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EXECUTIVE SUMMARY

Da Afghanistan Bank uses quantitative theory of
money as a determinant of Reserve Money (RM)
aiming to keep domestic prices stable. Maintaining
domestic price stability is the primitive goal of the
Da Afghanistan Bank (DAB), where reserve money is
the main operational target while Currency in Circu-

lation is the indicative target for liquidity.

In first quarter of FY 1399, Reserve Money was AFN
266,938.63 million with -8.21% growth, while Cur-
rency in Circulation was AFN 259,502.13 with -0.02%
growth rate. Both, reserve money and currency in
circulation were below the target. Narrow money
growth is 7% standing at AFN 459,798 million, while
broad money standing AFN 490,857 million with a
growth rate of 5.57% in the first quarter of FY 1399.

Consumer Price Index (CPI) is calculated on the basis
of April-2015 base prices. In the first quarter of FY
1399 (2020) average inflation reached to 3.54%
(overall index) higher than average rate of 0.84% in
the first quarter of the previous year (Y-o-Y). Com-
paring the index on Q-to-Q basis, inflation rate in-
creased by 1.83% reaching 3.54% on average in the
first quarter of FY 1399, where it was 1.71% in the
fourth quarter of FY 1398.

Meanwhile, Merchandise trade deficit reduced by
19% to USD 1,326.42 million in the first quarter of FY
1399 lower than deficit of USD 1,603.77 million in
the first quarter of the previous year, which was due
to 12% increase in export earnings and 14% decrease
in import expenditures. At the meantime, service
account inflow and primary income account shown

increase in the first quarter of FY 1399. As a result,

balance of payment deficit reduced to almost USD
735 million in the first quarter of FY 1399, lower than
the deficit of USD 1,276 million in the first quarter of
FY 1398.

Capital account inflow decreased to USD 36.06 mil-
lion (reduced by 35%) in the first quarter of FY 1399.
Financial account balance was USD 200.68 million at
the end of the first quarter of FY 1399. Primary in-
come account net inflow increased by 10% which
was Deficit of the service account reduced by 41%,

and compensation of employees and investment

income increased by 10%.

Meanwhile, budgeted expenditures was AFN 428.38
billion for FY 1399, 13% of the core budget was exe-
cuted in the first quarter of 1399. Total revenue for
the first quarter of FY 1399 recorded amount of AFN
54.57 billion compared with the AFN 57.63 billion in

the same quarter of the previous year.

Total domestic revenue was AFN 38.66 billion, on
the hand, donor contributions registered amount of
AFN 16.72 billion during the first quarter of FY 1399.
Total expenditure was AFN 57.81 billion, meanwhile,
operating expenditures was AFN 48.70 billion, while
development expenditures recorded AFN 9.11 billion

in the first quarter of FY 1399.

In the Banking sector, statistics show decreasing
trend for first quarter of FY 1399. Banking sector
incurred loss of AFN 71.3 million with ROA of -0.13%.
Assets of the banking system was AFN 284.67 billion,
while gross loans recorded AFN 40.62 billion. Trade
sector with share of 44.4% received the highest

amount of loan from the banks, and service sector



ranking the second in the list. Islamic Banking also
witnessed decreasing trend in its main financial indi-
cators. Assets of the Islamic banking reduced due to

decrease in deposits. The Islamic banking sector

earned profit of AFN 146.47 million during the first

quarter of FY 1399. Deposits were the main source

of

fund

for

the

Islamic

banks.
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GLOBAL ECONOMIC ENVIRONMENT

The global outlook is highly uncertain as a result of
COVID-19 pandemic which is a global health crisis. It
has triggered the most severe economic recession in
nearly a century and is causing enormous damage to
people’s health, jobs and well-being. Global growth
is projected at —4.9% in 2020, 1.9% below the April
2020 World Economic Outlook (WEQO) forecast.*
Growth in the advanced economy group is projected
at —8.0% in 2020, 1.9% lower than in the April 2020
WEO. Therefore, synchronized deep downturns are
foreseen in the United States —8.0%, Japan —5.8%,
the United Kingdom -10.2%, Germany -7.8%,

France —12.5% Italy and Spain —12.8%.

In 2021 the advanced economy growth rate is pro-
jected to strengthen to 4.8%, leaving 2021 GDP for
the group about 4% below its 2019 level. Growth in
emerging market and developing economies group
forecast is —3.0% in 2020, 2% below the April 2020
WEO forecast. The downward revision to growth
prospects for emerging market and developing
economies over 2020—21 is 2.8%, which exceeds the
revision for advanced economies of 1.8%. Excluding
China, the downward revision for emerging market

and developing economies over 2020-21 is 3.6%.

The COVID-19 pandemic has had a more negative
impact on activity in the first half of 2020 than antic-
ipated, and the recovery is projected to be more
gradual than previous forecast. Overall, this would
leave 2021 GDP some 6%% lower than the pre-

COVID-19 projections in January 2020. The adverse

1 World Economic Outlook Report, IMF, June 2020
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impact on low-income households is particularly
critical, revealing the significant progress made in

reducing extreme poverty in the world since the

1990s.

GDP in first quarter of FY 2020 was generally worse
than expected the few exceptions include, for Chile,
China, India, Malaysia, and Thailand, among emerg-
ing markets, and Australia, Germany, and Japan,
among advanced economies. Moreover, according
to the International Labor Organization, the global
decline in work hours in the first quarter of FY 2020
compared to the same quarter of FY 2019 was

equivalent to the loss of 130 million full-time jobs.

The decline in the quarter under review is likely to be
equivalent to more than 300 million full-time jobs.
Furthermore, Trade contracted by close to —3.5%
(year over year) in the concerned period, reflecting
weak demand, the collapse in cross-border tourism,
and supply dislocations related to shutdowns (exac-
erbated in some cases by trade restrictions). Aver-
age inflation in advanced economies had dropped
about 1.3% since the end of 2019, to 0.4% (year over
year) as of April 2020, while in emerging market

economies it had fallen 1.2%, to 4.2%.

Downward price pressure from the decline in aggre-
gate demand, together with the effects of lower fuel
prices, seems to have more than offset any upward

cost-push pressure from supply interruptions so far.
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Global trade will suffer a deep contraction this year by —11.9%, reflecting considerably weaker demand for goods

and services, including tourism. Consistent with the gradual pickup in domestic demand next year, trade growth is

expected to increase to 8%.

Figure 1.1: Global growth, Advanced and Emerging economies’ GDP growth
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1.1. ADVANCED ECONOMIES:

1.1.1 United States’ Economy

The real gross domestic product (GDP) decreased at
an annual rate of 5.0% in the first quarter of FY 2020
according to the "third" estimate released by the
Bureau of Economic Analysis Comparably in fourth
quarter, real GDP increased by 2.1%. The decline in
GDP reflected the response to the spread of COVID-
19, as governments issued “stay-at-home” orders in
March, 2020. This led to rapid changes in demand,

as businesses and schools switched to remote work
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or canceled operations, and consumers canceled,

restricted, or redirected their spending.

The full economic effects of the COVID-19 pandemic
cannot be quantified in the GDP estimate for the
first quarter of FY 2020 because the impacts are
generally embedded in source data and cannot be
separately identified. The 5.0% decrease in real GDP

was the same as in the “second” estimate.



The updated estimates primarily reflected an up-
ward revision to nonresidential fixed investment
that was offset by downward revisions to private
inventory investment, consumer spending, and ex-
ports. Moreover, BEA's featured measure of infla-
tion in the U.S. economy, the price index for gross
domestic purchases, increased by 1.7% in the first
quarter of FY 2020, the same as in the second esti-
mate. The price index for personal consumption
expenditures (PCE) increased by 1.3%, the same as

in the second estimate. Excluding food and energy

Global Economic Environment

prices, the PCE price index increased by 1.7%, an

upward revision of 0.1%.

Meanwhile, U.S. International Transactions current
account deficit, which reflects the combined balanc-
es on trade in goods and services and income flows
between U.S. residents and residents of other coun-
tries, narrowed by $o.1 billion, or 0.1%, to $104.2
billion in the quarter under review, according to sta-
tistics from the U.S. Bureau of Economic Analysis

(BEA).

Figure 1.2: US, Real GDP percentage change from preceding quarter
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The revised deficit for fourth quarter of FY 2019 was
$104.3 billion. The deficit for first quarter of FY 2020
was 1.9% of current dollar gross domestic product,
up less than 0.1% from the fourth quarter of FY
2019. The so.1 billion narrowing of the current ac-
count deficit mainly reflected a reduced deficit on

goods that was largely offset by a reduced surplus
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on primary income and an expanded deficit on sec-
ondary income. Meanwhile, the declines in first
quarter of FY 2020 current account transactions are,
in part, due to the impact of COVID-19, as many
businesses were operating at limited capacity or
ceased operations completely, and the movement

of travelers across borders was restricted.



Moreover, the U.S. net international investment
position, the difference between U.S. residents’ for-
eign financial assets and liabilities, was —$12.06 tril-
lion at the end of the first quarter of FY 2020, ac-
cording to statistics released by the U.S. Bureau of
Economic Analysis (BEA). Assets totaled $26.77 tril-
lion and liabilities were $38.82 trillion. It is worth
mentioning that in the first quarter of FY 2020, the
declines in U.S. assets and liabilities reflect the im-

pact of the COVID-19 pandemic.

1.1.2 The Economy of UK

UK gross domestic product (GDP) in volume terms
fell by 2.2% in first quarter of FY 2020, revised
downwards by 0.2% from the first quarterly esti-
mate; the largest fall in UK GDP since third quarter
of 1979 when it also fell by 2.2%. The services, pro-
duction and construction sectors provided a nega-
tive contribution to growth in the output approach
to GDP in the quarter under review; with services

output falling by a record 2.3% in the latest quarter.

Household consumption declined by 2.9%, revised
downwards by 1.2% from the first quarter estimate;
this is now the largest decline in household con-
sumption since third quarter of 1979. The house-
holds saving ratio increased to 8.6%, compared with
6.6% in fourth quarter of FY 2019. Meanwhile, com-
pared with the same quarter a year ago, UK GDP
decreased by 1.7%, a downward revision of 0.1%

from the previous estimate.

The first direct effects of the coronavirus pandemic
and the government measures taken to reduce
transmission of the virus as a result of the disruption

to business and implementation of these govern-
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The disruption to global production and financial
markets led to sharp declines in global stock prices,
the appreciation of the U.S. dollar against most for-
eign currencies, and a shortage of U.S. dollar liquidi-
ty in foreign money markets. The stock price de-
clined and the appreciation of the U.S. dollar are
reflected in price changes and exchange rate chang-

es.

ment measures, which include restrictions in
movement, facing increased number of challenges
in production of the first quarter GDP estimate for
the UK. Furthermore, private consumption, Gov-
ernment consumption and net trade are estimated
to have had a negative contribution to growth in the

quarter under review.

Beside, that estimates show that the UK posted a
trade deficit of 0.2% of nominal GDP in first quarter
of FY 2020, compared with an initial estimate of
0.9%. This revision reflects downward revisions to
import volumes, which offsets much of export vol-
umes downward revisions. In addition, total trade
deficit, excluding non-monetary gold and other pre-
cious metals, narrowed by £1.3 billion to £2.3 billion
in the quarter under review, where the narrowing of
the underlying total trade deficit was largely driven
by a £13.3 billion fall in imports, partly offset by a
£12.0 billion fall in exports. Including non-monetary
gold and other precious metals, the total trade bal-
ance decreased by £12.7 billion to a deficit of £4.8

billion in first quarter of FY 2020.
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Figure 1.3: UK, GDP growth from first quarter of FY 2008 to first quarter of FY 2020
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On the other hand, the total trade deficit narrowed
by £37.4 billion to £8.6 billion in the 12 months to
March 2020. Meanwhile, the Consumer Prices Index
including owner occupiers’ housing costs (CPIH) 12-
month inflation rate was 1.5% in March 2020, down
from 1.7% in February. The CPIH 1-month inflation
rate was 0.0% in March 2020, compared with 0.2%

in March 2019.

The Consumer Prices Index (CPI) 12-month inflation

rate was 1.5% in March 2020, down from 1.7% in

1.1.3 Economy of Japan

Japan's economy has been in an extremely severe
situation with the impact of COVID-19 remaining at
home and abroad, although economic activity has
resumed gradually. Besides that, overseas econo-

mies have been depressed significantly, reflecting
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February. While, largest contribution to the CPIH 12-
month inflation rate in March 2020 came from hous-
ing, water, electricity, gas and other fuels (0.51%).
Falls in the price of motor fuels and clothing resulted
in the largest downward contributions to the change
in the CPIH 12-month inflation rate between Febru-
ary and March 2020. Beside, rise in air fares pro-
duced the largest, partially offsetting, upward con-

tribution to change.

the impact of the COVID-19 pandemic, though they
have shown signs of heading toward a pick-up. In
this situation, exports and industrial production

have declined substantially.
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Meanwhile, corporate profits and business sentiment have deteriorated, and business fixed investment has been
more or less flat. Furthermore, the continuing impact of COVID-19, the employment and income situation has
been weak?. Although private consumption has decreased significantly, mainly in services such as eating and

drinking as well as accommodations, where it has shown signs of a pick-up recently.

Housing investment has declined moderately and public investment has increased moderately. Financial condi-
tions have been accommodative on the whole, but those for corporate financing have remained less so, as seen in
deterioration in firms' financial positions. On the price front, the year-on-year rate of change in the CPI (all items

less fresh food, and the same hereafter) is at around 0%, mainly affected by the decline in crude oil prices.

Inflation expectations have weakened somewhat. On the other hand, the real GDP growth rate for first quarter of
FY 2020 registered negative growth for two consecutive quarters, marking -0.6% on a quarter-on-quarter basis

and -2.2% on an annualized basis.

Figure 1.4: Real GDP Growth of Japan (Year-on Year)
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Source: The Bank of Japan

2 Economic Outlook Activity and Prices, Bank of Japan, July 2020
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It is worth mentioning this is attributable to the fact
that components such as private consumption and
exports declined, mainly due to the impact of the
spread of COVID-19. Since April, COVID-19 has
brought about a considerable decline in aggregate
demand through the following channels: a decline in
goods exports reflecting a depression in overseas
economies; a decline in inbound tourism demand
(services and exports); and a decline in domestic
private consumption, mainly due to self-restraint

from going outside and business restrictions.

In reflection of the decline in aggregate demand,
labor demand has weakened significantly. The un-
employment rate and active job openings-to-
applicants’ ratio have deteriorated, and the number
of employed persons has turned to a clear decline.
Under these circumstances, the output gap which
captures the utilization of labor and capital nar-
rowed within positive territory for the quarter under
review, reaching almost 0%. The gap seems to have
continued to narrow and become significantly nega-

tive for the second quarter of FY 2020.

Exports have declined substantially with overseas
economies being depressed significantly. Beside, by
region, exports to advanced economies such as the

United States and the European Union (EU) have

1.2 EMERGING ECONOMIES:
1.2.1 Economy of China

During the first quarter of FY 2020 an earth shaking
reversal of the economic environment at home and
abroad. The unexpected spread of COVID-19 pan-
demic around the world, coupled by commodity

price slumps and global financial market upheaval,
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declined substantially, mainly for automobile-
related goods, with the impact of strict public health

measures taken by each economy remaining.

In addition, imports decreased in first quarter of FY
2020 due to the impact of the spread of COVID-1g in
China, but have picked up recently, mainly for con-
sumer goods such as personal computers, mobile
phones, and masks reflecting a resumption of pro-
duction activity in China imports are likely to be un-
der downward pressure stemming from weak pro-
duction activity in Japan for the time being, but an
uptrend is expected to become evident thereafter,
reflecting the resumption of domestic economic

activity.

The nominal current account surplus has declined
looking at the breakdown of developments in the
current account balance, the nominal trade balance
has marked a relatively large deficit, mainly due to a
significant decline in goods exports. Furthermore,
the services balance also has marked a deficit, re-
flecting a significant deterioration in the travel bal-
ance that is due to a decline in inbound tourism de-
mand. On the other hand, the primary income bal-
ance has maintained a relatively large surplus, sup-
ported mainly by the interest income from past se-

curities investment.

has dealt the heaviest blow to the Chinese economy

since its start of reform and opening-up3.

