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THE FINANGIAL  SUSTIPUTIONS  OF  AFGHANSSTAN

ingreduction
tn 1205 (1918) on Americsn wovking in Afghaniscan noted:

Ho Afghan would trust his wmoney In & bank, nor would he iake
papeyr money ~ cxeept, of ceurse, a merchant who uses and is
femIliar with ¢he indian paper monsy. Meny of them have
Russfan nctes (which could ba got for 2 song In Kebal during
the last vears of the war). Barais are issuad on the treasury
for money, and the mirzes pay ail salarles In rupses; no
Afghan ever recalvas his pay without the mirza getilng a
percentage.

np p L] 285__7

Rupees were hauled up from india on donkey for pay day and hauled down
again to buy commodities on the Indian market. The route through the

Khyber Pass was pargiculariy hazardous for these convoys.
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s siwuation whish existed only 50 years ago nust be borns in
mind when exanining e developments of the Tinancial system since then,
The complieie absence of forefgn banks and indees of any Toreigners

a
L

working 4n she domestic banks untli very recently, the sirong rellgious
amtaganism bowerds the business of banking, the lack of seufal prae
requisises such as & code of husiness ethics, atyintvdes Favouring
cooperative endeoavours, mutval trust ond 3 lepal svstewm fif-suited to
zhe task of supperting wodern business transactions and enforcing con- .
traets combined to produce an environment which could hardly have been
less conducive to ¥inancial developmenyz, Nevevtheless, Afghanistan

produced ong man who net only frisd but succeeded in laying the found=

atfens of ihe present financial system,

The first modern {inancial Institution escablished In Afghanistan

i

was Bank #ifile. Permission i establish the original joknt-stock

company, Shirkat~f-Sazhami-i~Afghan, to regulate foreign trade and develop

! oae present the Bank uses three spellings, narvely, Bamk Milile, Banke
Mitlie and Bank Melill, interchangeably. In the past, the Bank has used
a varisty of aliternatlve spellings, as have othev authors, one of the
most popular being Bank-#-MEEi§, Although the form Bank-e-Melli is
probabiy the closest phonetic tvansiiteration, the speliing Bank Mitile
will be adopted throughout slnce it s used on the Bank's most recent
halance sheets and appears on a set of blue sians, one of which is
displayed cutside each of tts domestic branches,
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the domesiic economy wog oranted by the Ktﬂq; Nediv Shah, Im 330% (1930

e a sroup of merchants Trom Herat fed by Ahdel Maild Zabell., Ag parg
of the arrangement, they wers given the monopoly for sugar, pelvel and
At
'35

The Shirkgsei-Sahami-{~Afchaen was Founded with » capital of Afs Z.%0, of

moror vehicle Imporis and soiton, karakui and wool ssporus £77p 14,

kv

which Afs 1.7m was subscribed by the fovernment £39 , p. 182 fo The

company opened Tor business in che following yaa?,£§§ o Poa 3%6;?0

Reorgauisation took piace In 1311 {1932} im which the name of the
company was changsd, In Saur §1312 {Aprii/Hay 1933}, Bank Miilie was
established with capital fnvested by the Government as well as founders
of the aank”‘ﬁwé . o6 Jo This reovganization involwed raising the
capital wo Afs T.hm, By 1316 {1937}, ihis Flgure had been increasad by
stages through Afs 35m to Afs 50m /39 . p. 282;39 Thereafier, the
Bank"s capltal wes progressively Ens?@&ﬁ@& to Afs 560m by $320 {Igs0)
ii , Be 3.7, Although zhere has heen no fncrease in capital since

then, total capital and reserves bave visan sieadily from Afs 539m In

=

1330 (§952) %o Afs 833m in 1350 (3972) £7¢; 8 7.

For the first six years, the succesg of Bank Millle was dramatic,

articularty when viewed against vhe bachkeloth of the Great Depression.
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in $35% {3935) Afchenistan adupred 2 Tixed aschangs vais and forelion

[ Lu

woge transactions were supsrwised by Benk MEliie £ 5, n, F./.  Due

=3

0 ¢ dererioreiing balanee of gavmonts sivuation, the Dank recowmended

pightar sxchanga control veguiations.  In 1317 (3938} earnings from

karaku! exports were roquired o be surrendersd o the Bank end tngorters
ware chifoad to suporits an egual velus of commoditles before placing cheir
topert orders £ b, pp. 123933 7.

2 &

The fixed axchange rete systew adovied In 13%h {3935) wes desioned

o

n pard oo atimloate ssasonsl fluctuations Yo the vates, Bank Hiitie

sgreed to buy 100 rupsss for Afs

“h and fo seii Yor Afs 400, Tthis rase

Tank asssuned its

5 5 o
prownd Afs BOQ fn 1325
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Respoins ible For the comniry’s swchange rate sysi
atl Government regulirexents of forefgn exsbenge at the fined

£30h (1935) onwards / 39, p. 182 7,

L

133

The Inflow of specls snablad the Bank o back the is

basknotes which started fn 1308 {1938)., This was the Tirst Lime bonkoobes

were [ssued §n Afghanistan / 39 , p. 182 /. The paper currency wos

convertibie inte silver afghenis and inttially seidiers and

4

ivil servants

gon of Treasury

who recslived peyvment in basknotes fmmediately converted thew fnte colns.

Howaver, asfrer the flvst ysar siiver colns begen to be pecumuisted,

Y

s
L

diia thres years Afs 60 mitilion of Afghan and Jranian colns had been

cofiected by the Bank. Bziance of paymeais surpiuses which started in

1215 {1938} vesulted in gold ioflows which were 2iso used o back the papar

curveney /7 4.

Despite problems of trade imbalance, considarable growth in the

valune af both Tuports and exports toek place. The expansion of A

Isgan®s forsign trade and level of sconomlic activity duriang the Oreat

Bepression can o @ largs extent bz sitributed o ihe dvn

development of Bank Miille 7 52, pp. 6O-562 /.

Aleng with these Fundawvents! measures, the Banke MITLE
special attention towards organizing bacllng af i

fa. TS
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The mosd important asctiv

Snvolvenent and parituipation in the gstabiishmant of fodusiry In Afghan-

fatan. Jolnt-siock componies ware asiablishe
karalyul and wool sxporiing), cotton ginniag, ofl
and textiie manufecturing £ & . pp. 9307,
1313 {1934} 30 joint-siock companies were crga ige

o

Bank Miiiie /31 . p. 315 7. 8y 131F {1939},

The same lmporoant nerchanis he bank were
%he ﬁﬁ}ﬂf§?V stocikhalders of th n addition to
& wirtual mﬁ*&@&;y fn éﬁc wa jor comaditlias e Afghan
expﬁ:-nrwaaai 143 g faentg, Abdel
Majl aa%ned rantrwa of w&;t el tyy of the
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Bank #iilie also exterded credit, granting losns of all kinds at

-
i par cenh intsrest. For exawple, after t2 had recelfved the monopoly
over motor velidole baporis 12 extendad cradit to purchasers:

The First vehliclie owners wara penple Trom the Jajf tribe,
Yenloles were sold for Afs 12,0090 on Testaiments aver

13 monthe.  The Jalls did 2 grest jﬂb and touk over the
ﬁsgﬁ%§0¥13LZ$ﬁ business from the Indians

L7

Thare was of course no insurance on the vehicias, eppaltiing

conditions and unskiiled d”ﬁv&ﬁdu Bark Miilie contended with the jatter

Abdel Majid Zabuli founded the fiprst joini-stochk sompany in Afghanistan
i j

in 1303 {1924} tugether with othey Harat sssociates to engage in trade with

Russia, Betwesn T304 {1225} and 1308 {1929) Zabkulld 1ived in Moscow as

the company's representaiive. The political viots in 1307 {1928) zgainmsy

Amanuliah®s reforms and the brief relign of the bandiy, Bachs Sagac, 1307«

1308 {1929} resulted In severe economic disvupifon and aimonst complate
cessation of forelen grade / 31, wp. 263-75; 35, p.hab j

The noiiviosd uphcavai and miiitary conflice thai took zlace
in 1930 1 i Tiighy of capital from the country mostly in
ih end silver colns hai constituied the ond

# ¢ that time,
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proved o be yielding grest margins of profit, the government
rescinded some of the bank’s monopoly rights and ovdered an
investigation into its activities, as well as those of a few
major shareholders, Avtention was partlicularly focused on
the karakul trade and foreign exchonge. {Among other things,
¢the lnvestigation led %o a sixn-vear prison senience for one of
the prominent shareholders,)

..‘i 3%, ppo 36?"58”f

Part of the cause oﬁ_iheae phases of hostility appears to have sprung
from the Bank's concangration of i¢s Investment in the north £9, p. 318 7,
The Pushtun majorlty In the Bovermment Trom the south wanted investment
in its area. This pressure ewent@aééy resulted in the Helmand Valley

project, a scheme opposed by Zabuii on economic grounds from §ts conception.

To allay some of the fears of a Rank MIllle take~over of the coungry,
Da Afghanistan Bank was established in 1318 (1939) with a capital of
 Afs 120m, of which 93 per cent was owned by the Governmentoz This
venture was supported by Bank Miilie and part of the Govermment’s partic-
ipation was actually financed through fts sale of Bank Mitile stock which
was warmly welcomed by the other major shareholders, Da Afghanistan Sank

was glven responsiiiities of acting as the fiscal agent of the Ministry

of Finance, controlling the currency issue, regulating bank credlt,

TS0 T IS # et T
2
oo

) ?he vame is Pushtu rather than Darl thus tending to support the racia
snterprezation of Bank Mitiie/Government disputes,

13
5
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During the Dzoud regime, 13321381 (19531963}, antagonism bztween
Bank Miiite and the Govarnmeni appears to have been Intensifled, pertice
uiarly hetwesn the personalities of Khalr Mohemmad, President of Bank
H§§!§eﬁ and Abdui Malek, the Hinister of Finance. Afier considerable
harassment over a number of years, which includad an invazlon of the 3ank
by soldiers and exhaustive ¥nvestigations, some reconctiiation reportediy
occurred.  However, a few months later the Minister was Imprisoned on

charges of spying.

Durfng this administrazion, a banking boom took place in Afghanistan,
Each goverament minisery wanted a bank, The Minfstry of Pubile Works
already had the Morigage and Construction Bank sstablished in 1326 (1942).
The Hinistry of Commerce sez‘up Pashiany Tejaraty Bank fn 1333 [1954) and
the Ministry of fAgriculture formed the Agriculture and Cottage industries
Rank in the same vear., The Hirnistry of Mines and industries under its
Minister, Dy, Yousuf, apparently asked Bank Hiilie to becoms igs Industriail
bapk, Although wililng te participate (n the esiabiishment of such an
tnstftutlion, Gank Millie was quite maturaily uninterssied in the originai
proposition,  Thus, the irdustrial Development Fund set wp In 1336 {195%)

was the Yast in the Fizid,

in & decade, one commercial (Pashtany Tejavaty Gank) and three

speciatised banks had opsned theiy doors 2longside Bawic Hillie and the
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central bank, Da Afghanisian Zank., By 1238 {(1957), however, the Foriunes
of this infent financial secior were a?raédg on the decline, The curranay/
money ratlio had reached tis lowest poing in 1338 {1958) at D.6L; chovesfeer
¢ rose to 0.81 in 1341 {1962) only failing to 0,76 by 1350 (1971) 7 25,

wi

Table 9, . 28 #, A serious bout of infiation hit the economy in 1333 (1924

ey

continuing wngil 1337 {1958} jﬁzﬁq Table b, p. {6 7 which in part bogh

7 ey’

explains and is saplained by the trend in the currency/money vatlo,

With an inflationory situation, aever conducive 2o financial development,
and a rising currency/money vatio, it &5 not surprising to discover that the
new Tinancial instituslons were sioy performing as had bson hspe&c Pativicel
interference, weak management snd lagal fmpedinments {9 securing lozns ian
addbrien o unconducive economic conditions resuited fn a high rate of atiri-
gion., The Agricelture and (ottage Industiries Bank cessed 1is lending sctiv-
teles fn 1337 (1958}, the industrial Sredit Fund had viriually exhousted [ts
resources by the end of jts flrst year of operation, the Horigage and Tonw
struction Bank graduatly contracted #vs businmess until It was only providiag
small méé&améﬁarm toens go Goveranment emplovees, and Paﬁh%aﬁyA?ejaraty Bank
- appears to have maintained only an extremely tenuocus sxistence whieh any sige
nificant net depostt withdrewals would serfcusly jeopavdise, |

L,

Forelon aid to the financial sesior in the form of technical assistance
g .

