of the
results of this study appropriate steps were to be taken by Government to
ensure recovery. Although a study has been recently completed,it needs to be
supplementedto provide an adequate basis for Government'sdecisionswhich
have far reachingnational implications.
58.
Keeping all of the above factors in view, the following assurances
were obtained during negotiations: (a) by September 30, 1979, a study with
terms of reference acceptable to IDA and supplementaryto the study carried
out under the first Khanabad Project would be completedin order to analyze
and recommend measures which could be taken for the recovery of operation,
maintenance and investmentscosts of the works providedunder both Khanabad
projects; (b) by December 31, 1979, the supplementarystudy would be furnished
to IDA along with Government'scomments; (c) Governmentwould exchange views
with IDA on the recommendationsmade in the supplementarystudy and make such
modificationsto these recommendationsas appropriate. The Governmentwould
then implement these recommendationsin accordance with a program acceptable
to IDA: and (d) until such time as the recommendationshad been implemented,
the Governmentwould continue to carry out its indirect cost recovery policies
and mechanismswith respect to land taxation and the generationof revenues
from the marketing of cotton as in force on January 1, 1978 (Section3.12 (a),
(b), (c), Development Credit Agreement).
Benefits
59.
The project would directly benefit about 12,000 farmers and their
familiesor about 108,000 persons, through increased productionof various
farm commodities. The project is expected to increase productionof rice and
wheat by about 20,500 tons, cotton by about 18,000 tons and other crops
including maize, melon and vegetables by about 14,000 tons. The incremental
wheat and rice productionwould replace imports of wheat and contributeto
self-sufficiencyof food. Wheat and rice from the project area would be
shipped to food deficit areas, in particularKabul, and facilitatethe Government's efforts to set up an expanded wheat stabilizationprogram. Seed cotton
will be purchased by a governmentcompany to be processedinto ginned cotton,
vegetable oil and various other by-productsfor which internationaland local
markets are confirmed. Other commoditiessuch as maize, melon and vegetables
are

expected

to

be absorbed

without

problem

by the

local

market.

60.
At the moment, 60 percent
of the farmers
in the project
area have
per capita
income below the absolute
rural
poverty
level
of $84.
The average
owner operated
farm's
income is already
increasing
gradually
to a level
of
$845, or $94 per capita,
under the first Khanabad project whose physical
construction
is expected
to be completed
in December 1978. About 55 percent

of the project farmers in the area will, however, still have incomes below
the absolute poverty level. These will be addressedin the proposed project
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under which the average owner operated farm's income is expected to increase
to $1,180. Cotton sharecroppers household income would increase similarly
from $372 to $460 and rice sharecroppers household income from $325 to $370.
The overall economic rate of return for the proposed project is estimated at
25 percent; exclusion of investments on the feasibility study and the malaria
control program would improve it to 29 percent. If this project is considered
together with the first Khanabad Irrigation Project, the combined rate is
estimated at 20 percent. The economic rate of return is estimated at 25
percent for the Asqalan/Yanghareq area, the cost of which is $4.2 million, 22
percent for the Gostepa and Larkhabi areas, the cost of which is $3.9 million,
25 percent for the Alchin Terrace, the cost of which is $1.5 million, and 42
percent for the Upper Khanabad area, the cost of which is $4.2 million. The
project would also result in the following unquantifiable benefits: (a) institution building and training of staff of the project implementing agencies,;
(b) improvement in public health through malaria control; (c) improvement in
the general communications in the project area; and (d) contributions to the
development of the country through the studies for the Warsech Dam, Esantop
pilot area, the cost recovery and the agricultural research and extension at
national level.
Risks
61.
There is some uncertainty as to whether KEU would be able to establish an efficient agricultural extension service in the project area. The
project would still be viable even if the establishment of an efficient
extension service is significantly delayed or hampered. A French cotton
mission has been successfully training local extension agents and working
with about 5,000 cotton farmers in neighboring areas. The success of the
French mission suggests that with the right methods and approach, the overall
weakness of extension services in Afghanistan can be overcome. KEU with its
consultant team is expected to maintain close coordination with the French
mission.

