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I. The Real Sector 

1. Overall economic - a c t i v i t y  

The economy of  Afghanistan is predominantly  agrarian; the rrt3riCllltWal 
sector is estimated  to  account  for more than 50 per cent of w s s  domestic 
product  and t o  provide employwnt t o  about three quarters of the labor 
force. The indus t r i a l   s ec to r   ( i nc lud ing   mufac tu r ine  and  mining) i s  of 
limited size and is believed  to  account  for only about 10 per cent Of t O t a  
value-added. The menufacturing  subsector i s  mainly engaged. i n  processinG 
domestically produced agr icu l tura l  raw materials , and major i ndus t r i a l  
enterpr ises  are predominantly state. owned, although a rlumber of pr iva te ly  
owneci manufacturing firms have been established since the  adoption i l l  
1967 Of the Foreign and Donestic  Private  fnvestlnent h~f. Exploitation Of 
natural  cas is of considerable economic importance as the proceeds of 
natural   gas   exports   to  the U.S.S.R. are a major source of budget  revenue 
and foreign  receipts.  In  t h e  services  sector,  a l&r@ proportion  of 
value-added  derives from the  t ransportat ion and  raarketinc of w r i c u l t u r a l  
produce. 

Analysis  of  overall   trends  in the Afghan economy i s  hampered by the  
lack  of  national income accounts.  Although  substantial  investments  in 
infrastructure  have  been  undertaken,  Afghanistan's  trend rate of eCOnOIniC 
mowth appears t o  have  reuained  relatively  slow  over t h e  recent past, 
Primarily as a result of only modest increases   in   agr icu l tura l   ou tput  and 
limited  investment i n  manufacturing fac i l i t i es .   F luc tua t ions   in   agr icu l tura l  
Output have been the main factor  explaining  year t o  year changes i n  the  
Wwegate real  growth rate. Agricultural  output , and consequently  aggregate 
grovth,  declined  in 1970/71.- 1/ and 1971/72 as the  result of widespread 
drought  conditions. With the  return of more favorable  weather i n  the 
following  tvo  years, a strong rebound i n  agricultural production led t o  
an increase   in   the   overa l l  growth rate t o  an estimted 7-8 per cent.  During 
1974/75 and 1375/76 the ersvth of gross dome3tic  product  approximated 
3-4 per cent   ref lect ing mainly normal expansion rates in t he  agricultural 
sector. 

0 

2. Agriculture 

The p r inc ipa l   ac t iv i t i e s   i n  t h e  agr icu l tura l   sec tor  are wheat grotdng 
and  animal husbacdry. Production of' foodgrains  uti l izes  about 90 per cent 
O f  the  total cul t ivable  area, v i th  vheat  alone  accounting for approximately 
60 per  cent.  Cultivation  of  various  cash  crops , including  cotton,  sugar 
beet,  f r u i t s  and nuts,  has been  encouraged by t h e  Government due t o  their  
importance as a source of foreign exchange earnings ; i n  1375/?6, e-uports 
of fruits, nuts and cotton  accounted for  a b u t  45 per cent of t o t a l  cxooPt 
earnings. The livestock  subsector,  mainlv sheep ra i s ing ,  c:ives employment 
t o  about 15-20 per cent of the population and provides same major exports 
as well as raw materials fo r  the  haudicraft   industry.  
"- -.- " - - " ". 

1 / llrm. year er&d &ch 20-.- "" - - 
" "- "- "".-."- 
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Fluctuations  in  agricultural   productjon have been sizable i n  recent 
years and reflect  continued heeqr dependence on weather conditione, This 
was dramatical ly   i l lustrated i n  the  1370/71-1971/72 period when productiou 
of nost crops,   but  particularly wheat, fell sharply as a r e su l t  of 
inadequate  rainfall.  I n  1972/73,  favorable weather conditions  led t o  8 
steep ;&OvCrY i n  the agricultural sec tor ,  and i n  t h e  following  year, 
record output. l eve ls  for several crops were achieved  (Table 1 below) In 
p a r t ,  the  sharp po t r th   i n  agricultural output  reflected the impact of 8 
substantial   expansion  in  the governmeut-sponsored d is t r ibu t ion  of fertilizer. 
!..lost f e r t i i i z e r  consumption has been used t o   i nc rease  wheat and cotton 
y ie lds  * p a r t i a l l y  accountinp: f o r  the recent  production  gains  for these 
crops. AlthouBh agricultural   production remained at a high level in 
1974/75, someuhat less favorable   precipi ta t ion  than  in  t h e  immediately 
preceding  year resulted i n  some f a l t e r i n g  of t he   ag r i cu l tu ra l   r a t e  of 
growth.  Cotton  output, however, increased  substant ia l ly   due,   in  larce part, 
t o  enhanced pr ice   incent ives;   effect ive ,/{arch 1974, t he  government- 
established producer price for first grade cotton was increased from Af 13 
t o  Af 15 per ki lo .  During  1975/76 precipi ta t ion vas sa t i s fac tory ,  and 
fe r t i l i zer  usage  increased further from about 62,000 tons i n  1974/75 t o  an 
estimated level  of  over 70,000 tons last year,  As a result, the  r e l a t ive ly  
high l eve l   o f  agricultural output vas sustained: t he  wheat crop was 
suf f ic ien t ly  large to permit t h e  country t o  remain essentially self..suf'icimt 
i n  t h i s  commodity, and sugar beet output expa-nded sharply  under the 
ccntinuing  impetus of favorable  producer prices vhich vrere raised by a 
to t a l  of almost 50 per cent i n  1073  and 1974. Hmever, the Government was 
Unable t o  execute i t s  policy of accumulating a buffer vheat stock for the  
Purpose of future  price  stabil ization.  Livestock numbers are now reported 
to have recovered fully from t h e  droupJlt-induced depletion of earlier years. 

Table 1. Estilcated boduction  of  F'rincipal Crops 
(In thousands  of  metric  tons) 

.- Industr ia l  crops 
Cotton (ungimed) 
Sugar beets 
Sugarc am 
Oilseeds 

63 58 108 142 150 
60 66 57 67 105 

28 34 38 40 40 
50 55 58 60 Go 

"" Frui ts  and vecfetables 
Fru i t s  750 820 840 865 880 
Vegetables 650 65 0 680 700 7 30 """""."_ """".""" 

Sources: Central Statist icd Office and idinistry of Agriculture and 
Irrigation. 
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The rate of Erotrth i n  tF,e a ~ r i c u l t u r a l   s e c t o r  has heen modest me;. 
a number of years, i n   p a r t  due t o  t h e  limited employment of modern inputs 
and tcchnolo,g. The use o f   f e r t i l i z e r s ,  improved seeds : pest ic ides  and 
mechanical a ids   t o  expand productivity  has remained a t  r e l a t ive ly  1077 
levels .  ::oreover, in   the  l ivestock  sector ,   techniques of animal huobanLry 
continue t o  be primitive,  aud large losses are occasioned by animal 
diseases inndequate  provision  of  fodder and insuf f ic ien t   p ro tec t ion  
acainst veatlier  exigencies. Given the  lov l eve l   o f   t he  existent a g r i c u l t u r d  
technology, there is considerable  scope for increased  productivity. Over 
past  Plan periods,  tile bulk of government development expenditures has 
been  concentrated on in f r a s t ruc tu rc l   p ro j ec t s   i n  the -reas of t ransportat ion 
and i r r ica t ion .   Par t  of th i s   i n f r a s t ruc tu ra l  development has  talien  place 
v i th in   the  frauewo1.l: of  a nmbcr  of  regional acricultural Vrojects. idajor 
projects  are bsinfr implemented i n   t h e  Ilelmand Valley and in   the   Pa l r t ia ,  
ICunar and Herat  recions.  Typically, these prozrams  include  public 
infrastructure  investments  to  supply feeder roads,   d is t r ibut ion netvorlss 
for  irr igo.t ion and enercf  alonE with the increased  distribution of 
fer t i l ize-  and other modern inputs as vel1 as improved extension  services. 
The primary emphasis of  such projects  i s  on increasing  both  productivity 
and the cultivable  land  area;  moreover, it i s  hoped t h a t  such  programs 
vi11 permit  settlement of hi ther to   landless  farm la lo re r s .  AlIA1ough t o  
a cer ta in   extent   capi ta l   in tensive  infrastructural   proJects  are a 
p r e r e q u i s i t e   f o r   a g r i c u l t u a l  development, t h e  overal l  impact of khese 
projects  on agzregate  agricultural  producticn  has so  f u r  been limited. 
This has mainly resul ted from limited coordination whereby i n i t i a l  
l a rge   inves tments   in   i r r iga t ion   fac i l i t i es  and  road  communications  have 
often  not  been  followed by imestments   in  feeder canals and roads. 
Consequently, fo r   t he   ag r i cu l tu ra l   s ec to r  most of  tile benefi ts  of the  
large  infrastructural   investments of the past ttro  decades remain t o  be 
exploited. 

0 

In  order t o  upgrade the  technology employed by the  general  farn 
population, a nuiDer of 0fficie.l  agencies have t h e  responsibi l i ty  t o  
provide modern inputs and to   impove  sericultural methods.  These  programs 
include the d is t r ibu t ion  of fert i l izers,  improved seeds and pest ic ides ,  
increase6  extension and veterinerary  services and the  establishment of 
model farms. O f  these programs, the  most posi t ive impact  on agr icu l tura l  
output  has k e n   r e a l i z e d  by the f e r t i l i z e r   d i s t r i b u t i o n  program. Almost 
all f e r t i l i z e r  dis t r ibuted t o  farmers i s  sold on credit  by t h e  Afghan 
F e r t i l i z e r  Company  (AFC) vith credit  provided by the Agricvltural  
Development Ea&. of Afzhanistan.  Distribution  takes  place  through  authorized 
r e t a i l e r s  and also  throuch  the  cotton  ginninc and sugar processing companies. 
Although the  range of other  agricn3t.rlra.l j.mp1uvcmen-t: program i s  extensive, 
t he i r   qua l i t y  has been  constrained by the   l imi ted  human and f inanc ia l  
resources  avaiiable  to  the  relevant government agencies. 

An important  policv  objective of the Bqmblican C-overnment of 
Afphanistan i s  tile  implementation  of a land reform program, for  vhich 
detailed proposals were announced i n  !wC;ust 1975. A unit   within the  Xinistry 
of Finance vas charged  with the respons ib i l i ty   for  t h e  implementation of 
the Grogram, and it vas intended that land reform be accompanied by a 

0 
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cadastral  survey. Hovever, given t h e  p&ucity of land  records,  progress 
on t h i s  la t ter  project  has been slot?. 3lthough t o  date no land  has  been 
dis t r ibuted under t h e  program , the   au thor i t ies   an t ic ipa te   tha t   d i s t r ibu t ion  
w i l l  comence i n  the near  future i n  those areas vhere  adequate  land 
records  exist. The land  reform  proposals  provide limits on permitted 
holdings; t h e  limit on i r r iga t ed  land producing  tvo  crops  per annum 
i s  20 hectares,  and 30 hectares   for   s ingle  cropped  holdings :. for   ra ia fed  
land, holdings are limiteA t o  40 hectares. These limits may be exceeded 
i f  arid land is brought in to   cu l t iva t ion ,  and a proprietor may hold  the 
maximum i n  each  land  category. It is planned t o   r e d i s t r i b u t e   t o   l a n d l e s s  
farm labor  the  land  acquired 3y the  Government through  pwchase of excess 
holdincs  or  throuch  return  to  the  state  of  land  previously  misaptpopriated 
in to   p r iva te  hands.  Conpensation payments t o  previous owners, financed 
primarily from paylilents from purchasing farmers, are t o  be made w e ?  
25 years at 2 per   cent   interest  on outstandiny:  loans; any additional 
financing  necessary  for  the state's land acquis i t ion w i l l  be provided from 
t h e  c e n t r 4  government budget. 

