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Executive Summary 

What was the Recurrent and Capital Cost Operation? 

The Recurrent and Capital Cost Operation (“the Operation”) was the core program delivering recurrent cost 

support to the Government of the Islamic Republic of Afghanistan (“the government”) under the Afghanistan 

Reconstruction Trust Fund (ARTF). The Operation was established in 2002 to help finance the newly established 

government as it struggled to establish state functionality and service provision in the absence of basic revenue 

systems. Between 2002 and 2018, the Operation disbursed more than US$5 billion, financing an annual average 

of 36 percent of government’s civilian recurrent costs.   

 

The Operation was intended to achieve two central objectives. The Operation was prepared amid challenging 

and fluid circumstances during the early stages of reconstruction efforts and was used to respond flexibly to a 

range of evolving needs. In broad terms, the Operation was intended to: i) support the development of core 

state functions in the immediate post-conflict context, leading not only to improved service delivery, but also 

to the establishment of state legitimacy; and ii) support progress towards fiscal sustainability, allowing 

government to escape reliance on recurrent cost support from international partners. 

 

Outcomes were to be achieved through a range of activities under different components and mechanisms. 

Through establishing a financing window under the ARTF multi-donor trust fund with strong fiduciary safeguards 

in place (including sophisticated third-party monitoring arrangements), the World Bank intended to allow 

donors to provide coordinated support to government recurrent costs. Under this overarching framework, the 

design of the Operation evolved over time and in response to rapidly changing country circumstances and 

development needs. The Operation was extended several times, reflecting the need for continued recurrent 

cost support in the context of a continued gap between expenditure needs and revenue collections, largely 

reflecting high security sector expenditures. The Operation moved progressively from providing core recurrent 

cost support with minimal conditionalities towards incentivization of policy and institutional reforms for fiscal 

sustainability.    

• The Baseline Facility operated through the duration of the Operation and was intended to provide 

predictable and timely financing support to the government budget. Recurrent cost support under this 

mechanism was not subject to any policy or results-based conditionality, with the intention of providing a 

secure source of funds through which to meet basic operating expenses. 

 

• The Incentive Program was intended to incentivize action on behalf of government in pursuit of fiscal 

sustainability goals. Introduced from 2009, the three mechanisms of the Incentive Program (the Revenue 

Matching Grant, O&M Facility, and Structural Reform Scheme) were intended to both: i) accelerate progress 

towards fiscal sustainability by strengthening incentives facing government for the implementation of key 

reforms; and ii) provide assurance to partners that aid resources were being used to drive sustainable 

change with a clear exit strategy.  

 

• The Ad Hoc Payments Facility was intended to accommodate partners’ needs for a flexible funding 

mechanism, while still providing a basic coordination function. Introduced in 2014, the Ad Hoc Payments 

Facility was essentially a pass-through mechanism. It allowed partners to channel their resources through 
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government systems and under the Operation’s fiduciary safeguard systems even when making their own 

disbursement decisions and designing and implementing their own policy-based programs. 

Figure: Operation Objectives and Intervention Logic   

 

 
 

Source: Evaluation Team  

 

From 2017, the World Bank moved to close the Operation and replace it with a range of new projects using 

standard World Bank instruments.1 The Baseline Facility and Incentive Program were closed in 2018, followed 

by the closure of the Ad Hoc Payments Facility in 2019. This allowed for the closure of the Operation, which 

made its last disbursement in June 2020. With the closure of the Operation, this evaluation is intended to assess 

its impacts and present lessons for the design of similar Operations in Afghanistan and internationally.  

 

The evaluation is structured around an ex-post intervention logic and utilizes a range of data sources. The 

evaluation does not follow the standard structure for a World Bank Implementation Completion and Results 

Report. This reflects the unique structure of the operation and the absence of an ex ante results framework. 

Rather, the evaluation is based on an ex post intervention logic developed by the evaluation team and presented 

above. Not all aspects of this ex post framework applied throughout the life of the operation, with different 

objectives given different weights at various times in response to changing country circumstances. The 

evaluation was undertaken throughout 2020, and drew on: i) interviews with relevant staff of the World Bank, 

government, and development partners; ii) a range of program documentation, including Board documents, 

ARTF strategy documents, meeting minutes, and Implementation Status Reports (ISRs); and iii) a broad range of 

data collected from the World Bank, Ministry of Finance, and various publicly available databases.  

 

 
1 While using innovative designs reflecting lessons learned from the experience of the Operation, the 

current series of Incentive Program Development Policy Grants are fully consistent with World Bank 

policy for Development Policy Financing and can therefore be considered a ‘standard instrument’.  
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Were the objectives and design appropriate? 

The objective of providing a mechanism for coordinated aid financing in support of core government functions 

was highly appropriate. The objective reflected the need to avoid common problems of aid coordination and 

fragmentation observed in fragile state settings. These risks could be mitigated by allowing coordinated on-

budget support through a single mechanism with strong fiduciary safeguards in place.  

 

The objective of supporting progress towards fiscal sustainability over time was also appropriate. The fiscal 

sustainability objective was highly relevant given: i) risks that continued provision of high levels of unconditional 

grant support would mute or soften incentives for government to develop its own revenue-generation 

capacities; and ii) service delivery and institutional strengthening gains would not be sustainable if government 

operations continued to be entirely reliant on international grant support. 

 

The use of a flexible and evolving combination of unconditional baseline support and incentivized 

mechanisms was appropriate. The Operation design utilized an innovative range of mechanisms that balanced: 

i) the need for predictable and timely recurrent cost support; and ii) the need for rapid progress with reforms 

towards fiscal sustainability. The use of a variety of mechanisms, specific features of those mechanisms, and the 

capacity for available resources under the Operation to be moved between mechanisms provided strong 

incentives for accelerated reform while not exposing government to excessive fiscal risks in the event that 

conditionalities could not be met.  

 

Policy actions supported under the Structural Reform Scheme were mostly relevant to country challenges and 

objectives of the Operation. Supporting a broad range of reforms under the Structural Reform Scheme was 

generally appropriate, given the breadth of challenges to achieving fiscal sustainability over the period of the 

Operation. However, some reforms were only tenuously linked to fiscal sustainability objectives. A slightly 

narrower and less-ambitious program of policy actions may have been warranted.   

 

The Ad Hoc Payment Facility was a pragmatic but partial solution to coordination challenges. To the extent 

that funding through the Ad Hoc Payments Facility was channeled through the ARTF and provided on-budget, 

the mechanism supported the objective of coordinated financing for government core costs. However, because 

conditionalities and disbursement decisions were managed separately by individual partners, the AHP facility 

weakened the capacity of the World Bank to ensure predictability and timeliness in recurrent cost payments. 

 

Did the Operation deliver expected results? 

The Operation was broadly successful in providing coordinated, timely, accurate, and predictable financing 

for government recurrent costs. The Operation was highly successful in providing a source of coordinated 

financing, with a substantial proportion of total civilian aid provided through a single project.  Financing was 

provided in a timely and predictable manner, with disbursements generally stable across years, and reaching or 

exceeding government budgeted levels. Due to the use of the sophisticated fiduciary control systems, assurance 

could be provided to partners that fiduciary risks were being managed and expenditures financed through the 

Operation met World Bank eligibility criteria.   

 

The Revenue Matching Grant helped incentivize strong revenue performance. The Revenue Matching Grant 

provided strong incentives for improved revenue performance. Rapid revenue growth over the period of the 



 

iv // Evaluation of the ARTF Recurrent and Capital Cost Operation  

Operation years triggered large disbursements in some years. The Revenue Matching Grant led to intensive 

policy dialogue between government, the World Bank, and Partners on revenue performance and reform 

priorities. While attribution is difficult to confirm, it is likely that the Revenue Matching Grant had a positive 

impact on revenue performance.  

 

The O&M Facility did not incentivize increased or better-quality O&M expenditure. The O&M Facility was 

intended to incentivize increased O&M expenditure through reimbursing government O&M expenditure above 

a specified target.  The mechanism was not successful, with Government O&M spending declining over the 

period of the Operation. Planned improvements in O&M quality and monitoring were not delivered, partly due 

to the absence of planned technical assistance support.  

 

The Structural Reform Scheme drove a range of critical reforms that supported fiscal sustainability. The 

Structural Reform Scheme provided incentive payments to Government against the completion of critical 

reforms related to fiscal sustainability. The scheme was generally successful, with only two of 83 policy action 

never completed. Most supported policy actions had tangible on-the-ground impacts, reflecting the inclusion of 

critical implementation steps and the presence of accompanying technical assistance support. Only one 

supported policy action has been reversed. Examples of successful reform processes supported by the Structural 

Reform Scheme and with World Bank technical assistance through project engagements included: 

• Development and implementation of the customs reform plan. As a result of supported reforms, a 

preventive and enforcement wing was established, with a clearly defined mandate and appropriate 

structure and training. Critical HR reforms were pushed through expanding the use of competitive 

appointments, increasing training, and curtailing corrupt lateral entry practices.  

 

• Simplification of business licensing. As a result of supported reforms, the business licensing system was 

unified. Fees for business licenses were reduced very significantly, while the period of validity was extended 

from one year to three years. Digitization and simplification of procedures further eased the administrative 

burden on businesses. 

The Ad Hoc Payments Facility, on balance, likely contributed to aid coordination objectives. Payments through 

the Ad Hoc Payments Facility were less predictable, less timely, and weakly coordinated with overall Operation 

objectives. In the absence of the Ad Hoc Facility, however, partners may have channeled increased resources to 

off-budget projects, exacerbating coordination challenges further, while rendering those resources unavailable 

for the support of core on-budget programming. Alternatively, partners may have established entirely new on-

budget modalities, with their own fiduciary controls and monitoring frameworks, leading to duplication and an 

increased compliance burden for government. 

 

Was governance and supervision adequate? 

Supervision by the World Bank and ARTF partners was adequate. Governance and supervision of the Operation 

was tightly integrated with overall ARTF governance structures. Strong fiduciary oversight was a critical success 

factor in attracting partner resources. The Incentive Program Working Group became a critical joint oversight 

mechanism between government, donors, and the World Bank, while also serving as a valuable forum for policy 

dialogue around economic reform issues. The World Bank maintained strong continuity in management of the 

operation despite a difficult security situation and generally high staff turnover. From 2013, however, important 
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social, and regional drivers of contestation and conflict in Afghanistan, it would not be realistic to expect that 

the Operation could have significantly impacted overall state legitimacy. In the absence of a counterfactual 

scenario in which the Operation was not implemented and service delivery expansions did not occur, it is difficult 

to assess whether the Operation made any positive contribution to state legitimacy. Some positive contribution 

is certainly possible given the breadth of coverage and very tangible local impacts of the national on-budget 

programs that the Operation helped to finance. 

 

The Operation contributed significantly to improved fiscal sustainability. Partly due to reforms supported by 

the Operation, Domestic revenues grew significantly from 3.4 to 12.4 percent over the program period, reaching 

a new high of 14.1 percent in 2019 (close to average revenue-to-GDP ratio for low-income countries). As 

government revenues have increased, reliance on external aid has decreased from an all-time high of 96% of 

GDP in 2012 to 42% in 2019. With rapid growth in government revenues, fiscal deficits have remained tightly 

contained, avoiding significant accumulation of public debt.  

