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POLICY BRIEF

For almost a decade, the United States and much of the industrialized world has committed
its wealth and power to establish a secure Afghanistan; yet, in spite of these efforts, the Afghan
government remains heavily dependent on the international community and foreign aid. In order to
secure a strong central government independent of international assistance, Afghanistan must
develop a stable source of domestic revenue to cover its expenditures. Absent this sustainable
revenue stream, the Afghan government will remain dependent on the international community and,
should foreign assistance decline, risk devolving into a failed state. This paper argues that the most
effective means for the Afghan government to generate sufficient domestic revenue is to tax
countries and corporations seeking access to Afghanistan's vast mineral deposits, including copper,
iron ore, gold, and uranium.

The U.S. and International Community's Strategic Goals in Afghanistan

The United States and the international community share a number of objectives pertaining
to Afghanistan's future. These objectives include:

e Strengthening the Afghan central government,

¢ Preventing Afghanistan from becoming a safe haven for radical Islamist groups, and

* Preventing Afghanistan from becoming a major source of narcotic production and
exportation, especially opium and hashish.

Accomplishing these objectives would create a relatively stable and secure state in a highly volatile
region of the world. These goals, however, require an exhaustive and expensive build up of the
Afghan state, which at present, is largely subsidized by the international community. For a strong
central government to exist in Afghanistan, a stable source of domestic revenue must be found so
that the government has the resources necessary to extend and maintain its control over the
countryside.
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The Afghan Government's Reliance on International Aid

Afghanistan is almost entirely dependent on foreign aid, with approximately 90% of the

national budget financed externally.'

Government Unable to Meet Administrative Costs: The Afghan government needs to
increase its tax revenue by at least 50% to cover its administrative costs. According to the
IMF, the Afghan government's expenses in 2007 were approximately $1.3 billion, while its
tax revenue was only $525.6 million."

Government Unable to Meet Security Costs: Currently, the United States and international
community provide the bulk of the funding for the Afghan National Army (ANA) and the
Afghan National Police (ANP). In 2008 the U.S. Government Accountability Office (GAO)
estimated that sustaining the Afghan National Security Forces (ANSF) would cost $2 billion
annually.” The U.S. military, however, estimates that the ANSF needs to almost triple in
size to effectively fight the Taliban insurgency.” With this expansion, the cost of sustaining
the ANA will rise to approximately $3 billion per year, while funding the ANP will cost

approximately $1 billion."

When accounting for both administrative and security functions, the Afghan government

will need to increase its revenue by approximately $4.25 billion per year in order to achieve
financial independence.

The Danger of Afghan Reliance on International Aid

The primary concern with Afghanistan’s foreign aid dependence is that the international aid

will eventually dry up, and Afghanistan will be unprepared to compensate for the loss of
international support.

The international community will eventually succumb to “aid fatigue” and stop providing
Afghanistan with aid.

o The international community pledged $39 billion from 2002 to 2011, but only
approximately 40% has been disbursed.”

o “The Donor Financial Review for 2008” finds that the international donor community is
only fulfilling 48% of Afghanistan's estimated needs."”™

o Development aid generally falls by 30 to 40% during recessions.

o In 2009, the UN threatened to turn to Bill Gates for financial assistance due to the slow
disbursement of development aid to Afghanistan. Kai Eide, the UN's special
representative for Afghanistan, also stated that agriculture and infrastructure remained
“dangerously underfunded.”™

viii
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® A sudden stop of foreign aid to an unprepared Afghanistan will likely result in a severe
weakening and possible failure of the Afghan state.

O

Defense Secretary Robert Gates said in 2007 that “military success is not sufficient to
win” in Afghanistan, and that “there is a need for a dramatic increase in spending on the
civilian instruments of national security - [...] foreign assistance, civic action, economic
reconstruction, and development.”™

Historic Sources of Government Revenue

Historically, Afghanistan has been plagued by consistently low levels of government
revenue, despite a variety of sources. Minimal revenue is one factor that has prevented the
emergence of a strong central government.™

® Income Taxes and Afghanistan's Limited Tax Base

o

The established tax system depends on a monetized tax base but most Afghans survive
on subsistence agriculture and remain outside the tax collector's reach.™

Extreme remoteness of villages, rugged terrain, and scarcity of all-weather roads also
severely inhibit centralized tax collection.

