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The development strategy for the candy sector hinges on the 3 following objectives:

1. Support the development of local candy production in terms of quality and
quantity.

2. Develop the business acumen of Afghan candy producers.

3. Organize producers into professional associations to promote a business-
friendly environment.

Locally produced
unwrapped candlies
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Strategic Objective 1: Support the development of local candy production in
terms of quality and quantity.

Support interested small and medium-sized producers to enter the wrapped
candy market since this market segment is much more value-adding.

Provide financial assistance through an easier access to credit to acquire new machinery
such as packaging facilities.

Promote, in partnership with the Ministry of Public Health, improved sanitation
practices. This can be done by providing access to information and access to higher
quality raw materials, as well as training on packaging and storage practices necessary to
ensure higher quality products.

Trainings can be provided through business development centers located in the
main cities with experts providing training on specific subjects: preparation of
credit files, inspectors from the Ministry of Public Health presenting the regulations and
quality production standards, etc. These services should be provided nationwide
since candy production is very widespread in the country.

The re-development of the sugar industry in Afghanistan would also be a strong
asset for the stimulation of the candy manufacturing industry.
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Strategic Objective 2: Develop the business acumen of Afghan candy
producers, with the goal of creating a sector that competes effectively with the variety
of quality imports entering Afghanistan.

Provide training in marketing, strategy and finance. Emphasize the practice of
seeking and eliminating bottlenecks in the manufacturing and distribution processes.

Develop innovative business ideas, such as directly catering to low income
consumers by selling small packages that can be purchased for a very low access price.

Plan educational trips so that producers can learn about candy manufacturing
processes in other countries.

Permanent staff at the business development centers should provide continuous
assistance on daily management issues (sourcing of supplies, accountability, etc.)
shared with entrepreneurs from other sectors (E.g.: cakes).

Bags of Naqul
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Strategic Objective 3: Organize producers into professional organizations to
promote a business-friendly environment for the development of the candy
manufacturing industry. Such an organization could:

Allow candy producers to lobby more effectively for more favorable trade policies,
especially concerning raw material imports.

Educate its members about sugar imports into Afghanistan, with candy
manufacturers made aware of different prices and quality of different sugars (E.g.: beet
sugar vs. cane sugar, Brazilian vs. Pakistani) and how they can proactively diversify
suppliers.

Negotiate with other actors both within the candy sector and in other
industries (E.g.: renting space in a milk truck) to ship candies more inexpensively to
rural areas of Afghanistan.

Offer the possibility of buying raw materials and equipment collectively to
ensure higher bargaining power.

Support services could also be shared among the local producers to look into the
opportunities for exporting locally produced candies.
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Economic

Social

Assuming all Afghans reach
the level of candy
consumption of the current
majority (52% of the buyers
consume between 0.11-0.25
Kg/week), the overall
candy market for
wrapped and unwrapped
candies would amount at
least to 130,000 MT/year
or $130 Mn for an average
price of $1/Kg.

Import substitution
dynamic.
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Job creation through the
development of new
candy manufacturing
facilities and expansion
of existing ones. The
industry could count up to
7,500 — 10,000 employments
assuming it would reach the
same size as the cake
industry (see “Potential
Impact”, cake sector).

Development of business
skills and more
sophisticated production
methods among the
producers.
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Business Climate Opportunities

Business Climate Constraints

Impressive economic growth (est. non-
drug GDP growth of 14% in 20051); yet
coming from very low levels.

Afghan industry is recovering, with
increased employment, capacity
utilization, and sales in recent years.

Major investment in roads (E.g. ring
road), has strongly reduced travel time

between some of the provincial capitals.

Afghanistan’s financial system is
recovering and some financial
institutions are expanding their financial
products to SMEs.

Regulations to start up a business are
limited enabling easy creation of a legal
entity (compared to other countries in
the region).

1: World Development Indicators database, April 2007.
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The political/security situation remains
unstable.

A clear regulatory framework for running
a business is lacking.

High reported level of nuisance taxes
(corruption).

Road conditions are improving, but still
poor. Transportation costs are high. Lack
of access to power is another major
obstacle for businesses in Afghanistan.

