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EXECUTIVE SUMMARY

Afghanistanis on the verge of successfully com-
pleting a three year IMF Extended Credit Facility
Program. Under this program Da Afghanistan
Bankhasbeen giventwo quantitative targets; Net
International Reserve and Reserve money. Da
Afghanistan Bank has been successfulin achiev-
ing both the quantitative targets; Reserve Money
target was 12% (annual increase), and Net Inter-
national Reserve target was zero (no change at
year-end).

Da Afghanistan Bank maintains monetary aggre-
gate targeting regime, under which Reserve
Moneyis selected as the main operational target,
and Currencyin Circulation (CiC) as theindicative
target for liquidity. To attain its operation target
(reserve money target), DAB uses OMOs (Open
Market Operations) for controlling and managing
liquidity in the market.

Afghanistan has been successful in containing
inflation at a favorable rate, however it experi-
enced an increase of 3.4% compared to previous
quarter of FY 1398 (2019) and 5.3% compared to
the second quarter of FY 1397 (2018). Consumer
price index showed an inflation rate of 4.2% on
average in the second quarter of FY 1398 (2019),
whileinthe second quarter of FY1397 (2018) infla-
tion was -1.1%, which is in line with increases in
the price of commodities in the global markets.
Fromthe start of the fiscal year 2019 till end of the
second quarter, DAB has auctioned a total
amount of USD 1,206.94 million, and during the
quarter USD 665 million has been auctioned for

absorbing excess liquidity from the market, and

Xl

also to mitigate fluctuations in the exchange rate
between Afghani and USD. The total amount of
outstanding Capital Notes (CNs) stood at AFN
27.02 billion at the end of the second quarter, FY
1398 (2019). It has to be mentioned that Afghaniis
depreciated 6.61% and 7.23% during the second
quarter and during first half of FY 1398 (2019) re-
spectively.

The external sector of Afghan economyimproved
inthe second quarter of FY 1398 (2019). Merchan-
dize trade deficit is reduced by 6.7% due to lower
imports, increase in receipts related to services
account and worker's remittances. Current ac-
count had a deficit of USD 604.74 million in the
second quarter of FY 1398 (2019). Capital account
inflow increased by 32%, while FDI inflow de-
clined by 87% but outflow of FDl increased by 81%.
Overall the Balance of Payment (BOP) had a defi-
cit of USD 517.12 million in the quarter under re-
view.

In Government sector, Afghanistan had a budget
deficit (excluding grants) of AFN 69 billion in the
second quarter of FY 1398 (2019), while including
grantsin total revenue led to a budget surplus of
AFN 2.69 billion. Domestic revenue increased in
the second quarter due to increase in taxation
and custom revenues, and DAB dividend income.
In the banking sector which makes 21.51% of the
GDP of Afghanistan, the overallindicators shown
an increase (total assets, gross loans, deposits,
equity capital and profit),

However, liquidity remained adequate while the

quality of loans yet remained low. Deposits being



the main source of fund for the banking sectorin- bank and six windows constitutes 10.68% shares
cluding the inter-bank and customer deposits. in assets, 27.92% sharein gross loans and 10.30%

The Islamic Banking sector which consists of one share in deposits of the overall banking sector.
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1

GLOBAL ECONOMIC ENVIRONMENT

lobal economic growth continued
to remain low in the second quar-
ter of 2019. Trade tensions, weak investment in
emerging economies, low growth in many ad-
vanced economies, increasing debt, and ten-
sions pertaining to Brexit have been major chal-

lenges for the global economy.

TheIMFinits World Economic Outlook (WEQ) has
projected growthrate of1.9% for 2019 and 1.7% for
2020 for advanced economies, 1.3% for 2019 and
1.6% for 2020 for euro areas and 4.1% in 2019 and
4.7% for 2020 for emerging market and develop-
ing economies.

Figure 1.1 Global growth, Advanced and Emerg-
ing economies

s World
es==» Advanced Economies

Emerging Market and Developing Economies
(EMDE)
6.0
5.0
4.0
3.0
2.0
1.0

0.0

2017 2018 2019 2020

Source: IMF World Economic Outlook

Among advanced economies, the US economy
grew at 2.1% in the second quarter of 2019, while
the economies of the UK and Germany con-
tracted by 0.2% and 0.1% respectively. Among the
emerging economies, China’s economy slowed
t0 6.2%, India’s economy grew by 5% and Turkey’'s

economy contracted by 1.5%.

1.1 Advanced Economies

1.1.1 The Economy of the United States

According to the Commerce Department,
growth slowed down in the second quarter of
2019. GDP increased 2.1% in this quarter com-
pared to 3.1% growth in the first quarter of 2019,
which is the lowest growth since Donald Trump

took office.

The government and consumer spending con-
tributed positively to the growth, while business
investment had weighted down on growth. Per-
sonal consumption expenditure increase to
4.3%, government consumption expenditure and
grossinvestmentrose 5%, the fastest since Q2 of
2009. On the other hand, the gross private in-

vestment plunged 5.5% and the spending on

structures fellby10.6%. Uncertainties arising fromtrade tensions, which have been a major driver of busi-

ness sentimentin this period.
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Figure 1.2: The United States GDP growth (percent change from previous quarter)
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CPlinflation averaged 1.73% in the second quarter of 2019 as illustrated in the table below. While central

bankers worry over rates, corporate profits have proven to be more resilient than expected, and analysts

believe that the economy, though slowing, remains strong enough to support earnings.

Figure 1.3: The United States Inflation Rate (CPI)
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1.1.2 The Economy of United Kingdom

Following a growth of 0.5 percent in the first
quarter of the year, the GDP of the UK contracted
by 0.2% in the second quarter of 2019.

The GDP grew 1.2% year on year in (Apr to June)
basis against 1.8% (Jan-March) of 2019. Further-
more, Nominal GDP increased by 0.4% down in

this quarter from 0.9% in the first quarter of 2019.

Figure 1.4: United Kingdom GDP growth rate (percent change from previous quarter)
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Production, services and manufacturing outputs
fellinthis quarter. Production output declined by
1.4%, which was affected by a 2.3% decline in
manufacturing output. Manufacturing output
picked up sharply in the first quarter, however

the declinein the second quarter is considered

0.4
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0.1

0.0 ili
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Q2 Q3 Q4 | Q1

2018 | 2019 ‘

to be the sharpest decline since 2009. Further-
more, services output growth slowed by 0.1%,
which positively contributed to GDP growth, is
the weakest in three years and lower than 0.4%
of the first quarter. Construction output grew by
1.3% against a growth of 1.4% in the previous

quarter.
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Figure 1.5: UK CPl inflation rate (percent change over 12 months)
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The volatility mainly sources from changes in timing of activity related to the UK’s original exit plan form

European Union. Sterling has dropped by 3% against the US currency since Boris Johnson became prime

minister.

1.1.3 The Economy of Germany

The economy of Germany, which is the largest
economy in Europe, contracted to 0.3% in the
second quarter from 0.4% growth in the first
quarter of 2019. The contraction is attributed
mainly to global and Brexit uncertainties and
trade war. Industrial output for June dropped
over 5% compared to the previous year and eco-
nomic sentiment for August plunged sharply,
hitting its lowest level since December 2011.

The German economy depends largely on ex-
ports to the United States and China. German
autoindustry hasbeen hitbythe U.S-Chinatrade
dispute and the uncertainties arising from it.

China, the largest market for German auto in-

dustry has experienced a thirteen months’ de-

clinein the sales of new cars in a row. Further-
more, there is a global decline in auto industry
demand. Moreover, uncertainties pertaining to
Brexit have also weakened the business senti-

mentin the second quarter.

1.1.4The Economy of Japan

Japan GDP grew at 1.8% annualized rate in the
second quarter against 2.2% growth of the first
quarter of 2019, beating market expectations de-
spite US-China continued trade war. The quar-
terly growth rate was 0.4% in this period against
0.1% forecasts. However, output is expected to
shrinkasthe governmentis planningtoincrease

salestax.



Second Quarter, FY 2019

Despite a negative external demand as a result
of slowdown in other trading partners, private
consumption and capital investment have in-
creased steadily resulting in gradual domestic
demand recovery. Private consumption which

accounts for more than half of gross domestic

product played main role in GDP growth. How-
ever, spending increased 0.6% on quarter as
consumers rushed to buy expensive items such
as cars and air conditioners before the national
consumption taxis raisedin October to 10% from
8%.

Figure 1.6: Germany GDP growth rate (percent change from previous quarter)
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Figure 1.7: Japan’s GDP growth rate
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Likewise, capital expenditures rose 1.5% in the second quarter compared with the previous quarter as

companies continued to make labour-saving investments, while exports declined 0.1% amid slowdowns

in China and other Asian countries.

1.2 EMERGING Market Economies

121 The Economy of China

China’'s GDP growth slowed to 6.2% in the second
quarter of 2019 as compared to the second quar-
ter of 2018, the lowest in at least 27 years, as
global and domestic demand declined and con-
tinued trade pressure from the US. The govern-
ment has mainly focused on fiscal stimulus to
support growth by introducing massive tax cuts
around $291 billion and issued 2.15 trillion Yuan
special bonds to boost infrastructure construc-
tion. Furthermore, the central bank is also plan-
ningto cutreserverequirementratios (RRR) and
use other financial tools to support small firms.
However, the economy has been slow to re-
spond to the stimulus and business investors
have been cautious. However, recent dataforin-

dustrial production, retail sales and fixed-asset

investment on shows that the government’s ef-
forts may be starting to have an effect. However,
recent dataforindustrial production, retail sales
and fixed-asset investment shows that the gov-
ernment'’s efforts may be starting to have an ef-
-fect. In this period industrial output grew 6.3%
from previous year; fixed-asset investment for
the first half of the year rose 5.8% from a year
earlier, beating analysts’ 5.5% forecast. Retail
sales for June rose 9.8%, sales of automobiles
increased 17.2% in this month, increasing a 2.1%
gain in May. Factory output and retail sales data
depicts some signs of stabilization. On the other
hand, financial markets and trading partners
worry about US-China's trade war and fears

global recession.

Figure 1.8: China's GDP growth rate (percent change from previous quarter)
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1.2.2 The Economy of Turkey

According tothe datareleased by Turkish Statis-
tical Institute (TurkStat), Turkey’'s GDP at current
price equalled to 1 trillion Turkish Liras (around
$175 billion) in the second quarter of 2019. Fol-
lowing a contraction of 2.4 in the first quarter of
2019, Turkish GDP contracted by 1.5% compared
to same quarter of 2018, less than 1.8 contraction
projected by the economists. However, the
growth on seasonally and calendar-adjusted

basis from previous quarter was 1.2%.

This quarter, construction sector decreased by
12.7%, industrial output by 2.7%, an and services
sector by 0.3% while, agriculture increased by
3.4%and net exports contributed 7.4% to the GDP
growth.

However, the government projects stronger
growth for the third and fourth quarter of 2019
and has targeted growth rate of 2.3% in the cur-
rent year, 3.5% for 2020 and 5% growth

rate for 2021.

Figure 1.9: Turkey’s GDP growth rate (percent change from previous quarter)
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1.2.3 The Economy of India

India’'s GDP grew by 5%, six years low, against
5.8% growth in previous quarter and 8% growth
same period last year. The drop in GDP growth
was mainly driven by low private consumption
and slow growth in manufacturing sector.

In this quarter private consumption dropped to
3.1%, an 18-quarter low, manufacturing growth
sharply declined to 0.6% against 12% growth in
the same period in previous year. Agricultural
growth also dropped to more than half. The data
shows that Indian economy is experiencing a

six-year low growth rate.
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However, in service sectors trade hotels and
communications grew at 7.1% against 6% growth
in previous quarter while financial services and
public administration services growth has de-
clined in this quarter. Previously, RBI had pro-
jected the growth rate between 5.8% - 6.6% for
thefirsthalfand 7.3%-7.5% for the second half of
the fiscal year. The June quarter growth of 5% is
way below RBI's 5.8% projection and this may
cause the RBI to reduce the yearly projection.
Furthermore, RBI has cut interest rate four
times since the beginning of 2019, and the gov-
ernment has already announced several stimuli

to boost the weak demand in the economy.
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MONETARY AND CAPITAL MARKET DEVELOPMENT

ccording to the monetary statistics,

reserve money (RM) has experienced

a positive growth of 2.76 percent at the
end of the second quarter of FY 1398 (2019), but it
had a negative growth of 3.95 percent from the
beginning of the year till end of the second quar-
ter of the FY 1398 (2019), greater than negative
growth of 1.87 percent on quarterly basis and 7.22
percent from the beginning till end of the second
quarter of the previous year. The reason for neg-
ative growth of RM was collection of more gov-
ernment revenues for the period under review.
Currency in circulation (CiC) as a major compo-
nent of RM recorded a growth of 4.25 percent in
the second quarter and growth of 1.49 percent
from beginning of FY1398 (2019) to the end of sec-
ond quarter.
Reserve Money (RM) and Currency in Circulation
(CiC) growth, which are Da Afghanistan Bank's
operationalandindicative targets, remained well
below the targets due to collecting additional li-
quidity from the market and banks during the
course of the second quarter of FY under review.
Narrow money (M1), stood at AFN 448,920 million
atthe end of the second quarter of the year under
review, registering a growth of 5 percent. Broad
money (M2) demonstrated similar behavior, rep-
resenting a growth rate of 4.06 percent, standing
at AFN 483, 428.41 million at the end of the quar-

ter under review.

Inorder to mitigate excessive fluctuations of AFN
exchange rate against foreign currencies and
manage liquidity in the market, DAB uses FX and
CNs auctions under the open market operations.
From the beginning to the end of second quarter
of FY 1398 (2019), DAB has auctioned a total
amount of USD 1,206.94 million and during sec-
ond quarter DAB has auctioned USD 665 million
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 27.020 billion at the end of the sec-
ond quarter of FY 1398 (2019).

Meanwhile, Afghani depreciated 6.61 percent
against the USD during the second quarter and
7.23 percent during First half of FY1398 (2019).

2.1 MONETARY PROGRAM

Reserve money remained the key operational
target of the monetary policy during the second
quarter of FY 0f 1398 (2019), while currency in cir-

culation was set as the indicative target.

DAB applies quantitative theory of money to de-
termine the amount of reserve money (RM) for
maintaining domestic price stability, which is
DAB's primary objective. Hence, targets for RM

and CiC are based on expected economic growth
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and expected inflation during the concerned pe-
riod. For the fiscal year 1398 (2019), the ceilings
for reserve money and currency in circulation
growthis 12 %. It is worth mentioning that in sec-
ond quarter of the year actual RM and CIC re-
spectively had growth by 2.76 and 25 percent, but
they are still well below the targets during sec-

ond quarter.

DAB has auctioned USD 1,206.94 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
foreign currencies, especially internationally
convertible currencies.

The Figures 2.1 and 2.2 illustrate the ceilings and
the actual or reserve money and currency in cir-

culation during the period under review.

Figure 2.1: Actual and Targeted Reserve Money for the 2nd Quarter of FY 1398 (2019)
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Figure 2.2: Currency in Circulation (CiC) for the FY 2019 (Mar, 22 - Jun, 21)

CiC Target@12%
Million Af

255,000.00 -
250,000.00 -
245,000.00 -
240,000.00 -
235,000.00 -
230,000.00 -

225,000.00 -

231,598.68

e (CiC actual(MFS)

255590.25

220,000.00 T T T

Source: Monetary Policy Department/DAB

2.2 Monetary Aggregates

Narrow money and broad money are compiled
based on Monetary and Financial Statistics Man-
ual and Compilation Guide. Narrow money (M)
includes currency outside depository corpora-
tions and demand deposits, while broad money
(M2) includes narrow money components and
other less liquid assets or quasi money.

AsshowninTable 2.1, narrow money (M1) grew by
5 percent at the end of the second quarter of fis-
cal year 1398 (2019), slight lower growth in the
same period of FY 1397(2018), showing a differ-
ence of AFN 21,311 million. Currency outside de-

pository corporations or CiC, which accounts for

46 percentofM2,grew by 2.15 percent, lowerthan
2.7 percent growth in the same period of the pre-
vious year, showing difference of AFN 4,658 mil-
lion. Demand deposits, which are the other com-
ponent of M1, experienced a growth of 7.91 per-
centatthe end of second quarter of FY1398(2019),
whileits growthrate was11.3 percentinsame pe-
riod of previous year. Demand deposit in com-
parison with the same quarter of the previous

year shows a difference of AFN 16,653 million.

Broad Money (M2) expanded by AFN 483,428.41

million in the quarter under review from AFN
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464,578.79 million in the previous year, showing
anincrease of 4.06 percent, lower than 6.2 per-
cent growth of the same period in the previous
year.

Slower growth in broad money is mainly at-
tributedtodownwardtrend of other deposits. The
data shows that M1 with a share of 92.86 percent
remained the main contributing component of
M2. Quasi money (other deposits), which is the
other component of M2, had negative growth of

6.66 percentatthe end ofthe second quarter of FY

1398 (2019). Quasi money constitutes 7 percent of
broad money at the quarter under review, which
islowerthan 8 percent atthe end of second quar-
ter of FY 1398(2019). Therefore, the impact of
changes in quasi money on M2 is negligible. The
Afghani denominated time deposits stood at AFN
9,479 million, showing a negative growth of 24.74
percent, while the foreign currency denominated
time deposits rose by 2.68 percent, reaching to
AFN 25,030 million.

