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Intellectual Agenda

Process Agenda

The OTF Five Step Change Process
The Way Forward for SME Finance

Situation Analysis

Access to finance
takes 3 of the top 10
‘most critical business
issues.’

Strong donor and
poppy dependence;
virtually no FDI.

Demand for formal
financing remains low.

Informal banking
sector meanwhile fills
the void.

Donor lending focused
mainly on large-scale
finance or micro-
lending; gap in SME
lending.

Form and engage a
joint private-public
sector representative
cluster group

Agree on a working
schedule and form
work groups within the
cluster group

Establish Goals

Improving quality,
consistency and
accessibility of training
for banks and SME’s

Addressing legislative
barriers to commercial
lending; prioritized
drafting of key laws

Streamlining and
formalizing private
sector feedback in
legislative drafting and
review

Establishing market-
driven approaches to
SME training and
capacity building

Build a sense of
shared vision within
cluster group

Conduct workgroup
meetings with cluster
members and subject
matter experts

Understand
Investor Needs

Understand interests
and needs of foreign and
regional banks and
investors

Collect releve

) . AQ

informatior <V~ vestor

sentime’ c\\& risk

tolers (@ .e., surveys
\

ar Q° aryresearch)

Identify prospective
foreign investors, multi-
national corporate
partners, and importers

Form a research plan
based on initial
hypotheses

Leverage OTF Insight
to conduct investor
analytics and market
research

- /

Develop Action
Guidelines

Develop action plan
along the SME finance
value chain involving
all participants

Prioritize action plan

Communicate
guidelines to
relevant
stakeholders

Develop overall
cluster strategy
aligned with long-
term sustainability

Lead a campaign to
inform all stakeholders
of plan implication

Institutionalize working
group to ensure
continuity and
sustainability
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Understanding Investor Needs
Overview: Survey Objectives and Respondent Profile

Through understanding some key drivers of investment decision-making, Afghanistan can
more efficiently channel its resources towards high-return initiatives to improve its

positioning as an attractive investment destination. _ _
Geographic location of respondents

Survey objectives: (Total: 99 respondents)

— Rank factors relating to the investment environment,
according to investor needs.

—  Clarify investor priorities with regard to developing local
partnerships. Pak'n, 19,

—  Understand willingness to invest in Afghanistan and 19%
expectations with regard to investment returns.

— Understand demand for investment promotion services

and performance to date of the Afghanistan Investment o USA, 21,
ther, 21, 21%

Support Agency (AISA). 2106

Afg'n, 11,
11%

India , 27,
28%

Target group: Type of business

— Investors, both direct and portfolio investors, that are
willing to invest abroad and/or in Afghanistan.

— Investors in Afghanistan, India, Pakistan, and the USA.

Financial,
42,42%
Non
financial,
57,58%
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Understanding Investor Needs

Overview: Past and Potential Future Investments

ICT and manufacturing are considered by far the more popular investment opportunities
among survey respondents. But sector emphasis differs by country, with investors in some
countries displaying a leaning towards one sector more than another. The majority of

investments made by respondents are under $10 M.

Industries in which respondents have made or would

consider making investments

35

(no. of respondents)

30 ~

25 A

20 A

12

No. of respondents

10

1. Excludes investors from India (due to insufficie

13 14

nt data).

14

15

15 15

23

30

Sector leanings by country

AFG IND PAK USA
Transp Manfg ICT ICT
Constrn Manfg Utilities
W/sale Prf Svc

Average size of previous
individual investments 1!
>$10 M <$1 M

27% 31%

$6-10M

21% $1-5M

21%
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Understanding Investor Needs
Location Factors: Investor Priorities

Issues relating to the general investment environment dominate investor concerns. No longer
are cheap labor and raw materials big attractions.

