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. INTRODUCTION

1 Thispaper presentsan assessment of thelslamic Republic of Afghanistan’ squalification for
assistance under the Enhanced Heavily Indebted Poor Countries (HIPC) Initiative.' The Executive
Boardsof theIMF and IDA discussed the preliminary HIPC document for Afghanistan on April 11 and 19,
2007, respectively.? On these occasions, Directors agreed to add Afghanistan to thelist of HIPC ring-fenced
countries that met the income and indebtedness criteriaat end-2004. Directors a so preliminarily assessed
Afghanistan as being eligible for assistance under the HIPC Initiativeand agreed that Afghanistan could
reach its Decision Point in mid-2007 provided that: (i) its performance under the PRGF-supported program
remains satisfactory; (ii) the government concludesan agreement on the clearance of arrearsto the OPEC
Fund for International Development (OFID); (iii) negotiations with bilateral creditors on all debts to be
treated under the HIPC Initiative have been initiated; and (iv) understandings are reached on appropriate
completion point triggers. Regarding the latter, Directorsbroadly supported the possibletriggersoutlinedin
the preliminary document.

2. The debt relief analysis indicates that Afghanistan’s external debt burden, after the full
application of traditional debt relief, isabovethe HIPC Initiative threshold. As of March 20, 2006
(the latest reconciled end-of-fiscal year debt data), Afghanistan’s net present value (NPV) of
debt-to-exports ratio is estimated at 306.2 percent after traditional debt relief, which trandates into a
common reduction factor of 51.0 percent. HIPC debt relief of US$571.4 million (in NPV terms) would be
required to reduce Afghanistan’sNPV of debt-to-exportsratio to the HIPC threshold of 150 percent.* The
implementation of Afghanistan’ s poverty reduction strategy, supported by the HIPC Initiative, would help
Afghanistan accelerate progress towards the Millennium Development Goals (MDGS).

3. Thispaper isorganized asfollows. Section |1 providesbackground information on Afghanistan’s
digibility for assistance under the HIPC Initiative; the dimensions of poverty; recent political, security and
governance developments; and the policy track record. Section Il discusses the preparation of the
authorities' poverty reduction strategy paper (PRSP) and the future reform agenda, including the medium-
to long-term macroeconomic framework. Section 1V presents possible HIPC and MDRI assistance, and
summarizes the results of the debt sustainability analysis (DSA). SectionV discusses the floating
completion point triggers, aswell as how public resources will be used and tracked after the decision point.
It aso reports the views of the authorities. Finally, section VI presents issues for discussion by the
Executive Directors.

! Theslamic Republic of Afghanistan and the Enhanced HIPC Initiative will hereafter be referred to as Afghanistan
and the HIPC Initiative, respectively.

2 See EBS/07/232, March 27, 2007, and IDA Report No 39093-AF, March 27, 2007.

3 Under the Multilateral Debt Relief Initiative (MDRI), additional debt relief from IDA is expected to be US$14.3
million in NPV terms. Afghanistan does not have any IMF debt eligible for MDRI relief.



II. BACKGROUNDAND ELIGIBILITY FORHIPC INITIATIVE ASSISTANCE

A. PRGF and IDA Status

4, Afghanistan isan IDA-only country with agrossnational income (GNI) per capitaof US$271
in 2005." The Interim Strategy Note (ISN), discussed by the IDA Board of Executive Directors in May
2006, isguiding IDA’ s engagement in Afghanistan over the 2006—08 period. It isexpected to be followed
by a Country Assistance Strategy (CAS) once the government has finalized its full PRSP.®

5. In June 2006, the IMF's Executive Board approved Afghanistan’s first 3-year PRGF
arrangement, totaling SDR 81 million (50 percent of quota). The IMF Board completed the first review
under the arrangement on March 7, 2007. The second review is scheduled to be discussed by the IMF
Board in parallel with thisdocument. Afghanistan will continueto need substantial concessional assistance

from theinternational community, and islikely to remain an IDA -only and PRGF-€ligible country for the
foreseeable future.

B. Dimensions of Poverty

6. Protracted conflict and political instability have under mined Afghanistan’ s socio-economic
development, resulting in widespread poverty and weak socia devel opment. Nevertheless, Afghanistan’s
economy has achieved a mgjor recovery since late 2001, with robust Gross Domestic Product (GDP)
growth, albeit from avery low level.

7. The absence of officially recognized poverty estimates has, to date, prevented a systematic
diagnosisof poverty in Afghanistan. A recent World Bank analysiswasthefirst comprehensive attempt
at estimating and studying poverty and its determinants.® The nationa poverty headcount rate wasfound to
be around 33 percent (estimated using one survey conducted during the summer of 2005). Afghanistan’s
estimated national Gini coefficient of 0.26 points to lower aggregate income inequality than in other
countries in South Asia.”

8. Afghanistan hasmade significant progressin somear easof human development. Since 2001,
many refugees and other displaced persons havereturned and health care coverage has increased, with the
Basic Package of Health Services (BPHS) now availableto about 90 percent of the population. According
to one independent nationwide third-party eval uation (the “ balanced score card”), the qudity of hedlth care

* GNIl iscalculated using the World Bank’ s Atlas methodol ogy. Population estimates are based on the 2003 Multiple
Indicator Cluster Survey (MICS) undertaken by Afghanistan’s Central Statistics Office (CSO), with the support from
the United Nations Children’s Fund (UNICEF). However, in the absence of aformal census, population estimatesfor
Afghanistan vary greatly.

® The interim PRSP was published in early 2006 (http://www.ands.gov.af/).

® Data limitations remain a key constraint for poverty estimation. National Risk & Vulnerability Assessments
(NRVA), which consisted of multi-topic household survey sincluding consumption/income data, werefielded in 2003
and 2005. NRVA 2003, originally intended to monitor food security, had an incompl ete consumption modul e that
rendered poverty measurement difficult; it also had substantial gaps in geographic coverage (i.e., limited to rural
areas). Therefore, the Bank’s study relied primarily on data from NRV A 2005.

" In comparison, Gini coefficients for Bangladesh (2005), Pakistan (2001-02), Nepal (2003-04) and
Sri Lanka (2002) are 0.31, 0.28, 0.41 and 0.40 respectively.



has improved by 35 percent since 2004. Furthermore, the use of health care services has also increased
significantly (e.g., the coverage of prenatal care rosefrom 5 percent in 2003 to 71 percent in 2006).

9. There has also been a marked increase in the demand for education in conjunction with
acceler ated teacher recruitment and school rehabilitation.? Asaresult, morethan half of the estimated
10 million Afghan children are now attending school. Despite the success in increasng enrollment rates,
gender disparities in education remain high. However, because schools are perceived as signs of
reconstruction and progress, they are the target of attacks and intimidations.’

10. The situation of Afghan women also hasimproved: (i) the new Constitution provides a clear
legal basis for their participation in political and economic affairs (a quarter of parliamentarians are
women); (ii) school enrollment of girls has increased significantly; and (iii) maternal care and access to
reproductive health services have expanded.

11. Despite these positive trends, Afghanistan still ranks poorly on all human development
indicators. The Global Human Development Report of 2004 ranks it well behind its neighbors, near the
bottom of 177 countries. Poverty and socia indicators reflect the extent to which health and educational
standards haveremained at very low levels, reflecting the legacy of conflict and continuing constraints on
service delivery (Table 1). There are significant risks of infant and maternal mortality and widespread
malnutrition. Adult literacy is extremely low and life expectancy is among the shortest in the world.
Although net primary school enrollment ratios have sharply improved, there are serious concerns about the
quality of education.

Table 1: Selected Poverty and Social I ndicators

Afghanisan SouthAsa HIPC MDG Target
2003 2004 2004 2020

GNI per capita, Atlas method (current US$) 271* 589 336
Population (in millions) 25.7* 1,446 541
Population growth (annual %) 3.9 17 24
Underweight children under 5 years of age (%) 41** 44 15%**
School enrollment, primary (% net) 54 87 100
Primary completion rate, total (% of relevant age group) 45 87 53 100
Literacy rate, youth total (% of people ages 15-24) 34 87 53 100
Ratio of female to male primary enrollment 60 90 88 100
Ratio of young literate females to males (% ages 15-24) 30 79 80 100
Mortdlity rate, under-5 (per 1,000) 230 92 160 76
Mortality rate, infant (per 1,000 live births) 140 66 99 46
Immunization, measles (% of children ages 12-23 months) 75 61 71 100
Life expectancy at birth (total years) 42 63 49
Materna mortality (per 100,000 live births) 1,600** 800
Births attended by skilled health staff (% of total) 14** 37 75
Improved water source (% of population with access) 23 84 57 62
Improved sanitation facilities (% of population with access) 12%* 37 33 66
Notes: *2005, ** 2002, *** 2015
Source: GoA (2005 MDG Report); Central Statistics Office; World Bank, Economic and Social Indicators.

8The proportion of school-age (7-12 years) children in Afghanistan—more than 50 percent of the population under
18 years old—is among the highest in the world (about 1in 5).

® According to the Ministry of Education, in 2006, at least 85 students and teacherswere killed and insurgents burned
down 187 schools, while 350 school s closed because of security concerns. For the same period, Human RightsWatch
reported at least 190 bombing, arson and shooting attacks on teachers, school officials, students and schools—up
from 91 such attacks reported in 2005.



12. Progress in poverty reduction and social development, and improved security and
appropriatepriority setting, are largely interconnected. Security is contingent upon visible changesin
living conditions and maintaining a stable political process, whileinsecurity remainsthe main obstacleto
delivering basic services (especially in Eastern and Southern parts of the country). Reaching Afghanistan’s
MDGs will aso depend on decisions about how best to target investment. Emphasis will be needed on
supporting the rights of women and children, especialy with regard to education. It will be equally
important to reach out to provinces, and work closely with communitiesand local authoritiesin remoterura
areas, where problems are particularly acute.

C. Recent Palitical, Security, and Gover nance Developments

13. Afghanistan’s political situation has stabilized since 2001, consistent with the transitional
processfor electing a representative government agreed in Bonn in December 2001. A new Constitution
was adopted in January 2004, thefirst presidential election was held in October 2004, and electionsfor the
Wolesi Jirga (lower house of the Nationa Assembly) and provincial councils took place in
September 2005. The December 2005inauguration of the National Assembly marked theforma conclusion
of the Bonn political transition process.

14. Despite these achievements, security challenges remain. Security has deteriorated during the
past year, particularly in the South and East of the country, with the government unableto enforce policies
and laws in some provinces. A Disarmament, Demobilization, and Reintegration initiative has been
completed and a follow-up program was initiated (the Disbandment of Illegal Armed Groups program).
Although there is now a 36,000-strong Afghan National Army (ANA) and most of the Afghan National
Police (ANP) has been trained, their capacity to provide security across the country remains limited and
there will be a need for continued reliance on foreign support for many years. The opium economy aso
continues to pose complex risksthat areinterrel ated with security and governanceissues® Dependenceon
opium production distorts the economy and discourages the devel opment of |egitimate economic activities.
Drug-related corruption and crime undermine the institution-building process and appear to have
compromised certain parts of government (the policein particular).

15. Weak institutions and challengesin promoting good gover nance and reducing corruption
seriously hamper economic growth and improvementsin living standards. Capacity and political
institutionsremain weak, and thereis an urgent need for abetter legal and regulatory framework. Patronage
is common in the civil service, and low pay scales have made it difficult to establish a professional
merit-based civil service. Afghanistan wasranked in the bottom third of Transparency International’ s 2005
Corruption Perception Index (117" of 158 countries) (Table 2), which—along with alack of basic factors
of production (e.g., eectricity and human capital) and a devastated infrastructure—has been a serious
impediment to private sector devel opment. Afghanistan ranked 162™ of 175 countriesin theWorld Bank's
2007 Doing Business Report, compared with an average ranking of 105 in South Asia.

10 Opium production accountsfor around aquarter of total (drug inclusive) GDP. More than atenth of the population
is estimated to be directly involved in opium cultivation, while othersrely on it indirectly.



Table 2: Corruption Perception I ndex, 2005

Country Rank Country CPI Score*| |Country Rank Country CPI Score*
103 Gambia 2.7 137 Cameroon 2.2
107 Eritrea 2.6 Ethiopia 2.2
Honduras 2.6 Iraq 2.2
Kazakhstan 2.6 Liberia 2.2
Nicaragua 2.6 Uzbekistan 2.2
Zambia 2.6 144 | Congo, Democratic Republic 21

117 Afghanistan 2.5 Pakistan 2.1
Bolivia 2.5 Somalia 2.1
Nepal 25 Sudan 2.1
Uganda 25 Tajikistan 21

126 Albania 2.4 152 Coted'lvoire 1.9
Niger 2.4 Equatorial Guinea 1.9
SerralLeone 2.4 155 Haiti 1.8

130 Burundi 2.3 Turkmenistan 1.8
Congo, Republic of 2.3 158 | Bangladesh 1.7
Kyrgyzstan 2.3 Chad 1.7
Papua New Guinea 2.3

Source: Transparency International, 2005.

Notes: Countriesin Italics are HIPC / HIPC €eligible countries (some pre-decision point), *CPl Score relates to perceptions of
the degree of corruption as seen by business people and country analysts, and ranges between 10 (highly clean) and O (highly
corrupt).

D. Macroeconomic and Structural Reform Track Record

16. Sustained economic growth isfundamental to addr essing Afghanistan’ slow national income
and substantial poverty. The government’s interim PRSP—the Interim Afghanistan National
Development Strategy (I-ANDS)—articulates a reform agenda around three pillars. (i) security;
(ii) governance, the rule of law and human rights; and (iii) economic and social development. It is
supported by the Afghanistan Compact, afive year framework (2006—2010) based on mutual commitments
between the government and its international development partners, with detailed benchmarks and
timelines. Both the Bank and Fund are supporting aspectsof the strategy, and monitoring progress, through
financia support and technical assistance.

17. Over thepast few years, Afghanistan hasmade significant progresstoward laying durable
foundationsfor macroeconomic stability and an open-market economy (Table 3). A new and stable
currency wasintroduced in October 2002; inflation declined to4.8 percent in 2006/07; and reformsaimed
at achieving medium-term fiscal sustainability wereadopted. Theseimprovements provided an environment
conducive to strong economic growth: real non-opium Gross Domestic Product (GDP) has grown, on
average, by 11.3 percent a year over the past four years, driven by strong performance of services and
reconstruction-related activities. In March 2004, the authorities embarked on an IMF staff monitored
program (SMP). Sustained good performance under the SM P paved the way for athree-year arrangement
under the PRGF, which was approved in June 2006. Performance under the PRGF-supported program has
been satisfactory. Most quantitative and structural targetsfor thefirst year of the program were met, and the
second review under the PRGF arrangement is expected to be considered by the IMF Board concurrently
with thisdocument. Y e, there are signs that the structural reform agendaiswaning and thereis mounting
pressure from special interests.



Table 3: Selected Economic and Financial Indicators

Financial Year begins on March 21

2003/04  2004/05 2005/06 _ 2006/07
Est.

(Annual percentage change, unless otherwise indicated)

GDP at constant prices 15.7 8.0 14.0 7.5
Real GDP per capita 10.8 3.9 9.7 3.4
Consumer prices (end-of-period) 10.3 14.9 9.4 4.8
Central government core budget balance, incl. grants (percent of GDP) -3.0 -1.2 0.9 -2.7
Currency in circulation 39.3 34.6 15.1 12.4
Net international reserves (millions of U.S. dollars) 766.1 1,248.7 1,629.5 1,7735
Gross official reserves (millions of U.S. dollars) 819.6  1,283.3 1,661.8  2,062.7

In months of following year's imports of goods and services 3.1 4.1 4.5 5.0

Sources: Central Statistical Office, Da Afghanistan Bank, Ministry of Finance, and Fund staff estimates.

18. Onthestructural side, thegovernment hasinitiated wide-ranging reformsand has achieved
tangible results over the past five years. The reform agenda has centered on: (i) budget formulation,
execution, and reporting; (ii) public administration; (iii) regulatory reformin the energy and mining sector;
and (iv) transparency and accountability for human development outcomes. However, many reforms are
still under way, and weak public administration and poor governance continue to be a magjor constraint.
Moreover, relative to the impressive speed of earlier actions, maintaining momentum on the structural
agendarequires hard policy decisions and reinvigorating political will. Thefollowing describesthe progress
made in implementing structural and economic reforms, which are thefocus of World Bank budget support,
IMF technical assistance and bilateral donor support.

e Budget formulation, execution and reporting. Since 2001, much progress has been made in
addressing weaknesses in budget practices and the payments system. The introduction of a
Medium-Term Fiscal Framework (MTFF), and the integration of the operating and devel opment
budgets have improved the quality of budget formulation. With respect to budget execution,
fiduciary controls have been enhanced through: (i) enacting a Public Finance and Expenditure
Management (PFEM) Law; (ii) implementing the computerized Afghanistan Financia
Management Information System (AFMIS); (iii) introducing a Treasury Single Account; and
(iv) using the Afghanistan Reconstruction Trust Fund’s (ARTF)™ Monitoring Agent to post-audit
transactions. Finaly, the government has demonstrated its commitment to transparency by
improving financia reporting. The 2005/06 budget was audited and the report was sent to
Parliament within the timeframe specified in the PFEM law.

e Public administration. The government’s public administration reforms aim to strengthen
capacity by raising basic skills and management, and putting in place an adequate pay scale to

" The multilateral Afghanistan Reconstruction Trust Fund (ARTF) was set up in May 2002 to support Afghanistan
by: (i) providingfor the recurrent costs of the government; and (ii) financing investment projects, capacity building,
feasibility studies, technical assistance, and the return of expatriate Afghans. The ARTF has emerged as one of the
main instrumentsfor financing the country’ srecurrent budget deficit, and isamajor resource for technical assistance
and investment support. The ARTF isfinanced by 24 international donorsand is administered by the World Bank
under the supervision of a Management Committee also including the Asian Development Bank, Idamic
Development Bank, and United Nations Devel opment Program. A monitoring agent has been recruited to assist in
ensuring proper fiduciary management.



attract qualified personnel. A central element of theinitial Public Administration Reform (PAR)
program—adopted in 2002—was the Priority Reform and Restructuring (PRR) scheme, which
placed more than 43,000 positions in 32 ministries and agencies on an elevated pay scale. The
authorities also introduced merit-based recruitment, under which there have been about 8,700
appointments (of which 1,400 were for senior civil servants). Both the PAR and PRR have
experienced implementation problems and delays, and questions about their fiscal and political
sustainability. In 2005, the government adopted arevised PAR strategy, shifting the focustoward
comprehensivereformsincluding: (i) administrative; (ii) salariesand incentives, (iii) civil service
management; (iv) merit-based appointments; and (v) capacity enhancement. Importantly, the
government recently adopted a set of monitorable indicators to track progress in PAR and
eventually measure its impact on service delivery.

Regulatory reform in the energy and mining sector . Modern Mineral and Hydrocarbon Laws
were adopted in 2005, although shortcomings with the latter still need to be addressed. The 2005
amendmentsto the Income Tax Law have created amore attractive fiscal regimefor the sector. The
government has also committed to good governance, including by: (i) adopting regulations and
model contrects; (ii) establishing an International Advisory Council to review transactions;
(iii) using the services of an international firm to build the cadastre and grant licenses; and
(iv) implementing the principles of the Extractive Industries Transparency Initiative (EITI).
However, implementing these commitments and attracting private investment to the sector remain
amajor challenge.

Transparency and accountability for human development outcomes. The Ministry of Public
Health (MoPH) continued to strengthen its stewardship role, deepen its administrative reform
program, and make progressin implementing the BPHS in the provinces. Progressin education has
been significant since 2001, notwithstanding wesk institutional capacity and frequent changesin
political leadership. The authorities have recently drafted afive-year strategic plan for education,
findized the certification of the teacher payroll, and initiated the decentralization of
decision-making down to the school level (as part of the IDA-funded Education Quality
Improvement Program). However, there is a priority need to strengthen the focus on results by
selecting alimited set of output indicators and tracking them carefully using household surveys. To
increase transparency and accountability, publication of these results and other third-party
assessments will be necessary.

[11. MEDIUM-TO-LONG-TERM STRATEGY FOR POVERTY REDUCTION

A. The PRSP Formulation Process

In January 2006, the Government’s|-PRSP, thel -ANDS, wasapproved by the Cabinet, and

presented to a Donor Conference. It was submitted to the IMF and World Bank in mid-March 2006, and,
together with the Joint Staff Advisory Note, was discussed by the Boards in May and June 2006.