Figure 2.3: Net Foreign Assets, Net Domestic Assets and Broad Money
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Source: Monetary Policy Department/DAB
Afghani-denominated time deposit decline and
foreign currencies denominated time deposits

incline attributed to downward trend of bank's

AFN saving accounts and increase of foreign
currency time deposits. Besides, depreciation of

AFN exchange rate against USD also caused an
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increase in the converted amount of foreign cur-
rency time deposits. Data shows that in the pe-
riod under review, one US dollar is exchanged at
80.87 AFN, while at the same period last year it
was exchanged at 71.58 AFN. Afghani-denomi-

nated time deposits and foreign currencies de-
nominated time deposits constituted 1.96 percent
and 5.18 percent of M2 respectively.

Demand deposits as a share of broad money
stood at 47 percent atthe end of the second quar-

ter of year under review (Figure 2.4)

Figure 2.4: Currency in Circulation (CiC), Demand Deposits and Quasi-money as Share of Broad Money (%)
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Table 2.1: Monetary aggregates for the second quarter of FY 1398

Description Amount in Million AFN

Amount in Million AFN

DAB Foreign exchange re-

490,71
serves
Gold 59,751
Other 430,961
Other foreign assets mM.,964

580,747

64,160
516,587
115,860

18.3%

1.4%
19.9%
3.5%

90,036

4,409
85,626
3,896

667,752

78,342
589,410
136,636

14.98%

22.10%
14.10%
17.93%

87,005

14,182
72,823
20,771

Net Credit to Nonfinancial

-76,438
Public Sector
Net Credit to Central Gov-
-76,532
ernment
Credit to Central Govern-
22,879
ment
Liabilities to Central Gov-
99,411
ernment
Net Credit to State & Local
0.000
Government
Net Credit to Public Nonfi- 9%
nancial Corporations
Credit to Private Sector 47,585
Net Credit to Other Finan-
-1,219

cial Corporations

-118,597

-118,691

15,059

133,750

0.000

94

48,068

-1,189

55.2%

55.1%

-34.2%

34.5%

0.0%

0.0%

1.0%

-2.4%

-42,159

-42,159

-7,821

34,338

483

29

-144,854

-144,948

7,185

152,133

0.000

94

50,033

-733

22.14%

22.12%

-52.29%

13.74%

0.00%

0.00%

4.09%

-38.33%

-26,257

-26,257

-1,874

18,383

1,966

456

Narrow Money(M1) 400,621
CiC (Currency outside de-

¢ < 21,412
pository corporations)
Demand Deposits 189,209
Other Deposits (Quasi

36,779.696

Money)
In Afghani 15,059
In Foreign currency 21,721

Securities Other
Than Shares

0.000

Source: Monetary Section, Monetary Policy Department/DAB

427,609

217,067

210,543

36,969.638

12,594
24,376
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2.3 Net International Reserve (NIR)

Da Afghanistan Bank holds international re-
serves, which consist of monetary gold, reserve
position and holdings of Special Drawing Rights
(SDR) with the IMF, as well as major foreign ex-
change such as US dollars, Euro, Great British

Pound and others. The Net

International Reserves (NIR) of Afghanistan,
which expressed in terms of US dollar, is defined
asreserve assets minus reserve liabilities.

NIR decreased slightly by 0.21 percent showing
de-accumulation of USD 16.5 million at the end of
the second quarter of FY 1398 (2019). NIR accu-
mulation ceiling was set at USD 7,708.58 million,
while in actual it reached to USD 7,680.3 million

for the period under review.

Figure 2.5: Net International Reserve (NIR); Actual and target trend during 2nd quarter of FY 1398 (2019)
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Source: Monetary Section, Monetary Policy Department/ DAB

2.4 Foreign Exchange Market

» 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

monetaryinstruments viathe open market oper-
ations, effectively with sound policyimplementa-
tion. During the second quarter of FY 1398 (2019),

Afghani relatively depreciated against the Great
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British Pound, Euro, Swiss Franc, United States historic review of the average exchange rate of
Dollar, United Arab Emirates Dirham, Saudi Riyal Afghani againstthe U.S. dollars and other foreign
and Indian Rupee, while it appreciated against currenciesduring the review period are shownin
Pakistani Rupee and Iranian Toman. The daily figures below.

Figure 2.6: Daily average ex- rate of Afghani against USD during the 2nd quarter of FY 1398 (2109)
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Figure 2.7: Daily average ex- rate of Afghani against GBP and Euro during the 2nd quarter of FY 1398 (2019)
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Figure 2.8: Daily average ex-rate of Afghani against INR and PKR during the 2nd quarter of FY 1398 (2019)
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Figure 2.9: Daily average ex- rate of Afghani against IRT during the 2nd quarter of FY 1398 (2019)
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> Foreign Exchange Auction

Inorderto controlthe money supply and maintain
price stability in domestic market, DAB manages
the reserve money growth by conducting FX

(USD) auction three times a week and a weekly

S R R B

capital notes auction, which are the primary mon-
etary instruments. DAB continued the FX auction
to mop up excess liquidity from the market and to

smooth out excessive volatility of the exchange
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rate of Afghani against foreign currencies, espe-
cially the U.S dollar. During the second quarter of
FY 1398(2019), DAB auctioned a total amount of
USD 665 million, while the total demand was USD
1437.20 million. The main reason for higher de-
mand for US Dollar was the AFN depreciation
against US Dollar.

On average, 59 bidders participated in each auc-
tion and 43 bids were announced as the winning
bids with the average amount of USD 19.56 million

sold in each auction and the total withdrawal is

recorded AFN 52.188 billion. The data for the sec-
ond quarter of FY1397(2018) recorded a total auc-
tioned amount of USD 528.83 million, with a total
demand of USD 753.44 million.

On average, 50 bidders participated in each auc-
tion and 38 bids were awarded with an average
amount of USD 19.58 million in each auction and
the total withdrawal is recorded AFN 37.306 bil-
lion. Figure 2.10, shows the total amount of USD
awarded and demanded through auctions in the

second quarter of FY1398(2019).

Figure 2.10: USD awarded and demanded during the 2nd quarter of FY 1398 (in millions)
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2.5 OPEN MARKET OPERATION & 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 commer-

cial banks on weekly basis.

Da Afghanistan Bank uses Capital Notes (CNs) as
a monetary tool to manage the money supply
growth. Capital notes are used to absorb the ex-

cess liquidity of the commercial banks.
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Currently, DAB offers capital notes with the ma-
turities of one week, one month, three months,
sixmonths and one year. Total outstanding stock
of capital notes reached AFN 27.020 billion at the
end of the second quarter FY 1398 (2019), which
shows adecrease of AFN10.490 billion compared
to AFN 37.960 billion the end of the second quar-
ter of FY 1397 (2018). The main reason for the de-
crease of outstanding compared to same period
of last year was less CNs sales. The

Outstanding stock of 7-days capital notes stood
at AFN 3 billion, 28-days CNs outstanding amount
stood at AFN 7.8 billion, and 91 days outstanding
stock of CNs recorded the amount of AFN 5 bil-

lion.

The stock of outstanding for 182 days stood at
11.22 billion and as there was no auction for the
CNs of 364-days, therefore no outstanding
amount is recorded for this period. Total interest
paidto CNs figured out to AFN 55.17 million till the
end of the second quarter under review. In addi-
tion, the weighted average interest rate for 7-
days capital note was 0.16 percent, for 28 days’
security recorded at 0.36 percent, for 91 days’
notes were 0.53, for 182 days’' notes were 0.73 and
for 364 days there was no auctionin capital notes
from beginning to the end of the second quarter
of FY1398 (2019).

Figure 2.11: Stock of outstanding Capital Notes for the 2nd Quarter of FY 1398 (2019)
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Figure 2.12: Demanded and awarded amount for 7-days Capital Notes during the 2nd quarter of FY 1398
(2019)
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Figure 2.13: Demanded and awarded amount for 28-days Capital Notes during the 2nd quarter of FY 1398
(2019), in million AFN.
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Figure 2.14: Demanded and awarded amount for 91-days Capital Notes during the 2nd quarter of FY 1398

(2019)
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Figure 2.15: Demanded and awarded amount for 182-days Capital Notes during the 2nd quarter of FY 1398

(2019)
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2.5.2 Required and Excess Reserves

Commercial banks arerequiredto hold 8 percent
oftheir total deposits as obligatory reserves with
DAB for their Afghani denominated accounts and
10 percent for foreign currency denominated ac-
counts. Now therequiredreservesare heldinthe
currency of denomination (Domestic and for-
eign), unlike the previous practice, which re-
quired reserves for all deposits were maintained
in domestic currency. No interest is given for
such deposits to commercial banks. It shows
AFN 6,047.53 million, USD 209.427 million and
Euro19.231million recorded during the first quar-
ter of FY 1398 (2019).

e Overnight Deposit Facility (ODF)

This facility is available to all commercial banks
to gaininterest on their excess balances. The in-
terest rate on the overnight deposit facility,

based onacircularto all banks, approved by DAB

Supreme Council on September 11,2017, is now 10
basis points.

The outstanding amount of overnight deposit fa-
cility recorded AFN 7,415.90 million at the end of
the second quarter of FY 1398 (2019) and the pay-
ment of interest rate to the mentioned facility
reached to AFN 2.235 million for the period under

review.

e 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
facilityis 10 basis points above the last 28 day CNs
auction. This borrowing is collateralized with
outstanding capital notes only. During the period

under review, no bank had used from credit facil-

ity.
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INFLATION TREND AND OUTLOOK

ommodity prices gained momen-

tum in the second quarter of 2019
following last year’s declines, and many have
recovered from the previous quarter's lows.
The raw material markets posted asmalllossin
the second quarter of 2019 even though the dol-
lar index moved lower as trade issues between
theUSand Chinaremained unresolved on the fi-
nal trading day of the first half of the year. The
commodity asset classes consisting of 29 of the
primary commodities that are traded on U.S and
U.Kexchanges moved1.17% lowerin Q2 but were
still 5.23% higher over the first six months of this
year.In 2018 the asset class had lost 6.82% of its

value.

Natural gas prices fell sharply in March and
April in part due to rising liquefied natural gas
exports from the United States and Australia,
which also weighed on the prices of coal as a
close substitute to natural gas. Oil prices are
expectedtodeclinefromrecent highs and aver-
age $66/bbl. in 2019 and $65/bbl. in 2020, with
risks around this outlook broadly balanced.
Most agricultural commodity prices rose mod-
erately in the first quarter of 2019, following
considerable declines during the second half of
lastyear.The World Bank’s Agriculture PriceIn-
dex increased 0.9 percent in the quarter (gq/q).
as a 3.4 percent decline in beverages was bal-

anced by moderate gainsin all other categories.

Theindex was still 5.6 percent lower thanayear
ago. Most of the factors that depressed prices
last year have moderated, including easing of
trade tensions and lower prospective plantings
in the U.S. for next season’s crop. The index is
expected to decline 2.6 percent in second quar-
ter 2019.

Crude oil prices fell 6 percent in the first quarter
of 2019 (q/q) following 11.5 percent decline in the
previous quarter. Non-energy prices in 2019 are
expected to remain below 2018 averages, before
rising moderately in 2020 as the global economy
emerges fromits recent soft patch. A Special Fo-
cus section illustrates the adverse poverty im-
plications of food price spikes thattendtobe am-
plified by commonly used trade-related govern-
ment responses.

Energy: Energy prices partially recovered in the
first quarter of 2019, following a steep decline in
almost all energy prices in the preceding quar-
ter. However, there has been significant diver-
gencebetweendifferent energy commodities. Oil
prices haverisen 34 percentsince the start of the
year,amid production cuts by the Organization of
the Petroleum Exporting Countries (OPEC) and
other producers, and supply disruptions else-
where.In contrast, naturalgas prices fell sharply
in March and April in part due to rising liquefied
natural gas exports from the United States and

Australia, which also weighed on the prices of
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coal as a close substitute to natural gas. Oil
prices are expected to decline from recent highs
and average $66/bbl.in 2019 and $65/bbl.in 2020,
with risks around this outlook broadly balanced.
Non-energy: Having fallen or having remained
subduedinthelast quarter of 2018, most non-en-
ergy prices had recovered their losses by March,
with particularly strong rebounds in metals and
minerals. This recovery in metal prices reflected
improving growth prospects for China—which
accounts for half of global consumption—as well
as a series of supply bottlenecks and concerns:
The Vale dam accident in Brazil (iron ore, nickel);
heavy floods in Chile (copper); protests in Peru
(copper); smelter restrictions in response to en-
vironmental concerns in China (lead, zinc); and
export restrictions in Indonesia (tin). Similarly,
supply factors buoyed the return to 2018 levels
for most agricultural commodity prices. These
included weather-related planting delays for
U.S. wheat and corn as well as lower expecta-
tions for U.S. soybean plantings on concerns
abouttrade tensions.

Agriculture: Most agricultural commodity prices
rose moderately in the first quarter of 2019, fol-
lowing considerable declines during the second
half of last year. The World Bank’s Agriculture
Price Index increased 0.9 percent in the quarter
(q/q). as a 3.4 percent decline in beverages was
balanced by moderate gains in all other catego-
ries. The index was still 5.6 percent lower than a
year ago. Most of the factors that depressed
prices last year have moderated, including eas-

ing of trade tensions and lower prospective

plantings in the U.S. for next season’s crop. The
index is expected to decline 2.6 percent in 2019
andincrease1.7percentin2020duetolowerpro-
duction and higher fertilizer prices. Downside
risks to the forecast emanate primarily from an
escalation of trade tensions. On the upside,
higher energy prices could lift the cost of energy-
intensive crops, notably grains and oilseeds.
Higher-than-projected demand for bio-fuels
could also induce higher prices for some com-

modities.

3.1 CONSUMER PRICEs IN AFGHANI-
STAN

Currently, the consumer price index (CPI) in Af-
ghanistanis compiled onthe base prices of April
2015 while previously; the CPlwas 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 National
Statistics and Information Authority (NSIA) and
analysis of Da Afghanistan Bank (DAB), the fol-
lowing results were observed in the consumer

price index of Afghanistan.

The year-on-year measure of changes in the
consumer price index showed an inflation rate
of 4.2 percent on average in the second quarter
of 2019 higher than -1.1 percent recorded in the
second quarter of the previous year on average
bases.Theincreaseintheinflationrateisinline
with high prices of commodities in the global

markets. Based on the reports, most items of
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the global commodity price index indicated high

prices in second quarter of 2019.

Similar to the year-on-year comparison, thein-
flation measured on quarter-on-quarter basis,
also indicated an upward incline in the period
under review. Observing the previous quarter
data, the average inflation rate increased to 4.2
percent in the second quarter of 2019, higher
than average rate of 0.8 percent in the previous

quarter.

The Kabul CPl also reflected inflation in the sec-
ond quarter of 2019. Observing the Kabul head-
line CPI, theinflation rate increased to 4.27 per-
cent on average in the second quarter of 2019
from 0.22 percent in the same quarter of the
previous year. On quarterly basis, the index on
average bases increased to 4.27 percent on av-

erage from 0.92 percentinthe previous quarter.

3.2 Developments in National Headline
Inflation

3.2.1Annual Developments (Y/Y)

The headline consumer price index reflected an
upward incline on year-on-year basis in the
second quarter of 2019. As per the available
data, the headline inflation measured on year-
on-year basis, increased to 4.2 percenton aver-
age in the second quarter of 2019 from -1.1 per-
cent in the same period of last year while on
monthly basis 2019, the inflation rate was rec-
orded at 3.63 percent, 4.88 percent, and 4.03
percentinthe months of April, May,and Junere-

spectively.

In the food index, the inflation increased to 6.0
percent on average in the second quarter of
2019 from -3.7 percentinthe same quarter of the
previousyear.Inthe above mentionedindex, the
inflationary pressures came from high prices
of, milk cheese and eggs, sugar & sweets,
spices and vegetables. The highestincreased in
the index was recorded in the prices of spices
and vegetables which increased to 17.9 percent
and 4.3 percent on average from -21.0 percent
and -15.0 percent in the same quarter of the
previous year. On the other hand, the decrease
was only observedin the price index oil and fats
which decreasedto (-3.5) percent on average in
the quarter under review from (-1.3) percent in

same quarter of the previous year.

