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I. Introduction and Context

Country Context

1. Afghanistan is one of the least developed countries in the world. Impoverished and fragile
after several decades of war and conflict within its borders, it continues to face uncertainty and
challenges on both security improvements and economic development. Its Gross Domestic Product
(GDP) per capita in 2014 was US$693. In late 2014 the Government of Afghanistan (GOA) has
embarked on a political transition under a unity government. On the security side, the Afghan
National Security Forces (ANSF) have assumed full responsibility for security since the end of

2014.

2. The political and security transition continues to take a heavy toll on Afghanistan’s
economy. Economic growth in Afghanistan has slowed sharply starting 2013. The decline in
growth, from an average of 9 percent during 2003-2012 to 3.7 percent in 2013 and 2 percent in
2014, is mostly the result of a protracted political transition in 2014 and slow pace of reforms,
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reducing investor and consumer confidence in the economy. The growth outlook for 2015 remains
weak: unfavorable weather conditions for agriculture production and lagged effects from 2014
could continue to undermine economic recovery. Moreover, the Government is still grappling with
containing a fiscal crisis which unfolded last year. The economic slowdown, compounded by
increased governance vulnerabilities and weaknesses in tax and customs enforcement, resulted in a
hefty decline of domestic revenues from a peak of 11.6 percent of GDP in 2011 to 8.4 percent in
2014. In spite of measures to restrain expenditures, the government faced a financing shortfall in
excess of $500 million in 2014, which it managed with the help of exceptional donor assistance and
by drawing down cash reserves and accumulating arrears. Consequently the government started the
year with a relatively weak fiscal position, further strained by stagnating revenues in the first quarter
of 2015. Restoring fiscal stability is critical to steer Afghanistan’s economy back on a path of
recovery and growth. This will require accelerating revenue enhancing reforms, stronger
expenditure consolidation efforts and additional financial assistance.

3. Afghanistan's national development prospects hinge on the ability of the Government to
maintain security, legitimacy, improve living conditions and promote socio-economic development.
Formidable challenges remain in poverty reduction, job creation, and service delivery in
Afghanistan during this delicate period in its transition process. GOA still remains highly aid
dependent and is under high pressure to bring about tangible improvements in the lives of the
population. Looking beyond 2015, Afghanistan’s poverty reduction and development challenges
will require progress in four key areas: (i) ensuring fiscal sustainability by mobilizing internal
revenue and securing grant assistance, and by safeguarding non-security expenditures; (ii)
supporting inclusive and job-creating private-sector led growth by unlocking the potential of the
agriculture, services, and natural resources sectors; (iii) improving the still very low levels of human
capital and skills; and (iv) continuing to strengthen institutions and governance.

4. Good transport infrastructure is a prerequisite for a stable and more prosperous
Afghanistan. Improving Afghanistan’s infrastructure is essential for accelerating economic growth
and poverty alleviation. Despite very significant investment during the past decade, the country
requires much additional investment in transport infrastructure not only to ensure basic service
delivery and enhance the quality of life of its growing population, but also to avoid a possible
binding constraint on market access, regional trade and economic growth. The post-transition
growth outlook is contingent upon a relatively stable security environment, with agriculture and
extractive industries likely to be among the key sectors driving growth. Agriculture is the backbone
of the nation’s economy, providing more than 75 percent of employment and contributing 25
percent to the GDP. On the other hand, the extractive industries sector currently accounts for only 4
percent, a very small share of GDP, but has significant potential in light of Afghanistan’s deposits
of copper, iron ore, and hydrocarbons. Unlocking the potential of both agriculture and extractive
industries sectors will require significant improvement in the transport infrastructure, in particular in
the road network.

