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I. PROJECT DESCRIPTION 

A. Rationale  

1. More than 2 decades of conflict and strong state intervention greatly reduced private 
sector activity in Afghanistan. Private sector industrial production fell from 60% in 1979 to 21% 
in 2002 but recovered modestly to 26% in 2005. At the time of project preparation, private sector 
activities in Afghanistan were mainly in construction and services such as shops, tailoring, and 
repair. Telecommunication and banking were new service sectors. Manufacturing was 
rudimentary, largely limited to traditional products and small-scale activities such as carpet 
weaving and dried fruit production, and concentrated in Kabul and major cities. State presence 
was strong in formal business activities. Many large enterprises were either state-owned or 
under state control. The commercial activities of the 65 state-owned enterprises (SOEs) 
organized under the Law on State-Owned Enterprises (1960) ranged from public utilities, 
construction, manufacturing, agricultural services, and warehousing, to advertising and printing. 
State presence in business manifested in government shareholdings in 13 joint-stock 
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companies organized under the Commercial Code (1955). Four ministries had ownership of 
these commercial companies, ranging from the airlines, telecommunications, and hotels, to 
textile manufacturing, trading, shipping, and warehousing.1  
 
2. To establish the policy framework for SOE divestiture, the government adopted the 
Privatization Policy in 2005. The finance sector was small, comprising commercial banks, 
microfinance institutions, credit unions, foreign exchange dealers, money service providers, an 
insurance company, and a leasing company. Commercial banks dominated the formal finance 
sector, representing 95% of assets in the formal sector. Given that much of the economic 
activity occurred in the informal private sector, the informal finance sector was estimated to be 
at least as large as the formal finance sector. Business access to formal credit remained limited 
for a number of reasons including the absence of legal and information underpinnings of formal 
intermediation.  
 
3. Asian Development Bank (ADB) assistance to Afghanistan resumed in 2002 with the 
Postconflict Multisector Program Loan covering the financial, transport, and energy sectors.2 
Despite significant progress in reconstructing the economy and achieving macroeconomic 
stability, Afghanistan remained one of the poorest countries in the world. The move to a 
sustainable growth path and poverty reduction would require a shift from a reconstruction-
driven recovery to private sector-led development.  
 
B. Expected Impact  

 
4. The expected impact of the Private Sector and Financial Market Development Program 
was to achieve sustainable economic growth and generate jobs in Afghanistan.3 Performance 
indicators were growth in gross domestic product (GDP) from 8% in 2005 to 10% in 2011 and a 
lower unemployment rate from 3.6% in 2005 (actual unemployment was estimated to be higher 
than this official figure).    

C. Objectives or Expected Outcome  

5. Envisaged project outcomes were a dynamic private sector and improved financial 
intermediation. Indicators for the first outcome were (i) an increased private sector share in 
industrial production from 26% in 2005 to about 40% in 2009; (ii) increased rate of private 
investment from 8.5% in 2005 to approximately 14% in 2011; (iii) increased private savings 
rate from 2.3% in 2005 to approximately 8% in 2011; and (iv) increased number of registered 
private enterprises. For the second outcome, indicators were (i) improved access to bank 
credit from 1.2% of GDP in 2005 to roughly 5% in 2009; (ii) higher deposit mobilization rate 
from 3.6% of GDP in 2005 to about 11% in 2009; (iii) longer maturities of bank loans and 
deposits from a maximum of 6 months in 2005 to at least 1 year in 2009; and (iv) lower 
borrowing costs.   

 

1  Some ministries were directly or indirectly engaged in commercial activities such as leasing, production and 
marketing of agricultural products, garment manufacture, operation of sports facilities, media, and cement and coal 
production. 

2  ADB. 2002. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the Islamic 
Republic of Afghanistan for the Postconflict Multisector Program. Manila (Loan 1954[SF], approved on 30 May). 

