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DAB Governor Meets with
UN Special Coordinator for Afghanistan

June 22, 2023-- The acting Gov-
ernor of Da Afghanistan Bank
Mr. Hedayatullah Badri met
with the United Nations Special
Coordinator for Afghanistan Mr.
Feridun Sinirlioglu and the dele-
gation accompanying him.

The meeting revolved around
topics such as collaborating to-
gether, easing banking sector
restrictions, fostering private
sector growth, releasing frozen
foreign exchange reserves, and
other issues.

The acting Governor of Da Af-
ghanistan Bank Mr. Hedayatul-
lah Badri said that the sanctions
imposed on the Afghan banking
sector had a negative impact on
the Afghan economy, and these
restrictions made it difficult for

Afghan banks to access interna-

Y#

tional banks, causing financial
isolation and hindering the eco-
nomic development of Afghani-
stan. As a consequence, people
are confronting numerous chal-
lenges.

Mr. Badri stressed the impor-
tance of working collaboratively
with global financial and bank-
ing institutions, and acknowl-
edged the United Nations' sig-
nificant role in promoting posi-
tive relationships with the inter-
national community. He ex-
pressed gratitude for the UN's
efforts to mitigate the negative
impacts of sanctions on Af-
ghanistan's banking system by
collaborating with international
partners, including financial in-
Badri deemed

stitutions. Mr.

such efforts as crucial and valu-

able.

During another segment of his
speech, Governor of Da Af-
ghanistan Bank addressed the
issue of the country's foreign
exchange reserves and urged the
United Nations to collaborate in
releasing them.

It’s worth noticing that during
this meeting, the Special Coor-
dinator of the United Nations
for Afghanistan also assured on
his part that the world wants
improved relations with Af-
ghanistan in all domains.

It's to mention that Mr. Lutful
Haq Noor Pasarlay, the Senior
Policy Adviser of Da Afghani-
stan Bank, and the United Na-
tions Special Coordinator for
Afghanistan were also in atten-

dance.



tion that these penalties were
imposed prior to the decree on
prohibition of cash penalties.
Amongst its reforms were re-
quiring these nonbanking insti-
tutions to keep a comprehensive
record of their transactions and
abide by the conditions set forth
for customer identification.
Cracking Down On Unregu-
lated FXDs and MSPs

Da Afghanistan Bank revoked
the licenses of 2500 non-
standard FXDs and MSPs in the
country. More than 700 illegal
unlicensed MSPs and FXDs
were identified and necessary
enforcement measures were put
into effect to keep their
activities in check, and a new
licensing mechanism was intro-
duced in the wake of which cor-
porate licenses were distributed
to foreign exchange dealers and
money services companies that
met the newly established stan-
dards. This new mechanism en-
sures that only qualified entities
are authorized to operate in this
area, which in turn increases
consumer confidence and im-

proves the integrity of the finan-

cial system.

Connecting the Dots

While non-banking institutions
have played an essential role in
facilitating the transfer of funds
and currency exchanges, the in-
formal channels of funds trans-
fer have also led to concerns
about money laundering, terror-
ism financing and proceeds of
crimes. Therefore, effective
regulation of these services was
crucial to ensure their safety
and reliability. DAB’s cracking
down on unregulated FXDs and

MSPs, establishing a new licens-

66

A new licensing
mechanism was intro-
duced in the wake of
which corporate li-
censes were distributed
to foreign exchange
dealers and money ser-
vices companies that

met the newly estab-
lished standards. 99

ing mechanism and improving
oversight of regulated FXDs and
MSPs are aimed at enhancing

transparency and accountability

within the financial sector which

will ultimately bolster the integ-
rity of Afghanistan's economy.
Keeping in check the informal
nonbanking financial institu-
tions and raising the bar for for-
mal institutions thereof, will not
only assist in blocking the way
for money laundering, terrorism
financing and proceeds of
crimes, it will also help in keep-
ing a record of a large number of
unrecorded funds transfer
transactions on domestic and
international level including the
exact amount of remittances to
the country. This in turn will
enable policy makers and deci-
sion-making bodies to access
accurate and exact data for
making informed economic de-
cisions and policies. In addition,
a deep oversight and regulation
of the money services providers
will result in increased controls
on capital flight from the coun-
try contributing to economic

growth and prosperity.
Anwar Ullah Hayat

Publications Manager
Da Afghanistan Bank
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and in 2022 remittances re-
corded a strong growth of over
20 percent.