PART V - LEGAL INSTRUMENTS AND AUTHORITY

62.
The draft Development Credit Agreement between the Republic of
Afghanistan and the Association, the draft Project Agreement between the
Association and AgBank and the Recommendation of the Committee provided for
in Article V, Section I (d) of the Articles of Agreement of the Association
are being distributed to the Executive Directors separately.
63.
Features of the project of special interest are listed in Section
III of Annex III.
64.
Special conditions of effectiveness of the IDA credit are as follows
(Section 6.01, Development Credit Agreement):
(a)

the execution of the Project Agreement on behalf of
AgBank has occurred after having been duly authorized
or ratified by all necessary corporate and governmental
action; and
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(b) the execution of the SubsidiaryAgreement on behalf of
the Borrower and AgBank, respectively,has occurred
after having been duly authorizedor ratified by all
necessary corporate and governmentalaction.
No disbursementwould be made from the proposed credit for the
65.
maiaria control component of the project until a satisfactorymalaria control
program has been furnished to the Association (para 4, Schedule 1, Development
Credit Agreement).
66.
I am satisfied that the proposed IDA credit would comply with the
Articles of Agreement of the Association.

PART VI - RECOMMENDATION

67.
I recommend that the Executive Directors approve the proposed
developmentcredit.

Robert S. McNamara
President

Attachments

March 9, 1978
Washington,D.C.
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TABLE 3A
SOCIAL INDICATORS DATA SHEET
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POPULATION AND VITAL STATISTICS
9 9*

12.3*

14.0*jj

POPULATION DENSITY
PER SQUARE KM.
PER 50. KM. AGRICULTURAL LAND

1S.0
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POPULATION (MID-YR. MILLION)

INFANT

14.0

25.0

46.0

54.0

44.7
24.6
300.0
40.6
3.0
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ECOtNO1ICINDICATORS

GNP in 1975/76(At 1975/76 ConstantPrices)

uS$Million
GNP at MarketPrices
Uj
Gross Domestic Investment
Gross National Savings 1/
CurrentAccountBalance
Exportsof Goods
Importsof Goods

1976

100.0
-

-54
236
278

-3
12
14

3

--

1
19
14

% of Total

Thousands

Agricultureand Livestock
Industryand Mining
Handicrafts
Construction
Transport

%

-

LABOR FORCE(1975/76)

ANNUAL RATE OF GROWTL.
--U. ConstantP-r-ice-s)
1969/70- 1975/76

1947.8
40.7
353.1
44.7

and Communications

53.8
1.1
9.8
1.2

56.6

Commerce
Services
Other
Total

1.6

202.8
691.6
282.7
3620.0

5.6
19.1
7.8
100.0
(Afs.

GOVERI1-EN0T
FIINANCE

CurrentReceipts
CurrentExpenditures
CurrentSurplus(Deficit)
CapitalExpenditures
ExternalAssistance(gross)

/

million)

1973/74

1974/75

1975/76

Rev. Est.
1976/77

7,017
5,799
1,218
3,672
2,308

10,250
6,244

12,025
9,081
2,944
6,065
4,644

13,600
10,377
3,223
11,500
5,400

4,oo6
4,648
2,958

MONEY,CREDIT AND PRICES
(Million

1973/74
Money and Quasi Money
Bank Credit to Public Sector

(net)

Bank Creditto PrivateSector
AnnualPercentageChangein
DomesticPrices

13,901
10,269

Afs.

Outstanding

1974/75
15,195
11,118

4,259-

5,253

-1.6

13.9

End of Period)

1975/76

1976/77

17,822
12,423

23,784
13,679

5,585
6.5

6,774
/
3.4

S IBRD estimates.The historicalfiguresare based on crude approximations
and as
such the growth rates
reported
are nere orders of magnitude.
On the GCtPbreakdown,
the available
figures
are very crude and as such the GrossDomestic Investment

and GrossNationalSavingsfigureshave not been reported.
2/ Refersonly to the settledlaborforce.
rPortionof developmentexpenditurefinancedby foreignaid. To finidits US dollar
an official
exchange rate of 45 Afghanis to 1 ',DR and the respective
equivalent
should be used on a number of Government transactions.
aniiaa
average SDR/U11$ ratio
4/ Year cnding t.Marchi
20.

I Estimated.