Informal financial credit such as
borrowing from friends or relatives is the
most accessible to SMEs. However, it is
not adapted to long term private sector
development both in terms of volumes
and duration of the credit.

As a result of war, brain-drain, poor
access to education, there is a shortage
of skilled labor.
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The vast majority of private sector activity in Afghanistan is informal:

Ch . . Business Environment
altai

consutting  Creating a Legal Entity

Private sector activity is dominated by informal family-owned micro-enterprises, mostly
involved in trading and basic services.

Registering a business is easy in Afghanistan, according to the World Bank’s 2005 “Doing
Business Report”. In fact, poor enforcement means that most companies are not affected by
registration requirements.

Different legal entities exist in Afghanistan?:
Legal Entities

Suitable for SMEs?

Corporations: Company whose capital is definite
and divided into shares, with the financial liability of
each shareholder limited to the proportion of his
share in the capital of the company.

Limited Corporation: Company whose capital is
not divided into shares but the responsibility of each
partner is limited to his promised share.

Partnership: Companies with two or more owners
who have collective responsibility to pay the debts of
the company.

Sole Proprietorship: Most popular type of company

in Afghanistan.

No, too complicated and expensive to establish a
corporation. Only large companies register as
corporations (E.g.: Ariana Airlines and Kabul
Bank).

Yes, although it is more complicated to establish
a limited company than a sole proprietorship or
partnership. Investors are protected from
liabilities when the company cannot pay its debts.

Yes, but since partners are collectively
responsible, they need to have a good working
relationship.

Yes, especially for small shops. Easy and
inexpensive to create.

1: Source: Legal Guide to Doing Business in Afghanistan, CIPE, ang’sﬂlta/ analysis, April 2007.
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Access to land and ongoing land disputes are a large bottleneck for firms in
Afghanistan. Industrial Parks can provide a solution for the “happy few”.

Very complicated process due to large-scale land property rights issues:

Successive regimes (Soviet, Mujahiddeen, Taleban, etc.) have granted different property
rights for the same piece of land, therefore several individuals claim ownership of the
same land.

Lack of certainty about land tenure discourages current businesses from making large
investments, while prohibiting new, especially foreign, investors from entering the market.

Number of days to register property in Kabul has been estimated at 252 (compared to
118.6 in the region and 31.8 in OECD countries?).

Industrial Parks:

Provide property without issuing land titles and usually offer more reliable utilities such as
water, electricity, sewage, etc. than in other areas of the city.

The Bagrami Industrial Park (near central Kabul) has attracted its first companies, while
the Mazar and Kandahar Industrial Parks are practically ready for sale and lease of their
plots. Future Industrial Parks will include Kamari (near central Kabul) and Hisar-e-Shahi
(near Jalalabad City).

Actors involved in setting up these Industrial Parks are the Industrial Parks Development
Authority (under the Afghanistan High Commission for Investment), Afghanistan
Investment Support Agency, and donors (E.g.: USAID, The World Bank).

1 World Bank, 2006, “Doing Business in Afghanistan’. 285
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Compared to other countries in the region, the rudimentary tax system in
Afghanistan is favorable to private sector activity. Yet, “informal taxation” is a
serious issue: corruption is endemic.

To pay taxes, a company needs a Tax Identification Number (TIN) which is received from the
Ministry of Finance, when creating a legal entity.

Total tax rate (% of profit) for Afghanistan in 2006 was 36.3, compared to 43.4 in Pakistan
and 47.8 for OECD countries?.

Payment of bribes, according to a World Bank survey of 338 firms, accounts on average for
8 percent of sales value?.

Taxes?:
Corporate Income Tax: 20% of net profit.

Wage Withholding Tax: 0% of salaries for salaries up to $250/month; 10% for salaries
from $250 up to $2,000/month; and 20% for salaries over $2,000/month.

Business Receipts Tax: Imposed on gross receipts of all types of income of corporations.
Varies between 2%, 5% and 10% of gross receipts (sales).

Fixed Taxes on Small Businesses.: For small businesses with unclear record-keeping, and in
lieu of the Corporate Income Tax and BRT. Fixed taxes vary between 2% and 6% of sales.