Preparationstoward Afghanistan’sfull PRSP—the ANDS—ar e progressing well. Progress

was reported most recently to the Afghanistan Devel opment Forum (ADF) in Kabul on April 29-30, 2007.
The ANDS Strategic Work Plan—approved by the Oversight Committee of key Cabinet ministers that
provides overall leadership for the ANDS process—sets out activities to develop the ANDS, including:

Costing, Prioritization and Budgetary Integration: The government intendsthe ANDStobeafully
costed, prioritized and sequenced development strategy. To that end, an expenditure framework



will be prepared based on final ANDS sector strategies.” Given the breadth of coverage of the
I-ANDS (and likely ANDYS) pillars, prioritization and budgetary alignment will be akey challenge
for developing sector strategies, and will require reconciling a “needs-based” approach with a
“top-down” approach reflecting resource constraints. The MTFF should provide auseful tool for
setting aresource envel ope consistent with the government’ sfiscal objectives. Robust reporting by
thegovernment and international partners, and better coordination, will be crucia for ensuring that
the use of donor contributions and scarce government resources are aligned.

e Conaultation Process. While I-ANDS preparation involved broad consultations, the ANDS will be
strengthened by more in-depth consultations. In 2006, the ANDS Secretariat conducted public
awareness campaignsin 27 provinces. Lessonsfrom the pilot provincial consultations conducted in
April 2007 will feed into the 34 main provincia consultationsto be completed by September 2007.

e Poverty Data and Analysis: The authorities are a'so working to address the severe poverty data
limitations. While the 2005 NRVA enabled the first poverty anaysis for Afghanistan, the
authorities considered the limited sampling during summer to be amajor weakness. Therefore, the
poverty analysisin the ANDSwill al'so beinformed by an update of the 2005 NRV A, conducted in
early 2007. The World Bank is providing analytical and technical support to the poverty diagnostic
work.

21. Theauthoritiesaim to completethe ANDS by early-to mid-2008, with aview to presenting it at
next year' sADF. While achievable, thistimelineisambitious given the challenge of integrating it into the
budget formulation and execution process (for 2008/09), and ongoing efforts to institutionalize ANDS
processes.

B. Medium-to-Long-Term M acr oeconomic Outlook*®

22. Real GDP growth isprojected toconvergetoward 4.5 percent ayear by 2017/18 (Table 14).
In the very near term, robust GDP growth will reflect the expected recovery in agriculture after the 2006/07
drought, aswell as continued strong contributions from services and construction on the back of the mostly
donor-financed reconstruction effort.** Continued, but more moderate, growth over the medium-to-longer
term isexpected to be underpinned by: (i) agradual improvement in security and continued macroeconomic
stability; (ii) institutional and financial sector reforms, including improved bank supervision, further
development of monetary policy instruments and establishment of a capital market; (iii)increased
investment in infrastructure; and (iv) an increasing role for the private sector over the medium-to-longer
term, including in mining, energy, and agribusiness®® On thisbasis, readl GDP growth isexpected toremain

12 At end-April 2007, 43 ministry/agency draft strategies had been prepared.

13 Thelack of historical data preclude ameaningful comparison with long-run averages, and the averagesfor the past
five years are questionabl e given large distortionsin the data (e.g., the impact of reconstruction and donor activity,
and the temporary surge in inflation associated with the reaction to the currency exchange).

4 The impact of the drought on agriculture dominates the pattern of near-term real GDP growth. (Non-opium
agriculture represents around one-third of GDP.) In 2006/07, real GDP growth eased to 7.5 percent (froman average
of 12.6 percent in the preceding three years) as the decline in agricultural production detracted from double-digit
growth in construction and services. The expected rebound in agriculture in 2007/08—in addition to sustained
activity inconstruction and services—will push growth up to 13 percent in 2007/08. Thereafter, growth isassumed to
revert to more normal levels.



strong, but to taper-off to a long-term level of 4.5 percent per annum by 2017/18."° Annual real GDP
growth is assumed to average 5.6 percent ayear over the projection period (2007/08-2026/27).

23. After an expected temporary pick up'’ to 6 percent in 2007/08 owing to higher food and
transportation costs, inflation is expected to moderateto 5 percent per year for the remainder of the
projection period. The nominal exchange rate is assumed to remain stable and the inflation differentia
between Afghanistan and its trading partners—estimated at 2 percent during the projection period—is
assumed to be offset by productivity catch-up.

24, Investment isforecast to moderate from itscurrent exceptional levels(44.1 percent of GDP
in 2006/07) to a more sustainable long-term level (about 25.5 percent of GDP). In the short-term,
investment will continue to be underpinned by high levels of donor support for reconstruction and public
investment (mainly in infrastructure). Given the uncertainties associated with security and governance, a
conservative assumption has been made regarding the efficiency of investment. As aresult, the projected
long-run investment-to- GDPratio of 25.5 percent isnot expected to generate real GDP growth higher than
4.5 percent ayear. Over the projection period, the large part of ‘public’ investment currently conducted
directly by donors outside the central government budget will be progressively incorporated within the
government’ s budget. Private investment is projected to increase gradually from 10 percent in 2006/07 to
15.8 percent of GDP over the projection period and will offset in part the expected decline in public
investment. Improved access to credit, including through micro-finance in rura areasand the devel opment
of acapital market, will help support private investment.

25. Fiscal policy will be aimed at ensuring macroeconomic stability and sustainability together
with the dedivery of priority development expenditures. Continued improvements in revenue
performance are expected to offset the decline in budget support grants, allowing the central government to
contain its overall deficit (before HIPC assistance) to just under 2 percent of GDP over the projection
period. Specificaly:

¢ Centra government revenues are expected to increase gradually from 7 percent of GDPin 2006/07
to 12.7 percent of GDPin 2026/27, while grants to the budget are assumed to decline by half from
the current level of around 10 percent of GDP. *® Taxes on international trade would continue to
play a dominant role over the short- to medium- term, although their relative contribution will
decline gradualy as a broad-based consumption tax is expected to gain importance as
administrative capacity improves.

Bwhile agriculture dominatesthe economy and will remain critical for poverty reduction, itisunlikely to drivelong-
term growth rates even with planned improvements. Long-term growth will require significant investment in
Afghanistan’ sweak human capacity. Public institutions need to be strengthened and economic governanceimproved
to ensure that economic growth can be sustained and inclusive.

*The longer-term growth assumption is not out of line with the average growth rate of comparator countries. The
ten-year average (1997-2006) of real GDP growth across the same comparator country group used to estimate exports
of servicesis 4.9 percent (See Box 2 and Appendix I1).

7 As measured by the twelve-month K abul -based consumer price index.

'8The high growth rate of revenue and grantsin 2007/08 (Table 14) is consistent with budget approved by Parliament
and is predicated on significant new security-related grants to the operating budget in addition to: (i) apick up in
development budget execution, which is largely grant-financed; and (ii) continued improvements in revenue
performance.



e Centra government expenditures would peak at 22 percent of GDP in 2010/11, before easing to
about 19.6 percent of GDP by 2026/27. Operating expenditures are assumed to grow by 10 percent
per year to alow for donor-financed current expenditures being gradually transferred onto the
budget. Over the longer-term, security-related expenditures are expected to decline from their
current share of nearly 50 percent of the operating budget, and the rel ative wage structure will be
kept in balance by donor restraint in the security sector and Pay and Grading (P& G) reforminthe
civil service.

e Asthe government takes on investments currently funded by donors and short-term prioritiesare
driven by reconstruction and security needs, development expenditures are expected to increaseto
about 11.5 percent of GDP by 2010/11. Thisratio is expected to decline gradually as security
stabilizes, averaging just over 10 percent for the remainder of the projection period. Nonetheless,
donors are expected to play an important role in the short- to medium-term, with donor-financed
off-budget expenditures exceeding direct budget support until about 2012/13.%°

e Over the medium-term, fiscal sustainability will be measured by whether, and when, domestic
revenues cover operating expenses—a principle set out in the government’ s PRGF-supported
program. The baseline scenario envisages the government meeting this abjective by 2012/13.
However, the government will need to resist emerging political pressuresthat could posearisk to
their revenue targets. Longer-term sustainability will entail the government steadily decreasing
reliance on overall externa financing.

26. External grants are expected to remain the predominant form of financing over the
projection period. Thiswill be essential for the government to be able to finance its poverty reduction
strategy in afiscally sustainable way. However, as the economy continues to grow and the revenue base
expands, the need for total external financing is expected to ease. Grants would decline significantly asa
percentage of GDP (from just under 44 percent in 2006/07 to around 7.5 percent in 2026/27), and the share
of debt financingwould increase gradually over the projection period. Thetermsof new borrowing (largely
from multilateral creditors) are expected to remain highly concessiona in the short-to-medium-term—
consistent with the PRGF arrangement—nbut, after the completion point, it islikely that some borrowing
will be on somewhat less concessional terms.

27. Consistent with the assumed path of fiscal policy and availability of official financing, the
external current account deficit (excluding transfers) is projected to decline steadily from over
45 percent of GDP in 2006/07 to about 10.5 percent in 2026/27. As tota investment declinesin parallel
with public investment, imports are expected to trend toward amore sustainablelevel, averaging just above
30 percent of GDP in the second half of the projection period compared to over 70.4 percent of GDPin
2006/07. The predictability of imports, however, isaffected heavily by uncertainties surrounding the level
of donor activities. At the same time, officially-recorded exports are expected to get a boost from an
increasingly export-oriented private sector. However, given the low base of officia exports, it will be some
years before they can provide a solid source of foreign exchange earnings.

28. Given the exceptionally difficult challenges facing Afghanistan, the macroeconomic
projections are subject to significant uncertainties and risks. The evolution of the fragile security
situation, weak governance and the counter-narcotics effort will have a significant bearing on future
macroeconomic conditions. Together with uncertainties surrounding the level of donor activities, the

19 Donors are spending outside the budget process in many sectors, including agriculture, infrastructure, education,
health and counternarcotics. Security-related grants are expected to decline more rapidly as the country stabilizes.
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government’ s capacity to absorb those activities within the budget and the pace of the private sector’s
response, these issues underscore the risks to maintaining a rapid rate of growth. Afghanistan’s heavy
dependence on external grants—currently the main driver of domestic absorption—also leaves
macroeconomic growth and stability vulnerableto faster than anticipated cutbacksin grants. If not reversed,
the recent loss of momentum in tax and customs administration, and revenue policy more generally, could
pose arisk to the government’ s revenue objectives, and their longer-term ability to deliver pro-poor and
pro-growth expenditures in a fiscally sustainable way. The sensitivity analysisin section IV .F therefore
considers, among other factors, the impact of lower growth and less grant financing (or
weaker-thartprojected revenue performance). The broader growth and devel opment agenda aso remains
subject to a number of other exogenous risk factors.®

C. TheReform Agenda

29. The | -ANDS under scores the Government’s commitment to maintaining macr oeconomic
stability and addressng poverty. Reflecting the three main pillars of the I-ANDS, the reform agenda
focuses on creating an environment conducive to private sector-led equitable economic growth, while
progressively eliminating the drug economy. In devel oping the ANDS, the Government planstoincorporate
crosscutting themes of gender, counter-narcotics, anti-corruption and environmental protection into their
reform strategy.

30. Recognizing the critical role of security, the Government has adopted a special MDG on
enhancing security (one of the three I-ANDS pillars). This focuses on plans to train the new ANP,
establish an auxiliary police force, and accelerate ANA recruitment, which has important medium-term
fiscal implications. To improvethejudicial system and ensureitsindependence, the strategy alsoincludes
efforts to rebuild the administration of juvenile justice, prison, and law enforcement systems. The
Government also seeks to build human rights institutions and capacity, raise awareness, and develop
societal consensus around human rights issues.

31 The Gover nment iscommitted to implementing a macroeconomic framework anchored in
fiscal discipline, which isreflected in the sustained performance under the IMF s PRGF arrangement. A
key challenge will be aligning the budget with the ANDS, improving the realism of the development
budget, and coordinating external aid. In order to enhance the budget asacore policy tool and channel more
external aid through the budget, the Government is committed to: (i) refining the harmonized donor
reporting format to maximize donor responses and inform the next annual core budget process;
(ii) presenting the next annual budget according to sector priorities using the program budgeting pilots,
where possible, and stringent project selection; (iii) undertaking the necessary Treasury reforms to
strengthen expenditure tracking; and (iv) continuing reforms to improve the effectiveness of budget
implementation (as set out in 18).

32. The government plansto strengthen its debt management capacity to complement plansto
aign the ANDS reform agenda with a sustainable MTFF. In thisregard, the government is committed to
securing mainly grant financing from donors and undertaking only limited borrowing on highly
concessiona terms. The Ministry of Finance also plans to improve the tracking and monitoring of the
government’ sexternal debt obligationsby: (i) initiating quarterly external debt reporting, possibly later this
year; and (ii) acquiring and installing a modern debt management and reporting system. The latter will
likely require the financial and technical support of donors.

20 pyblic expectations are high, asisthe risk that the Government will not be able to deliver onits promisesand lose
credibility. The next Presidential electionsin 2009 may exacerbate these tensions.
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33. The Government has placed high priority on implementing itsnew PAR strategy as a key
component of the I-ANDS and the anti-corruption strategy. Central to this strategy will be P&G
reform, due to start implementation this year and under which: (i) administrative structures will be
reviewed; (ii) jobswill be re-graded with clear job descriptions; and (iii) staff that meet merit-based criteria
will be placed on anew pay scale, at higher and less compressed levels (henceimproving incentivesto join
and stay in the civil service and perform). Moreover, an action plan adopted in April 2007 to strengthen
merit-based recruitment processes will be implemented. Other initiatives—e.g. for sub-national
administration and pensions—will complement the P& G policy.

34. The current pension scheme is not fiscally sustainable and its administration is
unsatisfactory. Accordingly, the Government plans to reform the Pension Department and establish a
Pension Policy Unit, adopt an affordable civil service pension policy, and modernize its pension
administration.

35. The Government intendsto advanceits Public Financial Management (PFM) reformsand
improve adherenceto fiduciary standards as part of its anti-cor ruption strategy. The Treasury will
further enhancethefinancial control framework, cash management will be upgraded and the work program
of the MoF' sInternal Audit Department will be scaled up. Financial reporting will benefit from program
budgeting pilotsand theroll-out of AFMIS over the next few years should provide line ministrieswith full
accessto the financial management system and improve capacity for reporting. The Government intendsto
revisethe Audit Law, in line with the Constitution and the PFEM Law, to clarify therole of external audit
and itsresponsibility to respond to audit findings. The Control and Audit Office (CAQ) is committed to
publishing its annual audit report. At the sametime, in partnership with the CAO and donors, the capacity
of the Parliament’ s Finance and Budget Committee will be devel oped. In addition, the Procurement Policy
Unit will draft a suite of standard bidding documents for the procurement of goods and will disseminate
them. It will also develop a procurement code of conduct to improve transparency and implement the
decentralization and capacity building plan. The monitoring system and regulations for disclosure of
information will be improved.

36. The Government iscommitted to supporting private-sector led growth within a sound legal
and regulatory environment. Recently, a Specid Investment Reform Committee was set up to review
Afghanistan’ s performance against the Doing Business Indicators and develop a strategy to improve it.
With respect to thelegal framework, the Government is committed to simplifying legidation, regulations,
and proceduresrelated to investment, aswell asadministrative processesto facilitate business development.
The government will continue implementing its industrial park strategy. The government’s plans to
strengthen the banking system’s regulatory and supervisory framework, consistent with the Core Basle
Principles, should help foster a sustainable expansion of private sector activities.

37. The Government will createaframework conduciveto competitivenessand efficient markets
in agriculture. The Government’ s strategy focuses on perennial horticulture, livestock production, and
food security and callsfor the establishment of thelegal, institutional, regulatory, and incentive framework
necessary to increase agricultural production and productivity and encourage the development of
agriculture-based industries. Inthecritical areaof water management, the recently formed Supreme Council
for Water Affairs Management will finalize awater sector strategy. The Government is aso committed to
reforming the system of land registration and land dispute settlement.

38. Another important reform area will be to ensure that underground resources, and the
proceedsaccruingtothe Government, areused efficiently and effectively. Looking ahead, thereform
strategy will consist of: (i) amending the Hydrocarbons Law to address identified shortcomings;
(i) implementing the new laws; and (iii) reforming the Ministry of Mines from a vertically-integrated
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extractiveindustry conglomerateto aregulatory ministry. In addition to implementing financial disclosure
reguirementsin the Mining and Hydrocarbon Laws, implementing EITI principleswill requireregularizing
informal mining activities and timely and systematic accounting and record-keeping of mineral sector
revenuesin the Ministries of Mining and Finance.

39. To enhance human development and make progresstowardsthe MDGs, the Gover nment
plansto undertakereformsin the education and health sectors.

e The Government will finalize and prioritize its strategic plan to deliver on its education sector
objectives to: (i) increase access to education for all by providing adequate infrastructure
throughout the country; (ii) improve the quality of education by reforming school curricula and
training teachers with an emphasis on female teachers; and (iii) improve overall service delivery
through major public administration reforms and capacity building program for policy makers,
education administration staff, teachers, and communities. A higher education law will be
submitted to Parliament to increase the autonomy of public universities. The Ministry of
Education’ s monitoring and evaluation system (Education Management Information System) will
be strengthened to make it more relevant for planning and management purposes, and to increase
transparency and accountability.

¢ Inorder tofurther improve accessto health services, particularly in remote areas, the Government
intends to establish sub-centers and mobile teams. It also plansto explore demand-side activities
such as conditional cash transfers to increase utilization of existing services such as skilled birth
attendance. The MoPH is committed to further strengthening the results focus in the sector by
selecting alimited set of output indicators and tracking them carefully using household surveys. It
will publicize third-party assessments of the BPHS to increase transparency and accountability.
Finally, the Government will implement its National HIV/AIDS strategy.

V. POSSIBLE ASSISTANCE UNDER THE HIPC INITIATIVE AND DEBT SUSTAINABILITY
ANALYSIS

A. Debt Reconciliation Status

40. TheDSA presented below was prepar ed jointly by theauthoritiesand the staffsof IDA and
the IMF. It is based on loan-by-loan data, provided by the authorities and creditors, for public and
publicly-guaranteed debt outstanding and disbursed as of March 20, 2006. The reconciliation, covering
100 percent of multilateral and bilateral debt, wascompleted in April 2007.2* However, given the protracted
conflict in Afghanistan and consequent lack of documentation, thereis a greater-than-usual likelihood of
the existence of as yet unidentified debts.

B. Structureof External Debt

41. Afghanistan’spublic and publicly-guar anteed exter nal debt isestimated at US$11.9 billion in
nominal terms as of March 20, 2006, prior to the application of traditional debt relief mechanisms
(Tables4 and 6, and Figure1). This corresponds to US$11.6 billion in net present value (NPV) terms.
Official bilateral creditorsaccount for the vast mgjority—95.3 percent—of the total outstanding debt stock,

?! Disputed claims (see Box 2) have been excluded from this analysis.
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of which the Russian Federation was the key creditor, representing 93.2 percent of total external debt
(beforethe application of an up-front 80 percent discount on its debt disbursed before 1992). The remaining
bilateral claims are held by two other Paris Club creditors—United States (0.9 percent) and Germany
(0.4 percent)—and several non-Paris Club creditors (0.8 percent). Multilateral creditorsinclude IDA and
the Asian Development Bank (ADB), representing 2.5 percent and 2.1 percent of Afghanistan’s debt,
respectively. As of March 20, 2006, there was no outstanding debt to the IMF or undisputed claims to
commercial creditors.

Table 4: External Debt as of M arch 20, 2006

(in units indicated)
In US$ million % of total
Total 11,939.4 100.0
Bilateral 11,382.1 95.3
Paris Club 11,283.5 94.5
Russian Federation 1/ 11,127.9 93.2
United States 111.7 0.9
Germany 43.9 0.4
Non-Paris Club 98.6 0.8
Multilateral 557.3 4.7
of which: IDA 300.8 2.5
Asian Development Bank 254.6 2.1
Memorandum items:
NPV of debt after traditional debt relief 2/ 1,120.0
(in percent of exports) 3/ 306.2
Sources: Afghan authorities and staff estimates.
1/ Before up-front 80 percent discount on Russian debt.
2/ After up-front 80 percent discount on Russian debt prior to the
application of traditional debt relief.