Rating of location factors that drive investment de cision-making
(1 = Not important; 5 = Very important)

4.7
4.5
3 44

41 4.1

4 3.8 3.8
3.6

3.4
, 37 33 33 33 33

Respondent rating (scale 1-5)

While security and political stability in Afghanistan are being addressed, communicating
a strong commitment to guaranteeing investor rights can do much address their other
top concerns in the interim.



Understanding Investor Needs
Location Factors: Country Variation

Variation exists between the priorities of investors from different countries, much of it driven
by the type of sectors in which they are investing.

Afghanistan

Afghan investors rated access to skilled labor, good local suppliers, the presence of an investment
promotion/support agency and business support services considerably higher than investors from
other countries.

This may be partially driven by the fact that a number are invested in service sectors, for which
skilled labor in particular is important.

Most investors surveyed from Afghanistan are currently invested in the country. The high rating of
the importance of support services — both public and private — may reflect the difficulties they have
faced to date in conducting business in Afghanistan, and an expressed need for additional support.
India
Indian investors rank security and political stability considerably lower than the average. This
indicates a willingness to enter into more unstable investment environments.
They also rate access to cheap labor more highly than investors surveyed form other countries.
This may be driven by their sector leaning towards manufacturing.
USA
Both the investment a legal framework featured prominently among US investors’ top concerns.

This may in part reflect US investor interest in ICT and utilities, both of which are long-term
investment propositions, for which environmental factors are of high importance.

¥

Differences in priorities between countries and investment sectors requires tailoring
iInvestment promotion campaigns and branding messages.
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Understanding Investor Needs
Local Partner Attributes

Investors seek trust and credibility in their potential partners. Investors surveyed form the US
place particular emphasis on exit options.

Rating of factors relating to local partners
(1 = Not important; 5 = Very important)

Respondent rating (scale 1-5)

Building investment partnerships based on trust and confidence will require
patience and multiple interactions. There are few short-cuts.
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Understanding Investor Needs
Willingness to Invest in Afghanistan: Advantages

The majority of surveyed investors have invested in the region, but only 16 are currently
invested in Afghanistan. Of those are not currently invested in Afghanistan, almost 30%
would consider investing in the country.

Previous investments in the region

No resp
19%

S. Asia
37%

C. Asia
17%

M. East
27%

Willingness to consider investing in

Afghanistan (from respondents not

currently invested)

Yes
29%

71%

Why do you consider Afghanistan an attractive inves tment
location?

Summary: First-mover advantage; wide range of opportunities in
reconstruction.

“Afghanistan’'s economy is booming after years of war. Itis
like a ‘Wild West’ town where investment is risky and
expensive, but returns can be attractive ... if you are the first
in the market.”

— Investor from Afghanistan

“Strategic location. Furthermore, after 20 years of turmoil ...
there must be hundreds of opportunities worth exploring.”

— Investor from Pakistan

“First-mover advantage; better risk adjusted returns; growth
potential; strategic geographic location; energy and
infrastructure project financing opportunities.”

— Investor from Pakistan

¥

Reconstruction opportunities in Afghanistan make it an
attractive investment destination, particularly for those
willing to get in early.



Understanding Investor Needs
Willingness to Invest in Afghanistan: Barriers

The perception of high insecurity in Afghanistan deters investors from even considering the
country. However, many admit to being ignorant of attractive opportunities that may exist.

Please summarize why you are unwilling to consider investing in Afghanistan.
Summary: Concerns with political, economic and personal security; ignorance of opportunities
“Security issues and no viable business proposition has been presented.”
— Investor from Canada
“Lack of familiarity; public relations; security concerns.”
— Investor from Hong Kong

“Afghanistan is currently not our country of focus because our company prefers to invest in countries
which can provide a stable business environment for us ...Though we did not perform a detailed
study of Afghanistan, the perception relating to violence or terrorism, [a weak] economy, [lack of a]
transparent legal and political system, etc. are well established in the public.”

— Investor from Hong Kong

“Concerned about (a) lawlessness (b) physical safety of personnel and (c) lack of information about
market opportunities in different sectors (i.e. only information disseminated about Afghanistan in
international media is when some violent and bloody event takes place. Nobody hears about any
success stories).”

