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Executive Summary

Afghanistan has been.devastated by civil wars and droughts that have tesulted in the collapse of
the economy, . dest.tucuon of “infrastructure and massive dmplaccmcnt of the populauon
Rcbmldmg the soctety and reconstruction of the economy demand massive investment in both
the cides and count:yude. “This study is an attempt to identify the viable investment
opportunities in the: e:province of Samangan in the North-central region of Afghanistan.

The report is bssed on _the scvcral sources of information such as market assessment, group
meetings ‘with the NGQ stafE working in Samangan province, discussion with the Governor
and senior oiﬁcmls of, th; pxovmcc and the review of relevant documents.

The study has: ldenuﬁed thc most ptormsmg sector for income generation as weaving (rag and
carpet makmg, sewing, etc). The next major sector is farming (including nursery, agriculture,
livestock raising and vegetable cultvation). Small trading (such as tailoring, bakery, restaurant,
departmental stores, shoe traders, vendors, ctc.) and transportation (auto-rickshaw, donke) and
horse driven carts) are-dlso viable sectors where investment could be made. The investment
opportunities are prwented in' threc broad catcgortics based on the size of the capital and the
management of the p:o;eccs These ate:

1. Mncro-ﬁnance pmgnm Several products and services are identified under this category.
These are horticulture nursery. (to produce almonds, grapes, mclons, apples), kitchen
gardening (fox tomato, reddish, tumip, carrot), agriculture (wheat and maize cultivation),
livestock ‘raising .(sheeps and cows), poultry (broiler rearmg) small tradmg (butchery,
shoe shining’ and;cpwmg, carpentry) and home-based sewing and weaving (for rag and
carpet makm@ “These products have the income potential with small opcrational
mvcstmenn

2. Small Entetpnse Program (SEP): A number of sectors are identified where investment
is. expected’ to ‘result favorably if ‘other conditions improve or remain same. The
potent:tal SEP -sectors are weaving carpets and tags, fruit processing, transportation,
engineering: wotkshop, and retail shops.

3. Large Fi mancnl Insmunon The. xdcpnﬁed projects under this sector are factories to
: itchen utensils, engineering workshops, milk processing plant and large
hmdxcnftx, .Thege ‘products require ugmﬁcant investment on the operational and
production sides; Aleo, such: pto)ects need to wait, as several official requirements have
‘to be completed:to make these pro;ects fully operational.

Several risk: factors’ ldennﬁcd for i mvcstment such as inadequate supply of inputs, poor
capacity in. processing and;,ma:kcung, ‘absence of commercial transaction (such as banking),
limited msumuonal sugpo;t'&om the government and poor transportation system.

The study: argues ‘tb.ﬂ; T3 nsk factors have' consistently been reducing in the area as the
infrastructure has béen b\ult, communication system has been expanded and the power supply
has becoming better.;. 'Ihe study suggests that the Afghan government and the provincial
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secued financial transactions in the area for smooth and prompt transfer of
%;u_wdﬁ.ﬁ:" skilled : manpower y tun the projects, and promote

of inputs and marketing the




- Introduction

Afghanistan has emerged from over two decades of war and three years of drought. In addition
to the continuing civil strife, the country suffers from enormous poverty, a devastated economy
with a ‘crumbling infrastructure, irrigation systems and agricultural production (UNDP, 2004).
The country has.a populatmn of about 26,813,057 within an arca of 647,500 sq.km. Samangan
is one of the 34 provinces'in Afghanistan. The province is covered by mountain with relatively
smaller amount of. amble land for agriculture or grazing.

It has been widely recognized that the political and economic stability are the two prerequisites
for any rebuilding effort, This is also true for the backward and remote province of Samangan.
The authority has promised to help the disabled, rebuild the economy, set up a fair legal system
and move away from'the:war towards reconstruction and dt.vclopmcnt Local clashes in some
areas in the province are reported but there are few signs that the warriors have the potential to
overthrow the current administration. Like in most other provinces, major reconstruction
cfforts are under way to rebuild Samangan province under the national solidarity program
(NSP) of the government.

