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Key conditions and 
challenges 
 
In Afghanistan’s recent past, economic 
activity has been adversely impacted by 
deep-rooted political instability, institu-
tional weakness, and violent insurgency. 
Poverty has remained stubbornly high 
and GDP per capita is among the lowest 
in the world. Afghanistan also lags in 
terms of key social indicators and ranked 
169th in the 2020 Human Capital Index.  
The economy is shaped by the dispropor-
tionate weight of aid and security related 
services, with small spillovers to other 
sectors of the economy. Aid inflows ex-
ceed 45 percent of GDP, and security 
spending is equivalent to approximately 
30 percent of GDP. Grants finance more 
than 75 percent of total public spending 
(including off-budget spending) and 
around half of the budget. The livelihood 
of seventy percent of the population con-
tinues to depend on agriculture. The de-
velopment of private sector activity unre-
lated to aid or security development, par-
ticularly of industries and manufacturing, 
has been heavily constrained by political 
instability, weak institutions and wide-
spread corruption, inadequate infrastruc-
ture, and onerous regulation.  
As a result, Afghanistan has a small and 
undiversified production base and struc-
tural fiscal and trade deficits, financed 
almost entirely by international grants. 
There are only limited economic opportu-
nities for the estimated 300,000 Afghans 
entering the labor force each year.  

The COVID-19 shock has exacerbated 
economic and social challenges. The 
pandemic and related containment 
measures, including border closures and 
lockdowns of major cities, disrupted 
commerce and trade. Poverty is believed 
to have increased significantly, as urban 
casual workers  were impacted dispro-
portionately. Peace talks with the Tali-
ban have stalled, dampening expecta-
tions that sustainable peace can be 
achieved over the short-term.  
The outlook is highly uncertain. Critical 
risk factors include: a possible decline in 
international security support, a deteriora-
tion of security conditions (a possible in-
tensification of Taliban attacks), and faster
-than-expected reductions in aid support 
(if governance improvements are not 
sufficient to reassure donors, who increas-
ingly condition grants on reforms). 
 
 

Recent developments 
 
The economy is estimated to have con-
tracted by 1.9 percent in 2020, reflecting 
the impact of the COVID-19 crisis. 
Thanks to favorable weather conditions 
and its relative insulation from COVID-
19 impacts, agriculture production is 
estimated to have increased by 5.3 per-
cent. By contrast, lockdowns and inter-
mittent border closures had a significant 
adverse impact on industrial and services 
output, which contracted by 4.2 and 4.8 
percent, respectively. 
Inflation rose to an annual average of 5.6 
percent in 2020, up from 2.3 percent in 
2019. This mostly reflected a sharp increase 
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Afghanistan is expected to experience 

sluggish growth over 2021, as political 

uncertainty, insecurity, and declining aid 

depress the pace of recovery from the 

COVID-19 crisis. The combination of low 

revenue collection and declining grants 

means that the government has limited 

fiscal space to provide countercyclical 

support. Poverty remains high and infor-

mal and self-employed workers have been 

hit hard by COVID-19 related disrup-

tions. To reach and sustain higher growth 

the following will be key: continued sup-

port from the international community, a 

resolution of current political uncertain-

ties, and the mobilization of new sources 

of growth including the extractives.   

FIGURE 1  Afghanistan / Real GDP growth and contribution 

to real GDP growth 

FIGURE 2  Afghanistan / Actual poverty rates and real GDP 

per capita 

Sources: World Bank, Macroeconomics, Trade and Investment Global Practice. Sources: WDI, NSIA, official data, and IE-LFS (2020). 

Table 1 2020

Population, million 38.9

GDP, current US$ billion 1 9.9

GDP per capita, current US$ 51 1 .0

Poverty headcount ratio
a 47.1

School enro llment, primary (% gross)
a 72.5

Life expectancy at birth, years
b 64.5

(a)  Income, Exp. and Labor Force Survey (IE-LFS) (2020). 

(b) M ost recent WDI value (2018).

Source: WDI, M acro Poverty Outlook, and off icial data.

Notes:
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in food prices due to panic buying and 
import disruptions in the second quar-
ter. Over the second half of the year, 
inflation decelerated as trade disruptions 
were resolved. 
External balances are estimated to have 
improved in 2020. The trade deficit is be-
lieved to have narrowed slightly to 27.6 
percent of GDP (from 30.4 percent in 
2019), with imports and exports declining 
by 4.5 percent and 10 percent respectively 
(such that value of imports fell more than 
exports in absolute). Despite the large 
trade deficit, the current account is esti-
mated to have reached a surplus of 2.9 
percent of GDP (up from 0.6 percent in 
2019), thanks to continued high foreign 
grant inflows. The afghani remained sta-
ble against the US dollar throughout the 
year, and international reserves are esti-
mated to have increased to USD 9.7 billion 
in 2020, corresponding to approximately 
16 months of goods and services imports. 
The fiscal deficit widened to 2.3 percent of 
GDP in 2020 (from 1.6 percent in 2019), 
reflecting reduced revenues and increased 
expenditures in the context of the COVID-
19 crisis. Domestic revenues fell around 17 
percent short of budget targets, given 
weak overall economic activity, low pro-
ceeds from import taxes, and poor compli-
ance. Meanwhile, overall expenditure 
increased by 3.4 percent relative to 2019, 
amounting to 28.6 percent of GDP. 
According to estimates from the 2019-
2020 Income and Expenditure Household 