3. Industrial  nroduction and t ransportat ion 

a. Industry and  mining 

The industr ia l   sector   in   Afghanis tan is limited and is t o  a large 
extent  involved  in  processing  domestically  produced raw mater ia ls ;   the  
cotton  girding, textiles, and handicrafts  sectors are important users of 
loca l ly  produced cotton, wool and leather .  As existing  planning  calls  
for  synchronised  expansion  of  agriculture  and  industry, t h i s  i n t e r -  
dependency is  lilcely  to  continue for some time in   t he   fu tu re .   Indus t r i a l  
output expanded over  the  past   three years as a r e su l t  of a number of 
favorable developments (Table 2,  belov).  Gains i n  cotton  output  increased 
the avai lab i l i ty  of rav  cotton for  processing. "?oreover, t h e  rise i n  
international  cotton  prices more thar. o f f se t  the e f f ec t s  of  higher 
government-established  producer  prices for raw cotton and the  appreciatio; 
of the Afghani; as n result the competitiveness of  cotton  mnufactures 
i n  the domestic mamer; as well t is glnnea  cotton  in  international  mcrkets 
vas  increased. This t rend vas reinforced by qual i ty  improvements i n   t h e  
texti le  industry.   Increased  external demand cont r ibu ted   to  the growth 
of cement output as well as the  production  of  coal;  the l a t te r  is  employed 
as an input   in  the cement industry. As a result of an expansion i n  
generating  capacity, power production  also  evideaced an upward trend. The 
most recent major  change i n  the composition of industr ia l   output  vas t he  
i n i t i a t i o n  of fer t i l izer  production  in 1974/75 J t he  nev f e r t i l l z e r   p l a n t  
currently  produces from natural  gas about i 0 , O O O  tons of u r e a   f e r t i l i z e r  
per annum. Domestic and cxternal  sales of fert i l izer output have  been 
supported by government Fblicy . In  t h e  mining sector,  output  has remaincd 
almost unchanged in   recent   years ,   except   for   the commencement on a small 
sca l e   i n  1974/'75 of t a l c ,   f l u o r i t e  and b a r i t e  mining;  however,  surveys are 
underway t o  determine  the  comercial   exploi tabi l i ty  of known deposits of 
copper, iron and other  minerals. 
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a Table 2. HsJor Xndustrial k;d Mining Prcoduction 

Year ended 
t+hrch 20 

Quantity E$* imatc 
by Unit 1972/73 1973/74 J.?74/75 1975/7c 

"- 
I Mining and quarrying 

Coal 
3atural gas 
Sa l t  
Lapis lazuli 
Marble 
Talc 
b r i t e  

Food processing 
Wheat flour 
Bakery products 
Sugar 
Vegetable o i l  
Ice 

Texti le  and lea ther  
products 

Ginned cotton 
Cotton  yarn 
Cotton  text i les  
Hayon t e x t i l e s  
Woolen t e x t i l e s  
Shoes 
Casings 

Chemicals, coal and 

Coal br ique t tes  
Soap 
Chemical fertilizers 

petroleum  products 

Others 

1 , 000 tozx 
1,000 k i lo s  
1,000 cub. met. 
1,000 tons 
1,000 tons 

1,000 tons 
1,000 tons 
1,000 tons 
1,000 tons  
100 tons 

1,000 tons 
1,000 bundles 
million  meters 
million meters 
mil l ion meters 
1,000 pairs 
1,000 rings 

1,000 tons  
millior. cakes 
1,000 tons  

31.0 
2 .9  
8.2 
" 

" 

63.0 
16.2 
7.1 
3. P 
3.0 

15.2 
162.1 
60.2 
14.8 
0.3 

215 9 
375.3 

22.4 
4.7 
u 

go. 6 
486.9 

48.7 
a. 3 
9.2 
3.1 
6.0 

49.4 
17.4 
0.9 
6.3  
5.9 

44.8 
243.0 
68.1 
20.9 
0.1 

2n9 . 2 
216.0 

23.4 
4.2 
18.0 

144.2 
527 2 

50.8 
17.8 
1'3. n 
10.4 
6.0 

49.14 

76.3 
270.0 

25.0 
0.5 

210. ? 
230.0 

25.0 

70.0 
4.5 

139.1 
550.0 

1,000 tons 
mi l l ion  kwh 

Cement 
E lec t r i ca l  power 

" 

sources: Centra l   S ta t i s t ica l   Off ice  and Ministry of ?fines a d  Industries.  



Natural pns output ha8 increased  only  Rlipjltly over the   pas t  five 
years, ref lect ing  capaci ty   l imitat ions and more recent ly  a government 
policy of l imiting  export  volume in  order  to  conserve  energy  resources 
for   fu ture  domestic  use.  Although t h e  Crovtll of natura l  gas production 
and exports has.been limited, foreign exchange receipts frm t h i s  source 
have  expanded substcnt ia l ly  as t h e  unit price  received for exports t o  
the U.S.S.3.  vas raised from JS46.70 t o  US$13.20 per  1,000  cubic qeters 
i n  October 1974 , and f u r t h e r  t o  us$lG,lo i n  JanuaInJ 1975. Reserves 
of cas fields currently  Being  exploited are estimated t o  be i n  excess 
of 30 j i l l i o n  cubic meters, and under t h e  on-(voinr: program for na tura l  
gas and o i l   explora t ion  a second f ie ld  heen located wi th  prove21 
reserves ct least equal t o  t h i s  mount. O i l  exp lo ra t ion   t o   i den t i fy  
commercially exploi table   f ie lds  has been  conducted sporadically  over 
an extended  period of time.  Follatring upon increased  allocations for 
o i l  e q l o r a t i o n   i n  t h e  1975/76 b u u e t  , expanded efforts are being 
concentrated  in  the  area  north  of the Hindu  Kueh, wilere o i l  dei>osits 
have a l reae  been located, in the south east near the  Pakistan border 
and i n  Ferat province. 

Government i n d u s t r i a l   p l i c y  has been i n  a t r o n e ' i t i w l :  ,phase ,,since 
t h e  change of government i n  1973. Th i s  ha5 caused   mcer t a in t i e s   i n  
the pr iva te  sector pending o f f i c i a l   c l a r i f i c a t i o n   o f  the  role of tile 
pr iva te   sec tor   v i th   respec t   to  the development of i ndus t ry   i n  ,'.fghanistan. 
Provision for investment  incentives t o  the pr iva te   sec tor  was made i n  
t h e  1967 Foreign  and Domestic Private  Investment Law,  and t h e s e  incentives 
were modified under a comprehensive revision  of the Lav i n  June 1974. 
Under the modification,  exemptions from export taxes and import dut ies  
on essential inputs were extended, and spec ia l   t ax   bene f i t s  vere given 
t o  investments  outside Kabul. However, a3 a result of the depressed 
business climate prevai l ing  in   recent  yetu-5, r e l a t ive ly  fev pro jec ts  
have been  approved  under t h e  revised Law. The low l eve l   o f   p r iva te  
sector  confidence has been reflected in   s luggish  demand for investment 
l o w s  and in   an   essent ia l ly   inac t ive  role f o r  the Indus t r ia l  Cevelopment 
Bank of Afghanistan. Mith the  exception  of the handicraf ts   sector  and 
a limited number of  other private enterpr ises ,   including  those established 
under the 1967 Investment Law, a l l  other  industrial   concerns are publici , ,  
owned as  are a l l  enterpr ises  engaged i n  mineral  exploitation. Currefit 
ecofiomic planning has reserved a key ro l e   fo r  the publ ic   sec tor   in  fature 
indus t r i a l  development: publ ic   sector   par t ic ipat ion is expected t o  
predominate i n  major indus t r ies ,   par t icu lar ly   those  vhere expansion  vould 
otherwise be inhibited by a lack  of  capital .   Several   major  industrial  
plants,  including sugar processing, leather tanning,  cotton  ginning, 
texti les,  cemerit, slass and paper, are presently either under construction 
o r  planned fo r  the public  sector;  these pro jec ts  vould be financed  mainly 
by u t i l i z a t i o n  of recent large aid of fers .  It is also  intended  to   baing 
the  tex t i le   indus t ry  under government control ;  at present the Laseest 
textile firm is privately owned. 
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b. Transportation 

Communications within  Afghanistan have been great ly  improved L?r 
the major road building p r o g r u  of t h e  last tvo  decades as a r e s u l t  of 
which the major c i t i e s  are now l i t h e d  by trll-weather roads , and current 
plan3  envision the  construct2on of a. nev maJc,r hiflway  ncross the Cefiter 
of the country  fropl Kabul to Herat with a view t o  opening up remtc 
relfionc. However, the  inudcquacy of communications i n  rural areas ana 
with  other  countries  continues  to be a major cons t r a in t   t o  economic 
and soc ia l  development, The flow of rloads t o  and from rural areas i 3  
s t i l l  fraught with d i f f i c u l t i e s ;  althouCh the last  two annual  Plans 
have enunciated a policy of concentrating on the construction of feeder 
roads t o  smaller centers of wpulation,  only moderate progress has been 
achieved i n  t h i s  area, Poor int;crnational communications  have f rus t ra ted  
the  development of foreign trade. The export of cer ta in  buiW and 
wrishable commodities to   foreign,  and par t icu lar ly  European, markets 
has been adversely  affected by t h e  length of time required t o  make the 
overland  journey  using the cxistcnt; major transportation  routes  throuch 
Pakistan, the U.S.S.H. ,  and Iran.  %to major i n i t i a t i v e s  are presently 
underway with a view to   re l icv isp ,  the t ranspor ta t im  cons t ra in t .  The 
first encompasses a t tempts   to  establish jo in t   t r anspor t a t ion   ven tuw 
with foreim i n t e re s t s  for forwarding t o  t h e  U.S.S.R. and t o  l\reStern 
h r o p e .  The second  concerns the  commencement of  survey work for  t he  
CoQstruction of a railway from j(abul v i a  'Xandahar and  Herat t o  1 T . d ~  
with t h e  Iranian ra i l  network near  'inshad in  north  eastern Iran, It 
is anticipated t h a t  if the  survey  and  subsequent feasibility s tudies  Prove 
Posi t ive,  the project  w i l l  be carried  out withirk t h e  framework of 
the new Seven-Year Plan and T r i l l  be funded primarily throu& a financial 
commitment received from Iran. 

0 

4. Develooment planninir 

Afghanistan implemented three Development Plans between 1756/57 
and 1971/72. The First and Second Plans were typified by a ~oncen t r a~ t ion  
on infrastructural   developmnt;   in  view of t h e  country's poor 
communications network, t h i s  emphasis vas par t icu lar ly   s t rong   in  the 
t ransportat ion  sector   to  which almst 40 per cent of development 
expenditures were devoted !n the Second Plan. "he l eve l  of t o t a l   i nves t -  
ment expenditures fe l l  sharpl;r after completion of a number of m J o r  
inf ras t ruc tura l   p ro jec ts   ear ly  i n  t h e  Third Plan  period (Table 3,  below), 
Hew infrastructural   projects   of  comparable size were not  forthcoming, and 
correspondingly,  expenditures  in the  indus t r i a l  and arJricultura1 Sectors 
became a larger proport,ian of reduced t o t a l  development out lays   in  t h e  
Third Plan  period. The draft  Fourth P J m  emlmdied a continuation of t h i s  
trend;  hovever, the  lattcr. Plnn was never fo:ml ly tybpru\rcd or adopted by 
the new government vhich came to power in 1973. 



Table 3. Distribution and Financing OF Development  Expenditures 

Distribution OP development 
expenditures 

Agriculture  and irriaatiz 
Agriculture 
Irrigation 

Industry 
Mines 
Manufacturing 
Energy 

Transportation  and  communication 
Surface  transportation 
Air  transportation 
Communication 

Social  services  and o t w  
Education 
Health 
Other 

Total development expenditures 

_I__L_ 

18.0 - ... ... 
3h.9 - ... 

0 . 0  ... 
39.0 ... ... 

0 . .  

L 0 0  ... ... ... 

2 5  3 - 

- 33.0 
0 . .  

0 . .  

- 36.0 
0 . .  ... ... 
- 16. r) ... ... ... 
i5.0 ... ... ... 

m. 6 

(As percentwe of total) 

3n. 0 
” 

16.2 
29.0 
12.9 

37.4 
20.6 

12.1 5.5, 10.4 
8. o 10. Q 7.1 

13.0 
2.2 
- ?2.2 

2.0 
- 15 .? 