3   ADB. 2006. Report and Recommendation of the President to the Board of Directors: Proposed Asian Development 
    Fund Grants to the Islamic Republic of Afghanistan for the Private Sector and Financial Market Development     

Program. Manila. 
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D. Components and Outputs  

6. Five outputs were anticipated under the two outcomes. The first outcome—a larger 
contribution by the private sector to economic activity—was supported by three outputs: (i) an 
established legal framework for private sector development to be achieved through a 
commercial arbitration law, an out-of-court business dispute resolution system, the Immovable 
Property Formalization Law, and implementation of a land titling and management system;   
(ii) elimination of key market distortions, notably price controls and an inefficient business 
registration and permit system; and (iii) liquidation of SOEs—20 SOEs have been targeted 
with safety nets for displaced workers. The second outcome—improved financial 
intermediation—was supported by two outputs: (i) improved financial supervision, which 
required Da Afghanistan Bank (DAB) to sign cooperation arrangements with home country 
supervisors of foreign banks operating in the country, strengthening internal control, risk 
management, disclosure and bank resolution, and regulating microfinance institutions and 
informal foreign exchange dealers; and (ii) the adoption of accounting and auditing standards 
through passage of relevant accounting and auditing laws and strengthening of the 
profession’s capacity.  

E. Provision of Inputs 

7. Policy reforms targeted to lead to a dynamic private sector and improved financial 
intermediation were to be supported by a $56 million grant (Private Sector and Financial 
Market Development Program [Grant 0067]) with an attached technical assistance (TA) grant 
for capacity building of $4 million (Supporting Private Sector and Financial Market Reforms 
[Grant 0068]). The grant was to be released in two tranches. The conditions for first tranche 
release have been fulfilled. The first tranche ($28 million) was to be released upon grant 
effectiveness. The second tranche ($28 million) was to be released 24 months after Board 
approval, if ADB was satisfied that the government had made sufficient progress in 
implementing the program. As the RRP mentioned (para. 65), the size of the policy grant was 
justified based on (i) the importance of the private and finance sectors for sustaining growth 
and poverty reduction;     (ii) the strength of the program and the financial and political cost 
associated with its implementation; and (iii) the overall development financing needs of the 
government. However, the fiscal cost of reforms in the different policy areas of the program 
was not estimated (PCR, para. 16).   
 
8. Grant 0068 was expected to fund 64 person-months of international consultants and 
132 person-months of national consultants. About 58% of its funds were disbursed in the 37-
month implementation period. The program completion report (PCR) noted that TA needs 
were very likely overestimated at appraisal. Although this was recognized, partial cancellation 
of grant funds was not pursued.4 

F. Implementation Arrangements  

9. The Ministry of Finance (MOF) was the executing agency for the program. The MOF 
was also the implementing agency for establishing the legal framework, liquidation of SOEs, 
and adoption of accounting and auditing standards. The Ministry of Commerce (MOC) was the 
implementing agency for addressing market distortions and dealing with part of the legal 
framework. The DAB was the implementing agency for the financial intermediation component. 
An implementation agency was to be designated for the unallocated pool of funds when 

4 ADB. 2011. Completion Report: Private Sector and Financial Market Development Program in Afghanistan. Manila. 
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additional needs for advisory support and capacity building are identified. An interagency grant 
coordination committee was set up, headed by the deputy minister of finance, and composed 
of representatives from the MOF, the MOC, the Ministry of Justice, and DAB. ADB was a 
member of the committee, tasked to oversee program implementation. The committee was to 
meet every quarter. Implementation arrangements seemed appropriate as these worked 
reasonably well.   

II. EVALUATION OF PERFORMANCE AND RATINGS 

A. Relevance of Design and Formulation 

10. The PCR rated the program relevant (footnote 4). It concurred with the program’s 
objective to engender a shift from reconstruction-driven recovery to private sector-led growth if 
the economy were to move towards a sustainable growth path and generate jobs. This was in 
line with the priorities agreed with development partners, and consistent with ADB’s country 
partnership strategy and the government’s own Afghanistan National Development Strategy.   
 
11. The PCR and the validation noted a few minor weaknesses in project design such as 
overlap of the TA project with the then-ongoing two TA projects of the United States Agency for 
International Development (USAID), weak coordination on the needed complementary reforms, 
and inadequate support to address capacity constraints. The validation observes that the 
program could have operated within a shorter time, which could have matched the capacity to 
deliver on smaller slices of proposed reforms, but guided by a long-term vision or agreed road 
map under arrangements that are more flexible. These could have allowed for more frequent 
reviews and closer monitoring.   

 
12. More importantly, given the circumstances in Afghanistan, equal if not greater attention 
to program design and formulation could have been given to (i) ensuring knowledge transfer 
(and its propagation), (ii) institutionalizing the reform process and governance principles, 
including the conduct of public consultations and sensitization of stakeholders to reforms, and 
(iii) the blueprint for implementing the reforms. These could probably have proven more 
enduring in this case.  
 
