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nificance and Role in

guthor: Fazl Wali Sherani
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Introduction
A robust economy stands as a
universal aspiration for every nation,
holding the key to a country's
prestige, international standing,
involvement in global affairs, and the
level of respect and acceptance both
domestically and internationally. This
recognition of economic power has
gradually become clear to the people
Afghans

acknowledge the immense potential

of  Afghanistan. now
for economic development within
their nation, with the belief that every
Afghan has a rightful claim to a
prosperous economy.

the

Afghanistan's economy has endured

Over past four decades,
significant setbacks due to a series of
challenges, including occupation,

armed conflicts, political and security

00006 o
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instability, and devastating droughts.
Throughout this period, the nation has
faced profound transformations,

inconveniences, occupations, and
disruptions. Among the multitude of
challenges, one glaring deficiency was
the

investment,

inadequate groundwork for
particularly  foreign
investment, which severely hampered
economic growth. If there had been a
conducive environment for
investment, especially from foreign
sources, the fragility of our economy
would not have been as pronounced.

Nonetheless, despite the challenges
encountered during the resurgence of
the Islamic Emirate, Afghanistan has
made commendable strides in
economic development, particularly
in the sphere of investment, more

specifically in attracting foreign

-

investment. This progress has been

achieved despite international
community-imposed sanctions, asset
freezes by the United States, and
restrictions on the banking system. To
date, various countries and numerous
foreign enterprises have
demonstrated interest in investing in
arange of infrastructure, services, and
public facilities, with some projects

already in motion.
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Additionally, concerted efforts have
been made to encourage foreign
investment and foster state-level
economic  cooperation. Diverse
delegations from around the world
have engaged in discussions with
Afghan officials to initiate economic,

commercial, and various

Investment

Investment plays a pivotal role in
fostering economic growth. To
comprehend the essence of

investment, it's essential to establish a
clear definition. In economic terms,
investment pertains to the allocation
and utilization of assets over a period
with the intention of enhancing their
value. In the contemporary Afghan
landscape, discussions surrounding
investment have grown more
prominent. Investments come with
analytical

specific  prerequisites,

methodologies, guiding principles,
evaluation criteria, and it's a nuanced
undertaking that demands prudence.

There two

categories of investment: domestic

exist fundamental

and foreign. Domestic investments

encompass those undertaken by the

These

endeavors have not only aimed to

infrastructure projects.
enhance bilateral relations but also to
make substantial advancements in
these areas. This article will delve into
the essence of investment, its role in
bolstering the economy, the pivotal

considerations for attracting

government or the private sector in
legally profitable enterprises. Foreign
investments, on the other hand,
involve foreign private companies or
individuals participating in legitimate
business activities, always within the
the

overarching goals. In this context, our

ambit  of government's

focus primarily revolves around
foreign investments, which constitute
the core theme of this article.

The majority of investments take the
form of joint ventures or mixed
investments, involving a collaboration
of both the public and private sectors,
as well as foreign and domestic
stakeholders. Itis noteworthy that the
Afghan government has steadfastly
maintained a limit of 49% for foreign
investments in

companies or

economic ventures.

dpmea.gov.af/ps

investments, and the Islamic Emirate's

concerted efforts in this regard.

- -::.-:' - o
This decision stems from concerns

that arose after the Second World
War, a period that ushered in a new
era of foreign investments. As time
progressed, the heightened activities
of multinational corporations
worldwide during the 1970s became a
source of apprehension for some
economists. National companies were
selectively establishing themselves in
regions offering favorable conditions
for their operations, a trend that was
increasingly influencing the global
political landscape. The trajectory of
multinational companies suggested
that, with their extensive support and
far-reaching operations, they could
rapidly assume a dominant role in the
host country's economy, potentially
gaining an inordinate degree of
control over the global economy.
These apprehensions surrounding
foreign investments continue to be
subjects of careful scrutiny and
developing nations.
the

aforementioned regulations can serve

concern for

However, adherence to
as a safeguard against such potential
risks.

Now, let's delve into the different

categories of foreign investments:

. €
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Foreign Investment and Its Categories
The foundation of any society's or
nation's economy rests upon the
bedrock of investments. Investments
are the catalysts for production,
uniting people's efforts and activities
towards economic vibrancy. Some
directly in

individuals engage

production processes, others are

involved in the supply of raw

Private Foreign Investment:

Private foreign investment
constitutes financial assets that are
relocated from one country to
another, typically by individuals or
private companies, and the returns
from such investments accrue to the
private investors. This category of
investment encompasses two primary
forms: direct foreign investment and
indirect foreign investment.