Survey, some 47.1 percent of Afghans 
are poor, a slight reduction from the 
previous estimate (54.5 in 2016-2017). 
Urban poverty increased from 42 to 45 
percent between the two rounds, while 
rural poverty declined significantly 
(from 59 to 48 percent). Better rural out-
comes reflect the recovery of agriculture 
incomes in the aftermath of the 2018 
drought, and the relatively lower expo-
sure of rural and subsistence communi-
ties to the impacts of COVID-19 lock-
downs and trade restrictions. 
 
 

Outlook 
 
The baseline scenario assumes (i) contin-
uation of current security and political 
conditions, involving high levels of un-
certainty, slow progress with peace 
talks, a sustained US troop presence, and 
continued widespread violence; (ii) no 
further COVID-19 lockdowns, despite 
continued high infection rates; and (iii) a 
gradual decline in grant support, in line 
with donor commitments at the 2020 
Geneva Conference.  
Under this baseline scenario, the econo-
my is expected to grow by one percent in 
2021.  Industry and services are expected 
to recover gradually from the COVID-19 
crisis, but the onset of drought condi-
tions is expected to dampen agricultural 
output. Over the medium-term growth is 

expected to firm up gradually as 
weather conditions improve and the 
scarring effect  of the COVID-19 dis-
ruptions dissipates.  
Notwithstanding a slight increase in non
-food inflation due to higher global oil 
prices, inflation is expected to fall to 3.8 
percent in 2021, as COVID-19-related 
supply restrictions fade and growth of 
food prices moderates (despite impacts 
of the drought). Over the medium term, 
inflation is expected to stabilize at 
around 5.0 percent. 
The current account surplus is projected 
to narrow to 0.3 percent of GDP in 2022, 
before moving into deficit from 2023 
onward, as a result of lower grants and 
the continuation of a large trade deficit. 
Thus, international reserve buffers are 
projected to decline. 
Given weak growth prospects, tax reve-
nues will remain constrained. This, cou-
pled with lower projected international 
grants, will drive a fiscal deficit of around 
3.1 percent of GDP in 2021, to be financed 
largely from cash reserves. Over the medi-
um term, the fiscal deficit is expected to 
narrow to less than 2 percent of GDP, 
partly thanks to the expected implementa-
tion of the VAT in 2022. 
Drought conditions are likely to result in 
increased poverty and food insecurity in 
some rural areas, while the recovery from 
COVID-19 disruptions in commerce and 
trade may support modest reductions in 
urban poverty.  

TABLE 2  Afghanistan / Macro poverty outlook indicators (annual percent change unless indicated otherwise) 

2018 2019 2020 e 2021 f 2022 f 2023 f

Real GDP growth, at constant market prices 1.2 3.9 -1.9 1.0 2.6 3.0

Private Consumption 10.0 -2.0 -3.7 1.5 3.0 3.5

Government Consumption -17.8 15.0 5.6 1.2 1.3 1.8

Gross Fixed Capital Investment 0.0 -15.3 -13.6 -0.1 1.4 1.3

Exports, Goods and Services 49.6 -6.3 -2.3 4.1 7.2 7.3

Imports, Goods and Services 13.1 -6.8 -5.3 2.3 3.1 3.5

Real GDP growth, at constant factor prices 1.2 4.4 -1.9 1.0 2.6 3.0

Agriculture -4.4 17.5 5.2 -1.5 4.0 4.5

Industry 11.1 4.8 -4.4 2.0 2.0 2.0

Services 1.9 -1.4 -4.9 2.3 2.0 2.5

Inflation (Consumer Price Index) 0.6 2.3 5.6 3.8 4.5 5.0

Current Account Balance (% of GDP) 2.7 0.6 2.9 1.2 0.3 -0.6

Net Foreign Direct Investment (% of GDP) 0.5 0.0 0.0 0.1 0.2 0.3

Fiscal Balance (% of GDP) 0.8 -1.5 -2.3 -3.1 -1.1 -0.7

Debt (% of GDP) 5.8 7.1 8.2 9.7 9.9 9.3

Primary Balance (% of GDP) 1.0 -1.4 -2.2 -3.0 -1.1 -0.7

Source: World Bank, Poverty & Equity and M acroeconomics, Trade & Investment Global Practices.
Notes: e =  estimate, f = forecast.
NA