In the non-food category, the inflation was in-
creased by higher prices of tobacco, clothing,
furnishing & household goods, health, trans-
portationinformation & culture and restaurants
and hotels while inflation declined in the prices
of housing, communication, education and mis-
cellaneous goods. Overall inflation in non-food
categoryincreased to average 2.5 percent from
1.6 percent in the second quarter of 2019 com-
pared to same quarter of previous year. In the
mentioned category, the highest increase was
noticed in price index of health, furnishing and
household goods, and information and culture
which increased to 4.4, 4.6 and 2.0 percent on
average in the second quarter of 2019 from 0.2,
2.1 and -0.8 percent recorded in the second
quarter of 2018. On the other hand, price index of

education and communication decreasedto -1.3
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and -3.5 percentonaverageinthe second quar-
ter of 2019 from 10.2 and 0.1 percent in the same
period of previous year respectively. The core
inflation showed upward slope in the second
quarter of 2019 compared to the second quarter
of 2018. The trimmed mean which is the most
common measure of core inflation, jumped to

3.8 percent on average in the second quarter of

2019 from 0.7 percent in the same period of last
year. In addition, the CPI inflation, excluding
bread and cereals, oil and fats and transporta-
tion, increased to 3.7 percent in the second
quarter of 2019 up from -1.5 percent in the same

period of previous year.

Figure 3.1: Yearly National Headline Inflation for FY 1398 (Y-0-Y)
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Source: Central Statistics Office/Monetary Policy Department, DAB staff calculation

3.2.2 Quarterly Developments (Y/Y)

The short term measure of inflation reflected
similar trend as the annual measure. The na-
tional headline inflation calculated on quarter
on quarter basis decreased to 4.2 percent on
average in the second quarter of 2019 from 0.8

percent recorded in the previous quarter. The

main increased in the inflation rate was the re-
sult of prices increased in bread and cereals,
meat, and fresh and dried foods items. In the
meantime, the non-food category also showed
higher rates comparedto the first quarter of the

sameyear.
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On quarterly basis, the food inflation increased
to 6.0 percent on average in the second quarter
of 2019 from 0.8 percent in the first quarter of
2019. The price indices of food items such as
bread and cereals, meat, milk, cheese and eggs,
fresh and dried fruits and vegetables but nonal-
coholic beverages were the only price which
was decreased in second quarter of 2019 com-
pared to the first quarter of 2019. However, in
this category, the largest quarterly increases

wererecordedin bread and cereals, vegetables

and spices prices indices which were 9.4 per-

cent 4.3 percentand 17.9 percent respectively.

On the other hand, the non-food inflation also
increased to 2.5 percent on average in the sec-
ond quarter of 2019 from 0.9 percent in the pre-
vious quarter. In this category, the prices of fur-
nishing and household and clothing items in-
creased with big margins. On the other hand,
prices decreasedin few of the other subitems of
non-food categories, such as tobacco, trans-
portation, communication and educationin sec-

ond quarter of 2019.

Figure 3.2: Quarterly Average National Inflation for 2nd Quarter of FY 1398 (2019)
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Figure 3.3: Quarterly Trimmed Mean for National Inflation 2nd Quarter of FY 1398 (2019)
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Table 3.1: National Headline Inflation for FY 1398 (2019)

Based on Apr 2015

FY 2018 > FY 2019 > FY 2019 >

£ : R £ :

Descriptions Weight = = = = = =
g % g% g =

Apr May Jun = & Jan Feb Mar |- & Apr May Jun <~ 3

Bread and Cereals 14.6 1.46 0.40 -1.40 0.2 6.14 5.65 6.88 6.2 8.19 9.94 10.16 9.4
Meat 7.5 0.00 0.05 -1.26 -0.4 139 1.37 1.16 1.3 1.43 4.92 5.53 4.0
Milk, cheese and eggs 4.7 -0.47 -0.41 -0.68 -0.5 1.38 1.35 1.92 1.6 3.06 2.61 2.28 2.7
Oils and fats 4.6 -0.17 -1.25 -2.54 -1.3 -2.81 -4.19 -5.46 -4.2 -4.32 -3.28 -2.87 -3.5
Fresh and dried fruits 5.0 1.12 2.48 -3.67 0.0 2.45 3.34 5.47 3.8 9.70 11.91 9.01 10.2
Vegetables 6.0 -10.52 -17.26 -17.29 -15.0 -17.44 -13.67 -2.40 -11.2 6.84 6.67 -0.73 4.3
Sugar and sweets 2.7 -11.26 -9.68 -9.38 -10.1 -0.85 -0.33 4.14 1.0 311 7.35 7.36 5.9
Spices 1.3 -22.42 -20.72 -19.81 -21.0 0.42 3.92 4.21 2.9 11.15 22.64 19.93 17.9
Non-alcoholic beverages 14 1.90 1.99 1.21 1.7 5.15 5.39 6.40 5.6 5.45 5.65 5.51 5.5
T

Tobacco 0.3 3.21 2.79 3.38 3.1 5.56 4.96 4.04 4.9 4.12 4.42 3.68 4.1
Clothing 4.6 3.17 2.87 2.64 2.9 5.22 4.05 3.25 4.2 4.78 5.93 5.17 5.3
Housing 19.1 0.75 0.56 1.05 0.8 -2.73 -3.36 -2.31 -2.8 -0.21 0.00 -0.37 -0.2
Furnishing and household

goods 119 2.65 2.06 1.63 2.1 2.59 2.71 3.20 2.8 4.37 4.89 4.62 4.6
Health 6.2 0.34 0.13 -0.01 0.2 3.04 2.14 1.89 2.4 2.57 5.24 5.30 4.4
Transportation 4.3 2.10 4.23 5.79 4.0 779 4.80 5.77 6.1 5.68 4.30 291 4.3
Communication 1.7 -0.08 0.10 0.14 0.1 -2.63 -2.39 -2.83 -2.6 -3.32 -2.73 -4.58 -3.5
Information and Culture 1.1 -1.68 -0.36 -0.44 -0.8 -0.24 0.95 0.35 0.4 2.67 2.11 118 2.0
Education 0.4 10.16 10.31 9.99 10.2 7.88 5.32 6.24 6.5 -4.50 0.21 0.29 -1.3
Restaurants and Hotels 1.1 2.10 2.07 2.13 2.1 3.06 3.62 3.20 33 3.58 4.04 4.56 4.1
Miscellaneous 1.4 2.85 2.13 3.49 2.8 1.74 0.69 0.35 0.9 2.15 3.97 1.59 2.6

Source: National Statistics and Information Authority/Monetary Policy Department, DAB
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3.3 Development in the Kabul Headline Inflation
3.3.1Annual Developments (Year on Year Changes):

The headline CPl inflation in Kabul increased to
4.27 percentonaverageinthe second quarter of
2019 from 0.22 percent in the second quarter of
the previous year. The food index, which is ac-
counted for 37.2 percent of the overall weight of
the overall index, reflected an inflation rate in
one-year period. In this category, the inflation-
ary pressures came from higher prices of bread
and cereals, meat, milk, cheese and eggs, oil
and fats, fresh and dried fruits, and vegetables.
As a result, the food inflation increased to 7.16
percent on average in second quarter of 2019

from -1.51 percent in the same quarter of 2018.

The inflation of non-food items which comprise
62.8 percent weight of the whole index, in-
creased to 2.45 percent on average in the sec-
ond quarter of 2019 from 1.35 percent in the

same period of last year. The increase is mainly

attributed to higher prices of tobaccos, furnish-
ing and household, health, transportation and
housingitems.However,inthis category, thein-
flation in tobacco increased to 4.39 percent on
average from 1.95 percent, transportation in-
creased to 3.16 percent on average from 1.93
'‘percent and health increased to 6.11 from 2.44

percenton average inthe same period of 2018.

On the other hand, the core inflation excluding
bread & cereals, fats and oils and transportation
also indicated an increase in the period under
review compared to the same period previous
year. In the second quarter of 2019, the core in-
flation rate increased to 3.98 percent on aver-
age while therate wasrecorded -0.19 percentin
the second quarter of 2018. The 30% trimmed
mean reflected an inflation of 3.88 percent on
average inthe second quarter of 2019 compared

to 0.75 percent in same quarter of 2018.

Figure 3.4: Kabul Annual Headline Inflation from June-2018 to June-2019
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3.3.2 Quarterly Developments (Quarter on Quarter Changes):

The quarter on quarter measure of headline in-
flation in Kabul indicated upward movement
which reflects inflation in both food and non-
food items of the CPI. The headline inflation in
Kabul increased to 4.27 percent on average in
second quarter of 2019 from 0.92 percent rec-

ordedinthe previous quarter.

Inflation in the food index increased to 7.16 per-
cent on average in the second quarter of 2019
from 1.98 percent in the previous quarter. In this
category, the prices of spices, bread and cere-
als, vegetables, sugar and sweets increased
which led to increased inflation during the pe-
riod under review. In this category, the highest
increase was observed in the price index of
spices which picked up to 30.97 percent on av-
erageinthesecond quarter of currentyearfrom
7.12 percent in previous quarter. On the other
hand, the deflation in oils and fat showed a de-
cline on quarterly basis which turned to -6.03
percentonaverageinthe second quarter from -

2.62 percentinthe previous quarter 2018.

The Non-food category of the CPI also showed
higher inflationary rate during the second quar-
ter of 2019. Inflationin this categoryincreased to
2.45 percent on average in the second quarter
compared to 0.24 percent in the previous quar-
ter. The increase in non-food inflation is driven
by higher prices of non-food items such as to-
bacco, clothing, housing, furnishing and house-
hold, clothing, housing, health, information and

culture, and miscellaneous items among which

the largestincreased was observed in the price
of health item which increased to 6.11 percent in
the second quarter of 2019 from 1.75 percent in

the previous quarter 2018.

Base on second quarter 2019 statistics data the
near-term outlook of inflationis likely to remain
balanced and move upward gradually. Mone-
tary policy of central bank Afghanistan fore-
casts inflation rate 2 to 4 percent for the third
quarter of 2019. The forecastis based on the fol-

lowing course of factors.

First, according to 2019 figures Afghanistan has
more than two billion dollars’ trade in import
and export with Iran since import are much
higher in this regard. But recent U.S financial
sanctions on lran which include import-export
of vehicles, vehicle-making machineries, oil
and gas, gold and other precious metals as well
as currency exchange that will have threatened
vital Afghanistan trade projects, however Af-
ghanistan is economically dependent on the
dollar, and yet US banknotes are being smug-

gled out of the country.

Second, according to Afghan Chamber of Com-
merce and Industries (ACCI), Millions of dollars
in hard currency enter Iran via the Islam Qala
border crossing in Herat Province daily, as are-
sultillegal U.S dollars’ flow from Afghanistan to
Iran has also depreciated afghan currency
which has huge impact on inflation. Keeping in

mind the above facts and figures, U.S sanctions
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on Iran have been affecting Afghanistan econ- Pakistan, China, Tajikistan and Uzbekistan. Ad-
omy in terms of exchange rate and inflation. ditionally, the exchange rate of the local cur-
Moreover, Afghanistan is a consuming country rency has been depreciating continuously. This
and imports are at a greater quantity from case is not only in Afghanistan, but in the whole
neighboring countries, national inflation rate is region especially with Afghanistan Trade part-
often influenced by imported inflation of Iran, ner countries.

Figure 3.5: Kabul Quarterly Headline Inflation for the 2nd Quarter of FY 1398 (2019)

Overall

Non-Food

Food and beverages

14.0

12.0

10.0

8.0

6.0

4.0

2.0

-6.0

Source: Central Statistics Office/Monetary Policy Department, DAB staff calculation
Figure 3.6: Kabul Quarterly Average inflation for FY 1398 (2019)
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Table 3.2: Kabul Headline Inflation for FY 1398 (2019)

Kabul Headline Inflation FY 1398
Based on Apr 2015
Amountin Million AFN
. FY 2018 > FY 2019 > FY 2019 >
- Weig 33 3 s 3 s
Descriptions 3 d S o S o
ht z B 5 9 5 <o
Apr May Jun | & o Jan Feb Mar |& & Apr May Jun | & &
Overall Index 100.0 0.80 0.42 -0.56 022 0.64 0.35 177 0.92 3.68 5.14 399 4.27
Food & Non-Alcoholic
372 -0.15 -0.7 -3.67 -1.51 0.88 114 3.93 1.98 6.38 8.31 6.80 7.16
Beverages
Breadand Cereals 9.8 2.63 119 -0.18 1.21 7.35 8.07 8.35 7.92 10.93 nn 12.46 17
Meat 6.4 3.28 2.28 -1.72 1.28 4.24 4.41 279 3.81 279 5.25 6.1 4.92
Milk, cheese and eggs 32 -2.89 -0.92 -0.87 -1.56 4.54 5.35 2.78 4.22 3.59 229 178 2,55
Oils andfats 346 -219 -2.06 -334 -253 -0.49 -181 -5.55 -2.62 -5.91 -6.05 -6.13 -6.03
Fresh and dried fruits 5.2 1.09 14.48 116 8.91 1.49 0.32 2.51 144 8.13 n.76 12.34 10.74
Vegetables 4.2 -9.45 -15.79 -15.24 13-1'9 -17.64 -15.22 255 -10.10 9.63 3.68 -8.18 1M
Sugar and sweets 28 -8.15 -6.80 -8.15 -7.710 0.53 -2.13 7.54 1.98 5.06 13.22 13.30 10.53
Spices 1.0 -16.25 -17.56 -14.76 -16.19 429 8.38 8.70 7.2 2127 48.57 23.08 30.97
Non-alcoholic bever-
0.9 156 2.03 0.06 122 5.76 7.43 6.01 6.40 5.34 6.29 4.49 5.37
ages
Non-Food 62.8 1.42 115 1.48 1.35 0.49 -0.16 0.39 0.24 197 313 225 2.45
Tobacco 0.3 229 144 210 1.95 3.85 3.87 3.19 3.64 3.36 4.54 5.26 4.39
Clothing 48 272 3.04 3.36 3.04 3.74 0.73 -0.59 129 214 315 2.05 2.45
Housing 235 0.20 -0.81 -0.27 -0.29 -3.80 -4.63 -3.42 -3.95 -0.76 0.42 -0.41 -0.25
Furnishing and house-
17.6 282 1.82 1.61 2.08 2.79 3.31 4.01 337 4.84 5.47 488 5.06
hold goods
Health 5.3 2.27 29N 214 2.44 1.69 213 1.42 1.75 1.87 8.32 8.12 6.1
Transportation 4.6 -0.67 2.38 4,08 1.93 4.73 mm 3.79 3.21 5.06 2.88 1.53 3.16
Communication 20 -0.25 0.21 0.15 0.03 -0.56 0.08 -0.99 -0.49 -0.73 0.67 -1.61 -0.55
Information and Cul-
. 1.7 -2.83 -0.46 -0.94 -1.41 -1.77 -0.25 -2.20 -1.41 1.67 0.86 -0.82 0.57
ure
Education 0.7 13.90 14.05 13.87 13.94 9.76 6.22 7.55 7.84 -7.16 -0.99 -0.63 -2.93
Restaurants and Ho-
tels 1.0 2,95 3.25 3.58 3.26 1.99 3.33 0.75 2.02 1.72 1.27 127 1.42
el
Miscellaneous 13 125 159 5.65 283 5.80 3.99 3.02 4.27 6.70 6.48 2,07 5.08
CPlexcludingB&C,0&
0.82 0.34 -0.72 -0.19 -0.26 -0.43 126 019 325 5.04 3.65 398
F,andT
30% trimmed mean 0.70 1.04 0.49 0.75 276 2.34 277 2.62 3.68 4.49 3.48 3.88

Source: National Statistics and Information Authority/Monetary Policy Department, DAB
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EXTERNAL SECTOR DEVELOPMENT

he highlights of some major devel-

opments in the external sector of
the Afghan economy forthe second quarter of the
FY 1398 in comparison with the corresponded
quarter of the previous year are captured in this
report. The available data shows that the exter-
nalsector ofthe economyimprovedinthe second
quarter of the FY1398.
Merchandise trade deficit narrowed by 6.7 per-
centasaresult ofamoderatereductioninimport
expenditures during the second quarter of the FY
1398. This developments, together with an in-
crease in receipts on respect of service account
together with an increase of workers’ remit-
tances helped to reduce the external sector’s
current account deficit to a value of USD 604.74
million in the second quarter of the FY 1398 com-
paredto adeficit of USD 784.58 millioninthe sec-
ond quarter of the FY 1397.
Inflow to the capital account increased by 32 per-
cent on account of capital transfers to the gov-
ernment sector.
Net Foreign Direct Investment (FDI), inflows de-
clined by 87 percent while net Portfolio Invest-
ment outflows increased by 81percent during the
second quarter of the FY 1398.
percent to a value of USD 143.60 million in the
second quarter of the FY1398 from a value of USD
146.81 million recorded in the second quarter of

the FY1397.

In view of the improvementin the current, capital
and financial account, the BOP recorded a deficit
of USD 517.12 million in the second quarter of the
FY 1398 compared to the deficit of USD 606.31 mil-
lionrecordedinthe second quarter of the FY1397.
The estimated official reserve assets in the sec-
ond quarter of the FY 1398 recorded at a value of
USD 29.31million.

Note: the mentioned reserve assets value will be

revised when the actual datais received.

4.1 Balance of Payments

4.1.1Current Account Balance

The balance of payments (BOP’s) current account
deficit decreased by 22.9 percent to a value of
USD 604.74 millioninthe second quarter ofthe FY
1398 ascomparedtoavalue of USD 784.58 million
recorded in the second quarter of the FY 1397,
(Table 4.1and figure 4.1).