Direct Foreign Investment: Direct
foreign investment involves foreign
investors making capital
contributions directly in the host
country, with the anticipation of
future profits. In this form of
investment, investors assume direct
managerial control and financial
responsibility, often involving their
physical presence within the host
country. Legally, direct foreign
investment comprises two distinct
components: independent or
permanent foreign investment and
joint foreign investment. Independent
or Permanent Foreign Investment:

This type of investment is

00006 o
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materials, some specialize in
marketing, and still others contribute
in various capacities. All these facets
find their origins in investments,
highlighting the need to encourage,
support, and promote investments as
the lifeblood of the economic system.
Foreign investments hold significant
importance for developing countries,

primarily due to limitations faced by

characterized by foreign companies
with 100% ownership by foreign
investors. In essence, domestic
investors play no role in this type of
investment, granting foreign investors
complete autonomy. Some foreign
investors are particularly inclined to
capitalize on the host country's
economic challenges and opt for this
form of investment. Joint Foreign
Investment: Joint foreign investment,
on the other hand, is a collaborative
endeavor in which both domestic and
foreign investors share investment
costs and income proportionate to
their respective capital contributions.
Although some countries still permit
foreign investors to maintain 100%
this
diminished in favor of shared foreign

ownership, practice  has
investment.

Indirect foreign investment,
however, involves the acquisition of
financial instruments, such as stocks,
that are issued in the host country's
currency. This form of investment may
also encompass loan agreements,

where the investor receives a

-

domesticinvestors in amassing capital

for comprehensive national
investment. Foreign investments can
be categorized into two main types:

1. Private Foreign Investment

2. Official or General Foreign

Investment

document specifying the investment's
returns and duration. In accordance
with the contract, annual profits are
disbursed, and the original investment
is returned after a specified period.
Indirect foreign investment s
characterized by foreign investors
importing their capital to the host
country through the acquisition of
shares or loan instruments. Investors
hold ownership rights and voting
privileges commensurate with their
share of the investment, while profit
and loss are equally distributed. As a
result, this type of investment is
risk and

associated with lower

administrative responsibility, making
it highly
investors.

appealing to foreign
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Official or General Investment:

Official or general foreign investment
is governed by official government
decisions and agreements, taking two
primary forms: Bilateral Agreements:
is the

agreements

This type of investment
outcome of mutual
between two countries or their
central banks, often structured as
loan agreements or foreign aid.
Money is transferred between

countries through international
organizations like the World Bank, the
International Monetary Fund (IMF),
and others. While a portion of these
loans is directly provided to the
borrowing country for use in any
sector, many loans are conditional.
The lending country or organization
dictates the specific utilization of the
funds. Only after multiple stages of
scrutiny and demonstrated
compliance with the terms of
consumption are these loans
disbursed to the recipient country.

In attracting foreign investment,

several key factors deserve

consideration, which will be explored

further.

Economic Stability: Investors
prioritize economic stability, as it
mitigates the risk of future

investment losses. In countries with
stable inflation rates and economic
conditions, investors

can more

accurately forecast their future
expenses. Conversely, in economically
unstable and chaotic environments,

investors are hesitant to commit

00006 o
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capital. To attract foreign investment,
nations must foster a stable business
and economic climate.

Low Taxes: Tax rates hold significant
importance in foreign investment
decisions. High tax rates dissuade
investors, as they result in a larger
portion of profits going to the
government through taxes. Moreover,
high
incorporate additional costs into the

taxes lead investors to

prices of goods, causing price
inflation. Hence, countries with lower
tax rates are generally deemed more
favorable for investment.

Skilled Workforce: A professional and
well-trained workforce is a critical
asset for  attracting foreign
investment. In countries where the
labor force lacks essential skills,
investors must allocate a portion of
their capital to train employees, which
can negatively impact their overall
capital. Inadequate workforce skills
lead to reduced productivity, further
affecting  profitability. However,
countries with highly skilled labor
forces provide an incentive for

investors to engage promptly.

Competitive Wages: Some countries

impose minimum wage requirements,
mandating that companies and
enterprises do not pay wages below a
specified threshold. Such regulations
increase production costs, often
leading to layoffs as producers seek to
lower expenses and bolster profits.
Government intervention in wage
policies can encourage foreign
investors to consider the nation as an
investment destination. Therefore,
decisions promoting favorable wage
conditions for foreign investors are
necessary.