3.7 
4.0 7.7 2.3 
6 .  s 11.7 9.2 

(In billions of curren t  Rfghanks) 

14 . 3 1.7 11, ( - - - 

... - ... ... 

... - 
0 . .  ... 
0 . .  

.. 0 - .. ... ... 

... - ... ... ... 

25.0 
8.0 
- 
17.0 

40. n 
7 

12.3 
20.1 
7.6 

1. )I 
3.2 

13.0 
2.2 
2.0 
9.7 

Sources:  Information  received from the  Ministries of Planning and Finance. 

1 

W 
I 

1/ Vnilc the figure for total  development  expenditures .ln Afehanis  is  an  actual,  the prcentwes showing 

- 2/ Revised  estimates of the  distribution  of  expenditures  are  not  available for 1975/76. 
its distribution are based  on  revised  estimates. 



.. 3 .. 

Past  five-year plans have  been  essentially  project l i s ts  with  inadequate 
a t tent ion  paid  to   project   evaluat ion and preparation, economic returns  
and Icanpovsr and sk i l l   cons t r a in t s .  idoreover, the   p lans   re la ted   on ly   to  
public  sector  investments, and pr ivate   sector   undertakings  that   fol loved 
upon the  introduction  of the Foreign and Domestic Private  Investment 
Law were not   integrated  into a comprehensive development scheme. Plan 
expenditure  has  relied  heavily on foreign  financing which i n   t h e  second 
and th i rd  plans  accounted  for  about 80 per  cent and 75 per  cent , respect ively,  
of t o t a l  developuent o a t l a p .  ??le l e v e l  of implementation of t h e  first 
three  Plans vas closely related to   t he   ac tua l   r ece ip t   o f   fo re ign  aid which 
i n   t u r n  was la rge ly  dependent on t h e   a v a i l a b i l i t y  of implementable 
projects .  Iiowever, the  non-availabil i ty  of  projects due to t h e  low quality 
of po jec t   p repa ra t ion  consequent t o   t h e  General  weakness of public 
administration  has  been a ser ious  constraint   in   Afghanis tan 's  development 
effor t .   This  is evidenced by the  comparatively low l e v e l  of development 
expendi tures   in   real  terms since t h e  completion of t h e  major i n f r a s t r u c t m a l  
investments i n  the  mid-1960's. This l a t t e r   f ac t   h igh l igh t s   t he   i nhe ren t  
veakness  of  the  planning  machinery and the  shortage of t echn ica l   sk i l l s  
that were partially  concealed by the   ea r l i e r   pa t t e rn   o f  development 
expenditures v i t h  i t s  concentration on a small number of  capital-intensive 
projects  essentially  planned and supervised by foreign aid donors. As 
there  has been a widespread  recognition  within  t5e Government of   the  
disappointing impact that  past  large-scale  capital-intensive  investments 
have had on economic grovth,  current development pol ic ies  have been 
directed toward achieving a more bcdanced a l loca t ion  of public  investment. 
Even though in   recent   years  less emphasis has  been  placed on in f r a s t ruc tu ra l  
investment ,   the   diff icul t ies  of achieving a fundamental shift i n   t h e  
direction  of  investments  tovard  quicker-yielding  projects has proved 
i n t r a c t a b l e   i n  part because of human resource  constraints and t h e  
prerequis i te  of smaller-scale  c&pital   projects.  

0 

Afghanistan has recently  received development aid commitments  of  more 
than SDR 1 b i l l i o n ,  and with the  assurance of a subs tan t ia l  amount of new 
project aid an  accelerat ion  in   the rate of development spending was 
planned f o r  1975/76. Development expenditures were budgeted t o  increase 
by 100 per  cent,  and almost 85 per  cent of t h i s  budgeted t o t a l  was t o  be 
devoted t o  on-going pro jec ts  vitl., the   res idua l  employed mainly f o r  
f e a s i b i l i t y   s t u d i e s   i n   t h e   i n d u s t r i a l   s e c t o r .  Revised  budget  estimates 
indicate  t h a t  ac tua l  development outlays  totaled  about Af 5.8 b i l l i o n  last  
year,  representing a subs tan t ia l  shortfall from t h e  budgeted t a rge t  
but a 26 per cent  increase  over 1774/75 ac tua l s ;   t he   sho r t f a l l   r e su l t ed  
essent ia l ly  from a continuing  shortage  of  nev  projects ready f o r  implemen- 
Tation, as well as the f a i l u r e  of some foreign financing t o   ma te r i a l i ze  
as planned. 

!!orlc i s  no?? at an advanced stage  on  drawing up t h e  nev Seven-Year 
Development Plan trilich came in to   e f f ec t  a t  the start of 1976/77. The 
content  of  the  Plan, i t s   s e c t o r a l   p r i o r i t i e s ,  investment  allocations and 
i t s  financing  provisions  remain  under reviev, but  current  planning 
envis ions   to ta l  development sTendinp: of A f  170 t i l l i o n   d u r i n g  the Plan 
period. The 1976/77 budget c a l l s   f o r  a la rge   increase   in  development 
expenditures of about  140 per cent  over  the revised est imates   for  1975/76. 
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It is  c l ea r   t ha t  a large proportion  of  projected developrnent spending over 
t h e  Plan  period vi11 be financed from the  subs tan t ia l   fore ign  aid 
commitments available  to  Afghanistan.  I fa jor   o f fe rs  of a i d  have been 
received from t h e  U.S.S.R. and Iran.   Financial   assistance  fron  the 
U.S. S .R. is intended  to  fund a range of development p ro jec t s   i n   ag r i cu l tu re  
industry and mining,  vhile  foreign  aid from I ran  vi11 be employed mainlv 
f o r  indus t r ia l   p ro jec ts  and to   f inance  n large  proportion of the   cos t  
of %he proposed  trans-Afghanistan  railroad, i f   f e a s i b i l i t y   s t u d i e s  prove 
posi t ive.  Smaller a i d  commitnentp mainly from illiddle Eastern o i l -  
exporting  countries, have a l so  been received. 

5. r r i c e s  , trarjes and employment 

The pr ice   level   in   Afghanis tan i s  xeasured by t? ,o   indices ,  t h e  
ICabul F’rice Index (Table 4, below) and t h e  Mational  Price  Index (Appendix I .) 
Table 15 ). Coth indices   suffer  from methodological  deficiencies  tihich 
render them only  qualified guides t o   t r u e  changes i n  the pr ice   l eve l .  
The veights  at tached  to  various consumption items are based on a house- 
hold bil> st, survey conducted i n  1?603 and trith  subseqyent  changes i n  
consm-pt, I patterns,   the  weights  currently  used ‘place a disproportionate 
emphasis on food items. Xoreover,  coverage is l i m i t e d   t o  24 consumer 
items. Both indices  accord  cereals and pa r t i cu la r ly  :?heat, an excessive 
influence. 

The variat ions i n  t!lc indices i n  recent  years have reflected  mainly 
real   or   expected  f luctuat ions  in   agr icul tural ,  and par t icular ly   cereal ,  
production. In 1974/75, both  the Waul and National  indices  rose by 
1 4  per  cent larcelg as a re su l t  of an   increase   in   the   p r ice   o f  food- 
gra ins   i n   t he  second half   of  t h e  year  occasioned by late snowfall,  fears 
of another  drought, and some speculative  hoarding. Follot.ring adequate 
snov la te  in   t he   yea r ,   c e rea l   p r i ces  n.oved domuard and changed o n l ~  
s l igh t ly   dur ing   the   f i r s t   th ree   quar te rs   o f  1975/76 accounting  for t h e  
more moderate ove ra l l   r a t e  of pr ice   increase.  :kat pr ices  have evidenced 
a strong upward trend  over  the  past  tvo years,  despite  the  recovery  of 
flocks from t h e i r  107.7 droucrht-,induced leve ls  of 1971/72, and are  believed 
t o  r e f l e c t   i n   p a r t  the strong demand for   l ivestock  in   neighboring  countr ies .  
A fur ther  major t rend   vas   the   dec l ine   in   f ru i t  and nut   p r ices   in  1975/76 
consequent t o  depressed  overseas markets and the  diversion  of a ce r t a in  
p r o p r t i o n  of intended  exports t o  the  domestic market. 

I 



Tabit  4. Kabul Trice Index 

(W/F;Q = 101)) 

" 

Year ended '!::rob 2C 

- General Tndex 
Percentage Frui t s other 

chanue over and Vage- m a  Yonfood 
orevious year Cereais Fceat ' h t S  tables items 7 +.ems 

1?75/76 

11 
2x1 

xv 
I 
I1 

XI I 

(100.00) 

1A3.3 
l,??. 5 
115.3 
!?? .4 

""""""" 

Source: Central Statistical Office. 



Although movements i n   t h e  A f g h a n  price  indices  cannot be regarded 88 
other  than a general  indication  of the rate of  price  increaae, t h e  
impression conveyed i s  that in f l a t ion  has not  been e ser ious problem i n  
Afghanistan i n   t h e  post-drought  years,  AGricultural  production has been 
buoyant, and  domestic f inanc ia l   po l ic ies  have sa t i s fec tor l ly   conta ined  
the r a t e  of l i qu id i ty  expansion t o  levels that the economy has been able 
t o  absorb  vithout  generating  atrong upward pressures on pr ices .  Aoreover, 
imported in f l a t ion  has not  been a maJor  problem f o r  8 number of reaSOnS* 
The foreign trade sector  i s  small, and imported goods a re  consumed only 
by a limited  proportion  of t he  urban  gopulation. The subs tan t ia l  
appreciation  of  the Afghani in   recent  years has  afforded 6onle fur ther  
measure of insulat ion from international  price  increases.   In  addition, 
for most of 1974/75,  Afghanistan was able t o  continue  importing a 
considerable  quantity of petroleum  products  under  contracts  negotiated 
before  the steep rise i n  crude o i l   p r i c e s   a t  the end of 1973;  hovever 
by 1975/76 v i r t u a l l y   a l l  such  contracts had expired. A similar, although 
r e l a t ive ly  smaller, advantqe  vas   a lso  secured  f romthe  import  of sugar 
et prices  contracted  before the recent rise i n  the  in te rna t iona l   p r ice  
of this commodity.  Government pol icy  a lso has been exp l i c i t l y  aimed at 
l imi t ing  the impact  on the cost  of 1ivinG  of  rising  import  prices  for 
basic  commodities  through subsidization or  pr ice   controls .  'Phis is 
par t icu lar ly  true i n  the ctise of sugar which is an important  source of 
caloric  intake.  Althouqb the retai l   pr ice   of   sugar   vas   ra ised from 
A f  16 t o  A f  24 per k i l o  a t  the beginning of 1974/75 and t o  A f  30 per 
kilo at the s t a r t  of 1975/76, the  lat ter pr ice  s t i l l  implied a subs tan t ia l  
government subsidy t o  cover t h e  losses  incurred by t h e  Sugar irionopoly 
during 1975/76. While retail  pricesofpetroleum  products were &so 
ra i sed  at the beginning of ea& of t h e  years 1974/75 and 1975/76,  these 
price  increases d i d  not f'ully r e f l e c t  t h e  subs tan t ia l   increase   in  t h e  
price  of  imported  petroleum  in 1975/76. The Government has also  sought 
t o  limit price  increases on other   essent ia l  commodities  through 
administrative  price  controls and through  reductions i n  import  duties 
on some es sen t i a l  items, including  cotton and rayon text i les ,   vegetable  
o i l  and paper; t h e   l a t t e r  measures were taken  in  conjunction with a new 
export tax/import  subsia- scheme, introduced at the  beginning of 1974/75 
and  involving  temporary  export  taxation on four commodities (cotton, 
oilseeds,  walnuts  and  raisins)  enJoying  exceptionally  favorable  prices. r/ 

Comprehensive data on  wages are  not  available  in  Afghanistan. A new 
law vas  promulgated with e f f e c t   i n  1973/74 t o  regulate and  improve  working 
conditions  in t h e  indus t r ia l   sec tor  and provide  for  an  increase  in the 
l ega l  mir l imum monthly trage from A f  5OG t o  A f  900. However, as market wages 
were already above t h e  net7  minimum, t h i s  measure  had l i t t l e  real impact. 