42. Afghanistan has regularized its debts to multilateral and Paris Club creditors, and has
opened negotiationswith non-ParisClub bilateral creditors(Box 1). Arrearstothe ADB and IDA were
cleared in 2002 and 2003, respectively. Arrearsto OFID (US$1.9 million) are expected to be regularized
after approval of the decision point. US$11.3 billion of debt to Paris Club creditorswasregularized in the
context of the July 2006 rescheduling agreement. The Minister of Financewroteto non-Paris Club bilatera
creditorsin April 2007, commencing adia ogue on the restructuring of these claims, which total just under
US$100 million.
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Box 1: External Arrears Clearance

During the protracted period of conflict, Afghanistan accumulated a significant amount of arrears, mostly to
bilateral creditors. The authorities have regularized relations with Paris Club bilateral creditors and all
multilateral creditors, and areworking to open negotiations with other creditors.

On July 19, 2006, Afghanistan’s three Paris Club creditors—Germany, the Russian Federation and the
United States—agreed on a substantial debt reduction package, following IMF approval of the PRGF
arrangement in June 2006. The bilateral agreements with the United States and Germany were signed in
September 2006 and April 2007, respectively. The remaining bilateral agreement with Russiais
expected to be finalized shortly.

- TheParis Club agreement covered US$11.3 hillion of official development assistance (ODA) and
non-ODA debts, including arrearsand late interest due as of March 31, 2006, as well as maturities
falling due between April 2006 and March 2009.

- Debtswererestructured on “Naplesterms’: (i) ODA credits were rescheduled over 40 years, with a
16 year grace period, at interest rates as least as favorable as the original rates; and (ii) 67 percent
of non-ODA credits were cancelled and the remainder rescheduled over 23 years, with a 6-year
grace period, at market interest rates. On an exceptional basis, the agreement also deferred
100 percent of the moratorium interest due over the consolidation period, to be repaid after
October 2011.

- After the upfront 80 percent discount applied to debts to the Russan Federation, the restructuring
under “Naplesterms’ reduced Afghanistan’s obligationsto Paris Club creditors to less than
US$0.9 billion.

Afghanistan isworking to regularize relations with non-Paris Club official bilateral creditors. Some
debts have already been forgiven (e.g., the Slovak Republic in late 2005). The authorities wrote to all
other known creditorsin April 2007, commencing a dialogue on the possible terms of restructuring and
with aview to seeking comparable treatment in line with the Paris Club rescheduling agreement.

Afghanistan has cleared its arrears with all its multilateral creditors, with the exception of the OPEC
Fund for International Development (OFID).

- In November 2002, Afghanistan cleared US$17.1 million in arrears with the Asian Devel opment
Bank, using funds from the UK Department for International Development (DFID).

- InFebruary 2003, Afghanistan cleared US$28.2 million in arrearsto IDA and about SDR
8.0 million in arrearsto the IMF. Arrearsto IDA and the IMF were cleared using funds from
bilateral donors.

- The Afghan authorities have been in a close dialogue with the OFID with aview to regularizing
US$1.9 million in arrears. OFID wrote to the authorities in late May 2007 and committed to
address the arrears issue, with the details to be resolved after the decision point.

Some relatively small amounts (less than 1 percent of total external debt) to commercial creditorsand

one bilateral creditor remain in dispute. The authorities are working to clarify their obligationsin this

respect.

C. Possible Assistance Under the HIPC Initiative

43.

Afghanistan’sdebt in NPV termsisestimated at US$1,120.0 million, after thefull application

of traditional debt relief mechanisms (as of March 20, 2006) (Table 5)2 This is equivaent to
306.2 percent of exports of goods and services, using staff estimates of exports of services (Box 2). Given

% This also reflects the up-front 80 percent discount on Russian Federation debt disbursed before 1992.
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that the NPV of debt-to-exports ratio is above the 150 percent HIPC threshold, Afghanistan qualifiesfor
debt relief under the HIPC Initiative’ s export window.

Box 2: Staff Estimation of Afghanistan’s Exports of Services!

The absence of reliable source data on Afghanistan’s exports of services necessitated that the staffsimpute the
value of exports of servicesfor the purposes of assessing Afghanistan’s qualification for debt relief under the
HIPC Initiative. Accordingly, the staffs estimated Afghanistan’s exports of services based on three principles:

e |dentifying a group of comparator countries that: (i) are PRGF-€ligible and meet the World Bank’s
low-income country (LIC) classification; and (ii) share Afghanistan’s key characteristics of being
landlocked and either post-conflict or located within the central Asiaregion;

e Cdculating abenchmark ratio of total services exportsto merchandise exportsin those comparator
countries (31.4 percent), averaged over the period 1980-2005; and

e Applying that benchmark ratio to Afghanistan’s official merchandise export data as reported by the Central
Statistics Office;

This methodology produced the following results:

Islamic Republic of Afghanistan: Estimates of Services Receipts

Services  2001/02 2002/03 2003/04 2004/05 2005/06
Ratio 1/ 1380 1381 1382 1383 1384

(percent) (in millions of US dollars)
Merchandise Exports 2/ 68 100 144 305 386
Services Receipts
Comparator Group: Landlocked (post-conflict or regional) 31 21 31 45 96 121
Total Exports of Goods & Services 90 132 189 401 507

1/ Comparator ratio derived from the IMF's Balance of Payments Yearbook (database) based on data covering 1980-2005.
2/ Data provided by Afghanistan's Central Statistics Office.

The Fund is committed to providing technical assistance to support the authorities' efforts to compile a
comprehensive balance of payments (including services data). If, before reaching the completion point, there are
revisions in the data (debt or economic) used in the decision point DSA calculations, arevised DSA will be
prepared. Adjustments to the amount of HIPC debt relief will depend on the nature of data revisions (see
footnote 31 of the Preliminary Document").

! For more detail see Box 1 and Appendix II of the Preliminary Document (IMF Country Report No. 07/232, March 27,
2007 and IDA Report No 39093 AF, March 27, 2007), discussed by the IMF and World Bank Executive Boards on April 11
and 18, 2007, respectively.

44, A common reduction factor of 51.0 percent, trandating into HIPC debt relief of US$571.4
million (in NPV terms), would berequired in order to reduce Afghanistan’sNPV of debt-to-export
ratio to 150 percent (Table 5). Under the proportiona burden-sharing approach, the contribution from
bilateral creditors to HIPC debt relief would be US$436.3 million (in NPV terms). In particular, the
contribution from the Russian Federation would amount to US$376.1 million (in NPV terms). The
contribution from multilateral creditorswould total US$135.1 million (in NPV terms), including US$75.2
million (in NPV terms) from IDA.
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Table 5: HIPC Initiative Assistance Under a Proportional Burden-Sharing Approach 1/
Net Present Value of Debt as of March 20th, 2006
(In millions of U.S. dollars, unless otherwise indicated)

Debt Outstanding Possible
Pre-HIPC HIPC Debt Relief
Total 1,120.0 571.4
as percent of exports of goods and non-factor services 306.2 156.2
Bilateral 2/ 855.3 436.3
Paris Club: 822.7 419.7
Russian Federation 3/ 737.2 376.1
Germany 13.6 7.0
United States 71.8 36.6
Other Official Bilateral: 32.6 16.6
Multilateral 264.7 135.1
IDA 147.5 75.2
Asian Development Bank 115.4 58.8
OPEC Fund for International Development 1.9 1.0
Memorandum Items:
Common reduction factor (percent) 51.0
Exports of Goods and Non-Factor Services 4/ 365.7

Sources: Afghan authorities; and IMF and World Bank staff estimates and projections.

1/ The proportional burden sharing approach is described in "HIPC Initiative--Estimated Costs and Burden Sharing Approaches," July 7, 1997.
2/ After a hypothetical stock-of-debt operation on Naples terms (March 20, 2006) and comparable treatment by other official bilateral creditors.
Includes all official bilateral creditors.

3/ Includes an up-front 80 percent discount on Russian debt disbursed before 1992.

4/ Based on the three-year average of exports of goods and services (backward-looking average, i.e., 2003/04-2005/06); excluding transit
goods.

45, Assumingthetimeprofileand modalitiespresented below, HIPC debt relief to Afghanistan
could amount to about US$1.3 billion of nominal debt service relief over time. The following
assumptions were made in projecting the time profile of possible HIPC Initiative assistance:

e |DA would provide tota assistance amounting to US$75.2 million (in NPV terms). Immediately
following the approval of the decision point by the Boards, IDA would begin to provide assistance
in the form of debt-service reduction on debt outstanding and disbursed as of March 20, 2006.

e Full participation of the ADB in the HIPC Initiative is assumed. The ADB is assumed to start
providing its share of debt relief under the proportional burden-sharing mechanism
(US$58.8 million in NPV terms) on similar termsas IDA upon the approval of the decision point
document.

e OFIDisassumed to provide debt-service reduction starting at the completion point, amounting to
about US$1.0 million in NPV terms, until its contributions meet the requirement under the
Enhanced HIPC Initiative

e ParisClub bilateral creditors are assumed to provide aflow rescheduling on Cologne terms—
i.e.,, a90 percent NPV reduction—after reaching the decision point, with delivery of theremaining
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required assistance at the completion point through a stock-of-debt operation. Thisis expected to
trandate into debt relief of US$419.7 millionin NPV terms.

e Non-ParisClub official bilateral creditors are assumed to provide comparable treatment.

46. Statusof creditor participation. DA and IMF staffs haveinitiated consultations with multilateral
creditors and bilateral creditors. So far, IDA, OFID and Paris Club creditors have indicated their
willingness to provide HIPC Initiative debt relief to Afghanistan (Table 16).” These creditors account for
86.8 percent of total HIPC Initiative relief.

D. Debt Sustainability Analysis*

47. The debt sustainability analysis presented in this section is based on the long-term
macr oeconomic projections prepared in the context of the second review under the PRGF
arrangement (Box 3 and Section 111.B). Compared to the preliminary document, the current
macroeconomic framework includes a modest revision to short-term economic prospects, reflecting the
incorporation of recent economic data and information about the 2007/08 budget. However, the
assumptions underlying the medium and long-term macroeconomic framework are essentially unchanged.
Asinthe preliminary document, the current framework restson: (i) improved security and macroeconomic
stability; (ii) continued implementation of structura reforms, including governance, institutional and
financia sector reforms; (iii) increased investment in infrastructure; and (iv) an expanded role for the
private sector in economic activity.

48. HIPC debt relief would produce a rapid and durable reduction in Afghanistan’s NPV of
debt-to-exportsratio (Table 10 and Figure 3). Assuming the unconditional delivery of HIPC assistance—
i.e., thefull amount of assistance estimated to reducethe NPV of debt-to-exportsratioto 150 percent a the
reference date, without staggering assi stance over the decision and compl etion points—Afghanistan’ sSNPV
of debt-to-exportsratio could fall from 150 percent asof March 20, 2006 to 110.5 percent in 2006/07, and
51.8 percent by 2025/26. The sharp decline in the short-term reflects the recent vigorous export growth.
The NPV of debt-to-exports ratio is expected to remain consistently below the HIPC threshold of
150 percent throughout the projection period. External debt serviceasaratio of exportsisalso expected to
decline sharply after the delivery of HIPC assistance, remaining around 3 percent in the second half of the
projection period.”

49, Based on the conditional delivery of HIPC assistance, the NPV of debt fallsin steps, reflecting
the phased delivery of assistance. That is, the NPV of external debt is contingent upon reaching the
different “debt relief” milestones (Paris Club agreement, decision point, and completion point).? Startingin

2 OFID has agreed, in principle, to provide HIPC debt relief to Afghanistan. The ADB is in the process of
considering its participation in HIPC.

#Thisdebt sustai nability analysis (DSA) utilizesthe HIPC DSA methodol ogy, the debt sustainability analysisbased
onthe LIC DSA is presented in the annex.

% The debt service-to-exportsratio, after HIPC assistance, increases sharply in 2009/2010, reflecting the 2006 Paris
Club agreement (namely a moratorium on debt service to Paris Club creditors during the interim period).

?® Under the“traditional debt relief” scenario astock-of-debt rescheduling under Naplestermsisfully accounted for
inthe NPV of debt at the reference date (2005/06). In contrast, the NPV of debt under the “conditional HIPC debt
relief” scenario is predicated on reaching the different “debt relief” milestones. Therefore, the NPV of debt under
“conditional HIPC debt relief” may be higher than under “after traditional debt relief” (Table 9 and Figure 3).
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2009/10, when Afghanistan is assumed to have reached the compl etion point and have received irrevocable
debt relief, there are no differences between the conditional and unconditional scenarios.

Box 3: Key M acr oeconomic Assumptions Underlying the DSA

Annual real GDP growth is expected to converge toward a long-term rate of 4.5 percent by 2017/18.
Notwithstanding vigorous growth expected in the near-term, led by the rebound in agriculture and
reconstruction activities, average real GDP growth over the projection period (2007/08-26/27) will be about
5.6 percent.

CPI inflation is projected to increase to 6 percent per annum in 2006/07, but to converge to 5 percent from
2007/08 onwards

I nvestment is expected to remain at exceptionally high levels in the short-term, driven by donor-supported
reconstruction and public investment. Over the medium-to-longer run, investment is projected to decrease
gradually from about 44.1 percent of GDP in 2006/07 to 25.5 percent of GDP by 2026/27.

Fiscal policy aims at delivering the government’ s spending priorities while supporting macroeconomic
stability. Central government revenues are assumed to increase gradually from 7.0 percent of GDPin
2006/07 to 12.7 percent of GDP in 2026/27. Expenditures are assumed to peak at just over 22.0 percent of
GDPin 2010/11, and then decrease gradually to about 19.6 percent of GDP by 2026/27. The central
government overall deficit (before HIPC assistance) is projected to average just under 2 percent of GDP over
the projection period.

External grants are expected to remain the predominant form of financing, but decreasng as a percentage
of GDP from just under 44 percent in 2006/07 to around 7.5 percent in 2026/27.

Official loan financing is assumed to continue on strictly concessional terms, with an average grant element
of 56 percent. After playing a subsidiary role in the short-to-medium term, debt financing gains prominence
toward the end of the projection period.

Theexternal current account deficit (excluding external grants) is projected to diminish gradually from
over 45 percent of GDP in 2006/07 to 10.5 percent in 2026/27.

E. Sensitivity Analysis

50. Four scenarioswer e conducted totest the sustainability of Afghanistan’sexternal debt after
the full delivery of HIPC assistance (Table 11 and Figure 4). Under all these scenarios, Afghanistan’s
external debt indicatorswould be higher than in the baseline. In particular, the NPV of debt-to-exportsratio
would, over the medium-term, remain above its 2006/07 level in all but one scenario, and would rise
significantly in the long-run under the lower GDP growth scenario.

e Thefirst scenario—under which interest rates are assumed to be 200 basi s points higher than under
the baseline—highlights the sensitivity of projectionsto lessfavorable concessionality on new
borrowing. This results in a sharp decline in the average grant element of new borrowing to
36 percent, from 56 percent in the baseline. Although Afghanistan’sNPV of debt-to-exportsratio
would continue to decline under this scenario (as, on average, 90 percent of financing needs are
projected to be met by grants), by the end of the projection period it would be around 25-
30 percentage points above the baseline scenario.

e Thesecond scenario considersthesensitivity of projectionsto agreater relianceon debt, rather
than grant, financing. Under this scenario, budgetary grants are permanently reduced by
1 percentage point of GDP starting in 2009/10. The resulting financing needs are met by a
corresponding increasein borrowing, with an average grant element of around 53 percent over the
projection period. Based on these assumptions, the NPV debt-to-exports ratio would increase to
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123.3 percent by 2017/18, but would then start to decline, reaching 108.3 percent by the end of the
projection period. Compared to the baseline, thistrandatesinto a steady deterioration of the NPV
of debt-to-exports ratio, from 5 percentage points higher in 2009/10 to 56.4 percentage points
higher by 2025/26. An equivalent shortfall below the projected increase in the revenue-to-GDP
ratio would have asimilar impact on Afghanistan’s debt indicators

e Thethird scenario considersthe sensitivity of projectionsto lower export prices. Growthin export
prices is assumed to be 15 percent (or around one standard deviation of the historical average)
lower than in the baseline. Under this scenario, the NPV of debt-to-exports would decline from
110.5 percent in 2006/07 to 97.3 percent in 2011/12. Theresfter, the ratio is expected to start
increasing, reaching 131.3 percent by 2025/26.

e The fourth scenario—considering the sensitivity of projections to lower GDP growth—is
particularly pertinent given risks to the growth outlook (28). It assumes that GDP growth is
1.5 percentage points lower than in the baseline scenario, and goes beyond a partial analysis,
considering the feedback effects of correspondingly lower export receipts, foreign direct
investment and government revenues. In the absence of fiscal adjustment, the financing gap is
assumed to be met through additional borrowing. Under this scenario, the NPV of debt-to-exports
ratio is expected to gradualy decline to 104.2 percent by 2009/10. Afterwards, this ratio is
expected to increase steadily, reaching 213.8 percent by 2025/26, 162 percentage points higher
than under the baseline scenario. This highlights the need for Afghanistan to maintain a robust
level of economic growth and the importance of grant financing for the authorities to maintain
fiscal sustainability.

F. MDRI and Possible Bilateral Assistance Beyond HIPC

51 Afghanistan would qualify for MDRI debt relief from IDA upon reaching the completion
point under theHIPC Initiative. MDRI debt relief would cover all outstanding debt disbursed from IDA
prior to end-December 2003, and still outstanding at the completion point. Therefore, the amount of MRDI
debt relief is contingent upon the timing of the completion point. For IDA, MDRI relief would start at the
beginning of the quarter following the completion point. The IMF has no MDRI-dligible debt.”

52. MDRI debt relief from IDA could amount to US$37.6 million in nominal terms
(US$14.3 million in NPV terms), assuming that Afghanistan reaches the completion point in July 2009
(Table8). Thiswould bein addition to the US$1.3 billion to be provided under the HIPC Initiative, which
includes US$124.6 million from IDA.

B3. Afghanistan’sNPV of debt-to-exportsratiowould declinedightly with theddivery of MDRI
assistance. Assuming that Afghanistan reaches the completion point in July 2009, its NPV of
debt-to-exportsratio would decline by 2 percentage pointsin 2009/10, compared to the conditional delivery
of HIPC assistance®

54, ParisClub creditorsareexpected to providefurther relief after the completion point, having
committed to cancel 100 percent of Afghanistan’ sdebt following its successful implementation of the HIPC
initiative process. Thiswould amount to US$403.0 million in NPV terms (Table 9).

2 Under the MDRI, the M F committed to providing stock relief on outstanding debt disbursed prior to December 31,
2004, and still outstanding at the time of the completion point.
%8 This assumes that MDRI has no impact on Afghanistan’s new borrowing over the projection period.
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V. THE FLOATING COMPLETION POINT

A. Triggersfor the Floating Completion Point

55.

IMF and IDA staffs have reached under standings with the authorities on the completion

pointtriggers (Box 4). Reflecting the views expressed by Executive Directors during the discussions of the
preliminary HIPC document, the staffs have clarified with the authorities the scope, feasibility and

monitoring of the triggers. The standard triggers on sustained macroeconomic management and
implementation of a poverty reduction strategy would be complemented by measures focused on
strengthening public institutions and improving economic governanceto facilitate sustained and inclusive
economic growth.

The debt management trigger is intended to improve the availability of debt-related information
and strengthen practices to manage the servicing and monitoring of debt. Together with effortsto
ensure a sustainable fiscal policy through a strengthened MTFF, these triggers aim to help
Afghanistan avoid accumulating an unsustainable debt burden in meeting its sizesble
reconstruction and development needs.

The trigger on aligning budgetary spending priorities (consistent with the fiscal objectives of the
MTFF) and tracking spending outcomes will support the authorities efforts to improve the
prioritization, and effective delivery, of ANDS sector strategies. Moreover, effective alignment
with thel-ANDS and forthcoming ANDSwill require coordinating al core budget expenditures, to
the extent possible, with known activities by development partners under the external budget.

The triggers on pension reform and restructuring of core service delivery ministries support the
authorities' ongoing PAR to transform acritical proportion of the civil serviceto onethat adheres
to regularized and transparent rules and procedures, with greater accountability for the use of
public resources. The new pension reform strategy, including the pension regulations, will reflect
principles of fiscal sustainability, equity, and coordination with the overall program of reformsin
the public sector. This will contribute to the government’s wider objective of improving the
management of public expenditures.

Other triggers—particularly those on external audit, hydrocarbon and mining regulations, and
reporting on the delivery of health and education services—aim to promote accountability in the
use of resourcesin away that is both sustainable and helps support growth and reduce poverty.
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Box 4: Triggersfor the Floating Completion Point

I. PRSP implementation

o Prepare afull PRSP—the ANDS—through a participatory process and satisfactorily implement itsactions for
at least one year, as evidenced by an ANDS Annual Progress Report submitted by the government to the
satisfaction of IDA and the IMF.