Legal Framework: Every country
establishes distinct rules and laws to
its social

govern governance,

dynamics, and economic affairs.
However, certain regulations and laws
may not be in the country's best
interest. When regulations and laws
excessive  burdens

impose on

investors and businesses, it is
apparent that these mandates elevate
Notably, the

increased production are

production costs.
costs
absorbed by consumers and families,
ultimately negatively impacting the
general populace. Stringent rules and

laws can also deter foreign investors.
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Therefore, it is imperative to establish

regulations and laws that are
conducive to the nation, its citizens,
that

investment.

and encourage foreign
Security: National security stands as a

primary factor in attracting foreign

Foreign Investment and Its Economic
Contribution:

When delving into the perspectives of
economists, it becomes evident that
the flow of capital across national
borders and investment in foreign
countries is a reflection of economic
relations and international trade
among nations. Researchers in this
field examine not only the direction of
capital movement but also the
dynamics of investment flow, its
causes, and the associated effects.
Developing nations actively
encourage or seek foreign investment
as a means of promoting economic
growth. This is because increased
investment fosters economic
development and prosperity. Often,
domestic investment in developing
countries falls short or lacks the
momentum required for rapid
economic expansion, making foreign
investment a critical component in
achieving this objective.

Foreign investment plays a pivotal
role in the economic growth of a
nation. It generates a multitude of job
opportunities in the host country,
rates.

reducing  unemployment

Additionally, foreign investment
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investment. In regions where investor
security and business operations are
uncertain, foreign investors are
reluctant to engage. Weak overall
security can trigger capital flight not
only by foreign but also by domestic

investors, seeking safer investment

brings new technologies and skilled
human resources to the country,
enhancing worker productivity and
contributing to business growth. This,
inturn, elevates the standard of living,
fosters economic development, and
ultimately ensures economic stability.
Afghanistan, a country presently
classified as a developing nation, has
recently embarked on the path of
economic growth and development.
In line with the characteristics
with
Afghanistan

commonly associated
developing countries,
faces a capital deficit, as domestic
resources alone are insufficient for

the swift advancement of its

-

havens. Additionally, practices such as
free trade and credit facilities can
further facilitate foreign investment.
It is essential to recognize that
investment, both domestically and
from foreign sources, significantly

influences a country's economy.

economy. Foreign investment is thus a
crucial avenue for achieving economic

growth and prosperity. By effectively

attracting foreign investment,
Afghanistan can undertake
infrastructure  projects, extract
natural resources, bolster its
industrial sector, mechanize

agriculture, and advance various
Such

endeavors are poised to cultivate a

other economic domains.
robust economy, driving the nation
toward development and prosperity.
In the following section, we will
explore the initiatives undertaken by

the Islamic Emirate of Afghanistan to

attract foreign capital.
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The Islamic Emirate's Endeavors to
Attract Foreign Investment

In the contemporary world, numerous
developing nations have extended
invitations to foreign investors. The
objective behind this is to bolster their
capital structures and augment the
investment within their
At
is emblematic of the
between

countries and the broader wave of

level of

borders. present, foreign
investment
economic convergence
globalization. Every investor, be it

domestic or foreign, exercises
prudence when deploying their
capital. For us, the welfare of the
the

projects stand as

public and realization of
developmental
paramount objectives on our path
towards development.
the

significance of foreign investment, the

Recognizing value and

Islamic Emirate has dedicated its
efforts to
prospects for foreign investors.

create  investment

A noteworthy milestone occurred
when agreements worth $7 billion
were signed for the extraction of
Herat's Ghorian Iron Mine, Ghor's
Lead Mine, Takhar's Iron Mine, the
Samti Gold Mine, and the Second
Mess Aynak Copper Mine in Logar.
These investments have been made in
collaboration with investors from
Turkey, Iran, and the United Kingdom,
alongside domestic investors. The
drive to attract foreign investment

extends beyond the business realm

00006 o
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Several factors make Afghanistan an
enticing destination for foreign
investments. These include overall
security, the abundance of natural
resources, a government that is

conducive to investment, a youthful

and cost-effective workforce,
favorable business operating
expenses, seamless international

market access facilitated by regional
connectivity, bilateral and multilateral
trade agreements, a trade-enabling

environment, a market ripe with

untapped potential and limited
competition, membership in the
World Trade Organization, the

establishment of a unified investment
facilitation center, lenient investment
laws, and attractive tax incentives. As
a testament to these attractions,
numerous significant foreign
corporations have displayed interest
in contributing to mining, agriculture,
electricity and energy, transportation,

small and medium enterprises,

and encompasses broader efforts at
the state level. Delegations from
various nations have visited
Afghanistan, holding discussions with
officials regarding bilateral relations,
the economy, trade, and the initiation
of infrastructure projects. Notably,
high-ranking government officials
Uzbekistan,

Kyrgyzstan, Iran, and China have

from  Turkmenistan,

embarked on official visits to

Afghanistan, participating in

conversations that span political,

-

customs, airports, transit, industrial
zones, railways, and various other
sectors. Agreements have already
been inked with several companies in
fields like gas pipeline extension,

expensive and semi-expensive coal

complexes, the establishment of
economic zones, information
technology, and more.