13. ADB approved a key change in program scope to engage some consultants on an 
individual basis instead of through a firm. The PCR indicated that this change in implementation 
arrangements reflected Afghanistan’s specific circumstances. The validation views this change 
as appropriate and did not diminish the relevance of the program. Overall, the validation rates 
the program relevant. 

B. Effectiveness in Achieving Project Outcome  

14. The PCR rated the program less effective primarily because the performance 
benchmarks were not fully reached. The first envisaged outcome—a dynamic private sector—
appeared to have not been fully achieved. Data were not available for two outcome indicators 
pertaining to increases in number of registered private enterprises and private sector share in 
industrial production. Private investment rate reached only 7.5% against the expected 
outcome of 14%. Private savings rate for 2011 was estimated at 14.8%, but the PCR noted 
that it was not possible to determine whether the target was achieved. 
 
15. On the second outcome, improved financial intermediation, all performance 
benchmarks were attained except for lower borrowing cost since data were not available. 



5 
 

Nonetheless, it was noted that the sector was coming from a very low base. Considering the 
state of the economy, a start-up government, the lack of market infrastructure, the low level of 
capacity, and prevailing uncertainties, it was highly unlikely that a dynamic private sector 
would have emerged within the short span of 3 years. Even so, the program would have 
contributed incrementally to private sector development, capacity building, and the governance 
process in the country. The latter two were not included as proposed outcomes of the 
intervention. Moreover, in view of the difficult environment in Afghanistan then and even now, 
achieving the reforms could entail a substantial effort on the part of the government and ADB 
staff. Consequently, this validation also rates the program less than effective.   

C. Efficiency of Resource Use in Achieving Outcome and Outputs 

16. The PCR rated the program less efficient, even though Grant 0067 was fully released 
without the need for any extension. The PCR indicated that there was less support from Grant 
0068 than was initially envisaged. Grant 0068 maintained an allocation throughout the duration 
of the program that was quickly recognized to be excessive. However,  no requests for partial 
cancellation were made, considered, or discussed in review missions (para. 8).   
 
17. Since there were no fiscal cost calculations for the policy adjustment, it is not possible 
to determine the extent of funds used for the purpose (para. 7). All first-tranche policy 
conditions had been fully complied with. However, only 9 of the 15 monitorable actions to be 
achieved by the second tranche release were fully complied with. At the time of PCR 
preparation, progress had been made on the remaining six actions but only four had been fully 
completed. Progress on two remaining monitorable actions related to the Auditing and 
Accounting Board was stalled, pending the establishment of this institution. Under the 
program, a third set of monitorable actions (end-of-program conditions) in the policy matrix 
remained “to be completed before program end.”  

 
18. The PCR noted that the second tranche was released later than originally envisioned. 
Significant capacity constraints on the part of implementing agencies were compounded by 
delays due to security conditions in connection with mobilizing consultants under Grant 0068. 
Grant 0068 disbursed only 58% of its funds in the 37-month implementation period (the 
original time frame was 36 months). About 73% of funds from Grant 0068 were expended for 
fielding government advisors because of the government request necessitating the major 
change in scope. The PCR indicated that this did not appear to have much bearing on 
implementing policy actions. On the other hand, Grant 0067 provided little support in 
developing the legal framework for commercial arbitration and property registration (0% of the 
planned amount), financial intermediation reforms (7% of the planned amount), and 
development of accounting and auditing systems and institutions (18% of the planned 
amount). Given these, the validation rates the program less than efficient.  

D. Preliminary Assessment of Sustainability 
 
19. The PCR rated program sustainability less likely, mainly due to implementation 
concerns on the need to develop additional capacity for dealing with new institutions and the 
established systems. Likewise, complementary reforms are needed from continuing partner 
assistance as the envisaged outcomes were not accomplished with a single-reform program.  
 
20. Other factors raise uncertainty on the sustainability of reforms such as whether targeted 
donor assistance to Afghanistan will continue, for how long, and whether political and 
economic stability can be maintained in the medium term. It would have been useful to           
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(i) target reforms on building capacity in the critical areas for promoting private sector and 
developing the finance sector, (ii) institutionalize governance processes and principles, and  
(iii) conduct the reform process to ensure sustainability. These are more likely to survive 
changes in governments or those caused by conflicts. Unfortunately, these are more difficult to 
implement and require long-term engagement. The validation rates the program less than 
likely to be sustainable.  