Large rural landowners historically used bribes and their connections to avoid
government taxation.™™

e Taxing Trade

(@)
o

o

Taxes on foreign trade were the Afghan government’s major tax base in 1970s."

Natural Gas

- In the late 1970s, Afghanistan supplied 70 to 90% of its natural gas output to the
Soviet Union through Uzbekistan.™

- At that time, annual natural gas exports totaled approximately $150 million.

- Natural gas exports constituted 44% of all government revenue in 1982.*"

- The Soviet Union ended the import of natural gas from Afghanistan after it withdrew
from the country in 1989.*""

Raisin Cultivation and Exports

- Due to its hot, arid climate during the months of August and September, Afghanistan
is an ideal location for producing high quality raisins.

- In the 1960s and 1970s, raisins from Afghanistan accounted for 60% of the world
market and their annual export revenue totaled $48 million.""
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Economic Options for a Self-Reliant Afehan Government

To achieve independence from international aid, the government must raise $6 billion
annually. Currently, the Afghan government currently faces a shortfall of $3.25 billion, which will
increase to approximately $4.25 billion with the expansion of the Afghan National Security Forces
(ANSF) and the expansion of the government's administrative capability throughout Afghanistan.
Presented in this paper are four options for bridging the financial gap by utilizing Afghanistan's
domestic resources: oil and gas production, taxing transportation routes, expanding fruit exports,
and mining.

Current Potential Sources of Income:

(1) Oil and Gas Pipelines: Building a pipeline from Turkmenistan through Afghanistan to
Pakistan and India (TAPI) could generate an estimated $200 million a year in transit fees for
the Afghan government.”™ Such a pipeline may connect to the Pakistani port of Gwador,
which China is helping to develop. Currently, only one operational pipeline exists that
transports natural gas 80 miles from the Sheberghan gas fields in northern Afghanistan to a
partially operational power plant near Mazar-i-Sharif.™

Challenges:

¢ Building a gas pipeline through Afghanistan involves significant economic costs because
of difficult terrain and risk due to an uncertain security environment.

e The TAPI pipeline would not tap into Afghan natural gas reserves; it would only
transport Turkmenistan's natural gas.

e Turkmenistan has committed to four export routes: north to Russia, east to China, south
to Pakistan, and west to Europe. Routes to Russia and China are more lucrative with less
risk and, therefore, take higher priority over a route through Afghanistan.™

(2) Transportation Routes: The government could tax trade transiting the “Ring Road,” which
encircles approximately 80% of the Afghan interior. Former Finance Minister Ashraf Ghani
estimated in the spring of 2005 that income from a transit tax could net the Afghan
government $200 million a year.™"
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Challenges:

® The benefit of taxing commercial traffic would be limited because revenue from transit
fees would be offset by the cost of maintaining the road.

¢ As maintenance of the “Ring Road” is expected to cost Afghan government $200 million
annually, estimated transit fees of $200 million a year would only serve to offset the
maintenance cost, and would not garner surplus government revenue.”"

(3) Reinvigorating Afghanistan’s Fruit and Agricultural Production: Forty years ago,
Afghanistan was renowned for its fruit exports, especially its pomegranates, apricots, and
raisins. Since the 1970s, the country's fruit industry has plunged into chaos; however, as the
country’s security and transportation continues to improve, there is hope for a resurgence of
these crops. In 2007, Afghanistan produced almost 4 million metric tons of wheat, 95,000
metric tons of watermelons, 350,000 metric tons of grapes, and 38,000 metric tons of
apricots. This production amounted to $165 million in exports of fresh and dried fruits.

XXiv

Exports could prove to be a vital revenue source for the Afghan government as 8%
of the government’s 2007 total revenue came from taxes on international trade. The
government’s revenue from international trade taxes is equal to the sum of its revenue from
taxes on income, profits, capital gains, goods, and services.™ A modest tax on fruit and
agricultural exports could provide a sustainable revenue source for the Afghan government.
However, it is doubtful that the revenue garnered from agricultural exports alone would be
significant enough to fill the major financial gap in the Afghan budget.