January24, 1978
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MERCHATIDISE
EXPORTTS(US$ million)

-

1974/75
Dry Fruitsand Nuts
-ch Fruits
Karakul
Cotton
Carpetsand Rugs
NaturalGas
All Other Commodities
Total

Percent

58.2
31.5
12.7
34.7
19.9
32.1
41.5
230.6

1975/76

25.2
13.7
5.5
15.0
8.6
13.9
18.1
100.0

54.7
20.1
10.4
35.3
16.1
46.3
52.6
235.5

Percent
23.2
8.5
4.4
15.1
6.8
19.7
22.3
100.0

BALANCE
OF PAYIEUTS
(us$ million)
Est.
1975/76

1976/77

Exportsof Goods
Importsof Goods
Balanceof Trade
OtherCurrentAccount (net)
Balanceon CurrentAccount

235.5
277.5
-4.o
-12.4
-5.449.6

Net Loans and Grants
(Disbursements)

93.6
111.6

111.8
129.5

18.0

-17.7

13.6
52.8

__5.
.9

(Amortization)

-

Other Itemsn.i.e.
Increasein Reserves

310.0
343.4
-i6.2

RATE OF EXCHAITGE
(FreeRate)
1972/73

_

1973/74

-

1974/75

-

1975/76

-

tS$ 1.00 = Afs. 80.50
Afs. 1.00 = US$ .0125
US$ 1.00= Afs. 60.72
Afs. 1.00 = US$ .0165
US$ 1.00= Afs. 56.58
Afs. 1.00 = US$ .0177
US$

1.00 = Afs. 55.04

Afs. 1.00 = US$ .0182
1976/77

US$

-

1.00 = Afs. 47.38

Afs. 1.00 = US$ .0211
EXTERNTAL
PUBLICDERT, March 20, 1977
Outstandingand Disbursed
Disbursed
Undisbursed
ServicePayments(1976/77)
Interest
Amortization
Debt Service

Ratio

(1976/77)

US$ million
1,748.5
911.2
837.2
26.9
9.2
17.7
8.3%
January

24, 1978
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tEM STATUS o0 AJ_KCYtOUPOP MATIO2M IN AFNAJNISTAN

A.

STATEMEJTOF IDA CREDITS
(As of

Credit
luiber

January

31, 1977)

US$ Million
Amount IDA
Undisbursed

Year

Borrover

158

1969

Afghanistan

Iighvay

202

197O

Afgbanistan

Agriculturml

OIJ

1961

Arghanistan

Education

3.5

248.0

1971

Afghanistan

Irrigation

5.0

1.2

218.1

19T6

Afghanistan

Irrigation

10.0

9.8

37.

1973

Afghanistan

Aviation

2.5

1.3

375

1973

Afghaistan

Livestock

9.0

3.0

380

19T3

Afgbanistan

IDMA

2.0

1.7

19

1913

Afghanistan

Nighvay Maintenance

11.5

4 1

539

19T5

Afghanistan

Agricultural

Credit

SI 13.0

2.3

563

19T5

Afghanistan

OabulWater Supply
and Sanitation

9.0

8.7

10.0

0.1

Purpose

Maintenanee
Credit

1

Coumunieations

627

1976

Afghanistan

Thermal

649

19T6

Afghanistan

Livestock

671

19n6

Afghanistan

Iducation

T21

197T

Afghanistan

Agricultural

Paver

S.

fuhll

5.0

fuLly disbursed

15.0
II
Credit

disbursed

1..3

6.o

5.9

ITI 12.0

12.0

of vlich has been ceacelled
total
DOW outstanding
and
bald by IDA
total

5.0

3.5
115.0

61.4

undisbursed

8TATEMET OF IFC INVESTMETS
(As at January 31, 1977)

Ine stment
Number

Year

213

1973

Institutions
Development
industrial
Afghanistan

Loan

/

Total

Rlank of

ftoal gross commitments, less
cancellations,
terminationsa
reparmenta and ales.

Total

Iquity

-

00.3

0.3

0.3

0.3

undisbursed

Credit No. 68 for an Education Project in 1Q64 vas cnnselled at the Oovernment's
request
in 1970. $0.3 million vhich hnd been disbursed ror the project vwn
consolidatedunder Credit 248.
NM5:

Kxchanre adJustment not included.
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C.