It is worth mentioning that China’s GDP growth is

likely to enter a rarely seen negative territory and hit

3 Economic and Financial Outlook, Bank of China, March 2020



a 45-year low. Furthermore, looking forward to the
second quarter of FY 2020, China will find the eco-
nomic impact of local COVID-19 epidemic abating
gradually, but still remain under pressure from vari-
ous aspects as the virus is expected to spread

worldwide and send its ripples back to the country.

China’s economy is estimated to regain positive
growth in the second quarter of FY 2020 as the gov-
ernment is stepping up the implementation of poli-
cies on resumption of work and production, and
launching increasingly strong policies to stabilize
growth. Therefore, the macro-policy maker should
take strong actions resolutely to make adjustments
and give top priority to stabilizing employment,

Figure 1.5: China’s GDP annual growth rate

2017 Jan 2018 Jul 2018 Jan 2019

Source: National bureau of statistics of China
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supporting SMEs and ensuring basic living stand-

ards.

Moreover, the COVID-19 outbreak turned China’s
economic growth negative in the first quarter of FY
2020 for the first time since its reform and opening-
up began. As production and work have been re-
sumed in a well-organized manner across the coun-
try, China is expected to see its economic activity
improving in March as compared with February, yet
still below the normal level. GDP growth in first
quarter is estimated -10% for production, 10% for
services and -5% for agriculture, while it shows GDP
growth -9% for (Agriculture, Production and Ser-

vices) sectors in first quarter of FY 2020.

L=

.

(]

o

.8
Jul 2019 Jan 2020 Jul 2020



Consumption has been severely affected by COVID-
19, which forced up the proportion of online retail
sales. Consumption dropped by 20.5% Y-o-Y from
January through February, down 28.7% from the
same period last year and becomes the lowest on
record. Furthermore, exports dropped significantly
and the trade balance turned from surplus to deficit

and growth of either exports or imports dived.

Besides that, after offsetting imports against ex-
ports, the trade balance of China turned from sur-
plus to deficit from $ 41.45 billion a yearagoto $ -7.1
billion. While, China’s exports to the United States,
EU, Japan and ASEAN grew by -27.7%, -18.4%, -
24.5% and -5.1%, down 13.6, 20.8, 23.4 and 7.1 per-

centage points respectively.

1.2.2 Economy of Turkey

The spread of the coronavirus (Covid-19) outbreak
across the globe is taking its toll through various
channels, leading to a sharp contraction in the glob-
al economic activity. While measures to contain the
pandemic initially affected the supply chain and
production, the increase in uncertainty, tightening
in financial conditions, loss of household income and
deterioration in firms' cash flows, all led by the
global spread of the virus, also cause a significant
weakening in demand. Social isolation measures to
counter the pandemic had a considerable adverse
impact on the services sector in March. Moreover,
Manufacturing industry is likely to accompany the
weakening in services in the coming period through
demand and uncertainty channels in addition to

tighter financial conditions. It is worth mentioning
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On the other hand, CPI growth remained above 5%
while PPl was subdued and prices continued to di-
verge in first quarter. CPl and PPl demonstrated
different trend, showing a widening gap in between.
CPI inflation lingered around all-time highs, stand-
ing at 5.4% and 5.2% respectively in the first two
months, mainly due to the impact of COVID by con-
trast, PPl growth was softened to 0.1% and -0.4% Y-
o-Y respectively in the first two months amid the
weak demand and global oil price slump resulting
from the pandemic. While, the core CPI (excluding
food and energy) showed a divergent trend from
overall CPI. In the first two months, the core CPI

rose by 1.5% and 1% Y-o-Y respectively.

that quarterly Gross Domestic Product increased by

4.5% in first quarter of FY 2020.

Furthermore, first estimation of GDP with chain
linked volume index (2009=100) increased by 4.5%
in first quarter of FY 2020 compared with the same
quarter of the previous year. Beside, Government
final consumption increased by 6.2%, final con-
sumption expenditure of resident households and
NPISH increased by 5.1% and gross fixed capital
formation decreased by 1.4% in the quarter under
review compared with the same quarter of the pre-

vious year in the chained linked volume index.

Moreover, imports of goods and services increased
by 22.1% in the first quarter of FY 2020 compared
with the same quarter of the previous year, exports

of goods and services decreased by 1.0%. Beside,



compensation of employees and net operating sur-
plus/mixed income are increased by 14.6% and
19.6% compared with the same quarter of the pre-
vious year, respectively. The unemployment rate

occurred as 12.8% (with 0.2% decrease). Non-

Figure 1.6: Turkey's GDP for first quarter of FY 2020 (in %)

(%)

2018
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agricultural unemployment rate occurred as 14.9%
(with 0.12% decrease). Exports were USD 42.80 bil-
lion with 4.0% decrease and imports were USD
55.70 billion with 10.3% increase compared with the

same quarter of FY 2019.

2019 2020

= Percentage change compared to same period in previous year ====Percentage change compared to the previous quarter

Source: Turkish Statistical Institute

1.2.3. The Economy of India

COVID-19 pandemic has emerged as a key risk to
human health and is causing significant and rising
human costs and economic disorder. India imposed
a strict lockdown from March 25, 2020 to control the
effect of COVID-19 pandemic. Economy was under
complete standstill in April and resumed partially
with restrictions on various activities in May as the
Government made a courageous choice of support-

ing livelihoods.

Moreover, these green shoots have a conducive pol-
icy environment to grow further and push the econ-
omy early on the path of economic recovery and

growth. India’s real GDP growth rate was 4.2% in
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2019-20 as per the provisional estimates released by
National Statistical Office (NSO) compared to 6.1%
recorded in the previous year. Beside, Nominal GDP
for the year was estimated at $ 2.88 trillion, lower

than the budget estimates.

Meanwhile, the growth of India’s real GDP in 2019-
20 is estimated at 5.0% (Second Advance Estimates)
as compared to 6.1% (First Revised Estimates) in
2018-19. However, with the onset of COVID-19 pan-
demic, its intensity, spread and duration will now
majorly determine whether India is able to realize its

estimated and projected GDP growth.



There were some signs of uptick in growth prior to
the onset of COVID-19 pandemic in India. Index of
Industrial Production (IIP) grew by 4.5% (y-on-y)
during February 2020, as compared to 2.1% in Janu-
ary 2020 and industries registered a growth of 5.5%
(y-on-y) in February 2020, highest growth since
March 2019 and consecutive increase since the pre-

vious four months. On the other hand, the adverse

Figure 1.7: Quarter-wise Growth of GDP & GVA for India
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impact of COVID-19 has started to severely halt the
growth momentum. Merchandise exports, subse-
quent to witnessing positive growth in February (y-
on-y), showed negative growth of -34.6% in March
2020 (y-on-y). Imports, also, reported negative
growth of -28.7% (y-on-y) in March 2020 after a pos-

itive growth of 2.5% in February 2020.
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Source: Ministry of Finance Department of Economic Affairs, India

In addition, consumer price inflation eased to 5.9%
(y-on-y) in March 2020, as compared to 6.6% (y-on-
y) in February 2020, resulting in 4.8% overall infla-
tion during 2019-20. Food Inflation declined from
10.8% (y-on-y) in February, 2020 to 8.8% (y-on-y) in
March, 2020, resulting in 6.7% overall food inflation

during 2019-20. WPI Inflation also declined from
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2.3% (y-on-y) in February, 2020 to 1.0% (y-on-y) in
March, 2020, resulting in 1.7% overall inflation dur-
ing 2019-20. Meanwhile, growth of M3 (y-on-y) as
on 27th March 2020 stood at 8.8%, as compared to a
growth rate of 10.6% in the same period of the pre-

vious year.
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Sources:

International Monetary Fund www.imf.org
Bureau of Economic Analysis, U.S. Department of Commerce, U.S.A. www.bea.gov
Bureau of Labor Statistics, U.S. Department of Labor, U.S.A. www.bls.gov
Office for National Statistics, U.K. www.ons.gov.uk
Federal Statistical Office (DESTATIS), Germany www.destatis.de
Cabinet Office, Government of Japan WWW.esri.cao.go.jp
National Bureau of Statistics of China, People’s Republic of China www.stats.gov.cn
Ministry of finance Department of Economic Affairs India www.dea.gov.in
Turkish Statistical Institute www.turkstat.gov.tr
Organization for Economic co-operation and Development www.oecd.org
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MONETARY AND CAPITAL MARKET DEVELOPMENT

According to the monetary statistics, reserve mon-
ey (RM) has a negative growth of 8.21% at the end
of first quarter of FY 1399, greater than negative
growth of 6.52 % at the end of the same quarter in
previous year. The reason for this negative growth
is decline in commercial banks deposits, which is a
part of RM due to Covid-19. Currency in circulation
(CiC) as a major component of RM recorded nega-
tive growth of 0.02% from the beginning to the end
of first quarter, FY1399.

Reserve money (RM) and Currency in Circulation
(CiC) growth which are Da Afghanistan Bank’s op-
erational and indicative targets remains well below
the targets due to collecting liquidity from the mar-
ket and banks during the quarter under review.
Narrow money (M1), stood at AFN 459,798 million,
registered a growth of 7 % due to the issuance of

new banknotes. Broad money (M2) demonstrated

2.1. MONETARY PROGRAM

Reserve money remains operational target of the
monetary policy, while currency in circulation is the
indicative target. DAB applies quantitative theory
of money to determine the amount of reserve
money (RM) for the purpose of maintaining domes-
tic price stability, which is DAB's primary objective.
Hence, targets for RM and CiC are based on ex-
pected economic growth and expected inflation

during the concerned period.
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similar behavior, represented a growth rate of
5.57%, which stood at AFN 490,857.02 million at
the end of the quarter under review.

In order to mitigate excessive fluctuations of AFN
exchange rate against foreign currencies and man-
age liquidity in the market, DAB uses FX and CNs
auctions under the open market operations. During
the first quarter of FY1399, DAB has auctioned a
total amount of USD 426.19 million and sold USD
65 million to Brishna, (Afghan state owned electric-
ity enterprise) via commercial banks to absorb the
excess liquidity from the market and as well as to
mitigate the sharp fluctuations in the exchange
rate of Afghani against foreign currencies. The total
outstanding amount of CNs stood at AFN 30.45
billion at the end of the first quarter of FY 1399.
Meanwhile, Afghani appreciated 3.10 % against the

US during the quarter under review.

For the fiscal year 1399, the ceilings for reserve
money and currency in circulation growth is 12 %. It
is worth mentioning that in first quarter actual RM
and CiC had negative growth by 8.21% and 0.02%
respectively, almost both are below the targets.
DAB has auctioned USD 426.19 million via open
market operation to mop up the excess liquidity
from the market and to prevent intense fluctua-
tions of Afghani nominal exchange rate against
especially  internationally

foreign  currencies,
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convertible currencies. The Figure 2.1 and 2.2 illustrate the ceiling and the actual reserve money and currency in
circulation for the period under review.

Figure 2.1: Reserve Money for the 1st Quarter of FY 1399
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Figure 2.2: Currency in circulation for the 1 Quarter of FY 1399
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2.2. MONETARY AGGREGATES

Narrow money and broad money are compiled
based on Monetary and Financial Statistics Manual
and Compilation Guide. Narrow money (M1) in-
cludes currency outside depository corporations
and demand deposits, while broad money (M2)
includes narrow money components and other less
liquid assets or quasi money.

As shown in Table 2.3, narrow money (M1) grew 7%
at the end of the first quarter of fiscal year 1399,
almost had higher growth than the same period of
FY 1398. Currency outside depository corporations

or CiC, which accounts for 51% of M2, grew by

Monetary & Capital Market Development

17.30% due to new banknotes issuance during the
period under review, higher than 3.8% growth in
the same period of the previous year, shown differ-

ence of AFN 36,913 million.

Demand deposits, which are the other components
of M1, experienced negative growth of 4.04% at
the end of first quarter of FY 1399, while its growth
rate was 8.6% in same period of previous year. The
main reason for the last year higher growth was
due to more deposits by people to commercial
banks and this year it was decreased because of

Covid-19.

Figure 2.3: Net Financial Assets, Net Domestic Assets, and Broad Money
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Demand deposit in comparison with the same
quarter of the previous year shows a negative dif-
ference of AFN 8,822 million. Broad money (M2)
expanded by AFN 490,857.02 million in the quarter
under review from AFN 464,973.331 million in the
previous year, showed an increase of 5.57% greater
than 5.4% growth in the same period of the last
year. Greater growth in broad money is mainly at-
tributed to money supply in the market. The data
showed that M1 with a share of 93.67% remained

the main contributing component of M2.

Quasi money (other deposits), which is the other
component of M2, had negative growth of 6.63% at
the end of the first quarter of FY 1399. Quasi mon-

ey constituted 6.33% of broad money at the quarter

Monetary & Capital Market Development

under review, which is lower than 7.15% at the end

of first quarter of FY 1398 (2019).

Therefore, the impact of changes in quasi money
on M2 is negligible. The year-on-year in quarter
bases change of Afghani denominated time depos-
its stood at AFN 7,652 million, shown a negative
growth of 18.92%, while the foreign currency de-
nominated time deposits rose by 1.7%, reaching to
AFN 23,406 million. Afghani-denominated time
deposits and foreign currencies denominated time
deposits constituted 1.56% and 4.77% of M2 re-
spectively. Demand deposits as a share of broad
money stood at 42.68% at the end of the first quar-

ter of year under review (Figure 2.4).

Figure 2.4: CiC, Demand deposits and quasi money as share of broad money
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Table 2.1: Monetary aggregates for the 1st Q of FY 1399 (3/19/2019 to 3/20/2020)

1- Net Foreign Assets 654,465 ‘ 738,943 ‘ 12.9% 748,330 1.27%

(a) Foreign Assets 670,453 750,544 11.9% 80,090 751,236 0.09% 692
DAB Foreign exchange reserves 561,526 622,883 10.9% 61,358 626,480 0.58% 3,597
Gold 63,757 69,164 8.5% 5,407 78,819 13.96% 9,655
Other 497,769 553,720 11.2% 55,951 547,662 -1.09% -6,058
Other foreign assets 108,928 127,660 17.2% 18,733 124,755 -2.28% -2,905

(b) Foreign Liabilities 15,988 11,600 -27.4% -4,388 2,906 -74.95% -8,695

2. Net Domestic Assets -210,591.92 -271,426.48 -254,803.65

(a) Net Domestic Credit -76,371 -96,821 26.8% -20,450 -78,741 -18.67% 18,080

gz:tg:ed't to Nonfinancial Public -120,069 143,029 | 19.1% | -22,959 -125,685 | -12.13% 17,344

Net Credit to Central Government -120,164 -143,123 19.1% -22,959 -125,959 -11.99% 17,164

Credit to Central Government 15,201 7,185 -52.7% -8,016 167 -97.68% -7,018

Liabilities to Central Government 135,365 150,308 11.0% 14,943 126,126 -16.09% -24,182

Net Credit to State & Local Gov- 0.000 0.000 | 0.0% 0 0.000 | 0.00% 0

ernment

Net Cred!t to Public Nonfinancial 9 9 0.0% 0 275 | 190.90% 180

Corporations

Credit to Private Sector 45,001 47,087 4.6% 2,087 47,402 0.67% 315

Net Credit to Other Financial -1,302 880 | -32.5% 423 458 | -47.92% 422

Corporations

(b) Capital Accounts 159,027 200,472 26.1% 41,445 193,457 -3.50% -7,014

(c)Other Items Net 24,806 25,866 4.3% 1,060 17,394 -32.75% -8,472

3- Broad Money(M2) 441,161.883 | 464,973.331 490,857.02

Narrow Money(M1) 406,725 431,707 6% 24,983 459,798 7% 28,091
CiC (Currency outside depository

. 205,617 213,388 3.8% 7,770 250,300 17.30% 36,913
corporations)
Demand Deposits 201,108 218,320 8.6% 17,212 209,498 -4.04% -8,822
Other Deposits (Quasi Money) 34,437.009 33,265.906 -3.4% -1,171 31,058.925 -6.63% -2,207
In Afghani 12,220 9,438 | -22.8% 2,782 7,652 | -18.92% -1,785
In Foreign currency 22,217 23,828 7.3% 1,611 23,406 -1.77% -422
Securities Other Than Shares 0.000 0.000 0.000 0.000 0.000 0.000 0.000

Source: Monetary Sector, Monetary Policy Department/ DAB
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2.3. NET INTERNATIONAL RESERVE (NIR)

Da Afghanistan Bank holds international reserves,
which consist of monetary gold, reserve position
and holdings of Special Drawing Rights (SDR) with
the IMF, as well as major foreign exchange such as
US dollars, Euro, Great British Pound and others.
The Net International Reserves (NIR) of Afghani-
stan, which expressed in terms of US dollar, is de-

fined as reserve assets minus reserve liabilities.

