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2. Afghani currency is among nine best currencies of world: DAB
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Liquidity Management by Islamic Banks: An Issue or a Contrivance for Risk-Free Returns
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steps and held meetings of the
AML/CFT Law Implementation
Coordination High Commission
in the presence of representa-
tives from the Ministry of Fi-
nance, Ministry of Justice, Min-
istries of Foreign and Interior
Affairs, Directorate General of
Intelligence, and Office of the
Attorney General to hold the
transfer of cash in check with
the help of law enforcing agen-
cies and other relevant institu-
tions.

Similarly, in response to the
need for greater oversight and
regulation of non-banking finan-
cial institutions, several meet-
ings were organized with the
representatives of foreign ex-
change dealers, money services
providers, electronic money in-
stitutions, lease, and payment
institutions to discuss and tackle
challenges related to their activi-
ties. Efforts in this regard re-
sulted in a comprehensive plan
for developing effective mecha-
nisms for the activities of this
sector, which was approved by
the cabinet of the government.
Consequently, more than 2,500
non-standard individual licenses
were revoked, and a new mecha-
nism was implemented to dis-
tribute 876 corporate licenses to
FXD and money services provid-
ing companies that meet the
newly established standards.
This significant shift in the li-
censing process has helped to
ensure that only qualified enti-
ties are authorized to operate in
the foreign exchange and money
services industries, bolstering
consumer confidence and en-
hancing the overall integrity of

the financial system.

In the same manner, Da Af-
ghanistan Bank has achieved
several milestones during the
fiscal year 1401 (2022) in its ef-
forts to regulate the foreign ex-
change and money services in-
dustries. These achievements
include compiling a comprehen-
sive list of sanctions for FXD
and money services providers,
establishing a joint committee
composed of relevant depart-
ments to identify and prevent
illegal activities by FXDs, identi-
fying and shutting down over
700 unauthorized FXDs, and
implementing robust anti-
money laundering and proceeds
of crimes enforcement meas-
ures. These actions have helped
to ensure greater transparency
and accountability within the
financial sector, thereby
strengthening the integrity of
Afghanistan's economy.
Furthermore, it’'s worth men-
tioning that Da Afghanistan
Bank engaged in fruitful discus-
sions with international partners
to improve banking relations
and international transfers. The
bank greatly appreciated the
seven general licenses number
14, 15, 16, 17, 18, 19 and 20
granted by the US Department
of the Treasury in 2022, which
allowed the Afghan financial in-
stitutions to engage in certain
transactions with persons and
entities around the world facili-
tating the bank's international
operations and money transfers
for the supply of primary mate-
rial needs of the country, im-
proving banking sector’s stand-
ing with financial institutions of

the world. This was a positive
development for the bank and
for Afghanistan's banking sector
as a whole which demonstrates
Da Afghanistan Bank’s commit-
ment to establishing productive
relationships with international
partners complying with inter-
national financial regulations.
Apart from improving the bank-
ing sector’s access to interna-
tional financial markets, the
general licenses could also help
to boost investor confidence in
Afghanistan and attract foreign
investment to the country. This,
in turn, could support economic
growth and development in Af-
ghanistan.

In addition to weathering the
challenges faced by Afghani-
stan's banking sector, Da Af-
ghanistan Bank managed to hold
onto its top talent and even pro-
moted its best talent to higher
positions of responsibility. By
promoting its best employees to
higher positions of responsibil-
ity, Da Afghanistan Bank has not
only recognized their hard work
and dedication but also ensured
that the bank is in good hands,
with experienced and profes-
sional staff who are well-
equipped to guide the organiza-
tion through the challenges
ahead and capitalize on emerg-
ing opportunities, which posi-
tions the bank for long-term
success and growth.