— Investor from Pakistan
“Better opportunities exist elsewhere.”

— Investor from India '

Afghanistan needs to conduct more public outreach focused on dispelling the
perception of widespread lawlessness, while at the same time disseminating more
iInformation on concrete, viable investment deals.
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Understanding Investor Needs
Willingness to Invest in Afghanistan: Addressing Ke y Concerns

Security is the over-riding concern in Afghanistan, but so is the investment framework.
What top concerns must be addressed for Afghanistan to become a more attractive investment
location?

Summary: Personal security, rule of law, predictability of investment framework, infrastructure.

“Safety and security. Reliable infrastructure. Insurance programs. Simpler and more accessible
bureaucracy.

— Investor from Afghanistan

“Security, security, security: It's very difficult to find people to work in Afghanistan because they are
afraid of terror and bombing. | have to talk a lot to convince that Kabul is somewhat safe and only
some regions are very unsafe.”

— Investor from Germany

“Security concerns, track record of good investor returns that will only come with time, efficient and
transparent regulatory framework, attractive framework for foreign investors.”

— Investor from UAE

“Security concerns; adequate real property protections; civil liberties; enforced and fair rule of law;
trustworthy partners on the ground.”

— Investor from USA

“Policies that ensure uninterrupted business activities. Security of tenure - permits and licenses
should be issued and remain in force for the time periods that they are issued for ... [investor-
friendly] repatriation of fund policies.”

— Investor from South Africa '

Communicating a clear message on the protection of investors’ rights can do
much to advance Afghanistan’s image among potential investors while security
concerns are being addressed.
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Understanding Investor Needs
Willingness to Invest in Afghanistan: Required Retu rns

Investors are looking for relatively high returns on investment when looking to invest in
Afghanistan, with the majority seeking returns of more than 20% and almost 60% returns
of over 30%. Investors from India appear to be comparatively the most risk tolerant.

Expected return on investment Average return on investment required by country
(by number of respondents) (annual return)

> 30% A
20 40

= 20-30% 1
10-20% -
<10% A
O;%) 20% 40% 60% 80% 100%

Afg hanlstan Pakistan

Average return on investment

W <10% H 10-20% 0 20-30% 0 >30%

Indian investors are looking for
comparatively lower investment
returns, seeking average returns of
less than 30%.

\ 4

As Afghanistan goes to market as an investment destination, it will have to initially
focus on high-return opportunities. In time, as investor experience and confidence
grows, lower return sectors can be promoted.
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Understanding Investor Needs

Investor Services: Information Sources for New Inve

stments

Investors are looking to for specific new investment deals to be pitched to them — either
directly or through their network. General investment promotional activities do not resonate
with them (with some exceptions).

Information sources for new investment opportunitie

(1 = Not important; 5 = Very important)

Direct contact from

companies

Word of mouth

Rd shows & confrs

abroad

Invstr conf in host

country

Trade mags, jmis,

general press

Company profile
directory

IPAs

Country variation

Road shows abroad are rated as
the most important source of new
information among  surveyed
investors from Pakistan .

A company directory and
outreach by investment
promotion agencies are generally
not considered to be important
sources of information for new
investments. The exception is
among surveyed investors from
Afghanistan , who rate them as
the top two most important
investment opportunity sources.

Packaging deals and putting them out in the market is the most effective means
by which to reach investors. This will likely require the services of well-

networked investment intermediaries.
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Understanding Investor Needs
Investor Services: Investment Promotion Agencies

Almost a third of surveyed investors have previously used the services of an investment
promotion agency (IPA). Of those that have used AISA’s services, their level satisfaction
has been high.