NIR decreased slightly by 2.77% de-accumulation of
USD 219.62 million at the end of the first quarter of
FY 1399. NIR accumulation ceiling was set at USD
7,919.41 million, while in actual case, NIR reached
to USD 7,699.79 million for the period under re-
view. Figure 2.5 illustrates actual and target trend

of NIR at Market Rate during the first quarter of

1399.

Figure 2.5: Net International Reserves During 1°t Quarter of FY 1399
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2.4. FROEIGN EXCHANGE MARKET

2.4.1. Foreign Exchange Rates

Da Afghanistan Bank’s (DAB) ultimate goal is to
maintain price stability. In order to achieve and
maintain this goal, DAB puts its focus to utilize its

monetary instruments via the open market opera-
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tions, effectively with sound policy implementa-
tion. During the first quarter of FY 1399 (2020), Af-
ghani relatively appreciated against the Great Brit-

ish pound, European Euro and Swiss Franc, United
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States Dollar, United Arab Emirates dirham and dollars and other foreign currencies in the first
Saudi Riyal, Indian rupee, Pakistani Rupee, and quarter of FY 1399 (2020) that are shown in figures
Iranian Toman. The daily historic review of the av- below:

erage exchange rate of Afghani against the U.S.
Figure 2.6: Exchange Rate of AFN against USD During 1% Quarter of FY 1399
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Figure 2.7: Ex-rate of Afghani against GBP and Euro during 1st Quarter of FY 1399
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Figure 2.8: Ex-rate of Afghani against INR and PKR during 1st Q of FY 1399 (2020)
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Figure 2.9: Ex-rate of Afghani against IRT during 1st Q of FY 1399 (2020)
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2.4.2. Foreign Exchange Auction

In order to control the money supply and maintain
price stability in domestic market, DAB manages
the reserve money growth close to its ceiling by
conducting FX (USD) auctions three times a week
and a weekly capital notes auctions, which are the
primary monetary instruments. DAB continued

the FX auction to mop up excess liquidity from the
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market and to smooth out excessive volatility of
the exchange rate of Afghani against foreign cur-
rencies, especially the U.S dollar.

During the first quarter of FY 1399, DAB auctioned
a total amount of USD 426.19 million, while the
total demand was USD 1,376.70 million. On aver-

age, 49 bidders participated in each auction and



35 bids were announced as the winning bids with
the average amount of USD 11.52 million sold in
each auction and the total withdrawal is recorded
AFN 32.72 billion.

During the first quarter of FY 1398 total auctioned
amount of USD 541.94 million recorded, with a
total demand of USD 1,370.01 million. On average,

Figure 2.10: FX report during 1% quarter of FY 1399
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59 bidders participated in each auction and 42
bids were awarded as the winning bids with an
average amount of USD 14.26 million in each auc-
tion and the total withdrawal is recorded AFN
40.71 billion. Figure 2.10 shows the total amount
of USD awarded and demanded through auctions
first

in  the quarter  of FY

1399.
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2.5. CAPITALMARKET &LIQUIDITY CONDITIONS

2.5.1. Capital Notes Auction
Capital notes are Afghani denominated short—

term securities offered by DAB to the primary
market customers, which are licensed commercial
banks on weekly basis. Da Afghanistan Bank uses
Capital Notes (CNs) as a monetary tool to manage
the money supply growth, and are used to absorb
the excess liquidity of the commercial banks. Cur-
rently, DAB offers capital notes with the maturi-
ties of one week, one month, three months, six
months and one year.

Total outstanding stock of capital notes reached
to AFN 30.45 billion at the end of the first quarter
of FY 1399, which shows an increase of AFN 3.79
billion compared to AFN 26.66 billion at the end of
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the first quarter of FY 1398. Increase in outstand-
ing amount of capital notes was due to higher
sales compared to the same quarter of the last
year.

The outstanding stock of 7-days capital notes
stood at AFN o.5 billion, 28-days CNs outstanding
amount stood at AFN 1.25 billion, g1-days out-
standing stock of CNs recorded the amount of
AFN 9.8 billion, 182-days stood at AFN 11.01 bil-
lion and the stock of outstanding capital notes for
364-days stood at AFN 7.8g billion. Total interest
paid to CNs figured out to AFN 23.34 million till

the end of the first quarter under review.
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In addition, the weighted average interest rate for 7-days, 28-days, 91-days, 182-days and 364-days capital
notes were 0.62%, 0.90%, 1.40%, 1.86%, and 2.5% respectively.

Figure 2.11: Stock of outstanding capital notes during the 1st Quarter of FY 1399
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Figure 2.12: 7-days CNs demanded and awarded during the 1st Quarter of FY 1399
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Figure 2.13: 28-days CNs demanded and awarded during the 1°t Quarter of FY 1399
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Figure 2.14: 91-days CNs demanded and awarded during the 1st Quarter of FY 1399
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Figure 2.15: 128-days CNs demanded and awarded during the 1st Quarter of FY 1399

e Awarded Amount e Demanded Amount

998 T
898
798
698
598
498
398
298

Amount in Million AFN

198

98 T

-2

7-Jan-20 T
14-Jan-20 T
21-Jan-20 T
28-Jan-20 T

4-Feb-20 T
11-Feb-20 T
18-Feb-20 T
25-Feb-20 T
3-Mar-20 T

24-Dec-19
31-Dec-19 T
10-Mar-20 T

Source: Monetary Sector, Monetary Policy Department/ DAB

Figure 2.16: 364-days CNs demanded and awarded during the 1% Quarter of FY 1399
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2.5.2. Required and Excess Reserves
Commercial banks are required to hold 8% of
their total deposits as obligatory reserves with
DAB for their Afghani denominated accounts and
10% for foreign currency denominated accounts.
Now the required reserves are held in the curren-
cy of denomination (Domestic and foreign), un-
like the previous practice, which required reserves
for all deposits were maintained in domestic cur-
rency. No interest is given for such deposits to
commercial banks. It shows AFN 5,928.75million,
USD 207.80 million and Euro 13.40 million rec-

orded at the end of the first quarter of FY 1399.

Overnight Deposit Facility (ODF)

This facility is available to all commercial banks to
gain interest on their excess balances. The inter-
est rate on the overnight deposit facility, based
on a circular to all banks, approved by DAB Su-

preme Council on September 11, 2017, is now 10
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basis points. The outstanding amount of over-
night deposit facility recorded AFN 3,604.58 mil-
lion at the end of the first quarter of FY 1399 and
the payment of interest rate to the mentioned
facility reached to AFN 1.54 million for the same

period.

Overnight Credit Facility (OCF)

This facility is used by banks for short term cash
needs. The facility allows banks to borrow Af-
ghani from Central Bank on an overnight basis
when they face a shortfall in cash flow. The rate
that the commercial banks are charged for this
facility is 3.5% above the last 28-days CNs auction
interest rate. This borrowing is collateralized with
outstanding capital notes only. During the period

under review, no bank has used from credit facili-

ty.
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INFLATION TREND AND OUTLOOK

3.1. GLOBAL COMMODITY REVIEW

3.1.1. Executive Summary

Almost all commodity prices saw sharp decline
during the first three months of 2020 as the mar-
ket demand worsened due to COVID-19 pandem-
ic. Mitigation measures for the epidemic have sig-
nificantly reduced transport activities, causing an
unprecedented decline in demand for oil. Moreo-
ver, weaker economic growth resulting from the
pandemic will further reduce overall commodity
demand. Crude oil prices are expected to average
$35/bbl this year and $42/bbl in 2021, a sharp
downward revision from October forecast. Non-
energy prices are also expected to fall this year.
Metals are projected to decline more than 13% in
2020, before recovering in 2021, while food prices

are expected to be broadly stable.

The risks to the price forecasts are large in both
directions and depend on the speed at which the
pandemic is contained and mitigation measures
are lifted. A Special Focus investigates the impact
of COVID-19 on commodity markets and com-
pares it with previous disruption episodes. It finds
that the impact of COVID-19 has already been
larger than most previous events and may lead to

long-term shifts in global commodity demand and
supply.
3.1.2. Recent Trends

Commodity markets have been buffeted by the
COVID-19 pandemic, which has already caused a

historical sudden stop in economic activity (Spe-
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cial Focus). The pandemic has affected both the
demand and supply of commodities through the
impact of mitigation measures on activity and
supply chains. The prices of most commodities
have fallen since January, especially those that are
related to the transportation industry triggered
the largest one-day price rise in Brent crude oil

since 1988.

The spike unwound rapidly as market participants
concluded that the impact would not be long-
lasting. Also, on the supply side, growth in the
United States has been much weaker than the
record pace of 2018, and OPEC and its partners
have agreed to continue with their production
cuts. While oil production growth has slowed, the
weakness in demand has been more severe. Ener-
gy prices fell 18.4% (q/q) in 2020 Q1, with a
marked deterioration throughout the quarter as
the severity of COVID-19 became increasingly
apparent. Crude oil prices averaged $32/bbl in
March, a decline of 5o percent compared with
January. Prices reached a historical low level in
April with some benchmarks trading at negative

levels.

Demand for oil has collapsed as a result of COVID-
19 mitigation measures which have sharply cur-
tailed travel and transport-around two-third of oil
demand. The fall in prices was exacerbated by the
breakdown of the production agreement between

OPEC and its partners in early March, and prices



failed to rally when a new agreement to reduce
production by 9.7 mb/d disappointed markets in
April (Box, Energy section).

While natural gas prices have also seen sizeable
declines, albeit less than for crude oil, coal prices
have seen smaller decline partly because demand
for heating and electricity has been somewhat less
affected by mitigation measures. Most non-
energy prices also fell in 2020 Qz, but by less than
energy prices. The metals and minerals price index
fell 5% on the quarter, but with significant varia-

tion among its components.

Copper and zinc prices declined by around 15%
relative to their January peak, reflecting their
close relationship with global economic activity. In

contrast, iron mineral prices have fallen just 7%,

Inflation Trend & Outlook

with weakening demand partly balanced by sup-
ply disruptions. Among precious metals, gold
prices rose modestly amid heightened uncertainty
and safe-haven flows, while platinum prices
dropped by 23% reflecting their scant use in the
production of catalytic converters in the transpor-

tation industry.

With some exceptions, agricultural commodity
prices saw minor decline during the first quarter
reflecting their indirect relationship to economic
growth. However, natural rubber prices fell 25%
from their January peak largely because two-third
of the crop is used in the manufacture of tires,
which is negatively affected by the lockdown.
Prices of maize and some edible oils fell as well

due to the collapse of biofuel demand.

3.2. CONSUMER PRICES IN AFGHANISTAN

Since being revised by the National Statistics and
Information Authority (NSIA), consumer price
index (CPI) in Afghanistan has been compiled on
the base prices of April 2015 while previously; it
was calculated on the base prices of March 2011.
Similarly, in this revision, the CPl components are
also aligned with new weights. As per data from
the (NSIA) and analysis of Da Afghanistan Bank
(DAB), the following results were observed in the

consumer price index of Afghanistan.

The year-on-year measure of changes in the con-
sumer price index increased to 3.54% on average
in the first quarter of 2020 from 0.84% recorded in
the first quarter of the previous year. National
inflation measured on quarter-on-quarter basis,

indicated an incline in the period under review.
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Observing the data, the average inflation rate
reached to 3.54% in the first quarter of 2020,
higher than average rate of 1.71% in the fourth

quarter of 2019.

The year-on-year measure of changes in the con-
sumer price index showed an increase in inflation
rate of 3.54% on average in the first quarter of
2020 higher than 0.84% recorded in the first quar-

ter of the previous year.

Observing the Kabul headline CPI, the inflation
rate on year over year basis increased to 3.27% on
average in the first quarter of 2020 from 0.92% in
the same quarter of the previous year. This index
also increased on quarter-to-quarter basis reach-
ing to 3.27% on average in the first quarter of 2020

from 1.09% in the fourth quarter of 201g9.
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3.2.1. Developments in the National Headline Inflation (year-on-year changes)

The headline consumer price index increased on
year-on-year basis in the first quarter of 2020. As
per the available data, the headline inflation by
this measure increased to 3.54% on average in the
first quarter of 2020 from 0.84% in the same peri-
od of the previews year while on monthly basis,
the inflation rate was recorded at 3.75%, 3.84%,
and 3.02% in the months of January, February and

March respectively.

In the food index, inflation increased to 5.83% on
average in the first quarter of 2020 from 0.78% in
the same quarter of the previous year. In the
above mentioned index, the inflationary pressures
came from higher prices of meat, oil and fats,
vegetables, sugar and sweets, and spices. The
highest increase in the index was recorded in the
prices of vegetables and spices which increased to
13.30% and 19.08% on average from -11.17% and

2.85%.

Overall inflation in non-food category inclined to

average 1.36% from 0.90% in the first quarter of

2020 compared to same quarter of previous year.
This increase was due to higher prices of clothing,
housing, health, information and culture, and mis-
cellaneous, while prices of tobacco, furnishing and
household goods, transportation, education, and
restaurants and hotels declined over the one-year
period. In the mentioned category, the highest
increase was noted in price index of clothing and
information and culture, which increased to 7.76%
and 3.36% on average from 4.17% and 0.35% re-
spectively. On the other hand, price index of to-
bacco and transportation decreased to -0.78% and

-4.56% from 4.85% and 6.12% respectively.

Core inflation also showed upward slope in the
first quarter of 2020 compared to the first quarter
of 2019. Trimmed mean which is the most com-
mon measure of core inflation, jumped to 3.57%
from 2.29%. In addition, the CPI inflation, exclud-
ing bread and cereals, oil and fats and transporta-
tion, increased to 3.79% in the first quarter of 2020
from -0.13% in the same period of the previous

year.

3.2.2. Developments in the National Headline Inflation (Quarter on Quarter Changes)

The short term measure of inflation also reflected
upward trend. The national headline inflation on
quarter on quarter basis increased to 3.54% on
average in the first quarter of 2020 from 1.72%
recorded in the previous quarter. Both, food and
non-food items represented higher prices during

the review period.

Food inflation increased to 5.83% in the first quar-
ter of the current year from 3.68% in the last quar-
ter of the previous year. This increase was the re-
sult of price increase in bread and cereals, meat,
oil and fats, fresh and dried fruits, and vegetables

items. The price indices of food sub-items such as
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milk, cheese and eggs, sugar and sweets, and
spices have decreased in the first quarter of 2020

compared to the fourth quarter of 2019.