I/ See SI4./7L /149 pp. 57-58, and Chapter 111 Section 7. 



Hcd earnings  in  the government sector  have risen  over the p a s t  tvo  years. 
The 1974/75 budget  provided for s o w  increase  in   f r inge  benefi ts  such as 
t h e  creation of consumer cooperatives at which Government employees could 
purchase commodities  below  market prices.  I n  addition, t he  1975/76 
budget.provided  for R general salary increase  for  c iv i l  servants of about 
20 per cent on average v i t h  the increases  c;raduated t o  allow larger 
percentage  increments i n  t h c  salaries of lower paid  workers; this vas 
the first such  increase  since 1964. Certain fgvernment organizations, 
iuch as the  Afghan F e r t i l i z e r  Company, .r\UBR, and the  recentlyr created 
Water and Power Authority,  operate  outside t h e  c iv i l   se rv ice   regula t ions ,  
thus allovinpc these bodies greater f'reedonl i n  their  pay and  personnel 
pol ic ies  with the intent ion of permitting more competitive rates of 
CO~WnSEtion and a t t r ac t ing  higher calibre personnel. 

Open unemployment is not  thought to be a n a o r  probllen at t h e  present 
time i n  Afghanistan,  althotgh  widespread  inefficiencies i n  the We of 
manpower suggest the existence of some disguised unemployment. Reliable 
and comprehensive data on the d is t r ibu t ion  of t h e  labor  force are not 
available. An estimated 75 per  cent of the population reside i n  rural 
areas ,  most of whom may be assumed t o  be employed i n   a g r i c u l t u r a l  
a c t i v i t i e s .  Xmployment i n  the modern indus t r ia l   sec tor   cons t i tu tes  only 
d small f rac t ion  of the  t o t a l  work force.  Low leve ls  of literacy and 
general  education are the main factors  causing  Afghanistan's  chronic 
shortage of technical ly  ski l led personnel.  Progress in   increasing 
labor force skills can be expected t o  occur through  expansion of the 
educational  system. However, i n  1970 the primary  school enrolment 
ra t io  was estimated at only 22 per cent. 0 



11. The FlnanciKl-Sector 

The public   sector   in  Afe;:lanistml connists of tlle  Central Csvcrnmcnt, 
the municipali t ies and  about 4.0 nonf inanc ia l   en tenr i ses  engclyed. i n  
commrcial, a@-icultu%l, and indu3tyi n.1 mLivi t ies .  I\ few o+' tFc non- 
f inancial   enterpr ises ,   v iz . ,  the ~ o o d  n e p w t w n t  rtnd t h e  governncnt Sugar, 
Petrolem and t iquidat ion Vonopolies .cI.Y(? closely  control.led by tbe Csntral 
Governcent and m e  r e l a t ive ly  ilnuortmt i n  bud,?stary  operations. Xn the 
monetary accounts  these nycncics a r o  c! assified RS " o f f i c i a l   e n t i t j  es" 
an?. i n c l u h d  as par t  of the  publ ic  s e c t o ~ ,  vllt?reaa t k e  other )1onf+wjLCj.a.. 
publ ic   enterpr ises  (rmd the municipal.i.ties) are 3ncluded i n  t h e  :yivs.t;c 
sector  accounts. 4.s i.nformat,ion on the  +innnzj.*ol oqerc3,tAons of t h e  iluni- 
c i y a l i t i e s  and the public  enterprises is not available!, the d5scussion in. 
this section w i l l  focus mainly on tke buG.qe%wy ?perations of t h o  Central 
Covemnent . 

A prol~l-em i n  the d.iscunsion of A f 3 m i s t a n ' s  ,zovernment f imncw results 
fro:? t h e  lack of consistency  between  hv?&ary r?nd monetary  accounts c?ue 
t c  t in ing   d i f fe rences   in  the  rccorflin?: o f  covem.ent   t rnnsml ions  in tbe 
tVo s e t s  of accounts. A 1arp;e part of these tfrrin: differences can be 
t r aced   t o  the prac t ice  of keeping tl.lo Fu?ytetnrv accounts open for rt 
couple  entary  perioc of two t o  thrccll rr.onths after t he  end. of the f i s c a l  
yeer." 17 D win;: tile comn1e;mntary ?vpj-o!? ~ revenue and exgenrliturc t r a m , .  
ac t ions   re la t ing  t o  t h e  bu+:e+, o f  the  yrqr j u s t  en?ed are recorded  in a 
suspense  account.?/ Hovevcr, xs information on these   t ramact ions  is not 
re!?orted., it is not possibk t o  a4;just t!le f i x a l  accounts t a  a cash hasir, 
coicp?tille w i t h  the  monetary  anta. 4:-.other reason for t9.e dit+'e,ence 
between the  two accounts i s  t?lat t3.c budgetary  accounts  include c h w y e s  i n  
the cash balances  of  local treasuries held outs ide th . e  hanlcing systen. 



and t h e  prospect of domestic  self-sufficiency i n  wheat, t he  Food Departmnt 
tmmned the  nev function of m i n t a i n i  I. the support   price  for wheat which 
has involved s o m  budgetary o u t l ~ ~ s  . 9  Also, for nanp years through 
19?4/75, the  government SuRar and Petroleum  rlonopoliea  ceneratect sfzahlcr 
revenue (hot11 prof i t6  and taxea)  from the domestic sales of monowlized 
iNports of sugar and petioolem  prodncts.  In  thie  capacity,  the - p.l.Wed the 
rOle O f  f i s c a l  monopolies,  and their  revenues were essentially excise 
taxes. However, in   recent  years, adJustments i n  domestic retsil nrices  of 
these commodities have la&{ed hehinil increases i n  import ??rice8 M A ,  88 a 
resul t ,   substant ia l   subsidies  on 8up.r aqd petroleum were provided  for  in 
the 1975/75 and 1976/77 budgets. .9ecause of the lack of detailed informAtion 
On their   operat ions,  it I s  not possible t o  attempt 8 conaolidetlon of t h e  
accounts of these  agencies with bud.ge.tary accounts. The n e t   i n y c t  of 
their   operat ions i s  included i n  the residual item i n  Table 5 ,  be1o.r. 

a. B u ~ t g y ~ ~ a t i o n o  >&ufih ~75/76 

During the period 1971/72 through 1973/74, t o t a l  revenue  increased 
at an averwe  annual rate of about 10 per  cent.  Total  emenditwe  rone by 
about 3 per  cent,  with a temporary peak i n  1972/T3. Over t h e  geriod, the 
to t a l   de f i c i t   f l uc tua ted  between Af 2.3-3.5 billion,  equivalent  cumulatively 
t o  about 30 per cent  of  total  expenditure. I%e overa l l   de f i c i t  "as financed 
mainly from external  sources  in the form of project  and commodity-aid loans 
and grants. Domestic financing (almost entirely net borrrnrhx from % 
Afghanistan Bank) w a s  l i rh t e r?   t o  en average of leas than 10 ner cent of 
total   expenditure.  The residual  i tem  consisted inainly of  changes i n  govern- 
ment deposits, transfers from t h e  Food Departmeat and the  government 
monopolies, and other  transactions  undertaken  8.uring t h e  complementary 
period. While it fluctuated  appreciably from year t o  year, the net residual 
over the period 1971/72-1?74/75 was r e l a t ive ly  small. 

0 

I n  1?74/75, t o t a l  revenue  rose  sharply  by 46 per cent while t o t a l  
expenditure grew by 15 per cent ,  and the overa l l  deficit was subs tan t ia l ly  
reduced t o  A f  642 million o r  5 per  cent of total   expenditure.  '%e overa l l  
de f i c i t  was overfinanced from external  sources, and t h e  Crbvernment's net  
liabilities t o  Da Afghanistan Bank. were reduced by nearly A f  600 mill ion,  
the first such improvement in   severa l   gears .  The increase i n  revenue m a  
the reault   of a surge i n   t a x  revenue, which increased by 25 per cent i n  
1973/74 and 61 per cent   in  1974/75. compared with an  average Srowth of 
4 per cent i n  the   f ive   years  ended 1972/73. The msir. cause of the  revenue 
growth was the  rise in   t he   i n t e rna t ione l   p r i ces  of many emort and import 
commodities, together with a recover? of the  economy from t he  drou$t-- 
induced  recession and some revenue nteasures pramulCclted by the new Cavemen t  
a f t e r  July 1973. 



Table 5. S ~ ~ A I Y  Statement at Government Ylnanca 

( I n   m i l l i o n s  of  Afghanis) 

A. Tota l   revenue  
Tax  revenue 
Nontax  revenue 
Capi ta l   revenue  

E. Ordinary  expenditure 
Budge ta ryd  
E x t r a b u d g e t a r y   ( i n t e r e s t u l  

C. Development expendi ture  
Budgetary 
P r o j e c t   a i d  51 

D. To ta l   expend i tu re  

Ordinary   surp lus  (A-E) 

O v e r a l l   d e f i c i t  (A-D) 

Financing 
F o r e i d /  

P r o j e c t   a i d  
Commodity a i d  
Amortization 

Cent ra l  Bank 
Domestic 

Adjustment t o  a   cash  bas  
s t a t i s t i c a l   d i s c r e p a n c y -  37 and 

5,821 
3,459 
2,299 

63 

4.887 
4,723 

164 

3,279 

1,360 

8,166 

934 

-2 ,345 

2,345 
1,562 

(1,360) 
(929) 

1,919 

- 

(-727) 

1,448 

-665 

6,110 
3,556 
2,492 

62 

5.283 
5,104 

179 

4,326 
2,307 
1,939 

9,609 

82 7 

-3,499 

3.499 
2,634 

(1,939) 
(1,250) 

(-555) 

- 

39 

826 

7,017 
4,436 
2,506 

75 

5.799 
5 ,GOO 

199 

3,672 
1,986 
1,686 

9,471 

i ,218 

-2,454 

2,454 
1,377 

(1,686) 
(622) 

(-931) 

1,046 

31 

1 0  250 
7,166 
2,940 

144 

6.24L 
6,024 

220 

4.648 
2,373 
2,275 

10,892 

4,006 

-642 

642 
1,645 

f 

- 
- 

(2,275) 

(-1,313) 
(683) 

-598 

-405 

12,152 
7,312 
4,715 

12   5  

8,077 
8,877 
c 

xu 
4,145 
5,176 

18 , 198 

3,275 

-6 ,046 

6,046 
5.246 

12,101 
7,106 
4,883 

1 1 2  

8-202 
8,202 - 
5,818 
3,100 
2,718 

14,020 

3.899 

-1 2- 919 

1.919 
3.4  10 

13,684 
8,005 
5,378 

301 

10,190 
10,190 

14,027 
5,200 
8,827 

24,217 

3,494 

-10,533 ’ 
I 

cn 

10,533 
9.333 

(5  i176) (2;718) (8,827) 

(-978) (-998)- (-980) 

800 -1,491 1,200 

(1,048)  (1,690)6/  (1,486) 

” ” ” 

CI vources:  Data provided by the Idinistry of Finarse, De Afghanistan Bank, and the Ministry of Plannirg. 

- 11 The r e v i s e d   e s t i m a t e s   f o r  1975176 i re  based on p rov i s iona l   ac tua l s   fo r   n ine   mon ths .  
21  The  budgetary  data   for   ordinary  expendi ture   have  been  adjusted  to   exclude  foreign  debt   amort izat ion,   which i s  

- 31 Repreeents   in te res t   payments  on , a v e r m e n t   d c r r s t i c   l o a n s  at  Da Afghanistan Bank. 
4 f   D a t a   o n   p r o j e c t   a i d   e x p e n d i t u r e   a r e   n o t   c l o s e l y   i n t e g r a t e d   i n   b u d g e t a r y   a c c o u n t s .  They are derived  from 

trGated as a negat ive   f inanc ing  item. 

separa te   account ings   o f   fore ign   a id   va lued   in   fore ign   exchange   and   conver ted   in to   Afghanis  a t  the o f f i c i a l  rate of 
Af 45 - US$l.OO. 

5 /   Inc ludes  foreign g r a n t s .   I n   a d d i t i o n  t 3  c a s h   g r a n t s ,  commodity a i d   i n c l u d e s   t h e   p r o c e e d s   i n   l o c a l   c u r r e n c y  
of-sales of  commodity loans   and   gran ts .  