1: World Bank, 2006, "Doing Business in Afghanistan”, based upon medium-sized company.
2 World Bank, 2005.
3. Ministry of Finance, Afghanistan. 287
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Despite a simplified tariff structure, trade is hindered by a burdensome
customs administration, high transportation costs, lack of (cold) storage
infrastructure and poor trade finance.

Since recent reforms (2004), Afghanistan’s trade policy is more open.
Simplified tariff structure, ranging from 2.5 to 16%.

Yet, there are a lot of obstacles to trade, including a burdensome customs administration
and high transportation costs.

The customs tariffs are sometimes unfavorable to manufacturing, with higher tariffs for
imports of raw materials compared to the finished goods.

The Government has started to use customs tariffs as a way to protect local production from

imports (E.g.: It has increased the tariffs on imported milk, to protect local production, from
2.5% to 10% end of 2006).

Customs Tariffs?!:
2.5% of costs of goods sold (essential food and non-food products).
5% of costs of goods sold (raw materials and capital goods).
8% of costs of goods sold (petroleum sector).
10% of costs of goods sold (semi-manufactured products).
15% and 16% of costs of goods sold (for respectively luxury and non-priority products).

1: Ministry of Finance, Afghanistan. )88
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Although efforts are made to implement new “pro-business” legislation,
this process takes time. Most businesses now rely on informal dispute
resolution and work in an unregulated business environment.

In general, businesses do not rely on the formal judicial system to resolve disputes; they
instead rely on the decisions of tribal leaders or shuras.

Many basic laws, such as a bankruptcy law, are still lacking. Yet, the General Dept. of Huqooq

(Rights) of the Ministry of Justice settles disputes for real and legal persons arising out of,
among others, debts.

Most regulatory frameworks are nascent, and regulatory bodies lack capacity for enforcement.

Most securities are not enforceable, which represents an important bottleneck for the
development of credit to finance private sector development.

Regulated Sectors:

Telecommunications (last 2 licenses were sold for $40 Mn each by Afghanistan Telecom
Regulatory Authority, ATRA).

Manufacturing (special licenses are needed for operation of printing presses and
manufacture of pharmaceuticals).

Health Services.
Financial Services, etc.
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Access to finance has been a bottleneck for the development of SMEs in the country.
Large banks provide credit to large corporations while microfinance institutions provide loans only
to very small enterprises, therefore there is a gap in terms of SME financing.

Furthermore, the weak legal framework renders any loan security difficult to enforce in case of
default.
SMEs can offer very limited guarantees on their loans.

Informal Lending:
Friends
Relatives
Business partners

Hawalas:
System based on personal connections
Short term lending (from a few days to 1 month, generally)
No interest rates (commissions on exchange rates)

Financial institutions:
14 commercial banks licensed by Da Afghanistan Bank
Corporate and individual accounts

Offer secured transactions: loans with collateral (£.g.. land, pledge on contract receivables, etc.), up to
three year duration

Some financial institutions are developing new financial products adapted to SMEs which constitute the
bulk of the Afghan economy (E.g.: Afghan International Bank, the First Micro Finance Bank)

Afghan Renewal Fund, managed by ACAP Partners, offers equity and credit financing to Afghan SMEs
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Unreliable or insufficient power supply is one of the major obstacles for doing
business in Afghanistan. War, brain-drain, and poor access to education has
resulted in a shortage of skilled labor in Afghanistan.

Infrastructure:

Major investments in the “ring road” (Afghanistan’s main road connecting its major population
centers) have significantly reduced travel times between Provincial Centers; yet, not all segments
of the “ring” have been completed and rehabilitation of secondary roads still has a long way to
go.

Unreliable or insufficient power supply is one of the key constraints for many businesses. Most of
them have to rely on generators, as they are not connected to the public grid (household access
to public electricity is 4% in rural and 66% in urban areas?).

Human Capital:
Literacy level in Afghanistan is low: 16% for females, 31% for males!.

The overall education level is low, with only 1/3 of the workforce in Afghan enterprises having a
secondary education level or higher2.

