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DAB Held a Workshop for Mass Media Representatives

November 01, 2023—Da Afghanistan Bank has
always tried 1o maintain effective relations with
media keeping in consideration the significant role
of media in growth and prosperity of the countries.
and through them act in providing accurate, timely
and effective information. In view of this principle,
today a training workshop was delivered peraining
to the goals, duties and overall monetary policies
of the bank for the large number of mass media
representatives of the country at DAB Conference
Hall.

During this workshop, insights were provided on
the formulation and execution of monetary policies
of the country lor the last two years, development
of Islamic banking, development of payment sys-
tems and its effectiveness in accountability and es-
calation of business, sitwation of banking sector
and effective programs planned for the improve-
ment of providing standard banking services 1o the
people.

At the outset, the acting Governor of DAB, Mr.
Hedayatullah Badn, extended Ius grattude and ap-
preciation to media for broadeasting accurate infor-

mation and added that the role of media is vital for

the improvement of economic situation, ensuring
transparency, accountability and social justice. He
also said that transparency and accountability are
the core values Da Afghanistan Bank. He further
explained that access to information is the people’s
right, and is achieved if there is cooperation be-
tween government ingatution and the media.

Mr. Badri said that holding such a workshop indi-
cates DAB's commitment to ensuring effective re-
lations with the media and disseminating and pub-
lishing accurate data of the performance and
achievements of Da Afghanistan Bank. Also, he
added that the media remained our best partner for
delivering information to the people during last
two years, hoping that the cooperation will con-
tinue for the future.

Subsequently, Monetary Policy, Islamic Banking,
Banking Supervision and Payment Systems De-
partments delivered their effective and valuable
presentations, and insights provided upon by the
participants.

Finally, answers were provided to the questions of
the participants and certificates of participation
were granted to them at the end of the workshop.
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Seventh Meeting of the AML and Other Crimes High
Coordination Commission Was Held

November 21, 2023 — A meeting was held on
AML/CFT regime’s implementation chaired by
the First Deputy Governor and Acting Governor
of Da Afghanistan Bank, Mr. Noor Ahmad
“Agha” who is also the Head of AML and Other
Crimes Coordination High Commission.

At the outset, First Deputy Governor and Acting
Governor of Da Afghanistan Bank, Mr. Noor
Ahmad “Agha” said that this is the second meet-
ing held by the commission after ITEA came to
POWET.

He added that preventing money laundering and
proceeds of crimes and bringing necessary coor-
dination are the primary duties of this commis-
sion. He explained that ecoordination and col-
laboration between the TEA institutions will lead
to combat effectively against money laundering,
proceeds of other economic crimes and drugs.
Also, he further explained that another purpose
of this meeting is to show that the Islamic Emir-
ate of Afghanistan is committing to maintaining
better working relationships with the interna-
fional commumnity, financial and banking institu-
Hions. Furthermore, TEA considering combat
against proceeds of unlawful activities as its reli-
gious obligation, never letting gain proceeds
from those ways which are to detriment of other
countries, Mr. Agha said.

Furthermore, he emphasized DAB commitment
to fostering stronger relationships with the in-
ternational community. Additionally, DAB is
dedicated to the implementation of laws and
regulations that align with Islamic principles,

TF

thereby assuring the international community of
our adherence to laws.

Thereafter, Mr. Jamal Nasir “Raufi”, Director
General of Financial Transactions and Reports
Analysis Center and Secretary of the said com-
mission provided comprehensive insight into the
AML/PC strengths, weakness, opportunities,
challenges as well as further strengthening coop-
eration and coordination between IEA institu-
tions on a country level, Subsequently, members
of the secretary of the commission provided nec-
essary information on the special non-financial
entrepreneurships and professions sector's su-
pervision and management, building AML ca-
pacity of law enforcement institutions, exchang-
ing information, providing insight into the seg-
regated duties assigned during the previous
sixth meeting.

It is worth mentioning that the Governor's Of-
fice Director General, Mr. Sediqullah Khalid was
also in attendance at the meeting, responding to
the participants’ questions on DAB activities.

It's worth mentioning that the representatives of
Ministry of Finance, Ministry of Justice, Minis-
tries of foreign and interior affairs, General Di-
rectorate of Intelligence, Supreme Court and
General Directorate for Monitoring and Follow
up of Decrees and Orders were in attendance at
the meeting where each one of them provided
comprehensive insight into execution of as-
signed duties of the sixth meeting of the said
commission and promised all kinds of coopera-
tion, given the importance of national economy,

anti-money laundering and other crimes.



Table 3: Descriptive Statistics

M aximum Tdean Btd. Devin- Skewnpss Surtnsis

Errar Error
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Source: Calculations uging SPSS

The NPL ratio with a Mean value of 10.41%
yearly in the Afghanistan Banking sector
represents a higher number of non-
performing loans which are classified as risk-
ier (doubtful & loss) portfolios. The Standard
deviation value of 12.38% indicates that, the
banking industry remains unstable from 2007
to 2019; because a higher standard deviation
value is a representative of the instability in
the relevant variable.