The Downside

Overall, the role of FXDs and
MSPs in Afghanistan's financial
sector highlights the importance
of financial services provided by
these institutions, particularly
those in remote areas. However,
there is a dark side to their ac-
tivities—informal channel of
funds transfer. Even though a
good number of Hawaladars
are authorized, hold a license
and report to Da Afghanistan
Bank which is the regulatory
body of the sector, a significant
number of FXDs and MSPs are
largely unregulated. Studies
suggest that informal remit-
tances can be used as a means of
money laundering and terror-
ism financing. In addition to
that, informal channels of funds
transfer can facilitate capital
outflows and the smuggling of
foreign currency which can ad-
versely affect the economic
growth of the country and the
inflation rate of the Afghani
(AFN). Since most of the popu-
lation in the country use the ser-
vices of Hawaladars, especially
those in rural areas and under-
banked population, it is of ut-

most importance that their ac-

tivities be subject to scrutiny
which underscores the need for
effective regulation to ensure
that these services are safe and

reliable.

66
A detailed plan was de-

veloped to establish effi-
cient mechanisms for
regulating the foreign
exchange and money
services sectors.99

Raising the Bar

By prioritizing the integrity of
the financial system and the
prevention of illegal activities,
Da Afghanistan Bank spares no
effort to promote transparency
and stability in the country's
economy by taking proactive
measures to thwart money laun-
dering and terrorism financing
and block the way for circula-
tion of proceeds of crimes. The
presence of unregulated non-
the

country is a serious issue and

banking institutions in
letting them go unregulated
means leaving consumers vul-
nerable to fraud and other types
of financial abuses, and a higher
number of unrecorded transac-
tions which can seriously affect
the credibility of the financial

sector in the eyes of our domes-

tic stakeholders and interna-
tional partners. Therefore, Da
Afghanistan Bank couldn’t turn
a blind eye and took measures
to keep a lid on the activities of
unregulated MSPs and FXDs
and improve oversight on the
licensed nonbanking institu-
tions. As part of these efforts, a
detailed plan was developed to
establish efficient mechanisms
for regulating the foreign ex-
change and money services sec-
tors. Similarly, several regula-
tions, procedures and policies
on supervision of nonbanking
institutions, off-sight supervi-
sion and licensing, including
AML/CFT responsibilities and
preventative measures regula-
tion, were improved, amended
and updated. Furthermore, a
joint committee composed of
relevant departments was cre-
ated to detect and thwart illegal
activities by FXDs and MSPs,
identify and close unlicensed
entities thereof and speed up
the implementation of effective
AML/CFT enforcement meas-
ures. These measures also in-
cluded cash penalties imposed
on licensed and unlicensed
FXDs and MSPs for violating
the relevant laws and regula-
tions or conducting activities

without a license. It’s to men-



limited access to banking ser-
vices in the remote areas. The
Hawala sector flourished largely
due to decades of war, which
had already weakened the coun-
try's financial system. This cre-
ated an opportunity for FXDs
and MSPs to dominate the fi-
nancial landscape. By facilitat-
ing the transfer of funds, cur-
rency exchanges, and a number
of informal activities they have
covered a significant share of
the market, particularly in rural
areas where traditional banks
may not have a presence. They
have also played an important
role in the remittance sector by
providing a convenient and af-
fordable way for people to send
and receive money throughout
the world.