BN

siarted fn $349 (1970) after the estabiishment of the Agriculiurel Devaloppent



Bark i 1348 {1970} under Gzwman menagement fiesnced by a Roun Trom the

Worid Bank,  The AgBank, as it is camvonly krowmn, replaced the defuncy

Agriculiture gnd Cottage indusivies Banbk Fimitariv, the indusgrial
Development Bank was finally Incorporated fn 136% {1973}, veaers after plans

" 1 e

fad bean drawn up to replace ihe Industvial Credis Fusd by g new fn

f4r]

e

P

&€
f

agion to nrovide Finsnce to the indusiirial sector. The {atter has
axpandad repidiy since the snaciment of the Foralon end Bomesiic Prlvete

fnvestment Law of 1346 (I987).  The new industrial Developmeny Bank is

another YWorid Bask prolect.
piGd

Although the benhks dominote the !imifed finaocial sector in Afghanistan,
an historical sketch would not be compiete without reference to the
insurance companies, the pension fund, the credii coopesrotives In Jaghlan
angd Kehdaman arnd, most Imporient, the money hazsars of tlabul end Kendahar.
Priov to the Tormation of the Afghan insurance Dompany In 1342 (18963} there

ware three wery small fusurance agencles in Xabul, osne reprasenting the

& 02 oy 5 e oo R 2oy - 3 ~ ¥ s e g g . Ea ?
INSUrRnoe Vst Magi maripe Semyrance, whrah

enly sype of Insurance in Afghenistan, was placed on the Tosreion insurance
= P

markets £ 63 , p.ty 62, pp. 28433 /. These thres acencies are sti3% in
speration, zithough the Mortherve Insurimce Company wes taken over Iy the

X P Yo 3 *3 WS - 5 i
Lommeroiat fon dun 1388 (1obu) , . B0/ i




Afghanistan §s still minute. Nevertheless, ail the Inst¢itulions have
fared well, perhaps as a vesull of sivong iinks with parvent companies

abroad which have provided swepatriate managemant from the start.

The Pension Fund was established in 1323 {164},  its total assets
at the end of 1330 (1972) were Afs 108m. As contributions are not suffi-
cient to Finance all Gowernment pensions an additicnal Afs 100m wss provided

by the Goverrnment §n both 1350 {(I1971) and 135¢ {1972},

The Project on Agricultural Credit and Related Services through
Cooperatives in Afghanistan (PACCAY, a jolnt venture of the Food and Agri-
culture Drganisation of the United Netions and the Swedisth Snternational
Development Avthority began Sn 1347 (1968). By 135% {1972) the Kohdaman
cogperative had 812 members and capltal and reserves of Afs 253,797 and
the Baghlan cooperative which began In 1350 {197%) had 354 members In
1357 {i972) although [t has still not raised any equity or become a fully~

fiedged cooperative JT}Ep PR Qw8;7¢

Information on the money bazaars of Kabul and Kendehar with respect
i thelr relative importance in the financizl secior s unavaliable.
Hawéverg from many Interviews with the dealers & rough histerical plcture
can bz constiucted. Forglgn exchange dealing in Kabul has taken place for

as long as anyone can remember. Until reletively recently, the busfaess
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or four Jawish dealers moved fn. A Tew Bindus started dealling and by

1232 {1950} there were apparently shout fifreen deaters In i

“l

W RIray.
At present thers are about 35 deaters, all of thew Hindus or Afghans, the

i

o
1" 4

ar having entered the business within the past Flve years. Apart

From the dealers there are about twice that number of pariners and agents
Gperating on commission, The origlns of the foreign enchange market in
Kandahar are obscure bub sppear to go hack many years since Randohar has

alwavz bean an fzportant trading cestre,  Befors dealers moved Into the

existing sfie, Szray Tara Singh, in 1342 {1983} businsss was conducted on

the stresis. o that year, howsver, three deslers oponed offices in th
saray. The numbar of offices has Incrgosed o five and pariners and
agenis soiiult business at the entrance o8 In Savay Shozmda.  The Kandohar
markes, although fmporiany fop rade with the indian subecontineni, ts

Far he fobul marker; only sin cuvvencias are iraded In
Hendshar. For more detatls on the money she inkerestsd roeader

eferved o ancther papsr by €

el
Py
x

credit network of considerable magnii
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these noneinsticutional networks gféz; 5%; 53;?0 Some Interest rate
figures have been recorded but no quantitative estimates on the volume

of credit lnvolved are availakie,

This brief historical skeich of the Tiranclal sector has described
two periods of apparent expansion during the decades of the 1310s and i330s
{1930s and 1950s) and two of contraction during the 1320s and 1340s (19%0s
and 1960s). Bank Millle grew vepidly during its first years but met with
increzasing opposition later. The Government sponsored developments in
the 1330s {1950s) were shorter lived since collection rates were far below
the survival threshhwld., There are several reasons for these apparent
fluctuations. The flrst Is there was in reality oanly one peried of growth -
the dynamic early years of Bank Millie, The second fs that all banks
established after Bank Millle were Government banks closely linked to
parent minlstries and staffed by fli-trained, badly paid civil servants.
Given that the environment {tself was unconducive to financlal development,
these additional infarnal handicaps made survival virtually mpossibie,
Afghaniscan has emberked on the second round in the Institutions
huliiding process within the F?ﬁa&cﬁ#! gector, Internal conditions of
the AgBank and the Industrial Dewslopment Bank ase a vast improvement over
those of the Agriculture and Coitege Industries Bank and fndusteial Uredit

Fund, as a result of both ex-patriate management and a reascnable dagras of



autonony Trow the Gowersment wminisirles.,  Heverthelsss, sollgotion vates

1393 umﬁaeh foans, now o reflection oniy Phe sutormat envivonment, are
sEEVE oo Tow for complacesnty.  The problems of fsnding. f.a. the external

eyl vomment, are discussed beiow, A
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sotid b schisved durds
Negoiiable Insteuments Act and a Seourlity Inderest Act now hofng

dratiad,
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Finongial instirutions of Afghanisian

¥

tnstigution “orablishment

Sank Mitite 731y {193}
mdustris! Development Bank 125y i73;
Soverpmant
Ba Afghanistan Dank 1318 (1939)
Morteagn and &Gnatf=r*?en Bank 1326 (yoeudy
4 = gk %
Pashiany Tejaraty Dank 33533 {1984}
Agricuiturel Development Bank 13hg {1870}
Geher Fipancial fnstitutions:
Frivate
Afghan Insurance Company t3he {1063}
Thies Insursnas soencies
Kohdeaon Crodis &uean&ziﬁe 13hé {19597
Baghlan Lradit £ Q\wyﬂﬁiwe y3sp [iayt

habul Money Sanase
Nendabay Mongy Bazaar
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&,

Number of Persons Working In_the Filgencial instirzutlons

2% the End of 1351

{Excluging Servanis)

institution Numbey
{of vhich Foralgners)

Da Afghanisten Bank §,503 G
Gther Commevcial 615 ' “
Banks
Specialised Banks 237 {0
Crodit Covperatives G2 5
Money Bazaars 110° -
Pension Fund 58 8
Afghan Insurance o 3
Losmpany
insurance Agencles 10 2
TOTAL 7349 26
&

Approximate

Sesree:  information provides by tho finencial Tostiiuiiens
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Fothe Fipancin) instituzlons

o
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Fat)
At

Sentyal and Donmereial Banks in Sixtosn Couwntries fn 1§

Count vy Pa roanlags

%fghan?ﬁﬁvﬁa 57
israel 53
Jamaiosn &6
Japan 49

Pakistan : 78
Phijipoines 7

Puerto Rico 5
Bhodesia g

Spain
Beprdan
?ha??and
Trinidad
?uskﬁ“L
1 %A,

Yanezuein

LFT Rl ted S 2 war OP 20
% €53 o and DDLU W O3

Source: Afghanistan = Tabie ¥ above

Turkey = Hod. Fry, Elnance and Develos
Planning in Turkey {Leidarn Beill, 19 2!9
Fahle 1, p. 30

Ay othar ¢
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w 2l o

financlal system as economic and Financial development proceeds has been

slaboragely reasoned In the works of Gurley and Shaw ﬁfﬁﬁ; 3?;?0

Over the perfod 134051 (1962-73) there hag been an increase in the
proportion of total domestic credit allocated to the public sector from
%3 per cent at the end of 1349 (March 1262) to 6B per cent at the end of
1351 {March 1973} es can be seen from the figures in Table 5, Indsed,
usling a purchasing powar parity price Index g?éS» Table b, p. 5@;7; witd oh
as a resule of fuproving terms of trade probably understates the change in
prices over this perlod / 26, pp. 59-61_J, domestic credit ¥n veal terms
extended to the private sector has fallen from Afs 2,162 st the end of
1350 (March 1962} to Afs 1,710 at the =nd of 135% {March 1973) &n Y3040 iﬁﬁﬁé}.

prices,

Table & provides s broad picture of the volume of domestic credit in
Afghanistan over the past twanty years. in Tahle 7 these figures have
been deflated by o purchasing power parity price Index to produce estimates
of domestic cradit expressed in constant prices., To the extent that the
defliator Is sccurste, an indication of movements in the real voluwe of
credit is glvenm; §f appears to bave increased from igsa to $1342 {1952 o
5a6hY , downward Fiustuations then occurred, @ rapld insrease In 1351 (31972}
wowever leaving a final flgure for the end of 1351 {1973) vietueily ihe 2ame

o6 that for §1342 {j86h),
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Hopetary Suyvey In

Gonstan: Prices,. 1360 ~ }1351

{#illions of Afghanis,

-y

L5
A\¥

1244 Prices, End of Year Flgures]

ia4k 1345 1365 1307

[




I — —_— )

TABLE

&

YR h A A TR RIS

Bomeszle Credit, 33386¥§5§

{Afs wmilifons, current prices, end of year figures)

Date

1330
1331
1332
£333
1334
1335
1336
1337
1338
1339
1340
1341
1342
1343
b 3k

B345

136

1347
1343

1349
1350

1351

Llaims on
Government
{nei)

832

h23
},063
2,411
3:312
h,376
&, 009
£,063
3,745
i 49
k,0¥3
6,058
6,605
7 2

8,177

Clalms on
Private Sector

Total

1,126
1,202

996
1,510
¥,516
2,084
2,01h
2,359
2,458
3,307
b, 573
5,426
6,083
5,964
6,26}
6,030
6,798
6,773
8,523

i



Source:

§330 » 1336 from J.R. Brooks, Recommendatjons for a Bank
for Indusivial Development of Afabanistan {Washington, D.{.:

internacional Cooperation Adninistyation, 0ffice of Private
Entersrise, mingo, 1960}, p.8

1337 = 1353 from logernationsl Financial seavfetios: 1972
Supplement and International Finencial Suatistivs 25(6)

June 1973
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Source:

Ll
[t
0

Flgures in Table 6 were dofiated by

parity price index in #H.J. Fry, Has
feen Lonstant? {(Kabul: Unlged )

Development, mimeo, March 19733
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The avaeportion of domestic crodic shsorbad by public and private

< 0 ] 3 TN - § ; R, v Yo s I - PR ) 13 " > -"\I\;
sectors hes changad sehstantieliy coes tho neoriod 1337 - 0351 (1850 « 1978,

@
o]
3
o~
e
hi 1

o which seciove! date are avedlahle. o

3

glivad 50 ﬁur sy 0F potal dow

had risen 1o 68 per fent, one of sgures (o S tound in any

HUneR0ciatis T countiy.

ha ohifi In Bho Droportis
1 Ky

ediy alboomwed to public

and privace seutors hotween 13U0G (1967} ang 2350 {3972) voswited in o 50 per

.
n

S

!

-

cent knsresae in the real woluves of aredic Pov the poblic sedtor and a 30 per

Ty resulis of Uiy wees noted din

cznt decraase For the privste ¢

& recent Survaev of Progress.
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sperer, the result of which
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avmarship and contrel throughout the financizl system 53 worth documeniing.