I1. Macroeconomic M anagement

e Maintain macroeconomic stability as evidenced by satisfactory performance under the IMF PRGF- supported
program.

[11. External Debt M anagement

e Put in place and make operational adatabase system on external public and publicly-guaranteed debt; and
publish at least three consecutive quarterly external debt reports in atimely manner (including data on the
debt stock, and actual and projected debt service and disbursements).

V. Public Expenditure Policy

o Align public spending priorities with the prioritiesin the I-ANDS and, when completed, the ANDS. The
matrix approach currently used to map the development budget against Compact benchmarks will be extended
to all core development and operating budget expendituresin the year preceding the compl etion point.

o Design pension reform for public employees and military, reflecting the principles of fiscal sustainability,
equity, and coordinated with overall public sector reform. Initiate the implementation of a government
endorsed pension strategy with new pension regulations and reform of the Pension Department, including
modernizing the system of processing and paying pensions.

o Restructure four core service delivery ministries (Agriculture, Education, Public Health, and Rural
Development), reflecting common core functions and service delivery mechanisms. Progress in position
grading—including competitive selection of civil servants with appointments and dismissalsin full
compliance with legal and due process requirements—as assessed by a third party.

V. Public Financial M anagement

o Produce a mediumterm fiscal framework (consistent with the PRGF and ANDS priorities), in the year
preceding the completion point, that includes: (i) an explicit target for the operating deficit (excluding grants)
and a policy on non-grant financing; and (ii) a description of government policiesand future policy options to
support the projections, including basic tax policy analysis.

o Track poverty-related spending, over a period of at least six months preceding compl etion point, by reporting
on government budget execution using afunctional expenditure classification (at a more disaggregated level
than currently used), supplemented with simple program classification and reporting in key ministries.

e Submit to Parliament, for the year immediately preceding completion point: (i) the annual state (core) budget
financial statement, prepared in line with the PFEM Law and audited according to international audit
standards; and (i) an annual report on the resolution of important findings identified by the external auditor.

V1. Business Environment and/or Economic Development

¢ Develop and adopt regulations and guidelines for mining exploration licenses, quarry authorizations,
exploitation licenses, and hydrocarbon exploration or service and devel opment contracts Establish afully
operational Hydrocarbon/Mining Cadastreto implement these regulations and guidelines.

VIIl. Human/Social Development

o Improve transparency and accountability for service provision through publishing annually government and
third-party data on the quantity and quality of services delivered in the health and education sectors.

56. Based on the timetable for completing the ANDS and ongoing efforts to implement these
measur es, the government plansto meet the triggers within two years after the HIPC decision point. While
feasible, this will reguire the government to sustain the momentum of its reform agenda.
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B. Monitoring the Floating Completion Point Triggers

57. IDA and IMF staffswill work together closely to monitor the completion point triggers, with
each ingtitution leading on issues where its staff has primary competence. IMF staff will take the lead in
monitoring macroeconomic stability and anchoring fiscal sustainability in astrengthened MTFF. IDA staff
will have principal responsibility for monitoring the triggers on pension reform, and public sector
restructuring, and those pertaining to economic and socia development. Also, IDA staff—in cooperation
with IMF staff—will monitor progressin the preparation and implementation of the ANDS. IMF and IDA
staffs will monitor jointly the triggers on public expenditure alignment and tracking, strengthening the
external audit system, and improving debt management.

C. TheUseand Monitoring of Public Resour ces

58. Securing theeffective use of public resourcesfor pro-poor growth isaforemost objective of
the HIPC Initiative. Although the cash budget benefits of HIPC debt relief may be limited for
Afghanistan,” in the absence of theHIPC Initiative, the government would have to generate the necessary
resources (or offsetting expenditure adjustments) to remain current in servicing itsmultilateral debts. This
underscores the importance of ensuring the effective use of limited domestic revenues and considerable
donor resources, which will require the capacity to adequately alocate, implement and monitor expenditure
against pro-poor growth objectives. The trigger on using functional expenditure and simple program
classifications should help support this. It will also require continued effortsto strengthen the programming,
management and control of expenditure, and to improve service delivery in priority sectors.

59. Within thisframework, ongoing technical assstanceby thelMF and I DA in PFM will bekey
to improving expenditure tracking mechanisms. The aid effectiveness agenda—including better
reporting of donor activities outside the national budget and, over time, greater use of national budget
channelsand systemsto channel aid inflows—isalso very important in thisregard. The 2005 PFM Review
addressed the design of specific mechanisms to enhance public financial management, recognizing that
substantial progress had been made toward implementing agovernment expenditure classification system.
A chart of accounts—covering al Central Government transactions—has been in place since March 2005
and has started to align the budgeting, accounting and reporting systems. However, the review identified
that further work should be done to integrate the operating and development budgets. Subsequent advice
from the IMF (April 2006) recommended the gradual introduction of a program structure, commencing
with pilotsto develop anew classification system in selected, better performing ministriesfor the2007/08
budget. These ministries, to agreater or lesser extent, have already submitted integrated, program-based,
budget presentations that were aligned to the I-ANDS sector strategies for the 2007/08 budget cycle. The
authorities plan to review the progress in May/June 2007 and extended the pilots to agriculture and other
ministries for the 2008/09 budget.

60. Theadministrative, functional and economic classificationsalready in placein Afghanistan
provide a broadly adequate basis for tracking expenditure, including outlays deemed to be
poverty-related. The functiona classification of expenditures is currently only reported at an aggregate
level. Although this provides an indication of the broad allocation of expenditures within asector, it does
not, for instance, alow for the identification of spending on primary and tertiary health services. It is

% The Government had not been servicing its bilateral debts prior to the Paris Club agreement. However, the
Government has been servicing its debt to the ADB and IDA since clearing its arrears.
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expected that, by the time of the completion point, the authoritieswill have begun extending the functional
classification to the second level of the Classification of the Functions of Government (COFOG,) in order to
allow more detailed tracking of pro-poor spending against prioritiesidentified in the ANDS.

61. A smpleprogram classification would also provideadditional information for moredetailed
policy analysis. The pilot program is currently underway in three priority Ministries—Education,
Reconstruction and Rura Development, and Public Health. In addition to presenting an integrated budget
according to asimple program structure, the Chart of Accounts has been modified for certain ministriesto
allow expenditures to be reported against programs in the AFMIS.®

62. The resources made available by the HIPC Initiative prior to the completion point—
including from not having to resume servicing of bilateral debt previously in arrears—will enable
the government to ensure expenditurelevelsin priority sectors. The l-ANDS identified eight priority
sectors grouped under three pillars of activity (Box 5), and continued focus on these in the ANDS will
necessitate greater prioritization. The breadth of expenditures covered reflects the short-termimperative of
ensuring security toenable the effective delivery of longer run devel opment objectives. Given that security
expenditures are expected to be financed principally by external resources, HIPC relief from debt servicing
could focus on aspects of economic and social devel opment, such as health, education, infrastructure and
rura development. In this regard, the costing of sector strategies and the strengthened MTFF to be
completed later this year will help specify further the authorities’ budgetary expenditure priorities.

% This requires clearly defining programs and aligning ministerial structures, but does not necessarily require
formulating, nor appropriating, the budget by programs.
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Box 5: Medium-Term ExpenditurePriorities

Thel-ANDS identified eight priority sectors spread across three pillars of activity. In most sectors the full
ANDS islikely to refine the existing I-ANDS, articulating how its goals will be achieved through a set of
specific programs and projects that can be funded either through the budget or directly by donors.

Pillar One: Security

e Security: Establish alegitimate monopoly on force and law enforcement capable of providing a secure
environment through reform of the Afghan National Army and Police.

Pillar Two: Governance, Rule of Law, and Human Rights

e Governance, Ruleof Law, and Human Rights: Establish and strengthen government ingtitutions at the
central and sub-national levels. Reform the justice system with the aim of ensuring equal access to formal
justice and judicial supervision of informal dispute resolution mechanisms.

Pillar Three: Economic and Social Devel opment

e Infrastructureand Natural Resources: Implement investment programs to improve national roads
network; energy and water; telecommunications; natural resources and mining; and urban devel opment
and housing.

e Education: Expand access to primary and secondary education; increase enrollment and retention rates;
and strengthen the curri culum and quality of teachers.

e Health: Extend basic health services and essential hospital services; initiate communicable and non-
communicable disease control program; and strengthen health sector human resource management.

e Agricultureand Rural Development: Achieve pro-poor growth in rural areas by enhancing licit
agricultural productivity; creating incentives for non-farm investment; developing rural infrastructure; and
supporting access to financial services.

e Social Protection: Srengthen humanitarian and disaster response; and improve support to vulnerable
(including women, demobilized soldiers, the disabled, and refugees and displaced persons).

e Economic Governance and Private Sector Development: Improve the management and accountability
of public expenditures by strengthening the Medium-Term Fiscal Framework, improving revenue
collection, and enhancing public finance management. Improve the investment climate by facilitating
trade, reforming theregulatory system, and modernizing financia services and markets.

D. TheAuthorities Views

63. Theauthoritieshave emphasized that Afghanistan’sexternal debt burden isunsustainably
high and could further delay the country’s economic and social reform agenda. They noted that
Afghanistan isone of the poorest countriesin the region and even among other HIPCs, with the population
facing significant constraints on access to basic services such as education, hedlth, and safe water.
Protracted conflict and political instability have exacerbated the obstacles to social development and
poverty reduction.

64. Theauthorities highlighted that, with the support of Afghanistan’sdevelopment partners,
significant progress has been made since late 2001 in launching the reforms needed to achieve
durable growth and poverty reduction. Nevertheless, this represents a fraction of what remains to be
done. In the absence of HIPC debt relief, the regularization of relationswith al creditorswould represent a
significant erosion of the government’s limited capacity to deliver basic services and undertake essential
reforms. Debt relief that could be available under the enhanced HIPC Initiative would help free resources
for critical sociad and infrastructure programs, alowing the government to sustain itsreconstruction efforts
and improve access to education, health care, and critical infrastructure. Thiswill be particularly important
as, over the medium- to longer-term, donor activitieswill beincreasingly transferred onto the government’s
core budget.
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VI. ISSUESFOR DISCUSSION

65. Thispaper presentsan assessment of thelslamic Republic of Afghanistan’squalification for
assistance under the Enhanced Heavily Indebted Poor Countries (HIPC) Initiative. Executive
Directors views and guidance are sought in particular on the following issues:

e Qualification and decision point: Do Directors agree that Afghanistan qualifies for assistance
under the HIPC Initiative—noting the use of staff estimates for exports of services—and do they
recommend approval of the decision point?

¢ Amount of delivery of assistance: In order to reduce the NPV of debt-to-exports ratio to the
HIPC Initiative threshold of 150 percent, thetotal amount of assistance under the HIPC Initiativeis
estimated at US$571.4 millionin NPV terms(Table 5). Of thisamount, US$75.2 million would be
provided by IDA. Do Directors agree?

e Floating completion point: Do Directors agree that the HIPC floating completion point will be
reached when the triggers in Box 4 have been met? Debt relief will be provided unconditionally
only when the completion point triggers have been met and satisfactory assurances have been
received of other creditors' participation under the enhanced HIPC Initiative.
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Figurel: Islamic Republic Islamic Republic of Afghanistan: Composition of Stock of External Debt as of
March 20th, 2006 by creditor group

(Nominal stock: $11.9 hillion)
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Figure 2: Idamic Republic of Afghanistan: Potential Costs of the HIPC Initiative by creditor group

(Total Estimated HIPC Enhanced Assistance: $571.4 million;
end-March 2006 NPV terms)
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Sources: Afghan authorities and staff estimates.
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Figure 3: Idamic Republic of Afghanistan: External Debt Sustainability I ndicators, 2005/06—2025/26
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Figure 4. Islamic Republic of Afghanistan: Sensitivity Analysis, 2005/06-2025/26
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Table 6: Idamic Republic of Afghanistan: Nominal Stock and Net Present Value of Debt as of March 20th 2006, by Creditor Groups

(In million of US$ unless otherwise specified)

Before Discount of Russian Debt 1/ After Discount on Russian Debt 2/ NPV of Debt After Traditional

Nominal Debt Stock Arrears NPV of Debt Nominal Debt Stock Arrears NPV of Debt Debt Relief 2/ 3/

Percent Percent Percent Percent Percent Percent Percent

of total of total of total of total of total of total of total

Total 11,939.4 100.0 10,899.0 100.0 11,612.1  100.0 3,042.1 100.0 2,370.0 100.0 2,740.8 100.0 1,120.0 100.0
Multilateral 557.3 4.7 1.9 0.0 264.7 2.3 557.3 18.3 19 0.1 264.7 9.7 264.7 23.6
World Bank 300.8 2.5 0.0 0.0 147.5 1.3 300.8 9.9 0.0 0.0 147.5 54 147.5 13.2
AsDB 254.6 2.1 0.0 0.0 1154 1.0 254.6 8.4 0.0 0.0 115.4 4.2 115.4 10.3
OFID 1.9 0.0 1.9 0.0 1.9 0.0 1.9 0.1 1.9 0.1 1.9 0.1 1.9 0.2
Bilateral and commercial 11,382.1 95.3 10,897.1 100.0 11,347.4 97.7 2,484.8 81.7 2,368.1 99.9 2,476.1 90.3 855.3 76.4
Paris Club 11,283.5 94.5 10,798.5 99.1 11,248.8 96.9 2,386.2 78.4 2,269.5 95.8 2,377.5 86.7 822.7 735
Post-cutoff date 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
ODA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Non-ODA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pre-cutoff date 11,283.5 94.5 10,798.5 99.1 11,248.8 96.9 2,386.2 78.4 2,269.5 95.8 2,3775 86.7 822.7 73.5
ODA 111.7 0.9 87.1 0.8 109.5 0.9 111.7 3.7 87.1 3.7 109.5 4.0 71.8 6.4
Non-ODA 11,171.8 93.6 10,7115 98.3 11,139.3 95.9 2,274.5 74.8 2,182.4 92.1 2,268.0 82.7 750.9 67.0
Russia 11,127.9 93.2 10,667.6 97.9 11,095.4 95.6 2,230.6 73.3 2,138.6 90.2 2,224.1 81.1 737.2 65.8
Germany 43.9 0.4 43.9 0.4 43.9 0.4 43.9 1.4 43.9 1.9 43.9 1.6 13.6 1.2
United States 111.7 0.9 87.1 0.8 109.5 0.9 111.7 3.7 87.1 3.7 109.5 4.0 71.8 6.4
Other Official Bilateral 98.6 0.8 98.6 0.9 98.6 0.8 98.6 3.2 98.6 4.2 98.6 3.6 32.6 2.9
Post-cutoff date 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
ODA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Non-ODA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Pre-cutoff date 98.6 0.8 98.6 0.9 98.6 0.8 98.6 3.2 98.6 4.2 98.6 3.6 32.6 2.9
ODA 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Non-ODA 98.6 0.8 98.6 0.9 98.6 0.8 98.6 3.2 98.6 4.2 98.6 3.6 32.6 2.9
Bulgaria 47.6 0.4 47.6 0.4 47.6 0.4 47.6 1.6 47.6 2.0 47.6 17 15.7 14
Iraq 9.1 0.1 9.1 0.1 9.1 0.1 9.1 0.3 9.1 0.4 9.1 0.3 3.0 0.3
Kuwait 19.3 0.2 19.3 0.2 19.3 0.2 19.3 0.6 19.3 0.8 19.3 0.7 6.4 0.6
Saudi Arabia 22.2 0.2 22.2 0.2 22.2 0.2 22.2 0.7 22.2 0.9 22.2 0.8 7.3 0.7
Croatia 0.4 0.0 0.4 0.0 0.4 0.0 0.4 0.0 0.4 0.0 0.4 0.0 0.1 0.0

Sources: Afghan authorities and staff estimates.

1/ Before up-front 80 percent discount on Russian debt.
2/ After up-front 80 percent discount on Russian debt disbursed before 1992.
3/ Includes a stock-of-debt operation on Naples terms as of March 20, 2006; and at least comparable treatment by other official bilateral and commercial creditors on eligible debt (pre-cutoff and non-ODA).
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Table7: Idamic Republic of Afghanistan: Discount Rates and Exchange Rates

Discount Rate 1/ Exchange Rate 2/

Currency Name (In percent per annum) (U.S. dollars per Currency)
Special Drawing Rights 4.54 1.44
Domestic Currency: Afghani 4.54 0.02
Kuwait Dinar 5.32 3.42

Soviet Union Ruble 4.54 1.67

UAE Dirham 4.54 0.27

UK Pound Sterling 5.20 1.73
United States Dollar 5.32 1.00

Euro 4.10 121
Japanese Yen 2.11 0.01
Korean Won 6.09 0.00
Norwegian Krone 4.42 0.15
Swedish Krona 4.08 0.13

Swiss Franc 2.90 0.77
Memorandum item:

Paris Club cutoff date June 20, 1999

Sources: OECD; and IMF, International Financial Statistics .

1/ The discount rates used are the average commercial interest reference rates over the six-month period prior to the reference
date, i.e., the end of the period for which actual debt and export data are available.
2/ The exchange rates are expressed as national currency per U.S. dollar at the end of the reference date.
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Table 8: Idamic Republic of Afghanistan: External Debt Service, 2006/07-2025/26 1/

(in millions of U.S. dollars, unless otherwise indicated)

Averages
2006/07- 2016/17-
2006/07 2007/08 2008/09 2009/10 2010/11 2015/16 2020/21 2025/26 2015/16 2025/26

Before traditional debt relief

Total 262.0 136.9 20.8 21.3 22.3 50.4 115.1 201.4 63.9 126.1
Existing debt 2/ 2614 136.3 19.2 18.6 18.1 255 225 23.6 56.4 229
Multilateral 6.2 6.1 6.1 6.3 6.4 17.9 15.9 23.6 9.6 18.4
World Bank Group 4.8 4.7 4.7 4.7 4.7 9.7 9.0 12.3 5.9 9.9

Asian Development Bank 1.4 1.4 1.4 1.4 1.4 7.9 6.9 11.4 35 8.4

OFID 3/ 0.0 0.0 0.0 0.2 0.4 0.3 0.0 0.0 0.2 0.1
Official bilateral 4/ 255.2 130.2 13.1 12.3 11.7 7.6 6.5 0.0 46.8 4.5
Paris Club 2552 130.2 13.1 123 11.7 7.6 6.5 0.0 46.8 4.5

Non Paris Club 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

New debt 0.6 0.5 1.6 2.7 4.2 24.9 92.6 177.7 7.5 103.2
Debt service to exports ratio 43.3 18.6 2.4 2.1 2.0 2.4 2.8 3.0 7.9 2.8
Debt service to revenue ratio 45.4 19.2 2.4 2.1 1.8 1.9 25 2.7 7.9 2.4

After traditional debt relief 5/ 6/

Total 47.3 47.2 48.2 49.5 51.1 94.3 179.9 305.2 60.3 198.0
Existing debt 2/ 46.7 46.6 46.6 46.8 46.9 69.4 87.3 1275 52.7 94.8
Multilateral 6.2 6.1 6.1 6.3 6.4 17.9 15.9 23.6 9.6 18.4
World Bank Group 4.8 4.7 4.7 4.7 4.7 9.7 9.0 12.3 5.9 9.9
Asian Development Bank 1.4 14 1.4 1.4 1.4 7.9 6.9 11.4 35 8.4
OFID 3/ 0.0 0.0 0.0 0.2 0.4 0.3 0.0 0.0 0.2 0.1
Official bilateral 40.5 40.5 40.5 40.5 40.5 515 71.4 103.8 43.1 76.3
Paris Club 38.8 38.8 38.8 38.8 38.8 49.3 68.4 99.6 41.3 73.2
Non Paris Club 1.7 1.7 1.7 1.7 1.7 2.2 3.0 4.2 1.8 3.1
New debt 0.6 0.5 1.6 2.7 4.2 24.9 92.6 177.7 7.5 103.2
Debt service to exports ratio 7.8 6.4 5.6 4.9 45 4.5 4.4 4.5 51 4.5
Debt service to revenue ratio 8.2 6.6 5.6 4.8 4.1 3.5 3.8 4.1 4.7 3.9
After HIPC assistance 7/
Total 6.8 34 3.0 115 27.3 56.6 119.8 216.0 27.2 133.0
Existing debt 2/ 6.2 2.9 14 8.8 23.1 317 27.2 38.3 19.7 29.7
Multilateral 6.2 2.9 14 1.5 1.6 3.8 3.4 4.9 2.8 3.9
World Bank Group 4.8 2.6 1.2 1.2 1.2 2.4 2.3 3.1 2.0 25
Asian Development Bank 14 0.2 0.2 0.2 0.2 1.3 11 1.8 0.7 1.3
OFID 3/ 0.0 0.0 0.0 0.1 0.2 0.1 0.0 0.0 0.1 0.0
Official bilateral 0.0 0.0 0.0 7.3 215 27.9 23.8 33.4 17.0 25.9
Paris Club 0.0 0.0 0.0 6.8 20.5 26.4 225 31.6 16.1 245
Non Paris Club 0.0 0.0 0.0 0.5 1.0 15 13 1.8 0.9 1.4
New debt 0.6 0.5 1.6 2.7 4.2 24.9 92.6 177.7 7.5 103.2
Debt service to exports ratio after HIPC assistance 11 0.5 0.4 11 2.4 2.7 3.0 3.2 1.9 3.0
Debt service to revenue ratio after HIPC assistance 1.2 0.5 0.4 11 22 2.1 2.6 2.9 16 2.6
Reduction in debt service as a result of
HIPC Initiative assistance 6/ 8/ 40.5 43.8 45.2 38.0 23.8 37.7 60.2 89.2 33.0 65.0
After HIPC and MDRI assistance 9/
Total 6.8 34 3.0 111 26.5 55.7 119.0 215.5 26.7 132.2
Existing debt 2/ 6.2 2.9 14 8.4 223 30.8 26.4 37.7 19.2 29.0
Multilateral 6.2 2.9 14 1.1 0.8 2.9 2.6 4.4 22 3.1
World Bank Group 4.8 2.6 1.2 0.8 0.4 15 15 25 1.4 1.7
Asian Development Bank 14 0.2 0.2 0.2 0.2 1.3 11 1.8 0.7 1.3
OFID 3/ 0.0 0.0 0.0 0.1 0.2 0.1 0.0 0.0 0.1 0.0
Official bilateral 0.0 0.0 0.0 7.3 215 27.9 23.8 33.4 17.0 25.9
New debt 0.6 0.5 1.6 2.7 4.2 24.9 92.6 177.7 7.5 103.2
Debt service to exports ratio after HIPC and MDRI assistance 11 0.5 0.4 11 23 2.7 29 32 1.8 2.9
Debt service to revenue ratio after HIPC and MDRI assistance 12 0.5 0.4 11 21 21 25 29 16 2.6
Reduction in debt service as a result of
MDRI assistance 0.0 0.0 0.0 0.4 0.8 0.9 0.8 0.6 0.5 0.8
Memorandum items:
Exports of goods and nonfactor services 10/ 605.7 737.6 866.7 1,003.7 1,137.0 2,081.5 4,055.7 6,814.1 1,267.3 4,408.4
Government revenues 11/ 576.8 713.3 863.2 1,039.6 1,243.3 2,658.7 4,692.1 7,4225 1,463.3 5,024.6

Sources: Afghan authorities and staff estimates and projections.