The HHI ratio with a Mean value of 76.18%,
represents high diversification in Afghani-
stan's commercial banks' loan portfolios and
shows that the commercial banks in Afghani-
stan are following traditional theory regarding
their portfolio management. The Standard de-
viation value of 5.38% represents that the
commercial banks have followed the diversifi-
cation approach from 2007 to 2010 closely.
Thus, by these indicators, it can be realized
that the lending activities of banking sector of
Afghanistan is more diversified, and commer-

cial banks have followed DAB (Da Afghanistan

Bank) Large Exposure regulation (2011) dur-
ing the selected period. On the other hand, the
CAR shows a 23.06% mean, which represents
that the regulatory capital of banks covers
23.06% of total risk-weighted assets. In the
meantime, the CAR should be at least 12%
based on DAB’s capital adequacy regulation
(zo06), but the estimated mean of CAR is
23.06%, which is higher than the regulatory
requirement.
In addition, the GDP growth has a 6.62%
Mean for the selected period and a 6.63%
standard deviation, which indicates instability
in the overall economic condition in Afghani-
stan during selected years.
Note: The remaining and Last part of this article will
tollow in next issues of the magazine.
Ahdul Shaheer Aris, Economic Lecturer, Takhar
Universi
Ekramuddin imi, B Examiner, Bank-
ing Supervision Department, DAR
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f All observations reflected in the above table
" indicated the share of sectors within the
banks® loan portfolios by percentage. There-
fore, if the percentage for a certain sector is
high, it means that sector has more share in

the banking facilities and loans are more con-

centrated in that specific sector. Furthermore,
if the value is lower, it will further mean that
there is no concentration in a specific sector,
Moreover, the data which are represented in
table 2, is the input of the estimations for the

given variables.

‘Table 2: Observations
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Source: DAB"s bulleting and World Bank database
Availabe on: http://dab.gov.s
According to above table, a low CAR (Capital
Adequacy Ratio; according to Capital Ade-
quacy Regulation which is established by Cen-
tral Bank of Afghanistan, the CAR is calculate
by dividing total regulatory eapital over lotal
risk weighted assets of the bank) percentage
means that shareholders' capital couldn’t con-
tribute to a bigger amount of the bank’s fi-
nancing resources, whereas a high level of
CAR means shareholders' capital had a major
contribution to the financing resources of the
bank. The NPL ratio represents the level of the
non-performing loans in the total investment
portfolio as the higher ratio represents the
worst case of loan management and the riski-
ness of the investments. While the lower ratio

indicates better portfolio management and

TA
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lower risks associated with the portfolio.

In addition, the HHI pereentage indicates the
level of diversification in the loan portfolio
which is represented in Table 2. The higher
percentage for the HHI indicates a diversified
portfolio. While the lower percentage is the
indicator of a concentration in the loan portfo-
lio in a specific industry.

The growth of GDP (Gross Domestic Product)
is the level of the growth of production before
the deduction of the depreciations which is
represented in Table 2.

Maoreover, it will be better to have a primary
analysis in this stage, using the estimation in-
puts by assessing the variables descriptive sta-
tistics which are presented in table 3 as below:



the investment portfolio; thus, if the above
function be revised to the below form, it will
show diversification in the investment portfo-
lio:

(3) HHI'=1-FL,0¥)?

In the above function, the index (HHI®) shows
the diversification of the investment portfolio
in (1) time, (W ) shows the (i) sector share in
(t) ime, and (n) shows the sectors that use
banking facilities,

Furthermore, if all sectors or industries use
banking facilities equally, the index will ex-
perience its maximum limit, and is equal to:

(4) HH’If=1—EF'=1(%)2 _n—1

n

But in contrast, if a sector uses all loan portfo-
lips, the HHI will be zero. At al, based on the
above arguments, it can be claimed that
greater HIHI means much diversification in the
loan portfolio, and the opposite indicates
much concentration (Abbasian, et al, 2016).

Data

The data regarding the included variables have *

been taken from the Central Bank of Afghani-
stan s bulletins and the World Bank Database
(World Development Indicators) that are
available on their websites, and all the vari-
ables are in time series type.

Meanwhile, the non-performing loans ratio, capital
adequacy ratio, GDP growth, and the quantity of
loans distributed by commereial banks in Afghani-
stan to different sectors/industries from 2007 to
2019 are used in this study.