PROJECTS IN EXECUTION

Cr. No. 248 - Khanabad IrrigationProject: US$5 million Credit of June 11,
1971; Effective Date: December 22, 1972; and $10 million Supplementary
Credit of January 12, 1976; EffectiveDate: April 19, 1976; Closing Date:
June 30, 1979.
Project consultantshave been in the field since 1973. The project
implementationwas delayed by 18 months because of the Afghan government's
preoccupationwith internalpolitical matters and subsequentchange in the
government. The project remained justifiableeconomicallyand appropriate
in the context of the Government'sdevelopment strategiesin the north.
The Governmenthas awarded the major civil works contract to a local public
corporationafter internationalcompetitivebidding. The corporationhas
autonomous power in recruitingexpatriatestaff, purchase of foreign equipment,
payment of salaries to local staff, etc. The constructionworks at the barrage
site have been making satisfactoryprogress, and are expected to be completed
by December 1978 with the final disbursementsmade by June 30, 1979.
Cr. No. 374 - Aviation Prolect: US$2.5 million: Credit of May 2, 1973;
EffectiveDate: November 26, 1973; Closing Date: June 30, 1979.
The contractorsengaged to construct and equip the new Flight
InformationCenter (FIC) in Kabul began work in July 1975 and construction
works have almost been completed. The cost overrun of $2.5 million caused by
the delay has been financed through a bilateral agreement with the Iranian
Government. The engineeringconsultantsfinancedunder the project provided
the final Logar Airport Master Plan in May 1975 and the plan was accepted in
principle by the Cabinet in September 1975. However, final engineeringand
constructionof the Airport is being delayed until suitable financing can be
found. The institutionalimprovementsrequired under the Credit Agreement
have been initiated but lack the final Governmentapproval. Therefore,they
have not yet been put into effect.
Cr. No. 375 - Livestock DevelopmentProject: US$9.0 million Credit of M4ay2,
1973; EffectivenessDate: March 21, 1974; Closing Date: September 30, 1978.
The project provides credit through the Agricultural Development

Bank to the Herat Livestock DevelopmentCompany to increase sheep production
for export, mainly to Iran. Inputs financed include groundwaterdevelopment
for fodder production on about 1,200 farms, a slaughterhouse, a demonstration

farm, an experimentalrange improvementcenter and infrastructuredevelopment. The slaughterhouse was completed in October 1977; the running-in
period ended on January 4, 1978, and the plant is fully operational. The
project is now at a crucial stage. The initial sales contract is being
negotiated;however, the volume of sheep processed is low, and measures are
being taken to increasethe supply of sheep. Progress of the on-farm development component of the project has been generally satisfactoryfollowing the
implementationof a set of modified loan security requirementsin late 1975.
The Herat LivestockDevelopmentCompany sent its first group of technicians
abroad for trainingin May 1977. An outstandingproject feature is the
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success of the ExperimentalRange ImprovementCentre in conductingsurveys
which have resulted in the accumulationof a wealth of information on range
productivity,movement of nomadic flocks, and flock production data which will
be of value in formulatingfuture livestock range management projects. The
credit is expected to be fully disbursed by June 30, 1979.
Cr. No. 380 - IndustrialDevelopment Bank of Afghanistan IDBA Project:
US$2.0 million, Credit of May 15, 1973; Effective Date: November 20, 1973;
Closing Date: December 31, 1978.
In September 1976, the Board approved that the entire $2 million
credit originallymade for several sub-project could be used for one public
sector project, namely the Badghis Cotton Ginning. Inaction by the Government, partly because of the promulgationof the new constitutionin February
1977, has delayed the project. A supervisionmission visited Afghanistan in
June 1977, and soon after that visit, the Minister of Mines and Industries
took action to begin project implementation. As a result, positive developments have taken place, and the equipment has been contracted. Twenty percent
of the credit has been disbursed as a downpayment for the equipment contracted,
and the remainder is expected to be fully disbursed by early 1979. Despite
the delay, project cost overruns are expected to be minimal.
Cr. No. 449 - Second Road Improvement and Maintenance Project: US$11.5
million Credit of December 21, 1973; EffectiveDate: June 10, 1974;
Closing Date: June 30, 1978.
The project includes improvementand maintenance of roads, purchase
of equipment and materials, constructionof a highway maintenance center, and
technical assistance. Equipment and spare parts for highway maintenance and
improvementare being delivered. Constructionof the Kabul maintenance center
has begun. A new president of the project executing departmentwas appointed
in January 1978.
Cr. No. 539 - Second AgriculturalDevelopment Bank Credit: US$13.0 million
Credit of April 25, 1975; Effective Date: July 24, 1975; Closing Date:
December 31, 1979.
The credit is proceedingin a generally satisfactoryway with disbursements and commitmentsnow ahead of schedule. Final disbursementis
expected by end March 1978. There had been delays in appointmentsto key
senior and middle managementpositions,but now all of these except for the
Vice President for Finance have been filled. The operation and management
of the Bank has not been unduly affected by these delays. The Supply Department of AgBank is being separated from AgBank to form the AgriculturalMachines
and Services Company (AMSCO)which will be responsiblefor providing mechanical
services for tractors and agriculturalmachinery. The Charter of AMSCO is
under considerationby the Board of Directors of AgBank and is expected to be
approved soon. The rundown in Supply Departmentactivities involving inter
alia unsatisfactoryafter sales service for credit financed for machinery, and
unnecessaryprocurementdelays is causing some concern. The Afghan Fertilizer
Company has now acquired legal-titleto all 69 sites for warehouses,and has
completed 22 warehouses,with a further 22 now under construction.
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Cr. ro. 563 - Kabul