During the war, most of the skilled labor fled abroad, yet, some returnees bring back essential
skills.

1: NRVA, 2005.
2: World Bank, 2005. 292
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Total sample size: 1,200 interviewees.
Targeted interviewees: decision maker in the family on food items (Father: 68%o0).

The sample does not represent districts that were excluded because inhabitants were
found not purchasing products of the ASMED survey?, or because of security and
logistical constraints.

Badakhshan
— Balkh Daily subsistence through family income: 69%
Illiteracy: 41.8%

Daily subsistence through family income: 81%
Illiteracy: 31.5%

[ ol
~
2 Herat “ Kabul
Daily subsistence through "} Daily subsistence
family income: 63% - through family
Illiteracy: 38.8% * .¢ income: 79%
Nangarhar

N Illiteracy: 28.3%
Daily subsistence through family income: 54%
Illiteracy: 35.1%

Kandahar ‘
Daily subsistence through family

income: 69%
Illiteracy: 44.1%

1: Based upon 2005 National Risk & Vulnerability Survey (NRVA).
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Interviewers were instructed to interview the decision maker on food items. 68%0 of
the interviewees are the father in the family. The average age is 39.3 years old.

Position in your family

Father M Eldest son Son

68%

H<=24y.0. 25-34y.0.
100% -
23% 25% 24%
80% -
60% A I I I
40% A
22% 17%
28%
20% A I I
0% .

Age

m35-50y.0. 51+ y.o.

0
24% 16% 22% 20%

18%

26%
25%
29%

Total Kabul Nangar.

sample
295
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38% of the sample is Pashtun; 49%b is Tajik.
The sample represents an urban-rural split of 59%6 - 419%6?.

W Pashtun

100% - 4%
0
5% 1%
3% !

80%

49%
600 { PP

40% -

20% - 38%

What is your ethnic group?

Tajik m Uzbek

2%
6% 17
2%

19%

66%

68%

23%

Hazara

82%

Urban vs. Rural

® Turkmen W Other Urban M Rural

4% AL
2% F 1%
o

15%

57%

46% 59%

34%
25%

00/0 T
Total
sample

Kabul Nangarhar Badakhshan

1:The high percentage of urban interviewees
Bakh Herat Kandahar |(compared to the national level urban-rural split) is
mainly due to the selection of highly urbanized
206 provinces, (E.g.: Kabul).
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32% of the sample received no schooling; this figure being particularly strong in
Kandahar. 34%0 of the interviewees are illiterate; in rural areas this figure is 49%o.

Level of Education Illiteracy

B No schoolin Primary (1st to 6th grade)
= Secondary (7th to Sth grade) High Sthool (10th to ot grade) W I cannot read
University (any amount) m Other
M Islamic studies [If Yes. I can read. ]
100% - 298 10 1% o - "
?1% % g0 5% 4%~ 100% Dari: 94%
Yo
17% 4% 11% 0% 11% Pashto: 65%
80% - 26% 2o 9% . 80% A Urdu: 8%
23%
28% .
29% 22%
60% - . - 60% -
0,
. 16% 28%
400/0 . 170/0 110/0 400/0 T
14% 12%
20% - 2% 20% -
% 32% S 33% 0% 34%
27% 27%
00/0 T T T T T T 00/0
Total Kabul Nangarhar Badakhshan  Balkh Herat Kandahar Total Urban Rural
sample
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The most common occupations are shopkeeper, farmer, daily worker and student who
altogether represent more than 50%6 of the sample. In urban areas, shopkeeper is
most common, while in rural areas farmer is the most common.

B Shopkeeper © Farmer M Daily worker m Student

40% 40% -
31%
30% 30% A
", 20% L 9%
20% . 20% - °
E 14%
. 11%
10% - 10% - 8%
- 4%
~: 1% I
0% 0% :
Qe( ) \(\?,( 66(\ (\e( \\e C\ \(\ \\ \\ (22 66 \(\e Urban Rural
Q\(\ee @“f\ Qo xS - W o™ & ,‘e;o(' Q\O \\\QO Q\o\\ Q\o\\ od
o 06\\ o &€ e((@e}\ o o \r\\{@ \ W &
6(03\\ o) o N\

3%
Qe 298
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449 of the households interviewed have an average monthly household (HH)
expenditure level of 5,000-10,000 Afs.