7 e

The Zuprams Gouncil of Da Afghanistan Bank consists of the Minister of

Finance {Chairman), the Mini

s

ster of Mines and industyies, the Minlster of
&

Pranning, the Acting Minister of Commerce, the Presldent of the Industirial

Development Sank, o representative of ihe Frime Minister®s Dfflce, the

fowernoy, Deputy Governcr and the two Vice Presidents of Da Afghanistan

The Booard of Direciors of Pashiany Telavaty Bank fnciudes the

™
]
]
we
©

I3

#inistar of Finance, the Acting MWinister of lommerce, rhe Pragident of ths

b

tha Governor of Da Atn%aﬂ%s ran Bank, the President of tha

[N

FPaension Fu

23

3 W
fariculiural Be °almgmewa Bank, the Prosident of Bank Mitils, a aomber of
Bank Midiiels Roard and four other traders. The membars of the Joard

of Bivestors of Bank Millie naturnily do not include any vepresentatives

of the Governmeat but three members of 165 Seard alse it an the Bomrds of

the Minfster of Fingnece. the Minister of Plaaning,

,.—
=
28]
e
o

e
&
s
i
P |
S
4]
pon
i

the Aniing Hinloter of Cammerce. tho Ministar of Agriculture and trviaation,
the Bovernor oF B Afghanistan Bento the Vica Chalirmen ol ihe Jeard of
Blegetors of Hank Bilite, the Proesident amd Seneral Manasger of the Agrle

suitural Development Dask amd three siher ofsoted mewbars.  The leavd of

Birgciors o7 thy industrial Develoomendt Dank consists of he President of

o gt e
yEE RO ETEE

ISR S 'y L% Tras twioawe Teb Va eaimaly e

LRI - REEI ‘ YRR Wl PRI LA




ST .'f

Sndustrialists, The Supreme Council of the Mortgege and Comsirsuiion

Bank consists of the Hinlster of Finance, the Minister of Pubiie Varks;

the Governoy of Do Afghanistan Bank snd four elected wembers, The doard
of Yilrectors of the Afghan fasurance Company includes the President of
Pashtany Tejaraty Sank {(Chairman), the Vice Chalrman of the Board of
Directors of Bank Killie and a fe??asentaﬁ%wa of the Guardian Sssurance
Compary. The Pension Fund has fnvested funds In the form of equity
participation in the ﬁfghaﬁ Snsurance Company, the Mortguge snd Lonsivuciion
Bank and Pashiany Tojaraty Bank and has a loan from De Afghanistan Daek,
Shares of the Morigage end Construction Bank are held by Da Afghanistan

Bank.

This rathee lengthy documeniatiop of interelocking dirsciovships and
equity participstion simply indicates that not ane financial Instiiution
in Afghanistan §s Independent from the others, There are, furitharnore,

Informal 1inks between the institutions incéudiﬂﬁu apparantiv, represeni-

atfon of Bank Miliie's views on the Suprems Councii of Da Afghanistan Bank,

Ore can, therefore, assume that there Is no competition betwsen the fianan-

clal inseitutlons, Hence, interest rates have remaiced low and siable
P

advertistng {s seqligible and there is no sezarch whalscever For business.
Bankers waly for customers, whe on the loan side bave had o meel increass
fngly stringent collateral requirements, and do not contgmpiale any

innovations or other action which might distueh The market shar



st

T

balance. So far, the equilibrium has been oreserved from any external

disruptions, the most serious of which would be competition inside
&fghanﬁétan from a foreign bank., The banking fraternity has to date

ensured that no seriocus threat of this kind hes materialised,

The result has Been financial staghation over the past twe decades,
The esrly years of Bank Milile hawe long besn forgotten as ﬁankerﬁ have
settied dovm to a steble, ﬁewmtevei nonwcompatitive equilibrium.  This
hog baen faciiitatad not only by Inter-jocking ownergnip and control with-

itn the finsncial instizutions but also by complacency on the part of the

facd
2
=
"‘%
]
-
=)
AR
&

Minkstry of Finance and the conspicuous lock of Indigennus credis
ments such as rotating credit associations, pawnbrokerage, and simple
finsncial Instrumenis such as promissory notes, etc. This Is not te

imply that non~institutlona) credit Is unimporiant but that there are ne
sephisé%a&ti@ns to basic'EQnéﬁng operations such az an indigenocus neqoiiable
instruments, elementary cooperative groups, etc. In fact, the only trade
ftional finsncalal instruments are essentially nonehegotisble. Therlinclude

2

vala, & simple dyafe, the barat. a #ill of exchanga, the huigt. -
LEAC SR ) LN o= M S b -c-mo-,.j—»«w-‘#

the hay
promissary note and the sanad, & raceipt. Thesz ave only bnown fo o smei)

proportion of whan traders, The majority of the pupuistion has never sven

o
s
o
[}
q:
1
n
@&

haarg

s




system should an atiempt at expansion be made, namaly. the toval lack of
undarstending by the vast majority of the population of basic conceptis of
svedlt, As the Agricultural Development Bank bas discovered, when the
distinction between & loan and & grant Is unclear even an aggressive,

Berman<managed Tinancial fnstitution fs s 11t in a precarious position

when it attempts {0 expand considerably f&s lending activities.

Two matters of significance [n analysing Afghanistan®s flmancial system
have recebived much at%@nticn In the iiterature of racent vears., The first
concerns sconamlias of scale in banking, the second competition, Tabie 8
provides a comparative p@atu;e of Afghanisten’s banking system with those
of the neighbouring countries of iran, Pakistan and TVurkey., Total assats
and total deposits of the banking system are extrsmely small on any erizerion.
At the snd of 1967, for example, Kaufman Yists 171 banks in the worid with
total asseis over § 1 billion., ©f the 151 kanks for which further date

were aval iabie, assets per bank averaged § 3,239 wmillfen and assets per

branch $ B.826 miiiton / 38, Tabie 2, pp. 10L=9 7,

Population per bank branch was 4,618 ¥n drsn In 1350 (§972), 53,039
In Pokistan fn 1967 and ZL »957 In Turkey in 1967. Using the official
population estimate of 17.5 miilfon for Afghanistan gives 190,217 peopie
par branch, A population estimatre of B witilen gives 86,957 ~ seiid

considaerably grester then aven Pskisian,

37
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Note {font’d)

conversed infte U.5. dollars usfog

i
=
@

Qameﬁ*uzcm~td&ﬁ:“ég ros w
the following exchonge 7Fate

G

a

Afghenistan $1 = Als §2.70

bran 83 = Rig 75.00
Pakistan 41 = Rs  10.00
Turkey 31 = L 18,00

Source: Afghantstan - tarernational Flnancial Statl txtics: 1373 Suppler
2,225, and halancs ehpats of the hHanks for nvmber of :

iran, Pakistan, Turkey - Regional Cooperation fer bevelopmant,
saneal on Darking {Tehren: RO " Seoretarist, 1969).
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Benston yecantiy timeted & cost slasvicicy ¥for banking of 4,83

Yadicating that a 10 pey gent increase In deposlis resulted on average

=53

o

. . B ooy 0 e % “F i aremd o D P R S,
g 9.3 per cent {noresse in costs /106 F. He expisined the aconomisg

by the fact that large barnks weve able w0 vse & larger propuriion

o
=y
£
&
e
&

of Yower skilled labour, neaded fower urocessing and administrative officers

a .=

and cosld shiFE o iubﬁﬁﬁgﬁﬁy only economical for large scale opersiions

P

£ 10, p.o 239, F. . in another recent pubiicatios, Balionsperger showed

=

that wncertalnty also produced sconomies of scala:

it fe true that uncertainty is a Mﬁ;ﬂ” sourne of etonomiss

=

[
of scale in 5&nif&3¢ then, sicce the degras m uncerainty trvoivad
i different yvpos of banking activi i%wf varies widsely, the extent

2
H

RO ]

of these scinomies should ba ccn*aau?ag%g different Tor different
tyﬁws of banking services This again, 1t seoms, showld show up

in the relative degrees of consentration of different tvpes of
services, We should ex pect that In the long run those service
with relatively lorge scale goonoming becoms much mure concentratod
in the hands of a few jarge banks than thoss having onily ‘
Ficant econtmies. '
£, p. b75F

in an enplirical analysis of the Swiss banking svziom, Belitensperger found

r'd

suspert for his hypothesis,  He concluded:

Q
b1
l‘é
1
=
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g
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i
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~i
5 3
-
i
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oco Bhe fact thay the high-risk
the hands of the largast §
that, on the average, & ra

bwsin zs takes place in the Higherd
targe part of a wau" bank's busine
.f »‘5.\ I rg%“*%!} :

£

{ e pw*f ﬁ$ & ia?ﬁm iy
sk depariment, anﬁ o vk
25 In the §sw SR §
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frowm the work of Datzensperger 4 be sxpectad

that even 19 Afghanistan’s flnanclal svetem wers competlitive and efficlent,
hepking would be relatively high cost and prone to graater viskeaversion

vhan other Finsneliat sysioms simply becsuse of its smell size,

The faut that Afchantsten's finoncial svstam §s not competitive

an

sugnests, a priorl. that it Iz unilkely to be efffcient and Furthermore

xR s

¥

has wenained wuch smaller thar a competitive system would have dona,

Yhis alone suggests advanteges from competition might accrue. Recent

work on American and British banking suggests that the nee of corpet-
ition has produced high social costs / 32; 33; 345 56 7. in both countriss

requiations and restrainis on competizion are in the process of belng
removed sionce the recognision of the fact that the dengers of competition
‘pre much Yess sericus then the banking commundties try to wake out and

Tvs of competition are considersibly greatsr, Afghunistan

it

¢hat the bonef
sould well izke note of this move towards competitive banking fn an

dovalopment,
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The Lenkral Bank

Oa Afghanistan Sank, founded in 1318 (1939), is the cenirai bank of
Afghanistan In that It "has the mousnoiy and sriviiege of issuing baﬁ&wﬁet@s

s

thraughout Afghanisgan’ gf}ﬁ, Arvicie ¥, p.t 7 and acts a5 hankers to 'the
Guvernméatg Municipalities and ati cthar Fvafémenta! Deparerwents in Afghan-
Istan a3 well oz abhrood 5 1h, Arzicts 1 (B}, puigy. Hewsver, the iank
has no powers ioc control in any way other finsncial Tascitutions, Eé the
absence of standard central and coeowarcial banle Tegislation, there ¥s in
fact no spacial control over oiher T/nancial imstitutions. this s uansce
essary at presaent For mongiary palicy purposes for fwo regsons Fivst,
there is essertially no money multinifar process, i.e, muitipiled refation~
ship betwean h%gh"pnwered‘maney and {49 mangy Supply, since three-quarisrs
of the money supply, broadly defined to Include time deposits, Is currensy.
Furthermore, 31 per cent of the depasit componsnt of the money supnly is
shie Y prosenys balance shext data for

w~

held at Da Afghanistan Jank;
13401350 {1962~1372).,  Secand, in 82 abssnce of borrowing pussibilities

for the sublic sector cutside the financial system, monetary policy is

determined aimost exclusively by fise3l policy.