 

Overall, however, fiscal sustainability is yet to be fully achieved. Government continues to rely on grants to 

finance 50 percent of the budget. Grants finance 75 percent of total public expenditure, including 90 percent of 

security expenditure. In this context, overall fiscal sustainability remains heavily dependent on grant support. It 

should be noted, however, that this is largely due to the high costs of the security sector, with revenues 

exceeding recurrent civilian expenditures since 2009. Full fiscal sustainability is unlikely to have ever been 

achievable in a context where security costs remain uniquely high and disproportionate to the size of the 

economy.  

What lessons were learned? 

Recurrent Cost Support:  

• Coordinated provision of unconditional budget support can be of critical importance in immediate post-

conflict contexts. Provision of coordinated recurrent cost support provided a valuable alternative to 

fragmented budget-support programming or individually managed investment projects. In the absence of 

the Operation, uncoordinated aid flows would have been likely to overwhelm scarce government capacity 

and contribute further to daunting aid coordination problems. 

 

• Third-party monitoring can provide vital safeguards in weak-governance environments. Third-party 

monitoring arrangements facilitated contributions of recurrent cost financing by ARTF partners by providing 

necessary assurance that fiduciary risks were being adequately managed. Providing such assurance would 

not have been possible using only core government fiduciary control and expenditure management 

frameworks, given the nascent state of relevant institutions in the immediate post-conflict context. 

Incentivization of Policy Reforms:  

• Utilization of partial, time-based disbursement mechanisms can help to incentivize reform while 

managing fiscal risks. Disbursing against completion of individual reform actions rather than completion of 

the overall reform program helped manage fiscal risks in a context where government was heavily 

dependent on disbursements under the Operation, but also faced constraints to timely completion of 

reforms typical of fragile, low capacity, and politically volatile environments. The discounting mechanism 

further helped manage risks by expanding opportunities for government to access at least some proportion 

of allocated funds even when facing implementation delays. 
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• Taking a medium-term programmatic approach and incentivizing a combination of policy reforms and 

implementation measures can help avoid superficial or ‘paper based’ reforms. The Structural Reform 

Scheme incentivized a combination of upstream policy and legal reforms (framed as policy actions) and 

concrete implementation measures over a medium-term horizon. This approach was extremely helpful 

ensuring that upstream policy and institutional reforms were enacted on the ground, in a context where 

substantial gaps between policies and laws and actual practices are often wide.  

 

• Monitoring progress against previously incentivized reforms should be a critical element of program 

management. It may be useful to establish and maintain a unified database of reforms supported under 

policy-based programs managed by all partners. Regular monitoring of continued effective implementation 

of previously supported policy reforms by technical teams may help mitigate risks of policy reversal or 

repeated incentivization of the same reform actions. 

 

• Policy reform implementation is best supervised by a dedicated government team. Implementation of 

reforms supported by the operation was most effective when managed by a Ministry of Finance team with 

adequate capacity and clear responsibilities. There may be value in government re-establishing a dedicated 

unit to take responsibility for coordination of policy actions across government agencies and across multiple 

budget support and other donor incentive programs, facilitating donor coordination and harmonization of 

conditionalities.  

General: 

• Establishing a clear development objective, intervention logic, and results framework may have helped 

with assessing progress and recalibrating assumptions over time. Flexibility and responsiveness to country 

circumstances was a critical success factor for the Operation. In some respects, however, implementation 

and evaluation were negatively impacted by the absence of a clear ex ante results framework and 

intervention logic. A clear intervention logic and results framework would have: i) helped ensure that all 

instruments and supported policy reforms were closely aligned to operational objectives; ii) allowed for 

periodic tracking of progress and course correction; iii) allowed for a more comprehensive and systematic 

evaluation of a major program; and iv) allowed the team to resist pressures from various stakeholders to 

add program instruments and policy reforms that were not aligned with project objectives. Utilization of an 

adaptive programming approach with a well-documented but regularly revised results framework and 

intervention logic may have achieved these objectives without unduly constraining flexibility and 

responsiveness. 

 

• Realism is required regarding the achievability of state-building objectives. Various documentation 

reflected an assumed direct and unproblematic relationship between financing service delivery and 

increased state legitimacy. Future operations may benefit from a clearly articulated, more sophisticated, 

and empirically verified intervention logic between service delivery and state-building goals. Operation 

design and the specification of objectives should reflect a more-realistic assessment of the likely limited 

impact of service delivery and policy reforms on overall governance outcomes and private sector 

investment in very fragile environments. 

 

• Realism is required regarding fragility risks to program objectives. The complexity and ambition of the 

Operation design and supported reforms was not always well-matched to the security and governance 
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context. The Operation may have been strengthened through: i) explicitly articulating assumptions 

regarding future political and security conditions; ii) reflecting these assumptions in a clear intervention 

logic; and iii) periodically testing these assumptions against actual developments and revising program 

design and intervention logic accordingly. 

 

 

 

 

 

 

 



 

1 // Evaluation of the ARTF Recurrent and Capital Cost Operation  

Evaluation of the ARTF Recurrent and Capital Cost Operation 

1. Introduction 

 

1.1. Purpose of the evaluation 

The international community established the multi-donor Afghanistan Reconstruction Trust Fund 

(ARTF) in 2002 to support the emergence of a functional Afghan state. The ARTF quickly grew into the 

largest multi-donor trust funds administered by the World Bank. By early 2020 donor contributions to 

the ARTF had reached more than $12 billion.  

 

The ARTF provided on-budget financial support through two main windows. The Investment Window 

(IW) financed discrete investment projects, with each project prepared and implemented in 

accordance with the World Bank’s standard operational and fiduciary guidelines. The Recurrent Cost 

Window (RCW) provided a funding mechanism through which ARTF partners could help finance core 

operating costs of government under a single, unique and flexible project: The Recurrent and Capital 

Costs Operation (“the Operation”). A range of unique financing instruments were utilized under the 

Operation, providing an evolving combination of unconditional and ‘incentivized’ support to the 

government budget through a specifically designed system of fiduciary controls. Between 2002 and 

2019, more than US$5 billion was disbursed, with disbursements under the Operation financing a 

significant share of government’s total civilian costs. 

 

This report evaluates activities under the Operation from its establishment in 2002 to its phase-out 

from 2018. This evaluation covers all instruments utilized under the Operation and discusses its design, 

implementation, and results. The evaluation presents key lessons for World Bank and partner 

engagement in Afghanistan and other fragile states. 

 

1.2. Evaluation approach 

The evaluation is strategic and broad-brush, given the scope and duration of the Operation. The 

evaluation focusses on assessing the program’s design, outputs, management, and outcomes (Figure 

1). The evaluation provides an overall assessment of the incentive-based mechanisms utilized under 

the RCW, including high-level assessment of the impact and sustainability of supported reforms. Due 

to space and time constraints, the evaluation does not provide a detailed assessment of the impacts of 

all reform processes supported under the Operation.  

 

In order to facilitate the assessment, a logical intervention framework was retrospectively 

developed.2 The program was established under a World Bank Board document which outlined the 

 
2 Following trust fund reforms in 2008, which subjected the Operation to the same oversight and monitoring requirements as 

regular bank operations, the team was required to prepare regular Implementation Status Reports (ISRs). To comply with system 

requirements and templates for ISRs, a PDO was retrospectively specified and a basic set of results indicators were identified 

and reported against in internal Bank systems. The results framework, however, was not subsequently updated to reflect changes 

in operation design, and the full breadth of operational objectives were not reflected in the PDO included in the ISRs. 
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rationale for engagement, the institutional set-up of the ARTF including the RCW, and its purpose. The 

Board document, however, did not articulate a full results framework. This reflected the explicitly 

adaptive and responsive intended nature of the ARTF in a dynamic and rapidly changing circumstance. 

To provide a framework for this evaluation, a basic intervention logic has been retrospectively 

developed drawing from a range of program documents, which is presented in section three.  

 

The analysis draws heavily from existing program documentation and stakeholder interviews. The 

evaluation draws on Board documents, Interim Status Reports (ISRs), memorandums of understanding 

signed between government and the World Bank, minutes of meetings, technical verification reports, 

regular reports submitted to the ARTF governance bodies, and ARTF strategy documents. The 

evaluation also draws on interviews with World Bank staff, government officials, and representatives 

of ARTF donor agencies who worked on the RCW over different periods. The analysis of outputs and 

outcomes builds on data collected from the World Bank, the Ministry of Finance, and various additional 

publicly available databases and surveys. Information presented in previous evaluations of the ARTF 

(including the 2005, 2008, 2012 and 2017 external reviews) has also been utilized. Dates reference the 

Gregorian calendar and the quantitative analysis is conducted predominantly in US dollars using 

current prices. 

 

1.3. Report structure 

This report is divided into eight sections.   

• Section two of this report provides a brief overview of the context in which the RCW was 

implemented. The section describes major political, economic, and security developments that 

impacted design and implementation. The section also discusses relevant developments in World 

Bank approaches to engagement in fragile states and management of trust funds.  

 

• Section three presents the objectives and design of the RCW. The section also presents a basic 

inferred intervention logic for the Operation, which is used to structure the evaluation.  

 

• Section four assesses the relevance of the Operation’s objectives and design to the country 

context and development challenges. The section discusses: i) relevance of objectives; ii) 

relevance and appropriateness of the various instruments employed under the Operation; and iii) 

relevance of policy actions that were supported under the Structural Reform Scheme of the 

Operation.  

 

• Section five assesses whether instruments under the Operation delivered expected intermediate 

results. The section assesses whether the Operation: i) provided coordinated, timely, accurate, 

and predictable financing for government recurrent costs; ii) drove improved revenue 

performance; iii) drove implementation of PFM and private sector reforms; and iv) drove increased 

and better-quality O&M allocations and expenditures. 

 

• Section six assesses program governance and supervision. The section discusses the adequacy of 

governance and supervision of the Operation on behalf of the World Bank in its capacity as ARTF 
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administrator. The section also assesses government performance in supporting program 

implementation.   

 

• Section seven assesses whether the Operation achieved its overall outcome objectives. The 

section assesses the contribution of the Operation towards: i) improved delivery of basic services 

and state legitimacy; and ii) fiscal sustainability. The section also discusses whether the Operation 

had additional positive or negative outcome-level impacts. 

 

• Section eight presents lessons learned. The section presents lessons both for the design and 

implementation of similar future operations in Afghanistan and in other similar contexts.  
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2. Context 

This section outlines: i) the most salient aspects of the evolving country context over the period of the 

Operation; and ii) relevant changes in the World Bank institutional context that drove programming 

decisions over the period.  

 

2.1. Country context 

Afghanistan’s country context during the implementation of the ARTF Operation can be divided into 

four distinct phases: 

 

2002-2003: Emergence from Conflict and Establishment of ARTF 

▪ Absence of basic state institutions: Protracted conflict had exacted an enormous human toll in 

terms of deaths, injuries, displacement, and disability. Most of the population was illiterate, 

untrained, and lived in abject poverty. Key physical infrastructure was largely destroyed, due to 

both conflict and inadequate maintenance. The Afghan economy was reeling amid severe drought, 

with economic activity dominated by the informal and illicit sectors.  