E. Impact 

21. The program’s projected impact was sustainable economic growth and employment 
generation from a dynamic private sector and through improved financial intermediation. 
Impact performance targets were a stable GDP growth of 10% per annum between 2005 and 
2011 and a lower unemployment rate. The first impact performance target had been 
achieved—economic growth between 2005 and 2011 was about 10.9%. However, according 
to the PCR, it was not possible to verify the program’s role in achieving the second impact 
performance target, as reliable and comparable statistics on unemployment were not 
available.  

 
22. The PCR indicated that it was too early to expect the underlying growth process to 
change and that the performance targets were overly ambitious relative to the time frame. In 
addition, the lack of a direct link between the policy actions and the contemplated impact made 
it difficult to reach any definitive conclusion at this stage based on the indicators provided. 
Nonetheless, the program clearly contributed to improving the enabling environment for the 
private sector to operate and develop in the country. The validation rates program impact 
moderate.  

III. OTHER PERFORMANCE ASSESSMENTS  

A. Performance of the Borrower and Executing Agency 

23. The PCR rated the performance of the borrower and the executing agency satisfactory. 
It indicated that the MOF effectively took over the coordination role, including that of other 
implementing agencies, for the delivery of the program. However, it was not able to activate 
the interagency committee, which it headed, and failed to fully deliver on the accounting and 
auditing component of the program due to capacity constraints. A few difficulties were noted in 
monitoring and reporting. The PCR indicated that the executing agency should have produced 
quarterly progress reports under the program, but these were not done, most likely because of 
a shortage of capacity at the MOF. The validation agrees with the PCR’s view that this issue 
may have been overlooked when the capacity-building grant was formulated.  
 
24. Nonetheless, the MOF, in coordination with ADB review missions, performed its 
coordination role reasonably well. It was able to track the progress of other implementing 
agencies. Overall, the validation has a similar rating to that of the PCR.  
 
B. Performance of the Asian Development Bank  

25. The PCR rated ADB performance partly satisfactory. It noted ADB’s lack of follow-up 
on the government’s required quarterly reporting, which would have been useful in tracking 
government progress especially after the release of the second tranche. Also, there was no 
further support given to accomplish end-of-program conditions even if Grant 0068 was still 
available. Only two review missions were fielded throughout the program. The resident 
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mission’s active role appeared to make more missions from headquarters unnecessary. 
Informal reviews were however undertaken in tandem with missions for other projects and 
programs.  
 
26. The PCR noted that noncompliance with monitorable actions and other policy 
conditions were not due to the government’s lack of desire to reform but mainly due to 
capacity constraints. Considering that TA funds continued to be available, this was a major 
failure, which could have been addressed and corrected. Moreover, the reports did not clearly 
indicate the extent to which ADB had engaged with the government in policy dialogue as 
implementation focused on compliance with and delivery of policy actions. Building capacity on 
private sector and finance sector development and institutionalizing the reform process and 
public sector governance, despite the government’s clear need for these, appeared to have 
been given less importance especially after the major change in scope early in the project 
cycle. In short, ADB could have performed better. This validation rates ADB performance less 
than satisfactory.    

 
C. Others  
 
27. No adverse environmental and resettlement, safeguards, governance, or fiduciary 
concerns were identified. 

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS  

A. Overall Assessment and Ratings  

28. Overall, the PCR rated the program partly successful. This validation rates the program 
less than successful (see table). The PCR and the validation ratings had no major difference. 
The program remained relevant to the country’s development needs despite a few minor design 
weaknesses. On effectiveness, the program‘s envisaged outcomes were not fully met. On 
efficiency, the actual incurred adjustment costs could not be verified retroactively. However, 
based on actual TA spending, Grant 0067 provided little support in developing the legal 
framework for commercial arbitration and property registration, financial intermediation reforms, 
and development of accounting and auditing systems and institutions. Funds for Grant 0068 
were largely untapped and it appeared that TA needs were very likely overestimated at 
appraisal. On sustainability, institutions were still hampered by capacity constraints. In addition, 
the program spawned new implementation difficulties, which needed to be addressed by another 
round of capacity-building effort. These would require further external funding assistance. 
Overall, the validation has a similar rating to that of the PCR. 
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Overall Ratings 
 

  Criteria PCR IED Review Reason for Disagreement 
and/or Comments 

Relevance: Relevant  Relevant   
Effectiveness in 
Achieving Outcome: 

Less effective 
 

Less than effective   

Efficiency in Achieving 
Outcome and Outputs: 

Less efficient  
 

Less than efficient   

Preliminary Assessment 
of Sustainability: 

Less likely  Less than likely   

Overall Assessment: Partly 
successful  

Less than successful 
 

 

Borrower and Executing 
Agency: 

Satisfactory Satisfactory  

Performance of ADB: Partly satisfactory 
 

Less than satisfactory  
Impact: Not rated Moderate The program contributed in 

creating an enabling 
environment for the private 
sector (para. 22). 