The province has been' transforming from a trouble zone to a land of stability — a requirement
for reconstruction and deyelopment. Developing income-generating projects in this province 1s
considered as an opportunity to take advantage of the resources and low cost of labor in the
area, The international community has guaranteed continued large-scale support for the
country, Such promises of stability and co-operation signal that the environment is ripe for
financial institutions and others for forward-looking investments.

The Samangan investment environment, along with the country as a whole, shows systematic
improvement panicuhﬂy'in sectors such as carpets and rags, logistics and transportation, and
food and fruit processing: (World Bank, 2004). Considering all positive and negative factors,
this study provides an overview of the investment climate and identifies the viable investment
opportunities as well as constraints for the province of Samangan.

2. Methodology
21 Sources of,d_a}_t,_.a

The zeport is based pg}gg.gombination of field investigation, discussion with key informants and
reviewing published documents to understand, identify and prioritize investment opportunities.
Informadon from thq“follpwi,ng sources are used in this study: :

a. Market asscssment. ‘The assessment was done by visiting and discussing with the ownets
of the businesses in selected rural and urban markets, Detailed field interviews were
pesformed in Aybck town (the capital) with representative stakeholders (traders,
producers, consumers, etc.).

b. Meetings with' thc NGO staff working in Samangan: The purpose of the mectings was
to understand thc local production capacity of the on-going and potential projects.
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Technical ‘constiaiats .to begin new projects and problems in markeung were aiso
discussed aadldgnuﬁed in those meetings.

€. stcussioanb govermncm officials: An in-depth meeting with the Governor provided
the official-views.of the investment plan in Samangan. This meeting was followed by a
detail discussis n}thh fwa pxovmculDz,tcctors (of Economy and MRRD).

d. Document; t,: ew' Avulablc documents found in various offices and on the websites
were wnsulmd.’ &

2.2 Rauonale of conducung this study

Identifying appmpm and ‘new investment opportunitics is a difficult task particularly in the
Samangan market. cmhext where the basic business information does not exist. Feasibility
studies permit:investors:to .conceptualize their ideas before implemeating them. Bringing a
project from:the ooncg.pt.to the opezanoml stage is a complex and nmc-consunmxg effort. In
most cases, ideas: do ‘not develop into business operations. While deciding to invest in a
proposed project; ogemugt determine if the project can be cconomically viable and whether the
investment advantages outweigh the risks involved.. The feasibility study, therefore, considered
valuable in: dcvclopmg., jnvcsnncnt Pproject in Samangan,

23  Study hmlmm

This inidative is-not:anacademic exercise or sesearch project. The findings presented in this
report are not based ‘on systematically collected data from the field but on impressions
generated during . the: field -visit in, ealy December 2005. Not all markets and economic
enterprises ig. Samangnn were visited and consulted during the ficld visit. It should also be
remembeted that the outcome of this study. is only the compilation of ideas that require further
investigations. Muyoum not a business plan.

3.

Most of themare ll_ b;low pove:ty line.. Among the five districts, Aybak (also the capusl of
the p:ovmce)’has relatiy, chll dcvelopcd m&zstrucauc, motorized roads, government offices,

counuy, On thc otheg;g‘md, Hazeat: Snltan is-the poorest district, largely isolated from the
capital and other  parts J(:af;,,the country. “The‘area has a coal mine yet to be exploited in the large
scale. Nauonal So"__ J‘rOgmm (NSP) - ‘of ‘the government has. been very active in that

‘main sourees:of eamning in the p:ovince are agucultuml production and livestock
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Samangan and much lower among women than men. Among different ethnic groups, Uzbeks
dominate in population:size followed by Tazik and Pushtun. Samangan was relatively less
affected by war. Thus, the' displacement of population was also less compared to the eastern
provinces. Samnngaw:s ¢fortunate to, have: the clectric supply from the neighboring country.
The bmkmg facilifies are -almost: non-existént-and the financial institutions opcrating in the
province are very: smallm number and coverage.

3.2 SttcngthQIbffga:pd'the opportunities in Samangan

Low cost p:oducm
Investment in: Samangm should be seen .as an-excellent opportumty to take advantage of the

low cost production;compared to other areas. The province has abundant sources of cheap
labor supply. The :government has cmphasxza to develop the infrastructure such as
reconstructing the roads in the countryside, expanding the electric power supply in the interior
villages and the improvement of the secutity situations.