 

▪ Lack of service delivery systems and critically low revenue: Civil service structures and 

government bureaucracy were virtually non-existent, with only a small body of inadequately 

trained and equipped public service staff. The international community quickly recognized that 

state building objectives could only be achieved through supporting the capacity of the state to 

directly pay civil service staff, implement public infrastructure projects, and provide basic service 

delivery. With eroded state institutions and a decimated economy, immediate options for revenue 

generation were tightly constrained. Direct provision of budget support assistance to the 

government was similarly constrained by the absence of basic financial management systems and 

controls, including a budget process. In response to this situation, the international community 

established the Afghanistan Reconstruction Trust Fund (ARTF) in 2002 to provide a coordinated 

mechanism for financing core government activities under appropriate financial controls and 

oversight mechanisms. 

 

2004-2009: Post-Conflict Reconstruction 

▪ Substantial political and economic progress: Following the ratification of a new Constitution in 

2004 the government made significant headway in strengthening public administration and 

rebuilding service delivery systems. GDP growth reached an average of 9.2 percent between 2003 

and 2009. GDP per capita increased significantly from US$186 in 2002 to US$460 in 2009. Growth 

was primarily driven by foreign civilian and military aid which steadily increased from US$1.9 billion 

in 2003 to US$11.2 billion by 2009 (roughly 90% of GDP), felling public and private consumption. 

Rapidly increasing aid resources were used to establish functional service delivery systems, driving 

rapid improvement in social indicators such as life expectancy, maternal mortality, and school 

enrollment. 
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▪ Impressive transformation of pubic financial management systems: Budget expenditures grew 

from US$310 million in 2003 to US$2.6 billion in 2009 as systems for expenditure management 

were progressively strengthened. Domestic revenue increased from 3.3 percent to 10.4 percent of 

GDP during the same period, reflecting progress with rehabilitation of tax and customs 

administrations.  

 

• Emergence of critical development challenges - insecurity and corruption: In 2005 Taliban 

factions regrouped and started localized guerrilla warfare against the NATO-led International 

Security Assistant Force (ISAF) and the Afghan government, increasingly gaining control of 

southern parts of the country. At the same time corruption, propelled by an increasing influx of 

military and civilian aid, became increasingly entrenched within the public administration but 

particularly within the sub-national administrative offices, the national police, the judiciary, and in 

land administration.  

 

2010-2014: Taliban insurgency and Transition Process 

▪ Deteriorating security environment and peak levels of external support: By 2010, Afghanistan 

was facing a full-fledged insurgency. Civilian casualties rose to a new high of 2,800 as the Taliban 

strengthened their military operations and expanded their geographical reach. More than 100,000 

NATO troops were stationed in Afghanistan, supporting the fight against the on-going insurgency 

and assisting in building and training a national defense force. Security and civilian aid peaked in 

2010/11 at approximately US$15.7 billion, equivalent to 97% percent of GDP, making Afghanistan 

one of the most aid-dependent countries in the world.   

 

▪ Kabul Bank Crisis: in 2010, Afghanistan’s largest private bank – the Kabul Bank – collapsed after 

losing the bulk of its deposits to theft and fraudulent lending—all of the latter directly or indirectly 

to insiders and political beneficiaries. The crisis entailed losses of around US$1 billion, which had 

to be absorbed by the Afghan government. The crisis strained relationships between government 

and development partners and led to increased emphasis on anti-corruption efforts. 

 

▪ Beginning of transition process:  In order to ensure a path toward self-reliance, the government 

of Afghanistan, and NATO partners agreed on a gradual handover of security responsibilities to be 

completed by end-2014. Transfer of security responsibilities was expected to coincide with 

anticipated presidential elections in 2014, with most commentators expecting a change in 

administration to lead to reduced corruption and an acceleration of reform progress. 

 

▪ Rising uncertainty and economic decline: Disruptions during the lead-up to elections (which were 

delayed several times) led to near paralysis of the executive during 2013 and 2014, resulting in a 

large backlog of reforms which undermined private sector confidence. Meanwhile the security 

situation in Afghanistan continued to worsen and new security threats (such as Daesh) emerged. 

As a result, economic growth declined significantly to 3.7 and 2.0 percent in 2013 and 2014. Weak 

growth and lack of investment fed into higher unemployment and poverty.  
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▪ Fiscal Crisis: Revenues declined drastically from 11.7 percent of GDP in 2011 to 8.5 percent in 2014, 

partially due to the weakening economy but also due to increasing governance vulnerabilities in 

revenue agencies. At the same time expenditures increased, reflecting higher security spending 

and a near doubling of social transfers. By 2014 the situation had become unsustainable, with 

arrears reaching $500 million. In order to manage fiscal pressures government implemented 

expenditure controls, drew down cash reserves, and mobilized exceptional donor assistance.  

 

2015-2019: Troop Drawdown and Political Reorientation 

▪ Political instability and worsening security: The outcome of the 2014 elections were contested, 

leading to an extended period of administrative disruption as a power sharing agreement between 

the leading presidential candidates was negotiated. The existence of parallel bureaucracies under 

both leaders exacerbated coordination problems, with appointment and policy decisions at every 

level subject to contestation and bargaining. Abrupt, unpredictable, and sometimes drastic 

changes in policy directions over the following years weakened confidence and private investment, 

especially in Afghanistan’s emerging mining industry. Meanwhile civilian casualties increased to 

more than 10,000 in 2018.  

 

▪ Further economic decline: With further reductions in the number of international troops, grant 

flows decreased to 45 percent of GDP in 2018. Reduced aid and a smaller international security 

presence led to a rapid weakening of demand, especially in construction and other service sectors, 

with flow-on impacts across the economy. Economic growth averaged 2.4 percent between 2014-

2019. With economic growth lagging population growth, poverty significantly increased.  

 

2.2. Institutional context 

The internal institutional context also changed significantly over the course of the Operation, impacting 

various aspects of program implementation. The following changes are of particular importance: 

▪ Evolving understanding of and engagement in fragile states. Establishment of the ARTF coincided 

with increased emphasis on engagement in fragile states by the World Bank and other 

development agencies. Over the period of the Operation, increasing prominence has been given 

to analytical and operational work in FCV contexts. Understanding of operational constraints and 

priorities in fragile states has been substantially improved drawing from research and 

programming experience. 

 

▪ Evolving World Bank instruments. Since the ARTF was established, the World Bank has introduced 

new financing instruments, including Development Policy Financing and Program for Results.  The 

current range of instruments was not available when the Operation was initially designed, 

necessitating improvisation and flexibility.  

 

▪ Changes in Trust Fund policy. At the time the ARTF was approved, World Bank managed trust 

funds were highly heterogenous in terms of design, processes, oversight arrangements, fiduciary 

policies, and the application of results frameworks. From 2008, the World Bank progressively 

aligned all trust funds with policies and processes applicable to IBRD/IDA lending operations. From 
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2008, the Operation was recorded in World Bank systems as a standard World Bank Investment 

Project. In practice, the Operation maintained unique design elements and was never fully 

redesigned to comply with standard bank policies and processes for Investment Policy Financing.  

 

▪ Changes in the operating environment for the World Bank Kabul office. The number of and 

operating environment for World Bank staff based in Kabul varied substantially over the duration 

of the Operation. World Bank staff numbers scaled up rapidly following the re-opening of the 

World Bank office in 2002. As the security situation deteriorated from 2012, ability of staff to travel 

internally to project sites was increasingly restricted, while the number of full-time international 

staff based in Kabul was sharply reduced after 2014.   
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3. Program Objectives, Design, and Intervention Logic 

This section describes: i) the objectives of the Operation; ii) main features of the Operation design; and 

iii) the Operation’s implicit intervention logic. 

 

3.1. Objectives of the Operation 

The main development objectives of the Operation remained relatively consistent over time. 

According to the original Board paper, the RCW was intended “to serve as a vehicle for coordinated aid 

financing to ensure that the government of Afghanistan can pay its recurrent cost obligations” and 

“support the political process and respond to the legitimate demand of the Afghan people for quick 

results while at the same time building the institutional and human capacity for economic recovery and 

sustainable growth and poverty reduction". The RCW was further intended to “support broad 

development objectives and priorities of the Government of Afghanistan (GoA)”. RCW contributions 

were “expected to decline over time in line with the narrowing external financing gap in GoA’s 

recurrent budget”, with the expectation that the RCW would “cease to operate when the situation in 

Afghanistan approaches fiscal normality / domestic revenues largely cover core operational 

expenditure”. 

 

Further articulation of these broad objectives was provided in post-2008 Implementation Status and 

Results Reports for the Operation, submitted by World Bank teams, which cited the following 

development objective: “The development objective of the recurrent cost component of the ARTF is 

to provide a coordinated financing mechanism so that the Government of Afghanistan can make 

predictable, timely, and accurate payments for approved recurrent costs related to: i) salaries and 

wages of civil servants; and ii) government operating and maintenance expenditures, except security”.3  

 

The evaluation team drew these objectives together into a high-level objective against which to 

assess the Operation:  

 

The objective of the Recurrent and Capital Costs Operation is to provide a vehicle for coordinated 

aid financing to build state capacity for the delivery of basic public services and to strengthen the 

legitimacy of the state, in line with the development priorities of the GoA. This will be achieved by: 

i) providing a recurrent cost financing mechanism so that the GoA can make predictable, timely, 

and accurate payments for salaries and wages of civil servants as well as civilian operating and 

maintenance expenditures; and ii) promoting fiscal sustainability over time.  

 

 
3 Paragraph two of the ARTF Administration Agreement Annex on Standard Terms and Conditions Governing 

Contributions to the ARTF defines the legal purpose of the trust fund in similar terms: “The objective of the Trust 

Fund is to provide a vehicle for Donors to pool resources and coordinate their support to the program of the 

Government of the Islamic Republic of Afghanistan for the reconstruction of Afghanistan.” 
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3.2. Program design 

The Recurrent Cost Window (RCW) was established as one of two financing windows under the ARTF. 

The ARTF was established with two main windows: i) the Investment Window to finance discrete 

investment projects, prepared in accordance with World Bank policies and procedures and approved 

by the ARTF Management Committee; and ii) the Recurrent Cost Window, to finance the core operating 

costs of government during the initial reconstruction period.  

 

The Operation was established as the only project under the ARTF RCW, intended to provide a 

baseline level of financial resources to government against a very limited set of operational 

conditionalities. The Operation reimbursed government recurrent expenditure costs including 

government salaries, operations & maintenance (O&M) and other expenditures within the civilian 

operating budget.  

All financing provided under the RCW was subject to unique and rigorous fiduciary safeguards.  Prior 

to any disbursement under the RCW, the Afghan government submitted evidence of civilian recurrent 

expenditures to a contracted third-party Monitoring Agent for review against a range of fiduciary and 

eligibility standards (Box 1). Expenses that were deemed eligible could be reimbursed through the 

RCW. Ineligible expenditures were excluded from those submitted to the World Bank for 

reimbursement through the RCW. The reimbursement mechanisms as well as the Monitoring Agent 

review process have been progressively strengthened over time and remain an integral part of the 

RCW.  