61  Includes  cash  grants  of USS14.26 mi l l ion   f rom  I ran ,   I raq   and   Saudi   Arabia   conver ted   in to   Afghanis  a t  t h e   o f f i c i a l  
r a i e  of Af 45 = US$1.00. In   Afghanis , the c.ash g r a n t s   a r e   e q u i v a l e n t   t o  Af 642 m i l l i o n .  

7f This   i t em  represents   main ly   ne t   ( revenue   and   expendi ture)   t ransac t ions  made dur ing   the   complementary   per iod   a f te r  
th; e n d   o f   t h e   f i s c a l  year. and  changes i n  cash   ba lances  of l o c a l   t r e a s u r i e s   h e l d   o u t s i d e   t h e   b a n k i n g  system. 

0 . .  - .  



The budget for  1975/76 provided f o r  n euhatan t id l   overa l l   def ic i t  of' 
Af 6 .  I) bi l l ion .  ?he qrowth i n  t ~ ~ t a l .  revenue,  mainly f r o m  nontw receints, 
wae b u u e t e d  at 19 per cent. Total e q e n d j  ture m a  t o  incresec by 67 per 
cent due t o   i n c r e a s e s   i n  consumption subsidies and a douhlinp, in appro- 
pr i a t ions   fo r  development,  Vost of the  praJected  def ic i t  WRB t o  he covered 
by foreign aid, but  the  budget allotred fo r  centrn.1 hank borrowing of 
A f  800 million.  In  the  event,  t e x  revenue  actually decl.inctd. e l l & t l y   i n  
re la t ion  t o  1974/75, but  nontax  revenue , mninly i n  the fom of VOSB 
proceeds  of  natural Cfaa nales t o  the  TJ.8.S.R. and net recc?int,s f r o m  the 
nevly established government fert i l izer factmy,  increane? more than 
expected. Thus the 16 per cent gro1,rt.h i n  t o t a l  revenue vas close t o  the 
approved estim,?,tes. Zxpenditure,  hovcver, fell well ehort of bur?geted 
levels. This 8:lortfall was esyecinl ly   large for development expenditure, 
which is estimated t o  have been  almost 40 per cent less than the approved 
estimte. The reduced o v e r a l l   d e f i c i t  OQ Af 1.9 h i l l f h n  was again  over- 
financed fron external sources, and there  v8s a M h e r  suhstmtia .1  reducfion 
i n  the Goverkment's net  liabilities t o  Drr Afghanistan I3ank. of about 
AT 1.5 b i l l i on .  

b. Revenue developmente  1971/72-147Sfi Y 
The revenue  structure  in  Afghanistan i s  characterized by a heRvy 

dependence on taxes on internat ional  trade. Althoueh fo?xign trade taxes 
increased at an  average  annual rate of only 7 per cen t   i n   t he  1*71/7?-1?77/74 
period, compared w i t h  a 14 per cent  average annual increase  in  tar. revenue, 
t he i r  share i n   t a x  revenue st i l l  amounted t o  72 per cent i n  15373/7)! (Table 
6, below). In  197Ir/75, t h e  ra t io   rose  t o  almost 80 per cent.  Import  duti3e 
increased by 55 per cent i n  1974/75 due mainlv to   i nc reases   i n  i m p o r t 8  pr ices  
i n  la te  1973/74 and 1374/75  but  also  to  discretionary  chtiw s i n  the tax 
system and administrative improvements t o  limit smug~l.ing.- 27 niscret lonary 
neasures included an increase i n  thc  f!.?red ta.x on imports Prom 4 y r  cent 
t o  6 per  cent  in  1973/74, uvward revi.sions of i m p o r t  d.uties i n  1973/71+ and 
1974/75 and the introduction of R new custom tariff s t ruc tu re   i n  1C74/75.2/ 
Higher internat ional   pr ices  for exprts  part ly   exnlain the sharr rise i n  
export  tax  revenue.  In  addition, a se lec t ive  export t a x  on cot ton,   o i l -  
seeds, r a i s in s ,  and walnuts  introduced i n  ?!arch 1974 vielded Af: P P 3  mill 'on 
i n  1974/75 and accounted for 36 per cent of the revenue on foreim trP.de.- t/ 
Exchmee prof i t s   t ransfer re$  from 'la Afghanistan Bank, vhich represent t h e  
difference between the o f f i c i a l  rate and the  Da Afghanistan R s n t  free market 
rate on n e t  sales of government foreign exchange, have been fairly stable, 
averaging  about Af 550 mill ion a year since 1971/72. 

0 

" - " " "".". " 

1/ A description of the tax syster! i n  Afghanistan is Frovide8 i n  

2/ The e f f ec t  of t h e  appreciation o f  the .Ifghani upon d.utic.de Sase has 

-."""- 

Appendix 11. 

begn mitigated t o  a large extent; by !)road rel iance on spx i f i c  taxes  on 
traded commodities. 

3/ See 814/75/1?7, p. 53. r/ On Idarch 1 , 1974, as part of a stabil ization  golicy  package,  selective 
e G o r t  taxes were levied on cotton, oilseeds , r a i s in s ,  and walnuts air, at  
the  same time, import dut ies  on some assentj.81 imports, including  vegetahlo 
oils, paper, and cotton and rayon textiles, were reduced (SH/74/149, pp 57-58). 
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Currunt revmu@ 

Tax  revrrnuu 

%xee (in nc t  incotno and profits  
Corporatu income to-res 
Individual incomc t:ouuu 

Taxes on property 
Heal euta tu  tax 
Liveutocr tax 

T U ~ H  on goodn und wervicuo 
General salen  tax 
Se lec t ive   exc ises  
Licenses$/ 
Ot lw  t axen  on yoodn und uervicen 

Taxes on i n t e rna t iona l   t r ade  d 
t ransar t ions  
Import duties?/ 
Export duties?_/ 
Se lec t ive  exporL t a d  
Exctlange profit‘&-/ 
Other 

Other  taxes%/ 

Nontax revanue 
Property income 

From publ ic   enterpr ises  
Sales   of   natulal   gas  (gross) 
Other 

Administrative  fees,  chargee, e tc .  
Other 

Capital  revenue 

rota1  revenue 

d,15H 

2.459 

13n 
_”_. 354 

216 

70 
70 
L 

” 

3 
185 
20 
34 
35 
96 

2.197 
1,877 

22 7 

674 
1 9  

53 

” 

- 
2,299 

(973) 
(587) 
(215) 
292 
232 

63 

1,775 

- 
,azl 

a,ose 
),55(, 

484 
2 54 
2 30 

7H 
7H 

” 

- 
” 

” 
196 

19 
46 
29 

102 

2.641. 
1 ,Y68 

250 

402 
21 

157 

” 

3 

?,492 

(928) 
(727) 
(206) 
337 
294 

62 

1.861 

- 
6.110 

4.y42 

4,436 

” 
730 
36 7 
36 3 

83 
83 
- 
” 

- 253 
51 
59 
37 

106 

2,194 
2,497 

216 
1 

450 
30 

176 - 
2,506 

(735) 
(690) 
(269) 
363 
449 

75 

1,694 

- 
!,017 

10,106 

907 
64 7 
660 

95 
95 

” 

- 
” 

I 
262 
63 
68 
79 
52 

LE 
3 , a ~  

a93 
320 

581 
32 

2 08 - 
u49 
1,916 

(447) 
(1,175) 

(294) 
403 
62 1 

144 

10,250 

- 

13.383 

!.5yo 
776 
bl6 

” 
514 
455 

5 Y  

” 
30n 
110 
89 
108 

1 

673 
42 

- 119 

- 301 

13,684 - 
”- ”- ” 

Sources: Data provided by t h e  Hinintry o f  Finance and na Afchanistan W k .  

- 11 ~i~~ revised cstimtcs for  1975/76 are based  on  provisional  actuale for uine  months. 

3/ Includes  revenue from fixed  import and export  taxes. 
4! Data from Research  Department, Da Afghanistan Bank. This i t em represents  revenue  from  selective  export  taxes 

5/ Staff   es t imates  based on data  provided by the  RePearch  Department, Da Afghanistan Bank. TI& ita repre-nts 

c 2 /  Includes  motor  vehicle  registration  fees.  

on-cotton,  oilseeds, rais ins ,  and walnuts (see S14/74/149, pp.  57-50). 

p r z f i t s  from government foreign exchange traaoactiona with lh Afghanistan Bank. 
- 6! Includec stamp taxes. 



Despite  slow  increases in t h e  four  years  through  1374/75,  nontnx 
revenue remnjncd at1 imnortant source of revenue and accounted for some 
35 per cent of total   receipts  durinr:   the  yeriod. The bulk of nontax  revenue 
consists of net   prof i ts  and. taxer, of t!le r;overnment Sugar and Petrol.ewn 
jbnolsolicz and t h e  gross proceeds from sales of na tura l  pas. Rev?nue f r @ m  
the S;uT:er and. Petroleum '?lanopalies  fi-ecliqed stesdily from about Af ?SO millior! 
i n  1971/7? t o  Af 390 mil l ion   i n  1971+/75. "he d.ecline i n  revenne  fro^ th?.? 
source, despite increases   in  the domestjc retail pr iccs  announced i n  1971+/75, 
ref lected nlainly the s teep rise i n  the inivort costs  of sugar. '!'he gross 
pmceeds fron sales of' natwal. m s  increased  moderately throu,:h I.V7/7)+, 
but   in  1374/72 rose sharTlu by 79 per cent to Rf 1,175 million. ?j.rtmll.y 
a l l  the oukput of nnknral gas is ex?ort,ed t o  t h e  u. S. 5. F?. unc!.er 3 bil.ateral 
trp.de agreement and t h e  i.ncrease i n  recei;jts .refl~ectecl. ali:1ost cntire1.y th.e 
two-step Lcrease i n  t? lc a,yreed price f r o n  U2'%.7 per 1,Onn cubic meters 
t o  lJS!i13.2 and UZ",G.l ef fec t ive  i n  Octo?ler lp7k and Jmnarv lTi, 
respective! y . 
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Follovl ne: an  wer:+gc  annual  incrcnse of 10 y r  cent   in  the  P o u r - ~ a r  
yeriod enL7ed 1?7b/75, tot31  expenditwe  rose by 2? ?c'r cent, i n  1?75/76. 
During  1971./72-.197h/75, strin(3ent cok!t;rol. on Crovth in   o ra inary  ex?euditure 
limited t h e i r  annual rc.te of e::pqnsiol.r t o  f? vcr cent (T~tb3.e 7, hehw) . 
annual increase of 5 per   cent   in   the vage b i l l  t ~ a s  due en t i r e ly  t o  the 
expansion i n   t h e   umber of employees. 

n*. was no p n e r n l  salary adjustmcrlt for c i v i l  serva~ts, and t h e  average 

I n  1?75/76,  ordinary ex??er!diture .+rev by Fore than  3C per cent. The 
improved  reveilue performrice in 197!!/75 and the  expectation of more 
revenue i n  1?75/76 made it possible t o  ftnnnce lcutgcr annropriations for 
social  services  includilyr  educnticn and health.   'breover,  v i th  a rise in 
import yrices, consuner  subsidies lrcre introduced tor  imported sv.?:ar and 
petroleum  pro:?ucts.  Although r e t a i l  nri-ccs of sugar and netroleulx "x-e 
ra i sed   subs tan t ia l ly  durin,: 107b/75 nnd.  aC;aPn e,t t h e  hepinnin(5; of 1.075/'(6, 
the  a2proved  estirnntcs  for 1975/7" yYov5.d.w-l P.f 1.P hiI.lion t o  the Sugar and 
Peti*olew  :?onopolir?s  for  sul-lsidies,  roisiug t11e share of subsisi-es ani! 
grants   in   ordinmy  expendi twe fron 20 per cent t o  33 per cent.  It, shou3.d 
be noted, hot..rever, that since  the 1975/76  revenue  estimates provided for 
Af 700 n i l l i o n   i n  revenue from t h e w  sa?e monowlles, thc n e t  subsidy 
apprapri?.ted for t he  rmnopolies  did  not excceii A? 709 million. 