The loans disbursed to different sectors by
commercial banks are collected from the Cen-
tral Bank of Afghanistan’s bulletins and the
Hirschman-Herfindahl Index is used to calcu-
late the diversification index with the usage of
the abovementioned data. Moreover, the share
of each sector from banking facilities during
2007 to 2019 by percentage are reflected in
table 1 as below:

Table 1: Disbursed Loans to Different Sectors B}* Percentage
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the loan installments at a given time. Hence, it
can be claimed that the owverall economic
situation as an external factor is effective on
the level of the non-performing loans, and the
economic growth can be a good indicator of
the economic situation to include in the re-
gression model. Therefore, considering the
abovementioned introduced variables, the

economelrics model will be formed as below:

(1) NPLR, = a + BDiv, + YV, + &,

In equation 1, the (NPLR) stands for non-
perfoming loans ratio (NPL ratio) which is in-
troduced above, the (t) stands for time which
is an indicator of time series data, ( « ),( £)
and ( ¥ ) are coifficients of the model, (Div)
stands for diversification of the loan portfolio
which the HHI is its indix in this paper, (V)
stands for controlling variables of the model
which are capital adequacy ratio (CAR) and
gross domestic products growth (GDPG) re-
spectively, and ( ¢
the residuals.
Concentration Index

According to Abbasian, et al (2016), there are

two common approaches for measuring the

) is the representative of

diversification of an investment portfolio.
First, the calculation of the simple indexes,
and second, the calculation of the standard
indexes. The most important ones among sim-
ple indexes are Hirschman-Herfindahl, Gini,
and Entropy indexes; in all of them, the maxi-
mum diversification index is achieved, when
the investment is allocated to all sectors/

industries equally. In addition, standard in-
dexes have been developed to solve the prob-
lem of simple indexes regarding the allocation
of the same size to each industry when meas-
uring the percentage of diversification in the
investment portfolio. Furthermore, according
to standard indexes, the first requirement is,
specifying each sector share i the banking
sector loan portfolio. Next, the comparizon of
the actual loans awarded to the specified sec-
tor with its standard share.

Although, the best method is standard in-
dexes, as they have been proved by empirical
studies. But because of some troubles regard-
ing data eollection in Afghanistan, the Hirsch-
man—Herfindahl index is used for measuring
the banking sector's loan portfolio diversity in
this paper.

The Hirschmann-Hirfendahl index is one of
the most common methods among simple in-
dexes in which, the share of each sector within
banks" loan portfolio will be specified at first,
and then, the weight will be given to each sec-
tor based on its share. Therefore, if X7 is share of
(i) sector from the banking sector loan portfo-
lio in (t) time, the share ( X! ) of each sector
from all loan portfolios in the specified time
will be obtained through the below equation:

e
[=1 X

The total square of each sector’s share is used
to calculate the Hirschmann-Hirfendahl in-
dex. Furthermore, usually, the mentioned in-
dex is used to calculate the concentration in



The Impact of Loan Portfolio
Management on Credit Risk: Evidence
from Banking Sector of Afghanistan

Second Part

3. METHODOLOGY

3.1. Econometrics Model

As previously discussed, credit risk in banking
refers to a borrower's unwillingness or inabil-
ity to fulfill his/her responsibilities according
to the terms of the agreement. Furthermore,
the non-performing loans to total loans ratio
(NPL Ratio) is used in this paper to show the
eredit risk level in the banking sector, and it is
the dependent variable in the model. There-
fore, as the NPL ratfio is the dependent vari-
able in the model, the Hirschman-Herfindahl
Index (HHI) as an index of diversification in
the loan portfolio is the most important inde-
pendent variable in the model. In addition,
vectors or carriers of controlling variables (v)
have also been added to the model.

As it is known, the banks' credit risk is gener-
ally affected by two groups of internal and ex-
ternal factors; those that can be prevented by
employing related policies and those that are
bevond the control of the bank's management.
Thus, a bank can mitigate or reduce its credit
risk by developing and implementing certain
effective plans, strategies, and policies. Fi-
nally, by considering the abovementioned
points, two internal and external categories of

controlling variables have been included in the

model, which are capital adequacy ratio (CAR)
and economic growth (GDPG) respectively.
Furthermore, based on the moral hazard hy-
pothesis, it can be claimed that a low share of
shareholders' capital in a bank's financing re-
sources will lead it to highly risky activities. Or
in other words, if the portion of shareholders'
capital in the bank's total capital decreases,
they will be encouraged to engage the banks in
more risky activities. In contrast, if their capi-
tal share increases, they will proceed more
cautiously and reduce their likely-risky activi-
ties. Therefore, the capital adequacy ratio
(CAR) can be a gnnd criterion for measuring
the portion of shareholders’' capital in the
bank's financing resources and will affect the
NPL ratio, which is the result of choosing high
-risk activities.

In addition, the overall economie situation as
an uncontrollable and external factor, affects
the amount of non-performing loans as well.
For example, as a result of an economic boom,
economic activities will increase and the bor-
rowers will be able to repay their payable in-
stallments at the exact time; but as a result of
the recession or economic crisis, due to dis-
ability caused by the overall condition of the
economy, the borrowers will not be able to pay
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