 

 
 

The Operation grew in size and complexity over time. The initial intention, as laid out it in the ARTF 

Board document, was to close the RCW and the Operation once the government’s domestic revenue 

base had recovered to the point where the costs of basic operational expenditures could be met 

without grant support. This was expected by 2006. With rising and unsustainably high security costs, 

newly emerging fiscal vulnerabilities, and an increase in aid contributions to the ARTF, the Operation 

Box 1: Monitoring Agent’s Process and Eligibility Criteria 

 

The Monitoring Agent reviewed all civilian recurrent expenditures for compliance with eligibility criteria for the RCW. 

This comprised assessing the controls applicable to expenditures being reimbursed and, thereafter, a two-step 

review: (1) desk review of all expenditures aiming to identify those not covered by the ARTF (non-civilian and 

expenditures charged to suspense accounts and advances); and (2) site visits to test expenditure samples against 

supporting documentation (included in statements of expenditures) at locations where the expenditures were paid. 

RCW eligibility criteria were based on three sets of standards: 

1. Afghan government regulations and internal controls—Expenditures must be included in the annual 

budget, and all goods and services must be procured and accounted for in accordance with applicable laws 

and regulations;  

2. The requirements of the ARTF Grant Agreement—Security-related expenditures are ineligible, and 

capitalized goods and works must be procured in accordance with World Bank guidelines; and 

3. Fiduciary standards and efficiency—In addition to Afghan government laws and regulations, additional 

requirements (issued by the Bank as ARTF Administrator) have been agreed as regards the timeliness of 

reporting and efficiency of cash management for eligible expenditures. 

 

Source: 2012 ARTF Fiduciary Framework 
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was repeatedly extended and expanded to respond to needs expressed by ARTF partners, government, 

and World Bank management.  

 

From 2009, the Operation focused increasingly on incentivization of reform. The design of the 

Operation was altered to focus more on fiscal sustainability considerations, including through the 

introduction of mechanisms to incentivize revenue growth, structural reforms, and improvements in 

the level and quality of O&M spending. The simple ‘baseline’ unconditional reimbursement component 

was retained for a proportion of allocated funds. The Incentive Program component was added in 2009, 

with an accompanying new ARTF governance mechanism (the ARTF Incentive Program Working Group) 

which included the World Bank, government, and selected ARTF partners. The Incentive Program 

included three mechanisms:  

• The Revenue Matching Grant directly incentivized increased government efforts towards 

improved revenue performance. The Revenue Matching Grant rewarded revenue performance in 

relation to the government’s revenue target as agreed with the IMF. Disbursements were 

discounted or increased depending on whether actual collections fell short of or exceeded the 

target.  

 

▪ The Structural Reform Scheme disbursed against the achievement of agreed reform actions. 

During the initial years of the program an annual program of policy reforms was agreed between 

the government, World Bank, and ARTF partners. The full annual program of reform actions had 

to be implemented before disbursement could take place. The design was subsequently modified 

to allow for disbursement of set amounts against individual reform actions, with delays in 

implementation leading to a reduction in the disbursement amounts against delayed reforms. 

Longer delays would lead to greater discounts, with the full disbursement amount lost if reforms 

were not completed one year past the deadline. 

 

▪ The O&M Facility was introduced in 2013 in order to directly incentivize increased government 

spending on O&M costs. With inadequate O&M allocation generating long-term fiscal liabilities 

and undermining fiscal sustainability, the O&M Facility provided incentive funds for O&M 

expenditures above a designated target – for total O&M spending and, in some years, for O&M 

spending on selected sectors. Expenditures on O&M above the target were reimbursed at a rate 

of 150 percent (i.e. government was reimbursed US$1.5 dollars for every dollar spent above the 

designated target). 

The Ad Hoc Payments (AHP) facility was introduced as a new component of the Operation in 2014, 

alongside the Baseline component and the Incentive Program component. The AHP facility was 

initiated at the request of a small number of ARTF donors and served as a pass-through mechanism for 

funding which they wished to provide to the Afghan government budget based on their own 

programming considerations and conditionalities. Payments under the AHP facility were subject to the 

same fiduciary control mechanisms as the broader RCW, based on the reimbursement of eligible 

expenditures as assessed by the third-party Monitoring Agent. The World Bank, however, was not 

otherwise involved in approving or allocating disbursements under the AHP. 

 

 

 



 

11 // Evaluation of the ARTF Recurrent and Capital Cost Operation  

Evaluation of the ARTF Recurrent and Capital Cost Operation 

 

 

Figure 1: Structure of the Recurrent Cost Window and the Recurrent and Capital Cost Operation 

 

 
 

Source: Evaluation Team 

 

From 2017, the World Bank moved to close the Operation and replace it with a range of new projects 

under the RCW using standard World Bank instruments. This change reflected: i) shared desire by 

both government and ARTF partners to provide all support under the RCW on an incentivized basis; ii) 

shared perceptions that government capacity had reached a sufficient level to allow for the provision 

of essential recurrent cost support through standard Development Policy Financing instruments; iii) 

government’s desire for ARTF and World Bank IDA budget support to be provided through a single 

Operation and against a single program of reforms, necessitating the use of standard World Bank 

instruments; and iv) perceived benefits from increased transparency, oversight, and monitoring 

associated with the use of standard World Bank instruments. The Baseline Facility and Incentive 

Program were closed in 2018, followed by the closure of the Ad Hoc Payments Facility in 2019. This 

allowed for the closure of the Operation, which made its last disbursement in June 2020.     

 

 

 

 

 

 

 



 

12 // Evaluation of the ARTF Recurrent and Capital Cost Operation  

Evaluation of the ARTF Recurrent and Capital Cost Operation 

 

 

 

 

Figure 2: Timeline of Operation evolution  

 

 
 

Source: Evaluation Team 
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Figure 3: Timeline of Operation and disbursements  

 

 
 

Source: Evaluation Team  
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3.3. Intervention logic 

As noted above, a results framework and intervention logic were not developed during preparation 

of the Operation. The evaluation team has retrospectively constructed a basic intervention logic based 

on available documentation and program design. This basic intervention logic is presented below 

(Figure 4). It is important to note that the assumptions and causal links presented in the ex post 

framework were not consistently applied by the team during implementation, and weight given to 

different objectives was altered over time in response to changing country circumstances. Activities 

under the Operation lasted for different periods of time and with very different levels of resourcing. 

 

Figure 4: Operation Intervention Logic   

 

 
 

Source: Evaluation Team  

 

The Operation pursued two simple outcomes.  Firstly, the Operation was intended to support the 

development of core state functions in the immediate post-conflict context, leading not only to 

improved service delivery, but also to the establishment of state legitimacy. Secondly, the Operation 

was intended to support progress towards fiscal sustainability, allowing government to escape reliance 

on recurrent cost support from international partners.  

 

These high-level outcomes were to be supported through the achievement of four key results. Firstly, 

the Operation was intended to allow timely, accurate, and predictable financing for government 
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recurrent costs. This was to be achieved through providing an effective and trusted mechanism through 

which donors would be willing to channel their support. Secondly, the Operation was intended to 

generate incentive for government to improve revenue performance, supporting both service delivery 

and fiscal sustainability. Thirdly, the Operation was intended to incentivize the implementation of 

structural reforms in areas related to fiscal sustainability, reflecting the importance of an adequate 

policy and institutional framework for revenue performance and adequate expenditure management. 

Finally, the Operation was expected to incentivize increased and better-quality O&M expenditures, 

reflecting that inadequate and poorly targeted O&M spending was a major threat to fiscal 

sustainability, due to deterioration of assets and unaffordable replacement and maintenance costs. 

 

Results were to be achieved through a range of activities under various components and mechanisms 

of the Operation.   

• The establishment of the ARTF RCW was intended to provide a coordinated financing mechanism 

for donor support. Through establishing a financing window under the ARTF multi-donor trust 

fund with strong fiduciary safeguards in place, the World Bank intended to allow donors to provide 

coordinated support to government recurrent costs.  

 

• The Baseline Facility was intended to provide predictable and timely support while generating 

incentives for fiscal self-sufficiency over time. Recurrent cost support under this mechanism was 

not subject to any policy or results-based conditionality, with the intention of providing a secure 

source of funds through which to meet basic operating expenses. Funds under the Baseline Facility 

were expected to decline gradually over time, generating incentives for government to mobilize 

increasing tax revenues with which to replace declining baseline support.   

 

• The Revenue Matching Grant, O&M Facility, and Structural Reform Scheme were intended to 

incentivize action on behalf of government in pursuit of fiscal sustainability goals. 4  These 

mechanisms were intended to both: i) accelerate progress towards fiscal sustainability by 

strengthening incentives facing government for the implementation of key reforms; and ii) provide 

assurance to partners that their resources were being used to drive sustainable change.  

 

• The Ad Hoc Payments Facility was intended to accommodate donor needs for a flexible funding 

mechanism, while still providing a basic coordination function. This pass-through mechanism 

allowed partners full flexibility to set their own conditions and make their own disbursement 

decisions when providing on-budget recurrent cost support through the Operation. This was 

intended to encourage use of the RCW as a single financing channel, allowing some level of 

coordination and use of government systems, even when partners wished to design and 

implement their own policy-based programs. 

The intervention logic specified above relied on a range of critical assumptions. These assumptions 

included:  

 
4 The treatment of private sector development as a goal of the Incentive Program evolved over time. 

Private sector development was explicitly subsumed under the broader objective of fiscal sustainability 

only from 2012. In the 2008 Memorandum of Understanding, private sector development was 

identified as a specific objective in its own right.  
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• Fiscal sustainability could be achievable with adequate progress in revenue mobilization and 

expenditure management. Fiscal sustainability objectives were predicated on an assumption that 

Afghanistan’s financing gap could be closed through a standard range of revenue policy and 

administration reforms and careful management of civilian expenditure. Afghanistan’s fiscal 

challenges were perceived as likely to be similar to those faced by other low-income countries. 

  

• Structural reforms could mobilize private sector investment, generating new revenue 

opportunities. Support to private sector enabling reforms were expected to lead to private sector 

investment and revenue generation. In short, business regulatory constraints were assumed to be 

and remain the binding constraint to private sector development. 

 

• State legitimacy could be generated through the establishment of core state functions and 

delivery of basic social services. Several documents, including the original Board document, reflect 

an assumed simple and mechanical transmission mechanism between financing government 

recurrent costs, delivery of basic social services, and increased state legitimacy. At least within 

these foundational documents, and as reflected in various other stages of program 

implementation, success in delivery of services was assumed to be sufficient to establish state 

legitimacy, and therefore contribute to the broader state-building project.  
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4. Relevance of Program Objectives and Design 

This section assesses the relevance of the Operation’s objectives and design to country development 

challenges and priorities. The section assesses whether: 

• Objectives of the Operation remained relevant to country context and main development 

challenges;  

• The design of the Operation’s components and mechanisms remained appropriate and relevant to 

the achievement of specified objectives; and  

• Policy actions supported under the Structural Reform Scheme mechanism were relevant to the 

country context and development challenges.  