Besides thc subsidies on sugar an6 petroleum, other subsidies i n  the  
1975/76 but!y?t incltlilea: A f  200 c:illion on sales of f l o u r   t o   c i v i l  servants: 
A f  633 mill ion of exc5ange subsidies t o  exporters of  cotton, Bnro.(..ul, and 
wool: and 4f 575 m . i l  l i o n  for msnec i f ied  pur?~osns. The an.oroylri?..l;ion f o r  
forsic? r1eb.t: service j.11 1?75/76 (incllrrli r:; amorti arttion na:rmmt.s 1 1.a~ 
A f  1.2 3 3  .l.lion or 35 9cr cent   less  than i n  1;74/7S, as 3, r e s u l t  of 8 debt 
rescheduling n3reer:lent conclvded 7ai.t') the U. S. ?.R. j.n i074/75. 'To ed.justment 
of ci-.ril servants' sa l a r i e s  vas grzntei! in 197':/76. On a funu;ions.l 
basis, increases i n  expenditure ?tern coacen-krated on defense (29 x r  cent ) ,  
education (30 per cent ) ,   genera   eduiu is t ra t ion  (17 per cen t ) ,  and he+.lth 
(13 per cent 1. 



Table 7. C e n t r s l  b v e m n t  Ordinary Expenditure 

( In   mil l ions of  Afehanis) 

Functional  classification?/ 
Ordinary  expenditure21 

General  administration and public  order 
Defense 
Education 
Health 
Other community and s o c i a l  services 
Economic services 
Public  debt  ( interest)  

Foreign?/ 
Domesti& 

Subsidies,   grants and pensions 
O f  which:  exchange subsidy 

Object c l a s s i f i ca t ion  
Ordinary  , .-pmditure 

Wages and s a l a r i e s  
-rials and supplies 
Subsidies,  grants and pensions 
Public  debt  ( interest)  

F o r e i g d l  
Domestick/ 

Other 

4,887 
772 

1,359 
876 
155 

73 
4  74 
572 

(4 08 1 
(164) 
596 

(390) 

4,887 
2 , 092 
1,068 

796 
572 

(408) 
(164) 
35 9 

5,283 
7 91 

1,460 
968 
186 

76 
422 
659 

(480) 
(179) 

(360) 
7 2 1  

5,283 

1,160 
865 
659 

(480) 
(179) 
378 

2,221 

5,799 
880 

1,545 
1,083 

192 
13 7 
449 
679 

(480) 
(199) 
834 

(380) 

5,799 
2,395 
1,269 
1,017 

679 
(480) 
(199) 
439 

6,244 
887 

1,608 
1,120 

2  04 
105 
559 
750 
(530) 
(220) 

1,011 
(581) 

8,877 
1,094 
1,909 
1,316 

243 
95 

5 i 3  
222 

(222) 
(-- 1 

(633) 
3,485 

8,202 
1,041 
2 , 050 
1,450 

230 
110 
519 
222 

(222 1 
(-- 1 

(633) 
2,580 

6,244 8,877 8,202 
2,396 2,884 2,450 

10,190 
1,215 
2,500 
1,549 

273 
103 
531 
390 

(390) I 
("1 I" I\) 

(700) 
3,629 I 

3,5471 10 190 

1,417  1,827  1,730 ". 
1,279 3,506  3,400 

750  222  222 390 
" 

(530) (222) (222) (390) 

4  02 438 400 " 

(220) (-- 1 (-- 1 (-- 1 

Sourcee: Data provided by the hiinistry of Finance and Da Afghanietan Bank. 

- 1/ The revised estimates f o r  1975/76 are based on provis ional   actuals   for   njne months. 
I 21 The funct ional   c lass i f icat ion is based on the   i n s t i t u t iona l   c l a s s i f i ca t ion  used i n  the budget  accounts. 
- 3 /  The budgetary item, "foreign  debt  service", in  ordinary  expenditure  has been adjusted t o  exclude  foreign  debt 

amortization, which i s  t rea ted  as a negative  financing item. 

Research Department , Da Afghanistan Bank. 
4/ Represents  interest  payments on government domestic  loans a t  Da Afghanistan Bank. Data provided by the 

5 1  Staff  estimate. 
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Except f o r  a temporary yak i n  1972/73, developnent  expenditure mew 
fairly  stead..tly at an annual rate of 15 per cent  during the  1(371/72-1~75/76 
period. However, i n  r e l a t i o n   t o  budget estimates, there were shor t f a l l s  
i n  development ewenditure  alnost  every year. The CBUBCS of  these  short-  
falls do not  &>pear t o  have  been a lack of financial  rCsources as there  
were substant ia l  infloTrs of foreiLm  concessionary loans and grants:  r8ther 
the operative  constraints on develoynent  expenditures  included  deficiencies 
i n  the  preparation  and  execution oi. proJecte and an nsir.equate a h i n i s -  
t r a t i v e  machinary and the lack  of skilled manper.-- 14 

d. .Q?-=ycts for  1376/7_? 

The 1%'6/77 budget  estimates  vere  prepared  in lieht of thc overal l  
tarcets of t h e  Seven-Year Development P l m  i n a u p a t e d  this year.  Total 
revenue is  budgeted t o  increase  hy 13 per cent ani! t o t a l   e m e n d i t w e   t o  
rise by 73 per  cent  over t h e  revised  ostimetes of 1?75/76. The overall 
def i c i t  i s  thus  projected a t  Jf 10.5 b i l l ion ,   equiva len t   to  43 Fer  cent  of 
t o t a l   e q c n d i t u r e .  O f  this d e f i c i t ,  it is estimated that Af n.3 billion 
would be  financed from external  sources,  leaving A f  1.2 b i l l i o n  t o  be 
financed by borrowing from D a  Afphanistan Ranlc.  

Tax revenue is  estimated t o  rise by 13 per cent,  compared v i t h  a decline 
of 1 per cent i n  1375/76,  but  substantially  less  than the 62 per cent surge 
i n  1974/75. While no r a t e  changes 17em made, tacea on net fncomc and 
p ro f i t s  are expected t o  increase by 27 per  cent as a re su l t  of improved 
procedures for tax  assessments  and  collections. A 1aree 3.ncrease i s  
anticipated F r o m  taxes on property,   par t icular ly   agr icul tural   land,  as the 
au thor i t ies   be l ieve   tha t ,  despite the  evidence of past  performance, 
sufficient  progress w i l l  be made with the  on-goine cadastral  survey t o  
Generate  substantial  revenue from this source. Pevenue f'rm taxes on in te r -  
national  trade i s  expected to   i nc rease  by less than 2 per c e n t ,   p w t l y  
because of the se lec t ive  i m p o r t  tar i f f   reduct ions and partly because of a 
&general weakening in   the   in te rna t iona l  maslrcts fo r  Afghan exports. ??ontax 
revenue is projected  to   increase bv 10 per cent.  Teceipts from t h e  sovern- 
ment f e r t i l i z e r   f a c t o r y  and from the government  monopolies are  expected 
t o  reg is te r  some increases  but  the 2roceed.s of natural  gas sales are 

. expected to  decline by almost one fourth  because of 8 nett aol icg  to   reduce 
gas exports and conserve  energy  resources  for f'uture domestic use. 

Ordinary  expenditure i s  estimated t o  increase by 24 per cent.  q-e 
1076/77  budget provides  for a general  but tapered salary increase fo r  
public  sector employees, the first since 1864. %e overall ef fec t  *.ill he 
an increase of 45 per cen t   i n  payroll costs  over  the  revised  estimates for 
1975/76.  Another expenditure item i n  t.\e budaet is a subsidy o f  4 . f  1. n 
b i l l i o n  on sugar and petroleum, emewhd less   than  the Af 1.2 b i l l i o n  
appropriated i n  1975/76. However, recent  decrcasee  in t h e  Fxport price of 
sugar suggest t ha t  a much smaller SUb8i1iy may be  required t o  support the  
operations of t h e  Suc;ar and Petroleum  "onopolies. I n  any event  since the  
- 3/ See Chapter I, Section-4. 
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e.upectcd rmenue transfer fror.1 these monopolies is A f  773 mfl l ion ,   the   ne t  
budgetary  subsidy t o   t h e s e  monopolies m y  be no yore  than A f  230 million. 
The total   provis ion  for   subsif t ies   in   the  ordfnary bud@,  ?lotreveY, i s  
AI? 3.6 S i l l i o n ,  an increase of A f  3 . .  r! ? i l l i o n  over revised estimates for 
1?75/76. '%is increnent is emlaincd  3y t h e  anpropriation of Af 1.2 
b i l l i o n  for  unspecified  contingencles. 

The 15176/77 budget  provides for Af 14  b i l l i a n  for  development e.?mendi- 
ture, representine  en  increase  exceeding 1h0 per cent  over  the relrised 
estim?.tes fo r  1?75/76. Given t h e  nast record o f  ~ u ~ ~ s t a n t l a l .   u n d e r e q e n d i -  
tures i n  the deve1oywn.t budcet, it is n o t   l i k e l y   t h a t   t h i s   l e v e l  of 
expenditure will i n  Fact be attained..  Shortfalls  in  exDen+iturc on nrojecta 
would involve an approximately commensurate r educ t ion   i n   t he  need for external  
project  horroving. 

2. 5lone;r and c red i t  "- ._."" -. " 

Afghanistan's  organized bankin:.: systan consis ts  of na .4fp;hanistm 3~3117, 
which  combines some of  the-  functions of a cent ra l  bank v i th  those of a 
commercial bank., two commercial ba,nl;s (the 33ank Vellie an8 the Pash tmy-  
Tcjaraty Bank) and three special ized  lending  inst i tut ions  ( the  Mrlcr iLtural  
Developpent ?3mk of Afghanistan (ADE.A), t h e  Vortgrtce  and Construction Rad- 
(I4CR) and t h e  Indus t r i a l  Dc*,-clopment Bank of Afghanistan (TnW)). W.e i3an;i 
Yellie and the  IPEA are m-ivatcly ovned f inanc ia l   i n s t i t u t ion?  vhj1-e 311 
other banks are ~covem.ient-ovaed. Fa Afghanistan Bank and Rank ':ellie 
accouqt fcr about 75 per cent anc? 1.0 per  cent,   res?ectivelg,  of t o t e 1  %ank 
l iabil i t ies.  I n  Afghanistan, the money 3azaar ~ 1 . ~ 0  ?lays e, subs t .mt ia l  role 
ill the  f inancial   systea.  !?here are t7.m major Xoney bazaars, the  most 
important i n  !%bit and the   o the r   i n  Ya.nd.al?ar, vhilc i n  o t h e r   c i t i e s  
f i n m c i a l   a c t i v i t i e s   a l s o  take ?lace  outside t h e  bankinn system. 4s a whole, 
the  bazaar 1Erl;ets are estimated t o  f'ina,r,ce over 53 yer cent  of  P.P$tanistan's 
foreign tradk; they  also engaze i n  so r~ !  d.omestfc Iend.5-ng but at noninal 
i n t e re s t  rates considerably  higher  than  those  cllarpd by the  bs.n!rs. Susiness 
i n  the bazaar i s  reporter? t o  be conducted. on a very informal ?asis viCh a 
n1inimum of documentation. 9 . e  financ5.el  sector -LL At,$zanistm i s  srczall as 
is t he   yopor t ion  of t he  populn.tion coming into  direc?  contact vit?? orranized 
f inancial   ins t i tut ions;   the   f inancing  reauirenents  of' +,ha majority of t h e  
To_DliLekion a m  met primarily tllr*ou& the  bazaar  mrltets or  other  non-. 
inst i tut ional   sources  of c red i t .  Th.e hiyh  Droportion of cwrency in   c i rcu-  
lation t o   t o t a l   l i q u i d i t y ,   v h i c h  has avereGeci about 67 p?r cent  over t h e  
past f ive  years, indicates  that  the rqajority of the  pouulstion. also hold 
theii-   f inancial  savin:ys outside t?le Sn,nking systen. Comercia1 ban!; len3.ing 
t o  the  yrivate sector  has ?em 3.imitc.a natn1.y t o  nerch7,nts and enteryr ises  
with lonFr,..sl;e.ndinG  banlrinlr. connections ; the   cot ten ,qinninr; c o q m i e s  rely 
mainlv  cn baJc c red i t s  an?. varia,C,ions in  cotton  f inancing bave frequently 
exerted t h e  preponclemnl. i nflvanc- on yoa,r t n  year c.hnnZ:cc i n  clajvs on the  
pr ivate  sector. 