International suppott. -

The international community has guamntced continued large-scale support for the country.
The government has shown its commitment to promote the development of Afghanistan's
private sector. In all its actions, the local authority and the government have shown a hands-on
approach to suppox:t busxnessmen willing to invest in the province.

Transportation andacommumcauon

Majot reconstruction’ effmts -are under way to- rebuild Samangan province under NSP. The
roads and bridges, which' are necessary to-connect with other large trading centers in the
country, are expected to phy major role in matkcung the products of Samangan. Mobile phonc
services are now bccomc ‘Increasingly available in‘the ares. Air travel, via Mazar-e-sharif, is seen
as the most réliable :oute :of transport for the.investors coming from Kabul and the averseas.

Political stability and commitment

Samangan has been txansformmg from a trouble spot to 2 land stability and peace that are
regarded as basic requitements for investment. Political stability has substantially increased over
the last couple of years; The ¢ goyernment, particularly the Governor of the province, has shown
his commitment “to; ptamote economic: development of the province and expressed his
willingness to asmtthe westors for their enterprises to grow.

3.3 Major constraints to proﬁtability-. and sustainability

Traditional. systcm :oductxon and pmccssmg

Most of the produc ‘Samangaa. rely on traditional technology with old equipments. While
some mttcpn:neum,,,:ppcat open to accept new technologics, most of them have little expertise
to adopt these in their’  system.. There ate some sectors (such as livestock raising, etc.) need to
xmpxovc their capacity and -provide other nccessary supports. \While the availability of irrigation
water is not a‘problem’so, fa: but the problems:temain in the distribution of water (International
Programs Office, 2003).

.'.v!";’%;‘ :
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facllmes, u; uthc: delﬂ:istcnt or very: poo: (lntemauoml I’rogmms Office, 2003). Except
the support: of some-NGOs, there arc. neither farmer cooperatives nor govermnment credits

EThe! lack of extensjon services to teach improved systems of production

available to farme
) duce nnpxoved varieties of seeds and modern technology. Although

Entetpdse :
As acpected., upauty dcvelopmcnt also necded in managing enterprises in Samangan. The use
of project mamgcmmt and record kccpmg are not generally practiced in the existing
businesses. - Thus,:it:is.difficult to estimate input costs, labor allocauon, expected yneld and
marketing price. . The:inyestors have no basis for making enterprise mix decisions to increase
the output and income. -

Markets 2

The total populanqn m, tbe province is about 420,000 and most of them are very poor with very
limited buying. capacity.. The market size in the Samangan province is, therefore, not very large
but compmble 10! the:markets in other poor provinces of Afghanistan. Lack of market
alternatives'is lundenng ‘the ability to. capture value. Ditect trade relationships exist with Mazar-
e-sharif and Kabul.: Byen domestic processing options (juices, ctc.) do not exist in the province.
Growers. have little. mukec information to make informed decisions. Traders often make
decision based ‘on; ipvestment recovety rather than opportunity costs. Samangan has no
cooperatives. ot maxkcqng associations to regulate marker prices and supplies. Except few
NGOs, there is no coopcxauvcs or government credits available to them.

Financial. commainn s

The provincial. authority in' Samangan has no.control over financial institutions. Thcy do not
have: information abput the economic’ activities in the provmces No bank exists to run
commercial transactions.; No commezcial credit is available in the market. Thus, the producers
lack the resources to.mv;st ot to expand their businesses. The Aybak town, however, has some
wholesalers whu selectwdy grant short-term credits to the retailers.

lnrustrucauc, log@gca a;_xd other facahucs .

As mentioned: earlier/ the S;unangan province lacks roads to reach the countryside except the
ional. highw sses through the province. No facilities to store the perishable
cpott to better markets:and capture higher prices. No facilities exist to
Lp;gdm:w that couldnot be aoldm the markets.outside the pravince. The
? : {f the condmon of tnmpoxt vehicles are poor that advemsely affects the

""_bpavcd and often become inaccessible from November to March
ha§ very good connccnon with Mazar-e-sharif and other major utban



donkeys. Ncatlyhalfof the villages in Samangan are difficult to reach by available transport in
one single day.