Non-food inflation also increased in the first quar-
ter of 2020 from the previous quarter. Observing
the data, inflation in this item rose to 1.36% from -
0.13%. In this category, the prices of transporta-
tion and housing items increased with big margins
compared to the other non-food items. On the
other hand, prices decreased in some other sub
items of non-food category, such as health, edu-

cation, and restaurants and hotels.
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Figure 3.1: National headline inflation (Y-0-Y)
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Table 3.12: National headline inflation for 1%t quarter of FY 1399

Overall Index

Food & Non-Alcoholic Beverages

Bread and Cereals

Meat

Milk, cheese and eggs

Qils and fats

Fresh and dried fruits

Vegetables

Sugar and sweets

Spices

Non-alcoholic beverages

Non-Food Items, Tobacco & Services

4.7

4.6

5.0

6.0

2.7

13

14

6.14

1.39

1.38

-2.81

2.45

-17.44

-0.85

0.42

5.15

5.65

137

1.35

-4.19

3.34

-13.67

-0.33

3.92

5.39

6.88

1.16

1.92

-5.46

5.47

-2.40

4.14

4.21

6.40

6.22

1.30

1.55

-4.15

3.75

-11.17

0.98

2.85

5.65

7.57

-0.92

-0.71

2.88

-0.50

6.28

24.01

4.54

8.34

-2.31

0.25

3.89

3.34

3.96

23.29

3.70
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2.06 | 155 | 345 | 429 | 3.76 | 3.83
800 | 797 | 863 | 9.28 | 8.67 | 8.86
-1.74 | -1.66 | -3.21 | -2.63 | -3.27 | -3.04
218 | 058 | 510 | 6.27 | 7.22 | 6.20
3.74 | 350 | 3.58 | 3.06 | 450 | 3.72
13.24| 536 |16.44|15.90| 8.17 | 13.50
466 | 497 | 5.05 | 630 | 1.08 | 4.14
21.34 | 22.88 | 20.78 | 17.68 | 18.78 | 19.08
410 | 411 | 401 | 418 | 3.45 | 3.88

Tobacco 03 |556| 496 | 404 | 485 |-1.08|-2.44 (-2.18 | -1.90 |-1.65|-0.73 | 0.04 | -0.78
Clothing 46 | 522|405 |325| 417 | 602 | 748|752 | 701 | 689 | 842 | 797 | 7.76
Housing 19.1 |-2.73|-3.36 | -2.31 | -2.80 | -4.07 | -4.17 | -1.49 | -3.25 | 0.89 | -1.23 | -1.63 | -0.66
Furnishing and household goods 119 | 259 | 271 | 3.20 | 2.83 | 142 |-003| 042 | 060 | 1.02 | 1.42 | 1.08 | 1.18
Health 6.2 [(3.04| 214|189 | 236 | 553 | 567 | 6.08 | 576 | 441 | 5.60 | 5.83 | 5.28
Transportation 43 | 779|480 | 577 | 612 |-6.67 | -7.59 | -6.18 | -6.81 |-4.69 | -3.86 | -5.14 | -4.56
Communication 17 |-2.63|-239|-283| -2.62 | -6.68 | -5.32 | -4.43 | -5.48 | -3.93 | -3.60 | -4.42 | -3.98
Information and Culture 11 |-024| 095|035 | 035 | 0.61 | 398 | 433 | 297 | 434 | 3.66 | 2.07 | 3.36
Education 04 | 788532624 | 648 | 2.83 | 033 | 1.58 | 1.58 | -0.85| 0.80 | 0.26 | 0.07
Restaurants and Hotels 11 | 3.06 | 3.62 | 3.20 | 3.30 | 1.82 | 4.07 | 426 | 3.38 | 3.61 | 3.12 | 3.09 | 3.27
Miscellaneous 14 | 174|069 | 035 | 093 | 677 | 553 | 9.83 | 7.38 | 9.79 (10.82 | 12.35 | 10.99
CPlex.B&C,O&F,and T -0.85|-0.60 | 1.06 | -0.13 | 1.66 | 1.80 | 3.48 | 2.31 | 422 | 405 | 3.10 | 3.79
30% trimmed mean 202|223 (262|229 | 214|223 |3.26 | 2.55 | 3.46 | 3.89 | 3.35 | 3.57

Source: NSIA/ DAB staff calculation
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Figure 3.3: Quarterly Trimmed mean
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3.2.3. Development in the Kabul Headline Inflation (year-on-year changes)

The headline CPI inflation in Kabul (year on year)
has inclined to 3.27% on average in the first quar-
ter of 2020 from 0.92% in the same quarter of the

previous year.

The food index, which is accounted for 37.2% of
the overall weight of the CPI, reflected upward
movement in one-year period. In this category,
inflationary pressures came from both, food and
non-food items. In the food category, higher pric-
es of oils and fats, fresh and dried fruits, vegeta-
bles, sugar and sweets; and spices, pushed the
inflation rate to 4.88% on average in first quarter
of 2020, while it was calculated1.98% in the first

quarter of 2019.

inflation IN non-food item, which comprises
62.8% weight of the whole index, has increased to
2.22% on average in the first quarter of 2020 from
0.24% in the same period of the previous year.
This increase is attributed to higher prices of

clothing, housing, health, communication, infor-
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mation and culture, and restaurants and hotels. In
this category, the inflation in clothing item in-
creased to 11.30% on average from 1.29%, hous-
ing surged up to -0.22% from -3.95%, health stood
at 13.63% higher from 1.75%, communication in-
creased to 0.23% from -0.49%, information and
culture turned around to 7.84% from -1.41%; and
restaurants and hotels increased to 10.92% from
2.02% in the first quarter of 2020 compared to the

same quarter of 2019.

Core inflation excluding bread & cereals, fats and
oils, and transportation also indicates increase in
the period under review compared to the same
period of the previous year. In the first quarter of
2020, core inflation rate increased to 3.57% on
average while the rate was recorded 0.19% in the
same quarter of the previews year. The 30%
trimmed mean also reflected higher inflation rate

standing at 4.60% on average in the first quarter



of 2020 compared to 2.62% in same quarter of
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2019.

3.2.4. Development in the Kabul Headline Inflation (Quarter on Quarter Changes)

The quarter on quarter measure of headline infla-
tion in Kabul indicated upward movement which
reflects higher inflation in both food and non-food
items of the CPI. The headline inflation in Kabul
inclined to 3.27% on average in first quarter of
2020 from 1.09% recorded in the fourth quarter of

2019.

Inflation in the food index increased to 4.88% on
average in the first quarter of 2020 from 2.71% in
the previous quarter. In this category, the prices of
bread and cereals, oil and fats, fresh and dried
fruits, vegetables, sugar and sweets, and non-
alcoholic beverages increased which led to higher
inflation rate during the period under review. The
highest incline was observed in the price index of

vegetables which dramatically increased to

15.02% on average in the first quarter of 2020
from 2.97% in the fourth quarter of 2019. On the
other hand, few other food sub-items showed
decrease on quarterly basis such as meat, and
milk, cheese and eggs, which eased to 1.77% from

2.60%, and -6.53% from -5.28% respectively.

The Non-food category of the CPI also showed
increase in inflation rate during the first quarter of
2020 compared to the fourth quarter of 2019. In-
flation in this category rose to 2.22% on average
from 0.06%. The increase in non-food inflation is
driven by higher prices of tobacco, housing, fur-
nishing and household goods, transportation,
communication, restaurant and hotels which the
largest increase was observed in the price of cloth-

ing item reaching to 11.30% from 5.20%.

3.3. AFGHANISTAN INFLATION OUTLOOK FOR THE 2"Y QUARTER OF

FY 1399

The near-term outlook of inflation is likely to
move upward gradually due to COVID-19 pan-
demic. Monetary policy department forecasts
inflation rate 4% to 6% for the second quarter of
2020. The forecast is based on the following

course of factors.

Since Afghanistan is an imported oriented country
and imports are at a greater quantity from neigh-
boring countries; national inflation rate is often
influenced by imported inflation from Iran, Paki-
stan, China, Turkey and other regional countries.
There are so many factors which affect inflation
rate but most importantly, Afghanistan inflation is
correlated with its trade partner countries infla-
tion rate and Afghani currency exchange rate

against the US dollar.

Page | 37

Regional inflation forecast may have some effects
on Afghanistan inflation rate. Looking into the
inflation reports of the country’s major trading
partners, and their forecast for the second quarter
of 2020, inflation in most of those countries has
been increasing in the first quarter, and their fore-
cast show slight increase for the second quarter

compared to the first quarter’s actual rate.

On the other hand, the Afghani exchange rate
trends against US dollar have been stable since
the starting of the first quarter of 2020, and the
expectation for the upcoming months is optimis-
tic. Inflation forecast in Afghanistan may also be
conditional to the further spread of COVID-19
pandemic. Continuity of restrictive measures may
cause to supply shortage which may result in

higher commodity prices. Also, security is another
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concern that increases the uncertainty level in forecasting inflation for the second quarter.

Figure 3.4: Kabul quarterly average (30% trimmed mean)
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Figure 3.5: Kabul quarterly average inflation
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Table 3.2: Kabul headline inflation for 15 quarter of FY 1399

Overall Index

Food & Non-Alcoholic Beverages

Bread and Cereals

Meat

Milk, cheese and eggs

Qils and fats

Fresh and dried fruits

Vegetables

Sugar and sweets

Spices

Non-alcoholic beverages

Non-Food Items, Tobacco & Services

9.8

6.4

3.2

3.6

5.2

4.2

2.8

1.0

0.9

Jan | Feb
19 | 19

0.64

(18:1:]

7.35

424

454

-0.49

1.49

-17.64

0.53

4.29

5.76

0.35

1.14

8.07

a.41

5.35

-1.81

0.32

-15.22

-2.13

8.38

7.43

8.35

2.79

2.78

-5.55

2,51

2.55

7.54

8.70

6.01

7.92

3.81

4.22

-2.62

1.44

-10.10

1.98

7.12

6.40

145

2.21

-3.50

-1.59

-1.75

-14.95

6.41

25.78

4.97

2.76

3.42

-6.38

-3.89

4.20

-0.01

2.70

30.85

4.54

Inflation Trend & Outlook

5.75

2.16

-5.98

-0.47

23.88

4.07

22.22

3.78

3.32

2.60

-5.28

-1.98

3.33

2,97

4.39

26.28

4.43

2.90

1.58

-5.82

2.79

6.48

25.10

11.11

14.41

4.82

1.04

-6.78

6.87

3.33

1.77

-6.53

4.84

6.87

15.02

5.78

17.55

5.18

Tobacco 0.3 |3.85]|3.87 | 3.19 | 3.64 |-0.37 |-2.31|-2.07 | -1.59 | -1.23 | -0.05 | 0.38 | -0.30
Clothing 48 |3.74|0.73 |-0.59| 1.29 | 2.74 | 5.51 | 7.38 | 5.21 | 9.38 |13.15(11.37| 11.30
Housing 23.5 |-3.80(-4.63|-3.42| -3.95 (-3.59|-3.39 | 1.30 | -1.90 | 2.70 | -1.37 | -1.98 | -0.22
Furnishing and household goods 17.6 | 2.79 | 3.31 | 4.01 | 3.37 |-0.58 |-2.60 | -2.00 | -1.73 | -1.10 | -0.83 | -1.17 | -1.04
Health 53 (1.69 | 213|142 | 1.75 | 7.25 | 9.69 |13.37| 10.10 |12.29|14.03 | 14.57 | 13.63
Transportation 46 |4.73|1.11 |3.79 | 3.21 |-5.76 | -7.62 | -5.43 | -6.27 | -4.47 | -2.67 | -3.67 | -3.60
Communication 2.0 (-0.56| 0.08 |-0.99 | -0.49 | -1.47 |-1.38 |-0.84 | -1.23 |-0.21 | 0.75 | 0.16 | 0.23
Information and Culture 1.7 |-1.77|-0.25|-2.20 | -1.41 | -0.67 | 6.62 | 7.11 | 4.35 | 7.77 | 8.50 | 7.24 | 7.84
Education 0.7 |9.76 | 6.22 | 7.55 | 7.84 | 1.13 | -2.36 | -0.76 | -0.66 | -4.06 | -2.04 | -2.77 | -2.95
Restaurants and Hotels 1.0 | 199|333 |0.75| 2.02 | 3.41 | 9.36 | 9.31 | 7.36 | 9.94 (10.73|12.10 10.92
Miscellaneous 1.3 |5.80|3.99 | 3.02 | 4.27 (11.80| 8.65 (18.17| 12.87 | 16.04 (17.40|20.70 | 18.05
CPlex.B&C,O&F,and T -0.26 (-0.43 | 1.26 | 0.19 |-0.40| 0.66 | 3.89 | 1.38 | 4.50 | 4.18 | 2.04 | 3.57
30% trimmed mean 276 | 2.34 | 2.77 | 2.62 | 0.89 | 1.88 | 4.12 | 2.30 | 5.03 | 5.33 | 3.44 | 4.60

Source: NSIA/ DAB staff calculation
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Inflation Trend & Outlook

Figure 3.6: Kabul annual average inflation
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4

EXTERNAL SECTOR DEVELOPMEN
4.1. SUMMARY

The external sector exhibited a significant improvement in the first quarter of the FY 1399, with a notable
decline in trade deficit and continued inflows to the primary income account together with current and
capital transfers to the country. Higher export earnings, which recorded almost 12% growth for the three
consecutive months, and a deceleration in import expenditure, resulted in a significant quarter-on-

quarter decline in trade deficit in the first quarter of the FY 1399.

However, inflows to the financial account of the BOP continued amidst decreased foreign investments
during the quarter under review. Reflecting these developments, the BOP recorded an overall deficit of
around USD 735 million at end of the first quarter of the FY 1399. Meanwhile, the level of gross official

reserves indicated a slightly decline particularly with the injection of foreign currency liquidity to the do-

mestic foreign exchange market by the Central Bank during the quarter under review.

4.2. BALANCE OF PAYMENTS
4.2.1. Current Account

The balance of payments (BOP's) current account
deficit significantly decreased by 24% to a value of
USD g72.10 million in the first quarter of the FY
1399 as compared to a value of USD 1,276.92 mil-
lion recorded in the first quarter of the FY 1398,

(table 4.1 and figure 4.12).

This development was mainly due to a notable
decline 21% in merchandise trade deficit, a mod-
est increase of 10% in net inflows to the primary
income account together with official grants to
the country during the quarter under review. The
deficit of merchandise trade account contracted
by 19% in the first quarter of the FY 1399 in com-

parison with the corresponding quarter of the
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previous year mainly due to a healthy perfor-

mance in export earnings.

However, the cumulative trade deficit expanded
at a moderate rate during the first nine months of
the FY 1398. Expenditure on imports decelerated
in the quarter under review, mainly due to the
decline in expenditure on flour and wheat flour,
vegetable oil and fabrics imports owing to lower
volumes. Fuel imports declined as a result of low
crude oil imports in volumes despite an increase in
prices. Expenditure on construction sector related
imports showed a mixed performance, as building
materials led by cement imports increased, while

imports of metal production (iron, steel) of both



finished and raw forms decreased in the first quar-

ter of the FY 1399.

During the first quarter of the FY 1399 the deficit
of services account dropped dramatically by 41%
and stood at a value of USD g94.99 million which
followed by marginal decreases in payments of
transportation, travel and construction services.
Meanwhile, compensation of employees together
with investment income inflows increased by 10%
to a value of USD 83.52 million in the first quarter
Figure 4.1: Current account balance
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4.2.2. Capital Account

Inflows to the capital account decreased during
the quarter under review significantly on account
of inflows to the government sector in the form of
official grants. This change was mainly attributed
to low level of donors’ grants in development pro-
jects and shrinking of the debt relief by the credi-

tors.
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of the FY 1399 from a value of USD 75.91 million

recorded in the similar quarter of the last year.

As well as, official grants to the government sec-
tor and worker personal home remittances from
foreign countries declined by 16% and stood at a
value of USD 225.60 million in the first quarter of
the year under review from a value of USD 267.65
million recorded in the similar quarter of the last

year.

Q3 -98 Q4 -98

Q1-99

Based on the available data, inflows to the capital
account declined significantly by 35% to a value of
USD 36.06 million in the first quarter of the FY
1399 from a value of USD 55.49 million recorded
in the first quarter of the FY 1398.



4.2.3. Financial account

Under financial account of the Balance of Pay-
ments (BOPs), foreign investment is an important
component which consists of foreign direct in-
vestment (FDI), foreign portfolio investment (FPI)
and Other Investments. Sustained security and
political concerns hit the level Net FDI inflows in
the country. Considering the statistics, FDI inflow
stood at USD 5.85 million in the first quarter of the
FY 1399 from a value of USD 8.81 million recorded
in the first quarter of the FY 1398.

Meanwhile, portfolio investment exhibits USD -
4.05 million which reflects withdrawal of Afghani-
stan investment from foreign countries in the first
quarter of the FY 1399 from the value of USD -

16.46 million registered in the first quarter of the

Figure 4.2: Capital and Financial Account

H Capital acount
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Source: NSIA/DAB staff calculations
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FY 1398. Further analysis reveals that the coun-
try’s other aggregated financial assets abroad
dropped significantly to a value of USD 28.25 mil-
lion in the first quarter of the FY 1399 from a value
of USD 86.19 million that was captured in the first

quarter of the FY 1398 (figure 4.2 & 4.3).

in the meantime, other aggregated financial liabil-
ities, followed upward trend and stood at a value
of USD 31.75 million in the first quarter of the FY
1399 from a value of USD -14.58 million recorded
in the similar quarter of the previews year. The
financial account balance as a total stood at USD
200.68 million in the first quarter of the FY 1399
which is well above the value of USD 38.3 million

recorded in the first quarter of the FY 1398.

® Financial account

Q3-98 Q4-98 Ql-99



Figure 4.3: FDI inflows
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4.3. MERCHANDISE TRADE

Afghanistan’s merchandise trade balance has
been in a deficit position for a long period of time.
This indicates that the total value of imported
goods has been greater than the total value of

exported goods.

Base on the available data, deficit of merchandise
trade balance had a downward slope and stood at
USD 1,326.42 million in the first quarter of the FY
1399 from a deficit of USD 1,603.77 million rec-
orded in the first quarter of the FY 1398. This
shows approximately 17% declines in trade deficit
as compared to the same quarter of the previous

year (table 4.2, figure 4.4).