1/ All debt indicators refer to public and publicly guaranteed (PPG) debt and are defined after rescheduling, unless otherwise indicated. Fiscal year ends March 20th.

2/ Includes only scheduled debt service on current maturities and does not include projected penalty interest on arrears. For OFID, a rescheduling of arrears is assumed in order
to obtain a debt service projection.

3/ Assumes a debt restructuring of current arrears translating into debt servicing after completion point.

4/ Does not include repayment of, or debt services on, amounts in arrears.

5/ Assumes an up-front 80 percent discount on Russian debt disbursed before 1992, and a hypothetical stock of debt operation on Naples terms and comparable treatment from
other bilateral creditors.

6/ This does not take into account the Paris Club rescheduling of July 2006.

7/ Paris Club creditors are assumed to provide full delivery of HIPC assistance through a Cologne flow rescheduling on eligible debt during interim period and a stock of debt
operation on Cologne terms on the remaining balance at the completion point (mid-2009). Non-Paris Club creditors are assumed to provide assistance on comparable terms.
Multilateral creditors are also assumed to provide HIPC debt relief as of the completion point, except for the World Bank and the ADB, for which the delivery would start after the
decision point.

8/ The reduction is measured as the difference between the projected debt service after full use of traditional debt relief and debt service after the application of HIPC relief.

9/ MDRI assistance applies only to the World Bank and starts at the beginning of the quarter following the completion point (October 2009). Assumes that MDRI has no impact
on Afghanistan’s new borrowing over the projection period.

10/ Based on official merchandise exports reported by Afghanistan's Central Statistics Office and staff estimates for exports of services; excluding transit goods.

11/ Revenues are defined as central government revenues, excluding grants.
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Table 9: Idamic Republic of Afghanistan: Net Present Value of External Debt, 2005/06-2025/26 1/

(in millions of U.S. dollars, unless otherwise indicated)

Averages
2005/06- 2016/17-
2005/06  2006/07 2007/08 2008/09 2009/10 2010/11 2015/16 2020/21 2025/26 2015/16 2025/26
I. Before traditional debt-relief
NPV of total debt 11,612.1 11,454.8 11,406.1 11,4722 11,5413 11,639.3 12,3517 13,198.4 13,881.6 11,753.9 13,251.8
NPV of outstanding debt 11,6121 11,383.6 11,269.7 11,267.7 11,266.3 11,265.2 11,238.6 11,196.0 11,150.6 11,303.2 11,192.3
Official bilateral 11,347.4 11,1129 10,9927 10,984.1 10,975.8 10,967.7 10,935.1 10,906.3 10,897.1 11,010.6 10,908.5
Paris Club 11,248.8 11,0143 10,8941 10,8855 10,877.2 10,869.1 10,836.5 10,807.7 10,798.5 10,912.0 10,809.8
Other official bilateral 98.6 98.6 98.6 98.6 98.6 98.6 98.6 98.6 98.6 98.6 98.6
Multilateral 264.7 270.7 277.0 283.6 290.5 297.5 303.4 289.6 2535 292.6 283.9
World Bank 147.5 149.6 151.9 154.3 156.8 159.4 162.2 151.5 132.4 158.1 149.1
Asian Development Bank 115.4 119.1 123.0 127.1 131.5 136.2 140.5 138.1 121.1 132.9 134.7
OFID 2/ 1.9 2.0 2.1 2.2 2.2 1.9 0.7 0.0 0.0 1.7 0.1
NPV of new borrowing 71.2 136.5 204.5 275.1 374.1 1,113.1 2,002.4 2,731.0 495.8 2,059.5
I. After traditional debt-relief 3/
NPV of total debt 1,120.0 1,197.4 1,269.1 1,344.1 1,421.7 1,528.0 2,247.0 2,997.3 3,384.2 1,595.0 2,996.6
NPV of outstanding debt 1,120.0 1,126.2 1,132.7 1,139.6 1,146.6 1,153.9 1,133.9 994.9 653.2 1,144.3 937.1
Official bilateral 855.3 855.5 855.7 855.9 856.2 856.4 830.4 705.2 399.7 851.7 653.2
Paris Club 822.7 822.9 823.1 823.4 823.6 823.9 799.2 679.4 386.6 819.4 629.5
Other official bilateral 32.6 32.6 32.6 32.5 32.5 325 313 25.8 13.1 32.3 237
Multilateral 264.7 270.7 277.0 283.6 290.5 297.5 303.4 289.6 253.5 292.6 283.9
World Bank 1475 149.6 151.9 154.3 156.8 159.4 162.2 1515 132.4 158.1 149.1
Asian Development Bank 115.4 119.1 123.0 127.1 1315 136.2 140.5 138.1 121.1 132.9 134.7
OFID 2/ 1.9 2.0 21 2.2 2.2 1.9 0.7 0.0 0.0 1.7 0.1
NPV of new borrowing 71.2 136.5 204.5 275.1 374.1 1,113.1 2,002.4 2,731.0 495.8 2,059.5
Memorandum items:
NPV of debt-to-exports ratio (percent) 4/
Total debt 306.2 237.2 205.8 182.5 163.5 152.4 120.9 82.9 54.8 173.3 82.3
Outstanding debt 306.2 223.1 183.6 154.7 131.9 115.1 61.0 275 10.6 137.8 28.0
NPV of debt-to-revenue ratio (percent)
Total debt 269.3 207.6 177.9 155.7 136.8 122.9 84.5 63.9 45.6 141.3 62.8
Outstanding debt 269.3 195.3 158.8 132.0 110.3 92.8 42.6 21.2 8.8 114.1 211
Il. After conditional delivery of enhanced HIPC assistance 5/
NPV of total debt 2,740.8 1,208.7 1,284.9 1,418.6 826.1 928.5 1,642.5 2,517.6 3,200.2 1,364.4 2,565.1
NPV of outstanding debt 2,740.8 1,137.4 1,148.5 1,214.1 551.0 554.4 529.4 515.1 469.2 913.8 505.6
Official bilateral 2,476.1 866.7 877.3 931.8 401.8 399.9 351.0 3111 236.1 710.1 298.1
Paris Club 6/ 2,377.5 834.1 843.4 895.6 383.2 381.2 334.7 297.3 226.8 680.5 285.1
Other official bilateral 98.6 32.6 33.9 36.2 18.6 18.7 16.2 13.8 9.3 29.6 13.0
Multilateral 264.7 270.7 271.2 282.3 149.2 154.5 178.4 204.1 233.1 203.7 207.5
World Bank 147.5 149.6 147.2 152.9 82.9 85.5 97.5 108.9 121.7 112.0 110.5
Asian Development Bank 115.4 119.1 121.8 127.1 65.2 68.0 80.5 95.1 111.4 90.5 97.0
OFID 2/ 1.9 2.0 2.1 2.2 1.1 0.9 0.4 0.0 0.0 1.2 0.0
NPV of new borrowing 71.2 136.5 204.5 275.1 374.1 1,113.1 2,002.4 2,731.0 495.8 2,059.5
I1l. After unconditional delivery of enhanced HIPC assistance 7/
NPV of total debt 548.6 557.7 643.3 734.1 826.1 928.5 1,642.5 2,517.6 3,200.2 985.4 2,565.1
NPV of outstanding debt 548.6 486.4 506.8 529.6 551.0 554.4 529.4 515.1 469.2 534.7 505.6
Official bilateral 418.9 350.7 367.7 385.6 401.8 399.9 351.0 3111 236.1 380.2 298.1
Paris Club 403.0 334.5 350.7 367.6 383.2 381.2 334.7 297.3 226.8 362.8 285.1
Other official bilateral 16.0 16.2 17.1 18.0 18.6 18.7 16.2 13.8 9.3 17.4 13.0
Multilateral 129.7 135.7 139.1 144.1 149.2 154.5 178.4 204.1 233.1 154.6 207.5
World Bank 78.2 771 78.0 80.4 82.9 85.5 97.5 108.9 121.7 86.2 110.5
Asian Development Bank 56.5 57.6 60.0 62.6 65.2 68.0 80.5 95.1 111.4 68.1 97.0
OFID 2/ 0.9 1.0 1.0 11 11 0.9 0.4 0.0 0.0 0.8 0.0
NPV of new borrowing 71.2 136.5 204.5 275.1 374.1 1,113.1 2,002.4 2,731.0 495.8 2,059.5
Memorandum items:
NPV of debt-to-exports ratio (percent) 4/
Total debt 749.4 239.5 208.3 192.6 95.0 92.6 88.4 69.6 51.8 183.9 68.8
Total debt, assuming full delivery 150.0 110.5 104.3 99.7 95.0 92.6 88.4 69.6 51.8 99.8 68.8
Outstanding debt 749.4 225.4 186.2 164.8 63.4 55.3 28.5 14.2 7.6 148.4 145
NPV of debt-to-revenue ratio (percent)
Total debt 659.0 209.6 180.1 164.3 79.5 74.7 61.8 53.7 43.1 154.0 52.7
Total debt, assuming full delivery 131.9 96.7 90.2 85.0 79.5 74.7 61.8 53.7 43.1 80.4 52.7
Outstanding debt 659.0 197.2 161.0 140.6 53.0 44.6 199 11.0 6.3 126.8 11.0
IV. After conditional delivery of enhanced HIPC and MDRI assistance 5/ 8/
NPV of total debt 2,740.8 1,208.7 11,2849 1,418.6 809.2 911.5 1,625.8 2,501.3 3,183.7 1,353.7 2,548.7
NPV of outstanding debt 2,740.8 1,137.4 11,1485 1,214.1 534.1 537.4 512.7 498.9 452.7 903.0 489.2
Official bilateral 5/ 2,476.1 866.7 877.3 931.8 401.8 399.9 351.0 311.1 236.1 710.1 298.1
Paris Club 2,377.5 834.1 843.4 895.6 383.2 381.2 3347 297.3 226.8 680.5 285.1
Other official bilateral 98.6 32.6 33.9 36.2 18.6 18.7 16.2 138 9.3 29.6 13.0
Multilateral 264.7 270.7 271.2 282.3 132.3 137.6 161.7 187.8 216.6 192.9 191.1
World Bank 147.5 149.6 147.2 152.9 66.0 68.6 80.8 92.7 105.1 101.2 94.1
Asian Development Bank 115.4 119.1 121.8 127.1 65.2 68.0 80.5 95.1 111.4 90.5 97.0
OFID 2/ 1.9 2.0 21 2.2 11 0.9 0.4 0.0 0.0 1.2 0.0
NPV of new borrowing 71.2 136.5 204.5 275.1 374.1 1,1131 2,002.4 2,731.0 495.8 2,059.5
Memorandum items:
NPV of debt-to-exports ratio (percent) 4/
Total debt 749.4 239.5 208.3 192.6 93.1 90.9 87.5 69.2 51.6 183.1 68.4
Total debt, assuming full delivery 150.0 110.5 104.3 99.7 93.1 90.9 875 69.2 51.6 99.0 68.4
NPV of debt-to-revenue ratio (percent)
Total debt 659.0 209.6 180.1 164.3 77.8 73.3 61.1 53.3 42.9 153.3 52.4
Total debt, assuming full delivery 131.9 96.7 90.2 164.3 77.8 73.3 61.1 53.3 42.9 87.0 52.4

Sources: Afghan authorities and staff estimates and projections.

1/ Fiscal year ends March 20th.

2/ Assumes a debt restructuring of current arrears translating into debt servicing after completion point.
3/ The traditional debt relief is a hypothetical scenario of stock-of-debt rescheduling under Naples terms at the end of the fiscal year (March 20, 2006). It also assumes an 80
percent of up-front discount on Russian debt disbursed before 1992.

4/ In terms of simple historical three-year average of exports of goods and services; excluding transit goods.

5/NPV of external debt is contingent upon reaching the different "debt relief* milestones. Starting in 2005-06, the conditional scenario assumes the up-front discount on Russian
debt disbursed before 1992. For 2006-07, it assumes Naples flow rescheduling (April 1, 2006 to March 30, 2009). For 2007-08 and 2008-09, after Afghanistan is assumed to
have reached decision point, the conditional scenario assumes flow rescheduling under Cologne terms and interim debt relief by multilateral creditors (July 2007-June 2009).
For 2009-10 onward, when Afghanistan is assumed to have reached completion point (July 2009), the conditional scenario assumes a stock-of-debt cancellation under Cologne
terms and irrevocable debt relief by multilateral creditors. Non-Paris Club creditors are assumed to provide comparable treatment.
6/ For 2005/06, after up-front 80 percent discount on Russian debt disbursed before 1992, and prior to the conditional delivery of enhanced HIPC assistance from July 2007 to

June 2009.

7/ The unconditional scenario assumes full delivery of estimated enhanced HIPC Initiative debt relief as of March 20, 2006. Accordingly, the NPV of debt-to-exports ratio is

reduced to 150 percent for 2005-06.

8/ MDRI assistance applies only to the World Bank and starts at the beginning of the quarter following the completion point (October 2009). Assumes that MDRI has no impact
on Afghanistan’s new borrowing over the projection period. Does not include commitments by Paris Club creditors to cancel 100 percent of Afghanistan's debt.
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Table 10: Isamic Republic of Afghanistan: External Debt Indicator s, 2005/06-2025/26 1/

Averages

2005/06- 2016/17-
2005/06 2006/07 2007/08 2008/09 2009/10 2010/11  2015/16 2020/21  2025/26  2015/16 2025/26

(In percent, unless otherwise indicated)
Before traditional debt relief

NPV of debt-to-GDP ratio 158.9 138.8 117.3 104.0 93.5 84.8 53.7 35.8 23.7 92.7 35.3
NPV of debt-to-exports ratio 2/ 3/ 31749 2269.6 1849.2 1557.3 1327.7 1161.1 664.5 365.0 224.8 1,409.9 372.9
NPV of debt-to-revenue ratio 4/ 27922 1986.1 1599.1 1329.0 1110.2 936.2 464.6 281.3 187.0 1,165.9 283.2
Debt service-to-exports ratio 3/ .. 433 18.6 2.4 21 2.0 24 2.8 3.0 7.9 2.8
Debt service-to-revenue ratio 4/ .. 454 19.2 2.4 21 1.8 1.9 25 2.7 7.9 24

After traditional debt relief

NPV of debt-to-GDP ratio 15.3 145 13.1 12.2 115 111 9.8 8.1 5.8 11.7 7.8
NPV of debt-to-exports ratio 2/ 3/ 306.2 237.2 205.8 182.5 163.5 152.4 120.9 82.9 54.8 173.3 82.3
NPV of debt-to-revenue ratio 4/ 269.3 207.6 177.9 155.7 136.8 122.9 84.5 63.9 45.6 1413 62.8
Debt service-to-exports ratio 3/ 7.8 6.4 5.6 4.9 45 45 4.4 45 51 45
Debt service-to-revenue ratio 4/ 8.2 6.6 5.6 4.8 4.1 35 3.8 4.1 4.7 3.9
After conditional delivery of enhanced HIPC assistance
NPV of debt-to-GDP ratio 375 14.6 13.2 12.9 6.7 6.8 7.1 6.8 55 11.5 6.6
NPV of debt-to-exports ratio 2/ 3/ 749.4 239.5 208.3 192.6 95.0 92.6 88.4 69.6 51.8 183.9 68.8
NPV of debt-to-exports ratio (existing debt only) 2/ 3/ 749.4 225.4 186.2 164.8 63.4 55.3 285 14.2 7.6 148.4 145
NPV of debt-to-revenue ratio 4/ 659.0 209.6 180.1 164.3 79.5 74.7 61.8 53.7 43.1 154.0 52.7
Debt service-to-exports ratio 3/ 1.1 0.5 0.4 11 24 27 3.0 3.2 1.9 3.0
Debt service-to-revenue ratio 4/ 1.2 0.5 0.4 11 2.2 21 2.6 2.9 1.6 2.6
After unconditional delivery of enhanced HIPC assistance
NPV of debt-to-GDP ratio 75 6.8 6.6 6.7 6.7 6.8 7.1 6.8 55 6.9 6.6
NPV of debt-to-exports ratio 2/ 3/ 150.0 1105 1043 99.7 95.0 92.6 88.4 69.6 51.8 99.8 68.8
NPV of debt-to-exports ratio (existing debt only) 2/ 3/ 150.0 96.4 82.2 71.9 63.4 55.3 285 14.2 7.6 64.3 145
NPV of debt-to-revenue ratio 4/ 131.9 96.7 90.2 85.0 79.5 74.7 61.8 53.7 43.1 80.4 52.7
Debt service-to-exports ratio 3/ 1.1 0.5 0.4 1.1 24 2.7 3.0 3.2 1.9 3.0
Debt service-to-revenue ratio 4/ 1.2 0.5 0.4 11 22 21 2.6 29 1.6 2.6
After conditional delivery of enhanced HIPC and MDRI assistance 5/
NPV of debt-to-GDP ratio 375 14.6 13.2 12.9 6.6 6.6 7.1 6.8 5.4 114 6.5
NPV of debt-to-exports ratio 2/ 3/ 749.4 239.5 208.3 192.6 93.1 90.9 875 69.2 51.6 183.1 68.4
NPV of debt-to-exports ratio (existing debt only) 2/ 3/ 749.4 225.4 186.2 164.8 61.4 53.6 27.6 13.8 7.3 147.6 14.0
NPV of debt-to-revenue ratio 3/ 659.0 209.6 180.1 164.3 77.8 733 61.1 53.3 42.9 153.3 52.4
Debt service-to-exports ratio 2/ 4/ 1.1 0.5 0.4 1.1 23 2.7 2.9 3.2 1.8 2.9
Debt service-to-revenue ratio 4/ 1.2 0.5 0.4 11 21 21 25 29 1.6 2.6

Sources: Afghan authorities and staff estimates and projections.