Ba Afghanistan Sank opaned {i1x First brench offlce iwn 1321 {1352} in
Handabar and opened Five wore during the 1328s {19L0s). furing the 1330e

1

{1250}, Yh move bronches ware esisbiished awd 35 fn the 54 (9900u}.

i

V2



TABLE 9

Assets and i.iabliities of Dag Afghanistan lank, 1350-1350

{MiViions of Afghanis, End of Year Figures)

1340 1341 1342 1343 1340 1345 i34 1347 1348 1349 1350

AS3ETS

Foreign Assets 989 1,063 2,205 2,177 2,370 2,263 1,786 2,058 i.Bi5  3.833 7.6%3
Claims on Government 3,058 4.380 5,759 5,162 5.239 s.A72 5.387%  6,65% 9,088 o R 10,647
Clalms on Privave Sector 1.017 563 552 518 544 55} 53y Sy 379 9ry ,052
Claims on Cammercial Banks 122 Fil) p{u n 72 175 “H 73 32 Pl 239
Unclassifled Assets 296 1,280 702 Y gon 7 BRE o 1.DeR 3,631 ¥.77% 0 bLEu7
ASSETS=LIABILETIES 5.492 7.7kt 9,288 8,689 9,103 T.8EF  9.H6S 0.T0L 13,827 ¥5,07 14,498
LIABILITHES

Reserve Money 2,957 3,707 4,632 5,326 S5,8k5 5,270 85,592 5,832 7,123 7,657 7,803
Guasi-Honey Deposits 204 ih7 198 203 361 i35 153 §56 i92 172 156
Forelgn Liabilities fg0 233 235 £78 k7 73 525 7H 758 828 578 4
Gavernment Deposits L78 863 L.I7V 1,036 },07C 1,607 L267 2,433 2,827 3,085 1,625
Counterpart Funds ich 81 242 {02 43 é Gl 74 2G o &
Capital Accounis 733 826 65& 741 3ok 666 473 703 31,087 935 1,b0b
Unclassified Liablilties 815 1,923 2,336 89t 920 753 957 674 1,85k 2,360z, 711

Source: lnternatlional! Flnancial Szatistics: 1972 Supvlement, ».229




At present in 1152 {1975} there are elght bronches Bn Kabel, 51 provincis!
branches Iogether with the Trading Compeny of Afghanistan, lnc., established
B 1333 {1984) {n Mo York and the Trading Company of Afghanistan, Ltd.,

established fn (338 {19557 In London,

Desplte the steady incresse in branches, the factiities normally offerad
by a bremch network gre sbsent. No branch makes any lwens, only a dozen
ascept savings soscounts and there §s no chegue clearing system. v and
targe, the branches of Ua Afohenistan Denk serve almost exclusfvely as the
Mimfstey of Finance's cashlier, Durlng the first six months of 1351 {1477)
thare wera 930 trensactions totalling Afs 1,703 miviion bhetween the head
office and the branches and 747 eransactions totalling Afs 1,359 mitilon
between the branches and the head office, There was an average of L
chequing accouats, efght fiduclary, f.e. temporary non-chequling, non-laterest
beering sccounts, and 27 savings accounts per branch at the snd of 1351
(Marct 319733,  wWhilst 17,222 savings accounts were held at the head office,
§,600 ware held In the branches, in certaln other respects, including the
salary scales of 1is employess, Da Afghanistan Bank Is treated as an oprgan
of the Kinlstry., The problems created by the sub-subsistence salaries
which the Bank s oiriiged to pay sre no different from those in atl Govers-

wmant offlces,

One of the fnteraal consiraints to exponsion and greater avtonony lles
in the cuaiity of the Dank®s gporsonmel. Gensrally, the staff have had

Tnadequate education before jolning he Donk and 1fttle mathodical on=the-lob

i



training upon recruitment. Hence, there is general recognition that te
tmprove the efficlenny of operations on~the-job training must be gﬁven 1o
almost the entire staff, Staff av the very top have generally recelved
considerabie training abroad bui are thwaerted in any efforts to apply their
high level training by the eternal siream of mundane tasks which they are
obiiged to perform, including for example writing simple business letters
and deciding which demaged banknotes are exchangeébieo It is therefore
doubly important to initiate training at lower and middle levels not only
to increase the Bank®s operational efficiency but also to free senior staff

to devote more of their time %o policy issues, etc,

ba Afghanistan Bank plays a relatively limportant role In foreign trade
with offices in London and New York primarily to faciiitate and subervise
the karakuil grade., Estimates presentad by the author elsewheref‘Z@B Tabie 4,
9053;? suggest that Da Afghanistan Bank accounts for 28 per ¢ent of the total
amnual turnover of forelgn exchange, excluding cigarﬁng currencies, n
addition to the $ 71 miilion forelgn currency exchanged in 1351 there wes an
addftional business fn clearing currencies amcgntﬁng to over 3 50 militon,
Ba Afghanistan Bank not only has a monopoly in clearing currency accounsts
but also §in § 36 mitlion of forefgn exchange bought and sold at the so-calied

officlal rate.

tn 1gs foreign exchange operations and in its private sector credit

poifcy, Da Afghanistan Benk {5 surprisingly unfetterad. Although obliged

e



B DY T

to provide ati funds required by the Government subject only to the physical
constraiont of banknote availabiiity, foreign exchange reserve policy and
private sector credit are matters entirely within the Bank’s responsibility.
Efforts seem to have been made to counteract the more violent swings in
Government funding through compensating changes In reserves and private sec-

tor credie supply. This s taken up again in the subsequent section,

Y6
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iV Money Supnly

the afghani was fntroduced In 1306 {1927} as a silver coln to replace
the Kabull rupes, 1t wae sub-dividad Into puls and krans with 50 puls to
2he kesn end two krans to the afghani. Twenty afghanis equalied one gold
tilla ﬁfﬁiq Bo %Gi;?g indfan and iranfan gold and silver colns alse clire
culated in Afghanistan. The Law on Banknotes in Circulation in Afghanistan,
enacted b Agrab 1310 {26 October 1935), suthorised the Tirst note Issue,
The Law enabled the Ministry of Finance to ¥ssue paper notes fiself or through
Bank #311le, The arrangement actually reached belween Bank Mitlie and the
Minisery resulted In an issue of Treasury notes In 1315 (1936) which aceording

to Article 6 of the Law could be converted ' ... Into Afghan colns In all

government treasuries and in Bank Hilile with no difficuley.”

Notes issuad by the end of 1315 {1937} equailed Afs 20m. By the end
of 1318 {10h0) Treasury notes totsiled Afs 180w,  In this year Da Afghan-
tstan Benk wes Tounded with the right to Issue banknotes. Article 13 of

fis Statuies stabes:

W

The Bank, in order to cover i¢s shori-term ilabilities, shall
be in possession of at leust 30% of their face-value In the form
of gold, silver, fres forelgn currencies, commercial billg
pavablie within 15 days and bankenotes delivered by the “Conmitiee
of Basnkenote Resarves' in accordance with clause 63 of thass
tatutas,

i
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Section ¥ of the Statutes also contaias provisions an note issue and

cover;

Ho THE COMMITTEE OF BANK-NOTE RESERVES

2. in ovder %o control the resarve of Banhk-notes & special
Committee composad of seven members Is to be formed ot the
Bank 25 undey:

Two manbers of Pariiament

A membar of the Cabinet

The President of the Supreme Court

The Governor of the Da Afghanistan Bank
The Chief Treasurer

The Govermment Auditor st the Bank

Term of Service

The term of office of the Government delegates and reprasents
atives s two vears, Thely spoointment shall tske place avery
vear in the month of Hemaj {(MarchfApril} at the ovcasion of the
first session of Parlfavent and of the CLabinet, if Parfiamant
does not sit at the aforssaid time, thelr nominstion shall be
postponed i1l the First sosslon of the House Iz held,

63, This Committes has the following dutles and powers:
{3} imspocting and recaiving the Banke-notes newiy printed,

{b) Sefec-keeping the Bank-notes and affecting thaivr delivery
o the Bank afier exemining the Lesa! Reserves and ascertein-
ing thet {2 is in proper rotio to the notes printed. The
deiivery of the Bank-notes 1o the Sank denotes, with regard
to their cover that sush notes ars conslderad to be in clire
eulation,

{e) Recelving the Bank-notes withdrawn From cirewlacion as

weil 8% the wore sed defaced Bankenotes: kesolng ithe
respeckive astcounts Yor the same and procecding 1o thelr

Y8



oo B o

incinoration with al! necessary precautions, At the
pime of incineveiing Bank-notes a protoscd with full
particulars of the procedure must be made (m g spacia!l
book., A copy of the protocol shail be forwarded to
the Finance Biwister,

(¢} comiroliing the account rewarding the cover for the
Bankenotes In accordance with the Rules and Regulatlons
concerned,  This Control Commiitee shall prepare 2
repory at teast once a month on the total value of notes
in circulation and the colng, gold and siiver bulifens
kept as cover for the same. This report shail be sub-
mitted o the Government which in l1ts zurs publishes B¢
for the information of the public,

L6, pp. 15=16 7

By the end of 1319 {1941] Afs G0m of Da Afghenistan Bank notes were
circulating alongside the Tressury notes. The jatter had now become the
tiabitity of Do Afghanistan Bank. Thay were virtunally all withdraws from
clircuiztlon by the end of ¥327 {1649} by which time there wers nearly
Afs 700m of Da Afghanlstan Bank notes In cliceulation, it was presumably
i 1318 {1538) that afghanl ﬂaﬂas.Ecsk thelr convertibility on being trans-
farred ¢o s %?ghaﬁ@étaﬁ Bank, HNevertheless, thers wss clearly a sirong

deslive for curremsy backing to prevent Irresponsible recourse to the priating

sl

presses. The 1343 {1964} Constizution of Afghanistan follows up this concern
wiyh monetary stabilizy., Article &b provides that 'the sutherizatlon to

I85UE WOREY oo ave within the compgience of the Shura {(Partiament) ¥

4

£X

&)

v this time, howsver, the note cover had been reduced o 20 per cent

R

280, po F7 7.
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Yaluzd at elther offfcial or Free market sxchange rates, there has

atways been puple excess cover, in fact, the official exchangs rate Is
used, Betweer 1341 {19A3) and 1343 {1971) the gold and forelgn exchange
backing of currency in civeulation sveraged 45 par cent / 47, Table &, p, 81

s

L, Table 9, p. 156 7,

The free market sxchangs rate wis-a~vis the U.8, dollar §s presented in
Table 10. Although the depreciating enchange rate suggests that domsstle
Inflation has boen gensrelly greater tham Inflatiom In the U.S,A,, the ave-
rage annual rate of inflotion baz, In fact, only beoen 5.6 per cent bestween
1329 {1950} and 1351 {3972} /27, Table §, p. 14 7. This can be compared
with 3.¥ per cent in fran, 1951-70, 2.9 pey cent in Pakistan, Y950-70, and
7.2 per cent in Turkey, i?ﬁﬂm?aiiféﬁa Tabie 3;?@ Hany underdeve loped
sountries have suffered conslderably higher rotes of nflastion over this

pariod,

Unfortunately, the relatively modest average vate of inflation has bhoap
accompanied by hBigh varlance. The standard deviation on the annual rates
Cof inflation between 1322 {3950) and 1351 {1972} &s 10.6. This high variancs

produces wcertalnty as to the future dirgction of change and so makes woney

¥y

ot exiremely rishky asses. Thus, i¥ inflation per se has not besn a mejur

dgterrent 1o money holding the variance In it zertainly has., v the crfie

fcal obientive In any prograrme of Tinancial develomment is ¢o fnersosc
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Spurce: 1338 from Y. Gregovian, The Emercence of Hoders Afahanistan:
Polipies of Refarm and Nedernizaglion (Stenford: Stanford
i wor siey Press, 1963), 2, 302 and A, Guha, “Eoonomic
paveloprent of Afghenfszan - 1929~1961." international
Spudies, 6 (&) &pf%f 1055, p.o 425

DY AT GV bebd

ratey iw Stetesmen's
1res in American
< bgrr&ﬁcy Charts .,
i Snvesiment

1315-122% galoulated from &*er!;nmiaf{

“eﬁrbuoh _19%6-10kE and dollarfsieviin
internations] invesiment Corgecation, Wes

1473 [Ban zsaﬂcaq¢u= Amarican Intsrnations

Corporation, 1973)

hisnd
g va
e

132025 oud 139528 from AJH. Keyoumy, "HMonopoly Priclag of
Bfghen Kevahul in totersational Ha?#ﬁasj’ Journal of Pelitizal
Ecanomy, 17 {8}, Harch/fpril 1363, e b, v, 221,




i

pesl demand for monsy 7 20 2

L0202y 2% 2%;?9 effores must In the future be

diescted a7 veduclng net ondy the level of inflacion but, more important

in ths Afghen context, zlsc the variancg.