This development was mainly due to a decrease
in out-payments on respect of merchandize im-
ports, and an increase in receipts on respect of
construction, travel and government services.
The deficit of merchandise trade (goods account)

expanded at a moderate rate of 2.2

While, in the services account of the BOP's we
turned from a deficit of USD 77.74 million rec-
orded in the second quarter of the FY 1397 to a
surplus of USD 95.72 million recorded in the sec-

ond quarter of the FY 1398.
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On the other hand, compensation of employees
together with investment income inflows de-
creased by 11.2 percent to a value of USD 53.85
millioninthe second quarter of the FY1398 from a
value of USD 60.60 millionrecorded in the second

quarter of the FY 1397.

Figure 4.1: The Current Account Balance

0.00

As well as; official grants to the government sec-
tor and worker personal home remittances from
foreign countries declined by 12.7 percent to a
value of USD 568.43 millioninthe second quarter
of the FY 1398 from a value of USD 651.03 million
when compared with the similar quarter of the FY
1397.
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4.1.2 Capital Account

The surplus in the capital account of the balance
of payments increased by 32.9 percent to a value
of USD 228.51 million in the second quarter of the
FY 1398 from a value of USD 171.93 million rec-
ordedinthe second quarter ofthe FY1397 asare-
sult of higher inward of capital transfers to the
government sector, corporations and house-
holds.

4.1.3 Financial Account

Under financial account of the Balance of Pay-
ments (BOP), foreign investment is an important
component which consists of foreign direct in-
vestment (FDI), foreign portfolio investment
(FPI) and Other Investments.

Net FDI inflows to the country decreased by 87.8
percent to a value of USD 6.05 million in the sec-

ond quarter of the FY 1398 from a value of USD
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49.75 million recorded in the second quarter of
the FY 1397. Whiles, net portfolio investment de-
picted an outflow of USD 20.45 millionin the sec-
ond quarter ofthe FY1398 as against a net outflow
of USD 11.25 million in the corresponding quarter
of the last year with a sign of 81.8 percent in-
crease.

Further analysis reveals that the country’s other
aggregate financial assets abroad increased by
83 percent to a value of USD 90.76 million in the
second quarter of the FY1398 from a value of USD
49.57 million that was recorded in the corre-
sponding quarter of the FY 1397 (Table 4.1 figure
42&4.3).

On the other hand, total aggregate financial lia-
bilities (only other investment?), decreased by
T1.4 percent to a value of USD 6.43 million in the
second quarter of the FY1398 from a value of USD
22.44 million recorded in the same quarter of the

previews year.

The financial account balance as a total recorded
USD140.90 millioninthe second quarter of the FY
1398 as against USD -6.3 million recorded in the
second quarter of the FY 1397.

Figure 4.2: The Capital and Financial Account for 2nd Quarter of FY 1398 (2019)
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Figure 4.3: Foreign Direct Investment Inflows for 2nd Quarter of FY 1398 (2019)
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4.2 Merchandise trade

This part of the report presents an analysis of the
Afghanistan’s merchandise trade performance
in the second quarter of the FY 1398 in compari-
son with their trade performance in the second
quarter of the FY 1397.

Afghanistan’s trade balance has been in a deficit
position since long period. This means that the
total value of imported goods has been greater
than the total value of exported goods, (table 4.2
figures 4.4).

During the quarter under review the external
merchandise trade deficit decreased by 8 per-
cent to avalue of USD 1,487.95 million in the sec-
ond quarter of the FY 1398 from a value of USD
1,620.15 million recorded in the same quarter of

the previous year.

Q3-97

Q4-97 Q1-98 Q2-98

Aggregate exports of goodsindicated a decline of
2 percent to a value of USD 143.29 million in the
second quarter of the FY 1398, lower than a value
of USD 146.81 million recorded in the second
quarter of the FY1397.

Among the exporting components, only exports
of leather and wool shows upward trend, while
carpet, rug and food items and medical seeds
show downward trend during the quarter under
review.

At the same time, aggregate imports decreased
by 8 percent to a value of USD 1,631.24 million in
the second quarter of the FY 1398 compared to a
value of USD1,766.96 millionrecordedin the sim-

ilar quarter of the previous year.
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Over the same period of comparison, decreases fueland lubricant declined by 18 percent and cap-
were registered in the values of imports of most italgoods declined by 1percent during the second
principal commodity divisions, in particular im- quarter of the FY1398.

ports of consumer goods declined by 16 percent,

Figure 4.4: Trade performance and balance for the 2nd Quarter of FY 1398 (2019)

E Exports #=Imports « Trade Balance
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Source: CSO/DAB staff calculations

. . The share of Afghanistan’s exports to India in-
4.3 Direction of Trade g P

creasedto 51percentinthe second quarter of the

The main export destinations for Afghanistan are FY1398. Butin terms of value. exportsto India

Pakistan, Iran, India, China, and Common Wealth
of Independence States (CIS). According to the

merchandize trade statistics, during the second

quarter of the FY 1398 India remained the first grew by 40 percentto avalue of USD73.28 million

largest buyer of Afghanistan’s exportsinthe sec- In the second quarter of the FY1398 from a value

ond quarter of the FY 1398. of USD 52.45 million recorded in the second
quarter of the FY1397.

~



Second Quarter, FY 2019

Pakistan ranked the second largest buyer of Af-
ghanistan’s exports during the second quarter of
the FY1398. The share of Afghanistan’s exports to
Pakistan dropped to 30 percent in the second
quarter of the FY 1398 from 42 percent that was
recorded in the second quarter of the last year.
In terms of value Afghanistan’s total exports to
Pakistan decreased by 30 percent to a value of
USD 43.22 million in the second quarter of the FY
1398 compared to a value of USD 62.18 million

recorded in the second quarter of the FY 1397.

Germany and Iran graded the third and fourth
largest buyer of Afghanistan’s exportsinthe sec-

ond quarter of the FY 1398. Share of exports to

Germany increased to 2 percent in the second
quarter of the FY1398 from 0.77 percent recorded
in the second quarter of the FY 1397.

While, the share of exports to Iran declined to 1.6
percentinthe second quarter of the FY 1398 from
4 percentinthe second quarter of the FY 1397.

In terms of value, exports to Germany increased
to avalue of USD 2.84 million from a value of USD
1.13 million. whereas the value of exports to Iran
declined to a value of USD 2.31 million in the sec-
ond quarter of the FY 1398 from a value of USD
5.45 million recorded in the same quarter of the
previous year, (table 4.3 & 4.4 and figure 4.5 &
4.6)

Figure 4.5: Direction of Exports (% Share) for the 2nd Quarter of FY 1398 (2019)

m Pakistan u India Elran

Source: CSO/DAB staff calculations

@ China
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Figure 4.6: Direction of Exports (% Share) for the 2nd Quarter of FY 1397 (2018)

H Pakistan H India M Iran

Source: CSO/DAB staff calculations

CIS countries were the first largest sources of
imports for Afghanistan during the second quar-
ter of the FY 1398. Total Imports from CIS coun-
tries decreased by 22 percent to a value of USD
361.23 million with share of 22 percent in the sec-
ond quarter of the FY 1398 from a value of USD
462.49 million with share of 26.17 percent in the
second quarter of the FY 1397.

Pakistan ranked the second largest imports
origin of Afghanistan in the second quarter of the
FY 1398. The total imports from Pakistan re-
mained unchanged (USD 325 million) but its
share in total imports increased from 18.40 per-
cent in the second quarter of the FY 1397, to 22
percentinthe quarter under review.

Iran was the third largest origin of imports for Af-

ghanistanin the second quarter of the FY 1398.

EH Common Wealth

11%

i Other Countries

i China

Total Imports from Iran slightly increased by 3
percent to a value of USD 310.45 million with
share of 19 percentinthe second quarter ofthe FY
1398 from a value of USD 301.28 million with
shares of 17.05 percent recorded in the second
quarter of the FY1397.

China was the fourth largest import origin to Af-
ghanistan in the second quarter of the FY 1398.
Total Imports from China increased to a value of
USD 252.63 million with share of 15.5 percent in
the second quarter of the FY 1398 from a value of
USD 225.46 million with share of 12.76 percent in
the second quarter of the FY 1397, registered 12
percent growth in total imports during the quar-

terunderreview.
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India, Japan and United Arab Emirates were the percent, 3.02 percent and 2.34 percent of total
last largestimport sources for Afghanistaninthe imports respectively (Figure 4.7 & 4.8).

second quarter of the FY1398, accountable for 6.11
Figure 4.7: Direction of Imports (% Share) for the 2nd Quarter of FY 1398 (2019)

J
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Source: CSO/DAB staff calculations

Figure 4.8: Direction of Imports (% Share) for the 2nd Quarter of FY 1397 (2018)
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Figure 4.9: Composition of Imports (% Share) for the 2nd Quarter of FY 1397 (2018)

Source: CSO/DAB staff calculations

4.4 Composition of Trade

4.4.1 Composition of Imports

The composition of importsinthe second quarter

of the FY 1398 pointed out that;

Imports of consumer goods hadthe largest share
in the basket of imports despite its share de-
creased slightly from 39 percent to 38 percent. In
terms of value, imports of consumer goods also
decreased by 10 percent to a value of USD 622.05
millioninthe second quarter of the FY1398 from a
value of USD 687.54 million recorded in the same

quarter of the previews year.

The second largest share recorded for capital
goods in the basket of imports during the second
quarter of the FY 1398, which is decreased from

38 percent to 35 percentin the reporting quarter.

B Industrial supplies

@ Fuel and Lubricants

B Consumer goods

B Capital goods and
other

In terms of value, imports of such goods de-
creased by 16 percent to a value of USD 564.18
million in the second quarter of the FY 1398
from a value of USD 671.07 million recorded in

the second quarter of the FY 1397.

Imports of fuel and lubricants (petroleum oil)
had the third largest share in the basket of Af-
ghanistan’s imports which is increased from
12.1percentto15 percentinthe second quarter
of the FY1398.

In terms of value, imports of fuel and lubri-
cants in total imports increased by almost 16
percent to a value of USD 248.53 millionin the
second quarter of the FY 1398 from a value of
USD 214.21 million recorded in the second
quarter of the FY 1397.



Second Quarter, FY 2019

Industrial supplies had the smallest share in
the basket of Afghanistan’s imports during the
reporting quarter which increased from 11 per-
cent in the second quarter of the FY 1397 to 12

percent during the quarter under review.

In terms of value, imports of such goods in-
creased by 1percent,toavalue of USD196.47 mil-
lion in the second quarter of the FY 1398 from a
value of USD 194.14 million recorded in the sec-
ond quarter of the FY 1397, (Table 4.2- and Figure
4.9 - 4.10)

Figure 4.10: Composition of Imports (% Share) for the 2nd Quarter of FY 1398 (2019)

B Industrial supplies

=  Consumer goods

®  Fuel and Lubricants

m Capital goods and other

Source: CSO/DAB staff calculations

4.4.2 Composition of Exports

The composition of exportsin the second quarter
of the FY 1398 reveals that;

Exports of medical seeds had the largest sharein
the basket of Afghanistan’s exports even though
it's decreased to almost 51 percent in the report-
ing quarter from 57.7 percent recorded in the
preceding and corresponding quarter of the FY
1397.

Earnings from exports of medical seeds dropped
by 14 percentto avalue of USD 73.22 millionin the
second quarter of the FY1398 from a value of USD
84.78 million recorded in the same quarter of the

previous year.

The second largest share in total exports was
recorded for food items (oil seeds, fresh and dry
fruits), which is increased to 35 percent in the

second quarter of the FY 1398 from 32.2 percent
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recorded in the preceding and corresponding

quarter of the last year.

In term of value, exports of food items increased
by 5 percent to a value of USD 49.72 million in the
second quarter of the FY1398 from a value of USD
47.30 million recorded in the preceding and cor-

responding of the FY 1397.

Leather and wool products had the third largest
share in the total exports. The share of leather
and wool which recorded 6.2 percent in the sec-
ond quarter of the FY 1397, it's increased to 9.8

percent during the quarter under review.

Earning from exports of leather and wool in-
creased by 55 percentto avalue of USD 14 million

in the second quarter of the FY 1398 from a value

of USD 9.05 million recorded in the similar quar-

ter of the last year.

Carpet and rugs which are considered the main
component of Afghanistan’s exports in the past
decades had the smallest share in total exports,
which is remained almost unchanged at 4 per-

centinthe second quarter of the FY 1398.

But earnings from exports of carpet and rugs in-
creased by 12 percent to a value of USD 6.35 mil-
lionduring the quarter under review from a value
of USD 5.68 millionthat wasrecordedinthe same
quarter of last year. (Figures 4.11 and 4.12) indi-
cate composition of exportsinthe Q2 FY 1397 with
Q2 FY1398.

Figure 4.11: Composition of Exports (% Share) for the 2nd Quarter of FY 1397 (2018)
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Source: CSO/DAB staff calculations
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Figure 4.12: Composition of Exports (% Share) for the 2nd Quarter of FY 1398 (2019)
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Source: CSO/DAB staff calculations

4.5 External Debt

Afghanistan’s total external debt slightly in-
creased by1percenttoavalue of USD 2,185.85
million in the second quarter of the FY 1398
from a value of USD 2,174.63 million recorded
in the similar quarter of the FY 1397, which
shows USD 11.22 million increases in the re-
porting quarter (table 4.5).

During the quarter under review, loan princi-
pal repayments made to the World Bank,
Asian Development Bank, Saudi fund for de-
velopment and Bulgaria, while service
charges were paid to the World Bank, Asian
Development Bank and Kuwait fund. World
Bankand Asian Development Bank as a major
multilateral creditor to Afghanistan, mad
some debt release on principle and services

charge during the quarter under review. The

Food Items
35%

Leather &
Wool
10%

total loan amounts payable to the Paris Club
creditors in the second quarter of the FY 1398
stood at USD 926.70 million which is payable
to Russian federation. /n other words, Af-
ghanistan’s total debt from the Paris club
members stands at about 42.40 percent of
tfotal current external debt which has in-
creased slightly by about 2 percent compared
to the second quarter of the FY'1397.

Furthermore, total debt from Non-Paris Club
members which areincluding, (SaudiFund for
Development, Bulgaria, Kuwait fund and Iran)
increased by 6 percentto avalue of USD 110.49
million in the second quarter of the FY 1398 in
comparison with a value of USD 104.5 million
recorded in the second quarter of the FY 1397.

Onthe other hand, total debt from multilateral
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creditors to Afghanistan decreased to a value
ofUSD1,148.66 millioninthe second quarter of
the FY1398 from avalue of USD 1,159.70 million

which shows USD 11.04 million decline in the

total debt during the quarter under review.

Figure 4.13; External Debt Comparison for the 2nd quarter of FY 1397 & 1398
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4.6 Net International Reserves

According to the latest available data the Net In-
ternational Reserves (NIR), increased by 3 per-
cent, standing at a value of USD 7,680.28 million
in the second quarter of the FY 1398, up from a
value of USD 7,491.80 million that was recordedin
the corresponding quarter of the last year, (Table
4.6 and Figure 4.14).

Reserve assets slightly expanded by 1 percent to
a value of USD 8,337.53 million in the second
quarter of the FY 1398 from a value of USD

8,227.57 million recorded in the corresponding

quarter of last year.

Reserve liabilities declined by 11 percent to a
value of USD 657.25 million in the second quarter
of the FY 1398 from a value of USD 735.76 million
recordedinthe second quarter of the FY1397; this
demonstrates that the reserve assets are higher
than the reserve liabilities. The decrement in re-
serve liabilities was mainly due to decreases of

commercial bank deposits in foreign currency
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which dropped by 11 percent to a value of USD fromavalue of USD 675.38 millionrecordedinthe

603.65 millioninthe second quarter of the FY 1398 same quarter of the previous year.

Thereserve liability of nonresident deposits in foreign currency almost remained unchanged in the report-
ing quarter.The current position of Afghanistan Net International Reserves (NIR) is providing a good cush-

ion of the capacity of monetary policy and support of balance of payments.