0 
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There are several rewans   for   the  low s t a t e  of develoly!ent of the  
f inancial   sector .  The operations of the  ban1c.s themselves have been to 
sone  extent  inefficient due t o  a lack of qual i f iod pemonnel. .blOn8 
govenvllent owned banks, t h e  major  exce>t.ion is t?.e AnW vhich r,ow operates 
effectively  under its own a rb in i s t r a t ive  rules. PZthough bren.ch  of'ficcs 
of  the banks ex is t   in   p rovinc ia l   cen ters ,  d l  lorn amlicnkions  are  
processed by head of f ices  i n  Kabul an.d, as a general ru le ,  chccIrs can 
only be cashed a t   t h e  branch  on  vhictl they rire dram. Ds Afghmistan Tank 
has t he  ?nost extensive  netvork of branch. of f ices ,   bu t   t%e  ac t iv i t fes  of 
these  branches are  l imited  a lmost   ent i re ly  t o  t ransact ions wit9 the  
Governrent. T'le constraints   created bp def ic ienc ies   in   the  hp.n!rs' o ~ m  
organization hme ?~een  reinforced, m d  nerha?s yartly  caused, 'V deeply 
entrenched  factors   mil i ta t ing arrainst the   cs tab l idment   o f  a mar??.lt.et for 
credi t .  A msJor d i f f i c u l t y  bas keen nosed. hy the   l ack  of adequate  aecuritv 
for   lendine.   This   s tem from tyro pr inc iTa1   fmtors :  first!.y, unCl-er Islmic 
1::r a def'aultinc debtor i s  nccwdk6. cert8,in r i g h t s  t h a t  tend t o  I Y L ? ~  

reali2atiOn of any c o l l c t e r a l  difficv.l t ,  rad s.?condly, t he  O ~ m ? r S ~ . i ?  of 
land, vhich is  t3e most suitable form of aecnrit7r exnilable,  i s  often in 
doubt.  Furthemore  the  value of lan;! i s  often di:IPicult   to  deternine 
because of uncer ta in t ies  as t o  water righ.ts r?nd o ther   mat te rs   re la t ing   to  
i t s  use. These problems have been faced  particularly  in  connection wi th  
the  extensfon of loans t o  t h e  agr icu l tura l   sec tor ,   hu t  ADnA has ?a& sane 
qual i f ied  progress   in   devis inp  legal  form that  provide adea.ut?te sccLVity 
t o  the lender,  includiny the use of  cooperative  promissory  notes. The 
IDBA has also been akle t o  propose a systeirr. fo r  the   rea l iza t ion  of co l la tmal  
t h a t  i s  consis tent  v i th  the pr inciples  of Islamic lav. 

V'hile Da Afghanistw Rank has subs tan t id   in f luence   over   the  bqmtii1g 
systero., formal instruxents of monetmy control  me rudimentary.  There 
exist no reserve  reqnirements for  t 3e  cor.mercial banks anc! only  limiter? 
use Of discountinp;  Pncilities. 'The ce? t ra l  b8.r.l: r e l i e s  pr;.rnarfl-?r or? m 0 r d  
sURsioi1 to   control   the   operat ions o? t he  cortm.e~ctct3. banks; it has on 
occasion ( p m t e d  advances t o  t he  conqerciel. banks vho voluntar i ly  holic 
deposits with it. 3a hfchanistan knlr's f'unctions  also  include  resnonsi- 
P i l i t y  f o r  t he  note  issue,  acti.nc as bLuiker t o  the   Govement  and hold.in.7 
t h e  country's of f i c i a l   fo re ign  exchange reserves. 

A nev Law of ISoney an$. 13ankin,n; vns promulgated on July 22, l-?7?. 
%e LON grovid.es for tbe  nationalix7,t lon of a l l  hsnks v i t h i n  one year of 
promulqation. This will a f fec t  only t,w p- iva te ly   omed  ins t i . tu t iom,  the 
3ank ?!ellie and the  InR.4 ., e.3 ell other  banks are already state- ovned. The 
La:.? a l s o  provides  for Da Afp;hnnistaE 3e,a!r t o  ult imately cease i t s  
com~erc i a l  banking operations and a c t  solely as a cen t r a l  %a&., 1m.t t h i ?  
arrangettl?nt i s  not  expected t o  3ecopc effect ive before 10[39/Rl.. "'?e TJ2X 
a lso  povid-es t h e  banks freed\,!!? f J . v . 1  PiviI .  g w v i c e  r e ~ ~ l . p , t i o n s  m l - t i n y  t o  
personnel   ?ol ic ies ,   ~rhich it i s  l1oye4 vi11 lead t o  811 im?roveS cnlfhre  
of ';he banks ' s t a f f s .  The Mn1:s arc! also required b.7 t he  T ~ T  $0 !l.m.onize 
t h e i r  accounting  system, and vork on this yroject  i s  procwdln:. I n  
addition, m.onctary and bankin!? policy has been f o m l l y  nlacPS! i n  t he  
hen& of a himarchy uf committees,  the ?coost senior  of which 5s t he  T'igh 



Council. I ts  chainnan is the   i l in ia te r  of 3inance and t h e  1wrtbcrship cons is t s  
of the  r i inis ters  of: Comerce,  Planninr?,  "ines and Industr ies ,  and Aprf- .  
cul ture  a d .  t h e  Governor of Da AfRlianistan hn!c vho )Ins no vot inr  riflhts. 
The next committee in   o rder  of importance i.s t he  "oney anc? C r e d i t  Conmittce 
which has been cl~argcd  vi th   the  resyoncibi l i ty  of dravinp up reyulntions 
rel .a t in@  to   the  operat ion of tbe 'md:in,~ system, includinl;: the  determination 
of reserve  requirements and liquid. assets ra t ion an;! the  fixin.: 04 intcres-L 
rates. Thz pro3oral.s of t h e  Yoneg and Credit Commit?;ee  must receive the 
ayproval  of t h e  ;Ii$il Council  before %co!d.?l? effective. Under the Law it 
i s  d-so intended t o   c r e a t e  a Eos.rd. o f  C,wervisors,  answerable t o   t h e  
Fiinister of F inmce,   to   eva lua te  D a  F.f,yhmistan 3ank's a c t i v i t i e s ,  and 8 
b,l.nk '!'?ate Reserve Control Ro.z,rd, Vl.ile t)le Law establ ishes  t'le instit:v. 
t i o n a l  frmework for  the  i?.aplenentstion of coqrehensive monetary  pol.icies 
and for  the a u t h o r i t i e s   t o  have-  vide r m z i n g  povcrn  over the cow.erCiP.1 and 
specialized Saaks, the   precise   nature  of instruments  to be used remains 
un?.er reviev. Yew fore isn  exchange control  regulations arc a l s o  bein? 
considered. 

The o t k r   m i n   i 3 s t i t u t i o n n . l  develoTvent  during 1!?75/76 m s  the decision 
t o  :?roceel? w i t h  the esta5lislment of PZI Export  Proyotion k i ~ k :  f'unds to 
finance  the loan cay i t a l  of the   nev  inst i tut ion 'zave been c o m i t t c d  by 
Iran.  X::;?ort ficancinz i s  currencly provided by the bazaar, Da Afghanistan 
Bank and the two colllinercial banks. 

0 I n t e r e s t   r a t e  nolicy has  not  been  actively Lsec? in  Afghanistan for 
imnagement of the econov or t o  mobilize  donestic  savings.  In dma ? . O 7 5 ,  
i n t e r e s t  rates vere raised, a f t e r  hzvin:: remained unchanged f o r  t?s7o decades 
despi te   subs tan t ia l   f luc tua t ions   in  rates of i n f l a t ion  and monetary  expansion. 
%e comercia1 banks  have  ten3ed. t o   ope ra t e  v i t h  anproximately  identical 
i n t e re s t   r a t e   s t ruc tu res ,  althou,$h tl7i.s has not been e. formal requireirent. 
Both Da Afghanistan Bank and the  comaercial banks now offer exac t ly   the  
same Cicposit and  lending rates (Table 0, belovr). TIotTever, these rates remain 
subs tan t ia l ly  belou those  prevail ing in the   bazaar  money ~narltets. 
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Table 9. Changes i n  Hoay and Quasi-Money and Factors Affecting C h a n g e 8  

(In millions of A f g h a n i s )  

- Money and quasi-money 
Cumency in   c i rcu la t ion  
Demand deposits 
Quas i-money 

Foreim  assets  (net 1- 1/ 

Domestic assets  _!nt?t) 
Claim on private  sector- 21 

Claims on public  sectgj$net)  
h'ational Governmen+ 
Off ic ia l   en t i t i es  

Other  items  (net) 
I m p o r t  deposits 
SDR allocations 
Other  (net 

Chanues i n  per cent 
Money and quasi-money 
Money 
Quasi-moaey 
Claims on private  sector 

1,710 
756 
284 
670 

- 834 

% 
-464 

(-410) 
(-54) 
393 
(-31 1 
(-- 

( 424 1 

12.3 
9.5 

23.1 
22.2 

378 
133 

14.2 
16.7 

-1.0 
4.3  

I . .- 

fjource: Research Department, Da Afghanistan Elank, 

11 Ex .ludes  impact of changes in  foreign assets arising  out of revaluation of: 1) f o r e i m  exchanpe 
hcydinga i n  March 1972 (Af 20 million) ; 2)  gold  holding6 in   Apr i l  1972 (Af 147 million) ; 3) gold holdings 
in August 1972 ( A f  177 mill ion);  4 )  foreign exchange holdings i n  March 1973 ( A f  36 mill ion);  5) gold 
holdings in December 1973 ( A f  228 million); 6)  foreign liabilities on bilateral   c lear ing  accounts  i n  
Apri i  1973 (Af 55 Fillion). 

2/ Excludes impact  of t r ans fe r  o f  part  o f  Kold revaluation  nrofits  (A? 48 mill :on) to   n r iva tc  sector 
accounts i n  September 1973. 

3 /  Excludes  impact on net claims on t h e  Government of   t ransfer   to  government accounts of: 1) FJflTt of 
fiFst gold revaluation  profits i n  May 1972 ( A f  86 mill ion);  2 )  part  or' second gold  revaluation vrof'its 
in September  1972 ( A f  82 million).  
- 41 Includes change ir. "inter-Da  Afghanistan Bank" item. 
5/  Excludes  impact on unclassified  items of revalucrtion of foreign  assets and l i a b i l i t i e s  and 

suiiequent  transfer of gold revaluat ion  prof i ts   to  government and private  sector  accounts as mentioned 
in  foctnotes 1, 2 and 3, above. 
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During the first 11 month6 of 1?75/76, monetary  expanaion accelerated 
t o  14 per cent as corlparcd vit'l l? per  cent i n  the correenondinc  period of' 
the  previous  year. This expansion vag en t i r e ly   a t t r i bu tab le   t o  t h e  subetan- 
tial increase i n  net fo.?.eiEn asse ts  which occurred  primerily durinst the 
second half  of t h e  year. By contrast ,   the main expansionnry  factor i r  
the first half of the  year had heen an increase in net Eomestic a s se t s ,  
resultln.@ mainly from heavy public  sector hank borroving. T i s  si tus . t ion 
wao reversed  in the second h a l t  as t h e   o f f i c i a l   e q t i t l e s  ' r e r e  able  t o  
l iqu ida te  some of their   outs tanding  credi ts  th.rou:h t h e  sale of stoclrs of 
goods acqui red   ear l ie r   in  the year.   Mreover,   the  Central  Government's 
ne t  aeposits with the banking  system  increased due t o  an imnroved f i s c a l  
performance and the receipt  of foreirfn  cash  qrants.?/ Credit t o  t he  pr iva te  
sector ,  hotrever, declined due t o  a  reduced ove ra l l   l eve l  of husiness 
a c t i v i t y  and despite expanfled cotton  financing. 