Irrigation facihty

Like othet ateas of . Afghzmstan, water: availability was the single scarcest resource to expanding
agriculture in Samangan, It is tcported that the underground water level in the area has fallen
conmdembly. :Sutfa j\vﬁtct for irrigation: has becn teported as dmnmshmg The access to and
the increased use Watet resources for new projects may become an issue. The amount of
culdvable land mmhb for new projects is also very limited. The most of the area in Samangan
1 yery limited arable or pastoral land.

Legal, taxation. Othe: ,jlsucs

The legal tequi.tementp 10 run new projects are not clear even to the provincial authorit)
appears that small eatetprise programs do not need additional documents or permits than what
is required for the ‘micto-finance programs from the government and the local authority.
Unofficial taxes exist in. some parts of the province but the amounts are not very high.

Safety and.secunty E

As found in other: prpvxnces, Samangan also faces similar security problems although the
incidence of crime'isnot :cpo:tcd very high. No formal safety measures are in place. In the
worst cases, the pulhngout of the investment . not be possible or feasible.

34 Most pmxﬂisingﬁsectors for income generation

Given the current sxmanon in Afghamsun, relevant data at the provincial level is cither
unavailable -or mcomplete. Thus, it is difficult to calculate the rate of return for specific
investments.." Based on information. collected from the key informants and observation of the
cconomic -activities of the atea, it has been’ possxblc to make a qualitative assessment of the
potential sectors ofmmtmem: in the province..

Samangan is a- pooz ptovmce and the population has consistently been increasing since the war
was over. Thc need. for essential food products such as bread, meat, milk, fruit and vegetables
has also been: nsmg‘to aneet the demand of the increasing population in the'area. Samangan is
not self-sufficient in-food production at present and the current production is largely inadequate
to meet thefdom, ¢mand. Investing.on:food production and distribution, therefore, is a
logical chch ;p\gw mangan. However, the, mvestors have to face a seties of challenges and
overcome these;tomink ;thcu: "projects vmble, “These are dependency on the: traditional farming
system, lack: awn:eness,_,pf improved varieti¢s:of seeds, low productivity, poor irrigation system,

’ ackaging and marketing facilities.

The area has:a. long tmdnmn and expertise of weaving — most of which wete destroycd by the
war. ‘While the ca;.petuand rag makers ate slowly returning home and trying to rebuild the
sectof, they have. becn facing difficulties; as- well. Most of them have very limited resources to
invest. Also, the: -necessary skills of the weavers that the sector demands are lacking as they
have been away. from'this craft for many years, This is further aggravated by the limited buying
capacity. of the: loca.l consumers and the absence of the linkages with other customers. The



consumer muket in; Samangan 18 not large and the scope of expansion of food production and
-3C4 EMg factory is limited at present.

3m the area appears to be \vcavmg (rag and carpet making, sewing,
¢te) for two: mtlot msom. First, fluctuation:of weather is not a barrier for the sector and,
thereby, dxexpmducuonsﬁ.lgbt continue throughout the year. Sccond, the participation of (and
to some extent,: th;’cpgmol over the project) by women could be ensured. The next major
sector, for’ invesm ris: faming  (including agriculture, livestock mising and vegetable
cultivation), . ‘The tbind ,acct;ot, identified’ for investment in the province, is small trading
(ailoring, cloth mérchandizing, bakery, testaurant, variety stores, shoe traders, vendors, etc.),
and- t.tanspomnén‘ééf(am,.nckshaw, donkey and horse driven carts). However, the current
market size and the buying capacity do.not support immediate opportunitics to significantly
expand the sectors: dxscusscd

In the followmg-'segzuon.‘an attempt. has been made to categorize the sectors by the size of
investmeaot required m;ithemanagement of the investment in the Samangan province. These
are: '

Mncro-ﬁnance pto;ecu-

Home-based scmng and weaving (for rag and carpet making),
‘Homculms;e( aussery (for almonds, grapes, melons, apples),
Kitchen gardening; (for tomato, reddish, tumip, carrot),
Agdculture: (for wheat and maize cultivation),

Livestock mising (fox sheeps and cows),

Poultry (bthlcu@nng) and

Small ttadmg (butche:y, shoc repairing, catpentry).