Anwar Ullah Hayat

Publications Manager,

Da Afghanistan Bank
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nized the importance of the role
of Islamic Banking in alleviating
poverty and increasing financial
inclusion, and has taken steps to
ensure that this sector is able to
thrive. With this goal in sight,
the bank has organized several
meetings with key stakeholders
in the Banking industry, includ-
ing DAB’s Shariah Board, and
has undertaken several signifi-
cant efforts with the aim of fa-
cilitating and accelerating the
growth of this sector. These ef-
forts include preparing the first
draft of the Sukuk Law, which
will provide a legal framework
for the issuance and trading of
Islamic bonds in Afghanistan.
Additionally, the bank has
spearheaded the successful con-
version of the First Microfinance
Bank of Afghanistan into an Is-
lamic Bank, which will enable it
to offer a wider range of Shariah
-compliant financial products to
its customers. Moreover, Da Af-

ghanistan Bank has worked dili-
gently to finalize several guide-
lines and procedures for Islamic
Banking products. As part of its
efforts, Da Afghanistan Bank is
set to sign a Memorandum of
Understanding with the Ac-
counting and Auditing Organiza-
tion for Islamic Financial Insti-
tutions (AAOIFI) in Bahrain.
This will provide assistance to
the bank in various areas related
to Islamic Banking and Finance
within the country, including
capacity building, training, and
raising awareness. These actions
demonstrate the bank's commit-
ment to promoting financial in-
clusion and supporting the
growth of Islamic finance in Af-

ghanistan.

Da Afghanistan Bank has been
highly vigilant in monitoring the
smuggling of foreign currencies
both in and out of the country.
Its efforts to combat illicit finan-
cial activities extend beyond cur-
rency smuggling and include
efforts aimed at actively thwart-
ing the activities of money laun-
dering and the circulation of
proceeds of criminal activities.
The bank's dedication to main-
taining the integrity of the finan-
cial system and preventing ille-
gal activities has been a crucial
factor in promoting transpar-
ency and stability in Afghani-
stan's economy. To this end, Da
Afghanistan Bank took various




enced staff, turned the tide for
the country's banking sector to
pick up pace again by imple-
menting a range of effective and
carefully devised monetary poli-
cies and strategies. This not only
prevented a collapse of the
banking system but also helped
to restore stability and confi-
dence in the economy at a criti-
cal time.

As the central bank of the coun-
try, Da Afghanistan Bank
worked diligently to achieve and
maintain domestic price stabil-
ity, foster a robust financial sys-
tem, and keep inflation in check
demonstrating its commitment
to shouldering the burden and
devising sound monetary poli-
cies directed at heading off the
economy’s rush towards the cliff
edge. To soften the blow, Da Af-
ghanistan Bank regulated with-
drawals with a weekly and
monthly cap on pre-August 2021
deposits, thereby stemming the
uncontrolled outflow of cash and
taking decisive action to help
banks avoid deep liquidity short-
ages. Meanwhile, Da Afghani-
stan Bank eased the restrictions
on post-August 28, 2021 depos-
its, in a bid to rebuild trust and
confidence in the banks and fi-
nancial sector. As a result, de-
posits made after the aforesaid
date were not subject to limita-
tions and customers could with-
draw any amount of cash from
such deposits. As the circum-
stances improved, the limit on
cash withdrawal was recently
revised and raised, facilitating
the provision of improved bank-
ing services to people which was
widely appreciated.

The effective implementation of
prudent monitory policies and
strategies by Da Afghanistan
Bank bore fruit and the banking
sector regained the public trust
and prevented inflation from
reigning. As a result, the infla-
tion slumped to 3.5 percent in
February 2023 from 18.3 per-
cent in July 2022 and the value
of the Afghani (AFN) remained
stable against major currencies.
The World Bank’s report noticed
that the Afghani (AFN) ex-
change rate against the United
States Dollar was 87-89 which
shows that the Afghani wit-
nessed a slight depreciation of
1.5 percent at the end of Decem-
ber 2022 while its value appreci-
ated against the Pakistani Rupee
and the Indian Rupee by 24.8%
and 2.6% respectively.

It’'s worth mentioning that de-
spite having access to a limited
part of Afghanistan's foreign ex-
change reserves, which is a drop
in the bucket, Da Afghanistan
Bank was able to meet the coun-
try's foreign exchange needs.
The Afghani (AFN) was even
recognized by Bloomberg as one
of the nine most stable curren-
cies globally, which is no more
than a miracle considering the
challenging economic phases it
faced. These achievements were
also owed to the strong export
performance and increased reve-
nue collection as the govern-
ment procured its budget from
the domestic revenue, the partial
resumption of aid from the in-
ternational community, and the
foreign exchange auctions by the
Central Bank of Afghanistan.