Water

Supply

and Sanitation Project:

US$9.0 million

Credit of June 23, 1975; Effective Date: December 23, 1975; Closing Date:
-_ .

31,

P~

Project progress remains satisfactoryand major contracts for pipe
_.ply and pumping equipment have been awarded; 10,000 water meters purchased
under the credit have been delivered. Civil works bid documents have been
The water and sewerage authority
completed and bidding is now in progress.
to expand and consolidate
its management capability
with help from
continues
Consultantsand a financial advisor. Revised billing and collectionprocedures
have been defined and are being consideredfor early implementation. The
financed by Germany is using pipes with the same
associated
Afshar project
from the bidding
thus benefitting
as under the IDA project,
specifications
of the IDA project.
results
US$10.0 million, Credit of May 17, 1976;
Cr. No. 627 - Thermal Power Project,
Effective Date: November 10. 1976; Closing Date: June 30, 1979.
The project consistsof constructionof a gas turbine station to
supply electric power for Kabul. The project entity has taken vigorous
by
actions to reduce its energy loss and improve its financial position
discharging
some
customers,
consumers and non-paying
illegal
disconnecting
methods.
some staff and changing billing
employees, relocating
inefficient
is now satisfactory.
the physical
progress
difficulties,
After some initial
However, the Government approval of a revised charter of the project entity,
a work program for consultants'studies and a five year program for further
A new president
reduction
of energy losses has been delayed about one year.
been appointed.
of the project entity has recently
US$15.0 million,
Development Project,
Cr. No. 649 - Second Livestock
Date:
September 27, 1976; Closing Date:
of June 28, 1976; Effective
December 31, 1982.

Credit

mainly for export,
sheep production,
The project
aims at increasing
semi-nomadic,
and nomadic
and improving the flocks and incomes of village,
and
of improved animal health services
flockowners
through the provision
credit for groundwater developmentand forage production. Financing is proa Heavy Equipment and
about 14 Sheep Improvement Centers,
vided to establish
consultant
services
and trainWater Supply Division,
2 range field
stations,
ing, and a wool scouringplant study. A promising start has been made on
project implementation,and 4 sites for the Sheep ImprovementCenters have
been identified. The consultantshave been appointed and mobilized. Tenders
have oeen receivedand evaluated for the supply of 42 project vehicles and
co-atracts
have since been awarded; contracts for the supply of drilling
,ac%irnery, road maintenance equipment and vehicles
have also been awarded;
area are being continued by HLDC in an atand field surveys of the project
the Sheep Improvesites
for establishing
the most appropriate
tempt to select
ment Centers and the 2 range field stations.

ANNEX II
Page 5 of 5 pages

Cr. No. 674 - Second Education Project. US$6.0 million. Credit of January 7,
1977; EffectivenessDate: March 31, 1977; Closing Date: April 30, 1982.
The project will help to meet the urgent need for middle-level
agriculturalextension agents and introduce a more practical agricultural
curriculumand field training facilities. Four new agricultural secondary
schools will be constructedand three existing ones will be expanded under
the project. It will also finance pre-investmentdesigns for a possible
follow-up project. The agriculturalteacher training program is making good
progress. The consultantshave completed the detailed designs for the project schools. Bid documentshave been finalized and expected to be ready by
April 1978. Final steps are being taken to recruit an architect and an
engineer for the project unit which is functioning satisfactorily.
Cr. No. 721 - Third AgriculturalCredit Project; US$12.0 million, Credit
of June 20, 1977; EffectivenessDate: September 20, 1977; Closing Date:
March 31. 1982.
The project will continue the program begun under the 1st and 2nd
AgriculturalCredit projects of providing credit assistance to farmers for a
wide range of short, medium and long term productive investments. A special
feature,introducedon a pilot basis is a componentproviding for 'package
loans' to previously landless farmers settled on Government developed land.
As part of the credit AgBank has begun to vigorouslyimplement an agreed
program for upgrading the status and standard of branch offices and staff,
and to delegate more authority to both lower echelon headquarters staff and
branch directors. Steps are also being implemented to further improve the
'fertilizerprogram' by which AgBank makes about 60,000 short term loans
annually for fertilizerand productiveinputs to farmers, including large
number of smaller land owners.
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AFGHANISTAN
SECOND KHANABAD IRRIGATION PROJECT