Figure 4.14: Net International Reserve from Q1-1397 (2018) to 02-1398 (2019)
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Source: Monetary Policy Department, DAB
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Table 4.1: Afghanistan Balance of Payments (in million USD)

%chang
Items/Years Q1-97 Q2-97 Q3-97 Q4 -97 Q1-98 Q2-98
e
Current Account -1232.36  -784.58 -686.89 -884.88  -1093.83 -604.74 -22.9%
Credit 942.35 139.46 1356.95 1244.66 944.47 162.36 2.0%
Debit 2174.7 1924.04 2043.83 2129.54 2038.30 1767.10 -8.2%
Goods and Services Account -1756.54 -1496.22 -1295.88 -1462.44 -1452.39 -1227.01 -18.0%
Credit 355.20 378.07 649.44 591.07 536.12 489.63 29.5%
Debit 21M.75 1874.29 1945.32 2053.51 1988.51 1716.64 -8.4%
Goods Account -1590.89 -1418.48 -1313.65 -1397.62 -1458.59 -1322.73 -6.7%
Credit 172.45 146.81 261.88 294.09 182.57 143.60 -2.2%
Debit 1763.35 1565.29 1575.53 1691.7 1641.16 1466.34 -6.3%
Services Account -165.65 -71.74 17.77 -64.82 6.19 95.72 -223.1%
Credit 182.75 231.26 387.56 296.98 353.55 346.03 49.6%
Debit 348.40 309.00 369.79 361.81 347.36 250.31 -19.0%
Primary Income Account 29.87 60.60 66.34 55.60 53.97 53.85 -N.2%
Credit 40.31 .72 16.44 78.32 69.88 64.66 -9.8%
Debit 10.45 nn 50.11 22.72 15.91 10.81 -2.7%
Secondary Income Account 494.32 651.03 542.65 521.96 304.59 568.43 -12.7%
Credit 546.84 689.67 591.06 575.27 338.47 608.08 -11.8%
Debit 52.52 38.64 48.41 53.31 33.88 39.64 2.6%
Current transfers (Official grants) 408.0 530.6 404.4 365.5 162.8 426.7 -19.6%
Credit 408.0 530.6 404.4 365.5 162.8 426.7 -19.6%
Debit 0.0 0.0 0.0 0.0 0.0 0.0 0.0%
Personal transfers 86.36 120.42 138.22 156.44 141.80 141.70 17.7%
Credit 138.88 159.06 186.63 209.75 175.68 181.34 14.0%
Debit 52.52 38.64 48.41 53.31 33.88 39.64 2.6%
Capital account 4.84 171.93 42713 588.81 39.42 228.51 32.9%
Credit 4.84 171.93 42713 588.81 39.42 228.51 32.9%
Debit 0.00 0.00 0.00 0.00 0.00 0.00
Capital transfers 4.84 171.93 42713 588.81 39.42 22851 32.9%
Credit 4.84 171.93 42713 588.81 39.42 228.51 32.9%
Debit 0.00 0.00 0.00 0.00 0.00 0.00
Financial account 56.2 -6.3 313 196.34 -15.70 14090 -2322.4%
Direct investment -43.45 -49.75 6.22 8.07 0.02 -6.05 -87.8%
Net acquisition of financial assets -3.78 -4.08 3118 17.21 8.83 5.84 -242.9%
Net incurrence of liabilities 39.67 45.67 2496 9.14 8.81 1.89 -74.0%
Portfolio investment 442N 1.25 107.08 118 -18.62 20.45 81.8%
Net acquisition of financial assets 44.21 1n.25 107.08 118 -18.62 20.45 81.8%
Net incurrence of liabilities 0.00 0.00 0.00 0.00 0.00 0.00
Otherinvestment 32.63 72.01 85.33 N4.49 -26.41 9719 35.0%
Assets -2.23 49.57 59.54 107.09 -40.94 90.76 83.1%
Liabilities -34.86 -22.44 -25.79 -7.39 -14.54 -6.43 -M.4%
Reserve Assets 2219 -39.85 112.68 72.60 29.31 29.31 -173.5%
Net errors and omissions 1283.69 606.31 571.07 492.41 1038.70 517.12 -14.7%

Source: Monetary Policy Department, DAB
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Table 4.2: Merchandise Trade (in million USD)

Industrial

200.38 10.3% 194.14 1.0% 210.96 1.9% 220.20 1.4% 173.92 9.7% 196.47 12.0%
supplies
Fueland Lub-

220.58 1% 214.21 12.1% 251.34 14.1% 263.66 13.7% 302.34 17% 248.53 15%
ricants
Consumer

d 828.96 43% 687.54 38.9% 676.65 38.1% .07 36.9% 741.35 42% 622.05 38%

goods
Capital goods

686.91 35% 671.07 38.0% 35.9% 731 37.9% 568.74 32% 564.18 35%
and other 638.34

Carpets &

5.62 3% 5.68 3.9% 5.45 2.1% 5.6 1.9% 6.57 4% 6.35 4%
Rugs
Food ltems 76.32 44% 47.30 32.2% 115.88 44.2% 178.19 60.6% 83.93 46% 49.72 35%
Leather &

7.1 4% 9.05 6.2% 13.37 5.1% 12.79 4.3% 9.69 5.3% 14.00 9.8%

Wool
Medical
seeds & oth- 83.41 48% 84.78 57.7% 127.18 48.6% 97.52 33.2% 82.37 45.1% 73.22 51.1%

ers

Source: Monetary Policy Department, DAB
Table 4.3: Direction of External Trade for the 2nd quarter of the FY 1398 (in million USD)

Pakistan 43.22 30% 325.46 20% -282.24
India 73.28 51% 99.72 61% -26.44
Iran 231 1.6% 310.45 19% -308.15
Germany 2.84 2.0% 16.76 1.03% -13.92
China 3.27 2% 252.63 15.5% -249.36
England 0.00% 1.08 0.07% -1.08
Saudi Arabia 1.85 1.29% 0.00% 1.85
United Arab Emirates 0.00% 38.18 2.34% -38.18
Turkey 0.00% 16.88 1.03% -16.88
USA 0.00% 12.87 0.79% -12.87
Common Wealth 1.84 1.3% 361.23 22% -359.39
Japan 0.00% 49.27 3.02% -49.27
Other Countries 14.68 10.25% 146.70 8.99% -132.02

Source: Monetary Policy Department, DAB
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Table 4.4: Direction of External Trade: for the second quarter of the FY 1397 (in million USD)

Pakistan

India

Iran

Germany
Common Wealth
China

Saudi Arabia
Japan

England

USA

Other Countries

6218

52.45

5.45
113
2.83
5.09
133

16.37

Source: Monetary Policy Department, DAB

42%
36%
4%
0.77%
1.93%
3.5%
0.91%
0.00%
0.00%
0.00%
1.15%

325.07
m.62
301.28
16.65
462.49
225.46

92.45
1.06
n.31

219.57

18.40%
6.32%
17.05%
0.94%
26.17%
12.76%
0.00%
5.23%
0.06%
0.64%

12.43%

Table 4.5: External Debt for the second quarter of the FY 1397 & 1398 (In million USD)

-262.90
-59.17
-295.83
-15.52
-459.66
-220.37
133
-92.45
-1.06
-1.31

-203.20

Paris Club
Russian Federation
United States

Germany
Non-Paris Club

IDA (World Bank)
Asian Development Bank
International Monetary Fund
Islamic Development Bank
OPEC Fund

910.36 41.86 926.70 42.40
910.36 41.86 926.70 42.40
0.00 - 0.00

0.00 - 0.00

104.56 4.81 110.49 5.05
361.92 16.64 355.06 16.24
671.84 31.17 663.42 30.35
70.35 3.23 717.01 3.52
47.89 2.20 51.43 235
1N 0.08 1.74 0.08

Source: Monetary Policy Department, DAB
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Table 4.6: Net International Reserves from Q1-FY 1397 to Q2-FY 1398 (in millions of US dollars)

Reserve Assets 8,131.13 8,227.57 . 8,241.90 X 8,362.42 . 8,345.46 8,337.53
Reserve Liabili-
ties 780.21 10.91 735.76 -5.70 707.48 -3.84 657.44 -7 649.06 -17 657.25 -1
Commercial bank
deposits in for- 722.88 4.00 675.38 -6.57 651.17 -3.59 598.08 -8 591.98 -18 603.65 -1
eign currency
Nonresident de-
positsin foreign 0.14 -89.57 0.14 -1.30 0.14 0.00 0.14 1.31 0.14 0 0.14 1
currency

Use of Fund re-

57.19 17.53 60.24 5.33 56.17 -6.76 59.22 5 56.74 -1 53.46 -1
sources

Source: Monetary Policy Department, DAB
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FISCAL DEVELOPMENTS

he key objective in the fiscal area

is to achieve sustained increase in
revenue collection and to permit the gradual
takeover of externally financed operating &de-
velopment spending and to ensure an expendi-
ture allocation consistent with Afghanistan Na-
tional Peace and Development Framework
(ANPDF). The other goals include improve-
mentsin public expenditure management, fiscal
policy formulation, efficiency in public enter-
prises, taxes and customs administration. Re-
sembling the other emerging and developing
economies around the world Afghanistan con-
tinuously faces budget deficit. The total core ex-
penditure exceeded total domestic revenue up
tothe end of the second quarter of FY 1398, lead-
ing to AFN 69 billion budget deficits, and by in-
cluding donor contributions (grants) a budget
surplus of AFN 2.69 billion is being observed.
Due to a notable raise in taxation and customs
revenues and other revenues collected from
the sources under claim (DAB dividend trans-
fers), the total revenue increased from AFN
156.26 billion from the end of the second quarter
1397 to AFN 160.77 billion at the end of the FY
1398, showing an increment of 4.51 AFN billion
leading to 2.88 percent growth in domestic rev-
enue collections.
Meanwhile increase of employees spending,

supplier expenditure and capital expenditure

resultedtoraise the totalcore expenditure from
AFN 141.62 billion of second quarter FY 1397 to
AFN163.45 billion of second quarter FY 1398 that
shows an increase of AFN 21.84 billion equiva-
lents to 15.41 percent in expenditure compara-
tively. Donor contributions are used to finance
both operating and development expenditure,
the main donor contributors to the government
is ARTF, LOTFA, and CSTC-A. The total donor
contribution (grants) allocated to operating and
development expenditure represents consid-
erable decreases from AFN 76.34 billion of sec-
ond quarter FY 1397 to AFN 65.97 billion of sec-
ond quarter FY 1398-Q1 indicating amount AFN
10.39 billion reduction that is equivalent to 13.61
percent decline in the level of grants compara-
bly. It is worth mentioning that the total core
budgetisincreased form AFN 377.19 billion of FY
1397 to AFN 399.42 billion of FY 1398 showing a
notable increase of AFN 22.23 billion equiva-
lents to 5.89% rise in total core budget accord-
ingly, moreover operating budget increased
from AFN 268.31 billion of FY 1397 to AFN 275.22
billion of FY 1398 signifying 3.4% percent of in-
crement. Similarly development budget is
showing a significant increase from AFN 111.06
billion of FY 1397 to AFN 124.19 billion of FY 1398
representing 11.83% raise that is as a result of
high budget approval and allocation for the FY
1398 comparably
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Figure 5.1: Comparison of Total Revenue Including Grants, Total Expenditure, Total Grants

FY1397-Q02 & FY1398-Q2

H Total Revenue Incld Grants

120,000,000 -

100,000,000 -

80,000,000 -

60,000,000 -

40,000,000 -

20,000,000 -

FY 1397-Q2

Source: MoF Financial Statement/MPD Staff Calculation

5.1 Budget Execution Rate

During the reference period of FY 1398-Q2, gov-
ernment spent 39.95 percent of the total core
budget AFN 399.41 billion of allocated budget,
while comparing to 36.06 percent of the total
AFN 394.67 billion of allocated budget in FY1397-
Q2 representing increase of 3.90 percentrise in
overallbudget executionrate relatively. Anditis
attributed to several factors particularly timely
processing and approval of expenses by the Na-
tional Procurement Authority, security condi-

tionin provinces and improved performances

u Total Expenditure

H Total Grants

FY 1398-Q2

by the budgetary units. Beside there is an in-
crease in annual approved budget from AFN
377.19 billion of FY1397 to AFN 399.42 billion of FY
1398 leading to 5.9 percent growth comparably.
Operating budget execution rate indicates 4.2
percent increase from AFN 109.64 billion of FY
1397-Q2 to AFN 114.21 of FY 1398-Q2 moreover
the allocated budget was AFN 362.42 billion in
FY 1397 and AFN 391.51 billion in FY 1398. The de-
velopment budget execution rate evidently rep-
resents increase of AFN 53.6 percent compar-
ing both AFN 32.67 billion of the FY 1397-Q2 and
AFN 50.18 billion of FY 1398-Q2.
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Figure 5.2: Comparison of Total Budget for FY1397-Q2 & FY1398-Q2

H Total Core Budget H Total Operating Budget H Total Development Budget
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Figure 5.3: Comparison of Operational Budget Execution & Development Budget Execution Rates for FY
1397-Q02 &1398-Q2

H Operating Budget Execution Rate E Development Budget Execution Rate H Total Budget Execution
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5.2 Core Budget (Deficit and surplus)

The overall budget prior to donor’s contribution a
deficit of AFN 59.73 billion has been indicated in
the FY1398-Q2 compared to AFN 60.27 billion def-
icitin FY1397-Q2 that shows 0.54 billion decrease

relatively. Meanwhile, external amount of funding

representsincrement from AFN 48.80 billionin FY

1397-Q2 comparing to AFN 51.22 billion of the

same quarter of FY 1398. The total annual external

planed funding amount in FY 1397 represents an
increase from AFN 191.28 billion of FY 1397 to AFN
199.02 billion in FY 1398 indicating 4.04 percentin-
crementinannual planed external source anditis
as a result of pledge, commitment and disburse-
ment from the donor’s contribution on annual ba-

sis.

Figure 5.4: Core Budget Deficit/Surplus (including and excluding grants) for 2nd Quarter of FY 1397 and FY

1398&

H Total Revenue

m Fiscal Deficit/Surplus Excl Grants
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Source: MoF Financial Statement/MPD Staff Calculation

5.3 Revenue Collection

With reference period of FY 1398 total revenues
including grants increased significantly with to-
tal collection of AFN 103.13 billion in FY 1398-Q2
compared to AFN 90.77 billion of FY 1397-Q2,
presenting a mild raise of AFN 12.36 billion that

u Total Expenditure

u Fiscal Deficit/Surplus Incl Grants

FY 1398-Q2

shows 13.6 percent growth as compared to
same quarter of previous year.

Annual collection of planed domestic sources
indicates 19.29 billion of increment from AFN

171.62 billion of FY 1397 to AFN 190.91 billion of FY

()]
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1398 leading to 11.24 percent increases compa-
rably. To meet FY 1398 budget deficit total do-
mestic revenue &donor contribution play a vital
role and revenue collection that steer to annual
budget surplus. Moreover, the positive gain in
total revenue collection of FY 1398 was as are-
sult of momentous improved in income taxes,
sales of goods and services, sales of land and

buildings, custom duties and administrative

fees. However there had been decline in social
contribution, administrative fees, royalties, in-
come from capital property, extractive industry,
tax penalties and fines and a notable difference
in miscellaneous revenues during the second
quarter of the year and negatively reflected re-
tailactivity fromthe low base last year comprise

of property tax, fixed tax and custom duties.

Figure 5.5: Comparison of the revenue inflows b/w FY1397-Q2 & FY 1398-Q2
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Source: MoF Financial Statement/MPD Staff Calculation
Figure 5.6: Total Revenue Contribution for FY 1398-Q2
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5.3.1 Domestic Revenue

The total collection the total collection of domestic revenue performanceis enhancedin first quarter of fis-

calyear 1398, however it was significantly difficult compared to first quarter of 1397 while these measures

are deemed sufficient by the government to ensure the achievement in terms of the GDP deficit in FY 1398.

Theincrementindomesticrevenue collection was attributed to enhanced receipts from taxations and cus-

tom revenue thatinclude a notable change in income tax, sales tax, fixed tax.
Figure 5.7: Domestic Revenue Comparison for FY1397-Q2 & FY 1398-02

~FY1397-Q2 =FY 1398-Q2

Source: MoF Financial Statement/MPD Staff Calculation

Total domestic revenue is increased from AFN
41.97 billion of FY 1397-Q2 to AFN 51.91 million of
FY 1398-Q that shows an increase of AFN 9.94
AFN billion equal to 24 percent growth in do-
mestic revenue collection compared.

A breakdown of the total revenue collection
showed a mild acceleration in various domestic
revenue components such asincome taxes that
shows a momentum increase of 8.1 percent
from AFN 7.58 billion in FY 1397-Q2 to AFN 8.19
billion in FY 1398-Q2, sales of goods and ser-
vices raised 24.32 percent from 1.25 billion FY
1397-Q2 to AFN 1.56 billion in FY 1398-Q2, non-

tax fine and penalties raised 42.98 percent from

0.11 billion FY 1397-Q2 to AFN 0.16, miscellane-
ous revenue elevated 259.72 percent from 3.20
billion FY 1397-Q2 to AFN 11.51 billion in FY 1398 -
Q2 billion in FY 1398-Q2, revenue claimed from
the sources under claim has a large increment
of from 0.0013 billion FY1397-Q2 to AFN 8.99 bil-
lionin FY 1398-Q2, however extractive industry
represents a significant decrease of 30 percent
from AFN 0.43 billion 0f 1398-Q2to AFN 0.30 bil-
lion 0f 1397-Q2, and a mild decrease in adminis-
trative fees showing 23.39 percent from AFN
6.40 billion 0f1397-Q2to AFN 4.91billion 0f 1398-
Q2 comparably.

o)
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Figure 5.8: Major Components of Domestic Revenue for

B Income Taxes
H Customs duties

B Revenue collected from sources under claims

22%

22%

Source: MoF Financial Statement/MPD Staff Calculation

5.3.2 Non-Tax Revenues

One of the initial component of domestic reve-
nues is non-tax revenues that represents a no-
table increase of 110.44 percent from AFN 13.80
billion of FY 1397-Q2 to AFN 29.05 billion of FY

1398-Q2 billion compared to same period last

2nd Quarter of FY1398

B Sales Taxes
B Miscellaneous Revenue
B Others

12%

11%

year, this increment is as a result of vital in-
crease in non-tax fine and penalties, miscella-
neous return and revenue collected from the
sources under claims, and a notable change in

sale of goods and services.