1/ All debt indicators refer to public and publicly guaranteed (PPG) debt as of March 20, 2006. Fiscal year ends on March 20th.
2/ Based on a three-year average of exports of goods and services on the previous years; excluding transit goods
(e.g., export average over 2004-2006 for NPV of debt-to-exports ratio in 2006).

3/ Based on official merchandise exports reported by Afghanistan's Central Statistics Office and staff estimates for exports of services; excluding transit goods.
4/ Revenue is defined as central government revenue, excluding grants.

5/ MDRI assistance applies only to the World Bank and starts at the beginning of the quarter following the completion point (October 2009).

Assumes that MDRI has no impact on Afghanistan’s new borrowing over the projection period.
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Table 11: Islamic Republic of Afghanistan: External Debt Indicatorsand Sensitivity Analysis, 2005/06—
2025/26 U

Averages

2005/06- 2016/17-
2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2015/16  2020/21 2025/26 2015/16 2025/26

(In percent, unless otherwise indicated)

Baseline scenario

NPV of debt-to-GDP ratio 75 6.8 6.6 6.7 6.7 6.8 7.1 6.8 5.5 6.9 6.6
NPV of debt-to-exports ratio 2/ 3/ 150.0 110.5 104.3 99.7 95.0 92.6 88.4 69.6 51.8 99.8 68.8
NPV of debt-to-revenue ratio 4/ 131.9 96.7 90.2 85.0 79.5 74.7 61.8 53.7 43.1 80.4 52.7
Debt service-to-exports ratio 3/ 11 0.5 0.4 1.1 2.4 2.7 3.0 3.2 19 3.0
Debt service-to-revenue ratio 4/ 1.2 0.5 0.4 11 22 21 2.6 2.9 1.6 2.6
Sensitivity analysis
Less concessional new borrowing scenario 5/
NPV of debt-to-GDP ratio 7.5 7.2 7.4 7.7 7.9 8.2 9.6 9.6 8.1 8.3 9.3
NPV of debt-to-exports ratio 2/ 3/ 150.0 118.4 116.4 114.7 1121 1125 118.6 97.8 76.5 118.3 96.8
NPV of debt-to-revenue ratio 4/ 132.7 104.0 100.7 97.9 93.7 90.7 82.9 75.4 63.6 94.8 743
Debt service-to-exports ratio3/ 11 0.7 0.9 1.9 3.4 4.7 5.1 5.1 2.9 5.0
Debt service-to-revenue ratio 4/ 1.2 0.7 0.9 1.8 3.1 3.7 4.4 4.7 25 4.4
Lower Transfers/Grants 6/
NPV of debt-to-GDP ratio 75 6.8 6.6 6.7 7.0 7.4 9.7 11.2 11.4 7.8 11.1
NPV of debt-to-exports ratio 2/ 3/ 150.0 110.5 104.3 99.7 100.0  101.3 119.8 114.2 108.3 111.8 114.8
NPV of debt-to-revenue ratio 4/ 132.7 97.0 90.2 85.1 83.7 81.6 83.7 88.0 90.1 89.3 88.6
Debt service-to-exports ratio3/ 11 0.5 0.4 1.2 25 3.6 4.9 5.9 2.2 4.9
Debt service-to-revenue ratio 4/ 1.2 0.5 0.4 11 23 2.8 4.2 5.4 1.9 4.3
Lower export prices 7/
NPV of debt-to-GDP ratio 7.5 6.8 6.6 6.7 6.9 7.0 8.3 10.3 12.4 73 10.6
NPV of debt-to-exports ratio 2/ 3/ 150.0 110.5 105.0 101.7 98.8 98.1 108.5 1141 131.3 107.2 1185
NPV of debt-to-revenue ratio 4/ 132.7 97.0 90.6 86.1 81.4 77.4 71.6 80.2 96.1 84.3 83.3
Debt service-to-exports ratio3/ 11 0.5 0.4 1.2 25 33 4.5 6.4 21 4.7
Debt service-to-revenue ratio 4/ 1.2 0.5 0.4 11 22 2.4 35 51 17 3.7
Lower GDP growth 8/
NPV of debt-to-GDP ratio 7.5 6.8 6.7 6.9 7.2 7.4 9.5 133 16.9 7.7 13.6
NPV of debt-to-exports ratio 2/ 3/ 150.0 110.5 106.0 104.5 104.2  105.3 127.6 168.9 213.8 115.0 174.3
NPV of debt-to-revenue ratio 4/ 132.7 97.0 91.7 88.5 85.2 81.9 82.1 103.8 133.4 88.8 108.4
Debt service-to-exports ratio3/ 11 0.5 0.4 1.3 2.7 3.9 6.5 10.2 2.3 7.0
Debt service-to-revenue ratio 4/ 1.2 0.5 0.4 1.2 24 2.7 4.3 6.9 1.9 4.7

Sources: Afghan authorities and staff estimates and projections.

1/ All debt indicators refer to public and publicly guaranteed (PPG) debt and are defined after HIPC assistance assumed delivered unconditionally at end-July 2007.
Fiscal year ends on March 20th.
2/ Based on a three-year average of exports on the previous year (e.g., export average over 2004-06 for NPV of debt-to-exports ratio in 2006).

3/ Based on official merchandise exports reported by Afghanistan's Central Statistics Office and staff estimates for exports of services, excluding transit goods.

4/ Revenue is defined as central government revenue, excluding grants.

5/ Assumes that the interest rate on all debt is 2 percentage point higher than in the baseline from 2007/08 onwards, implying a 20 percentage point reduction in grant
element.

6/ Budgetary grants (i.e., operating and development budget grants, but not 'external budget' grants) are 1 percentage point of GDP lower each year, starting in
2009/10 (or after the estimated time for the completion point). Additional financing needs are met with higher debt financing.

7/ Assumes export prices are 15 percent lower than in the baseline from 2007/08 onwards.

8/ Assumes 1.5 percentage points lower GDP growth, starting in 2007/08.
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Table 12: HIPC Initiative: Status of Country Cases Considered Under the Initiative, March 19, 2006

Decision

Country P

oint

Completion

Point

Target

Exports

Gov.
revenue

NPV of Debt-to-

(in percent)

Completion point reached under enhanced framework (22)

Benin Jul. 00
Bolivia
original framework Sep. 97
enhanced framework Feb. 00
Burkina Faso
original framework Sep. 97
enhanced framework Jul. 00
topping-up
Cameroon Oct. 00
Ethiopia
enhanced framework Nov. 01
topping-up
Ghana Feb. 02
Guyana
original framework Dec. 97
enhanced framework Nov. 00
Honduras Jul. 00
Madagascar Dec. 00
Malawi
enhanced framework Dec. 00
topping-up
Mali
original framework Sep. 98
enhanced framework Sep. 00
Mauritania Feb. 00
Mozambique
original framework Apr. 98
enhanced framework Apr. 00
Nicaragua Dec. 00
Niger
enhanced framework Dec. 00
topping-up
Rwanda
enhanced framework Dec. 00
topping-up
S&o Tomé and Principe
enhanced framework Dec. 00
topping-up
Senegal Jun. 00
Sierra Leone Mar. 02
Tanzania Apr. 00
Uganda
original framework Apr. 97
enhanced framework Feb. 00
Zambia Dec. 00

Mar. 03

Sep. 98
Jun. 01

Jul. 00
Apr. 02
Apr. 02
Apr. 06

Apr. 04
Apr. 04
Jul. 04

May 99
Dec-03
Mar-05
Oct-04

Aug-06
Aug-06

Sep. 00
Mar. 03
Jun. 02

Jun. 99
Sep. 01
Jan. 04

Apr. 04
Apr. 04

Apr-05
Apr-05

Mar-07
Mar-07
Apr. 04
Dec. 06
Nov. 01

Apr. 98

May 00
Apr-05

Decision point reached under enhanced framework (8)

Burundi Aug. 05
Chad May. 01
Congo, Democratic Rep. of Jul. 03
Congo Rep. of Mar. 06
Gambia, The Dec. 00
Guinea Dec. 00
Guinea-Bissau Dec. 00
Haiti Nov. 06

Total assistance provided/committed

Floating
Floating
Floating
Floating
Floating
Floating
Floating
Floating

150

225
150

205
150
150
150

150
150
144

107
150
110
150

150

200
150
137

200
150
150

150
150

150
150

150
150
133
150
150

202

150
150

150
150
150

150
150
150
150

250

280
250
250

250

250

250

Estimated Total

Assistance Levels 1/ Percentage Nominal Debt

(In millions of U.S. dollars, present value) Reduction Service Relief
Bilateral and Multi- World in NPV of  (In millions of

Total commercial lateral IMF Bank Debt2/ U.S. dollars)
265 77 189 24 84 31 460
1,302 425 876 84 194 2,060
448 157 291 29 54 14 760
854 268 585 55 140 30 1,300
553 83 469 57 231 930
229 32 196 22 91 27 400
195 35 161 22 79 30 300
129 16 112 14 61 24 230
1,267 879 322 37 176 27 4,917
1,982 637 1,315 60 832 3,275
1,275 482 763 34 463 47 1,941
707 155 552 26 369 31 1,334
2,186 1,084 1,102 112 781 56 3,500
591 223 367 75 68 1,354
256 91 165 35 27 24 634
335 132 202 40 41 40 719
556 215 340 30 98 18 1,000
836 474 362 19 252 40 1,900
1,057 171 886 45 622 1,628
646 164 482 30 333 44 1,025
411 7 404 15 289 35 603
539 169 370 59 185 895
121 37 84 14 43 9 220
417 132 285 45 143 29 675
622 261 361 a7 100 50 1,100
2,023 1,270 753 143 443 4,300
1,717 1,076 641 125 381 63 3,700
306 194 112 18 62 27 600
3,308 2,175 1,134 82 191 73 4,500
663 235 428 42 240 1,190
521 211 309 28 170 53 944
143 23 119 14 70 25 246
696 65 631 63 383 1,316
452 56 397 44 228 71 839
243 9 235 20 154 53 477
124 31 93 - a7 128 263
99 29 70 - 24 83 215
25 2 23 - 23 45 49
488 212 276 45 124 19 850
675 335 340 125 123 81 994
2,026 1,006 1,020 120 695 54 3,000
1,003 183 820 160 517 1,950
347 73 274 69 160 20 650
656 110 546 91 357 37 1,300
2,499 1,168 1,331 602 493 63 3,900
826 124 701 28 425 92 1,465
170 35 134 18 68 30 260
6,311 3,837 2,474 472 831 80 10,389
1,679 1,561 118 8 49 32 2,881
67 17 49 2 22 27 90
545 215 328 31 152 32 800
416 212 204 12 93 85 790
140 20 120 3 53 15 213
35,413 17,401 17,914 2,608 3/ 8,571 62,169

Sources: IMF and World Bank Board decisions, completion point documents, decision point documents, preliminary HIPC documents, and staff calculations.
1/ Assistance levels are at countries' respective decision or completion points, as applicable.
2/ In percent of the net present value of debt at the decision or completion point (as applicable), after the full use of traditional debt-relief mechanisms.
3/ Equivalent to SDR 1,728 million at an SDR/USD exchanae rate of 0.6625. as of March 19, 2007.
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Table 13: Idamic Republic of Afghanistan: Possible Delivery of IDA Assistance under the Enhanced HIPC I nitiative, 2006/07—2028/29 1/

(In millions of U.S. dollars, unless otherwise indicated)

Cumulative
2006/07 2007/08 2008/09 2009/10 2014/15 2019/20 2024/25 2028/29 22%?_%//%2 22%22%//223

I. Debt service to IDA before HIPC Initiative assistance 2/

Principal 25 2.5 2.5 2.5 6.8 7.5 10.6 10.3 67.5 83.0

Interest 23 2.2 2.2 2.2 2.1 1.8 1.5 1.2 29.1 13.3
1. Debt service to IDA after HIPC Initiative assistance

Principal 25 1.6 0.6 0.6 1.7 1.9 2.7 10.3 19.8 34.1

Interest 2.3 11 0.6 0.6 0.5 0.5 0.4 12 9.5 4.9
IIl. Total IDA assistance under the HIPC Initiative 0.0 21 35 35 6.6 6.9 9.1 0.0 67.3 57.3
IV. Percentage of debt service to IDA 44.5 74.8 74.8 74.8 74.8 74.8 69.6 59.5

covered by HIPC Initiative assistance

Memorandum Item:
Total nominal assistance 124.6

Source: World Bank staff estimates and projections.

1/ Fiscal year ends on March 20th.

2/ Principal and interest payments due to IDA correspond to prorated projections based on the disbursed and
outstanding debt as of March 20th 2006, converted into U.S. dollars using the exchange rate as of end-March 2006.
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Tablel4: I1slamic Republic of Afghanistan: Long-Term M acr oeconomic Assumptions, 2006/07—26/27

(Financial Year begins on March 21)

Averages
2006/07— 2017/18-
2006/07 2007/08 2008/09 2009/10 2010/11 2014/15 2018/19 2022/23 2026/27 —2016/17 —2026/27
(Annual percentage change; unless otherwise indicated)
National income and prices
GDP at constant prices 7.5 13.0 8.4 6.6 6.1 53 4.5 4.5 4.5 6.8 4.5
GDP deflator 5.7 4.5 4.7 4.9 4.9 5.0 5.0 5.0 5.0 5.0 5.0
Real GDP per capita (percentage change, local currency) 34 10.1 5.6 3.8 3.3 2.6 1.8 1.8 1.8 3.9 1.8
Consumer prices (end of period) 4.8 6.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.1 5.0
GDP per capita (US$) 309.3 354.7 392.2 427.1 462.9 631.4 834.8 1,089.5 1,421.8 510.8 1,073.2
External sector
Exports of goods and services(percentage change, US$) 1/ 19.8 18.9 14.9 135 12.8 12.1 14.3 10.3 9.1 14.3 11.5
Of which: official 2/ 19.4 22.4 17.8 15.9 13.4 12.6 15.5 11.5 10.5 15.3 12.8
Imports of goods and services (percentage change, US$) 1/ 19.6 10.0 9.7 8.6 5.4 5.1 5.8 6.2 6.6 7.6 6.2
Central government
Revenue and grants (percentage change, local currency) 14.1 315 22.6 159 12.4 11.2 9.9 8.0 9.3 14.3 8.8
Revenue (percentage change, local currency) 39.4 24.1 21.0 204 19.6 15.4 12.5 9.5 9.8 20.0 10.5
Expenditure (percentage change, local currency) 41.6 29.1 17.9 16.6 12.7 9.3 9.2 9.2 9.2 15.9 9.2
(In percent of GDP, unless otherwise indicated)
National income
Consumption 100.5 101.1 100.7 98.6 98.5 94.8 90.7 87.6 85.1 97.4 88.1
Private 86.7 87.3 87.3 85.7 85.9 83.7 80.0 77.0 745 85.2 775
Public 13.8 13.8 13.4 13.0 12.6 11.1 10.7 10.6 10.6 12.2 10.7
Investment 44.1 39.8 384 38.9 36.4 30.4 27.6 26.0 255 35.0 26.4
Private 10.1 10.7 11.8 13.9 13.9 15.1 15.7 15.6 15.8 13.6 15.7
Public 34.1 29.1 26.6 25.0 22.6 15.2 12.0 10.3 9.7 21.4 10.8
Of which: central government 7.5 8.4 9.3 10.3 10.7 10.1 9.7 9.3 8.9 9.8 9.3
External sector
Exports of goods and services, including transit trade 25.3 23.3 21.3 19.4 18.9 17.4 17.0 16.5 15.5 19.4 16.5
Of which: official 2/ 7.4 7.7 7.9 8.2 8.4 9.0 10.4 11.4 11.7 8.5 11.2
Imports of goods and services 70.4 64.5 60.5 57.0 54.1 42.6 35.3 30.0 26.2 51.9 31.0
External current account balance, excluding transfers 3/ -45.0 -40.8 -38.8 -37.2 -34.7 -25.1 -18.1 -13.4 -10.5 -32.2 -14.4
External current account balance, including transfers 3/ -1.2 -2.6 -3.6 -4.9 -6.4 -8.2 -6.1 -4.4 -3.0 -6.0 -4.6
Gross official reserves 4/ 5.0 5.1 5.2 5.3 5.2 3.6 3.1 3.1 3.3 4.4 3.2
Central government
Overall balance, excluding grants -11.4 -12.7 -13.0 -13.3 -12.9 -9.8 -7.9 -7.3 -6.9 -11.4 -7.4
Overall balance, including grants -2.7 -2.6 -2.0 -2.2 -2.3 -2.0 -1.3 -1.7 -2.0 -2.2 -1.6
Revenue and grants 15.7 17.4 18.9 19.5 19.7 19.0 19.1 18.3 17.5 18.7 18.4
Revenue, excluding grants 7.0 7.3 7.8 8.4 9.1 11.2 12.5 12.7 12.7 9.5 12.6
Expenditure 18.4 20.1 20.8 21.7 22.0 21.0 20.4 20.0 19.6 20.9 20.0
Operating 10.5 11.0 10.9 10.6 10.5 10.1 10.0 10.0 10.0 10.4 10.0
Development 7.8 9.1 10.0 11.2 11.5 10.9 10.4 10.0 9.6 10.5 10.1

Sources: Afghan authorities and staff estimates and projections.

1/ Excluding staff estimates for transit trade.

2/ Based on recorded merchandise exports by CSO and staff estimates for exports of services.
3/ Before HIPC debt relief.

4/ In months of following year's imports of goods and services.
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Table 15: Paris Club Creditors Delivery of Debt Relief Under Bilateral Initiatives

Countries covered

ODA (in percent)

Non-ODA (in percent)

Provision of relief

Pre-cutoff date debt Post-cutoff date debt Pre-cutoff date debt Post-cutoff date debt Decision point Completion
(In percent) point
1) 2 (3) (4) (5) (6) @
Australia HIPCs 100 100 100 100 2/ 2/ 2/
Austria HIPCs 100 - 100 - Case-by-case, flow Stock
Belgium HIPCs 100 100 100 - 100 flow Stock
Canada HIPCs 3/ -4/ -4/ 100 100 100 flow Stock
Denmark HIPCs 100 100 5/ 100 100 5/ 100 flow Stock
France HIPCs 100 100 100 - 100 flow 6/ Stock
Finland HIPCs 100 -7 100 -7/ - -
Germany HIPCs 100 100 100 100 100 flow Stock
Ireland - - - - - - -
Italy HIPCs 100 100 8/ 100 100 8/ 100 flow Stock
Japan HIPCs 100 100 100 - - Stock
Netherlands, the HIPCs 100 9/ 100 100 - 90-100 flow 9/ Stock 9/
Norway HIPCs 10/ 10/ 11/ 11/ - -
Russia HIPCS - 12/ - 12/ 100 100 - Stock
Spain HIPCs 100 Case-by-case 100 Case-by-case - Stock
Sweden HIPCs - - 13/ 100 - - Stock
Switzerland HIPCs - 14/ - 14/ 90-100 15/ - 90-100 flow Stock
United Kingdom HIPCs 100 100 100 100 16/ 100 flow 16/ Stock
United States HIPCs 100 100 100 100 17/ 100 flow Stock

Source: Paris Club Secretariat.

1/ Columns (1) to (7) describe the additional debt relief provided following a specific methodology under bilateral initiatives and need to be read as a whole for each creditor.
In column (1), "HIPCs" stands for eligible countries effectively qualifying for the HIPC process. A "100 percent" mention in the table indicates that the debt relief provided

under the enhanced HIPC Initiative framework will be topped up to 100 percent through a bilateral initiative.
2/ Australia: post-cutoff date non-ODA relief to apply to debts incurred before a date to be finalized; timing details for both flow and stock relief are to be finalized.

3/ Canada: including Bangladesh. Canada has granted a moratorium of debt service as of January 2001 on all debt disbursed before end-March 1999 for 13 out of 17 HIPCs
with debt service due to Canada. Eligible countries are Benin, Bolivia, Cameroon, Dem. Rep. Of Congo, Ethiopia, Ghana, Guyana, Honduras, Madagascar, Rwanda, Senegal,

Tanzania, and Zambia. 100% cancellation will be granted at completion point. As of July 2004, Canada has provided completion point stock of debt cancellation for Benin,
Bolivia, Guyana, Senegal and Tanzania.
4/ 100 percent of ODA claims have already been cancelled on HIPCs, with the exception of Myanmar's debt to Canada.