Taking the Lead

The easy processing of funds
transfer by MSPs compared
with the MTOs, low transaction
fee, and less documentation en-
courage Afghans in and outside
the country to send their money
and remittances domestically
and internationally through in-
formal channels. The findings of
a research conducted by the eco-
nomic research team of Da Af-
ghanistan Bank on the cost,
channels and volume of remit-

tances transfer to Afghanistan

in the year 2018, show that in-
formal channels of funds trans-
fer were more time-efficient,
convenient and cost-effective as
compared with formal channels
like MTOs such as MoneyGram
and Western Union which
charge a higher fee of transac-
tions. For instance, the average
cost of funds transfer from Ger-
many, UK, Pakistan, Saudi Ara-
bia and the US corridors to Af-
ghanistan through formal chan-
nels in the last quarter of 2017
was nearly 10 percent of the to-
tal amount sent while it was 5.4
percent for other South Asian
countries. This shows that the
funds transfer fee through the
Western Union and other for-
mal channels are far more ex-
pensive than the fee the Hawal-
adars charge.

Even though MoneyGram and
Western Union have not been
the mostly used channels of
funds transfer compared to the
money services providers, yet,
when the former temporarily
suspended their activities in the
country and commercial banks
witnessed huge crowds to with-
draw their deposits in the after-
math of political changes in Au-
gust, 2021, the money services
providers held down the fort

and increased their activities

even further. As per the UNDP’s
Afghanistan Outlook 2023,
money services providers played
a significant role in terms of fa-
cilitating remittances, import
finances and NGO transactions
as the Hawala system remained
resilient and transactions rose
in the year 2022.

Throwing a Lifeline

Money services providers and
foreign exchange dealers can
play an essential role in growth
and stability of the financial sec-
tor of the country by facilitating
remittances from Afghan dias-
pora living in different countries
of the world who send a signifi-
cant amount to Afghan house-
holds which, apart from increas-
ing their purchasing power and
improving their access to life
facilities, leads to an increase in
aggregate production of the

country. For instance, the World

Bank highlights that remit-
66
Informal  remittances
can be used as a means
of money laundering
and terrorism financ-
ing.99
tances into Afghanistan

amounted to about USD 8oo0

million in 2020, which is

around 4% of the country's GDP
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Raising the Bar: DAB's Efforts to Rein in

Unregulated Nonbanking Institutions

The financial sector in Afghani-
stan is a mix of banking and non
-banking institutions. Nonbank-
ing financial institutions consist
of foreign exchange dealers
(FXDs), money service provid-
ers (MSPs), electronic money
institutions (EMI), payment in-
stitutions (PI) and microfinance
institutions (MFIs). Both Banks
and nonbanking institutions
such as MTOs like Western Un-
ion and MoneyGram, and
money services providers offer
money transfer services in the
country. Amongst them money

services providers, who are also

called Hawaladars, have a sig-
nificant role in transfer of funds
to different locations in the
country, region and the world

through a network of formal and

Foreign exchange
dealers and money ser-
vices providers, who are
also called Hawaladars,
have a significant role in
transfer of funds to dif-
ferent locations.

informal financial institutions.

The formal money services pro-

viders and foreign exchange
dealers are authorized, hold a
license and report to Da Af-
ghanistan Bank while the infor-
mal money services providers
do not have a license and do not
report to DAB which are also
considered illegal.

Long Acquaintances
Both formal and informal
money services providers and
foreign exchange dealers have
been active throughout Afghani-
stan long before the commercial
banks gained grounds in the
country due to easy availability

and widespread reach, and the



June 15 2023 The acting Gover-
nor of Da Afghanistan Bank Mr.
Hedayatullah Badri met with
the Ambassador of China Mr.
Wang Yu at DAB’s head office.

During this meeting, opinions
were exchanged and insight was
provided into banking relations

and transactions, trading, and a

series of banking-related issues.

It’s worth mentioning that dur-
ing this meeting the importance
of bilateral economic coopera-
tion was brought to light and
emphasis was placed on the eco-
nomic cooperation between the
two countries.

As the central bank of the coun-

try, Da Afghanistan Bank is
committed to having better
banking relations with all coun-
tries of the world, especially fi-
nancial and banking institu-
tions, and to foster these rela-
tionships in the light of interna-

tional laws and regulations.
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