Figure 5.9: Comparison of Major Components for Non-Tax Revenues for the 2nd Quarter of FY 1397 & FY

1398

i Miscellaneous Revenue H Administrative Fees H Retirement contributions

Amount in Billion AFN
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The main contributors of the non-tax revenues are sales of goods and services that increased from AFN
1.25 billion of FY 1397-Q2 to AFN 1.56 billion of FY 1398-Q2, reflecting a 24.32 percent rise. Non-tax fine and
penaltiesincreased from AFN 0.11 billion of FY1397-Q2 to AFN 0.16 billion of FY1398-Q2, showing 42.98 per-

cent increase. Similarly, miscellaneous revenue increased from 3.20 billion of FY 1397-Q2 to 11.51 billion of

FY1398-Q2, showing a 259.72 percent increment. On the other hand, there components such as retirement

contribution, income from capital property, extractive industry and administrative fees have decreased

from AFN 6.40 billion of FY1397-Q2 to AFN 4.90 billion of FY1398-Q2

5.4 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 interna-
tional committees to finance variety of pro-
grams in both operating and development ex-

penditures. Moreover, 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 being fi-
nanced partially by external sources, foreign
loans and rest by domestic revenue. The total
development and operating grants represents
significantincrease of AFN 2.42 billion from AFN
48.80 billion FY1397-Q2 to AFN 51.22 billion of FY
1397-Q2, which clearly indicates 5 percent in-

crease comparatively.

Figure 5.10: Grants Analysis for the 2nd Quarter of FY 1397 &1398
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Figure 5.11: Components of Donor Contribution for the 2nd Quarter of FY 1398

Source: MoF Financial Statement/MPD Staff Calculation

The maingrantsdonororforeign contributorsto
operating and development expenditures are
ARTF funds showing adecline of 71 percent from
AFN 20.53 billion of FY 1397-Q2 to AFN 5.99 bil-
lion of FY 1398-Q2. Furthermore, CSTC-A MoD,
Mol & NATO contributed AFN 18.41 billion in FY

BARTF
ELOTFA

ECSTC - Mood, Mol
& NATO

1398-Q2 that shows 40% increase compared to
AFN 13.14 billion of the same quarter FY 1397.
Moreover, LOTFA contributed AFN 6.30 billionin
FY 1398-Q1 compared to AFN 7.58 billion in FY
1397-Q2that shows decrease of 17 percent rela-

tively.

Figure 5.12: Comparison of Donor Contributions for the 2nd Quarter of FY 1397 &1398

E ARTF ELOTFA
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5.5 Expenditures

The core expenditures are classified into devel-
opment and operating expenditures which are
allocated in eight different sectors such as se-
curity, governance, education, health, agricul-
ture, social protection, infrastructure, and eco-
nomic governance, moreover, the sector wise
expenditure is provided for both operating and
development budget, while, increased expendi-
ture on infrastructure, economic governance,
and agriculture sectors are in line with the
ANPDF priority. Furthermore, total core ex-
penditure presents 9.19 percent increase from
AFN102.24 billion of FY1397-Q2 to AFN 111.6 4 bil-
lion of FY 1398-Q2 indicating AFN 9.40 billion an
increase in overall development and operating
expenditure compared to same period of previ-

ous year and this is as a result of increase in

(supplier expenditure and its components and
capital expenditure).

In addition, operating expenditure indicates in-
crease of 0.09 percent from AFN 71.12 billion of
FY 1397-Q2 to AFN 71.19 billion of FY 1398-Q2
compared to same period of the previous year.
Meanwhile, development expenditure shows 30
percent increase from AFN 31.12 billion of FY
1397-Q2 to AFN 40.45 billion of FY 1398-Q2 that
shows AFN 9.33 billion speeding up in develop-
ment expenditure compared to same period of
lastyear. Amild increasein overall expenditure
is indicated by increase in annual approved de-
velopment budget as well increase in core an-

nual expenditure.

Figure 5.13: Comparison of Total Expenditure for the 2nd Quarter of FY 1397 &1398
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BANKING SYSTEM PERFORMANCE

he banking sector is making 21.51 stands at AFN 44.01 billion. The increase

percent of GDP, which comprises of in total gross loans is mainly attributed to
14 duly licensed and permitted banking or- issuance of new loans, OD utilization and
ganizations, out of which 3 are re-licensed appreciation of USD rate.
state owned banks, 7 private commercial > Deposits being the main funding sourcein
banks, 1" Islamic bank and 3 branches of for- the banking sector comprising of inter-
eign banks. The performance of the banking bank and customer deposits, amounted
sector in the quarter ending June, 2019 is de- to AFN 265.81 billion, 97.03 percent of the
scribed below followed by analysis of the Is- total liabilities, increased by 3.12 percent
lamic banking sector? in the given period. coming from exchange rate fluctuation.

Deposits were largely denominated in

The overall soundness indicators of the bank- USD (66.31 percent) with Afghani denomi-

ing sector demonstrated an increase to vari- nated deposits lagging at 27.04 percent.

ous degrees compared to previous quarter. AFN-denominated deposits _ indicated

Total assets, gross loans, deposits, equity 2.92 percent decrease, while USD de-

capital and profit increased, and liquidity re- nominated deposits were up by 5.84 per-

mained adequate. However, the quality of centin the review quarter.

loans still remains low. » The capital base of the banking sector re-

> Asset base of the banking sector in- mained strong increased by 3.83 percent

creased by 3.33 percent over the quarter stands at AFN 35.60 billion. The increase

reaching to AFN 309.55 billion. The in- in capital base attributed cash injection

crease in banking system assets apart and profitability. The capital adequacy ra-

from the exchange rate fluctuation has tio of all banks is above the set limit. The

been noticed in net investments, net Basel benchmark for capital to risk

loans and net other assets. weighted is 8 percent. Capital adequacy

» Total gross loan portfolio of the banking ratio (CAR) of the banking sector rec-

sector recorded an increase of 4.95 per- orded at 26.55 percent.

cent over the quarter, which currently

'n the banking sector bulletin Islamic bank is a part of pri- 2The Tslamic banking sector consists of one bank and six
vate banks windows
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» For the quarter ending June, 2019 higher
interest and non-interest income, lower
loan provision and taxes collectively
helped improve the banking sector net-
income. Netincome amounted to AFN 1.17
billion significantly improved since last
quarter. Amid rising net income of the
banking sector, ROAand ROE improvedin
June, 2019. ROA of the banking sector
stands at 0.77 percent, while the returns
on equity (ROE), recorded at 6.78 percent.
All the banking institutions ended up with

profits.

6.1 Assets of the Banking System
The assets size of the banking sector ex-

pended by 3.33 percent in the second quarter
of the 2019 against 5.20 percent decline in
March 2019. See Table 6.1

The expansion in total assets apart from the
exchange rate fluctuation has been contrib-
uted by net investments, net loans and net
other assets.

The most important components of the sys-
tem’s total asset portfolio were cash in vault
and claims on DAB (39.37 percent), interbank
claims (30.60 percent), net loans (12.66 per-

cent), investments (9.19 Percent), “other as-
sets” (4.85 percent) and fixed assets make
2.72 percent of the total assets. See table 6.1.

Private Banks is the leading player in the
banking sector accounting for 66.82 percent
of total banking sector assets (Islamic bank
makes 5.26 percent of sectortotal assets) fol-
lowed the State-owned banks with 27.65 per-
cent share in the market, while branches of
foreign banks held 5.53 percent of the total

assets.

Figure 6.1: Share of Banking Sector (Total As-
sets) across the banking group for the 1st and
2nd Quarter of FY1398

Share of Banking Sector (Total assets)
across the banking group
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Source: Financial Supervision Department,
DAB
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Table 6.1: The assets size of the Banking Sector for the 1st & 2nd Quarter of FY 1398

Cashinvaultand claims on

DAB 122,625.35 121,863.56 39.37 -0.62
Interbank claims(Net) 89,752.85 94,708.24 30.60 5.52
Investments (Net) 26,725.25 28,456.35 9.19 6.48
Loans (Net) 37,435.07 39,200.68 12.66 4.72
Intangible assets 872.45 942.30 0.30 8.00
Repossessed Assets 896.04 944.40 0.31 5.39
Fixed Assets 8,290.76 8,414.31 2.72 1.49
Others (Net) 12,968.64 15,025.42 4.85 15.86

Deposits 257,770.70 265,817.93 97.03 3.12
Borrowings 2,907.39 3,312.76 1.21 13.94
Other 4,596.69 4,819.28 1.76 4.84

Total Liabilities 265,274.78 273.949.97 3.27
Financial Capital 34,291.63 35,605.29 3.83

Source: Financial Supervision Department, DAB

6.1.1Gross Loans

Totalgrossloans portfolio of the banking as of end of June, 2019 stands at AFN 44.01billion, indicating
AFN 2.07 billion or 4.95 % increase in the quarter, constituting 14.22 percent of the total assets and
3.06 percent of the GDP. The increase in total gross loans is mainly attributed to issuance of new

loans, OD utilization and increase in USD rate.

~
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Figure 6.2: Share of Gross Loans Portfolioamong banking group for the 1stand 2nd Quarter of FY1398
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Six banking institutions recorded increase in
their loan portfolio, while five other regis-
tered decrease, whereas three banks did not
participatein lending.

Disaggregated analysis among the banking
groups show that Private Banks with major
share (87.23 percent) in the banking sector
portfolio registered 3.6 percent increase,
state owned banks with 11.67 percent of the to-
tal banking sector portfolio demonstrated
16.80 percentincrease, while branches of for-
eign banks with 1.09 percent share in the
banking sector showed 6.95 percent growth
over the quarter.

+ LoanlLoss Reserves

While assessing the level of credit risk, banks
must give due attention to credit risk mitiga-

tion tools within their risk mitigation frame-

work. Banks are required to make both gen-
eral reserves (on standard assets) and spe-
cific provisions (on non-standard assets) in
order to mitigate their credit risk and accord-
ing to revised Asset classification and provi-
sioning regulation, as per the new assets
classification regulation the creation of re-
serve for standards loans is optional.

By the end of June 2019, total provision cover
of the system was 10.93 percent of total gross
loans as opposedto10.73 percent recorded as
of end of March 2019

o,

% Distribution of Credit

Breakup of gross loans across the various
sectors indicates that some sectors are re-
ceiving greater credit while others witness-
ing a contraction. Noticeably loans to trade
sector further increased (44.42 percent

against 43.95 percent) mostly in food items
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(8.62 percent against 6.00%); other main sec-
tors include: Services sector (20.43 percent
against 20.81 percent) mainly in telecommu-
nications/ scratch cards distributers (6.60
percent), Manufacturing and Industry sector
(11.89 percent against 11.24 percent), Infra-
structure Projects (8.92 percent against 8.72
percent), Commercialreal stat and Construc-
tion sector (8.45 percent against 8.52 per-
cent), Agriculture livestock and farms sector
(3.82 percent against 4.63 percent) and Con-
sumer sector (2.17 percent against 2.13 per-
cent).Increases were observedinallkey sec-
tors such as trade, Manufacturing and Indus-
try, Commercial real estate and construction,
Infrastructure Projects and Services, while
Agriculture livestock and farms witnessed
Decrease.

Loans designated to Medium, Smalland Micro
sectors decreased over the quarter, provided
by ten bankinginstitutions in the banking sec-

tor figure 6.3. Concentration of loans to a few

sectors of the economy would expose banks
to credit riskin the event of crises associated
to that sector, inversely affecting the overall
banking sectors.

Banks should closely monitor the potential
risk associated with key sectors given the
high NPL ratio. About 71 percent of the loans
were designated in Kabul while Balkh and
Heart provinces are in the second and third
places with Badghis and Kandahar provinces
are at fourth and fifth places respectively.
The proportions of loans in other provinces
were negligible. The designation of loans by
sector, geography and institution is not ade-
quately diversified, but it is expected that with
time the distribution of loans willimprove. Itis
desirable that all banks take active part in
lending, so as to diversify lending services
and properly performtheirroleinfinancialin-

termediation.
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Table 6.2: Distribution of Credit Sector Wise form FY 1393 up to 2nd Quarter of FY 1398

Construction and Buildings

Power 0.35% 0.22% 0.38% 0.40% 0.48% 0.09%
Road and Railway 2.41% 117% 0.64% 1.32% 2.18% 2.54%
Dames 0.61% 0.09% 0.04% 0.00% 0.36% 0.36%
Mines 0.08% 1.48% 0.52% 0.48% 0.52% 0.49%
Other infrastructure projects 1.81% 2.44% 2.44% 3.46% 3.28% 5.34%

Manufacturing &Products of Metal

2.477% 4.423% 3.469% 2.6M% 4.10% 3.76%
wood plastic rubber leather paper
Manufacturing handmade and ma- 4187% 4£.239% 3.743% 3.164% 3.67% 4.02%
chine products

2.864% 1.962% 1.274% 3.520% 4.42% 4M%

Cement and Construction Materials

Textile 259% 0.52% 0.72% 1.54% 2.21% 1.98%
Wholesale 4.93% 9.89% 4.34% 4.67% 3.62% 417%
Machineries 0.12% 0.25% 0.13% 0.09% 0.41% 0.39%
Petroleum and Lubricants 8.74% 9.80% 11.08% 10.78% 1.48% 1.90%
Spare parts 0.24% 1.42% 0.26% 1.39% 1.78% 1.76%
Electronics 1.40% 1.58% 1.91% 2.76% 3.21% 2.67%
Cement and other construction Ma-

terial 1.87% 2.73% 2.35% 2.57% 5.14% 3.01%
Food Items 4.52% 8.24% 7.80% 1.27% 6.44% 8.62%
Allother Items 5.72% 3.47% 4.17% 3.28% 1.92% 6.91%
Retail trading 3.92% 3.28% 1.31% 8.15% 3.13% 3.01%
Education 0.00% 0.00% 0.00% 0.00% 0.03% 0.03%
Hotel and Restaurant 1.20% 1.46% 1.33% 2.04% 216% 2.49%
Telecommunication/Scratch cards

Distributers 2.92% 5.70% 5.96% 5.52% 5.98% 6.60%
Ground Transportation 4.87% 5.31% 4.86% 1.86% 3.08% 3.39%
AirTransportation 4.18% 2.66% 2.35% 2.90% 1.21% 1.60%
Health and Hygienic 0.71% 116% 1.42% 1.73% 1.74% 1.49%
Media, Advertisements, Printer 0.04% 0.04% 0.05% 1.18% 1.28% 119%
Allother Services 6.19% 11.36% 13.22% 12.26% 5.07% 3.64%
Livestock and farming 0.043% 0.026% 0.059% 0.225% 0.30% 0.33%
Agricultural Loans 2.61% 2.67% 3.20% 3.94% 3.86% 3.49%
Consumer Loans 0.26% 0.30% 0.65% 0.86% 1.90% 217%
Residential Mortgage Loans to Indi-

viduals 7.14% 2.68% 2.78% 0.71% 0.00% 0.00%
All Other Loans 6.68% 0.00% 0.43% 0.57% 0.00% 0.00%

Source: Financial Supervision Department, DAB
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Figure 6.3: Share of medium, smalland micro loans in total gross loans for the 1st and 2nd Quarter of

FY 1398 (2019)
M Mar-19 MJun-19
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+ Classification of Loans closely monitor financial condition of their
v Non-performing loans’ borrowers to ensure that credit expansion
Banks should strengthen credit risk will not pose a threat to the stability of the fi-
management measures to significantly nancial system.
reduce the high level of NPLs, which is In monetary terms, by the end of June 2019,
not a favorable situation. Moreover, it non-performing loans recorded at AFN 5.63
can beinferred that quality of risk man- billion or 12.80 percent of total gross loans
agement in banks with poor credit per- and 17.91 percent of the system'’s regulatory
formance is demonstrating weak per- capital, increased by AFN 1.05 billion owing to
formance. deterioration of loans. Out of 12.80 percent
Itis essential that banks with poor loan quality NPLs, 10.30 percent is coming from three pri-
evaluate credit applications carefully, comply vate banks.
with all applicable laws, regulations, circu-
lars, internal policies and procedures, and
3 Defaulted assets and advances for which the assets classification and provision regulation-
principal and/or interest is due and remains out- (Doubtful and Loss)

standing for 121-480 days and more as per the
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These banks hold 55.97 percent of the sys-
tem’s gross loans and 25.15 percent of sys-
tem’s regulatory capital.