‘09":“9_9-9 o

Small mwmcpm&“m
a. Weaving carpets andmgs.

‘Samangan pzoducq sevml types of handmade carpets, mdudmg wool and fabric carpets
(AISA, 2005).. . “The' -gevetnor has.also. expressed his interest in this sector to support. It
should, be inoted.  that the manufacture -of carpets requires a huge network of weavers
-wo:kmgon mdx\ududlwpeu at home Themdvanmgcs of this sector are:

LY

cul;g,qrmnu&cmem enay to startand sustain because of its relatively low utility
g® A % .!. : i "‘(.

¥, carpcts neeasy to store, stockpile and ship.



b. Fruit processing:.

This is also a ;ndmo,nalscctox in Samangan. Dricd fruits and nuts such as raisin, almonds,
apricots and walnuts can be major sector of investment as cxport commodity.

c. Tmnspomnon.

Both motorized: andammal driven transports may come under this sector. Providing credit
to buy. ncksh&wsé(motonzcd vehicles)'is.a promising scctor as the mte of return is quite
large. Donkey.and horse driven carts are largely used in Samangan particulatly in the remote
villages with- unpa ‘ed' roads.

d. Engincering workshop

The use of motorized vehicles, electric goods (such as water pumps, machineries and other
home-based utlities): are ‘consistenty mctcasmg Thus, the opportunitics to invest in thesc
service scctors are: hkcly to expand in coming years.

¢. Retail shops

A vancty of tctnil Qnt.lcts such as fabtic traders, restaurants, bakeries, pharmacies, etc. are now
in opetation in the:atea. The owners expressed their interest in the credit opportunities to

expand their busmeau.

The Governor and. hit two associates have expressed their interest and proposed that large
financial institutions should invest to establish factories (febrika) in Samangan province. The
pto;ects they have'identified for investment have been:

a. factodies.to’ manufacnue kitchen utensils such as cookers, plates, glasses, spoon, bowls

1(madefby stcclumd aluminum),

b. ecogingering: wozk,chops to produce iron and steel products (such as bukharies),

¢. milk processing plant (to produce various dairy products) and

d. large handlcufts (to jprocess.wool and produce carpets).

Such projects J:eqmr; ignificant investment on both the operational and production sides. The
micro-finance’ msntunoq& (MFI), currently opemung in Samangan province, have their upper
limits in pmv:dmg credit for'a particular project. The proposed sectors require capital much
more than the current limit’that the MFIs can provide in the area at present. However, the
commetcial banks and othet financial institutions are capable to invest in such large projects. If
Samangan provincial authonty and the local éatrepreneurs express their demand to the Afghan
govemment to allow lacge financial institutions to operate in their province, the chance is good
for them to have larg

large credit partners.on their side. ‘This, however, would require some time
for those i mstmmons to. come and invest in thc proposed projects..
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4. Summary and Implications

The' report, summmza the scope for investment and their limitations. The investment
opportunities: are: p:esemad in three broad categories based on the size of the capital and the
management.of the pmjc;ts.

a. tho-ﬁasnce pmgrams Under this. scheme, the proposed projects appear to have
the income’ potential with little’ operational investment and skills, The poor and
“hardcore, pogr are; the potential beneficiaries of this programs where they may invest in
sevetal projects such as horticulture nursery, kitchen gardening, agnculmrc livestock
mising, poultry,- ‘small trading and home-based sewing and weaving. At present, the
upper limit of mi¢ro-credit is 10,000 nfg for the first year which subsequently increases
based on thg:: ' e, and income of the project. No collateral is required.

b. Small Entctpnsc Programs (SEP): Under SEP, the study recommends a number of
sectoss ‘where. inyestment- appears to result favorably if other conditions improves or
remain favqn;blc, The potenml SEP sectors ate: weaving carpets and rags, fruit
processing, ; trangportation, engincering workshop and retail shops The amount of
credit uuges bel.ween 40,000 to 100,000 afg depending on the size of the enterprise.