 

4.1. Relevance of Operation objectives 

The coordination objectives of the program reflected legitimate concerns regarding aid 

fragmentation. In emphasizing the importance of coordinated financing, specified objectives reflected 

the reality that foreign aid in itself could have presented a source of dysfunction and fragility. Creating 

an instrument to channel financing from a large number of donors with varying national aid policies 

(that in most cases did not favor fungible, policy-based budget support) helped avoid common 

problems of aid coordination and fragmentation observed in fragile state settings. Specified objectives 

reflected the need to avoid either: i) a proliferation of separate budget support operations attached to 

different conditionalities and objectives and with varying reporting timelines and standards, which 

could have easily exhausted the government’s limited capacity; or ii) delivery of aid through a large 

number of off-budget projects leading to fragmentation and projectization without building up core 

country systems and capacity.  

 

The institutional-strengthening objectives of the program reflected the importance of service 

delivery to the broader state-building project. The goals of the international community in Afghanistan 

were expansive, including the establishment of a legitimate and responsive state as a means of 

preventing further violence and fragility. The program therefore aimed to strengthen the delivery 

capacity of government systems and institutions. This objective reflected: i) prevailing assumptions 

that effective delivery of services by the state would, in itself, enhance state legitimacy and help 

address conflict and fragility; and ii) the international community’s desire for a program that would 

support the emergence of stronger state institutions as a means to achieve broader shared state-

building goals. Recent empirical evidence gives cause to question any mechanical or direct relationship 

between service provision and state legitimacy, but this evidence was not available at the time initial 

objectives were established.  

 

Emphasis on timeliness and predictability of disbursements was also appropriate. International 

evidence is clear that post-conflict countries often experience aid volatility, undermining predictability, 

and that this can have important negative consequences for economic growth and development. 

government remained heavily dependent on ARTF resources to finance core government expenditure 

items, including civil service salaries, throughout the period of the Operation. Delays and lack of 
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predictability in recurrent cost support would have presented difficult challenges to budget 

management. Predictably and timely provision of international grant support was particularly 

important in the post-conflict Afghanistan context given the potentially negative impacts of 

government payment delays on state legitimacy and the nascent private sector, which remained 

heavily dependent on public sector supply and contacting opportunities.       

 

The fiscal sustainability objectives of the Operation reflected recognition that grant support was 

likely to decline over time. The World Bank and the international community remained acutely aware 

that government would ultimately need to raise sufficient revenues to finance its activities without 

depending on international support. The fiscal sustainability objective was highly relevant given: i) risks 

that continued provision of high levels of unconditional grant support would mute or soften incentives 

for government to develop its own revenue-generation capacities; and ii) service delivery and 

institutional strengthening gains would not be sustainable if government operations continued to be 

entirely reliant on international grant support. The fiscal sustainability objective was a primary 

consideration in the introduction of the Incentive Program component of the Operation from 2008, as 

discussed above.    

 

The objectives of the Operation remained aligned with national development strategies. Throughout 

its existence, the objectives of and policy actions supported by the Operation were aligned with 

successive government development strategies. Throughout the period, government strategy 

documents heavily emphasized the importance of aid coordination and the need for progress towards 

fiscal sustainability (often expressed as ‘self-reliance’. These strategies included: i) the National 

Development Framework (2002); ii) Securing Afghanistan’s Future (2004); iii) the Interim Afghanistan 

National Development Strategy (2006); iv) the full Afghanistan National Development Strategy (2008); 

v) government documents for donor meetings in Tokyo in 2011 and London in 2014; and vi) the 

Afghanistan National Peace and Development Framework (2016). In this respect, the Operation 

responded to government priorities, in accordance with the principles laid out in the ARTF board 

document. 

 

4.2. Relevance of instrument design 

This section assesses the extent to which the design of the Operation remained relevant to the 

objectives outlined above. The Baseline Facility, Incentive Program mechanisms, and the Ad Hoc 

Payment facility are discussed in turn.  

The use of an unconditional budget support instrument was appropriate during the early years of 

the Operation. In 2003 government’s own revenue covered only 33% of its expenditures (most of 

which were operational in nature), leaving no fiscal space to guarantee payments to its civil servants, 

let alone fund any public investment. In this situation, the government required predictable financial 

resources to support key government functions. Moreover, international partners recognized that 

budget support was critical to the broader state-building process: core financing was critical to allow 

government to take responsibility for the delivery of services, helping to strengthen state legitimacy 

and citizen-state accountability relationships. 
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The use of incentive-based support during the early stages of the Operation would have imposed an 

unrealistic burden on government and undermined predictability of payments. The decision to 

provide unconditional ‘baseline’ budget support during the early years of the Operation reflected 

country circumstances. Provision of support against a program of policy or institutional reforms was 

not considered viable given: i) emerging and untested government administrative systems; ii) very 

weak government capacity; iii) continuing political uncertainty as government moved from a 

transitional administration towards appointment of an elected government. Provision of conditional 

support may have incentivized a faster pace of reform in some areas. The risks of this approach would 

have been extremely high, however, given that government relied on timely payment of recurrent cost 

support to finance basic government functions including civil service salaries. Imposition of 

conditionalities during the early stages of the program would have been inconsistent with the overall 

objective of providing predictable support to core state functions in a way that supported institutional 

development and state-building objectives.  

 

Once sufficient capacity had developed, introduction of the Incentive Program allowed the 

Operation to directly pursue fiscal sustainability objectives without excessively weakening 

predictability. Afghanistan had achieved major progress in increasing revenue performance by 2008 

but remained heavily reliant on grant support. Major progress had also been achieved in strengthening 

government institutions and capacity. The World Bank and ARTF partners introduced the Incentive 

Program in 2008 as a component of the Operation under which a gradually increasing proportion of 

overall payments were made conditional on government progress towards fiscal sustainability. The 

Incentive Program complemented rather than fully replaced ongoing baseline support which was 

expected to decline over time as government reliance on external grant support was further reduced. 

The introduction of an incentive-based mechanism responded to partners’ wishes to see accelerated 

progress towards fiscal sustainability, with responsiveness to these demands encouraging donors to 

maintain contributions and supporting continued coordinated, on-budget provision of recurrent cost 

support.  

 

The ability to move resources between facilities helped maintain predictability.  Amounts disbursed 

under each sub-component of the Incentive Program were intended to vary according to government 

progress in implementing reforms or achieving progress against specified indicators. In order to 

mitigate corresponding risks of procyclicality and unpredictability of disbursement under each sub-

component, the Incentive Program was designed to allow for fungibility of resources between 

components. Expectations that government would not meet all targets were built into the design. With 

government taking a prudent approach and never budgeting for full disbursement under all sub-

components, under-disbursement under one sub-component due to the missing of targets could be 

counteracted by strong performance under another sub-component.  

 

Overall, the design of the Operation was responsive to the country context and the program’s 

objectives.  The design of the Operation brought a high level of predictability and timeliness to on-

budget financing in a context characterized by a high level of uncertainty. High levels of baseline 

financing were required to provide this predictability during the early years of the Operation. As 

government institutions and capacity developed, the introduction of incentive mechanisms was used 

to pursue fiscal sustainability objectives and represented a viable exit strategy from high levels of 

reliance on baseline support. The change towards incentive-based support in pursuit of fiscal 

sustainability reforms was carefully pursued in a way that maintained a high level of predictability 
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Relevance of supported actions and viability under a challenging country context was supported in 

almost all cases by linkages to sectoral project engagements. Alignment between Structural Reform 

Scheme policy actions and donor investment projects ensured both that: i) supported policy reforms 

were relevant to specific sectoral challenges; and ii) adequate technical assistance could be provided 

to implementation agencies to achieve targeted reforms. Inadequate implementation support was 

provided in some areas. Reforms addressing Afghanistan’s WTO accession (2008) and fiscal de-

concentration and provincial budgeting (2012-2017) were incentivized under the Structural Reform 

Scheme but did not receive adequate implementation support. 

 

A small number of policy actions were only tenuously related to fiscal sustainability objectives of the 

program. Throughout the later years of the Operation, repeated discussions were held between the 

Bank and ARTF partners on extending its objectives to include promotion of economic growth and 

poverty reduction. The World Bank team resisted proposals to formally expand the scope on the basis 

that an objective of ‘fiscal sustainability’ was sufficiently broad while helping to keep the program 

focused and manageable. However, a relatively broad definition of fiscal sustainability was increasingly 

applied under the Structural Reform Scheme. Policy actions reflected that, taking account of country 

context, fiscal sustainability itself would depend on greater progress towards reducing corruption and 

improving transparency in the use of public resources, and accelerated private sector investment in 

key revenue-generating sectors of the economy. However, some policy actions included under the 

Structural Reform Scheme had only a very tenuous link to fiscal sustainability objectives. Weak links to 

fiscal sustainability objectives were apparent in relation to seven of 83 reforms. Policy actions 

introducing asset declaration for senior officials (IP 2008-2009) and strengthening Anti-Money 

Laundering and Combating Financing of Terrorism mechanisms (2012-2014) could only have impacted 

fiscal sustainability very indirectly and in the long-term through reducing opportunities for corruption 

and strengthening overall governance. Reforms to improve land governance (IP 2015-2017) could only 

have impacted fiscal sustainability indirectly and in the long-term by improving security of land tenure 

and thereby encouraging private investment.  

 

The program of reforms supported under the Structural Reform Scheme were sometimes excessively 

ambitious for the country context.  In addition to the Revenue Matching Grant scheme and the O&M 

Facility, the program included an average of ten reform actions each year. Particularly complex and 

challenging reforms were pursued in the areas of: i) customs enforcement; ii) land governance; iii) civil 

service reform; and iv) pension reform. The high level of ambition reflected the strategic use of the 

program by government, with the Ministry of Finance and the Presidents’ Office often requesting the 

inclusion of more-ambitious reforms under the Structure Reform scheme in order to mobilize political 

support and resolve internal government coordination issues. ARTF donors also advocated for a 

broader and more ambitious reform program to justify increasing contributions.  The ambitiousness of 

supported reforms did not necessarily undermine the achievement of program objectives. Because 

government could recover funds lost due to weak performance in some areas by over-performing in 

others, the impacts of weak performance against some reforms on overall predictability and timeliness 

of disbursement were moderated. Because supported reforms were generally within a manageable 

range of policy areas and expectations regarding verification processes and consequences of non-

fulfillment were clearly established, excessive ambition did not typically undermine the quality of policy 

dialogue.  
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Figure 8: RCC Operation planned and actual disbursements (US$ Millions) 

 

 
 

Source: ARTF Administrator’s Financial Report 

 

The accuracy of disbursements was assured through the use of stringent eligibility criteria and 

rigorous Monitoring Agent reviews. Ensuring that Operation funds were disbursed in accordance with 

sound fiduciary standards and within the limits of eligibility was a bedrock goal. It was clearly 

understood that the Operation carried significant fiduciary risks, which needed to be managed and 

mitigated. The reimbursement mechanism and rigorous Monitoring Agent reviews effectively ensured 

that only a negligible proportion of Operation reimbursements – 0.01 percent – were ineligible over 

the life of the program. All ineligible expenditures were returned to the ARTF by the government.  