Figure 6.4: Quality of Loan Portfolio at the end
of 1st and 2nd Quarter of FY 1398
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Source: Financial Supervision Depart-
ment/DAB

v Adversely-classified loans

Adversely classified loans (substandard,
doubtful, Loss)* depicted AFN 1.01 billion in-
crease over the year, reaching AFN 7.42 bil-
lion, constituting 16.88 percent of the total
gross loans and 23.59 percent of regulatory
capital, the increase is due to deterioration in

the loan quality. These loans require strong

4 An asset for which the principal and /or interest
remains outstanding for 61-120 days - (Substand-
ard), Defaulted assets and advances for which the
principal and/or interest is due and remains out-
standing for 121-480 days - (Doubtful), An asset
for which the principal and /or interest remains
outstanding for 481 or more days - (Loss)as per

board oversight and remedial actions by
management to reduce the level of Adversely
Classified loans to an acceptable level. In ad-
dition, more emphasis should be focused on
strengthening corporate governance in
banks with poor credit quality, enhancing ef-
fectiveness and efficiency of internal con-
trols, and adequately managing inherent and
unsystematic risk. Management should take
appropriate measures to address issues and
weaknesses that have resulted in poor credit
performance as per prudential regulations.
Though systematic risk and economic down-
turn may have affected, weak and systemati-
cally important bank's asset quality espe-
cially loans; however, banks management
should have mechanisms to predict such
risks, hedge their potential risk and take
proper precautionary measures as per pru-

dential regulations.

v' Loan Classified as Watch

Loans classified in the “watch™ category are
AFN 3.75 billion, which makes 8.54 percent of
total gross loans increased by 39.84 percent
since last quarter. The increase is mostly at-
tributed to one bank in the system coming

from reclassification of loans. This category

the assets classification and provisioning regula-
tion

5> An asset for which the principal and/or interest
remains outstanding due for 31-60 days as per
the assets classification and provisioning regula-
tion-(Watch)
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of loans requires close monitoring as it may
lead to more adversely classified loans (Sub-
standard, Doubtful) and losses in the future.

v' Loans classified loss®

Loans charged-off as of end of June, 2019 amounts to AFN 7.73 million, 0.02 percent of total gross

loans attributed to one bank in the sector.

6.1.2 Inter-bank Claims

Gross Interbank Claims are the second larg-
est among various asset categories, cur-
rently comprising AFN 94.78 billion 30.62 per-
centoftotalassetsregistered AFN 4.95 billion
or 5.51 percent increase since Mar, 2019,
mostly attributed to four banking institutions
and mainly contributed by exchange rate fluc-
tuation. In the meantime, AFN placements in-
creased indicating that, the banking sector
has channeled a portion of its available funds
to less interest earning assets in other bank-
ing institutions. Banks should not only appro-
priately measure risks associated with indi-
vidual banks but also country or countries in

which they have placed funds (see figure 6.4).

6.1.3 Investment

The net-investment’ portfolio of the banking
sector comprises of bonds, Gov. Securities,
investment in associated companies; in-

creased by 6.48 percent or AFN 1.73 billion

6Default assets and advances for which the principal

and/or interest remains outstanding for 481 days or
more days and retained on the books of banks for the
period of 12 months (Loss), After 12 months they are

since last quarter standing at AFN 28.45 bil-
lion or 9.19 percent of total assets, the in-
crease mostly came from one banking insti-
tution. Major part of the sector’s investment
took place outside Afghanistan. The invest-
ment portfolio is attributed to two state
owned banks, five commercial banks and two

branches of foreign banks.

6.1.4 Cashin Vault and Claims on DAB

Cash in vault and claims on DAB remains the
largest category making 39.37 percent of the
total assets, showed a decrease of AFN 762
million, bothin absolute as wellasin percent-
age of total assets since Mar, 2019 standing at
AFN 121.86 billion as of end of June, 2019. The
decrease was observed in capital notes.
Banking sector is fully compliant with re-
quired reserves regulations and is deploying
slowly and prudently the attracted funds into

other types of assets.

immediately charged-off as per the assets classification
and provisioning regulation.

nvestments include investment in bonds, securities,
associated companies and in subsidiaries
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Figure 6.5: Share of Inter-bank claims among banking groups for the 1st and 2nd Quarter of FY 1398 (2019)
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6.2 Liabilities
Total liabilities of the banking sector increased by AFN 8.67 billion or 3.27 percent standing at AFN

273.94 billion against AFN 265.27 billion in Mar, 2019. All components of total liabilities climbed over
the period under review. The majority of liabilities are made up of deposits (97.03 percent), with

“other liabilities” at second and borrowings in third place. See table 6.1

Figure 6.6: Share of Liabilities among the banking group for the 1st and 2nd Quarter of FY 1398 (2019)
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6.2.1 Deposits
Deposits being the main funding source in the
banking sector comprising of interbank and
customer deposits, amounted to AFN 265.81
billion as of June, 2019 increased by AFN 8.04
billion or 3.12 percent, compared to Mar, 2019.
The total deposits cover AFN 6.68 billion in-
terbank and AFN 259.13 billion customer de-
posits. The increase in deposit base of the
banking sector is attributed to exchange rate
fluctuations. Currency wise analysis shows
that Afghani denominated deposits indicated
2.92 percent decrease accounting for 27.04
percent of total deposits, while US dollar de-
nominated deposits increased by 5.84 per-
cent making 66.31percent of the total deposits
of the system, the increase in deposits is at-

tributed to exchange rate fluctuation.

Private Banks attracted AFN 181.16 billion de-
posits, increased by 4.18 percent making up
68.15 percent of the system’s deposits.

The share of state-owned banks amounted to
AFN 71.10 billion, increased by 1.02 percent
since Mar, 2019 accounted for 27.13 percent of
the system’s deposits. The share of branches
of foreign banks stands at AFN12.55 billionin-
creased by 0.42 percent making up 4.72 per-
cent of total deposits of the system.

In terms of types of deposits, demand depos-
its accounted for 71.86 percent of the total de-
posit base,increased by 2.73 percent and time
deposits with 8.48 percent of total deposits
was in the second place, and depicted 5.42
percent increase, while saving deposit mak-
ing up 19.66 percent of the total deposits port-
folio was up by 3.59 percent since Mar, 2019.

Figure 6.7: Afghani Denominated Deposits for the 1st and 2nd Quarter of FY 1398
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Figure 6.8: Currency Composition of Deposits for the 1st and 2nd Quarter of FY 1398
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Figure 6.9: Deposits among banking groups for the 1st and 2nd Quarter of FY 1398
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Figure 6.10: Breakdown of Deposits for the 2nd Quarter of FY 1398
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Source: Financial Supervision Department

6.2.2 Borrowings
The share of borrowings in total funding structure of the system increased by 13.94 percent standing

at AFN 3.31billion at the end of June, 2019 making 1.21 percent of total liabilities. The current borrowing

position is attributed to four banking institutions.

6.3 liquidity

Liquidity risk can be defined as the risk of not

reason, banks should maintain an asset lia-

bility committee (ALCO); one of its tasks is the

having sufficient liquid assets to meet the de- liquidity management of the bank through gap

mand of borrowers and depositors. All banks . . . .
analysis, stress testing, scenario analysis,

arerequired to maintain areasonable level,in . . .
cash flow analysis, etc. according to policies

order to avoid any liquidity problem. For this of the bank.

0
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Table 6.3: Liquidity ratios comparison in %from FY 1393 to 2nd Quarter of FY 1398

(Dec, (Dec, (Dec, (Dec, (Dec, June,
2014) 2015) 2016) 2017) 2018) 2019)
Ratioin %

Total Capital Adequacy Ratio 26.46 19.94 27.68 29.81 2591 26.55
Tier 1 Capital Adequacy Ratio 26.09 19.66 2293 28.17 24.56 26.12
Non-Performing Loans to Total Gross Loans 8.09 12.34 12.67 12.42 8.99 12.80
Return on Assets (ROA) 0.90 0.20 on 0.64 0.81 0.77
Return on Equity ( ROE) 7.35 1.69 1.08 3.38 6N 6.78
liquidity Ratio (Broad Measure Median) 73.6 68.22 67.74 65.92 76.62 74.00
liquidity Assets to Total Assets 73.28 75.05 71.98 73.95 72.88 69.99
*ROA, ROE June, 2019 based on quarterly data

Source: Financial Supervision Department

6.3.1Liquidity Ratio (Broad Measure)

Banks are required to maintain a liquid asset
ratio not less than 15 percent. This should
provide a comfortable safeguard against any
liquidity shortfall. Generally, a surplus
liquidity position was observed in the banking
sector during this period. 69.99 percent of the
sector’s total assets are comprised of liquid
assets. Ratio of the broad liquidity as a median
for the whole system stood at 74.00 percent.
All banking institutions were well above the

minimum required level. See table 6.3.

6.4 Capital

The system is well capitalized. The capital
fund of the banking sector stands at AFN 35.60
billion; increased by 3.83 percentage pointsor
AFN1.31billionsince Mar, 2019.Theincreasein
total financial capital is mainly attributed to
cash injection and profitability. On an aggre-
gate basis the Capital Adequacy Ratio of the

banking sector stands at 26.55 percent. See

table 6.3. Disaggregated analysis shows that
the financial capital of all banks are above the
regulatory limits and the regulatory capital
ratio of all banks is above the set regulatory
threshold (12 percent of the risk weighted as-
sets). The Basel benchmark for capital to risk

weighted is 8 percent.

6.5 Profitability

Forthe quarter ending June 2019 higherinter-
est and non-interest income, lower loan pro-
vision and taxes collectively helped improve
the banking sector net-income. Net income
amounted to AFN 1.17 billion significantly im-
proved since last quarter. The mentioned in-
creases are owing to new placements, issu-
ance of new loans, investments in bonds
leading to increase the net-interest income,
recoveries from charged-off loans, fees and

commissions on GBs and government em-
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ployees’ salaries boosted the noninterest in-
come while recoveries from loss loans
mainly contributed to low provisions. How-
ever, operating expenses increased over the
quarter. The returns on assets (ROA), shows
how wella bankis being managed by convey-
ing how much profit the bank earns per unit of
its assets. Amid rising netincome of the bank-
ing sector, ROA and ROE improved in June
2019. ROA of the banking sector stands at 0.77
percent, while the returns on equity (ROE),
which measures shareholdersreturnontheir
invested equityinabankrecorded at 6.78 per-
cent. Improvement in the return ratios was
due to stronger growth in net income of the
sector though the average assets and equity

decreasedsince lastquarter.The ROA of SOB®

recorded at 0.93 percent, while PB? regis-
tered 0.67 percent, BOFB ' recorded 1.16 per-
cent at end of quarter June 2019. All banks
ended with profits in the quarter ending June
2019, while on core income basis eight banks
ended with losses, against seven banks in
Mar 2019. Group wise analysis reveals that
State-Owned Banks (SOB) and branches of
foreign banks (BFB) ended up with profits,
while Private Banks (PB) ended the quarter
with losses. See figure 6.10. Major portion of
the profitability of the banking sector is at-
tributed to Private Banks recorded at AFN 681
million, State-Owned Banks are second in a
row amounted to AFN 400 million, while
branches of foreign banks earned AF 98 mil-
lion net-profits during the quarter ending
June, 2019.

Figure 6.11: Profitability of the Banking Sector for 1st and 2nd Quarter of FY 1398
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Source: Financial Supervision Department

Figure 6.12; Return on Assets and Return on Equity

ROA and ROE

500 5

0
200

-5
-100 -10

-15
-400

-20

I ROE  =@==ROA

-700 -25

Source: Financial Supervision Department

Figure 6.13: Net interest Margin
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Source: Financial Supervision Department

Table 6.4: Profit and Loss Schedule for the 1st and 2nd Quarter of FY 1398 (2019)

P/L Schedule
Hoot 1397 Jawza 1398
Items %change

(Mar, 2019) (June, 2019)
Interestincome 1,823.81 2,033.07 11.47
Interest expense 278.89 31118 1.57
Netinterestincome 1,544.92 1,721.89 11.45
Non-interestincome 1,716.02 2,472.73 44.09
Non-interest expenses 1,447.73 1,556.30 7.50
Salary cost 1,062.60 1,158.05 8.98
Credit provisions 362.93 123.72 -65.91
P/L before tax 387.68 1,356.55 249.91
P/L After tax 106.6 1,179.07 1006.06

Source: Financial Supervision Department

6.6 foreign exchange risk
Thelevel of overallopen FX positionrisk being

taken by banks is largely within the levels set
by DAB.In general, all the bankinginstitutions
were within the limits set for the overall open
FX position, except for four banking institu-
tions holding open FX positions on overall and
on an individual currency, (USD and EURO
long position) basis violated the limits. Those
banks need to bring their FX positions under
the set limit; otherwise, depreciation (de-
crease in the value) of US dollar can lead the
banks to more losses.

The impact of change in exchange rate upon
regulatory capital of the systemreveals that a
20 percent appreciation in exchange rate
would increase the regulatory capital of the

system by AFN 2.38 billion and vice versa.

Similarly, a 4 percent change would corre-

spond to AFN 477 million and vice versa.

6.7 interest rate risk
Overall the banking system is in an interest-

rate sensitive position. However, calculations
made from the Interest Rate Sensitivity
Schedules of all banks reveal that, the net-in-
terest income of the system over the next 12
months may increase by AFN 853 million in
the event of increase in the market interest
rate (upward interest rate shock) by 3 per-
centage points. Conversely, iftheinterestrate
decreases by 3 percentage points (downward
interest rate shock) interest income will de-
cline by AFN 853 million. For five banking in-

stitution, if the interest rate increases by 3
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percentage points, it will decrease their net
interestincome over the next 12 months.

The major reason for the over whelming as-
set-sensitivity of the banks is the large ex-

cess of interest earning assets over interest

bearing liabilities. Although it may improve
the net interest margin and overall profitabil-
ity of banks, this situation makes the banks
more vulnerable to a sudden decrease in the

market rates.

6.8 Performance

Of the Islamic Banking Sector as of June, 2019/ Jawza, 1398

Summary:

Islamic Banking sector is consisted of 1 bank and
six windows, and constitute 10.68 percent share
in assets, 27.92 percent share in gross loans and
10.30 percent share in deposits of the overall

banking sector.

The Islamic banking sector recorded a positive
trend for its main financial indicators over the
last quarter, as apparent from the growth in total
assets, which is mostly funded by deposits up-
turn. The capital of four windows out of six win-
dows is negative and the equity capital of one full
fledge bank is maintained at healthy levels at-
tributed to rise in the profitability along with ade-
quate level of liquidity position. However, gross
financing and investment has upward trend
mainly due to issue of new financing and invest-
ment.

The asset base of the sector demonstrated 5.59
percent growth over the previous quarter reach-
ing AF 33.08 billion at the end of June, 2019 as

compared to AFN 31.33 billion in the same pre-
ceding quarter (Mar, 2019). The increase in total
assets mostly originates fromincreasein cashin
vault, investments and in all other assets.

Total gross financing and investment portfolio of
the sector shows increase of 8.53 percent over
the quarter, currently stands at AFN 12.29 billion.
The increase in total gross financing and invest-
ment over the quarter is mainly attributed to new
financing in Sukuk and in Murabaha financing, at
the same time settlement of Murabaha financing
has taken place as well.

The percentage increase of total gross financing
and investment portfolio of the sector composes
of 1.53 Percent in Murabaha Financing and 7 per-
centin Sukuk financing.

Deposits, the main source of funding in the Is-
lamic banking sector withessed 6 percentgrowth
over the last quarter and currently stand at AFN

27.38 billion. The increase in total deposits was

92



Second Quarter, FY 2019

due to increase in time and saving deposits that
makes 65.26 percent of overall deposits.

Time deposits make 25.98 percent and saving de-
posits 39.28 percent of total deposits. On the
other hand, the rising rate of USD currency
against AFN also has attributed in the increment
of total deposits of the sector. While the demand
deposits faced down turn 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 fledges
bank stands aboveregulatorylimit. The total cap-
ital of the sector decreased by 1.06 percent over
the last quarter (Mar, 2019) resulted from losses
over the quarter.

The financial capital of four windows out of six
windows is negative; however, the regulatory

capitalratio (CAR) of full fledge bankis very close

6.8.1TOTAL ASSETS:
Assets base of the Islamic banking sector regis-

tered agrowth of 5.59 percent over the last quar-
ter, standing at AFN 33.08 billion (USD 412.40 Mil-
lion), against 9.27 percent declined in the same
preceding quarter (Mar, 2018).Theincreaseinto-
tal assets was mostly funded by a growth in de-
posit base.

The analysis of total assets shows that most ob-
vious increase was recorded in Cash in vault, in-
vestment accountandin all other assets.
Looking at the increase in total assets across the
sector, the growth rate for the one full-fledged

Islamic bank by 81.89 percent as highest, as a

to the threshold (12 percent of the risk weighted
assets). On a cumulative basis for the first two
quarters of fiscal year 1398 (June, 2019) the Is-
lamic banking sector suffers AFN 259 million
net-losses against AF 111.35 million net-profitsin
the same preceding period (June, 2018). Result-
ing in ROA of (2.10) percent and ROE (14.26) per-
centannualized compared to that of 1 percent and
6 percentannualizedin June, 2018, 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
and £ 40 percent for overall FX position and + 20
percent onindividual currency position) on over-
all and individual currency basis (USD long posi-
tion). Onthe other hand, the full fledge bank liesin
violation of both FX limits set by Central Bank.

peer group, the growth rate in 3 Islamic banking
windows observed 18.10 percent while other 3 Is-
lamic banking windows witnessed decline in
their asset base over the quarter.