Challenges:

e [t is extremely difficult to tax farmers, most of whom survive on subsistence agriculture.
Furthermore, the remoteness of villages, difficult terrain, and lack of dependable
transportation routes would seriously impede tax collection.™"

¢ Due to the Afghan government’s "hands off" approach to the fruit industry, the lack of
cold-storage infrastructure, and the country’s broken irrigation system, agricultural
exports remain a fragile market and most agricultural exports need to be protected from
taxes for the near future.™""

* In 2009, Pakistan imposed a 4% import tax and a 14% sales tax on Afghan vegetables
and fruit, significantly decreasing Afghan exports to Pakistan.™""
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¢ In 2005, the Afghan government agreed in principle to exempt fruit exports from taxes
in order to boost exports, but the exemption was largely ignored.™™

e Asthe U.S. government focuses on substituting poppy fields with alternative crops like
wheat, saffron, or pomegranates, it is imperative that these alternative crops produce
greater revenue for Afghan farmers than opium.™* Export taxes on agricultural goods
would diminish farmer’s profits on alternative crops, encouraging farmers to return to
opium production.

(4) Mining: Mining is the only industry with the potential to subsidize a large portion of the
Afghan government's revenue needs. There are over 300 types of mineral deposits in
Afghanistan, including coal, copper, marble, emeralds, and blue lapis lazuli stone.”™" In
2007, the Chinese paid the Afghan government $3 billion for exclusive mining rights to the
Aynak copper mine.”™™" The government may accrue additional annual tax revenue
estimated between $300 million and $730 million during mine construction. Some estimate
that annual tax revenue could reach $955 million when the mine is at full production.”™"

There are many mineral deposits that the Afghan government can make available to
development bids. These mines could bring in not only revenue for the government, but also
jobs for its people.

® Hajigak Iron Mine

o The Afghan government recently opened up the Hajigak iron mine for development
bids. It is estimated that 60 billion tons of ore are buried beneath the surface and lies
approximately 60 miles west of Kabul in the Bamyan province.™*"

o According to Afghan Minister of Mines Wahidullah Shahrani, Hajigak is expected to
generate substantially more revenue than the Aynak copper mine.™*"

o With China, India, and Russia all expressing interest in acquiring rights to the mine,
Afghanistan is in a strong negotiating position to secure a lucrative deal.”™™""

e Gold
o Gold deposits in Badakshan province are significant enough to provide a source of
local industry and employment.

o The precious metal could be easily exported utilizing the forthcoming railroad north
into Tajikistan.”™*""
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o  Uranium

o There is a uranium deposit located in Helmand province, which could prove to be
extremely profitable should the security situation improve.”"™"

o Uranium is desired in many countries, and could be transported to Kandahar using
the Ring Road. From there, it could either be shipped out of the provincial capital's
airport, or continue south to the Pakistani border to Spin Boldak and Chaman to
connect to the Pakistani railroad system.

o  Marble

o Some experts estimate that billions of metric tons of marble exist untouched
throughout Afghanistan.™*"*

o In Herat Province, Chest-e-Sharif district, the Chest-e-Sharif marble mines produce
marble of global quality.

o In 2009, U.S. entrepreneurs explored investing in Afghan marble mines.

o The deal included all-weather improvement to a 120km stretch of Highway 2; this
part of the road network links Herat to Kabul without going around the Ring Road
and saves 3-4 days of travel.™

The mining industry offers the Afghan government the possibility of a stable, long-term, and

lucrative source of revenue. For example, the Aynak copper mine alone has the potential to cover
almost 25% of the government’s current financial gap. The Hajigak mine is expected to generate
even more revenue, despite iron ore’s current low price. Precious metals, like gold and uranium,
have the potential of generating significant revenue. With smart negotiations and contracts, the
Afghan government has the opportunity to secure financial independence and generate the needed
revenue to extend its influence throughout the countryside.
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