 

Data collected for the purposes of Implementation Status and Results reporting during the period of 

the operation demonstrates success in ensuring the accuracy of payments through extensive 

involvement of the Monitoring Agent in verifying payments. These reports note that by 2018: i) 100 

percent of goods and services procured under the Operation had been used exclusively for authorized 

purposes, based on Monitoring Agent eligibility requirements; ii) 95 percent of eligible payroll 

expenditures under the operation had been reviewed by the Monitoring Agent; iii) 100 percent of 

withdrawal applications financed by the Operation had been reviewed by the Monitoring Agent; iv) 98 

percent of O&M expenditure financed by the Operation had been reviewed by the Monitoring Agent.  

 

The Monitoring Agent promoted fiduciary compliance well beyond the scope of the program. In the 

early years, disbursements under the Operation financed 75 percent of the government’s civilian 

recurrent budget. This meant that a very large portion of the civilian recurrent budget was subject to 

review by the Monitoring Agent. As the operating budget increased, the government continued to 

voluntarily submit the entire civilian recurrent budget for fiduciary review (Box 3). The primary 

motivation on the side of government was to overcome real and perceived capacity weaknesses of the 

national audit institutions and to signal its commitment to transparency and anti-corruption. 

Considering other ARTF contributions to the budget, this meant that a very large portion of the national 

budget was subjected to fiduciary safeguards and standards, either by the Monitoring Agent or under 

the World Bank’s investment operations.  

 

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 Total

Planned Disbursements

Total RCC (not including AHP) 60 215 235 250 300 300 300 300 300 270 225 332 400 400 400 400 4,702  

o/w:  Baseline RCC 60 215 235 250 300 300 300 250 225 200 175 150 125 125 100 75 3,100  

o/w:  IP 40 70 70 50 182 275 275 300 325 1,577  

Actual Disbursements

Total RCC (not including AHP) 59 214 235 253 300 291 310 221 337 177 225 256 273 252 344 311 226 3,534  

o/w:  Baseline RCC 59 214 235 253 300 291 310 181 273 177 175 150 125 125 100 75 0 2,294  

o/w:  IP 40 64 0 50 106 148 127 244 236 226 1,240  

Structural Reform Scheme 40 60 0 50 74 91 61 101 88 76 641     

Revenue Matching Grant 4 0 0 0 22 33 83 139 127 404     

O&M Facility 32 34 34 60 9 24 192     

Actual as Percent Planned 99% 100% 100% 101% 100% 97% 103% 74% 112% 65% 100% 77% 68% 63% 86% 78% 89%

Total RCC (including AHP) 420 436 470 457 385 4,296  

AHP 147 183 126 147 159 762     
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5.3. Structural reform scheme 

The Structural Reform Scheme was the largest and most complex component of the Incentive 

Program. Disbursements under the Structural Reform Scheme totaled US$640 million of the total 

US$1.2 billion disbursed through the IP. Over its life, the Structural Reform Scheme supported 83 

reform actions. Supported reforms focused tightly on the Operation’s fiscal sustainability objectives. 

Around half of supported reforms (40) directly or indirectly supported revenue mobilization. 23 

reforms directly focused on strengthening of revenue collection policies, processes, and systems. 17 

reforms focused indirectly improving revenue performance through enabling private sector 

development and mobilization of investment in key revenue-generating sectors of the economy. 

Around a quarter of reforms (19) were targeted towards expenditure management, while another 17 

reforms targeted improved public financial management. Only seven reform actions covered broader 

governance reforms with a looser connection to fiscal sustainability objectives. 

 

The Structural Reform Scheme supported both upstream policy and institutional reforms 

(formulated as actions) and downstream implementation measures (sometimes formulated as 

actions and sometimes as quantitative targets or results). This was highly appropriate to Afghanistan’s 

fragile context, where wide gaps between formal policies and rules and actual practices are frequently 

observed.  Flexible incentivization of both policy actions and results allowed the program to provide 

support throughout the reform process. Upstream policy reforms (such as approval of policies or laws) 

were supported in one year, followed by concrete implementation of those policies (such as roll-out of 

new systems to a specified number of service delivery units, completion of institutional 

reorganizations) in subsequent years.  

 

The discounting mechanism balanced timeliness of reforms against quality and sustainability 

considerations. The design of the Structural Reform Scheme meant that disbursements associated with 

specific reforms would be discounted, rather than lost entirely, if reforms were not completed by the 

specified deadline. In several instances, government chose to delay reforms in order to ensure quality 

and avoid the need for future amendment or correction, accepting the reduced disbursement 

associated with that delay. If full disbursement amounts had been lost if reforms were not completed 

by the specified deadline, incentives to rush through flawed reforms simply to ‘tick the box’ and 

mobilize disbursements would have been much stronger, likely leading to lower quality and less 

sustainable reform actions.   

 

Due to the lack of a comprehensive results framework, assessing impacts beyond the completion of 

incentivized reforms is difficult. No complete results framework was prepared for the Structural 

Reform Scheme. An intervention logic and results indicators against which to assess impact of 

supported reforms was never developed. Many policy actions supported by the Structural Reform 

Scheme captured immediate results or outputs (for example “ACD completes three rounds of customs 

exams for grade five and six customs officers” or “CAO carries out and published external audits that 

represent at least 25 percent of total expenditures”). Other policy actions, however, were specified as 

inputs (for example, “Ministry of Commerce and Industry abolishes the requirement for criminal record 

checks in the issuance of business licenses”) with no information recorded regarding even short-term 
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impacts of those reforms and actions. This was an important shortcoming and complicates any 

assessment of whether supported reforms contributed to expected long-term outcomes. 

 

Assessment of impacts is further complicated by the fact that many reforms were also supported 

through technical assistance or incentive mechanisms. Reforms supported by the Structural Reform 

Scheme overlapped significantly with parallel reform efforts driven through: i) technical assistance 

provision by the World Bank or other donors; ii) parallel World Bank development policy financing 

operations; iii) IMF programs; and iv) other donor budget support programs. It is therefore difficult to 

isolate the marginal impact of the Structural Reform Scheme in driving reforms.  

  

Based on an assessment of whether supported reforms were implemented and sustained, the 

Structural Reform Scheme was a qualified success. 53 IP benchmarks (64 percent) were implemented 

within the prescribed time frame with completion triggering the full amount of the incentive payments. 

Seven (8 percent) benchmarks were implemented with some delay and triggered discounted incentive 

payments. 23 were not implemented within prescribed timeframes and triggered no incentive 

payments (28 percent).  However, of the 23 reforms that triggered no incentive payment due to delays, 

21 were still implemented. Implementation of reforms even after the period for triggering an incentive 

payment had passed reflected the strong government ownership of reforms under the Structural 

Reform Scheme. 

 

 

Figure 14: Structural Reform Scheme policy actions by area 

 
Source: Evaluation Team  

 

 

Government success in completing policy actions to specified deadlines varied over the duration of 

the scheme and with the ambition of reforms. Over 2008-201, during which policy actions were 

specified as an annual program, all of the 23 actions were achieved by the specified completion date. 

Reforms were completed in a period of 6-8 months (agreement on specified reform actions would not 
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be reached until well into the year, because preparation of new could only begin after the previous 

annual program was completed). Successful completion of all specified reforms under compressed 

timelines reflects limited ambition under an experimental new program design. Two of 23 policy 

actions were legal reforms. The rest were operational steps towards the implementation of existing 

policies.  

 

The movement to a three-year programmatic framework of policy actions allowed for the selection 

of more-ambitious reforms. From 2012-2017, the Structural Reform Scheme utilized three-year 

matrices of programmatic reforms. Over the two three-year programs, the Structural Reform Scheme 

focused increasingly on significant upstream policy reforms rather than the implementation of existing 

policy.  The 2012-2014 and 2015-2017 programs introduced four and nine entirely new reform 

processes respectively.  

 

The Structural Reform Scheme was frequently used by government to overcome inter-agency 

coordination problems. Reforms supported by the Structural Reform Scheme were skewed towards 

reforms involving multiple government agencies. The Structural Reform Scheme was used by both the 

World Bank and government to incentivize reforms that may otherwise have been impossible due to 

difficult coordination problems. Inter-agency reforms, however, were not always implemented 

smoothly. Almost every reform that involved more than one agency experienced delays. These delays 

were sometimes significant, with reforms to customs and business licensing delayed by more than a 

year. In contrast, reforms involving only a single ministry were typically completed on time (for 

example, PFM reforms that could be effectively implemented solely by the Ministry of Finance).  

 

Greater selectivity in choice of policy actions may have allowed timely completion of challenging 

reforms. If the Structural Reform Scheme had targeted a smaller number of challenging inter-agency 

reforms, it may have been possible to maximize impact without sacrificing timeliness. The delays in 

customs and business licensing reforms could have been potentially be minimized if policy attention 

and dialogue had been more narrowly focused in these areas.   

 

Reforms supported by World Bank teams based in Kabul were more likely to be completed on time. 

Policy actions that were supported by World Bank teams based in Kabul were subject to fewer delays. 

This dynamic can be illustrated by comparing reforms to customs and revenue administration between 

2015 and 2017. Both reform processes had a slow start. But revenue management reforms were 

implemented faster once the initial constraints were removed, largely due to close supervision and the 

provision of technical assistance by World Bank staff on the ground. Without specialized World Bank 

staff based in Kabul and working on customs reforms, customs policy actions were delayed, despite the 

existence of a large World Bank investment project focused on ACD. 

 

There is little evidence of policy reversals, with reforms sustained over time. The evaluation team 

looked for evidence that reforms supported by the Structural Reform Scheme had been reversed or 

had been implemented only ‘on paper’ with limited tangible impact on the ground. Interviews with 

World Bank technical experts, discussions with government officials, and reviews of available 

documentation show that nearly all reforms supported by the Structural Reform Scheme: i) have had 

a direct impact on the ground, leading to tangible changes in policies, systems, and processes; and ii) 

have been sustained over time.  
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Monitoring and reporting on O&M expenditures was inadequate.  O&M reporting by the Ministry of 

Finance was infrequent and irregular, and planned improvements captured in discussions around the 

O&M Facility never materialized.  Inadequate information was provided regarding the quality of O&M 

expenditure or the factors driving expenditure trends. Reporting requirements were not sustained 

beyond the lifetime of the program.  

 

Overall, the O&M Facility can be considered a failure. The mechanism failed to drive a sustainable 

increase in O&M expenditures despite the fact that additional O&M expenditures would have paid for 

themselves (with 150 percent reimbursement of funds through the facility). Three factors might have 

contributed to this disappointing result:  

• Short-termism. Reimbursement only occurred several months into the subsequent fiscal years. In 

the context of high fiscal pressures, government may have discounted consideration of the fiscal 

benefits of future reimbursement when struggling to manage short-term political pressures within 

the current budget year.  