The percentage share of fully fledged bankin the
sector’s total asset is reported to be 49 percent;
state-owned banks windows with 28 percent and
while the four windows of private commercial
banks have 37 percentage shares in the sector’s
total asset. The trend of assets of the Islamic
Banking Sector from June 2018 to June, 2019 is
depictedin graph 6.13.
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Figure 6.14: Trend of Assets for Islamic Banking
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Table 6.5: Assets of Islamic Banks for the 2nd Quarter of FY 1398 (2019)

1 Islamic Bank of Afghanistan 16,282.88 49.21
2 Islamic Banking window of AUB 4,620.31 14.96
3 Islamic Banking Window of BMA 4,554.73 13.76
4 Islamic Banking Window of GB 3,197.83 9.66
5 Islamic Banking Window of MB 312494 9.44
6 Islamic Banking Window of AIB 1,185.58 3.58
7 Islamic Banking Window of NKB 121.04 0.36

Source: IBFD, Islamic Banking and Finance Department, DAB
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The fluctuation in the assets of Islamic banking
sector during the month of Dec and Jan 2019 was
mainly due to decline 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 (40.35 percent), interbank
claims (15.52 percent), net Murabaha financing
(16.46 percent), investment (Sukuk and assets
acquired for leasing) 17.77 percent and other as-

sets make (6.96 Percent) of the total assets.

Table 6.6: Total Assets and Liabilities of Islamic Banking Sector for the 1st and 2nd Quarter of FY 1398 (2019)

Cashinvaultand claims on
12,403 13,351 40% 7.65%

DAB
Interbank claims 5,139.87 5,136.68 15.52% -0.06%
Financing Murahaha (Net) 5,521.56 5,449.04 16% 1%
Investment (Sukuk and

5,504.47 5,880.60 18 7%
other)
Other Assets 2,124.06 2,633.88 8% 24%
Fixed and Intangible Assets 645.418 636.027 2.1% -2.9%

Deposits 25,832.03 27.382.73 93% 6.%
Other liabilities 1762.92 1762.92 5% 2%
Totalliabilities 27,498.50 29,29110 %%
Financial Capital 3.837.05 3.796.24 1.06%

Source: IBFD, Islamic Banking and Finance Department, DAB
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» Gross Murabaha Financing & Investment
(Sukuk)
Gross Murabaha financing and investments
(Sukuks and others) of the Islamic banking sec-
tors of Jawza 1398 (June, 2019) stands at AFN
12.29 billion (USD 153.27 million), constituting
37.16 percent of the total assets, depicted 8.36
percent or AF 472.69 million increase since Hoot
1397 (Mar, 2019), whereas the gross Murabaha fi-
nancing were AFN 6.31billion (USD 78.77 million)
or 16.46 percent of total assets and investment
(Sukuk and other) were AFN 5.50 billion (USD
68.60 million) constituting 17.55 percent of total
assets.
Total Afghani denominated financing and invest-
ment recorded at AFN 5.22 billion (USD 65.17 mil-
lion), 42.52 percent of total Gross financing and
investment or 15.77 percent of total assets. While
the US Dollar denominated financing and invest-
ment are AFN 7.06 billion (USD 88.09 million),
97.47 percent of total gross financing and invest-
ment or 21.36 percent of total assets.
The increase in total financing and investment
portfolio is mainly due to increase in investment
securities (Sukuk) AFN 379.29 million and Mura-
baha financing AFN 96.56 million, meanwhile the
net financing Murabaha shows decrease AFN
72.52 million over quarter due to increase in loss
reserves.
The increase in total gross investment and fi-
nancing is mainly attributed to new financing of
Sukuk and Murabahaduring the reviewed period.

At the same time, settlement and installment of

Murabaha financing have been collected during
the quarter.

The sectorallending of Murabaha financingin Af-
ghanistan is dominated by Islamic Banking win-
dow, constituting 87.24 percent of total gross
Murabaha financing of the sector, while the share
of fully fledged bank in total Murabaha financing
is 12.75 percent, as well as the total investment
securities in Sukuk of the sector which is in-
vested out of the country is dominated 81.14 per-
cent of total investment by fully fledged bank and
remaining 18.85 percent followed by two Islamic
banking windows of commercial banks.

The breakup of total gross financing and invest-
ment of sector consists of Murabaha receivables
AFN 6.41billionthatincreased by1.53 percentand
makes 52.17 percent of the gross financing and
investment, Diminishing Musharaka amounted
AFN 117.63 million or 0.95 percent, constant
Musharaka amounted AFN 53.80 million, Sukuk
investment amounted AFN 3.750 billion in-
creased by AFN 379.29 million making 30.49 per-
cent of total gross financing and investment and
asset acquired for leasing amounting AFN 1.95
billion ,comprising 15.92 percent of the gross fi-
nancing and investment during the review quar-
ter June, 2019.

Increaseininvestment (Sukuk) portfolio was ob-
served at one bank window and at full-fledged
bank, anditis worth mentioning here thatlslamic
banking window of (NKB) has not financing and

investment activities.
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Table 6.7: Product wise Islamic Banking Sector Financing and investment (gross) for the 1st and 2nd Quar-
ter of FY 1398 (2019)

Source: IBFD, Islamic Banking and Finance Department, DAB

Figure 6.15: Product wise Investment and Financing of the Islamic Banking Sector: comparison between

1st and 2nd Quarter of FY 1398 (2019)
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for leasing

Murabaha Receivables 6,319.72 6,416.29 96.56 1.53% 52.17%
2 Diminishing Musharaka 124.103 117.63 (6.46) 5%) 1%
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Figure 6.16: Product wise investment and financing as % for the 2nd Quarter of FY 1398 (2019)
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> Financing & Investment Loss Reserve
Atthe end of June, 2019 (Jawza 1397), total provi-

sion of Islamic Banking sector stands at AFN
813.21 million and shows increase AFN 175.09
million as compared to previous quarter Mar
2019, reported AF 169.08 million provision for Mu-
rabaha financing and AF 6 million for account re-
ceivable.

The provision of the sector is comprised of AFN
967.24 million for Murabaha financing and AFN 21
million for account receivable. The provision for
Murabahafinancing that encompasses15.07 per-
cent of total gross financing of Islamic banking
sector as againstto12.62 percent recorded in the

previous quarter ending Mar, 2019.

» Interbank Claims

The Interbank Claims of the Islamic Banking Sec-
tor are the fourth largest among various asset
categories, which at the end of second quarter
June, 2019, stands at AFN 5.13 billion (USD 64.02
million) constituting 15.52 percent of total assets.
Similarly, no changes in component of the assets
have been interbank claims denominated Af-
ghani 5.84 percent, USD 90.75 percent and other
currencies 3.4 percent, see figure 6.16.

Two out of six Islamic banking windows and one
Islamic bank have interbank claims which con-
sists of AFN 2.21-billion-time deposit and AFN
2.91 billion demand deposits, the interbank
claims used as commodity Murabaha and inter-
nal bank transferring and settlement transac-

tions with their banks.

98



Second Quarter, FY 2019

Figure 6.17: Interbank claims for the 1st and 2nd Quarter of FY 1398 (2019)
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Source: IBFD, Islamic Banking and Finance Department, DAB

» CashinVault & Claims on DAB

The Islamic Banking Sector’s Cash in vault and
claims on DAB at the end of Jun, 2019 stands at
AFN 13.35 billion (USD 166.41 million) and in-
creased AFN 948.26 million as compared to pre-
ceding quarter ended Mar, 2019. The cash in vault
and claims on DAB is largest item and makes 40
percent of total assets of the sector.The increase
in Cash in vault and claims on DAB mainly
showedin cashinvault. The reason ofincreasein
above item is mainly due to increase in total de-
posits of sector over the review quarter. Cash in
vault and Claim on DAB consists of AFN 5.13 bil-
lion cash in vault, AFN 5.78 billion non-interest
bearing current Account with DAB and AFN 2.42

billion Required Reserve Account with DAB.

6.8.2 Total Deposits:

Deposits, the main source of funding and the ma-
jor component of liabilities, stand at AFN 27.38
billion (USD 341.30 million), making 93 percent of
total liabilities, increased by 6 percent since Hoot
1397 (Mar, 2019), against AF 25.83 billion (USD
321.97 million) with 10.66 percent growth in last
quarter. The increase in total deposits was
mostly obvious in time deposits (AFN 1.13 billion
or 19.62 % increase) with saving deposits (AFN
781.26 million or 8.11% increases), while time and
saving deposits showed an increase of (AFN 1.91
billion or 27.72% increase) over the last quarter,
and the same time demand deposits of the sector
showed decline by AFN 416.79 million or 4 per-

cent.
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Furthermore, the increase mostly occurred in
AFN deposits, while USD deposits registered a
million), or 33.45 percent of the total deposits, in-
creased by 11.84 percent, while the USD-denomi-
nated deposits of the banking sector stands at AF
15.79 billion (USD 196.82 million), or 57.66 percent
of total deposits decreased by 10 percent. Fully
fledged bank has the highest percentage sharein
totaldeposits of the sector, standing at 51.04 per-
cent followed by Islamic banking windows with

48.95 percent share. The total customers’ depos-

decrease in its position. AFN-denominated de-
posits of the sector are AF 9.16 billion (USD 114.19

its of the sector consist of AFN 9.21 billion of de-
mand deposits, AFN 6.89 billion of time deposits
and AFN 10.42 billion of saving deposits. As well
as the demand deposits make 34.73 percent, time
deposits 25.98 percent and saving deposits make
39.28 percent of the total deposits of the sector,
and comprises of AFN 26.52 billion of customers’
depositand AFN 855.36 million of banks deposits.
The deposits of banks make only 3.12 percent of

total deposits of sector.

Figure 6.18: Breakdown of Deposits for the 2nd Quarter of FY 1398 (2019)
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Source: IBFD, Islamic Banking and Finance Department, DAB

6.8.3 Liquidity:

The liquidity position of all Islamic Banking Win-
dows and fully fledged Islamic bank are above the
set minimum for the broad liquidity ratio (15 per-
cent) and the Quick Liquidity Ratio (20 percent).
Broad liquidity ratio of the banking sector as a

median stand at 51.57 percentage points against

54.44 percentinthe preceding period (Mar, 2019),
showing a decrease of 2.87 percent. Since there
is no Capital Market inside Afghanistan, the
banking sector remained highly liquid. Generally,

the liquidity risk can be defined as the risk of not

100



Second Quarter, FY 2019

having sufficient liquid assets to meet the de-
mand of borrowers and depositors. Allbanks are
required to maintain a reasonable liquidity ratio
level, in order to avoid any liquidity problem. For
this reason, Islamic Bank and windows should

maintain an asset liability committee (ALCO); one

of its tasks is the liquidity management of the
bank through gap analysis, stress testing, sce-
nario analysis, cash flow analysis, etc. according
to policies of the bank. See table 6.8 for more in-

formation.

Table 6.8: Key Financial Soundness Indicators of the Islamic banking sector for the 2nd Quarter of FY 1398

(2019)

Liquid Assets to Total Assets 56% 55.87%
Liquid assets to short term liabilities 2194% 327%
Foreign-Currency denominated funding to total funding

68% 58.67%
Foreign- Currency denominated financing to total fi-

72% 70%
nancing
Return on Assets (ROA) (5.21) (0.212)
Return on Equity (ROE) (26.006) (1.831)

Source: IBFD, Islamic Banking & Finance Department, DAB

6.8.4 Capital:
The capital of the sector stands at AFN 3.7 billion

(USD 47.31 million), decreased by 1.06 percent
since previous period (Mar, 2019) when it was
AFN 3.83 billion (USD 47.82 million). The de-
crease in the total equity capital is due to loss
over the quarter. CAR of the Islamic Bank of Af-
ghanistan 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-
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
profit/loss of currentyear.The trend of the sector
financial capital as described above is given in

the graph 6.18.

[E—
)
o



Second Quarter, FY 2019

Figure 6.19: Trend of Financial Capital for the Islamic Banks for FY 1398 (2019)
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Source: IBFD, Islamic Banking & Finance Department, DAB
One Banking window has highest 70.58 percent sharein total capital of sector and second fully fledged bank

has 34.72 contributions in total capital of the sector.

6.8.5 Profitability:

» Quarterto Quarter Analysis
The share of two windows in credit provisions is

The Islamic banking sector suffers AFN 69.73
200 million and fully fledged bank is AFN 17 mil-

million net losses in the current quarter (Second

lion. Meanwhile the sector reported AFN 90 mil-
quarter) ending June, 2019 against AFN 218.21

lion as reintegration of provision which is AFN
million net losses in last quarter, showing a de-

70.56 million reported by three window and AFN

19.49 million by fully fledged bank.
The full-fledged bank reported AFN 42.81 million

crease over the quarter. Five out of six Islamic
banking windows ended with net losses amount-

ing to AFN 130.77 million as compared to AFN

of net profits during the reviewed quarter. It is
245.35 million losses posted by five windows last

worth mentioning that the profit of bank in the
quarter. The decrease in the losses of the sector

current quarter is due to FX revaluation which in
in the current quarter is mainly attributed to de-

not coreincome for the bank, the loss of the bank
crease AFN196.97 millionin net credit provisions.

before FX revaluation reported AFN 124.82 mil-
The main reason of losses of the sector is re- i

ion.
ported AFN 217 million as gross credit provisions

of two windows and one full-fledged bank.
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» Cumulative; from Jadi to Jawza, FY 1398
(Jan-June, 2019)

In terms of the profitability on cumulative basis,
(From Jan to June 2019) the Islamic banking sec-
tor ended with AFN 259.34 million (USD 3.232
million) net-loss for the first two quarters of fi-
nancial year 1398 (June, 2018) against AFN 111.34
million net-profit recorded in the same period
last year. Resultingin ROA of (2.10) percent annu-
alized against 1.04 percent annualized in June,
2018.

The major part of the previous year net profit was
from the profit income and nonprofit income re-
lated to five windows and one full Islamic bank.

Thereasontheloses ofthe sector was mainly due

to calculated AFN 453.73 million as net credit
provisions reported 97.74 percent by 3 windows
and remaining by one full-fledged bank and in-
crease AFN 246 million in non-profit expenses
(operating expense) is another contributing fac-
tors in the losses of sector. However, net-profit
income, FX gain increased as well tax expense
revised over the period. All six Islamic windows
incurred losses of AFN 312.85 million, against
AFN 177 million profits in the previous period
(June, 2018) with three Islamic banking windows
atloss atthatperiod. The sole full fledge bank has
net profit worth AFN 53.51 Million, due to signifi-
cant FX revaluation gain worth AFN 308 during

the six-month period.

Table 6.9: Profit and Loss Schedule of the Islamic Banking Sector for the 1st and 2nd Quarter of FY1398 (2019)

Profit and loss Schedule (Amount in million AFN)
ltem Mar-19 June-19 Difference
Profitincome 196.84 220.46 23.62
Profit expense 80.56 95.30 14.74
Net profit income 116.28 125.16 8.87
Other nonprofitincome 92.45 105.36 12.90
Other nonprofit expense 273.09 299.03 23.25
Income (Loss) before FX revaluation and (393.38) (195.89) 197.49
Net Credit provisions 326.35 127.38 (198.97)
FX revaluation Gain/loss 135.10 143.58 8.47
P/L before tax (40.05) (17.52) 22.63
Net profitincome/Loss after Tax (218.21) (69.73) 148.48

Source: IBFD, Islamic Banking & Finance Department, DAB
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Ingeneral, thelslamicbanking sector offering seven types of financial products. The returns from financing

of the second quarter of the year (June, 2019) are shown in the following table

Table 6.10: Returns by Major Types of Shariah Compliant Products for the 1st and 2nd Quarter of FY 1398

(2019)

Value of returns by major type of Shariah-compliant contract (Amount in million AFN)

Products Mar-19 June-19 Difference
Time Deposits with banks 19.118 22.09 2.97
Profit Income on to OFls deposits 18.183 20.39 2.21
Murabaha 106.235 122.95 16.71
Diminishing Musharaka 9173 3.213 (5.96)
Sukuk 20.778 32.35 11.45
ljara 23.351 19.57 (3.77)
Total Profit Income 196.847 220.46 23.62

Source: IBFD, Islamic Banking & Finance Department, DAB

Figure 6.20: Return by Major Types of Shariah Complaint Products for the 1st and 2nd Quarter of FY1398

(2019)
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Table 6.11: Total number of employees, borrowers, and depositors of the Islamic Banking sector until 2nd

Quarter of FY 1398 (2019)
Full-time Afghan Employees 1,017
Full-time Foreign Employees 4
Present Borrowers 819
Present Depositors 346,023

Source: IBFD, Islamic Banking & Finance Department, DAB
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