5. Afghanistan suffers from significant transport infrastructure gaps in terms of connectivity
and accessibility. These gaps result in relative isolation of parts of the country and negatively affect
regional and internal integration and trade. The country is located at the intersection of Central Asia
and South Asia and the existing highways provide international links to Iran, Pakistan, Tajikistan,
Turkmenistan and Uzbekistan. More than 90 percent of freight and almost 85 percent of intercity
passenger transport are carried by road transport. The total length of Afghanistan’s road network is
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about 123,000 km but nearly 80 percent of the roads are not “all-season” roads. About 63 percent of

Q‘eecPé’Pa‘i'%H%W is more 3%@ 8\6% {(elggmeters away from an all-season road.

5. The functioning of Afghanistan’s economy and the country's national integration depend to
a large degree on reliable road connections across the Hindukush mountain range. The Hindukush
mountain range, with summit heights between 4000 and 7800 meters and with an east-west
extension of about 800km, stretches from the northeast of Afghanistan to the center of the country
and establishes a physical barrier between the two key economic regions which are also the most
highly populated areas: (i) the Jalalabad - Kabul region to the south of the mountains and (ii) the
Baghlan — Mazar-e-Sharif - Kunduz region to the north. Connectivity between these regions across
the Hindukush mountain range is therefore essential for the functioning of the national economy,
and for the internal and regional integration of the country. However, only two road crossings over
the Hindukush mountain range have so far been constructed:

. The main crossing is the Salang Highway (87 km) built in the 1960°s by the former Soviet
Union. It carries most of the cross-Hindukush traffic, between 5,000 and 9.000 vehicles a day, with
a very high share of large trucks. About 80% of goods and most fuel coming into the greater Kabul
area are carried from the North across the mountains on the Salang highway. It is a winding 7 meter
wide road with only one lane in each direction. Its highest point is at 3,400 meters altitude where a
tunnel (2.8 km long) crosses under the snow-capped mountain peaks. When it was built, Salang
tunnel was the world’s highest road tunnel. The road also includes about 12 km of snow galleries
(tunnel-like structures) for avalanche protection. However, heavy snowfall, avalanches, landslides
and accidents still often interrupt traffic on the road, sometimes for several days. The effects of road
closures are immediately felt in Kabul, where prices for some commaodities such as fuel may rise by
30 percent after two or three days of road closure. It has been estimated that the costs of such
closures is about US$2.0 million per day.

. A secondary crossing is the unpaved Baghlan to Bamiyan road (B2B road, 152 km) which
is used much less and mostly by smaller vehicles, with traffic volumes around 800 vehicles per day.
It was built essentially as a local road providing access to a series of villages and mining areas. It
provides a much longer cross-Hindukush connection than the Salang highway but the road is less
steep and its highest altitude is only about 2,500 meters, which makes it less vulnerable to
interruptions by snowfall. However, due to the absence of a pavement and appropriate drainage
structures, the road is often not useable during periods of rain.

6. Previous attempts for securing trans-Hindukush road connections. The Salang highway
with its tunnel and snow galleries was originally designed and built in the early 1960°s and opened
in 1964, for an expected traffic of about 1,000 vehicles a day, and for vehicles not as heavy as
today’s trucks. It was funded and executed by the former Soviet Union and the quality of the
original construction was very good, with asphalt pavement in the lower sections of the road and a
very solid steel-reinforced concrete pavement in the higher road sections above 2,500 meters
altitude. The road and the tunnel held up well during decades. However, the tunnel was seriously
damaged in 1982 by the detonation of a truck loaded with explosives. Also, ever-increasing traffic
volumes, heavier vehicles using snow chains in winter, many heavy military trucks with steel-spike
studded tires that quickly wear down pavements, and the lack of proper maintenance eventually led
to a serious deterioration of the road, especially in the higher sections that are exposed to extreme
climate, and of parts of the tunnel and the snow galleries. Several expensive repairs during the past
25 years have all been short-lived, in part due to the continued use of the road by overloaded trucks
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using snow chains in winter, and also due to the reluctance to fully rebuild the reinforced concrete
pavement which would have required partial and sometimes full closure of the tunnel during several
weeks. Such construction-related closures would be needed during the summer season, since
construction in the high altitudes cannot be carried out in winter. It was generally found impractical
to close the road and tunnel for longer periods and a more definite solution of the problem was
postponed again and again, favoring instead “quick fixes” which never lasted more than a few years.
The problem of truck overloading and excessive use of snow chains remains unresolved until today.