The record showed that the total earnings from
exports of goods increased by 12% to a value of

USD 203.64 million in the first quarter of the FY
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1399, from a value of USD 182.57 million recorded
in the first quarter of the FY 1398. Looking to ex-
port components, the exports of food item (oil
seeds, fresh and dry fruit), and medical seeds
shows upward trends; while carpet and rugs and
leather and wools followed downward trend dur-

ing the quarter under review.

Aggregated expenditure on import of goods de-
clined by almost 14% to a value of USD 1,530.05
million in the first quarter of the FY 1399 com-
pared to a value of USD 1,786.34 million recorded
in first quarter of the previous year. Observing the
data in composition of imports, the decreases in
expenditure on imports were mainly due to slow-
ing down of local demand for consumer goods,
fuel and lubricant and industrial supplies during

the quarter under review.



Figure.4.4: Trade performance and Trade balance
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4.4. DIRECTION OF TRADE

Trade between Afghanistan and its trading
partners are categorized; as export destinations
and import origins. Figure 4.5 and 4.6 shows
Afghanistan’s direction of trade with its trading-

partners during the first quarter of the FY 1399.

4.4.1. Direction of Exports

Observing the data, India ranked as the first
and top export destination for Afghanistan

during the first quarter of the FY 1399.

The share of Afghanistan’s total exports to India
reached to 61% which is well above 52% regis-
tered in the first quarter of the FY 1398. In terms
of value, total exports to India rose by 30% to a
value of USD 124.20 million in the first quarter

of the FY 1399 from a value of USD g5.33 million
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Based on the statistics, Commonwealth of In-
dependent States (CIS), Iran, China, Pakistan
and India remained the major trading partners

with Afghanistan.

recorded in the first quarter of the previous

year.

Pakistan ranked the second largest buyer of
Afghanistan export during the first quarter of
the FY 1399. The share of Afghanistan’s ex-
ports to Pakistan dropped down to 21% in the
first quarter of the FY 1399 from 27% that was
recorded in the similar quarter of the last year.

In respect of value, Afghanistan’s total exports



to Pakistan also decreased by 15% to a value of
USD 41.97 million in the first quarter of the FY
1399 compared to a value of USD 49.19 million
recorded in the first quarter of the FY 1398.

The next two largest export destinations are
China and Iran countries during the first quar-
ter of the FY 1399. The share of total exports to
China slightly rose to 4.41% in the first quarter
of the FY 1399 from 3.80% registered in the first
quarter of the FY 1398. Total exports to China

increased by 30% to a value of USD 8.98 million

External Sector Development

in the first quarter of the FY 1399 from a value
of USD 6.93 million captured in the first quarter
of the FY 1398. (Figure 4.5 & 4.6).

Likewise, total export to Iran declined by 40%
to a value of USD 1.97 million in the first quarter
of the FY 1399 from a value of USD 3.28 million
recorded in the first quarter of the FY 1398.
While, the share of total exports to Iran declined
to 1% in the first quarter of the FY 1399 from 2%
which recorded in the first quarter of the FY

1398 (see tables 4.3, 4.4 and figures 4.5, 4.6).

Figure 4.5: Direction of Exports (% share) for first quarter of FY 1399
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Figure 4.6: Direction of Exports (% share) for first quarter of FY 1398

M Pakistan #India MlIran M Common Wealth ®China ® Other Countries

4%

2% N

Source: NSIA/DAB staff calculations

Page | 48




4.4.2. Direction of Imports

CIS countries were the first largest sources of
imports for Afghanistan during the first quar-
ter of the FY 1399. Total Imports from CIS
countries exhibits a decline during the quarter
under review. Based on statistics the total im-
ports from mentioned sources declined by 5%
to a value of USD 442.07 million with share of
29% in the first quarter of the FY 1399 from a
value of USD 467.73 million with share of 26% in
the first quarter of the FY 1398.

China ranked the second largest imports
origin for Afghanistan in the first quarter of
the FY 1399. The total imports from china de-
creased by 22% and stood at a value of USD
261.73 million with share of 17.11% in the first
quarter of the FY 1399 from a value of USD
336.22 million with share of 19% recorded in the

first quarter of the FY 1398.

Iran was the third largest source of imports

for Afghanistan in the first quarter of the FY

External Sector Development

1399. The total Imports from Iran declined by
17% to a value of USD 261.38 million with share
of 17.08% in the first quarter of the FY 1399
from a value of USD 314.30 million with shares

of 18% registered in the first quarter of the FY

1398.

Pakistan graded the fourth largest import
origin to Afghanistan in the first quarter of
the FY 1399. As per the statistics, imports from
Pakistan significantly declined by 25% to a val-
ve of USD 192.37 million with share of 13% in
the first quarter of the FY 1399 from a value of
USD 255.66 million with share of 14% in the first
quarter of the FY 1398.

India, Japan, United Arab Emirates and Germa-
ny were the last largest sources of imports for
Afghanistan in the first quarter of the FY 1399.
The shares of each source in the total imports
were accounted as 7%, 3%, 2%, and 1% respec-

tively. (Figure 4.7 & 4.8).

Figure 4.7: Direction of Imports (% share) for first quarter of FY 1399
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Figure 4.8: Direction of Imports (% share) for first quarter of FY 1398

H Pakistan ®India ®Elran Common Wealth ®China mJapan ®EUSA

26.2%

18%
Source: NSIA/DAB staff calculations

4.5. COMPOSITION OF TRADE
4.5.1. Composition of Imports

The total imports of Afghanistan in the first
quarter of the FY 1399 are classified into four

categories which were described as below:

v Imports of Capital goods had the first largest
share in the basket of imports during the
first quarter of the FY 1399, which expanded
to 39% from 32% recorded in the similar

quarter of the last year.

At the same time, the import value of such
goods also grew by 5% to a value of USD
599.49 million in the first quarter of the FY
1399 from a value of USD 568.74 million reg-
istered in the first quarter of the FY 1398.

v" Imports of consumer goods faded and hold
the second largest share in the imports
basket. Observing the data, the share of
consumer goods decreased from 42% to
33%. In terms of value, imports of consum-

er goods significantly declined by 31% to a
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2.76%

0.80%

14%

4.78%

value of USD 510.61 million in the first
quarter of the FY 1399 from a value of USD
741.35 million recorded in the same quarter

of the previous year.

Imports of fuel and lubricants (petroleum oil)
hold the third largest share in the basket of
Afghanistan’s imports which is remaining

unchanged 17% in the first quarter of the FY

1399.

In terms of value, imports of fuel and lubri-
cants in total imports declined by 13% to a
value of USD 261.60 million in the first quar-
ter of the FY 1399 from a value of USD
302.34 million recorded in the first quarter of

the FY 1398.

In the import category the industrial supplies
hold the smallest share in the basket of Af-
ghanistan’s imports which is increased to

10.35% in the first quarter of the FY 1399



from 9.74% recorded in the first quarter of
the FY 1398. In term of value it exhibits that
the imports of such goods shrank by 9% and

stood at a value of USD 158.35 million in the
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first quarter of the FY 1399 from a value of
USD 173.92 million captured in the first quar-

ter of the FY 1398, (Figure 4.9 - 4.10).

Figure 4.9: Composition of Imports (share %) for first quarter of FY 1398
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Figure 4.10: Composition of Imports (share%) for first quarter of FY 1399
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4.5.2. Composition of Exports
The total merchandise exports of the country

have been categorized and analyzed as bellow:

v’ Exports of medical seeds had the largest
share in the category of total basket of Af-
ghanistan’s exports, which slightly rose to
46.7% in the first quarter of the FY 1399 from
45% recorded in the similar quarter of the
previous year. The increment was mainly

due to rises in the exports of medical seeds
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and saffron to USD 44.84 million and USD
9.29 million in the first quarter of the FY
1399 from USD 39.26 million and 8.05 mil-
lion recorded in the first quarter of the FY

1398 respectively.

At the same time, Earnings from exports of
medical seeds grew by 15% to a value of USD
95.09 million in the first quarter of the FY 1399
from a value of USD 82.37 million recorded in

the same quarter of the previous year.



v' The food items (oil seeds, fresh and dry

fruits) had the second largest share in total
exports during the quarter under review.
Based on statistics, share of the mentioned
item slightly increased to 46.5% in the first

quarter of the FY 1399

from 46% recorded in the comparable quar-
ter of the last year. At the same time export
value of food items increased by 13% to a
value of USD 94.61 million in the first quar-
ter of the FY 1399 from a value of USD 83.93
million registered in the first quarter of the
FY 1398. The same has occurred mainly due
to increment in harvesting of oil seeds and

fruits all over the country.

The Leather and wool products stood the
third largest share in the basket of total ex-
ports. Share of this item recorded 5% in the
quarter under review and as well as in the
same quarter of the previous year respec-
tively.

In term of value, the earning from exports of

B Carpets & Rugs H Food Items

5%

Source: NSIA/DAB staff calculations
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leather and  wool slightly declined by 3%
and reached to a value of USD g.39 million in
the first quarter of the FY 1399 from a value
of USD 9.69 million recorded in the corre-

sponding quarter of the preceding year.

Carpet and rugs are considered as a main
component of Afghanistan’s exports in the
past decades. It has constituted the last
largest share in total exports which is de-
clined to 2% in the first quarter of the FY
1399 as compared to 4% registered in the

first quarter of the FY 1398.

The total value of exports on carpet and rugs
had a downward movement and stood to
USD 4.54 million which showed a noticeable
decrement of 31% as compared to the value
of USD 6.57 million recorded in the first

quarter of the last year.

(Figures 4.11 and 4.12) indicate composition of

exports in the related periods.

Figure 4.11: Composition of Exports (share%) for first quarter of FY 1398
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Figure 4.12: Composition of Exports (share%) for first quarter of FY 1399
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Source: NSIA/DAB staff calculations

4.6. EXTERNAL DEBT

Afghanistan’s total public external debt stood at
USD 1,908.55 million at the end of first quarter
of the FY 1399, which showed USD 541.79 mil-
lion reductions from the value of USD 2,450.34
million recorded in first quarter of the previous
year. Considering the statistics, the total public
external debt shrank by 22% during the quarter
under review. The reduction was not only due to
repayment of the loan principle and the accu-
mulated interest of the previous periods but it
was also due to the exchange rate fluctuations

during the period under review (figure 4.13).

Among all, the Asian Development Bank, Islam-
ic Development Bank and OPEC Fund were the
creditors received their loan principles, while
service charges were paid only to the World
Bank, Asian Development Bank and Islamic De-
velopment Bank during the quarter under re-
view. The World Bank and Asian Development

Bank as a major multilateral creditor to Afghan-
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istan made USD 187.9 million debt release on
principle as well as USD 19.8 million as services
charge during the quarter under review. Bilat-
eral loan is segregated into two parts; Paris club

and Non-Paris Club creditors.

The total amount of loan payable to Paris Club
creditors especially Russian federation stood at
a value of USD 782.90 million at the end of first
quarter of the FY 1399 from the amount of USD
902.09 million recorded in the same quarter of
last year. Based on quarter-on-quarter compari-
son, it registered 13% decline to debt stocks to
the mentioned creditor. The reduction was
mainly due to the depreciation of Russian’s Ru-

ble against USD.

Total debt from Non-Paris Club members (Sau-
di Fund for Development, Bulgaria, Kuwait
fund, Iran and Italy) rose by 27% to a value of

USD 138.46 million in the first quarter of the FY



1399 from a value of USD 108.81 million record-

ed in the first quarter of the FY 1398.

On the other hand, total debt from multilateral
creditors to Afghanistan dropped by 31% and

stood at a value of USD 987.19 million in the

External Sector Development

first quarter of the FY 1399 from a value of USD
1,439.44 million recorded in the first quarter of
the FY 1398 which shows USD 452.25 million
decline in the total debt during the quarter un-

der review.

Figure 4.13: External Debt Comparison; end of Q1-1398 & end of Q1-1399
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4.7. NET INTERNATIONAL RESERVES

The Da Afghanistan Bank holds and manages
the Gross and Net International Reserve, which
consist of monetary gold, reserve position in the
fund, Special Drawing Rights (SDR) other liquid
foreign exchanges such US dollars, Euro and
Great British Pound. The Afghanistan Net In-

ternational Reserve (NIR) is measured as coun-
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try Gross International Reserves (GIR) minus

reserve related liabilities.

The country GIR stood at USD 8,306.47 million
at the end of the first quarter of the FY 1399
from the amount of USD 8,345.44 million regis-
tered in the similar quarter of the previous year.

Based on the figure, about a USD 38.99 million



have been restricted in the GIR during the quar-

ter under review.

The NIR has followed upward trend during the
first quarter of the FY 1399 and surged to the
value of USD 7,711.85 million from a value of
USD 7,696.80 million recorded in the first quar-
ter of the last year, it showed the increment of
about USD 15 million in NIR during the quarter

under review (Figure 4.14).

Reserve related liabilities declined by 8.3% to a
value of USD 594.62 million in the first quarter
of the FY 1399 from a value of USD 648.65 mil-

lion recorded in the first quarter of the FY 1398.

The decline in reserve related liabilities was

mainly due to withdrawal of commercial bank
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deposits in foreign currency from Da Afghani-
stan Bank which dropped by 9.8% to a value of
USD 533.78 million in the first quarter of the FY
1399 from a value of USD 591.78 million.

The Use of Fund Resources grew by 7% to the
value USD 60.70 million in the first quarter of
the year under review from a value of USD 56.74
million recorded in the first quarter of the previ-
ous year. The reserve liability of nonresident
deposits in foreign currency almost remained
unchanged in the first quarter of the FY 1399.
The current position of Afghanistan Net Inter-
national Reserves (NIR) is best cushion for con-
ducting a sound and appropriate monetary poli-

cy in the country.

Figure 4.14: Gross and net International Reserves during first quarter of FY 1399 (in million USD)
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Table 4.1: Afghanistan Balance of Payments (in Million USD)
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Debit 0.00 0.00 0.00 0.00 0.00
Financial account
Direct investment 1.71 -6.30 9.04 -1.55 0.1 -95%
Net acquisition of financial
assets 10.52 5.69 4.86 5.26 5.94 -44%
Net incurrence of liabilities 8.81 11.98 -4.18 6.81 5.85 -34%
Portfolio investment -16.46 15.42 -33.74 20.16 -4.05 -75%
Net acquisition of financial
assets -16.46 15.42 -33.74 20.16 -4.05 -75%
Net incurrence of liabilities 0.00 0.00 0.00 0.00 0.00
Other investment -71.61 1.35 -82.58 78.72 -60.00 -16%
Assets -86.19 -12.36 -27.20 84.70 -28.25 -67%
Liabilities -14.58 -13.71 55.39 5.98 31.75 -318%
Reserve Assets 48.03 30.40 156.46 -130.87 -136.72 -385%
Net errors and omissions 1183 578 1055 177 735 -38%

Source: NSIA/DAB staff calculations
Table 4.2: Merchandise Trade (in Million USD)

Share (%) Share (%) Share (%)
Imports 1,786.34 100% 1,767.33 100% 1,530.05 100%
Industrial supplies 173.92 9.74% 212.28 12.0% 158.35 10.35%
Fuel and Lubricants 302.34 17% 260.29 14.7% 261.60 17%
Consumer goods 741.35 42% 632.84 35.8% 510.61 33%
Capital goods and other 568.74 32% 662 37.5% 599.49 39%
Exports 182.57 100% 329.21 100% 203.64 100%
Carpets & Rugs 6.57 4% 6.1 1.8% 4.54 2%
Food Items 83.93 46.0% 172.97 52.5% 94.61 46.5%
Leather & Wool 9.69 5% 13.78 4.2% 9.39 5%
Medical seeds & others 82.37 45.1% 136.41 41.4% 95.09 46.7%
Trade Balance -1,603.77 -1,438.12 -1,326.42

Source: NSIA/DAB staff calculations
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Table 4.3: Direction of External Trade for first quarter of FY 1399 (in Million USD)