Da Afghanistan Bank stood

-L‘{)L"_....':Liﬂ:

shoulder to shoulder with the
commercial banks operating
within the country. The bank
kept a close eye on the chal-
lenges and developments facing
the banking sector, and took a
proactive approach in devising
timely and effective strategies to
address them by collaborating
with stakeholders from across
the banking and financial sec-
tors, as well as other relevant
entities, to ensure that its strate-
gies are well-informed and
aligned with the needs of the
industry. To this end, Da Af-
ghanistan Bank held various
meetings with relevant authori-
ties and representatives of com-
mercial banks, government in-
stitutions, UN organizations,
reputed university lecturers, and
involved the top-level officials of
the government. For instance,
Financial Stability Committee’s
meeting was held at the High
Council Hall of Da Afghanistan
Bank chaired by the First Dep-
uty Prime Minister of Afghani-
stan for Economic Affairs with
the Shareholders of commercial
banks, officials of relevant min-
istries and the representatives of
the Banking Association of Af-
ghanistan where various eco-
nomic and banking sector chal-
lenges and solutions were dis-
cussed. Furthermore, another
important meeting which dis-
cussed the facilitation of affairs
related to the transfer of funds
was convened by Da Afghanistan
Bank where the Second Deputy
Prime Minister of Afghanistan
and representatives of relevant
institutions were invited.

Da Afghanistan Bank has recog-
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Last Two Years

The banking sector of Afghanistan witnessed serious challenges and experienced huge ups and downs over
the past two years. These changes took center stage in the last months of the 2021 in the aftermath of po-
litical shake-up in the country which left the economy in a state of flux causing major setbacks that led to
the suspension of millions of dollars of foreign aid and international sanctions, and halted major projects
leaving the future of the country’s banking and financial sectors up in the air. The economy was hit by a
storm of surging inflation and prices went through the roof, which caused a run on the banks, with thou-
sands of customers lining up to withdraw their cash as chaos ensued at branches of banks across the cities.
As a result, the banking sector of the country had to bear the brunt thereof, struggling with liquidity chal-
lenges.

Yet, in the face of trying circumstances, Da Afghanistan Bank didn’t sit by, and left no stone unturned to
address these challenges. Despite the dire predictions of a financial meltdown that could have crippled the
country’s economy, the leadership of Da Afghanistan Bank, with the help of its professional and experi-




Message of the Acting Governor of
Da Afghanistan Bank

Dear Compatriots,

I assure you once again that we continue our efforts aimed at maintaining the value of Afghani and domestic price

stability by implementing appropriate monetary policies. Similarly, we'll take effective steps to strengthen, improve and
reform the banking sector.

We're using our full potential to collaborate with banks that have faced challenges in the wake of recent political

changes and our supervision thereof will take the form of support to them so the sector is further strengthened and
the scope of quality services is expanded.

Transition from Traditional Banking to the Islamic Banking system is among our priorities. Initial steps have been

taken in this regard and we will supervise the process step by step keeping in consideration the capacity of the system
and financial and human resources.

Da Afghanistan Bank respects its commitments pertaining to its engagement with the countries of the world in regard
to developing and expanding its banking relations and continues its efforts for the improvement of relations which
resultin prosperity of our compatriots and private sector and spur economic growth.

As the Central Bank of the country, Da Afghanistan Bank is committed to its international commitments. We will
direct our serious attention to our efforts in combatting money-laundering and the smuggling of dollar, addressing
this importantissue with the help of security and legal entities.

Regulating the activities of Foreign Exchange Dealers and Money Services Providers is another strategic issue and we
will continue to work together in regard to it seriously.

Da Afghanistan Bank will continue its technical discussions pertaining to the unfreezing of the foreign exchange
reserves of Da Afghanistan Bank and the lawful use thereof, till the desired outcomes are achieved.

With Respect
Alhaj Hedayatullah Badri
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