SUPPLEMENTARY PROJECT DATA SHEET

Section I:

Timetable of Key Events

(a)

Project first identified by IDA:

October 1975

(b)

Time taken by the country to prepare
the project:

Twelve months (from March 1976
to February 1977)

(c) Agency which has prepared the project:

Water and Power Development
Consultancy, Ltd. (India)

Date of the first IDA mission to
consider the project:

May 1976

(e)

Date of departure of Appraisal Mission:

March 3, 1977

(f)

Date of completion of negotiations:

January 25, 1978

(g)

Planned date of effectiveness:

July 25, 1978

(d)

Section II:

Special Bank Implementation Actions

An IDA mission for the preliminary review of the irrigation subsector is visiting Afghanistan in October 1977 to discuss, inter alia, the
expansion of the Khanabad Coordination Committee, the establishment of an
effective extension service system and the cost recovery study.
These and other project matters will be closely monitored by the
Resident Representative in Kabul and through frequent, issue-oriented missions.
Section III:

Special Conditions

Special conditions of effectiveness of the IDA credit are as
1.
follows (para. 64):
(a) The execution and delivery of the Project Agreement on behalf
of AgBank have been duly authorized or ratified by all necessary corporate and governmental action; and
(b) The execution of the Subsidiary Agreement on behalf of the
Borrower and AgBank, respectively, has been duly authorized
or ratified by all necessary corporate and governmental action.
2.

Other special conditions are;
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(a) no disbursementwould be made from the proposed credit for the
malaria control program-componentof the project until a satisfactory malaria control program has been furnished to the Association (para 65).
(b) the Ministry of Water and Power would employ, by July 31, 1978,
engineering consultants,whose qualifications,experienceand
terms and conditionsof employmentwould be satisfactoryto
IDA (para 41);
(c) the Khanabad ExtensionUnit would be establishedby December 31,
1978, and would be headed by a Director with suitable qualifications and experience (para 42);
(d) the Ministry of Agriculturewould employ, by September 30,
1978, suitableagriculturalconsultantswhose qualifications,
experienceand terms and conditionsof employment would be
satisfactoryto IDA (para 43);
(e) AgBank would, by March 31, 1979, upgrade its office in Kunduz
to Type I branch office and would increase its staff as
required (para 44);
(f) (i) land surveys, settlementof disputesand registrationof
land would be carried out in the project area in accordance
with the Land Reform Law and the Land Survey Law; (ii) necessary steps would be taken to make available to the project
farmers,whether land owners or not, an adequate volume of
short term agricultural credit; and (iii) by December 31,
1980 the land to be irrigated on the Alchin Terrace would
be distributedin individualparcels in accordancewith the
Land Reform Law and the Land Survey Law (para 48); and
(g) (i) by September 30, 1979, pursuant to terms of reference
acceptableto IDA, a study supplementaryto the study carried
out under the first Khanabad Project would be completedin
order to analyze and recommendmeasures which could be taken
for the recovery of operation,maintenanceand investment
costs of the works provided under both Khanabad projects;
(ii) by December 31, 1979, the supplementarystudy would
be furnished
to
(iii)
Government

IDA along with
would exchange

Government's
views with

comments;
IDA on the

recom-

mendationsmade in the supplementarystudy and make such
modifications
to these
recommendations
as appropriate.
Following
IDA's agreement
on the steps
required
to implement
these recommendations,
Government
would take such steps
in
accordance
with a program acceptable
to IDA; and (iv) until
such time as above steps
have been implemented,
Government
would continue
to carry out its indirect
cost recovery
policies
and mechanisms
with respect
to land taxation
and
the generation
of revenues
from the marketing
of cotton
as

in force on January 1, 1978 (paras.56, 57 and 58).
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