Pakistan 41.97 21% 192.37 13% -150.40
India 124.20 61% 105.89 7% 18.31
Iran 1.97 1.0% 261.38 17.08% -259.41
Germany 1.89 0.9% 19.05 1% -17.16
China 8.98 4.41% 261.73 17.11% -252.75
England 0.00% 1.75 0.11% -1.75
Saudi Arabia 2.73 1.34% 0.00% 2.73
United Arab Emirates 0.00% 37.25 2% -37.25
Turkey 0.00% 12.93 0.85% -12.93
USA 0.00% 12.69 0.83% -12.69
Common Wealth 3.75 1.8% 442.07 29% -438.32
Japan 0.00% 51.40 3% -51.40
Other Countries 18.16 8.92% 131.55 8.607% -113.39
Total 203.64 100% 1,530.05 100% (1,326.42)

Source: NSIA/DAB staff calculations

Table 4.4: Direction of External Trade for first quarter of FY 1398 (in Million USD)

Pakistan 49.19 27% 255.66 14% -206.47
India 95.33 52% 85.40 4.78% 9.93
Iran 3.28 2% 314.30 18% -311.02
Germany 3.31 1.8% 15.61 0.87% -12.30
Common Wealth 3.51 2% 467.73 26.2% -464.22
China 6.93 3.80% 336.22 19% -329.29
United Arab Emirates 28.78

Saudi Arabia 3.33 0.00% 1.61% -28.78
Turkey 19.12 1.07%

Japan 0.00% 49.26 2.76% -49.26
England 0.0% 1.01 0% -1.01
USA 0.00% 14.24 0.80% -14.24
Other Countries 17.69 9.69% 199.02 11.14% -181.33
Total 182.57 98% 1,786.3 100% (1,587.99)

Source: NSIA/DAB staff calculations

Page | 58



External Sector Developm

Table 4.5: External debt (in millions USD)

Total external debt

1- Bilateral 1,010.90 41.26 921.36 48.28
Paris Club 902.09 36.81 782.90 41.02
Russian Federation 902.09 36.81 782.90 41.02
United States 0.00 - 0.00
Germany 0.00 - 0.00
Non-Paris Club 108.81 L4ebly 138.46 7.25
2- Multilateral 1,439.44 58.74 987.19 51.72
IDA (World Bank) 655.82 26.76 333.00 17.45
Asian Development Bank 655.82 26.76 554.31 29.04
International Monetary Fund 75.61 3.09 57.70 3.02
Islamic Development Bank 50.50 2.06 40.69 2.13
OPEC Fund 1.69 0.07 1.50 0.08

Source: NSIA/DAB staff calculations

Table 4.6: Gross and net International Reserves (in millions USD)

Net international Reserves (million US Dollar) 7,696.80 -0.11 7,804.72 -0.85 7,711.85 0.2
Reserve Assets 8,345.46 -0.20 8,409.69 -1.32 8,306.47 -0.5
Reserve Liabilities 648.65 -1.27 604.98 -6.98 594.62 -8.3
Commercial bank deposits in foreign currency 591.78 -1.02 549.22 -7.28 533.78 -9.8
Nonresident deposits in foreign currency 0.14 0.00 0.14 -79.06 0.14 0.0
Use of Fund resources 56.74 -4.19 55.62 -2.95 60.70 7.0
Gross Intl. Reserves (in months of import) 14.02 14.28 16.29

Net Intl. Reserves (in months of import) 13 13 15

Source: DAB staff calculations
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Fiscal Sector Development

FISCAL SECTOR DEVELOPMENT

Fiscal sector of monetary policy directorate is re-
sponsible to keep coordination between fiscal and
monetary policy implementation by the Ministry
of Finance (MOF) and Da Afghanistan Bank (DAB).
The key objective in the fiscal area is to achieve
sustained increase in revenue collection and to
permit the gradual takeover of externally financed
operating & development spending and to ensure
an expenditure allocation consistent with Afghan-
istan National Peace and Development Frame-

work (ANPDF).

The other goals are included improvement in pub-
lic expenditure management, fiscal policy formu-
lation, efficiency in public enterprises, taxes and

customs administration. While monetary area

regulates inflation, interest rate and money sup-
Ply.

Resembling the other emerging and under devel-
oping economies around the world Afghanistan
continuously faces budget deficit, the total core
expenditure exceeds total domestic revenue in the
first quarter of the fiscal year 1399 leading to AFN
3.24 billion budget deficit, and by including other
revenue and grants a budget surplus of AFN 19.15
billion is being observed. There is a substantial fall
in  total domestic revenue  collection.
Meanwhile increase of employees spending, sup-
plier expenditure, capital expenditure and subsi-
dies, resulted to raise the total core expenditure to

AFN 57.81 billion in the first quarter of FY 1399.

Figure 5.1: Comparison of Total Revenue, Total Expenditure, & Grants for the first quarter of FY 1398 & FY

1399

H Total Revenue Incld Grants

57,634,711
51,812,964

Amount in Thousands AFN

14,751,325

FY 1398-Q1
Source: MoF Financial Statement/MPD Staff Calculation

Page | 63

 Total Expenditure

B Total Grants

57,808,229

54,566,641

15,906,943

FY 1399-Q1



Donor contributions are used to finance both op-
erating and development expenditures, and the
main donor contributors to the government is
ARTF (Afghanistan Reconstruction Trust Fund),
LOTFA (Law & Order Trust Fund for Afghanistan),

5.1. BUDGET EXECUTION RATE

During the first quarter of FY 1399, government
spent 13% of the total AFN 428.38 billion (allocat-
ed budget). When compared with 14% execution
from the total of AFN 399.41 billion in the first
quarter of FY 1398, it indicated 1% decrease in

overall budget execution rate. This change was

Fiscal Sector Development

and CSTC-A (Combined Security Transition
Command-Afghanistan). The total donor contri-
butions (grants) allocated to operating and devel-
opment expenditures represented a mild increase

of AFN 15.91 billion.

attributed to several factors particularly late pro-
cessing and approval of expenses by the National
Procurement Authority, bad security condition in
provinces and weak performances by the budget-

ary units.

Figure 5.2: Comparison of Budget for first quarter of FY 1398 and FY 1399

H Total Core Budget

450.00 +

400.00
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300.00
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Amount in Billions AFN

150.00
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0.00

FY 1398-Q1

Source: MoF Financial Statement/MPD Staff Calculation

Operating budget execution rate indicates 17%
increase from AFN 47.38 billion in the first quarter
of FY 1398 to AFN 50.45 in the period under re-

view. The development budget execution rate
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Total Operating Budget H Total Development Budget

FY 1399-Q1

evidently represents decrease of AFN 13.7% com-
paring both AFN 10.2 billion in the first quarter of
the FY 1398 and AFN 8.8 billion in the first quarter

of FY 1399.
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Figure 5.3: Comparison of budget execution rates for first quarter of FY 1398 and FY 1399.

B Operating Budget Execution Rate B Development Budget Execution Rate M Total Budget Execution

17%

In Percentage (%)

FY 1398-Q1

Source: MoF Financial Statement/MPD Staff Calculation

5.2. CORE BUDGET DEFICIT/SURPLUS

The total core budget is increased form AFN
399.42 billion in FY 1398 to AFN 428.38 billion in
FY 1399 which shown a notable increase of AFN
28.96 billion or 7% rise in total core budget. Oper-
ating budget increased from AFN 275.22 billion in

FY 1398 to AFN 289.10 billion in FY 1399 and signi-

17%

FY 1399-Q1

fied 5% of increment. Similarly, development
budget is showing a significant increase from AFN
124.19 billion in FY 1398 to AFN 139.28 billion in
FY 1399 representing 12.1% raise which is as a
result of high budget approval and allocation for

the FY 1399 comparably.

Figure 5.4: Core Budget Deficit/ Surplus (Including and Excluding Grants) for first quarter of FY 1398 & FY 1399

H Total Revenue M Total Expenditure M Fiscal Deficit/Surplus Excl Grants  Fiscal Deficit/Surplus Incl Grants
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Source: MoF Financial Statement/MPD Staff Calculation
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The overall budget prior to donor’s contribution
had a deficit of AFN 19.15 billion in the first quar-
ter of FY 1399 compared to AFN 8.93 billion deficit
in the same quarter of FY 1398 that shown AFN
10.22 billion (214.4%) raise in fiscal deficit com-

pared.

Meanwhile, donor contributions increased from

AFN 14.75 billion in the first quarter of FY 1398
5.3. TOTAL REVENUE

With reference period of FY 1398 total revenues
including grants decreased significantly with total
collection of AFN 54.57 billion in the first quarter
of FY 1399 compared to AFN 57.63 billion in the
same quarter of FY 1398, which presented a mild
decrease of AFN 3.07 billion or 5.3% as compared

to same quarter of previous year.

Collection of annual planned revenue from do-
mestic sources indicates AFN 20.89 billion incre-
ment from AFN 188.01 billion in FY 1398 to AFN
208.90 billion in FY 1399 leading to 11% increases
comparably. To meet FY 1399 budget deficit total

domestic revenue & donor contribution play a
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compared to AFN 15.91 billion in the period under
review. The total annual external source funding
amount in the first quarter of FY 1399 was AFN
207 billion, when compared with AFN 199.02 bil-
lion in first quarter of the last year, it indicated an
increase of 4.05% in annual planed external
sources of fund and it is as a result of commitment

from the donor’s contribution on annual basis.

vital role and revenue collection that steer to an-

nual budget surplus.

Moreover, the increase in total revenue collection
of FY 1399 is as a result of momentous improve in
income taxes, sales of goods and services, sale of
land and buildings, custom duties and administra-
tive fees however there is decline in social contri-
bution and other non-tax revenues including in-
come from capital property, royalties, extractive
industry, and large difference in miscellaneous
revenues during the first quarter of the year and
negatively reflected retail activity from the low
base last year comprise of property tax, Fixed tax

and custom duties.

Figure 5.5: Total Revenue Contribution for first quarter of FY 1399

Total Tax Revenue Total Social Contribution

H Total Other Revenue

0%

Source: MoF Financial Statement/MPD Staff Calculation
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5.3.1. Domestic Revenue:

The total collection of domestic revenue perfor-
mance felt down in the first quarter of fiscal year
1399, however it was sophisticated compared to
the first quarter of FY 1398. These measures are
deemed sufficient by the government to ensure
the achievement in terms of the GDP deficit in FY
1399. The decrement in domestic revenue collec-

tion was attributed to fall in receipts from taxa-
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tions and custom revenue that included Income
tax, property tax, sales tax, fixed taxes and a no-

table change in retirement contributions.

Total domestic revenue is decreased from AFN
42.88 billion in the first quarter of FY 1398 to AFN
38.66 billion in the first quarter of FY 1399 that
showed AFN 4.22 billion or 9.85% decrease in

domestic revenue collection.

Figure 5.6: Total Domestic Revenue Comparison for first quarter of FY 1398 & FY 1399

J
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Source: MoF Financial Statement/MPD Staff Calculation

FY 1399-Q1

Figure 5.7: Major Domestic Revenue for first quarter of FY 1399

I Income Taxes Sales Taxes

Tax Penalties and Fines

Administrative Fees

Source: MoF Financial Statement/MPD Staff Calculation

Beside this, a breakdown of the total revenue col-

lection showed a mild deceleration in various do-
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mestic revenue components such as; income from
capital property that showed a momentum de-

crease of 20.87% from AFN 0.31 billion in the first



quarter of FY 1398 to AFN o.25 billion in the quar-
ter under review, the income tax showed decrease
of 46.06% from AFN 8.8 billion in the first quar-
ter of the previous year to AFN 4.74 billion in the
first quarter of FY 1399, sale taxes represented a

significant decrease of 57.74% from AFN 7.70 bil-

Non Tax Revenue:

One of the initial component of domestic reve-
nues is tax revenues that represents a notable in-
crease of 70% from AFN 16.18 billion in the first

quarter of FY 1398 to AFN 27.59 billion in the first
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lion in the first quarter of 1398 to AFN 3.25 billion
in the quarter under review, and a remarkable
increase of 263.4% in miscellaneous revenue from
AFN 6.11 billion in the first quarter of the last year

to AFN 22.19 billion in the quarter under review.

quarter of FY 1399. This is as a result of vital in-
crease in income tax from capital property, fixed
taxes and services and a notable change in miscel-

laneous return.

Figure 5.8: Comparison of Major Components of Total Non-Tax Revenue for first quarter of FY 1398 & FY

1399

 Retirement contributions [ Sales of Goods and Services W Administrative Fees I Miscellaneous Revenue
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Source: MoF Financial Statement/MPD Staff Calculation

The main contributors of the non-tax revenues
were retirement contributions that decreased to o
(zero), sales of goods and services decreased from
AFN 2.48 billion in the first quarter of FY 1398 to
AFN 1.13 billion in the first quarter of FY 1399
which showed 54.48% decrease, similarly admin-

istrative fees decreased from AFN 6 billion in the
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first quarter of the last year to AFN 3.81 billion in
the quarter under review which signified 36.56%
decline, however miscellaneous revenue increased
from AFN 6.11 billion in the first quarter of FY

1398 to AFN 22.19 billion in the first quarter of FY

1399.



5.3.2. Grants

The donor contribution comprises an important
part of the national budget, meantime donor
grants finance major expenditure items in both
operating and development budget, likewise, the
government receives grants and occasional loans
from various donors, trusts and international

committees to finance variety of programs in both
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operating and development expenditures. Moreo-
ver, In Afghanistan’s context, fiscal sustainability
is defined as total domestic expenditure and it
should be financed by total domestic revenue
where recently it is financed partially by external
sources, foreign loans and rest by domestic reve-

nue.

Figure 5.9: Total Annual Grants Analysis for first quarter of FY 1398 & FY 1399

B Total Donor Contributions i Total Foreign Loans H Donor Revenue
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Source: MoF Financial Statement/MPD Staff Calculation

The total development and operating grants rep-
resents significant increase of AFN 1.97 billion

from AFN 14.75 billion in first quarter of FY 1398 to

H Total Grants

FY 1399-Q1

AFN 16.72 billion in the quarter under review
which clearly indicates a mild increase to the same

period of previous year.

Figure 5.10: Components of Donor Contribution for first quarter of FY 1399

Source: MoF Financial Statement/MPD Staff Calculation
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The main donor contributors to operating and
development expenditures were grants from
ARTF that declined 88% from AFN 1.08 billion in
the first quarter of FY 1398 to AFN o0.13 billion in
the first quarter of FY 1399 and CSTC-A (MoD, Mol
& NATO) contributed AFN 7.04 billion in the first

Fiscal Sector Development

quarter of the last year compared to AFN 8.32
billion in the quarter under review that showed
18% increase. LOTFA contributed AFN 6.59 billion
in the quarter under review compared to AFN 4.84
billion in the same quarter of the previous year

that showed 36% increase.

Figure 5.11: Comparison of Donor Contributions for first quarter of FY 1398 & FY 1399

HARTF ®LOTFA mCSTC- Mood, Mol & NATO
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5.4. EXPENDITURE:

The core expenditures are classified into devel-
opment and operating expenditures which are
allocated in eight different sectors such as securi-
ty, governance, education, health, agriculture,
social protection, infrastructure, and economic
governance, moreover, the sector wise expendi-
ture is provided for both operating and develop-
ment budget, while, increased expenditure on
infrastructure, economic governance, and agricul-

ture sectors are in line with the ANPDF priority.

Furthermore, total core expenditure presented
11.57% increase from AFN 51.81 billion in the first
quarter of FY 1398 to AFN 57.81 billion in the quar-
ter under review which indicated AFN 6 billion
increase in overall development and operating

expenditure, and this was as a result of increase in
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employee expenditures, grants contribution, pen-

sions and capital expenditure.

In addition, operating expenditure indicates in-
crease of 15.73% from AFN 42.08 billion in the first
quarter of FY 1398 to AFN 48.70 billion in the first
quarter of FY 1399. Meanwhile, development ex-
penditure shows 6.43% decrease from AFN g9.73
billion in the first quarter of FY 1398 to AFN g.11
billion in the quarter under review which indicates
AFN 0.63 billion decrease in development ex-

penditure.

To compare with the same period of last year, it
shows a high increase in overall expenditure by
increase in annual approved development budget

as well as increase in core annual expenditure.
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Figure 5.12: Comparison of Total Expenditures for first quarter of FY 1398 & FY 1399

H Total Expenditures M Total Operating Expenditures Total Development Expenditures
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6
BANKING SYSTEM PERFORMANCE

The overall banking system performance chapter presents an overview of the financial trends on Q-0-Q. The
financial statistics table accompanying graphs on key financial indicators with the source data are provided

below each graph and table.