7. Salang pass capacity expansion. During the past years the GOA has explored with several
IFI’s (especially ADB) the much needed project to expand the capacity of the Salang pass which is
today operating beyond its nominal capacity on most days. There are several project options, some
of which include the idea of building a second tunnel parallel to the existing tunnel. This would
allow to close the old tunnel during a year or so and fully rehabilitate it, once the new parallel tunnel
would be completed. The expectation that the new second tunnel would materialize led to the
further postponement of much needed repairs and rehabilitation of the old existing tunnel and the
road. However, it has become clear that the GOA will probably need several more years to secure
the funding for a major capacity expansion of the Salang pass. This has now made the full
rehabilitation of the existing Salang tunnel and road more urgent and critical than ever before, due
to the advanced deterioration process within the tunnel and snow galleries, and on the road itself
which has essentially lost its pavement on about 30 km of the high-altitude sections.

8. Complexity of solving the Hindukush road crossing problem. The GOA has requested the
Bank to develop, fund and help manage a project which would ensure a reliable trans-Hindukush
connectivity for a time period of about 7 years, until a much larger project of a major capacity
expansion of the Salang pass can be implemented. The project is expected to have the following key
characteristics:

a) Developing and upgrading the Baghlan to Bamiyan road to become a safe and dependable
Hindukush crossing which can be used as an alternative when the Salang highway is closed due to
weather-related events or due to construction work.

b) Designing and carrying out repairs and maintenance Salang highway. This would involve
as main elements (i) various types of repairs to the tunnel and galleries which will require temporary
partial and full closures, and (ii) the construction of a new reinforced heavy-duty concrete pavement
for about 30 km length, located between 2,500 and 3,400 meters altitude above sea level.

C) Phased implementation schedules between the two sub-projects described above, to ensure
that there is a reliable cross-Hindukush road connection at all times during the implementation of
the overall project.

d) Phased construction processes on the Salang road, tunnel and galleries which will minimize
closures of the Salang passage as much as possible.

e) Packaging of civil works taking into account the local political and security situation, and
involving local groups and contractors as much as possible, especially for the Baghlan to Bamiyan
sub-project which traverses Taliban-dominated areas.

) Establishing a realistic overall time frame for the project which takes into account the risks
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and the complexity of the project. A total project implementation period of seven years is envisaged.

9. In Afghanistan, there is a general lack of a maintenance culture which has resulted in
premature deterioration of road and other infrastructure. Efficient management and maintenance is
mostly absent on a large part of the road network, especially on secondary and local roads.
Maintenance planning for the network of strategic main highways is done by the Ministry of Public
Works (MPW) and is then executed through its provincial departments (DPW). In order to address
this well-known and longstanding issue, many external funding agencies (World Bank, ADB,
USAID, DFID, GIZ) are already providing large-scale technical and financial support to MPW and
others for building road asset management capacity. The World Bank’s support in this area is
provided through the ongoing Afghanistan Rural Access Project (ARAP) and the ARTF O&M
Incentive Program managed through the Bank's governance team. It is not foreseen that the
proposed new project will include more capacity building for road maintenance, since this would be
a further duplication of the already massive support provided in this area by the Bank and the
various other external partners.

10. Beyond the narrow issue of road management and maintenance, the Government’s broader
ability to construct and operate the transport network and regulate transport services is impaired by
limited capacity, weak governance, and outdated policies. The Government, with support from
several external partners, is now planning sector reform actions (a) to consolidate the fragmented
transport sector institutions into a new Ministry of Transport, (b) to establish a Road Authority and a
Road Maintenance Fund; (c) to establish and strengthen commercially oriented, autonomous
transport sector entities that currently reside in project implementation units of various different
ministries that have mandates related to transport; and (d) to establish a coherent policy which
emphasizes good management of existing road infrastructure assets and ( e) improve the regulatory
environment for road transport services. The Bank’s Governance team has reviewed MPW'’s
existing strategy for road operation and maintenance (O&M) and has put in place an incentive-
based financial support program funded from ARTF’s recurrent account, with the objective to
support O&M. Community-based road maintenance and private sector involvement in O&M have
been investigated under the Bank-financed Afghanistan Rural Access Project (ARAP) and by other
donors like USAID, but such O&M modalities are yet to be streamlined into the government
system.