PN N . o B T 2o g Y
For ibis fask i€ 15 eszsen

contributad zo this high wariaznece The major exogensus factor against

which 18 Is 4iffieult, though certalinily not impossible, to take counter~

soting messures Is fluciuetions in sgricultural cutput, indend, this is

particularly well {tiustrated ay

the present when, for exampie, the nrice
of wheat Tlour Is 28.% per zent lower thon §1 was o vyear ago and ithe price
of mutton &4 per cent higher £ 13 F.  Although the stablilisation of meat

3 2 jonyg and complicated progess, grain prices which are much more

oriant i the sost-of-iliviag index can be stabilised to a considerable
extent through repesl of the AntisHoarding Law of 1346 (1967) and the Im-

plementation of a Goverpment reserve stock programme,

Alrhoush agricuwiturs) fluctuationz and seasonalities are probably the

¥ suse of shoet-cun {up to 18 months) price Fluctuations, 1t is sige

hat a calculoved series of expected Inflation rates which uses

¢ welghted average of inflation over Tour=year periods yields 3 stendard

saviation of 6,0 £ 27, pp. 13-18 7, Thus, even if agricultural fluctuations

oo

-
sonsrib

Bure & menimum of b.6 1o the standard deviation of amnual Inflatlon



s

rates tha malor cause 7% seill to be discovered. This Is, iIn fact,

undoubtedly shanges 1o the money svoply.  Between 1331 (1952) and 1350C
{1971} the svevags threesyear increase In the woney stock was 38,7 per

tandard deviation of zhe 18 observations §s 26.5.

. Y 2 by ax
LT g 3

»

[

fecression of the simple ralationship

o 4
P = g+ b M
13 £l
G .. "
whars ¥ I3 the three-vesr percentage rate of inflation over period t and
B, fs rhe three~year sercentage change in the money stock over period

t-1, vields the following resulis for the peried 1331-81 (1952-72):

@ 2 =5 83
: 5,83 + 0,77 ?itmz

whinh, with 5w 07592 end ¢ = 6.877 is 2 highly significant velatfonship,

wall over the 99.9 per cent confidence level, Thus, over thrae-guarters

>

of the chengas in the price level during o three-year period iz accounted
for by chanoss in the woney stock.,  The data used in this analysis are
presented in Teble 13,  Theve are high standard deviations for both changes
in the m@ﬁ@y stosk and chengss o the prise fevel, Table 12 presents a
sogavhat fonger series for currency and money stock on an anmual basis,

- an svernne annual §ncrease In surrency in clrveulation of 12,7 per cent,

the standard deviation 18 2.5, vhllst for an esvevege anmnuel Increase in

the money supply of 11.0 ner cent the stondard deviation i3 1.2, loth



TABLE 11

Three-Vear VMoving Averace Percentage Changes in the

Honey Stock avd Purehasing Power Perity Price index, 1331 = 1353

{Percentages}

Bate Honey Szock Purchasing Power Date
Parity Price Index

:&:S‘Sﬁmsi& 65‘{'06 50051 3332“’35

133235 Bh,7 | 37,05 133336

133336 55.7 30.47 1334=37

13 %y 15.9 =Gl $335-38

133538 k.G . =23.29 1336-39
1336-39 10,0 =20,57 1337=40
§337=k0 2h. 8 13.31 §338<43
§ 3381 37.8 25,16 1339-42
133%<h2 BY .5 46,50 134043
i 30003 80,8 Lh5.36 13h)<bils
EECT R 72.8 57.34 34245
13b2it8 | o3 26,83 13431
§343-56 16.6 5.37 13khi-l7
13ldsele 61 5.28 134548
13haab8 15.5 22.55 1346-49
$3h6-h0 30,1 25.80 1347-50
1347=50 3k 17,77 334851
e 28,70 20, 64 Average
Standard Deviaiion 26,87 23.76 Standsrd lewistion
£

4«



Honay Stock = 1331-36 from Ministry of Planning, Surveys of
DT&3W€$5$ 1958 1959 and 1962-6L (Kabul: Ministry of Plasning,
1958, 1959 and Eﬁuﬁﬁj Tabie Money 7-~30, Volume 15 Table 47,
p. 186, Yolume IV; Table A=7, p, 106, respectively,

134780 from international Financiail Statfstics:

1972 Supniement, pu. 228-29 and International Financial
5t statistics, 26 (6), June 1973, pp. 4O-b1,

Purchasing Powsr Parity Price indesm - M.J, Fry, Has Vsloclty
in ﬁ?u%ﬁngs@aﬁ Besn Constang? (Kabul: United States Agency

far imbornagional Development, mimeo, March 1973), Table &,
o ﬂé
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{afs mitiions, Ead of Year Figures)

HEA S Curverty in Hanay Siock Parcentage Perceniage

Clroulation {17} thangs in Ghangs in
Lurrency Money Stock

Trodte
Moo
fody 383
N, 25.0
i N8, 24,0
L3% Bod, 15.6
LG fode 16.3
Gad Badls 15,8
é:éf} Tedo Goa
Ay fodto i
Fiaks Podle 1%
SG0 fofo 57

IR L,
S P e I WS

e

a

<
=3

oty

<
=1

(X 5 ]
2

a

2

8

133 Bl 1,230 o0
13 G 3,338 4.9 10,6
i3 3G o433 ol 0. %
133 193 § 843 20,6 38,0
4% 1 2,308 23.6 26.%
1338 1,760 2,603 9.5 0.9
1596 5, B8 9, 360 7.3 =8,3
1337 i 840 G073 wZ,$ .8
1238 1,885 2,700 1.7 9.2
133% 2, 1ES 2,756 P46 2.1
1350 2. HUF 3,205 25,0 15.3
308 3,158 3,50k 21 .14 22,4
1352 %, B8 b, 396 2%.0 3% .5
1343 2,593 4,906 21,6 20,8
iahk Iy, Bigds b, i 8.8
1345 Ly &t 6,290 wl Iy w20
[RL b 8ok 6,288 3.9 89,0
H LY 5 Ak &, 758 2.0 8.8
1358 6, Hil 7,893 7.3 14,3
$ahg £.532 B 68 £.3 7.3
pasa G, 75 &, 0k 3.8 6.9
1351 5,480 1o, B5i 20,6 20,0
&
2
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fohe GCurvency Pigures For §1315-%329 Incliude wendt cash. it can be
sanined that this was very semll durisg these years.

B, "From Brokerege to Hoticsa! Bank,"
‘{.’ﬁ\ #"’%I’Hs ‘%?% o 2:7533 323""28‘«

2% from batance shest data provided by Da Afghaniston Bank,

rom Minlszry of Plaaning, Smrveyﬁ of Proarass. 1958,
Qéﬁw%ﬁ {Kabul: Ministry of Planning, 1956, 1959 and

iu@ﬂ&mu?ﬁuﬁmwmwiﬁ Table 47, p. 186, Voluse IV,

7,2, 16, respeotivaly.

v
.

1337=51 from Ingernetionel Finencial Statistics: 1972 Suppliement,
pp, P28-79 and internutions) Finansial Statistles, 26 (&), June
P9TE, P “hneat,
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syanderd deviations are extremely high. Tabie Y3 provides a comparison

with iran, Pakisten and Turkey.

The question widch now arlises Ts: who was responsfble Yor this erratic
behavwlonr To the monsy stock?  Elsewhsre, Tt has been showpn that the grester
pary of the fluctuations in chonges in the money sepply are determined by
changes In highepowered m@neyB gfkhﬂ o 23;?0 Furthermore, changss in
public sector debt were Found fo have been gven more volatfle than changes
in high=powerad money, as can be seen in Table 34,  Over the period 1338-51
{1960-73) the average ennual fncrsass in highepowzred money was 11.3 per
cont with & standard deviation of 9,0, Ower the same period the average
annual lpcrease in public sector domestic debt was 18.8 per cent with & stan-

ard deviation of 28.8, The grester variability of changes In public sector
dowestic debu thon in high-powsred money I1s due to compensating changes in
oredit extended by Da Afghanisian Bank to the private sector and chonges in
its Torelgn exchange reserves. Net reductions In foreign @”whaﬁge'reﬁarwes
enabled public sactor domestic debt to fncrease by Afs 3,169m, while high-

powered money only incveased by Afs 5,482m,

Slven thet the Govermment finencial reculirements have always taken precedence

over ai! other conslderations, 1& would avpear that the extraordinarily high

b

Highepowered wongy or the cash base ts defined here as curroany o oirouial
and vauit cash of the commercial banks.

&5
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TAELE b

Armual Chanees In High Powsred Nongy and Pubiie Sector febt
i 2 B AL LA L - AedN

1338-1351
Rate High=-Powered Monay - Public Secticr Debt
: Charoe In Percentane Change in Percentage

afs o . Change AFs m Change
1358 33 V.7 -1l «i,3
1338 767 13.3 842 78.2
iahn 550 2h.2 567 38.8
§ 3k} 63 22.% §.351% 36,3
32 &6 .5 Z,1hk b2.3
1343 654 i5.2 «§, 01 14,0
b aldy %32 «,6 =355 ~5.7
j3hs =34 =1.3 =Fi7 =12,3
1346 s 7.1 1,165 ‘ 23.1
§347 219 b2 =913 =145
13h8 1,256 23.8 3,074 56.%
1359 571 8.6 Lzt 5.0
1350 &b G.9 2,078 23,4
15518 i, 529 5.5 rav 6.5
Average 11.3 13.8
Standard Deviation 8.6 23.8

Source: Internstionsl Financlial Statistlics: 1972 Suvoplement, oo, 22825
and loterpationai Financlal Stavistics, 26 {(6), June 1973,

ue

pp, A=l
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stvcgns wavdations To pubiiy sscior domestic borvowing has been ultimately

anibie for the wariaviiiyy In the money supply, with Da Afghanistan Bank

aitumpiing o and parglaliy sucoseding in dawpening these fluctuations through

private sector credit and rascrve policles,

High variance In the rate of Iafiation, caused by the extreme wolatlliey
of publlc seckor domestic korrowing, has been one factor contributing to
financial stagnation. In addition, ths rate of Inflation ftseif, which can
also be ateributed $o excessive public sector domestic borrowling, has supe
pressed financlal development. Such borrowing can be regarded as o tax on
money holdings since the Inflotion it has created reduced the real value of
money heid., The consequences of this 2ax on one of the most important pro-
ducts of the financial sccior have been succﬁnctiy analysed by Shaw in the

following extract:

Real morey balances can be regarded not merely as wealth from the
standpoint of the money-hoider but as social wealth, deserving a
place on the social bslance sheet with wealth in machines, invenc
tories, structures, natural rezsource endowmengs and human skilis.
A fully monetlzed economic system can extract the highest yield
frem fts productive capacities. incomplete monetlzation constralns
producitivity. Afghanistan {s emong the least monetized of econ~
omies, yet it was public poilcy to tax money more severely than
other forms of wealth. Put another way, It seems that policies
were pursued to ensure that Afghanistan would remain a barter soge
Eef;“fa

Serong emphasis is due on the Interdependence of fiscal snd monetary
policy. A weak flscal effort durfog 1347-1350 (1962~1971) forced
Afghanistan 20 tax money, In the degres that {iscal savings are
reduced by price~level iInflation, the taxation of money can make the
weak flscal effort weaket still, By the end of thls decade, Afghan-
Istan teetered on the edge of a process that would cliose the flow
from bhoth fiscal and financial sources of savings to caplital Forae

ation and ecoromic development,

[S&-. Do f’lﬂ?
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§5s relationship o the Sovernment was wery close Frum
ungil the founding of Da Afghanistan Bank and Tv d§3 z28%) surpriningly

warisus falllng entere

closelty iinked io the Covernment. ip parid
prises of Banhk MIEilie hawve bsen Tolsted off onto the Guverament in Iagisy
28mes, aithousgh the reverse process toohk place In the 1310 {19%0s}.