The banking sector in Afghanistan consists of 12 duly-licensed and permitted banking organizations: 3re-
licensed state owned banks, 64 private full-fledged commercial banks, 1° private full-fledged Islamic bank and
2 branches of foreign banks. The performance of the banking sector in the first quarter of 2020 is described

below followed by analysis of the Islamic banking sector® in the given period.

As of end of March 2020 (Hoot 1398) the main banking sector data demonstrated a decreasing trend as com-
pared to December 2019. Total assets, loans, deposits, equity capital and profitability decreased, owing to
settlement, repayment and less OD utilization, revocation of license of a bank, deposit withdrawals and loss-

es. Liquidity remained adequate but the banking sector still beleaguered with the low asset quality.

6.1. TOTAL ASSETS

Concerning the growth, the total assets of the banking sector witnessed 9.07% Q-0-Q decline, amounting
AFN 284.669 billion, against AFN 31'3.069 billion in Dec,2019. The above mentioned decrease in the total as-
sets was mainly contributed by deposit withdrawals (dominant in customer demand and saving deposits),
while other contributing factors included revocation of license of a bank and losses. Disaggregated analysis of

total assets shows that top decreasing items were cash in vault and claims on DAB and interbank claims.

The most important components of the system'’s total asset portfolio were cash in vault and claims on DAB
(38.29%), net interbank claims (27.70%), net loans (12.47%), investments (10.65%), net other assets (5.7%)
and fixed assets making 3.37% of the total assets, while the share of the repossessed assets and intangible

assets were negligible.

The share of private bank in the system'’s total asset is reported to be 64.86% of total banking sector assets
(Islamic bank makes 6.90% of sector total assets); state-owned banks with 29.10% share are at the second

place while branches of foreign banks have 6.05% shares in the system'’s total asset.

4 Since Arian Bank license is revoked, it is no more included in the banking sector
5In the banking sector bulletin Islamic bank is part of private banks
6 The Islamic banking sector consists of one bank and six windows
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Figure 6.1: Share of Banking Sector (Total assets) across the banking group
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Source: Banking Supervision Department, DAB

Table 6.1: Banking Sector Asset Composition

Amount in million AFN
Dec-19 Mar-20 Growth % total assets
Cash in vault & Claims on DAB 131,392 109,008 -17.04% 38.3%
Interbank claims 83,338 78,844 -5.39% 27.7%
Investment 31,743 30,325 -4.47% 10.7%
Net loans 36,127 35,508 -1.71% 12.5%
REPOSSESSED ASSETS 1,087 1,018 -6.39% 0.4%
UNCONSOLIDATED INVESTMENTS 3,105 3,078 -0.88% 1.1%
Net Other Assets 15,555 16,353 5.13% 5.7%
INTANGIBLE ASSETS 971 939 -3.25% 0.3%
PREMISES AND OTHER FIXED ASSETS 9,751 9,597 -1.58% 3.4%
TOTAL ASSETS 313,069 284,669 -9.07% 100.0%

Source: Banking Supervision Department, DAB

6.1.1. Gross Loans

The gross loan portfolio of the banking sector rec-
orded Q-0-Q decrease of 1.28%, currently stands
at AFN 40.624 billion, constituting 14.3% of the
total assets, whereas it was AFN 41.150 billion in

Dec, 2019 comprising 13.14% of the total assets.
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The decrease in total gross loans is mainly at-
tributed to revocation of license of a bank, settle-
ment of loans, repayment and less OD utilization.
Share of the gross loans portfolio among banking

group is shown in below graph.
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Figure 6.2: Share of the Gross Loans Portfolio among banking group
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Source: Banking Supervision Department, DAB

e Loan Loss Reserve

While assessing the level of credit risk, banks must
give due attention to credit risk mitigation tools
within their risk management framework. As per
the assets classification and provisioning regula-
tion banks are required to make specific provision

on non-standard assets, while general reserves on

e Distribution of Credit

Breakup of gross loans across the various sectors
indicates that some sectors are receiving greater
credit while others witnessing a contraction. The
Province wide and sector wide distribution of the
banking sector’s loan portfolio as of Mar, 2020 are

given in the tables below .

H private banks

H foreign banks branches

88.70%

0.74%

Dec-19

standard assets is optional, in order to mitigate

their credit risk.

By the end of Mar,2020, total provision cover of
the system was 12.6% of total gross loans as op-

posed to 12.2% recorded as of end of Dec, 2019.

The designation of Loans geographically and insti-
tutionally is not properly diversified, but it is ex-
pected that with time the distribution of loans will
improve. It is desirable that all banks take active
part in lending, so as to diversify lending services

in country.

Table 6.2: Medium, Small and Micro Loans in the banking sector

Mar,2020

Medium Loans

Small Loans

Micro Loans

Dec, 2019 As % of TGL
1,359 1,234 3.3
801 902 2.0
4,640 4,540 11.4

Source: Banking Supervision Department, DAB
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Table 6.3: Designation of Loans in different sectors of the economy

1 Commercial Real Estate and Construction

Banking System Performance

|| Construction and Buildings

2 Infrastructure Projects

Power
Road and Railway

Dames
Mines

Other infrastructure projects
3 Manufacturing and Industry

Manufacturing &Products of Metal wood plastic rubber leather paper
Manufacturing handmade and machine products

Cement and Construction Materials
4 Trade

Textile

Wholesale

Machineries

Petroleum and Lubricants

Spare parts

Electronics

Comment and other construction Material
Food Items

All other Items

Retail trading

5 Service

Education

Hotel and Restaurant
Telecommunication

Ground Transportation

Air Transportation

Health and Hygienic

Media, Advertisements, Printer

All other Services

Agriculture, Livestock and farms

Agriculture

Livestock and farming

Consumer Loans

Total

0.10
2.69

0.37
0.48
5.09

4.38
3.41

1.97

43.91

1.95
5.90
0.39
11.98
1.75
2.76
3.93
8.31
4.03

2.91

23.89

2.34
6.90
4.88
0.90
1.65

1.92

5.22

331

0.51

100

Source: Banking Supervision Department-DAB
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e Classification of Loans

Banks should strengthen credit risk management
measures to significantly reduce the high level of
NPLs. Moreover, it can be inferred that quality of
risk management in banks with poor credit per-
formance is demonstrating weak performance. It
is essential that banks with poor loan quality eval-
vate credit applications carefully, comply with all
applicable laws, regulations, circulars, internal
policies and procedures, and closely monitor fi-

nancial condition of their borrowers to ensure that

Table 6.4: Classification of Loans

Banking System Performance

credit expansion will not pose a threat to the sta-

bility of the financial system.

Banking Supervision Department (BSD) is closely
working with banks with poor loan performance
to design and implement plans to improve their
asset quality. This situation requires regulatory
oversight and prompt remedial action to improve
governance of credit risk to avoid negative impact
over the profitability and capital adequacy of the

banks with poor credit quality.

T

Non-performing loans (doubtful and loss)

Adversely Classified Loans(substandard, doubtful, Loss)

Loans classified Watch

Loans Charged-off

’ Mar,2020 Dec,2019

As % of total % growth
gross loans
6,095 5,956 15.00 2
8,009 7,366 19.71 9
4,484 5,542 11.04 -19
18 17 0.05 10

Source: Banking Supervision Department, DAB

The overall quality of loans in the banking sector is
a concern as the NPLs are making 15% of the sec-
tor gross loan portfolio and 20.24% of the regula-
tory capital. Meanwhile, other classes are on in-
creasing path as well, which could affect the prof-
itability and capital position of the banking sector
if the trend continues. Out of 15% NPLs, 12.97%
(86.41% of total NPLs and 17.5% of total reg. capi-
tal) is attributed to four banks. These banks hold
66.70% of the system’s gross loans and 50.64% of

system'’s regulatory capital.

Group wise analysis shows that out of AFN 6.095
billion total NPLs, AFN 5.395 billion NPL is coming
from private banks making 13.28% of the banking

sector total gross loans (88.52% of banking sector
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total NPLs) and AFN7oo million is attributed to
one state-owned bank constituting 1.72% of the
banking sector total gross loans (11.5% of banking

sector total NPLs).

6.1.2. Interbank Claims

Gross Interbank Claims are the second largest
among various asset categories, currently stand-
ing at AFN 78.96 billion, constituting 27.74% of
total assets, decreased by 5.4% Q-0-Q basis,
against AFN 83.466 billion in Dec,2019. It worth
mentioning that, banks should not only appropri-
ately measure risks associated with individual
bank’s but also country or countries in which they

have placed funds.
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Figure 6.3: Share of Interbank Claims among banking groups
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Source: Banking Supervision Department, DAB

6.1.3. Investment

The net-investment’ portfolio of the banking sec-
tor comprising of bonds, Gov. Securities, invest-
ment in associated companies; decreased by 4%
in compare to Dec,2019, currently stands at AFN
30.325billion, constituting 10.65% of total assets,
the increase mostly came from three banking in-
stitution. Major part of the sector’s investment
took place outside Afghanistan. The investment
portfolio is attributed to four private banks and a

branch of foreign banks.

6.1.4. Cash in Vault and Claims on DAB
Cash in vault and claims on DAB remains the larg-
est category making 38.29% of the total assets,
currently stands at AFN 109.008 billion decreased
by 17% compared to Dec, 2019. The decrease was
observed in correspondent account with DAB,
Overnight deposit account with DAB and cash in
vault. Banking sector is fully compliant with re-

quired reserves regulations and is deploying

7Investments include investment in bonds, securities,
associated companies and subsidiaries
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Dec-19

slowly and prudently the attracted funds into oth-

er types of assets.

6.2. LIABILITIES

Total liabilities of the banking sector decreased by
9.6% standing at AFN 250.787 billion against AFN
277.365 billion in Dec, 2019.The mentioned de-
crease in total liabilities was mainly contributed by
deposit withdrawals (dominant in customer de-

mand and saving deposits).

The majority of liabilities are made up of deposits
(95.27%), followed by other Liabilities (2.78%) and
borrowings in third place (1.94%).

6.2.1. Deposits

Total deposits comprising of customer and inter-
bank deposits, the main source of funding and the
major component of liabilities (95.27%), stand at
AFN 238.937 billion decreased by 10.37% Q-0-Q
basis, against AFN 266.576 billion in Dec, 201g9.



Out of this, customer's deposits stand at AFN
234.753 billion making 98.25% of the total depos-
its decreased by 10.30% Q-0-Q basis. The de-
crease in total deposits mainly came from the cus-

tomer demand and saving deposits.

AFN-denominated customer deposits of the bank-
ing sector are AFN 72.113 billion, or 30.7% of the
total customer deposits, decreased by 11.6%,

Figure 6.4: Currency Composition of Deposits

| Afghani
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while the USD-denominated customer deposits of
the banking sector stand at AFN 158.100 billion, or
67.35% of total customer deposits decreased by
5.31% attributed to withdrawals. Private Banks
have the highest percentage share in total depos-
its of the sector, standing at 65.83% followed by
state-owned banks with 28.30% share, while the

share of the branches of foreign banks was 5.87%.

Other currencies

1.93%

67.35%

Dec-19

Source: Banking Supervision Department, DAB

Mar-20

Table 6.5: Breakdown of Deposits by Type for first quarter of FY 1399

Customer deposits

Interbank deposits Total deposits

Demand 168,523.01
Time 16,609.95
Savings 49,619.59
Total 234,752.55

544.8 169,067.78
3,632.8 20,242.78
6.6 49,626.15
4,184.2 238,936.71

Source: Banking Supervision Department, DAB
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6.3. CAPITAL

The banking sector is well capitalized, making
11.90% of total assets. The net equity position of
the sector recorded at AFN 33.882 billion, de-
creased by 5% on Q-0-Q mainly attributed to rev-
ocation of license of a bank and loss. CAR of the

sector recorded at 25.97% against 25.93% in Dec,

6.4. LIQUIDITY

Liquidity risk can be defined as the risk of not hav-
ing sufficient liquid assets to meet the demand of
borrowers and depositors. All banks are required

to maintain a reasonable level, in order to avoid

Banking System Performance

2019. Disaggregated analysis shows that the fi-
nancial capital of all banks is above the regulatory
limits and the regulatory capital ratio of all banks
are above the set regulatory threshold (12% of the
risk weighted assets). The Basel benchmark for

capital to risk weighted is 8%.

scenario analysis, cash flow analysis, etc. accord-

ing to policies of the bank.

Overall all banking institutions are above the set

minimum for the broad liquidity ratio (15%) and

any liquidity problem. For this reason, banks the Quick Liquidity Ratio (20%). Broad liquidity

should maintain an asset liability committee (AL- . : .
y ( ratio of the banking sector as a median stand at

CO); one of its tasks is the liquidity management 56.09% against 55.89% in Dec, 201.

of the bank through gap analysis, stress testing,

6.5. FOREIGN EXCHANGE RISK

All banking institutions are within the set regulatory threshold for overall open FX position (+ 40%) and on an
individual currency (x 20%) basis except for four banks, which have violated the limits on overall, five banks on

an individual currency basis USD long position and one bank in EURO long position.

6.6. PROFITABILITY

In terms of the profitability, on cumulative basis the banking sector recorded AFN 71.3 million net loss for the
first three months of fiscal year 1399 against AFN 1,261 million net-profits recorded in last quarter of 2019,
showing deterioration over the quarter, resulting in ROA® of -0.13% annualized as compared to 0.83% annual-
ized in Dec 2019. The factors contributed towards the deterioration in the profitability of the banking sector

were increase in credit provision, decrease in non-interest income and FX revaluation losses.

Group wise analysis reveals that Private Banks (PB) and Branches of foreign banks (BFB) ended with profit,
whereas State-Owned Banks (SOB) ended with losses. Losses of the banking sector is mostly coming from
State-Owned Banks standing at AFN 135 million, with annualized ROA of -0.99%, while private banks and
branches of foreign banks were having profit of AFN 49 million and AFN 14.53 million, with annualized ROA of

1.44% and 0.13% in the period under review.

8 ROA (Return On Assets)
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6.7. ANALYSIS OF FINANCIAL CONDITION AND PERFORMANCEOF THE
ISLAMIC BANKING SECTOR

6.7.1. Executive summary

The Islamic banking sector recorded a downward
trend for its main financial indicators in the quar-
ter under review, apparent from the decrease in
total assets, which is mostly due to deposits
downturn. The capital of four windows out of six
windows is negative and the equity capital of one
full-fledged bank is maintained at a healthy level
attributed to rise in the profitability along with
adequate level of liquidity position. However,
gross financing has downward trend due to set-
tlement of financing of a window and meanwhile
investment has growth trend mainly due to issue

of new investment.

The asset base of the sector during the first quar-
ter of the year 2020, demonstrated 7.15% decline
over the previous quarter standing at AFN 35.48
billion at the end of March, 2020 as compared to
AFN 38.21 billion in the same preceding quarter
(Dec, 2019). The decrease in total assets mostly
originates from decrease in cash in vault and in

financing.

Total gross financing and investment portfolio of
the sector shows increase of 4% over the quarter,
currently stands at AFN 13.18 billion. The increase
in total gross financing and investment over the
quarter is mainly due to the issue of new Sukuk
investment during the quarter under review, the
same time the Murabaha financing due to settle-
ment has decreased over the period, it is worth to
mention that the new Murabaha financing has
taken place as well over the quarter. The percent-

age decrease of total gross financing portfolio of
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the sector is4% and vice versa the Sukuk invest-

ment shows 8% increase.

Deposits, the main source of funding in the Islamic
banking sector witnessed 9.20% downturn over
the quarter and currently stands at AFN 28.51 bil-
lion. The decrease in total deposits was due to
decrease in the customers’ demand and saving
deposits. Time and saving deposits make 65.7% of
overall deposits. Time deposits make 26.76% and
saving deposits make 38.94% of total deposits. On
the other hand, the depreciation rate of USD cur-
rency against AFN also has attributed in the de-
crease of total deposits of the sector. While the
time deposits of the customers faced upturn for

the current quarter.

There is no statutory requirement for Islamic
Banking windows to maintain a separate limit of
financial capital. The capital of one full-fledged
bank stands above regulatory limit. The total capi-
tal of the sector increased by 2.48% over the last
quarter (Dec, 2019) resulted from profit over the

review quarter.

The financial capital of four windows out of six
windows is negative; however, the regulatory cap-
ital ratio (CAR) of full-fledged bank has improved
during the quarter under review stands at (16.1%

of the risk weighted assets).

