Afghanistan’s Economic Prospects undera

Fragility Lens
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Outline:

Economic Performance in the past 15 years
Financing Gap and Fiscal Sustainability Prospects
Long-term Growth Outlook (2020-2030)

How does “fragility” threaten Afghanistan’s economic
prospects?
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How has the economy performed in the
past 15 years?

« Afghanistan enjoyed strong
economic growth in the Real GDP Growth Rate (2003-2018)
Reconstruction Phase (2003- ‘
2013) of about 9% on average
per year.

* Growth drastically dropped to
an average 2.2% in the Post-
Transition Phase (2014 and
after).

Sluggish growth since 2014 is

correlated with heighted o Tansitn
political uncertainty and

worsened security situation.

Source: NSIA and World Bank
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“2014” marks a breaking point in the
development trajectory of the country

* 2014 witnessed two “transitions”: completion of international troops
withdrawal (“security” transition), and presidential elections which led
to formation of NUG (“political” transition).

* Economic performance and development progress have significantly
slowed since 2014, and in some areas have even reversed.

Reconstruction Phase Post-Transition Phase
(2002-2013) (2014-2018)

GDP Per Capita (S) $179 (2002) - $637 (2013) V8521 (2018)
Poverty Rate (%) 34% (2008) - 38% (2012) N 55% (2017)
Secondary School 12% (2001) = 54% (2013) 54% (2017)
Enrollment (%)

Maternal Mortality 1,600 (2002) - 330 (2010) N 1,291 (2015)
(per 1,000 live births)

Source: World Bank Develop di s (based on N | Surveys)
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Foreign Aid continues to finance around
2/3 of public spending in Afghanistan

Despite improvements in revenue Revenues (in % of GDP)
collection (increase from 3% of

GDP in 2002 to 13% in 2018),

donor grants continue to be relied |

upon as a major source of
funding.

* Out of the total $5 billion total
security bill, $4.5 billion (90%) is
met by donor security grants.

Civilian Grants (in % of total civilian
spending)

* More than half of civilian budget
(incl. operating & development 56%
expenditures) is financed by
donor civilian grants.

Source: World Bank, and Biruni Institute staff calculations
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Fiscal sustainability prospects over the
foreseeable future remain discouraging

* World Bank analysis suggest that
“revenue potentia|" (maximum 70.0 Public Spending and Domestic Revenues
revenue that Government can (in % of GDP)
mobilize given the current economic "
structure) remains limited at around soo
17.5% of GDP.

40.0°

* On-budget public spending, currently
at 17% of GDP, will continue to rise  **"
however to around 33% of GDP by 50
2030.

o Mainly due to on-budgeting of
expenditures currently managed off- o0
budget directly by the donors, and ©
increasing development spending * ‘
needs of the country. security. sp

civilian spendi

Financing Gap:
18% of GDP

External Financing Gap

Max. Revenue Potential

10.0

g (on-budget) W civilian spending (off-budge

* This will leave Afghanistan with Source: World Bank

substantial financing gap (about 18%
of GDP by 2030).
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Fragility will continue to threaten Afghanistan’s
growth prospects even if a “peace settlement”
is reached

* Violence and insurgency, Geo-political tensions, Large illicit economy (opium,
smuggling), Weak institutions, Severe corruption, High unemployment, Demographic
surge, and llliteracy are some of the main sources of persistent fragility in the
country.

* World Bank analysis (2018) suggest that in a “status quo” scenario — if insurgency
continues to persist — average economic growth will not exceed 3.8% by 2030.

* In a more optimistic scenario with a “peace settlement” and important policy
reforms for investment climate, average economic growth may reach 6.5% by 2030.

* However, to attain such level of growth, there needs be substantial public
investments in energy, infrastructure, human capital (education + health),
agriculture, and social protection.

* Public investments required to mobilize new sources of economic growth is
estimated at around $2.2 billion per year through 2030.

« This is in addition to the projected recurrent expenditures needed to maintain basic
service delivery.
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Summary

* Growth in a peace-settlement scenario ONLY IF coupled with (a) additional
public investments of about US$2.2 billion annually and (b) crucial public policy
& investment policy reforms, could reach as high as 6.5% by 2030.

* A growth rate of 6.5% seem to be a prerequisite for Afghanistan to achieve the
Sustainable Development Goals by 2030.

« If important policy reforms and new public investments are not made, growth
will not exceed 3.8% EVEN IF a peace settlementis reached.

* Afghanistan will continue to rely on donor grants to finance both its civilian and
security spending needs for the foreseeable future.

* Current donor commitments for security and civilian grants end in 2020. Level of
future commitments beyond 2020 is currently uncertain.

* Taking into account the geopolitical context of the region, the economic and
fiscal dependency of Afghanistan will further increase fragility and political
instability in the country.
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Visit us at:
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