Persaonnel] pelicies alse hear similarities with the Covermmoeni's in that

great emphasis is placed on security end 1iitle on payment ascording o

merit, Salary scales thewmsalves are nob greaily sbove the Goverameni’s
and agaln senfor svaff benosn the lask of staff at the fower o

middiz tewvels. Not surprisingly, Bank Mitiia®s lending polioy
o vy g g e O v -ss% PO Y GE
masy Qﬂ&&&&&ﬁ af he rhres hHanks,
Pashiany Velaraty Back suffers from wivil service

policies and Bovernment Intervention singe i{ Covernmens bank, yat

n
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TASLE 1

Assets and Llabiiitles of Bank Millie and Pashiany Telaraty Dank 1340 - 1350

{Mililons of Afghanis, End of Year Figures)

1340
ASSETS
Réserves 22¢
Foreign Assets 18
Claims on Private Sector 1,145
UncliassiTied Assets izo
ASSETS = LIABILITIES 1,512
LIABILITIES
gemand Deposits 131
Quasi~Honey Deposits 81
Govarament Deposfiss §69
Capltal Accounis 984
Unclassified Liabillities 92

1341

302
37
i,ik6
146

- 1,631

339
89
205
1,006
=5

1342

L2k
Fh
1,155
[LY

LY AL

108
150
282
§,0%9
i

1343

240
102
b 487
328

2,073

3i9
337
137
§,035
94

1354

286
73
1,638
615

2,612

392
720
106
1,061
332

1345

242
i
1,708
628

2,629

292
660
120
1187
498

1346

406
102
1,765
634

2,907

3}

538
igh
1,203
516

Source: intsroatlonal Financlal Statistics: 1972 Suspiement o, 229,

1347

191
167
1,918
728

3,008

hh3
761
20%
1,264
389

521
169
1,884
598

3,172

sk
690
183
1,283
508

i349

704
200
1,845
573

3,328

b3
913
130
15135
550

1350

515
186
2,477
g52

&, 130

587
1,200
180
1,217
kb




TABLE 16

Banking Ratios of Bank Millfe and Pashtany Tejaraty Bank, 1300 -~ 1351

{Percentages)

1340 134 §3h2 0 1343 i34 1345 1346 1347 1345 1349 1350 1353

Ratic A 25 3 43 41 L7 Lo 43 kg fdy e ih .80
Ratio B 50 48 55 28 23 23 34 ih 38 Ll 26 i
Ratio & 75 76 & &8 b3 bl £3 &ly 54 55 60 Mn.a,

Q .
Ratio A = Total Seposlis
imtai Asszis
Regio B8 = Reseryas
Totai Deposiis
. o
Retie © = Dutstanding Credig

Sources internatlonal Financia! Statistlcs: 1977 Supplement and Internationsi Fieanciel Statlsties,

26 {6}, June 1973,




the two basks.  0F Interest in the latter has bzen the steady increase in

e
=y

the depositfasset ratio, the wildly fluctusting reserve/deposit ratfo and
the spparent deciine §n the credii/asset ratlo, The latter is not too
informative in thet a large proportion of BDank #M3Vile’s loans go to Firms

in which fy hos major equisy fnterests,

There are many similarities betwsen Bank Miliie, Pashiany Tejaraty
Bank and Da Afghanisian Bank, Lending s concentrated fn the forefgn
trade sector, branches are no more than deposit and collection agencies,
efficlency 65 low and, in certaln Government banks, corruption has been
veported. in genszeal, the commercial banks present & soryy picture of

stagration,

67
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Vi Speciaiised Banks

The history of specaaiised banking in A¥ghanistan has been less than
satisfactory. A new perfod, however, started Is 1348 {i370) with the
reconstitution of the former Agriculture ond Cotiage !ndustries Jank Into
the new Agelculiural Devalopment Bank {AgBank) with help from the Vorld
Bank, There are sevaral striking differences between the activities of
the Agr%culturaf Development Bank and the commercial hanks, ‘Bespite the
fect that 3; is a Government Institution, the AgBank has since the beginning
of 1352 {(March 1973) been operating under new persomnel policies which take
somz major departures from the civil service procedures previcusily followed.
Pay scales have been considerably ralsed, the civil #ervice promogion éystem

and titles sholished and an Incentive scheme introduced,

The AgBank also dlffers from the copmercial banks In that it Is exdpanding
rapidiy as can ba sesn from the data in Table 17. These Tigures can also be
compared to those of the Hortgage and funsiruction Bank given in Table 14,
Recently, the AgBank has actively soligired the problematic job of distrib-
uting credit for fértlliser purchases and has devised new ways and meang o

increase ¢he probabiiity of prompt coliection.

The accounting proceduves used by the AgBank dfffer from thase of e

& &
&

commercial banks ond the Morzasge ang fessiraction Bank nof only fn the fac?
b ! s

6§



IABLE 17

Assets and Liabitities of the Aariculzursl Deveiopment Bank, 1350 - 1351

faititons of Afghanis, End of Year Flgures)

1350 1351
ASSETS
LCash and Deposits i18 229
Claims Abroad 24 ig
Pomeztic Loans 91 384
Participations i6 16
inventorfes and Coods in Tramsit &5 56
Other Assets 8 i3
FESETS = LIAQILITEES 322 74y
LIABILETIES
Depoz s i3 156
Loans from Goverament and Da Afghanistan Bank 6 2
Foroigh Lishilities 53 18
Other Liahilligies 32 13
Patd=up Capttal 215 395
Reseryes and Undisgributed Profizs L 23

Source: Accounts Depariment, Agricuitural Development Banic,



TABLE 18

Assets and Liabilities of the iloriqage and Construction Banmk, 1334 - 1350

{Mitlions of Afghanis, End of Year Figuves)

1335 1235 1336 1337 1338 1339 1340 1341 i3h42 1353 1345 §345 1356 1347 1348 13hD 1350

ASSETS

Depostis g L i s 9 8 g 5 ) i9 18 g 22 & 3% 19 2L
toans : 66 62 6B &5 6H2 €3 87 &6 71 68 79 85 87 9%z 50 86 8%
lnvestmenis z z 2 2 2 ; 5 I L ) 5 5 6 s 5 ) &
Qzher Asseis . 29 33 3 35 31 29 3 25 FA: 22 27 23 22 z3 2 20 25
LSSETS = LIABILITIES i 69 §ch 197 sob 102 10b 100 102 133 129 3§22 137 $27 134 133 136
LEABELITIES

Caploat &1 61 &1 6y &1 &t 6] 67 61 B B3 61 61 51 6 65 65
Loan from Pension Fund i3 g g 3 & £ g 0 ¢ 0 g o 0 0 ¢ ¢ G
f.man From :

ta Afchanistan Bank 8 0 0 0 G G 4] & i, b & 3 3 D g 4] o
Dgposibs o { iy ) G 3 f! G 4 G 5 g g 5 5 & [
Orher Lishbiligios 8 28 3 37 37 36 k3 3% 37 48 59 53 68 6% ¢85 63 &6
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that they are nuch sore sscurate and ave audized by external audltors of
international repute, but also In the Important fact that bad debts are
written off. Mo debt in any of the other banks has ever been written off.
This alone results in such distortions os to make the balance sheets and

profit and loss statoments almost meaningless,

The Hortgage and Construction Bank has so reduced the scope of its
actlvities that it Is wirtually defunct., A few small loans to Government

employees are all thet ave now made,

The Indussrlal Development Bank of Afghanistam {1DBA) established after
many years of piaﬁnﬁng-aﬂd megcagatiena Bre 1351 (1973} has just started
oparations and hopes to make s Tirst loans in 1352 {1973). iike the
Agank, the $DBA [c managed by 2 forelon menagsment team funded by the
UNDE with the World Bank as executing agency, Untlhke the AgBank, the
i0BA is @ nrivate corporation with 40 per cent foraelegn participation, 3Jank
Millie, Pashteny Telaraty Bank and the Chamber of Commerce hold another 40
per cent of vhe squlity. o relation to the equity capital of Afs 240 miltlion,
the I1BBA i3 o ?ﬁceiﬁe an snormous subsidy from the Goverament in the form
of an Afs 550 miition loan at 2 per cent interest with repavment over
25 yesrs, which Includes a 10-year grace period, frem Da Afghanistan
Bank, The World Sank, Shyough 104, has providad a § 2 wmilifen

joen o the tovermment with 2 S50=year term, (0-vear grace meviod,



ot a sefvles chargs only of whyge-quariers of a per cent on the amount
sutstandine. The Sovarament, in furs, §s to extend forsign exchange.

ro the IDBA af rotes of 5% and T per cen?, the former for relending at
8 per cent go smadlescal Tives, t.e. Tlems with l2ss than $100,000
warth of equipmont, the fatiter ot 0 por cent 1o other borrowers, The
forelgn exchangs comvarsion risk §s in botk cases borre by the borrower,
Lending polfay iz tikely 1o ba conseryative, The expected raturn on
InaA capital 1o the short eun s 12-18 per conz. The snomalous effect

of ¢he spread of interest vates and returns In teyms of fncome distri-

bution has hqam notad by Shaws

1¢ ihe 10BR achiewes a porifoifo equa? ﬁnSy to funds
TR r@ﬁ&iiﬁa and psrns upon them, sfuer atlowlng for
5, a return of 7 per cent, the vizld o at@ckﬁo?dars
xeewnd 18 por cont. Thet §s bardly comsarable with the
yémz“ ee tampayess af 2 por cent on Ba Afghenielan Bank’s
?aa@ g the Banl,

58, e, 187
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Vit Proplews of Bame ber

SRR PV MR e

Not oniy has the volume of credit measered at constant prices which
has besn recelvad by the private sector deciinedconsiderably over the past
sacade, bui the varlety of loans hes also contracted., Because of difficul-
tigs exporianced by the banks in collecting lcans on maturity, the types of
cufistersl which ara now acceptable against secured loans have been reduced.
The difficuizies in collecting debts have been mentioned in several publi-

cations:

wws The banks are réluctent to widen their range of borrowers
or o exisnd credit facllities to Industry and agriculture,
awing to inadgguate protacilon under existing laws.

£ 80y e iﬂﬁmf

Since the rights, duties and obligations of both borrower
and lender ave not clesrly definad by law, nelther commerclal
bankers as Tanders nor the private sector as borrowsrs can
be axpected fo Fully mobilize the credit resources of the
coustry to agcelerate economlic development.

bk op, 197

E'iu, fack of suitable laws as for example a clivii code, credit

sfsmy iaws, & general banking Yaw and the inexperienced

iniverative staff of the banks as well as that of the

Yorent commercial courts makes it dﬁfﬂcu‘lt for the banks
vronote fhe lzading business ..o

w 253, p. 8.7
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coo tha Banking institutions have not been successful in
diszributing and collecting Joans ...0.. The Fallure of the
banking system In the distribution and colisction of loans
is mostly due o podr management, untrustworthiness of
borrowers and the use of bank eredit for consumption and
nonesroduciive purposes.

{i §+'S » Do 313-«»‘;

The three recurring problems which emerge from reports and interviews

with the menagers of oredit départments fn all the banks are:

A Legai
8 Management

L Political

The Yegal sroblams appear to arise Trom the Influence owners continue
te held over tha disposal of thelr collateral, slow and ipefficient court
progedures . the political and social Infiuence of the borrower, incompetent
court officals and cosruption, Management problems arise from {nadequate
training In audit and Inspection procedures for bank employecs, nepotism in
promotion and Incompztence in both branch snd head offices. Similar defects
Yo the borrowing Institutions themselves and $n the customs houses compound
shese difficuliles, Political Influence has been sxerted on state-owned

financial institutions to extend specific loaws.

istorles of the specialised Govermnment-owned banks well filustrate

tne problems of fuszitutional fending In Afghanistan. One of the major

' v
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probioes Cad beon pottponement of interest and fasteiment payments., The
denirlal Cregit Fund was established at the beginnlng of 1336 (1957) with
a canitsl af Afs 205m. By the end of fis first year It had lent out almost
21l fys funds and thareafter “ceased Io cporate to all intents and purposes”
5 §3$ %, éaw}e The Fund was later wound-up when It bacame evident that
oors wotid pover be repald,  The same fate has befallen ali the other

suacialised benks, The Agricultural and Cottege Industries Bank established

aral Bank continued glving loans tiil the end of
many of these loans were not utilized in productive
and 25 the bank could not recover the major part of

: & and interest of six percent, at last it decided to
zloss ths chapter of glving loans.
£y, po 124

The paculiar problem faced by the Agriculitural Bank in taking land

rltins as securbty 3s illustrated in the follewing passage on lending by

in most coses the ordinary nomad today owns no land, but on the
ather hand often tokes 1t on the so-called gerawl terms. This
means that, agalnst @ once-for-all payment in the shape of 2
jaan, the nomad tokes a definite area of land as security. Ald
rights te the land belong to the lender, and as he neither can
o wil) cuyltivate §t, this Is jeft to an Hazara on ordinary
caunnt conditions,  1f lslamic law is followed, the borrower

aemar cwner of the ground) must not be employed as tenant.
33/
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Thug, tand can only be gfven as mortgage if €t {s then farmed by soweone

oibher than the owaer.,

The AgBank and the Mortgage and Construction Bank have turned to the
Government to supsor: collestion. Until recently, the AgBenk's lending
sotivitles were confined o tractor énd wat@} pump lcans to large farmars.
it is however, atiempiing to extend activities, It wilil be distributing
cradls to groups of farmpes for fertiliser purchases In 1352 {1973) and is
pianning to lend &o.$ma§§.$afmerg under & system of supervised credit in
the near futwre, o this, It 1s seeking assistance for supervision from
Government axtension sarvices, PACCA, the Helmand-Arghandab Valley Authority

{(HAYAY and the cottow companies.