11. Key lessons. The key lessons learned by the Bank from operations in Afghanistan and in
other similar volatile environments, and especially from previous and ongoing externally funded
road sector projects in the country, are the following: (i) The chances of success are much higher if
projects are kept simple, with a small number of well-focused components that minimize demands
on weak and under-staffed institutions. In particular, duplication of similar efforts and activities
through different projects should be avoided. (ii) It is essential that a project management unit with
competent staff is in place as early as possible in the project cycle. (iii) It is too risky to adopt a
contract packaging regime that essentially relies on one or two large contractors. (iv) If the security
situation allows, the Bank’s core project team should be located in the country and undertake
implementation support more or less continuously.

Relationship to CAS

12. The proposed project is fully aligned with the Afghanistan Interim Strategy Note (ISN) for
FY 2012 to FY 2014. The ISN proposes three strategic objectives: (1) building legitimacy and
capacity of institutions; (2) equitable service delivery; and (3) inclusive growth and jobs. The
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proposed project will directly and indirectly play a role in the achievement of several outcomes
under each of the strategic objectives. The project aims to improve connectivity across the
Hindukush mountain range between Bamiyan and Kabul, through Afghanistan’s mineral belt and a
part of its agricultural heartland. This will spur economic development, foster domestic and regional
trade by strengthening the transport network and promote social integration by reducing time and
cost of travelling, particularly for the poorer citizens of the central, northern and southern provinces.
The project also directly eliminates the existing transport bottleneck for the development of some
agricultural and mining areas which is likely to create jobs for many Afghans. Improvement in road
conditions will also improve the quality of public inter-urban transport ridership, which in turn will
help women and vulnerable groups which depend mostly on public transport means. Finally, the
execution by the GOA of such a highly visible and broadly supported project providing an essential
national service, will strengthen the Government’s legitimacy in the eyes of the population.

Proposed Development Objective(s)
Proposed Development Objective(s) (From PCN)

The project development objective is improved road transport connectivity across the Hindukush
mountain range between the Kabul region and Afghanistan's Northern provinces.

Key Results (From PCN)
14. The achievement of the PDO will be measured by the following key outcome indicators:

a) reduction in travel time on the Baghlan to Bamiyan road;

b) decrease in vehicle operating costs on the project roads;

¢) reduction of number of days peryear when trans-Hindukush roads (B2B and Salang) are
closed to traffic due to weather or road conditions; and

d) direct project beneficiaries (number), of which female (percentage).

15. Key output indicators for the project will be:

a) length of non-rural roads rehabilitated / upgraded

b) earthworks completion rate

c) pavement completion rate

d) number of person-days of work created

e) fiber optic cable installed on Baghlan to Bamiyan road

. Preliminary Description

Concept Description

16. The proposed project would achieve the Project Development Objective through the
implementation of the two project components described below. The total project cost is estimated
at US$250 million.

17. Component 1: Road construction (US$240 million). Component 1 will include (i) civil
works for the rehabilitation and upgrading of two separate roads, namely the B2B road and the
Salang highway, (ii) consulting services, for the supervision of works for the same roads and for
regular technical audits by an independent international auditor to verify that road works have been
executed in compliance with the technical specifications, and (iii) goods, which will include a small
number of equipment items which MPW may need to keep the two roads open during construction.
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The MPW already commissioned and received detailed feasibility and design studies for the two
roads, which the World Bank team reviewed and which will be further refined during project
preparation. Design of the highway includes all the road safety features typically applied under
international good practice. The finalized technical design of the Baghlan to Bamiyan road will
include ducts and fiber optic cables. The new cable along this road will therefore also become part
of the "data highway" for Afghanistan and provide a backup loop for the existing trans-Hindukush
cable along the Salang highway.