4. Large Finnncu;! ‘Institutions: An entrepreneur may seek any amount of credit to
‘those institutions.: ‘Investment.in such-projects, however, would require some time to
begin.in Samangan because several official procedures have to be completed to make
these’ p:ojects‘full_y opetational.

The risk fac:o:s mdhmmnons of investing in Samangan are:
a. Inadequacy ofiigputs in processing and marketing the products.
b. - Limited information, poor management and the absence of commercial transactions.
c. Limited msntunonal support, poos comsmunication and transportation system.

There ‘are: mdxcadona, howcvct, that.such sk factors have consistently been reducing in the
area, In&utrucm;ehns been built and the communication system has been expanded under the
national sohdanty pl;ogum (Nbl’) The power supply, an essential input for economic
development, bas becoming mcrcamngly better in Samzngan than before. The investment in
Samangan will: ‘add walne to the society, to.its economic future and to the investment itself. The
investment projects, hpwcvcr. alone  do not guarantce cconomic success and must be
accompamed ‘with el:,matket developments to assute long-term economic development in
Samangan. “This {suggests that the 'Afghan government, with the assistance of the

uthority, ahould take several measures.to enhance the resoutce flow and income
ities in Sai angan. Thmaxc:

. ity deyelopuent: Thls should' :;ccxve priority. Samangan has very limited number

of skilled mqnpowe: to develop and effectively run the projects. A coordinated effort is
-needed'to- dg:gclop adequate_ local’ ‘manpower for the investors. This effort might be
'coordmatcd wn.h xhe non—govcmmenml organizations having such skills.
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b. Secured ﬁnancul transactions. must.be ensured by establishing banks or other financial
institutions in-th area for smooth and prompt transfer of money.

b 5 Q ard linkages to casuse the routine supply of inputs and marketing
the ptoductmshmdd bc cstabhshed, '
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Appendix

BRAC Afghamstan
Inveutment Program in Samangan Province
Date: 6-8 December 2005
Feasibility Study Guide
Source of infoxmaugn:

a. Govemor

b. NGOstaft: =

¢ Entreprencur (type):

d: . umct/a:u. :

L Typuotpomdalpm}ecu

b What are the cconomic activities dqlng very wellp
e Whatue thncnvma doing fairly well? Why?
d. Wt are the projects having problems? Why?
Wlmm Qemﬂng or new) projects: where additional investment justified?

2 .xnpumquim,,.;;.ﬁ

a.  What mﬂm budg;nng and 6mncxal needs?

3. 3

2. ‘Whatis r.hacompmnvc advagtage of MFI?

b:  ‘What will prices be for both inputs'and outputs?

¢ What will be the management cost?

d. - Cani mmtprs pay enough to attract good personnel?

qppom 'ueavad;ble;&om the community and lenders?
: A:e ‘strategicalliances with others possible?
£ I fom:tf link;ge possible or needed?

5. Market: slzc e
& What is:the size of the market?:
- Whatis the anticipated volume of sales?
: ;Whatir the number of p:oduoets who are willing to participate?
) ion ership and volume is possible?




c. ‘Powersupply:’

d. Banking facilities:

e. -Whatadditional facilities.ace needed?

f, Awhbf_ ity o putduse, build or. lense the facilities?

7
b Whggmthgorgamzmonnlnccds for the project?
G Whgmkil}l Mll&)c:egtllr:dﬁ): lhemanagemcnt team?

8. Secudtymd,pulkouumtegy 5
Are the incidences ot’mmevcryhxgh

b. ‘What at the possible safety measures?
< Ategylﬁgg out the investment pqsnblc or feasible?

9. Geognphlcale 'bgggonment
2. ‘Is'theccess to water-gources adequate for new projects?

b Is cultivable land available for new projects?
P Paatm:nl.kndzdequnte?

10. Comnnuuty i

8 ‘e&bm,l:chnomhxp
i Wd?g@?"‘?“ent
= landle K8
= Literacy
= Mcm-rﬁnanceph ers:
b Wlllthcy-bewilhngmadoptncwtcchnology?

1 Legal iuues, i
#. ‘Whatare the legal requirements?
‘b, What _docxyncnu or agreements are needed?’
C., Whgt pmmsand inspections wxll the project xeqmre?

12, Stxategic dcciaiom '
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