Rating of quality of service delivery of AISA
Previously used services of an IPA (by number of respondents)

Yes
29%

No
71%

0% 20% 40% 60% 80% 100%

O Average O Good O Excellent

¥

While it is concrete deals that are pitched to the market — either directly or through
intermediaries — that mater most to investors, IPAs still have an important role to
play. Afghanistan’s IPA, while still young, is on the right track.
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Understanding Investor Needs
Investor Services: Matching Service Delivery with D emand

The Afghanistan Investment Support Agency (AISA) is doing a good job at matching its
service offerings with investor demand. One exception is analysis of investment
opportunities.

AISA is performing well in Matching Investor Services with Demand ~ Average
matching its service offerings (rating of importance against quality of supply) ... INVESIOr score

o Ing ! Vi I_ g ° . , <& Compliance with govt regins: 4.1
with investor demand.t It is The ‘right balance e —————

. . . ® Commn in invstr language 3.7
neither over-delivering on _ .
unnecessary services nor € 471  Overdelivery of A Referral services 3.7
under-delivering on important 3 | Umecessavsendces g5 36
ones. o ﬁ 3 X Locating local partners 3.5
(&) .
One exception iIsin ana|y5is é ; ® ® Staff understd biz needs 35
of investment opportunities, & c% ~ + One-stop shop service 3.5
Wh|Ch Surveyed InveStOFS rate 5—‘: 2 = In-country point person 3.5
as |mportant but at which % 5 _ A Locating foreign partners 3.1
AISA feels it lack = ‘Under-delivery of
; 1 - Important services

An opportunity also exists f_or OO
AISA to further strengthen its 0 . . . | e development.........-
at_)ility to support inve_stors 0 1 5 3 4 5
with regulatory compliance. Investor rating

(1 = Not important; 5 = Very important)

¥

AISA should build on its ability to provide in-depth analysis of investment
opportunities, developing related research and outreach functions.

1. This is demonstrated by the clustering of indicators in the upper-right quadrant, most of which are near to or on the dividing line. AA; OTF Group Information; 2006 18



Understanding Investor Needs
. or ... Investor Services: Matching Service Delivery with D  emand

The Afghanistan Investment Support Agency (AISA) is doing a good job at matching its
service offerings with investor demand. One exception is analysis of investment

opportunities. , _ _
Matching Investor Services with Demand

i z : : Compliance with  government
(rating of importance against quality of supply)

regulations is the most important
Compliance with gowvt regins = 41 q service investors are Iooking for
form an IPA. AISA rates itself as

] 3.6

| 3.7 doing this relatively well.
[— 2 AISA should build on its ability to
| P > ¢ provide in-depth analysis of
3.6 investment opportunities,

Locating potential local partners ﬂ developlng related research and

outreach functions.

. | 3.8
Staffunderstand biz needs | — { While AISA staff believe that
One-stop shop senice _73.34.5 they are strong at the provision of

1 an in-country point person and
locating local partners  for
investors, these are not

. . 3.4 . .
Locating foreign partners Iﬂ. considered a very important

function for an IPA by investors.

Commn. in invstr language

Referral senices

In-depth analysis of inmnt opps

In-country point person

|

o
=
N
w
IN
al

O Investors W AISA staff

A

AISA should build on its ability to provide in-depth analysis of investment
opportunities, developing related research and outreach functions.
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Understanding Investor Needs
Summary

While security and political stability in Afghanistan are being addressed,
communicating a strong commitment to guaranteeing investor rights can do
much address their other top concerns.

This needs to be coupled with the dissemination of more information on
concrete, viable investment deals. Ultimately the most effective mechanism for
this will be through direct business-to-business contact, or through the support
services of investment intermediaries.

This is the most effective means to both increase information out in the market
as well as to build investor trust and confidence.

As Afghanistan goes to market as an investment destination, it will have to
initially focus on high-return opportunities with returns upwards of 30%. In time,
as investor experience and confidence grows, lower return opportunities can
be promoted.

IPAs still have an important role to play. The Afghanistan Support Agency,
while still young, is on the right track. AISA needs to build on its ability to
provide in-depth analysis of investment opportunities, developing related
research and outreach functions.
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