It is estimated that within the total cost of Component, about US$ 170 million will be spent on the
Baghlan to Bamiyan road, US$ 55 million will be spent on the Salang highway and tunnel, while
the remainder of US$ 15 million will be spent on goods and services benefitting both roads.

18. Component 2: Institutional support and project management (US$ 10 million). This
component will be comprised of several subcomponents:

a) Road Safety. This will include a review of the existing design for the two roads with the
specific purpose of detecting and remedying any potential design deficiencies in terms of road
safety. This activity will be combined with practical training of engineers at the MPWH on road
safety issues.

b) Definition of asset management arrangements for the trans-Hindukush roads. This
subcomponent will include activities to define the most appropriate arrangements for the effective
and efficient management, operation and maintenance of the newly upgraded roads, after their
completion. This will include a study on the feasibility of introducing tolling and outsourcing the
management of the roads to the private sector. The objective is to avoid a repetition of the cycle of
quick road deterioration observed in the past due to the lack of enforcement of axle load limits,
inadequate management and maintenance, the excessive use of snow chains, and the absence of
incentives for good management. The Bank team will work with IFC to develop an appropriate
solution involving the private sector. The setup for the management of the trans-Hindukush roads
will be also developed with the added objective of generating social benefits for the communities
living along the road, such as the use of small and medium-sized local firms whenever this is
possible and efficient.

C) Information and communications campaign. This will include the design and execution of
MPW’s information and communications campaign for the purpose of building public and
stakeholder support for upgrading of the two roads. This is especially important because the
construction works will occasionally cause disruptions of the normal traffic patterns. The
communications/outreach campaign is expected to include ICT-based citizen feedback mechanisms
and will also promote road safety awareness among road users.

d) Training and capacity building. This subcomponent will include resources to fund various
types of training and capacity building for staff of the MPW and DPW.

e) Project management support, including the cost of the Project Management Unit (PMU)
operation.

IV. Safeguard Policies that might apply

| Safeguard Policies Triggered by the Project | Yes | No | TBD |
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Environmental Assessment OP/BP 4.01

Natural Habitats OP/BP 4.04

Forests OP/BP 4.36

Pest Management OP 4.09

Physical Cultural Resources OP/BP 4.11

Indigenous Peoples OP/BP 4.10

X|X|X|[X[X

Involuntary Resettlement OP/BP 4.12

Safety of Dams OP/BP 4.37

X

Projects on International Waterways OP/BP 7.50

X

Projects in Disputed Areas OP/BP 7.60

Financing (in USD Million)

Total Project Cost: 250.00 Total Bank Financing:

250.00

Financing Gap: 0.00

Financing Source Amount
BORROWER/RECIPIENT 0.00
IDA Grant 250.00
Total 250.00

I. Contact point

World Bank

Contact: Andreas Schliessler

Title: Lead Transport Specialist
Tel: 5772+310/ -

Email: aschliessler@worldbank.org
Contact: Luguan Tian

Title: Sr Transport. Spec.

Tel: 523241512/

Email: Itianl@worldbank.org

Borrower/Client/Recipient

Name: Islamic Republic of Afghanistan
Contact: Dr. Mustafa Mastoor

Title: Deputy Minister of Finance

Tel: 0093202102838

Email: mmmastoor@yahoo.com
Implementing Agencies

Name: Ministry of Public Works
Contact: Mohammad Yamma Shams
Title: Chief Executive Director Afghanistan Railways Authority
Tel: (93-700) 290-322

Email: yamma212002@yahoo.com
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VI1I. For more information contact:

The InfoShop

The World Bank

1818 H Street, NW

Washington, D.C. 20433

Telephone: (202) 458-4500

Fax: (202) 522-1500

Web: http://www.worldbank.org/infoshop
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