• Lack of technical assistance. The O&M Facility as well as the O&M related structural benchmarks 

were meant to be supported by a new technical assistance program which never materialized. 

Even if technical assistance provision did not lead to increased overall O&M spending it is likely to 

have supported improved policy dialogue and strengthened analysis and reporting. 

• Lack of ambition in setting of targets. Targets were met even as aggregate O&M expenditures 

declined. Setting more-ambitious targets under the O&M Facility may have been able to 

incentivize increased (or at least sustained) O&M spending.  

 

5.5. Ad-hoc payment facility 

The AHP was established as a pure pass-through mechanism. The AHP was initiated in 2014 at the 

request of ARTF donors to serve as a pass-through mechanism for funding they wished to provide to 

the Afghan government budget as incentive payments for the achievement of Tokyo Mutual 

Accountability Framework indicators. Initially conceived as a minor program component to allow pass-

through of resources on an exceptional basis, use of the AHP grew rapidly. Partners quickly began using 

the mechanism to incentivize a broader range of bilaterally agreed policy conditions, agreed without 

the involvement of the World Bank. By 2020, the AHP had disbursed $772 million. Although AHP 

payments followed the eligibility review process and fiduciary standards used for the RCW, AHP 

disbursement were not incorporated in annual planning for the Operation, nor were the policy 

conditions for AHP payments shared or coordinated with the IP.   

 

The AHP was not well aligned with objectives of predictability and coordination in recurrent cost 

support. Bilateral programs that utilized the AHP facility may well have had some beneficial impacts. 

However, the introduction of the AHP was in some respects inconsistent with overall objectives of the 

Operation. The AHP facilitated the proliferation of conditionality-based payments to government, 

weakening coordination. Further, because disbursement decisions were made by individual ARTF 

partners without any requirement for coordination and scheduling of payments, significant volatility 

was introduced, and predictability suffered (Figure 17).  
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6. Program Governance and Supervision 

This section reviews governance and supervision of the Operation. The adequacy of governance and 

supervision on behalf of the World Bank and ARTF partners is discussed, before turning to adequacy of 

supervision by government. 

 

6.1. World Bank and ARTF program governance and supervision  

Governance of the Operation was embedded within overall governance of the ARTF. The ARTF was 

established with a fairly simple tripartite governance structure involving: i) a Donors’ Committee; ii) a 

Management Committee (MC); and iii) the World Bank as administrator. The Donors’ Committee 

discussed ARTF developments and made policy decisions. The Management Committee, consisting of 

multilateral agencies with no major own interest in the ARTF, made funding decisions. The Bank as 

administrator provided administrative and fiduciary services, including the provision of the Monitoring 

Agent, through an ARTF secretariat that was an integral part of the Bank’s office in Kabul and which 

reported to the donor committee.  

 

The ARTF’s governance structure has evolved over time. An early change in the governance structure 

was giving GoA a formal seat in both the Donors’ Committee and Management Committee. The Donors’ 

Committee was transformed into a Steering Committee (SC). Given the increasing size and complexity 

of the ARTF, and consistent with the recommendations of the 2008 external evaluation of the ARTF, a 

number of working groups with technical staff were established to analyze and advice the Steering 

Committee on key matters: The Strategy Group, the Gender Working Group and the Incentive Program 

Working Group (IPWG) (Figure 18). With this change the IPWG became an important governance body 

for the Operation, as discussed below. 

 

 

Figure 18: ARTF governance structure 

 

 
 

Source: ARTF Administrator 
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Eligibility of recurrent cost support was closely monitored. Throughout the implementation of the 

Operation, recurrent cost eligibility was monitored by a third-party Monitoring Agent, physically 

present in Afghanistan and located within the Ministry of Finance. On the World Bank side, senior task 

team leaders were also based in Kabul, providing just-in-time support to the government and 

interfacing with, and guiding the Monitoring Agent regularly. With long-term staff located in Kabul, 

supervision and fiduciary control was fully integrated into project implementation. The Monitoring 

Agent prepared reports on a quarterly basis. Reports were subject to review by the World Bank. 

Summary findings were shared with ARTF Donors on a regular basis but were not published due the 

sensitivity of some financial data. Full Monitoring Agent reports have been shared with ARTF donors 

since 2016. Findings and recommendations by the of the Monitoring Agent were discussed by the ARTF 

SC and the IPWG.   

 
The IPWG provided a joint mechanism for establishing policy reform targets, monitoring progress, 

and verifying the completion of policy actions. The IPWG was established in 2009 and was a Kabul-

based body. The IPWG was co-chaired by the World Bank (represented by a Kabul-based senior task 

team leader) and the Ministry of Finance and included representatives of the largest donors of the 

ARTF as well as the IMF as an observing member. The formal role of the IPWG included: i) negotiating 

and agreeing the program of policy reforms; ii) monitoring progress in the implementation of reforms 

and coordinating associated technical assistance needs between partners; and iii) discussing and 

endorsing technical reviews including disbursement recommendations. The IPWG met once every four 

to six weeks, or more frequently during program preparation. Discussion at all IPWG meetings was 

captured in comprehensive minutes, which were shared with ARTF partners, and technical reviews 

were published on the ARTF website.  

 

The IPWG evolved into an important and effective instrument for policy dialogue and donor 

coordination. Both the minutes of IPWG meetings and technical review documents reflect substantive 

and technically informed discussions around policy reforms. Discussions at IPWG meetings often 

extended beyond purely operational issues, providing a forum for discussion between partners and 

government on broader economic governance issues and the coordination of technical assistance. 

Donor engagement was generally active and constructive. Several external reviews of the ARTF indicate 

high donor and government satisfaction with the IPWG.  

 

Program governance and supervision was frequently affected by the security situation, staff 

rotations, and the complexity of the program:  

▪ There was extraordinary continuity in managing the Operation, with several World Bank team 

leaders remaining in country for much longer than the average term. However, the Operation’s 

complexity and the fact that its design differed from standard World Bank instruments also meant 

that task handovers were more challenging and required more time.   

 

▪ From 2013, the Operation increased both in complexity and ambition even as the security situation 

became more volatile and the Bank’s staff footprint in Kabul decreased significantly. Increased 

reliance on experts based outside of Kabul, combined with security-related disruptions to mission 
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travel, led to frequent delays in the resolution of operational challenges and the completion of 

technical reviews.  

 

▪ Rapid rotation of ARTF partner members of the Incentive Program Working Group sometimes 

impeded policy dialogue. New partner representatives sometimes brought their own priorities, 

uneven technical knowledge, and uneven institutional memory of past program and instrument 

design decisions. This sometimes led to repeated discussions around program design and posed 

challenges for World Bank and government members attempting to ensure medium-term 

consistency in reform priorities.  

 

6.2. Government Supervision  

Responsibilities for government supervision were well-established. For almost the entire duration of 

the Operation, the office of the Deputy Minister of Finance held overall responsibility for oversight, 

with operational support from the Budget Department. In the last cycle of the IP (2015-2017), 

responsibilities of the program were divided between the Finance and Policy Departments of the 

Ministry of Finance. The Deputy Minister held monthly to bi-monthly meetings with all participating 

stakeholders on the government side to discuss any issues during the implementation of the program.  

 

Government demonstrated strong ownership of the Operation throughout implementation. 

Ownership was demonstrated by: 

▪ Government’s decision to voluntarily submit the entire civilian operating budget for review to the 

Monitoring Agent, even though this risked exposing budget vulnerabilities and leakages to donors 

and the general public. Government viewed the Monitoring Agent mechanism as providing an 

opportunity to: i) signal strong commitment towards transparency; and ii) access additional 

information on the strengths and weaknesses of fiduciary system to complemented still nascent 

government-managed audit efforts. The Monitoring Agent was regarded by government as an 

extension of its own audit systems.  

 

▪ Strategic use of the Structural Reform Scheme to advance difficult and high-priority reforms. Some 

of the most complex and difficult reforms supported under the Structural Reform Scheme were 

included at the request of government. Government counterparts realized that the high visibility 

and the scale of resources provided under the Operation could be used to drive reforms that would 

otherwise not be feasible, including reforms requiring action by multiple agencies.  

 

▪ Strong willingness of government officials to be involved in the process. Government would 

typically propose many more reforms for inclusion under the Structural Reform Scheme than could 

be supported. This reflected strong incentives for program participation facing government staff, 

including: i) access to additional government budget allocations to implement supported reforms; 

ii) access to increased budgetary resources to units that were able to successfully implement 

reforms; and iii) personal recognition, opportunities for career advancement, and increased profile 

with senior government officials, including the Minister of Finance.  
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▪ Wide publication of the results of verification reports and technical reviews. the results of the 

technical reviews, including to local media. Approval of disbursements following successful 

implementation of reforms was typically accompanied by a press conference led by either the 

Minister or the Deputy Minister of Finance.  

Despite strong ownership, supervision of the program had some significant shortcomings. As 

discussed above, implementation problems have occurred frequently in relation to policy actions 

requiring coordinated action across government agencies. The Ministry of Finance struggled at times 

to monitor program implementation and coordinate the effective and timely completion of policy 

actions. The quality of monitoring varied greatly during program implementation. It was the strongest 

between 2009 and 2010 when the program was directly supervised by the office of the Minister, and 

then again between 2012-2013 under the direct supervision of the DG Budget who assigned a 

dedicated team to follow-up on the program implementation. However, staff changes as well internal 

conflicts over program responsibilities in the wake of institutional reforms affected the quality of 

supervision. Compounding factors were the increasing complexity of the Incentive Program and the 

growing profusion of conditionalities, including under the Tokyo Mutual Accountability Framework 

(TMAF), the Self-Reliance through Mutual Accountability Framework (SMAF), the State Building 

Contract (SBC) with the European Commission, or the New Development Partnership (NDP) with USAID 

which increased the demands on MoF’s limited capacity. An attempt to better organize the supervision 

of these programs through a new governance structure within the Ministry was never implemented in 

the context of frequent leadership changes and increasing uncertainty over the course of reforms. 
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7. Achievement of Outcomes 

This section assesses whether the outputs of the Operation have contributed to the achievements of the 

high-level objectives of the program. The analysis presented in this section answers the following 

questions: 

• Did the Operation contribute to improved delivery of basic services and strengthened state 

legitimacy? 

• Did the Operation contribute to progress towards fiscal sustainability over time? 

• Did the Operation contribute to additional positive outcomes? 

• Did the Operation have unforeseen negative outcomes? 

 

7.1. Improved Service Delivery and Strengthened State Legitimacy  

Coordinated door support was provided though the Operation in order to help build state capacity 

for the delivery of basic public services. The Operation contributed to delivery of services in two main 

ways. Firstly, the Operation provided financing for the delivery of services directly through government 

systems and agencies, meeting the costs of critical recurrent items and supporting the sustainable 

development of government’s institutional capacity. In addition, between 2010 and 2018 the Structural 

Reform Scheme of the Operation supported institutional reforms which were intended to improve the 

capacity of the state to sustainably deliver services including through improved public financial 

management and revenue systems.  