5/ Denmark provides 100 percent cancellation of ODA loans and non-ODA credits contracted and disbursed before September 27, 1999.
6/ France: cancellation of 100 percent of debt service on pre-cutoff date commercial claims on the government as they fall due starting at the decision point. Once
countries have reached their completion point, debt relief on ODA claims on the government will go to a special account and will be used for specific development projects.
7!/ Finland: no post-COD claims
8/ Italy: cancellation of 100 percent of all debts (pre- and post-cutoff date, ODA and non-ODA) incurred before June 20, 1999 (the Cologne Summit). At decision point,
cancellation of the related amounts falling due in the interim period. At completion point, cancellation of the stock of remaining debt.
9/ The Netherlands: 100 percent ODA (pre- and post-cutoff date debt will be cancelled at decision point); for non-ODA: in some particular cases (Benin, Bolivia,
Burkina Faso, Ethiopia, Ghana, Mali, Mozambique, Nicaragua, Rwanda, Tanzania, Uganda and Zambia), the Netherlands will write off 100 percent of the consolidated amounts
on the flow at decision point; all other HIPCs will receive interim relief up to 90 percent reduction of the consolidated amounts. At completion point, all HIPCs will receive
100 per cent cancellation of the remaining stock of the pre-cutoff date debt.
10/ Norway has cancelled all ODA claims.
11/ Due to the current World Bank/IMF methodology for recalculating debt reduction needs at HIPC completion point, Norway has postponed the decisions on whether or
not to grant 100% debt reduction until after the completion point.
12/ Russia has no ODA claims

13/ Sweden has no ODA claims.

14/ Switzerland has cancelled all ODA claims.

15/ In some particular cases (Central African Republic, Liberia, Republic of Congo, Sierra Leone, Togo), Switzerland will write off 100 percent of the remaining debt stock at

completion point; all other HIPCs will receive debt relief according to Paris Club terms.
16/ United Kingdom: "beyond 100 percent"” full write-off of all debts of HIPCs as of their decision points, and reimbursement at the decision point of any debt service
paid before the decision point.
17/ United States: 100 percent post-cutoff date non-ODA treated on debt assumed prior to June 20, 1999 (the Cologne Summit).
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Tablel6: Islamic Republic of Afghanistan: Statusof Creditor Participation Under the Enhanced HIPC

Initiative
Debt Relief in  Percentage Sz;t:esf?c:gry
NPV Terms of Total Parti Pyt . Modalities to Deliver Debt Relief
(US$ mil.) Assistance articipate in
Initiative
Total multilateral 135 24
World Bank 75 13 Immediately following the approval of the decision point by the
Yes Boards, IDA would begin to provide assistance in the form of
debt service reduction on debt outstanding and disbursed as of
March 20, 2006.
Asian Development Bank 59 10 No The AsDB is in the process of considering its participation in
HIPC.
OFID 1 0 OFID has agreed, in principle, to provide HIPC debt relief to
Yes )
Afghanistan.
Total bilateral 436 76
Interim assistance is being provided through Cologne flow. Stock
Paris Club creditors 420 73 Yes of debt operation under cologne terms (90 percent in NPV
reduction) is expected at completion point.
Russia 376 66 Yes
Germany 7 1 Yes
United States 37 6 Yes
. ) At least Paris Club comparable treatment is expected by other
Non-Paris Club creditors 17 3 No o A
official bilateral creditors.
Bulgaria 8 1 No
Iraq 2 0 No
Kuwait 3 1 No
Saudi Arabia 4 1 No
Croatia 0 0 No
Total 571 100

Sources: Afghanistan's authorities, and staff estimates.
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Appendix |—Debt M anagement Capacity

1. The Debt and Asset Management Unit (DAMU) of the Ministry of Finance (MoF) has been
responsible for debt management in Afghanistan.*® However, the Public Finance and Expenditure
Management (PFEM) Law—uwhich provides the legal basis for the DAMU'’s responsibilities—lacks
comprehensiveness and clarity in thisregard. The DAMU isworking to address significant technical and
human resource constraints. Although aU.S. Treasury advisor is providing significant support, the DAMU
has an inadequate number of staff with sufficient training to undertake effective debt management.

2. Currently, thereis no comprehensive and accurate debt database system. Many old debt records were
destroyed during the war, but records of post-2002 multilateral loans are also incomplete. Most debt
monitoring is done usingad hoc Excel spreadsheets, and their accuracy is compromised by the lack of a
reliable computer network. However, the authorities are exploring options for acquiring a modern debt
database and reporting system. Also, the reconciliation processes for the recent Paris Club scheduling
agreement and the Enhanced HIPC Initiative havefacilitated the authorities effortsto rebuild their records
for al creditors

3. Under these conditions, the DAMU focuses on providing only essential debt management functions,
such as monitoring the external debt stock outstanding, disbursements, and debt service paid, and
managing debt service payments. Analysis and reporting remain limited, and payments proceduresremain
weak.

4. The DAMU has never undertaken a debt sustainability analysis. Also, coordination between debt
management and macroeconomic policy takes place largely through dialogue with the IMF and World
Bank. Internal discussions on the budgetary and balance of paymentsimpact of the debt service obligations
aretypicaly ad hoc.

5. At this time, the DAMU does not prepare or publish a specific report on the authorities debt
strategy. However, consistent with the PFEM Law, the annua Budget submission includesinformation on
the existing debt stock, disbursements expected during the coming year, as well as limits on total
guarantees and debt.

6.  Although the DAMU updates its records every payment cycle—for consistency with creditors—it
reliesheavily on creditor informationinstead of itsown records. Also, proceduresfor only authorizing debt
service payments in local currency create a risk against potential exchange rate movements at the time
payments are executed.

7.  Whilethe coverage of public and publicly guaranteed external debt isappropriate, continued efforts
are needed to build capacity to ensure that the debt is managed in away consistent with long-term debt
sustainability. The DAMU should focuson: (i) building and maintaining loan-by-loan data, torely lesson
creditors data; (i) better tracking disbursements and repayments, and monitoring paymentsfalling due;
(iii) training staff; (iv) acquiring a modern debt database and reporting system; (v) building capacity to
undertake debt-related macroeconomic, and debt sustainability, analysis.

%! Prior to 2003, the central bank, Da Afghanistan Bank, had responsibility for debt management and records.
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Appendix [I—Joint Bank-Fund Debt Sustainability Analysis

The external low-income country debt sustainability analysis (LIC DSA) for Afghanistanrevealsa high
risk of debt distress®* emphasizing the need for debt relief under the HIPC Initiative. The public debt
LIC DA suggeststhat, although Afghanistan’s overall public sector debt dynamicsremain manageable
during the projection period, further fiscal adjustment (or additional grants) will be needed to ensurethat
domestic debt does not threaten sustainability beyond that horizon.

A. Introduction

1. Theexternal and public debt sustainability analysespresented in thisappendix arebased on
thecommon standard LI C DSA framewor k,* with some modificationsto the stressteststo address data
limitationsin Afghanistan (Box A1). The DSAs present the projected path of Afghanistan’sexternal and
public sector debt burden indicators, and draw some conclusions on the forward-looking sustainability of
debt. Methodologicaly, the LIC DSA differs from the HIPC DSA in that forward-looking debt ratios,
based on single year denominators, are assessed against policy-dependent indicative thresholds. In contrast,
under a HIPC DSA, debt ratios are derived on the basis of three-year backward-looking averages and
assessed against uniform thresholds across countries®

B. Basdline Scenario

2. The basdine scenario relies on the same long-run macroeconomic framework as that
underlying the HIPC debt relief analysis® and is consistent with the program projections under the
PRGF arrangement. Average annual real GDP growth is projected to moderate over the proj ection period,
from 6.8 percent in 2006/07-2016/17 to 4.5 percent in 20017/18-2026/27. This pattern reflects the
projected decrease in the investment—to- GDP ratio from short-to medium-term exceptional levels above
40 percent, to a still high yet markedly lower long-term level (around 25 percent). Thelatter isnecessary to
sustain an acceptable pace of growth in per capita consumption. Continued donor support for
reconstruction and public investment is likely to be the main driving factor during the earlier years. The
contribution of donor-led investment is expected to decline over the medium-term with privateinvestment

¥ These DSAs have been produced jointly by Bank and Fund staffs. Afghanistan’s fiscal year runs from
March 21-March 20.

33 Afghanistan has not yet been rated under the World Bank’ s Country Policy and I nstitutional Assessment (CPIA).
However, for the purposes of thisanalysis, the staff’ s have conservatively assumed aweak policy rating (and without
prejudicing any future CPIA assesament). Accordingly, the corresponding indicative thresholdsfor theLIC DSA are
30 percent for the NPV of debt to GDP ratio, 100 percent for the NPV of debt to exportsratio, and 15 percent for
the debt service to exportsratio. See “Operational Framework for Debt Sustainability Framework in Low-Income
Countries — Further Considerations” (http://www.imf.org/External/np/pp/eng/2005/032805.htm and | DA/R2005-
0056, 3/28/05).

¥ See “Debt Sustai nability in Low-Income Countries. Proposal for an Operational Framework and Policy
Implications’ (http://www.imf.org/external/np/pdr/sustain/2004/020304.htm and | DA/SECM 2004/0035, 2/3/04) and
“Debt Sustainability in LowIncome Countries: Further Considerations on an Operational Framework and Policy
Implications’ (http://www.imf.org/external/np/pdr/sustain/2004/091004.htm and | DA/SECM 2004/0629, 9/10/04).
* |n addition, the results of the LIC DSA differ from the HIPC DSA (main text) because of two other
methodological differences related to the definition of: (i) discount rates; and (ii) exchange rates.

% See Box 3 of “Islamic Republic of Afghanistan: Enhanced Heavily I ndebted Poor Countries | nitiative—Decision
Point Document” (refer to www.worldbank.org).
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gaining in prominence and eventually playing the lead role. After temporarily reaching 6.0 percent in
2007/08, inflation is projected to ease to 5 percent during the remainder of the projection period.

3. Continued macroeconomic stability is predicated on a sustained fiscal discipling with the
government's overal deficit (including grants) not exceeding 2Y2 percent of GDP over the projection
period. Underlying this, revenues are assumed to increase gradually from 7 percent of GDPin 2006/07 to
12.7 percent of GDPin 2026/27, while expendituresare expected to peak at just over 22 percent of GDP
in 2010/11 and stabilize below 20 percent of GDP by 2026/27.

4, Theexternal position isexpected to remain manageablewith continued donor support over

the medium-term. Over the longer-term, the current account deficit (excluding grants) is projected to
improve gradually from over 45 percent of GDP in 2006/07 to around 10 percent in 2026/27. Externa

grants are expected to remain the predominant form of financing,”” but decreasing as apercentage of GDP
from just under 44 percent in 2006/07 to around 7.5 percent in 2026/27. Asofficia transferstaper off asa
percent of GDP, the current account deficit (including grants) could widen over the medium-term
reflecting still significant development-related imports and the projected pick-up in private investment
(expected to be mainly financed by foreign direct investment). After averaging around 6.0 percent of GDP
in 2006/07-2016/17, the externa current account deficit (including grants) is anticipated to narrow to
4.6 per year in 20017/18-2026/27 (and reach 3 percent of GDP toward the end of the projection period).

Income growth and improved financial intermediation are expected to stimulate private sector savingsand
result in anarrowing of the private sector savingsinvestment deficit in the long-term.

% Official borrowing is assumed to continue on strictly concessional terms.



Box A 1: Historical Data Limitations and Use of Comparator Country Data

Given the absence of data for Afghanistan prior to 2002 and continued data limitations since, the staffs did not
judgeit appropriate to use Afghanistan’s 2-3 year of historical datato conduct the standardized alternative
scenarios and stress tests. As an alternative, the analysis usesthe historical averages and standard deviations of a
group of comparator countries, where appropriate, in both the external and public debt templates.

The group of comparator countriesissimilar to the one used to impute the value of Afghanistan’s exports of
services to assessqualification under the HIPC Initiative.” In this regard, the ten comparator countries: (i) are
PRGFeligible and meet the World Bank’sLIC classification; and (ii) share Afghanistan’s key characteristics of
being landlocked and either post-conflict or located within the central Asiaregion. They are: Burundi, Central
African Republic, Chad, Ethiopia, Kyrgyz Republic, Mongolia, Niger, Rwanda, Tajikistan, and Uzbekistan.
The data used was estimated based on the most recent 10-year (1997-2006) averages and standard deviations
for each country and averaged across the comparator group. In this regard:

e theexternal debt template uses comparator country datafor real GDP growth, the non-interest current
account, the US dollar deflator, export value growth and net direct investment. These data are used for the
aternative scenario where key variables are at their historical average (Table A2, 6), aswell asthe first
three bound tests and the combination test (Table A2, A1-A3, A5); and

e thepublic debt template uses comparator country data on the primary balance and real GDP growth in three
aternative scenarios (Table A 4, 6-8), and the first three bound tests(Table A4, A1-A3).

Historical Averages & Standard Deviations, 1997-2006

Comparator Countries Afghanistan

Average Std Dev'n Average Std Dev'n
Real GDP Growth 4.9 4.1 11.3 4.2
Primary Balance -1.7 3.7 -0.9 4.0
Current Account Balance -3.4 7.1 0.3 2.6
US$ deflator (percent change) 12.7 9.7 7.5 9.8
Value of exports of G & S, percent change 8.4 194 25.4 15.4

The only scenariog/tests not relying on comparator country data are: 30 percent one-time depreciation (external);
the lower level of concessionality (external); and the shock to non-debt flows (external). The latter is particularly
important given Afghanistan’sheavy reliance on official transfers over the projection period (around 40 percent
of GDP and 90 percent of official financing). However, as neither Afghanistan’s historical data nor comparator
country data provide a useful guide for shocks to non-debt flows, the relevant bound tests (Table A2, A4-Ab5)
assume grant financing 25 percent below the baseline projection (or 12%% percent in the combined test) for
2008/09-2009/10.

1/ See Box 2 of “Islamic Republic of Afghanistan: Enhanced Heavily Indebted Poor Countries I nitiative—
Decision Point Document” (refer to www.worldbank.org).

5. The basdline scenario assumes full delivery of traditional debt relief. Consistent with the
baseline scenario presented for the second review under the PRGF-supported program, afinancing gap is
expected to be met through interim HIPC assistance as proposed for the decision point. At this stage, the
baseline does not reflect the conditional delivery of HIPC assi stance at the compl etion point; however, this
is presented in an dternative scenario.®

38 See “Staff Guidance Note on the Application of the Joint Bank-Fund Debt Sustainability Framework for Low-
Income Countries” May 3, 2007.




C. Debt Sustainability Analyses
External Debt Sustainability

6. Thebasdine scenario, which assumesfull delivery of traditional debt relief and afinancing
gap to bemet through HIPC interim assistance, indicatesthat Afghanistan hasa high risk of debt
distress(Table Al). Although the NPV of external debt-to-GDP ratio remains well below the threshold
(30 percent), the NPV of external debt-to-exports ratio remains persistently above the 100 percent
threshold, reflecting Afghanistan’ svery narrow export base. Also, therelatively comfortable debt service
ratios (to export and revenue) are attributabl e to the very high degree of concessionality on the outstanding
stock of debt from multilaterals (mainly on IDA or IDA-like terms).

7. The alternative scenarios and stress tests indicate that the evolution of Afghanistan’s
external debt position issubject to considerablevulnerabilities (Table A2, Figure Al). In particula,
most debt indicators deteriorate significantly under the bound tests (temporary shocks) and inthefaceof a
permanent (unfavorable) shock to the terms of new borrowing. In sharp contrast, the debt ratiosimprove
under the historical scenario—main variables at historical average (using comparator countries) over the
projection period. However, given the lack of historical data and the reliance on comparator country
averages, these results should be treated cautioudly. Other analyses are likely to provide more pertinent
guidance in assessing Afghanistan’ s debt vulnerabilities.

8. Both the scenario with lessfavor abletermson new borrowing and thetemporary shock to
non-debt creating flows under scor e the vulnerabilities posed by Afghanistan’s heavy reliance on
official transfersand highly concessional borrowing. A deterioration in borrowing terms by 200 basis
pointswould delay Afghanistan’ sNPV of external debt-to-exportsratio falling below the threshold from
2015/16 (baseline) to 2019/20. The impact of 25 percent less official transfers over 2008/09—2009/10
would be far more dramatic, with the NPV of external debt-to-exports ratio rising to 268 percent in
2009/10 and then not falling below the threshold until 2021/22.

0. The bound tests also demonstrate that an improvement in Afghanistan’s external debt
indicators depends heavily on an expansion of the very narrow export base and limited export
capacity. If export growth during 2008/09 and 2009/10 were to fal to a level one standard deviation
below the historical average, the NPV of external debt-to-exports would spike to 278 percent in 2009/10
and would not fall below the threshold until 2023/24. Under the combination stress test, reflecting both
lower transfers and lower export growth, even the ratio of debt service-to-exports (14 percent) would
approach the threshold (15 percent) in 2015/16.

10. Financial assistance provided under the HIPC and Multilateral Debt Relief Initiatives
(MDRI) would improvesignificantly Afghanistan’s debt situation. Assuming full delivery of HIPC
assistance and MDRI, all three debt-burden indicators (NPV of debt-to-GDP ratio, NPV of debt-to-exports
ratio, and the debt service-to-exports ratio) would be significantly below the indicative thresholds.

Public Sector Debt Sustainability

11. Under the baseline scenario, Afghanistan’ spublic debt (including domestic debt) isexpected
to decline steadily as a percent of GDP until 2020/21, before increasing again (Table A3). In the
short-term, the government is also running down its significant deposits at Da Afghanistan Bank (the
central bank), which together with generous grant financing, explainstheinitial declinein the public debt
ratios. However, the availability of external grants is expected to decline as a share of GDP over the
projection period, from ahigh of just over 11 percent of GDPin 2009/10tojust under 5 percent of GDPin
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2027/28. Notwithstanding the assumed steady growth of domestic revenue (excluding grants), the
expected decline in grants will contribute to a pick up in the public debt ratios in the second half of the
projection period.

12. The medium- to longer -term declinein external grant financing is expected to be offset by a
combination of increased revenue and domestic borrowing. By 2027/28 domestic debt isprojected to reach
11.4 percent of GDP from a zero base in 2007/08, under the expectation of gradual development in the
domestic debt market. Whilethe level of public debt over the projection period will not endanger fiscal
sustainability, the averagelong run primary deficit, at 1.3 percent of GDP, isabovethelevd that stabilizes
the debt to GDP ratio.

13. Debt dynamicsremain manageable under the various stresstests (Table A4). Although the
one standard deviation shock to GDP doublesthe NPV of debt-to-GDP ratio to 25 percent, relativeto the
baseline, this remains below the relevant country specific debt burden thresholds for countries rated as
weak performers against the World Bank’ s CPIA. Baseline projectionsfor the evol ution of debt ratiosare
not seen to be overly optimistic as they do not differ significantly from historical trends.®

D. Debt Distress Classification and Conclusion

14, Afghanistan’srisk of debt distressis high.

e The basdine path of NPV of externa debt-to-exports remains above the LIC DSA threshold
(100 percent) until 2015/16. The sensitivity analysis indicates that Afghanistan’s external debt
sustainability is heavily dependant on the continued availability of mainly officia grant financing,
supplemented by highly concessional loans.

o Theemerging role of domestic debt financing over thelonger term does not pose an immediate risk to
the debt outlook, but it does underscore the need for cautious approach to fiscal policy as the
government builds the domestic revenue base and given uncertainties about the pace of donor
expenditures being brought on budget. While the level of public debt remains manageable over the
projection period, the government will need additional grant financing and/or fiscal consolidation to
contain the debt dynamics beyond that horizon.