The main problems faced by the AgBank In fts lending activities ara

st gleenzd from two veporgs of the AgBank ftself:

ip Existine Problems Faced by the AgBank

A Problems Belated go the Distriburion of Credit

The Agbank in following general principles of banking and fts own
regulations does not extend loans &0 borrowers who camnot mest certaln

reau! renents.  As security, the AgBank has accepted the following ftems:

76



] ?gé na

fmogyabln preperty (land, shops, bouses, etc.); movable property such

o
3

as sgrfcuiturs) producis, including animal products, merchandise and bonds:
and guarantess from financial institutions and agro-business firms. To
safagquard 188 foans, the Aglenk has generally reouived (mmovable property

e sesurity for medium and long-term loans,

thae svowision of such security s still based on Government regulations
concerning gusrantees which were prepared by the Hinistry of Finance and
ratified by the Cablinet., To mortgege lond, the owner swears In the prasence
of two witnesses la & cowrt of jaw {mabkomaeg~wasayeq) that he s placing &
perticeisr pless of bis Jand undeyr morigage agalwnst the loan which Is being
provided by the Bank, Un default, the Bank has the right to sell the

mertgnged property without recourse to further judicial procedures.

in praciice, a number of defeces in this svstem does not encourage

banks to zceepi sush security {wasical for the following reasons:

I Stace the cadastral survey has not been completed, the actual
size and nature of the securley is uncartain.

Z locorrect lond registration results o uncertainty as to whether
the possassor of ¢he ¢itle Is in fact the cwner of the Yand.

3 The veriety of custonary rights in different parts of the country

over water vse {hagaba) which s a major facter in determining

17
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i value of ths sroperty adds o the upssriainty of the

Yarious standards of weesurement {tuldon rajz, pelial,
guits, ste,} furiher add to the problem.

Finaliy, legal sromisgory notss do aot conform to the Bank's
regul remants.  Unelear handwriting of court officlels can

pasi iy prevent the dosumont From beisg offfclatly aceepied.

B opiifisgities In Setsling boun Contracts

CRTIENCTR T

Loars are extonded fo sccordanes with the conditions Yald oust in
the sontracst which a¥isr the provision of adaguate sscurity fs
signemd by both porties, The coniract sets cud the eights eand

duties of both sides. The CTommersial Law estebiishes thet dispuies

iy

u‘i

ariglug from such sontracts should be taken o the cosmercial courts,
Howswer, a3 a resusle of varicus problams such as the nos-atiendance

Chorrowers o the bask’s atloreey. f:;ﬁ-w%mf“m have not besn ragie
sgered In the cowrts, This, of course, creates additional probloms.
The sheence of cownarcial coures In many parts of the countyy in

any cote makes reglstration of rm%ms&ﬁ Tapossiblie.

Reglstration departments (wasseveq) creste obsiacles preventing

gpeady reglstration,
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Although the borrowsr vasts the right o seil his security with the
bank and hkis naighbours promise to buy the lond in the cese of defauly,

W

tha bank s oftan wnebie o seii the socurity becausae:

K

ba buy the land through

el

The fnhablzanys of the Hserlar refuie
Feay or compassion.

2 The Tmeediste neighbours are wot In 2 position Tinancially w
buy the land or they alse want o belp the borrowaer.

The judicis? authorities will not transfer the seourisy to the

S
LS

Bank without the consant of the borrower, Even 1€ 11 is traage
farved to the hank, the bank will not be eble to menage the

groperty: the estoblishnent of a managepent teaw s oo costiy.

e

L Losn collectlon i3 ancther area in which the bank doss not
mossess any suthority and at preseei $his §5 undertaken by Gevern-

ment agencies.,  This has created meny additionsi gproblems.

i Borrcwere® BIFFlculiiay .

in the absenve of cooperatives, land titles and other securities, 2

farge awsber of faomers ave deprived of receiving agriculturs? losns,  Bvew

Tl
"

erars whil lond 23¢ias who want to bovsow are Faoagd of b severs I FFleoulities

S
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Probiems Heoerding Security For Hedlus-Tern [oang

Sadiunetermm iosns are genarally givan to Tarmers 1o help them bu
a3

frondfate neade such as lmproved seeds, foreiliser, chemfcels te cambat
J .

in these coses, femovable property Is held as security.

in this Instance, the AgBank faces the following d¥Fflculties:
Preparation and distribution of credit ?avlénﬁﬁvsduaB farmars
pussibly oxceeding & miillon In numbser Iz s major problem,
Granting loans to formers against 2halr agriculiural and
anfmal products Is not problem-froe, hoth because the coopere
ative systen iz n&t-mmwmxzand also because the marketing
system has not beon developed, except Tor a few ftems such

2s sugar beet and cotton, Otherwisze the sele of agriculturs!

produsits is noy controiled and the collectlon of loans {s
difficult.

Preparation of promissory motes for mertgsges for shori~term
louns and also registration of the contracts relsted to these
loans i the coomercisl courts create some problems fo ghag
they mabe the d%s%r%%ué%@ﬁ of joens, which sre Increasing day

LA

by day, fmpossible, Jo pearticular, Ferviliser wiili be nsoded

cys, swall zocls, anlmals and to help tham fmprove thelr marketing.



by over helf a miilion farmers In the nexi seasson, Although
the Afghan Fert]iiser Company has bessn established 1o satisfy
the neads of farmers, thers zre not enough storshouses throughe
out the country and therefore fertiliser cemmot Be disiributes
tor wtl the Tormers.' |

jﬁ.‘“’zﬂ‘ Q'QQ 3 e EZMT?

3.2 Zanuritles
A% prasent, the only utllized form of security is morigege on land,
tand securlity is o3 eablished through a legal act underteken In the courts.
A& mortgege on laad can be glven only by a landowner. The Bank alzo sccepts
fand moriouge of o person other then the burrower, The procedure frvoived
in getting & land mortgsge conflemed by the court §s tine-consuming and
troublesome,  From the security dociment finglly Issued by the court on th
basis of the "Usbala', which does 59& show the actual status of ownership,

AgBank cannet be certsin that the fand morigege obialined will be a valld

guarantase, from which progecution can be started without any d8Fficuity.

¢ iz the desire of AgBank that steps should be taken to simpiify the
feus] documents and procedures fnvolved In osder to glve Further encouras™

ment t9 ¢he fermers and to eneble AgBank expend $is loan activitlex,
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if the forosny dogs noi pay the loan when It falds due the Bank’s only

k4

remady i the weesibiiisy of eolliing the smoviasosd lead. Under the orasont
¥ = ER R E;

©

securily sysiem the sale of lend mot only Invelves teysl problems but aise

£

probizas in the prectical aspezete of the sele. Since the securfty I bosad

an the signatures of nelghbouring lendowners, who have to state thay they
would he witlibng 2o purchave the land In the cese of prosesution, ihis
norma ity results In the nelighbours! refusing to comply, clalming they have

no cesh evallsble, that they maintelin a good relationship with the present

fandowmer and thevefors do not want f0 take away his Yand, and that in casgs

where o nelgbbowr signed %he ‘tgage and hes since died, kls helrs are nog
willing &0 PulfiiY the m@!ﬁ s ogresd o by the deceased. §F I¢ astus
comas o 2 sele 13 §s siso very diFficule for an outsider o buy the ITaod

25 he wiil Tecs difficulties In the Future with the nsighbours. The AgBa

[

already exizsting ones,

v

=
&

For these regsons ooy Bank losns have bgen lang overdus. gire are

wany nases avalleble In the Bsnk as proof,

Sanerally, besides lend, formers do nof hove anyihing else - such as
shnrss In companies, governmantal bonds, warehouse raecelpls for gsonds placed
fn government woarehouses, gusrantess abialtned feowm other banks, or other

movaila nro « of grost eaough wolue 2o serve as securivy Tor AgBanb.

i wdafolon o the 407 culties arfsing from ¢he logsl provedures in obtainl

74

o

By

mk g

zaking ovsr the land under the present system would add more probioms o ithe

3\
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jend seoerizios, the sciusl number of landowners in @ position to abiain
theses securities on fand ¥s very Bimlead, the renson being that only a
minority of losndmemers has the land sctually reglisterad in thelr names and
afore oan produse land tieles.  in mamy cases, the Yand belongs to
gavera) meubers of a Famlly who beve inherited the land from thelr father,

1t would toke the consent of 2!l the

grandfathar, et in such cages,
famidy o puf the and under morigese. As experience has shown, this is

&
)

also wary difficuld.

o
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L3l Shorteterm Loans

%

The solisction rate of shorteterm credits disbursed to cotton
sompanics, the PACCA Cooperative, a2nd to agroebusiness enterprises

with rates botween 90 and 100 per cent §s satisfactory. The

i3

o

I
e

Section rates For oredies exyended for ?&?tiiéserg however, are
not st @il satlsfactory., For the dishursements of 31350, which
were due on Rizan ¥, 1381 up to Hoot 28, 1351, the aversge vrate

of coliection was &3 per cent in the whole country, with variations
fyom I8 per cont In Kabul Province to 100 per cant {n Bamyen,

The reasor for o

sk poor resule I the fect that not encugh efforts

o oot lect lwve hesn mode and wore prassure showld come Trom the RGA,

S
33
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2LAY Maame and Lono-ierm Lopss

a

stion pates of AgBank of fndivideal loans ers also not

vtk Firse ning months of 1351, for 5ns€ance9 the
racovery rute of medbaneterm ioans falien due In thet period was

7o per cent.  The Jowrs ret solliected when thoy Fell due are

- -

srangFerred o the category of “loons owerdug’ where the colisction
rabe is oven fowsr.,  The JdIFffculties AgBank g having with th

sveten of secwitior as dusevibed abowe result In farmers hnowing

suncbiy thai srasecpiion on land mortgages Is more or less frufeliess

hdgieionaily, 1t §3 widely huown that the Sovernmeny

nat tule & strong §3s§iumn Tne the collgetion of fertitiser

seadit, This seturally tes sideraffects oa Aglank®s collections M

2 hortgage and Donsiraction Bank, sstabhlished as the lonstruction Bank

rananed the Morteage and Lonsiruction Bank In 133% {igsh),

period of scelvity smongst the speclaiised banks, Hows

avnr, sparations Beve besn severely contracted from @ wids range of medioe

s bovg-term tending opsrations ¥or privete bousing, hotels, cinemss, efc.,

et in the constroution business o o smell volume of loans to
b S8 avess only For o period of flve vesrs 9t 8 rate of Intersat
i that bad dabis will be recognizsed in the

§
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pear future and the Bank reorgonised on the ssme lines as the Agricultural

P 25 &y epo
Bank was Tw 13585 {1970},

Varfous alizupis gt debl collection have been made by the Mortgage and
Construction Rank bug so Tar without success. The Bank recelved iittle
help From the Minltsgry of the interlor which merely Essue& SUMYRONSES ON
dafaulters bur did wot Teclilitate the saie of the property. The resuli weg
that borrowsrs 4id not bothar to repay thelr debts.  in 1348 (1969}, the
Supramne Councii of the Dank determined to take action by writing to all the
dufaulters demandling repayment w?th&n a month, Non~compliance would resuls
i sefeure and sale of thelr proparty by the Law Department of Kabul Province.
Furthermors, ths founcii decided to hire o lawyer for a specific-period.
Bafauiting borrowers were informed of these decisions but ne other action

wis taken and the probiem remsingd unchanged [ 48 /7,

in the Aneual Repert of 1349 {1973), the problem of defauliing borrewers
was sgaln hrought to the attention of the sharehoiders. The compounded
Interest on many losns had reached o ltevel at which the debt exceaded the
vé%u@ of the awrtgaced property, Whan sales had been aitemptad third porties
cialmad an fnterest o the property and so prevented the sales. A further
problem was crested In 1369 (1970) when the Cabinet approvad & motion pro-
Bibletos the Sank From holding the 3ftles (gabala) of mortgagsd property.