 

The financial contribution of the Operation to public service delivery was significant. Afghanistan saw 

huge improvements in the reach and quality of public services over the period of the Operation. This 

improvement was driven by rapid increases in outlays to basic civil services. Civilian budget 

expenditures grew from $250 million in 2002 to over $3.2 billion in 2018, while the civil service 

expanded from 270,000 in 2004 to over 400,000 in 2018. This expansion would not have been possible 

without the effective coordination of donor financing through the Operation. In the early years the 

Operation financed between 40 -75% of civilian recurrent expenditure. In later years this contribution 

declined, but remained significant, at around 20-30% (Figure 19).  
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Figure 19: RCC disbursements as a share of the civilian recurrent budget 

 

 

Source: ARTF Administrator 

 

Public finance, civil service, and revenue reforms supported under the Structural Reform Scheme are 

also very likely to have contributed to expanded service delivery. A series of supported civil service 

reforms are likely to have helped ensure a sustainable wage bill while allowing government to retain 

required expertise and skills. Reforms to audit and treasury systems are likely to have helped ensure 

fiduciary control over government resources, limiting wastage and leakage. Revenue and customs 

reforms, as described below, are likely to have increased government capacity to raise revenues and 

finance service delivery expansions. Previous external reviews of the ARTF have noted the direct 

contribution of the Operation to expansions in service delivery.  

 

Partly as a result of funding provided through the Operation and partly as a result of supported 

reforms, service delivery outcomes improved dramatically over its lifetime (Figure 20). As has been 

exhaustively documented elsewhere, Afghanistan saw some of the fastest improvements in social 

indicators in the world during the period of the Operation.  The number of births attended by a skilled 

medical professional increased from 12 percent in 2003 to 52 percent in 2018. Access to vaccinations 

and immunizations was substantially expanded. Maternal mortality rates declined from 1,100 per 

100,000 live births in 2000 to 396 per 100,000 live births in 2015.  The under-five child mortality rate 

declined from 129 per 1,000 live births in 2003 to 63 per 1,000 live births in 2017. The proportion of 

secondary-age children enrolled in secondary school increased from 13 percent in 2003 to 54 percent 

today. The proportion of secondary-age children attending school increased from 26 percent to 35 

percent. The proportion of Afghans with access to an electricity grid connection increased from eight 

percent to more than 30 percent. 
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There is no sign that the Operation inadvertently exacerbated corruption risks.  Provision of very high 

levels of grant support is often argued to have exacerbated corruption in Afghanistan, in the context 

of weak accountability and inadequate control systems. Three main factors suggest that the Operation 

is unlikely to have contributed to corruption. Firstly, the Operation provided financing to meet the 

existing recurrent costs under the government budget, rather than generating new procurement or 

payment opportunities. Secondly, disbursements under the Operation were subject to rigorous 

fiduciary control arrangements, including third-party monitoring of payment records. Only payments 

on a narrow range of basic government expenditure items were reimbursed, and only through systems 

where adequate controls had been established.  
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8. Lessons Learned 

This section presents lessons learned through experience of the Operation. Lessons may be relevant to 

both future operations in Afghanistan and internationally.  

 

8.1. Recurrent cost support 

Coordinated provision of unconditional budget support can be of critical importance in immediate 

post-conflict contexts.  Afghanistan achieved impressive progress in developing core government 

programs to deliver crucial services to citizens, leading to some of the fastest progress against social 

indicators in the world. The rapid emergence of functional government systems would not have been 

possible without the provision of substantial, predictable, and coordinated recurrent cost support. 

Observed strengthening of core government systems depended heavily on financial support to basic 

recurrent expenditure items, including civil service salaries. While incentivization was progressively 

built into project design, it would have been unrealistic to expect a newly established government 

(facing important capacity gaps in the context of substantial political uncertainty) to have successfully 

negotiated and implemented a program of policy actions during the early post-conflict period. 

Provision of coordinated recurrent cost support provided a valuable alternative to fragmented budget-

support programming or individually managed investment projects, which would have been likely to 

overwhelm scarce government capacity and contribute further to daunting aid coordination problems. 

 

Third-party monitoring can provide vital safeguards in weak-governance environments, but an exit 

strategy is needed. Third-party monitoring arrangements facilitated contributions of recurrent cost 

financing by ARTF partners by providing necessary assurance that fiduciary risks were being adequately 

managed. Providing such assurance would not have been possible using only core government fiduciary 

control and expenditure management frameworks, given the nascent state of relevant institutions in 

the immediate post-conflict context. To this extent, third-party monitoring arrangements were a crucial 

component of success in providing substantial coordinated recurrent cost support. Recent efforts to 

strengthen and expand third-party monitoring arrangements have been appropriate in the context of 

weakening governance and increased partner concerns regarding fiduciary risks. Third-party 

monitoring under the Operation always included a technical assistance and capacity building 

component, which was intended to support the strengthening of government systems over time. As 

has been indicated in previous external evaluations of the ARTF, a clear strategy and timeline for 

phasing out third-party monitoring systems might usefully be developed as government capacity is 

built over time. Establishment of clear milestones for phasing out third-party monitoring systems might 

strengthen incentives on behalf of both government and partners to ensure that effective government 

fiduciary control systems are established. Such phase out would need to be carefully calibrated to 

broader country circumstances and implemented only as government demonstrates required risk-

management capacities. 
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8.2. Incentivization of policy reforms 

Utilization of partial, time-based disbursement mechanisms can help to incentivize reform while 

managing fiscal risks. The Operation included innovative elements in the use of incentive mechanisms. 

While not all experiments succeeded (the O&M Facility, for example, was a clear failure), the use of 

partial, time-based disbursements against policy reforms was extremely effective. The Operation 

explicitly priced individual reforms and also priced delays in implementing reforms. Establishing an 

explicit cost of delays helped to motivate timely government actions. Disbursing against completion of 

individual reform actions rather than completion of the overall reform program helped manage fiscal 

risks in a context where government was heavily dependent on disbursements under the Operation, 

but also faced constraints to timely completion of reforms typical of fragile, low capacity, and politically 

volatile environments. Non-completion of some reforms did not mean that all disbursements were 

delayed. The discounting mechanism further helped manage risks by expanding opportunities for 

government to access at least some proportion of allocated funds even when facing implementation 

delays. A further benefit of the discounting mechanism was that – because the value of disbursements 

against policy actions declined only gradually over time – potentially perverse incentives to meet 

completion deadlines even at the cost of quality were moderated. 

 

Taking a medium-term programmatic approach and incentivizing a combination of policy reforms 

and implementation measures can help avoid superficial or ‘paper based’ reforms. The Operation 

was able to support successful implementation of complex reforms involving multiple agencies through 

the adoption of a medium-term approach. Upstream policy and legal reforms (framed as policy actions) 

were supported in early years, with concrete implementation measures supported during subsequent 

years (framed as either technical implementation actions or results). This approach was extremely 

helpful in a context where substantial gaps between policies and laws and actual practices are often 

wide. Incentivization of upstream policy and legal reforms was often necessary in a context where legal 

and policy frameworks remained undeveloped. But focusing only on upstream policy actions may have 

simply led to the adoption of new policies and laws that remained unimplemented in practice.  

 

Successful reform requires the provision of technical assistance support, ideally from field-based 

teams. Unsurprisingly, provision of technical assistance to the implementation of supported policy 

actions was closely associated with timely completion. In the context of weak capacity and complex 

political dynamics, technical assistance provided from teams based on the ground and in regular 

contact with government proved most effective. Incentivization of policy reforms for which adequate 

technical assistance was not provided (O&M Facility, AML/CFT reforms) led to delays and 

implementation failures, imposing fiscal risks on government and undermining the achievement of 

intended outcomes. 

 

Monitoring progress against previously incentivized reforms should be a critical element of program 

management. The Operation supported implementation of 83 policy actions over its lifetime. With 

support to such a broad program of reforms over several years and with significant turnover in program 

management, risks of policy reversal were pronounced. While this evaluation finds limited evidence of 

significant policy reversals, systems could have been strengthened to help mitigate this risk. 

Maintaining a unified database of reforms supported over the lifetime of the program and ensuring 

regular monitoring of continued effective implementation of previously supported policy reforms by 

technical teams may have been useful. 
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Policy reform implementation is best supervised by a dedicated government team. Implementation 

of reforms supported by the operation was most effective when managed by a Ministry of Finance 

team with adequate capacity and clear responsibilities. It may be useful for government to establish a 

dedicated unit within the Ministry of Finance that could take responsibility for coordination of policy 

actions across government agencies, and across different budget support and other incentive 

programs, facilitating donor coordination and harmonization of conditionalities. This is likely to prove 

most effective if the unit has a clear cross-government mandate and is able to assign responsibility for 

specific actions and monitor progress across agencies. 

 

8.3. General lessons 

Establishing a clear development objective, intervention logic, and results framework may have 

helped with assessing progress and recalibrating assumptions over time. The Operation pursued a 

fairly narrow and consistent range of objectives over its lifetime, while using a variety of instruments 

and supporting an expansive program of policy reforms. While the Operation benefitted substantially 

from flexibility and responsiveness to changing country circumstances, not all of the instruments under 

the Operation were successful or fully aligned with project outcomes, notably including the O&M 

Facility and the AHP facility. A clear intervention logic and results framework would have: i) helped 

ensure that all instruments and supported policy reforms were closely aligned to operational 

objectives; ii) allowed for periodic tracking of progress and course correction; iii) allowed for a more 

comprehensive and systematic evaluation of a major program; and iv) allowed the team to resist 

pressures from various stakeholders to add program instruments and policy reforms that were not 

aligned with project objectives. Utilization of an adaptive programming approach with a well-

documented but regularly revised results framework and intervention logic may have achieved these 

objectives without unduly constraining flexibility and responsiveness. 

 

Realism is required regarding the achievability of state-building objectives. Various documentation 

reflected an assumed direct and unproblematic relationship between financing service delivery and 

increased state legitimacy. At least to some extent, and during some stages of its lifetime, the 

Operation was presented as contributing to broader conflict mitigation and state-building goals. The 

assumed linkage between service delivery and state legitimacy was widely reflected in development 

thinking during much of the life of the Operation. The assumption, however, has since been extensively 

challenged in academic and policy research. Future operations may benefit from a clearly articulated, 

more sophisticated, and empirically verified intervention logic between service delivery and state-

building goals. Operation design and the specification of objectives could also have reflected greater 

realism regarding the limited possible impact of service delivery and policy reforms on overall 

governance outcomes and private sector investment. The Operation had limited potential to impact 

overall governance and private sector investment outcomes in the context of broader binding 

constraints, including continued political instability and worsening conflict.  

 

Realism is required regarding fragility risks to program objectives. The complexity and ambition of 

the Operation design and supported reforms increased over time, even as the security and governance 

context deteriorated. Decision-making seems to have been repeatedly driven by optimistic 

expectations regarding future political and security developments. The Operation may have been 

strengthened through: i) explicitly articulating assumptions regarding future political and security 
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conditions; ii) reflecting these assumptions in a clear intervention logic; and iii) periodically testing 

these assumptions against actual developments and revising program design and intervention logic 

accordingly.  

 

 

 

 

































 

 



 

 

  