Average monthly household expenditures Urban vs. Rural

W <= 2,500 Afs W 2,500 - 5,000 Afs 5,000 - 10,000 Afs # people in HH:
10,000 - 20,000 Afs > 20,000 Afs U :
' ' ' rban: 8.9
Average: 13,726 Afs el G
ural: 9.
100% | gz 304 3% 2% 4% 100% 6% 7%
130/0 eWEEEEERE,
20% .y . .
26% 26% o : : 21%
80% 1 29% 32% 80% 1 I 340 : °
33% . .
27% : :
600/0_ 600/0_ Qumunnnnn®
0 0
_— 459
40% - Rk - 40% -
; 41%
20% - 20% - : :
0% |+— Bl : e g BN Bl |
Total Kabul NangarharBadakhshan Balkh Herat  Kandahar Urban Rural

sample
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28% of the sample has difficulty finding daily subsistence through the family income;
this figure is particularly high in rural areas (40%0).

Is your family alc_JIe _to find rooz/ (daily subsistence) through Urban vs. Rural
family income (whole year round)?

M Yes, always Yes, usually No, not usually | No, rarely
100% 1 - 304 _ 100% A - :.--u‘.
18% 1o 19% I . 13% E E
o | 20% : 80% A . E
80% 20% - 30% -
20% . .
23% 0 : :
60% - i 60% - Csmmnnnnn?®
30% 53%
46% 57%
i 37%
40% A o 479, 40%
30% 67% o
20% - I I 20% -
00/0 T T T “ T T l T 00/0 a T 1
Total Kabul NangarharBadakhshan Balkh Herat  Kandahar Urban Rural

sample
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Main Criteria

Secondary Criteria

Current size of internal market
(demand)

Sizeable current production capacity
Presence of a comparative advantage
Significant potential for future growth

Potential for SME and start-up business
development

Value adding activities
Labor intensiveness

Potential social dimensions

Potential to benefit from current Afghan
resources

Likely institutional support
Low required capital investment
Low required human capital

Relatively low need for access to
technology

Access to market

Cost of transportation
Environmental factor

No duplication of current effort
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AISA — Afghanistan Investment Support Agency MoPH — Ministry of Public Health
ALP — Alternative Livelihood Program NGO - Non-Governmental Organization
ANDP — Afghan National Development Polls OPIC - Overseas Private Investment Corporation

ASAP — Accelerating Sustainable Agriculture Program

ASMED - Afghanistan Small and Medium Enterprise
Development

RAMP — Rebuilding Agricultural Markets Program
SME - Small and Medium Enterprise

SWOT - Strengths, Weaknesses, Opportunities and Threats

AVA — Afghan Veterinary Association (Analysis)

BRT ~ Business Receipts Tax UHT - Ultra High Temperature Treatment (for milk)

CCP - Cyclic Citrullinated Peptide (a food preservative) ) )

USAID - United States Agency for International Development
USDA — United States Department of Agriculture
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WFP — World Food Program
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CRS — The Catholic Relief Services

DAI — Development Alternatives, Inc.
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GDP — Gross Domestic Product Af/Afs — Afghani/Afghanis (1 m — Meters
) _ Afghani = 0.02 US Dollars) .
GGIP — Gem and Gemology Institute of Peshawar, Pakistan Bn — Billion m3 — Cubic Meters
- i i i Mn — Million
GIAI — Grain Industry Alliance International Carat — 200 milligrams (for use in _
HACCP — Hazard Analysis and Critical Control Point gemstones) MT — Metric Tons
HH — Household g — Gram p — Persons
. . . : Rps — Pakistani Rupees (1
- Kg - Kil
HLP — Horticulture and Livestock Project (of the World Bank) g |-ograms Rupee = 0.81 Afghanis or
IFC — International Financial Corporation Km — Kilometers 0.017 US Dollars)
I0 — International Organization KVA - Kilovolt ampere sqm — Square Meters
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