tho Henlk had not Insistad on insurence belng taken out On morte

gaged proparty.  When unissured wmortgaged gproperty had been destroved,

;



Agaln Bn the Annun’

paid to colisugion probloss

and Communicakions had cuowd Y dersd the Sari%: oreblems snd had d¥rectes g

to force the sale of mor impediately.  Two reprasenteiiyss

from the Bank were assizswl jo wieh with the Collectlion Depevivent of ghe

Minfstry of the interfor. fatter hod been Insgructed &o collect the
Bank’s outstandinding lewn: by Lsbinoy Decrse 9562 which recelvad the ko

Assent In Jauza 1385 {Hovliose 1808}, 1% had code no steps o sarsy aunt

these instructions and sove sablipedey 22 %o the intention of ihe facres

wieh regard to the respo- {0V i3ey tor sale oppeasved o exisi. Tho Faritae-
ment ary Coami tiee again <firouiasd the Gonk o make the appropiisnis salas

tgself, The Bank appualed o i Binister of Finonce and there the matvar

rests with no one wishing oo tpsome cosponsibiiiey for debt colisction

The commercial banks

En partjoculay, Pashtamy ?§§F-<~ §

faces a serious Mquldisy prabion sad Is recognised to ke In g difficuly

1

position as & result of tho lavge nucher of jozn defaulss, The one privete

bank, Bank Mitile, pursuss very covtlous Terdiag poifcls 5 ns oupanded
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¢ the pase twenty years.

funds ars used to finance Igs

1308, as seen by the banking

coanryvatism and bankruntoy.

aase historles of sroblematic

i+ sicments are outlined helow,

znuisting of shaves in a

savallery or real estate

3 satended In 2 few cases,

5 zre extended as a result

5 Frai B cranounts bills of anchange
g IELOTECS . §¥ art Hlcences can he wiihe
-? ?;:{' F.v 3 [

After negotfatios

Frasiia : aourity,
= ALFETove
N e 1

Apart

g7



o3
i

the pecessary documants

Unfarsunately, muzvws alosren s

fvss been poosible on sogss he judicions dlssedbution

Where goods are haid ug

of relatively smald suws of

.

thot no fixed poriad is

5% customs bousas, BWwers i

snecifled o amy Yow oo =1 witleh they heccme the

sroperey of the bunk, seiptions enlst conssrning
Tosng fOF mpoYis,
o iny harvowsr still appgars to
i P nin eollaterat. Thuz, he way
wisny that o minh Eusa Rp oo wad From znd even on the timing
g oanta, ety Yo < has discontinued
Com o Formpr prescine of Yool oo 0 r geld and jesetlery.  here

Fare fus sobiore or oo Laiiavisation Indieating the
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Goembay foy

borrowe s, Thesa

Fosn cepaymant in

are anparently no clear provisions for sefsurve of propervy or on-

propelation of collaveral o the defsult of & baorrower,

B in the Tow Instances whers a

can agalin be Influsnced dheough the

pressure or political Influence.  Thwe banks beve gunerally oot

received sotisfaction from tha courss,

18 gannct, however, be concluded thak all rhe greliess o0 baotding arice
o g : ]

Banks thams saffer Trom inaces

.
2.,
fovure kiz

proparty;  lack of swpertise offen rosdlies In Tinence bolisg ovawlded uninoe

ingly for higher risk foraian de;
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Law For securing bhank loans

Begistration O{fica for legal registration of ali bank loans
Special court for anforcing repayment of bank loans

Leas! wrovisjons for chattel mortgage

Legal provislons for Hien on crops

tegal provislons for Yoanz againse latters of credit
Cadaseral survyey

&agéi provisions for all fimancial Instruments

3,

Betalied regulation concerning the abzolute vights over and
avtomatic fransfer of cwnership of collateral

Setalbad reguiations concarning expropriation of property
on default

Lagel provisions Tor real estate movigage

Spechfivation of responsibiiities of customs officials to

retease Smaovis under baak security only agalnst sl necessary

Eo]

documents and & tine period after which goods become the
property of fhe bank
Spaci Fication of how loans for barter fmporis shouid be secured

fetaiied regulztions concerning repayment of loans for exporgs

&

Detadtsd regulations concerning loan vepayment fn cases of
pankrupiey
Bezal bed reguliations obliging courts o selze property tn casss

£ o Eaman? g
of sstauit
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The present Commercial Law enacted in 1334 {1955} contaﬁns.provistons
on negotlable insiruments, securlty interests, etc. The Law ftself is
defective in 2 number of Important respects. For example, the use of
chequas has not developed because there are no penalties specified for
writing a cheque agolnst Insufficlent funds. However, the baéic provisions
for ﬁago&iéhii§&y exist, yet no negotfable instruments circulate in Afghan-
istan. The reason for this §s simply that virtually no one knows the
Commercial Law < certainiy no one working tn and with the commerclal courts,
There, cases are decided on elementary principles of falrness, Shariat law
and the whims of the judge. No one in the Government, the judiciary or the
lega? profession understands, for example, that the key to negotiabiiity
lies in the provisfon that a transferse of an Instrument can receive better
rights than his transferor. Te illustrate this, the Minlstry of Finance
has recently declded o take a foreign exchange dealer to court In & case of
disputed payment. The deaiér is baing involved solely because he cashed an
endorsed cheque by which the payment was made. This alsc §llustrates the

point that more thaa just a change Ia the law Is required.

4
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Non-Bank Financial instltutions

Little space need be devoted to Afghanistan’s non-bank financial
institutions since the size of thelr operations Is Inslignificant. it s
surprising, bowever, to find both insurance and cooperative activities so
allen in a trading and agriculiturally based economy. Gross Insurance premiums
totalling under Afs 150m 8n 1350 {1971}, as can be seen In Table 19, are smell
in comparison to a money stock of Afs &,759m and an estimated GNP of Afs 83, Lhom
for the same vear Z“ﬁ59 Estimate C, Table 6, p. ZQ;?a The ratio of Insurance
premiums 2o GNP of under 0.2 per cent can be compared with ratios for 4
developed countries shown In Table 20 below, fnsurance business, iike bank

business, s not solicited in Afghanisten,

In terms of Investible funds, insurance suppliles almost nothing. Helther
of the agencies makes any Investments §n Afghanistan and the Afghar Insurance
Company holds most of its funds abroad, it has, however, an equity interest
of about Afs Im in the CAM {Coca-Cola) Company of Afghanistan and a nominal
holding In the inter-Continenta! Hotel., The main problem of iavesting in
Afghanistan Is agaln the lack of security. The Afghan Insurance Company
appavently had a major task in persuvading the CAM Company to take out fire

insurance on fts plant.



insthrunion

Afghon fnsurangs
Lampany

Commercial Union
Steriing Goneral

fngosstraith

Gross insurance Premiums 1343 - 1350

TABLE 19

1343

i3

fioBa

{#iiifons of Afghanis)

1354

Ned,s

1345

fed,

1346

Dod@le

1347

34

fl.&,

1348

50

Sources laformation provided by ecach Insurance Instltution

1349

63

1350

to7
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IABLE 20

urence Premiums as a Psrcentage of Gross

Natlonal Product in Fourteen Developed Countries, 1971

Sourcs?

{Parcentages)

United States
Austraiia
New Zealond
Britaln
Hotland
Switzeriand
anads

5, Africa
Germany
Japan
ireland
Danmark
Sweden
Frantce
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The Eoonomist, "Cinderella of the City: Insurance
1973 - A Survey," The Economisg, 9 June 1973, p. 28,

S
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The tack of Interest in and understanding of insurance 1s almost patho-
togical In Afghanistan. P?ope?tfg vhether own&rééccupﬁed or rentad out,
is virteally all unfnsured and few wehiclie owners take out any cover. it
is surprising to ?&n& entrepreneurs, sophisticated In many other aépec%s of
business, tuially uninfermeé when §¢ comes o insurance. Marine Insurance;
which accounts for by far the largest proportion, ¥s taken out grudgingly at
the banks® insistance before euport of fmport loans cen be recelved. As

Trosper concludes:

i¥ there is adequate competition among the Inswrors in a particular
community or country, the insurance companies wili hire and train
salesmen who themseives will do the Job of educating the putential
fnsurance buyer,

£ 58, po 65/

The Pension Fund recelves shout 43 per cent of éts annual Income From
payments made by civil servents in the form of 3 per cent of thelr salaries,
the first months salaey increment after promotion and any deductlons From
sajaries for absence, etc. The remalaing 57 per cent comes in the form é?
an annual alliccation by the Government. Given that investwent policy is
non=profit seeking, 8.9, equity holdings in the Afghan insurance Company,
the MNortgage end Consivuction Bank, Pashiany Yéjara&v Bank and other Govern=
ment enterprises, 1¢ can hardly be consideraed aw.at&ractﬁve savings cutiet
1o clvil servante, even with the 57 per cent direct Bovernment contribution,

The return of serkeps 6 ser cent in the inflationary envirem=nt of the past

.qb/



w?

-

.:.93.9

two decades implies that the return to civil servants Is low In real terms

despite the Govermment?s contribution,

The Baghlan and Kohdaman cooperatives are small pilot projects (covefing

just over 1,000 farmers at present) designed to be models, if successful,

for Government agricultural cooperative projects at a later date. The
success of the experiment so far has been due to the fact that it takes the
form of an "integrated operation supply!ng'crediﬁg technical assistance and
marketing advice” [ 53, p. Ev;?;' The overall internal rate of return on
efforts to improve vine yields has been around 33 per cent. Credit for a
stzable part of the necessary investment has been supplied by the AgBank at

an Interest rate of 10 per cent.

Desplte favourable results, the possible extension of an agriculiural
cooperative movement Is probably rather a long way off.,  PACCA has encountere’

serfous Empgdﬁments in working both with the farmers and the Government, The

irtroduction of cooperatives throughout Afghanistan will require not only a

far greater commitment than previous Governments have shown In this fleld but
also a bulld-up of well~trained and highly motivated extension agents before
any programme of this kind could be launched., Hopafulily, thts‘wiii ba an

area of particular conpcern to the new Republican Goverament.
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% fonclusion

The plcture of Afghanistan’s financial fnstitutions presented above
is nog one which cen be viewed with complacency. Three forces have
combined o provant the devslopment of a sound, efficlent financial sector,
uaﬁe?yﬁ the external envlronment, the Bovernment and the hankers themselves,
The exée?aéi envl ronment has heen.unfaVOurahie to financial development
because of the absenca of commerclal Taws, business ethics, wealth, etc,,
and the existence of a s¢vong religious antagonism 20 interest. The
Government has crezted an unfavourable envirosment by its inflationary
and highly variable demands on the financial sector In the form of public
sector domestle borrowing requlvements. The bankers have done litile to
devslop an efficient banking system throuvgh tralning programmes; etc.,
but have sustalned Instead uncompetitive market conditions by means of an

tateriocking network of cwnsrship and contrail.

Tawa%ds ghe end of 135t {1973), & Financial Baﬁa&apmen& Committee
was estabkliished in the Ministry of Finance, it was'géwen g wide brief
to propare and implemens a programme of Tinencial development and reform.
The most urgent measures were pinpolinted; they included baniing legis=

Tation and revision of the commercial law, training widdle and ltower level

q]
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baer so wnswecesstul in this §@Eagé tesk, It is all the move faperative
that §% now be undortalen by Afohanistan’®s Financial system. With con-
corted effort to remove the constralnts and o prowete financial develcp
mgint, suononic devsiopment can move forward rapbdiy on on expandlng supply

of finance, VWithout thiy, the Afchan sconomy is llkely to be cuntined o

Inflationsry stegnation,
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