Implementation of these projects is

set to commence in the near future.

economic, commercial, transit,
railway, and infrastructure projects.
These interactions reflect the pursuit
of mutual economic objectives.

In addition, senior officials from the
Islamic Emirate have embarked on
engaging  with

government officials, investors, and

foreign visits,
businesspeople to attract investment

to Afghanistan and explore
opportunities for mutual benefit. This
proactive approach demonstrates our

dedication to fostering foreign

+ G4k
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investment in the country. Under the
aegis of the Deputy Prime Minister for
Affairs Office, an
inter-ministerial investment

Economic

committee has been established,
serving as a pivotal initiative in
promoting and expediting the process
of attracting domestic and foreign
This

coordinates the activities of relevant

investment. committee
ministries and agencies, streamlines
investment plan phases, fosters a
conducive investment environment,
and ensures potential investors
receive comprehensive information
regarding investment projects in
Afghanistan.

Furthermore, a significant investment
agreement valued at $216 million was
between the

Beijing-Nangarhar Construction and

signed

Manufacturing Company and the
Ministry of Urban Development and
Housing. The project entails the
construction of 150 factories, creating
employment opportunities for around
13,000 individuals.

The Islamic Emirate has also signed

agreements for investment in the

Conclusion

In reflection, the factors contributing

to Afghanistan's previously weakened

economy, particularly the inadequacy

of investments, especially foreign

These
that

everyone can discern, and they stem

investment, are evident.

circumstances are matters

from Afghanistan's tumultuous

00006 o
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Amu oil field with a Chinese company,
a project that will start with an initial
$150
eventually escalating to $540 million.

investment  of million,
The contract for the Mess Aynak mine
in Logar was awarded to the Chinese
MCC company, expected to directly
and indirectly employ thousands of
individuals while increasing
government revenue through mining
activities. Furthermore, contracts
have been awarded for approximately
200 small, medium, and large mines,
with most already in the extraction
These

contributed

phase. ventures  have
significantly to
government coffers and provided
employment to thousands.

Most recently, a contract worth $142
million was signed with the domestic
Gulbahar

production. This year alone, the

Group for cement
Ministry of Mines and Petroleum has
concluded agreements for three
major cement projects amounting to
$462 million. Additionally, a Qatari
investor has secured a contract to
develop the Jabal Al Saraj cement

production plant, with a total

history over the past four decades.
The

occupation,

nation has grappled with

wars, political and
security instability, and the recurring
challenge of drought. These issues and
upheavals have cast a shadow on the
investment environment within the
country and resulted in adverse

repercussions for the overall

-

investment exceeding $200 million.
This plant will produce one million
tons of cement annually, aligning with
international standards and
positioning Afghanistan to achieve
self-sufficiency in cement production.
These examples serve to underscore
the positive impact of foreign
investment on the present and future
growth, development, and economic
stability. It is evident that the Islamic
Emirate has undertaken significant
efforts to attract foreign investment,
with the expectation of achieving
positive outcomes that will drive
economic growth, development, and

lasting economic stability in the

nation.

economy. If investment opportunities,
especially in the realm of foreign
investment, had been available during
this period, Afghanistan's economic
resilience would have been far more
substantial.
However, there is a newfound
optimism under the aegis of the

Islamic Emirate. A stable central

+ (X
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system has been established, and it
places paramount importance on
fostering the country's economic
development. Presently, Afghanistan
stands as an attractive destination for
investment, especially foreign
investment, with a favorable
environment conducive to investors
of all kinds. The fruits of these
investments are already apparent,
with progress made in various sectors,

creating employment opportunities

for thousands of individuals and
bolstering the government's revenue.
As the Islamic Emirate continues its
efforts to attract higher levels of
investment, the path to a prosperous
Afghanistan becomes increasingly
clear. With expanding investments,
the foundation for economic stability
will be laid, leading to improved living
standards and the realization of a

developed nation.
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