Quality of PCR:  Satisfactory The PCR was well-prepared, 
providing sufficient detail and 
support to arrive at its 
conclusions; and highlighted 
the programs’ shortcomings 
(para. 35). 

ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = program completion report. 
Note: From May 2012, IED views the PCR's rating terminology of "partly" or "less" as equivalent to "less than" and 
uses this terminology for its own rating categories to improve clarity. 

B. Lessons 

29. The PCR indicated that the effectiveness of the policy reform program is ultimately 
determined by the capacity of the different Afghan agencies involved in carrying out the 
program. The validation holds a similar view. Consequently, ADB’s similar institutional reform 
programs in Afghanistan should include a specific and realistic strategy for capacity 
development, taking into account the following: (i) without absorptive capacity in ministries, very 
little technical skills transfer will occur; (ii) sustained recourse to resident international advisors 
may perpetuate the dependency of decision makers on such advisors; and (iii) in the absence of 
specific terms of reference for international advisors, their contributions will tend to crowd out 
inputs provided by the learning process of local staff.  
 
30. In addition, regarding program design in small, transition economies, it may be more 
prudent to take a gradual approach to private sector and financial market development, taking 
smaller slices of the development pie (financed with single-tranche loans) within a short time 
horizon. This should be supported by an agreed road map, matched closely with available 
institutional capacities, with enough flexibility for continuing review and corrective actions, and 
supported by required technical assistance, until such time that the country exhibits maturity of 
institutions, strong internal capacity, and political and economic stability. 

 
31. Moreover, in conflict-affected economies, it may be more appropriate to focus reforms on 
(i) rebuilding capacity, (ii) institutionalizing the process of conducting sustainable reforms based 
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on transparency and participation, and (iii) propagating good public governance principles that are 
likely to be more enduring.  

C.  Recommendations for Follow-Up  

32. The PCR recommended that the government prioritize implementation of outstanding 
policy and monitorable actions to maintain reform momentum. It may be possible to tap 
parallel ongoing advisory TA projects if further technical assistance is needed. A second 
program should be considered, focusing on the implementation challenges created by this 
program. This would be in line with ADB’s current country partnership strategy for Afghanistan. 
The impact evaluation of the program will be limited by the difficulties in building counterfactual 
scenarios. An evaluation of the relevance of the different program components could be 
undertaken, which could address (i) how well commercial arbitration institutions are working, 
(ii) how sound the immovable property registry is perceived to be by the intended beneficiaries 
of the program, and (iii) how much the private sector uses commercial arbitration mechanisms. 
 
33. Considering the continuing conflict in the country, it is not clear how appropriate 
program lending continues to be under the circumstances, except perhaps as a mechanism to 
deliver budget support. Three things need to be prioritized: (i) provision of technical assistance 
to address implementation requirements of the recently concluded program and identify urgent 
government needs; (ii) diagnostic assessment of government needs and capacity to better 
understand actual limitations under which projects and programs are to be implemented; and 
(iii) extensive preparatory work underlying future reform programs. For example, mapping out 
the country’s private sector, both in the informal and formal sectors, and conducting surveys 
and/or public forums help to better understand the constraints on the ground, structure the 
appropriate incentives, prioritize  reforms, and frame reform programs, which the government 
may eventually pursue.  
  

V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Evaluation Design, Implementation, and Utilization 

34. Data to support evaluation were difficult to obtain, especially performance benchmarks 
that were not tracked by Afghan authorities, thus there were data gaps in the process.  

B. Comments on Project Completion Report Quality 

35. This validation finds the PCR satisfactory. The PCR generally followed the PCR 
guidelines under PAI 6.07. The PCR provided sufficient detail within data limitations to support 
various conclusions and clearly brought out the shortcomings of the program and its 
implementation, thus reflecting familiarity with the subject. Lessons learned and 
recommendations provide insight into the critical issues and would be useful for future 
interventions of this nature. It is also presented in a simple and straightforward manner.  

C.  Data Sources for Validation 

36. The validation relied mainly on the project’s report and recommendation of the 
President, the PCR, and back-to-office reports provided. 

 
D. Recommendation for Independent Evaluation Department Follow-Up 
 
37. A project performance evaluation may not be necessary. 
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