On a cumulative basis from (Jan to March 2020)
the Islamic banking sector makes AFN 146.47 mil-
lion net-profit against AFN 2.01 million net-losses
in the same preceding quarter (Dec, 2019). Result-

ing in ROA of 3.7% annualized compared to that of



-0.01% and ROE 16.6% annualized compared -

0.05% in Dec, 2019, respectively.

Liquidity and FX positions of windows are in ac-
cordance with the benchmarks set by the central

bank (20% Quick and 15% Broad Liquidity Ratios

6.7.2. Total Assets

Assets base of the Islamic banking sector regis-
tered a downturn of 7.15% over the last quarter,
standing at AFN 35.48 billion (USD 462.766 Mil-
lion), against 19.28% growth in the same preced-
ing quarter (Dec, 2019). The decrease in total as-
sets was mostly due to decrease in deposit base.
The analysis of total assets shows that most obvi-
ous decrease was recorded in cash in vault and in

financing.

Looking at the decrease in total assets across the
sector, the 72.22% decline taken place in full-

Figure 6.5: Currency Composition of Deposits
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and + 40% for overall FX position and + 20% on
individual currency position) on overall and indi-
vidual currency basis (USD long position). On the
other hand, the full-fledged bank lies in violation
of both FX limits set by Central Bank.

fledged Islamic bank and meanwhile the assets of
Islamic Banking Windows show decline of 27.77%
as compared to last quarter. The percentage share
of full-fledged bank in the sector’s total asset is
reported 55.35%; state-owned banks windows
with 12.3% and while the four windows of private
commercial banks have 32.35% shares in the sec-
tor's total assets. The trend of assets of the Islamic
Banking Sector from March 2019 to March, 2020

is depicted in figure 6.5.
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Source: IBFD, Islamic Banking and Finance Department, DAB
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Table 6.6: Total Assets and Liabilities of Islamic Banking Sector (Amount in millions AFN)

Assets

Cash in vault and claims on DAB 17,768.07 15,157.12 43% -14.69%
Interbank claims 4,645.12 4,711.10 13.07% 1.42%
Financing Murabaha (Net) 4,111.42 3,954.16 11.14% -4%
Investment (Sukuk and other) 7,761.42 8,376.37 23.61% 8%
Other Assets 2,799 2,671.20 7.53% -5%
Fixed and Intangible Assets 776.61 755.54 2.03% -5.7%
Total Assets 38,211.66 35,480.28 -7.15%

Banking System Performance

Deposits 33,397.81
Other liabilities 2,819.76
Total liabilities 34,217.75
Financial Capital 3,994-09
Total Liabilities + Capital 38,211.66

Liabilities + Capital

28,510.39 90.83% -9.20%
2,876.67 8.88% 4%

31,387.06 -8%
4,093.21 2.48%

35,840.28 -7.15%

Source: IBFD, Islamic Banking and Finance Department, DAB

The fluctuation in the assets of Islamic banking
sector during the month of Dec and Jan 2019was
mainly due to decline in demand deposits of the
customers during the mentioned period. The

components of the Islamic banking sector assets

portfolio were cash in vault and claims on DAB
without interest (43%), interbank claims (13%),
net Murabaha financing (11%), investment (Sukuk
and assets acquired for leasing) 24% and other

assets make (10%) of the total assets.

e Gross Murabaha Financing and Investment (Sukuk)

Gross Murabaha financing and investments
(Sukuks and others) of the Islamic banking sectors
of Hoot 1398 (March, 2020) stands at AFN 13.189
billion (USD 172.031 million), constituting 37.17%
of the total assets, depicted 4% or AFN 457.68
million increase since Qaws 1398 (Dec, 2019),

whereas the gross Murabaha financing were AFN
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5.196 billion (USD 67.77 million) or 13.60% of total
assets and investment (Sukuk and other) were
AFN 7.761 billion (USD 101.23million) constituting

20.31% of total assets.

The increase in Gross Murabaha financing and
investments (Sukuks and others) has taken place

in Sukuk investment but Murabaha financing due



to settlement has decreased. Total Afghani de-
nominated financing and investment recorded at
AFN 3.8 billion (USD 50.122 million), which makes
29.14% of total Gross financing and investment or
10.83% of total assets. While the US Dollar de-
nominated financing and investment are AFN g9.32
billion (USD 108.59 million), and make 70.86% of
total gross financing and investment or 26.24% of

total assets.

Banking System Performance

The decrease in total financing and investment
portfolio is mainly due to settlement of Murabaha
financing and of windows and depreciated rate of
USD against AFN during the quarter under review,
meanwhile investment securities (Sukuk) shows
increase of AFN 614.95 million over the quarter.
The increase in total gross investment is mainly
attributed to new financing of Sukuk during the

reviewed period.

Table 6.7: Product wise Islamic Banking Sector Financing and investment (gross)

Products as % Gross

Product Mar-20 aif;f:;'zz:‘et Dif:::r;nce Investme.nt & Fi-

nancing

1 Murabaha Receivables 5,196.551 4,318.26 -383.28 -7.38% 36.49%

2 Diminishing Musharaka 115.83 110.03 (5.803) -5%) 0.83%

3 ﬁ:;nstant Musharaka Financ- 53.01 51.29 (172) 3% 0.38%

4 Investment Securities (Sukuk) 4,675.01 5,327.57 652.56.17 14% 40.49%

5 Asset acquired for leasing 2,007.48 2,007.48 o 0% 15.22%

6 Other investment 910.077 879.98 (30.09) -3% 6.67%

Grand Total 12,957.13 13,189.63 231.66 1.87% 100%

Source: IBFD, Islamic Banking and Finance Department, DAB

At the same time, settlement and installment of
Murabaha financing have been collected during
the quarter. The sect oral lending of Murabaha
financing in Afghanistan is dominated by Islamic
Banking window, constituting 84.30% of total

gross Murabaha financing of the sector, while the

Page | 86

share of fully fledged bank in total Murabaha fi-
nancing is 15.69%, as well as the total investment
securities in Sukuk of the sector which is invested
out of the country is dominated 84.34% of total
investment by fully fledged bank and remaining
15.65% followed by two Islamic banking windows

of commercial banks.
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Figure 6.6: Product wise Investment and Financing of the Islamic Banking Sector: comparison between Dec

2019 and March 2020
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Figure 6.7: Product wise investment and financing as Percentage as per Mar, 2020
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The breakup of total gross financing and invest-
ment of sector consists of Murabaha receivables
AFN 4.813 billion that decreased by 7.38% and
makes 36% of the gross financing and investment,
Diminishing Musharaka amounted AFN 110.03
million or 0.83%, constant Musharaka amounted

AFN 51.23 million, Sukuk investment amounted
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AFN 5.327 billion increased by AFN 652.56 million
making 40.39% of total gross financing and in-
vestment and asset acquired for leasing amount-
ing AFN 2.007 billion ,comprising 15.22% of the
gross financing and investment and other invest-
ment amounted AFN 879.98 million making 6.67%

of the gross financing and investment during the



quarter under review (March, 2020). Increase in
investment (Sukuk) portfolio was observed at one

bank window and at full-fledged bank, and it is

e Financing & Investment Loss Reserve

At the end of March, 2020 (Hoot 1398), total pro-
vision of Islamic Banking sector stands at AFN
950.505 million and shows a decrease of AFN 229
million as compared to previous quarter Dec 2019,
the decrease amount reported wholly for Muraba-
ha financing. The provision of the sector is com-

prised of AFN 859.09 million for Murabaha financ-

e Interbank Claims

The Interbank Claims of the Islamic Banking Sec-
tor are the fourth largest among various asset cat-
egories, which at the end of first quarter March,
2020, stands at AFN 4.71 billion (USD 61.44 mil-
lion) constituting 13.07% of total assets, and in-
creased by AFN 65.97 million as compared to pre-
vious quarter. Interbank claims denominated by
AFN 12.84%, USD 81.74% and other currencies
3.86%, see figure 6.8.

Figure 6.8: Interbank claims
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worth mentioning here that Islamic banking win-
dow of (NKB) has not financing and investment

activities.

ing, AFN 72.61 million for interbank claims and
AFN 18.79 million for account receivable. The pro-
vision for Murabaha financing that encompasses
17.84% of total gross financing of Islamic banking
sector as against to 20.88% recorded in the previ-

ous quarter ending Dec, 2019.

Two out of six Islamic banking windows and one
Islamic bank have interbank claims which consist
of AFN 1.06 billion time deposits and AFN 3.57
billion demand deposits, the interbank claims
used as commodity Murabaha and internal bank
transferring and settlement transactions with

their banks.

usbD Other Currencies

Source: IBFD, Islamic Banking and Finance Department, DAB
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e Cash in Vault and Claims on DAB

The Islamic Banking Sector’s Cash in vault and
claims on DAB at the end of march, 2020 stands at
AFN 15.15 billion (USD 197.69 million) and de-
creased AFN 2.61 billion as compared to preced-
ing quarter ended Dec, 2019. The cash in vault and
claims on DAB is the largest item and makes

42.72% of total assets of the sector.

The decrease in Cash in vault and claims on DAB

mainly showed in claims on DAB as well as in cash

6.7.3. Total Deposits

Deposits, the main source of funding and the ma-
jor component of liabilities, stand at AFN 28.51
billion (USD 371.852 million), making 91.83% of
total liabilities, decreased by 9.20% since Qaws
1398 (Dec, 2019), against AFN 31.39 billion (USD
4£09.51 million) with 20.08% growth in last quar-

ter. The decrease in total deposits was mostly ob-

Figure 6.9: Breakdown of Deposits as Per March, 2020

H Time Deposits of Banks  ® Demand Deposits  Time Deposits
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in vault. The reason of decrease in above item is
mainly due to downturn in total deposits of sector
over the quarter under review. Cash in vault and
Claim on DAB consists of AFN 4.86 billion cash in
vault, AFN 7.67 billion non-interest bearing cur-
rent Account with DAB and AFN 2.61 billion Re-
quired Reserve Account with DAB.

vious in demand deposits of full-fledged bank, the
decrease has taken place (AFN 2.58 billion or
89.77%) in demand deposits and (AFN 312.205
million or 10.83% decreases) in saving deposits of
the customers during the reviewed period, while
time deposits of customers showed increase of

(AFN 17.75 million or 0.23%) over the last quarter.

Saving Deposits

1%

Source: IB FD, Islamic Banking & Finance Department, DAB

Furthermore, the decrease mostly occurred in
AFN deposits, as well USD deposits registered

decline in its position. AFN-denominated deposits
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of the sector are AFN g.919 billion (USD 129.38
million), or 34.79% of the total deposits, de-
creased by 17.79%, while the USD-denominated



deposits of the sector stand at AFN 18.59 billion
(USD 242.47 million), or 65.61% of total deposits
decreased by 4%. Full-fledged bank has the high-
est percentage share in total deposits of the sec-
tor, standing at 57.78% followed by Islamic bank-

ing windows with 42.22% share.

The total customers’ deposits of the sector consist

of AFN 9.64 billion of demand deposits, AFN 7.57

6.7.4. Liquidity

The liquidity position of all Islamic Banking Win-
dows and full-fledged Islamic bank are above the
set minimum for the broad liquidity ratio (15%)
and the Quick Liquidity Ratio (20%). Broad liquidi-
ty ratio of the banking sector as a median stand at
53.94% points against 55.23% in the preceding
period (Dec, 2019), showing a decrease of 1.29%.
Since there is no Capital Market inside Afghani-

stan, the banking sector remained highly liquid.

Generally, the liquidity risk can be defined as the

risk of not having sufficient liquid assets to meet
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billion of time deposits and AFN 11.102 billion of
saving deposits. As well as the demand deposits
make 33.81%, time deposits 26.58% and saving
deposits make 38.94% of the total deposits of the
sector, and comprises of AFN 28.32 billion of cus-
tomers’' deposit and AFN 188.67 million of banks
deposits. The deposits of banks make only 0.66%

of total deposits of sector.

the demand of borrowers and depositors. All
banks are required to maintain a reasonable li-
quidity ratio level, in order to avoid any liquidity
problem. For this reason, Islamic Bank and win-
dows should maintain an asset liability committee
(ALCO); one of its tasks is the liquidity manage-
ment of the bank through gap analysis, stress
testing, scenario analysis, cash flow analysis, etc.

according to  policies of the bank.

Table 6.8: Key Financial Soundness Indicators of the Islamic banking sector as of march 2020

Liquid Assets to Total Assets 58.81% 55.99%
Liquid assets to short term liabilities 184% 206%
Foreign-Currency denominated funding to total funding 61.57% 65.21%
Foreign- Currency denominated financing to total financing 70.92% 70.86%
Return on Assets (ROA) (0.01) 3.7
Return on Equity ( ROE) (0.05) 16.6

Source: IBFD, Islamic Banking & Finance Department, DAB
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6.7.5. Capital

The capital of the sector stands at AFN 4.093 bil-
lion (USD 53.38 million), increased by 2.48% since
previous period (Dec, 2019) when it was AFN
3.994 billion. The increase in the total equity capi-
tal is due to profit over the quarter. CAR of the
Islamic Bank of Afghanistan remains above the

regulatory limit.

The capital of windows consists of owner’s equity
(which is not in the form of liquid assets, but it is

the value of investment property which is trans-

Figure 6.10: Breakdown of Deposits as Per March, 2020
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fer/given from the conventional bank to Islamic
banking windows), Retained profit/loss of previ-
ous years, other comprehensive income (income
from the revaluation of fixed assets) and prof-
it/loss of current year. The trend of the sector fi-
nancial capital as described above is given in the
figure 6.10 above. One of commercial Banking
windows has highest 71.53% share in total capital
of sector and second fully fledged bank has

33.76% contributions in total capital of the sector.
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Source: IB FD, Islamic Banking & Finance Department, DAB

6.7.6. Profitability (Quarter—-to—Quarter)

The Islamic banking sector earned AFN 146.47
million net profit in the current quarter (first quar-
ter) ending March, 2020, against AFN 2.01 million
net losses in last quarter. The increased in the
profit of the sector in the current quarter is mainly
due to reported AFN 370.42 million as reintegra-
tion of provisions by an Islamic Banking window
and a full-fledged bank of the sector during the

quarter under review. As well as the Islamic Bank-
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ing Sector over the first quarter of the year 2020,
reported AFN 183.97 million as FX revaluation gain
and which shows AFN 82 million decreases as

compared to last quarter.

The full-fledged bank reported AFN 4.66 million of
net profit during the reviewed quarter. It is worth
mentioning that the loss of one full-fledged bank
in the current quarter before FX revaluation re-

ported AFN 153.31 million, but due to FX revalua-
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tion gains AFN 157.98 million the loss of the bank 4.66 million as net profit.
has converted from AFN 153.31 million to AFN

Table 6.9: Profit and Loss Schedule of the Islamic Banking Sector during quarter Mar 2020

March-20 Difference
Profit income 137.67 152.76 15.09
Profit expense 44.730 55.513 10.783
Net profit income 92.940 97.254 4.314
Net Credit provisions 162.25 (163.3) (325.55)
Other nonprofitincome 127.48 84.08 (43-39)
Other nonprofit expense 359.55 342.15 (17.4)
Income (Loss) before FX revaluation and (301.38) 2.49 303.87
FX revaluation Gain/loss 266.51 183.97 (82.54)
Tax (32.85) (39-99) 72.84
Net profit income/Loss after Tax (2.011) 146.477 148..48

Source: IBFD, Islamic Banking & Finance Department, DAB

In general, the Islamic banking sector offering seven types of financial products. The returns from financing
for the quarter under review are shown in table 6.10.

Table 6.10: Returns by Major Types of Shariah Compliant Products

Product March-20 Difference
Time Deposits with banks 11.215 10.206 (1.009)
Profit Income on to OFIs deposits 11.605 10.083 (1.522)
Murabaha 57.02 62.76 5.73
Diminishing Musharaka 1.103 0.635 (0.468)
Sukuk 40.211 54.802 13.99
ljara 16.51 14.87 (2.63)
Total Profit Income 137.67 152.76 15.09

Source: IBFD, Islamic Banking & Finance Department, DAB
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Figure 6.11: Return by Major Types of Shariah Complaint Products
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Source: IBFD, Islamic Banking & Finance Department, DAB

Total number of employees, borrowers, depositors and of the Islamic banking sector as of March, 2020, all
across the country are as follow:

Table 6.11: Number of employees, borrowers and depositors of the Islamic banking sector

Full-time Employees 1,030
Present Borrowers 2,579
Present Depositors 493,689

Source: IBFD, Islamic Banking & Finance Department, DAB
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