39 Care should be taken when making this comparison on account of the methodol ogy used to overcome the lack of
higorical datain Afghanistan.
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Table A 1. Isamic Republic of Afghanistan: External Debt Sustainability Framework, Baseline Scenario, 2004/05-2027/28 1/

Actual Historical Standard Projections
2007/08- 2017/18-
Average6/ Deviation 6/ 2012/13 2027/28
2004/05 _ 2005/06 _2006/07 2007/08 2008/09 2009/10 2010/11 2011/12 2012/13  Average 2017/18 2027/28  Average
External debt (nominal) 1/ 10.9 162.2 20.0 19.4 18.7 17.8 17.3 16.8 16.2 14.6 7.2
o/w public and publicly guaranteed (PPG) 109 162.2 20.0 19.4 18.7 17.8 17.3 16.8 16.2 14.6 7.2
Change in external debt -3.0 151.2 -142.2 -0.6 -0.7 -0.9 -0.5 -0.6 -0.5 -0.3 -0.7
Identified net debt-creating flows -8.1 -6.3 -20.2 -2.8 -2.0 -1.3 0.2 11 13 0.3 -0.5
Non-interest current account deficit -1.9 -0.7 05 -03 2.6 2.0 31 45 56 6.3 6.9 6.0 26 4.8
Deficit in balance of goods and services 45.0 42.1 44.6 40.9 39.1 37.6 34.9 32.0 29.5 19.9 10.0
Exports 9.0 9.0 9.6 9.7 9.8 10.0 10.1 10.2 10.4 11.7 131
Imports 54.0 51.2 54.2 50.6 48.9 47.5 45.0 42.2 39.9 317 231
Net current transfers (negative = inflow) -46.7 -42.5 -43.4 -43.3 8.7 -38.1 -35.1 -32.2 -28.5 -24.9 -21.9 -13.5 -7.2 -11.7
ofw official -415 -37.3 -38.2 331 -302 -27.4 239 -204 -17.6 -10.0 5.5
Other current account flows (negative = net inflow) -0.2 -0.3 -0.7 -0.9 -0.9 -0.9 -0.8 -0.8 -0.7 -04 -0.3
Net FDI (negative = inflow) -3.1 -3.7 -2.8 -24 11 -3.1 -4.1 -5.1 -4.8 -4.7 -51 -54 -2.8 -4.5
Endogenous debt dynamics 2/ -3.2 -1.9 -18.0 -1.7 -0.9 -0.7 -05 -0.5 -0.4 -03 -0.2
Contribution from nominal interest rate 01 0.1 0.6 0.6 05 0.4 0.4 0.4 0.4 03 0.1
Contribution from real GDP growth -0.9 -1.2 -10.7 -2.2 -14 -11 -1.0 -0.9 -09 -0.6 -0.3
Contribution from price and exchange rate changes -24 -0.7 -7.9
Residual (3-4) 3/ 51 157.5 -122.0 22 1.2 0.4 -0.7 -1.7 -1.8 -0.7 -0.2
olw exceptional financing -0.3 -0.4 -128.4 -0.5 -0.4 -0.3 -0.2 -0.1 -0.1 -0.2 -0.1
NPV of external debt 4/ 16.0 14.7 14.0 133 12.8 12.3 11.7 9.9 51
In percent of exports 166.6 152.2 142.1 133.1 126.7 120.0 1131 84.3 39.1
NPV of PPG external debt 16.0 14.7 14.0 133 128 123 117 9.9 51
In percent of exports 166.6 1522 1421 1331 126.7 1200 1131 84.3 39.1
In percent of gover nment revenues 300.9 201.0 1783 157.4 141.2 128.1 115.2 81.3 40.3
Debt service-to-exportsratio (in percent) 14 1.4 7.1 6.1 53 4.8 45 4.7 56 4.7 3.9
PPG debt service-to-exportsratio (in percent) 14 1.4 7.1 6.1 53 4.8 45 4.7 56 4.7 3.9
PPG debt service-to-revenueratio (in percent) 29 2.2 12.8 8.1 6.7 5.7 5.0 5.1 57 45 4.0
Total gross financing need (billions of U.S. dollars) -0.3 -0.3 -0.1 -0.1 -0.1 0.0 0.2 0.3 04 0.3 0.2
Non-interest current account deficit that stabilizes debt ratio 12 -151.9 142.7 25 38 5.4 6.1 6.9 7.4 6.4 33
K ey macr oeconomic assumptions
Real GDP growth (in percent) 8.0 14.0 75 113 4.2 13.0 8.4 6.6 6.1 6.0 5.8 7.6 4.5 4.5 4.7
GDP deflator in US dollar terms (change in percent) 20.6 74 51 75 9.8 4.2 4.7 4.9 4.9 5.0 50 4.8 5.0 5.0 5.0
Effective interest rate (percent) 5/ 0.7 0.9 04 0.7 0.2 33 29 2.7 2.7 28 29 29 22 13 20
Growth of exports of G&S (US dollar terms, in percent) 111 235 19.8 254 154 18.9 149 135 12.8 12.8 12.6 143 143 9.1 11.7
Growth of imports of G& S (US dollar terms, in percent) 14.6 16.0 19.6 29.2 25.0 10.0 9.7 8.6 54 4.4 4.9 7.2 57 6.8 6.0
Grant element of new public sector borrowing (in percent) 46.7 487 51.1 50.9 49.4 48.4 49.2 429 324 39.5
Aid flows (in billions of US dollars) 7/ 28 2.9 139 35 3.6 3.6 35 33 3.2 32 4.3
o/w Grants 25 2.7 32 32 33 3.4 33 31 3.0 2.8 3.9
o/w Concessional loans 0.3 0.1 0.2 0.2 0.2 0.2 0.2 0.2 0.2 04 0.3
Grant-equivalent financing (in percent of GDP) 8/ 34.0 31.0 28.1 24.6 211 18.2 10.6 5.6 9.1
Grant-equivalent financing (in percent of external financing) 8/ 97.0 97.4 97.8 97.1 96.8 96.3 93.7 95.2 94.7
Memorandum items:
Nominal GDP (billions of US dollars) 6.0 7.3 8.3 9.7 11.0 12.3 13.7 15.3 17.0 27.9 70.5
(NPVt-NPVt-1)/GDPt-1 (in percent) 1.4 11 0.9 1.0 0.9 0.8 1.0 0.7 0.0 0.4

Source : Staff simulations.

1/ Includes both public and private sector external debt. Afghanistan’sfiscal year runs from March 21 to March 20.
2/ Derived as|r - g - r(1+g)]/(1+g+r+gr) times previous period debt ratio, with r = nominal interest rate; g = real GDP growth rate, and r = growth rate of GDP deflator in U.S. dollar terms.
3/ Includes exceptional financing (i.e., changesin arrears and debt relief); changesin gross foreign assets; and valuation adjustments. For projections a so includes contribution from price and exchange rate changes.
4/ Assumesthat NPV of private sector debt is equivalent to its face value.
5/ Current-year interest payments divided by previous period debt stock.

6/ Historical averages and standard deviations are generally derived over the past 10 years, subject to data availability.

7/ Defined as grants, concessional loans, and debt relief.

8/ Grant-equivalent financing includes grants provided directly to the government and through new borrowing (difference between the face value and the NPV of new debt).

47



Table A 2: Ilamic Republic of Afghanistan: Sensitivity Analysesfor Key Indicatorsof Public and

Publicly Guaranteed External Debt, 2007/08-27/28

Projections1/

2007/08  2008/09 2009/10 2010/11 2011/12 2012/13 2017/18 2027/28

NPV of debt-to-GDP ratio

Baseline 15 14 13
A. Alternative Scenarios
Al Key variables at their historica averages in 2008/09-27/28 2/ 15 15 14
A2. New public sector loans on less favorable terms in 2008/09-27/28 3/ 15 14 14
A3. Full delivery of HIPC assistance & MDRI 7 7 8
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2008/09-09/10 15 15 15
B2. Export value growth at historical average minus one standard deviation in 2008/09-09/10 4/ 15 15 17
B3. US dollar GDP deflator at historical average minus one standard deviation in 2008-09 15 14 14
B4. Net non-debt creating flows 25 percent below the baseline in 2008/09-09/10 5/ 15 21 27
B5. Combination of B1-B4 using one-half standard deviation shocks 15 20 27
B6. One-time 30 percent nominal depreciation relative to the baseline in 2008/09 6/ 15 20 19
NPV of debt-to-exportsratio
Baseline 152 142 133
A. Alternative Scenarios
Al Key variables at their historica averages in 2008/09-27/28 2/ 152 149 142
A2. New public sector loans on less favorable terms in 2008/09-27/28 3/ 152 146 140
A3. Full delivery of HIPC assistance & MDRI 74 76 75
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2008/09-09/10 152 142 133
B2. Export value growth at historical average minus one standard deviation in 2008/09-09/10 4/ 152 201 278
B3. US dollar GDP deflator at historical average minus one standard deviation in 2008-09 152 142 133
B4. Net non-debt creating flows 25 percent below the baseline in 2008/09-09/10 5/ 152 212 268
B5. Combination of B1-B4 using one-half standard deviation shocks 152 221 316
B6. One-time 30 percent nominal depreciation relative to the baseline in 2008/09 6/ 152 142 133
Debt service-to-exportsratio
Baseline 6 5 5
A. Alternative Scenarios
Al Key variables at their historical averages in 2008/09-27/28 2/ 6 5 5
A2. New public sector loans on less favorable terms in 2008/09-27/28 3/ 6 5 5
A3. Full delivery of HIPC assistance & MDRI 0 0 1
B. Bound Tests
B1. Real GDP growth at historical average minus one standard deviation in 2008/09-09/10 6 5 5
B2. Export value growth at historical average minus one standard deviation in 2008/09-09/10 4/ 6 7 8
B3. US dollar GDP deflator at historical average minus one standard deviation in 2008-09 6 5 5
B4. Net non-debt creating flows 25 percent below the baseline in 2008/09-09/10 5/ 6 5 6
B5. Combination of B1-B4 using one-haf standard deviation shocks 6 6 8
B6. One-time 30 percent nominal depreciation relative to the baseline in 2008/09 6/ 6 5 5
Memorandum item:
Grant element assumed on residual financing (i.e., financing required above baseline) 7/ 41 41 41
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Source: Staff projections and simulations.

1/ Afghanistan’s fiscal year runs from March 21 to March 20.
2/ Variablesinclude real GDP growth, growth of GDP deflator (in U.S. dollar terms), non-interest current account in percent of GDP, and non-debt creating flows. Given that Afghanistan
has only limited historical data, the historical average scenario was based on 10-year averages of comparator countries (see Box B1).

3/ Assumes that the interest rate on new borrowing is by 2 percentage points higher than in the baseline, while grace and maturity periods are the same as in the baseline.
4/ Exports values are assumed to remain permanently at the lower level, but the current account as a share of GDP is assumed to return to its baseline level after the shock (implicitly assuming

an offsetting adjustment in import levels).
5/ Includes official and private transfers and FDI.

6/ Depreciation is defined as percentage decline in dollar/local currency rate, such that it never exceeds 100 percent.
7/ Appliesto all stress scenarios except for A2 (less favorable financing) in which the terms on all new financing are as specified in footnote 2.
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Table A 3: Islamic Republic of Afghanistan: Public Sector Debt Sustainability Framework, Baseline Scenario, 2004/05-2027/28

Actual Ed. Projections
g Standard Average Avere
:‘;::;:; Deviation 2007/:%' 2017/81%?
2004/05 _ 2005/06 2006/07 5 007/ 027/28
Public sector debt ¥/ 114 162.8 20.0 194 187 17.8 173 168 162 158 16.1 16.1 16.1 16.0 159 15.7 15.6 158 16.1 165 171 176 18.1 186
o/w foreian-currency denominated 114 1628 200 194 187 178 173 16.8 16.2 158 155 152 149 146 140 132 124 116 108 10.1 93 86 79 72
Changein public sector debt 27 1513  -1428 06 07 -09 -05 -06 -05 -04 03 00  -01 01 02 02 -01 01 03 04 06 05 05 05
Identified debt-creating flows -23 -35 -144.8 -07 -12 -14 0.1 0.7 0.8 0.8 05 0.2 0.0 0.0 -01 -0.2 -0.1 0.1 03 04 0.6 05 0.5 05
Primary deficit 12 -1.0 26 -0.9 40 25 19 21 19 21 21 21 17 14 12 21 11 0.9 0.9 0.9 11 12 13 14 14 13 13 13
Revenue and grants 127 156 157 174 189 195 19.7 193 191 189 19.0 191 191 191 191 190 18.9 18.6 183 180 177 176 175 175
of which : grants 82 9.9 87 101 110 111 10.7 97 89 82 78 75 72 6.9 6.7 6.4 6.1 5.9 56 53 51 4.9 4.9 4.8
Primary (noninterest) expenditure 138 146 183 200 208 216 217 214 212 210 20.7 204 203 20.2 200 199 19.8 19.6 195 193 192 190 18.8 187
Automatic debt dynamics 31 22 185 26 -19 16 -15 14 -l14 13 12 12 12 11 11 10 10 09 09 09 08 08 -08 -08
Contribution from interest rate/growth differential -29 -24 -189 -26 -1.9 -16 -15 -l14 -14 -13 -1.2 -1.2 -1.2 -11 -11 -1.0 -1.0 -0.9 -0.9 -0.9 -0.8 -0.8 -0.8 -0.8
of which : contribution from average real interest rate -1.8 -1.0 -76 -0.3 -04 -04 -0.4 -0.5 -0.4 -04 -0.4 -04 -04 -0.4 -04 -0.3 -0.3 -0.3 -0.2 -0.2 -0.1 -0.1 0.0 0.0
of which : contribution from real GDP growth -1.0 -14 -113 -23 -15 -12 -1.0 -10 -0.9 -0.8 -0.8 -0.8 -0.8 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.7 -0.8 -0.8
Contribution from real exchange rate depreciation -03 0.2 04 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 - B . B
Other identified debt-creating flows 03 04 -1289 06 -12 19 -04 00 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0 0.0 0.0 00 0.0 0.0 0.0 0.0 00
Privatization receipts (negative) 0.0 0.0 00 02 09 -16 -04 00 00 0.0 0.0 0.0 00 0.0 0.0 0.0 0.0 0.0 00 00 0.0 0.0 0.0 00
Recognition of implicit or contingent liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Debt relief (HIPC and other) -03 -04 -128.9 -04 -03 -0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other (specify, e.g. bank recapitalization) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Residual, including asset changes -05 154.9 20 0.1 0.5 05 -0.6 -13 -13 -12 -0.2 -0.1 -0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
NPV of public sector debt 0.0 154 136 116 103 9.3 8.4 76 6.9 6.2 6.2 59 56 54 5.4 5.6 5.9 6.5 73 81 9.1 101 111 121
olw foreign-currency denominated 0.0 154 136 116 103 9.3 8.4 76 6.9 6.2 55 4.9 44 39 35 31 27 24 20 17 14 11 0.9 0.7
olw external 154 136 116 103 93 8.4 76 6.9 6.2 55 49 44 39 35 31 27 24 20 17 14 11 09 0.7
NPV of contingent liabilities (not included in public sector debt) . " " . . . . . .
Gross financing need 2/ 13 32 30 24 25 23 25 25 25 22 25 26 27 29 32 39 48 59 71 83 95 10.6 118
\IPV of public sector debt-to-revenue ratio (in percent) 3/ 0.0 37.0 66.8 54.8 47.6 26 394 35.9 326 325 30.7 293 282 280 29.2 313 351 40.0 5.2 515 57.4 63.3 69.2
olw external . 37.0 66.8 54.8 47.6 426 394 35.9 326 291 25.9 230 20.6 18.2 16.2 143 127 11.0 9.4 79 6.3 52 42
ebt service-to-revenue ratio (in percent) 3/ 4/ 11 37 29 24 21 19 20 20 22 24 27 29 30 32 34 38 4.2 47 52 5.8 6.3 6.7 71
rimary deficit that stabilizes the debt-to-GDP ratio 39 1454 31 26 30 2.4 27 27 25 14 13 13 11 11 10 1.0 2.9 29 09 0.8 08 08 08
<ey macroeconomic and fiscal assumptions
Real GDP growth (in percent) 80 140 75 98 36 130 84 6.6 6.1 6.0 58 55 53 52 52 76 45 45 45 45 45 45 45 45 45 45 45 a7
Average nominal interest rate on forex debt (in percent) 0.7 09 04 07 0.2 27 24 23 22 21 21 21 20 20 19 23 19 18 18 17 17 17 16 16 16 15 14 18
Averagereal interest rate on domestic currency debt (in percent) - - - - 37 33 31 33 34 33 33 32 30 30 28 27 27 31
Real exchange preciation (in percent, + indi ) 23 25 03 12 34 0.0 . . . . . . . .
Inflation rate (GDP deflator, in percent) 17.0 119 57 103 53 4.5 4.7 49 49 5.0 5.0 5.0 5.0 5.0 50 49 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 50 5.0
Growth of real primary spending (deflated by GDP deflator, in percent) 70 20.8 342 20.6 136 235 126 111 6.1 4.8 48 4.2 4.0 3.9 43 105 4.0 39 39 3.8 3.8 37 36 36 36 36 41 39
Grant element of new external borrowing (in percent) 66.9 66.9 - 66.9 66.9 66.9 63.8 62.4 614 60.2 585 56.1 56.1 64.7 56.1 56.4 54.4 54.4 51.2 51.2 48.6 48.6 48.6 46.0 46.0

Sources : Afghan authorities; and Fund staff estimates and projections.

L/ Fiscal reporting covers only central government. Debt is net debt.

2/ Gross financing need is defined as the primary deficit plus debt service plus the stock of short-term debt at the end of the last period.

3/ Revenues including grants.

4/ Debt serviceis defined as the sum of interest and amortization of medium and long-term debt.

5/ Historical averages and standard deviations are generally derived over the past 3 years, subject to data availability.For real GDP growth and the primary deficit, nd standard devi: I culated from countries.
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Table A 4: Idamic Republic of Afghanistan: Sensitivity Analysesfor Key Indicators of Public Debt,

2007/08-27/28

Projections

2007/08 2008/09 2009/10 2010/11 2011/12 2012/13 2017/18 2027/28

NPV of Debt-to-GDP Ratio

Baseline 12 10 9 8 8 7 5 12
A. Alternative scenarios

Al. Real GDP growth and primary balance are at historical averages 12 11 9 8 7 6 6 15
A2. Primary balance is unchanged from 2007/08 12 11 10 9 9 8 9 20
A3. Permanently lower GDP growth 1/ 12 10 10 9 8 8 9 25
B. Bound tests

B1. Real GDP growth s at historical average minus one standard deviationsin 2008/09-2009/10 12 11 12 11 11 11 12 25
B2. Primary balance is at historical average minus one standard deviations in 2008/09-2009/10 12 13 13 12 11 10 8 13
B3. Combination of B1-B2 using one half standard deviation shocks 12 12 12 10 8 7 3 9
B4. 10 percent of GDP increase in other debt-creating flows in 2008/09 12 17 15 14 12 11 8 13

NPV of Debt-to-Revenue Ratio 2/

Baseline 67 55 48 43 39 36 28 69
A. Alternative scenarios

A1l. Real GDP growth and primary balance are at historical averages 67 55 46 41 36 32 28 83
A2. Primary balance is unchanged from 2007/08 67 57 51 47 45 43 48 115
A3. Permanently lower GDP growth 1/ 67 55 49 44 42 40 44 136
B. Bound tests

B1. Real GDP growthisat historica average minus one standard deviations in 2008/09-2009/10 67 58 55 53 53 53 62 137
B2. Primarv balance is at historical average minus one standard deviations in 2008/09-2009/10 67 66 68 61 57 53 40 75
B3. Combination of B1-B2 using one half standard deviation shocks 67 61 58 48 42 35 17 51
B4. 10 percent of GDP increase in other debt-creating flows in 2008/09 67 88 76 68 64 59 44 v

Baseline
A. Alternative scenarios

A1l. Real GDP growth and primary balance are at historical averages
A2. Primary balance is unchanged from 2007/08
A3. Permanently lower GDP growth 1/

B. Bound tests

B1. Real GDP growth s at historical average minus one standard deviationsin 2008/09-2009/10
B2. Primary balance is at historical average minus one standard deviations in 2008/09-2009/10

B3. Combination of B1-B2 using one half standard deviation shocks
B4. 10 percent of GDP increase in other debt-creating flows in 2008/09

Debt Service-to-Revenue Ratio 2/

3 2 2 2 2 2 3 7
3 2 2 2 2 2 3 8
3 2 2 2 2 2 4 9
3 2 2 2 2 2 4 10
3 2 2 2 2 2 4 1
3 2 2 2 2 2 4 8
3 2 2 2 2 2 3 6
3 2 3 2 2 2 4 8

Sources: Afghan authorities; and Fund staff estimates and projections.

1/ Real GDP growth is assumed to be the average of the comparator group minus one standard deviation divided by the square root of 20 (i.e., the length of the projection period).

2/ Revenues are defined inclusive of grants.
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Figure A 1: Islamic Republic of Afghanistan: Indicators of Public and Publicly Guaranteed External

Debt Under Alternative Scenarios, 2007/08-2027/28 1/
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Sources: Staff projections and simulations.

1/ Afghanistan’s fiscal year runs from March 21to March 20.
2/ Combination shock B5 (see Table B2), using one-half standard deviation shocks.

Figure A 2: Indicators of Public Debt Under Alternative Scenarios, 2007/08-2027/28
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Source : Staff projections and simulations.

1/ Most extreme stress test is that which yields highest ratio in 2017/18. This resulted from the stress test under which real GDP growth in
2008/09 and 2009/10 was at historical average minus one standard deviation (based on comparator country data).
2/ Revenue including grants.
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