The l iquidi tv   yosi t ion of t he  commercial  banks de te r iora ted   in  
1975/76. The rat io   of   reserves   (cash i n  till and reserves R t  r)a Afzbmis tan  . 
Bank) t o  pr ivate   sector   deposi ts  f e l l  by three  nercenta.qe  points  to 17 per 
cent during the  f irst  three  quarters.  These l iqu id i ty  Trohlems tended t o  
be exacerbated i n  t h e  t h i r d  quarter by the re l a t ive ly  .?reeker  appreciation 
of the bazaar foreign exchange retes vis-a-vis tile f r ee  market r a t e s  offered 
by t he  commercial banks. Over t h i s  period  the  comercinl banks were 
required  to  purchase  foreign exchance at t h e  sane ra t e s  as ?la Afghanistan 
Bank, and with  these  depreciated  rates,   the commercial  banlrs  found it 
d i f f i c u l t  t o  balance  purchases and sales of  foreiRn exclmnge. I n  order 
t o   a l l e v i a t e  this yroblem, the  banks were given  *mission  in  January 1076 
t o  set the i r   fore ign  exchance rates  independently of' Da Afghanistan Rank: 
as the  banks' free market ra tes   vere  moved toward the  3azaar rate, their 
purchases and sales of forei:v exchange equi l ibr ia ted,  and the t ightness  
i n  their liquidity posi t ions  ar is ing from t h i s  fac tor  eased. 

It i s  d i f f i c u l t  t o  identifv  a  close  relationship between  monetary md 
price dcvelopmentft i n  Afghanistan.  Short-run  changes i n   t h e   l e v e l  of 
nominal q g r e g a t e  income  and pr ices  appear t o  be determined  predominantly 
by changes in   agr icu l tura l   ou tnut  as induced by veather conditions, ferti- 
l i z e r  usage and the   l eve l   o f   ex te rna l  demand. For  instoace,  the  substR.ntiR3 
pr ice   increases   in   l?70/71 and 1771/72 were accomymied by only  moderate 
rates of monetary expansion  of  about 7 per cent and re f lec ted   essent ia l ly  
drought-induced  shortaces of basic   agr icul tural  commodities rather  than 
increased demand caused  excessively  expansionary monetary F l i c i e s .  F3y 
cont ras t   in  1372/73 when the  r a t e  of  monetary  expension  increased  sharyly 
t o  20 per cent ,  the Trice  level  declined  ahsolutely by 11+ per  cent due t o  
the  re turn o f  more normal agr icu l tura l  supnly conditions. Tn t u r n ,  t!le 
temporary  surge i n   p r i c e s   i n  1971!/75 ..?as a t t r ibu tab le   p r i aa r i lv   t o  specu- 
l a t i v e  honxdin9s of foodgrains and occurrei!  despite  a  sloved rate of  monetarv 
eqans ion   i n   bo th  t h a t  and the  ?receding  year. The absence of any 
observable  relationshi!  betveen  recorded  rates of i n f l a t ion  and monstarv 
expansion  appears t o  l ie  i n  part i n  the def ic iencies  of available pr!ce 
indices ,  3ut a l so ,  and.  more importantlv,  in the i n s t a b i l i t y  of t h e  veloci ty  
oY circulat ion of money. 
""" """""". L/ See Chapter 111, Section 3. 

- - ""- .. - *- -A"" 
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A number of factors  Rppear t o   s u h t m t i n t e  t h i s  nropoeition. Given 
the law level of development of A f & ~ n i e t a n ' s  financial system, t h e  acclllpu- 
l e t ion  of currency  nottr j a  the  only wide3.y avrr~.lablc inenne of holdinp 
financial   aaaete,  A eignificant  nroportion of currency  in  ciraulstion may 
therefore be nresunrcd t o  represent savlnge or  v?ecautionary halmcee ra ther  
than  balsncee held to   f inmce  current   t ransact ions.   %reover ,  as these 
currency ho1dinC:s art! large in   absolute  t e r n ,  there e x i e t s   a t  my paint of 
time the   po ten t ia l   to   f innnce  a much hixher volume of expenditure than  is 
normally conducted.  Since the demand f o r  Ixwic  foodstuffs amears t o  have 
B very lov price e l a s t i c i t y ,  nominal cx?enditure on such items ~ R V  increaee 
considerably i n  years of a&cultu!al  s9ortsgc w i t h  t he  aW.ed r?~cn!itlra 
financed  throuch e'iiifto i n  holdings of' currency stocks yicld.ing R oariAble 
velocity of c i rculat ion.  I n  t h e  almencc of reliable national income 
e a t h t e s  it ie n o t   y s s i b l e   t o  test t h i s  byyotheoia e t a t i e t i c e l l y .  

c. a e c i a l f z e d  b a a  

Of the  three  special ized banks i n  Af@~anisten the  tcm larrteet, the 
anC the  IDDA, were establ ished  fnir ly   recent ly ,  The AnB4, R fu l lv  

government-ovned bank, was incorporated  in 1970 and assumed th.o  f'unctions 
of the Agriculture and Cot twe  Industries Bank i n  add i t ion   t o  bein& Given 
new respons ib i l i t i es .  The orqanization and rnanmment of the nev hank 
are stronger  than i ts  pedecessor;   since  i te  establishment,   the ADDA ha6 
been mnaged by a team of foreign  experts   operat iq  under t h e  auenlces of  
UNDP and the  IRRD. The InRA waa i nconora t ed   i n  1973 and its e q u i t y   c a p i t d  
( A f  240 million) is 60 per  cent owned by Afghan shareholders vith t h e  
remaining 40 per cent held by a group of foreign  banks. It also has been 
receiving  technical  Rssistance from international  organizations ani! is 
c u r r e n t l y   o y r a t e d  by a foreign managewent tean. As both banks operate 
uder their own personnel and salary  pol.icies, the qmlitv o f  their  staff 
IS r e l a t ive ly  high. The t h i r d  and smallest specialized bank, ?CB, is 
mainly engaged i n  making loans t o  government  employees, and. its business 
has not  increased  substantially i n  recent years. 

0 

The er$)ansion of the  special ized b?nlcs' lending  act ivi t ies  i n  recent 
years is  mainly a t t r ibu tab le  t o  AnDA ogerations (Table 10, Selov) 'We 
volume of  loans extended by t h i s  bank has increased steadily from .4+' 117 
mil l ion   in  1971/72 t o  about A f  870 million i n  1n74/75. In  1374/75,  loans 
t o  finance  farmers '   fert i l izer nurchases formei! the  largest sinqle catezory 
of credit  extended by ADBA and amounted. t o  52 per cent of  t o t a l  lendin:. 
Another 25 per cent was accounted fo r  by ADBA's part ic ipat ion  in   cot ton 
financing. The rest of ATIRA's lending ??as directed toward  financinq 
purchases of fann equipment  and fam. inprovernenkn. In  1Q75/76, vhen bW3A 
d i d  not   par t ic ipate  i n  cotton  f inancing,  total  farm c red i t s  amounted t o  
nore than A f  700 million. 



Foreign assets 
Loans t o   p r i v a t e  sector 
Part ic ipat ions 
Other assetdl 

Assets = Liabilities It58 &4, 1,Rr)? ?,5?3 9,qlra 

Private   sector   deposi ts  
Government deposits41 
Special deposits with knBA 21 
Long-term domest ic   l iabi l i t ies-  G/ 
Foreign l iabi l i t ies  
Capital  accountsl/ 
Other l i a b i l i t i e s  

I 
W 
0 

I 

Source: Research  Department, Da Afghanistan Bank. 
11 Consolidated  Statement of the  Amicul tural  Developrwnt Rank of Af'Rhanistan 

(GRA), t h e  Mortgage and Construction Bank, and, from March lV3, the Indus t r i a l  
Development Bank of Afghanistan (TnBA). "he statement  excludes  certain manaced funds 
8nd long-term  domestic  loans t o  Afghan F e r t i l i z e r  Company (AFC) ,  and lonpterm 
liabilities t o  United States hency   fo r   In t e rna t iona l  Develowent (TJSAID). 
- 21 Cash on hand and bank deposits. 
3/; Includes deduction  for  provisions of the  ADBA emd t h e  TnRA. x/ Includes  retained proceeds of t h e  AnBA from col lec t ion  of government f e r t i l i z e r  

s/ Mainly deposits of t h e  AFT wi th  t h e  AT)RA. 
6/ Includes liabilities t o  t h e  Afghan Government of t h e  ADBA and t o  Da Afghanistan 

7/ Includes  capitalized  counterpart  of loans received by t h e  ADBA from I D A  and 

loans. 

&-k of t h e  IDRA. 

p&icipation of foreign banks i n  the IDEA. 

0 . .  
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111. The ExternaJ. Sector 

1. Overall  balance o f  payments  developments 

The external payments position  of  Afghanistan  cannot be analyzed 
adequately as a significant  proportion  of  transactions are unrecorded  and 
the  existeat data are sub jec t   t o   l a rge  margin:; of   error .  There a r e  no 
off ic ia l   balance of payments estimates. Those provided i n  Table 11 are 
based on datal/ col lected by t he  staff and can be taken only os indicat ive 
of major t ren&  in   Jfyhanis tan 's   balance  of  paymeuts. The only firm 
figures  in  the  external  accounts are changes i n  net fore i@  asse ts  of 
t h e  bankiny, system. A significant  proportion of t o t a l   f o r e i m  trade is 
unrecorded, and deficiencies exist in  the  compilation of recorded trade 
data. IT0 reliable estimates are available of inv is ib le  trade and nonw 
monetary cap i t a l  flows  except  for  approximations  for  net +ravel rece ip ts  
a 1 3  sorr,ewhcd  more accurate estimates of o f f i c i a l   fo re ign   a id  and debt 
service. The unrecorded  and  cmitted  transactions are p a r t i a l l y   r e f l e c t e d  
i n  net   res idual   t ransact ions,  Coverage deficiencjes  in  Afghanistan's 
balance of payments accounting  result i n  pa r t  from the   l a rge   popor t ion  
of  external  transactions  financed  through  the money bazaar  and  not  recorded 
by the  banking  system. Such t ransact ions  include  not   only  invis ibles ,  
p r iva te   cap i ta l  flows, and i l l i c i t  trade, 1 *t a l so  a large  par t   of   the  
t ra4e  that  i s  recorded by customs. As t,he money bazaar dealers are not 
bel ieved  to  change their  holdings  of  foreign  currency  balances by 
s ignif icant   amunts   f ron year  t o  year.  the bazaar  free market  exchange 
rates are determined  meinly by the   p r iva te   sec tor ' s   res idua l  supply and 
demand for   foreign exchanrp and are one important  indicator of the   s t rength  
of the t o t a l  balance of payments posit ion.  

While Afpaanistam has recorded  an  external  surplus  in each of the  
past  three  years t h e  causal factors have varied fr3m year t o  year. I n  
1973/74 the surplus  of SDR 1 2  mill ion was pr inar i ly  due t o  a sharppr  reduced 
t rade deficit: t he   l eve l  of  iuports  rc-mined unchanged owing i n   p a r t   t o  
uncertainties  following the change of ~overnmect  in mid--1973, while t o t a l  
export  value  increased by 20 Ter cent   essent ia l ly  as a resul t   of   h icher  
prices for  Afghanistan's major emorts .  The reduced  level  of  net  capital 
i n f l o w  was o f f s e t   i n  part bv a lover  negative -rfitry for   net   res idual  
transactions.   In 1974/75, despite a widening  of the recorded trade de f i c i t  
and a reduced  net  official   capital   inflov, a surplus  of SDIi 10  lnillion 
c.x!rged, mainly as z resu l t  of a sharp turnaround i n  the net  residual entry.  
The merchandise trade de f i c i t  more than  doubled  despite  continued  stron? 
export growth as import payments expanded more sharply. The inc rease   i n  
commercial imports of 75 y e r  cent ,   ref lect ing  pr imari ly  higher inter-  
nat ional   pr ices   for   sugar ,   tea ,  and vegetab le   o i l ,  ttas only  par t ly   o f fse t  
by a decline  in  aid-financed  imports owing to   the  ter ta inat ion of the  commodity 

1/ The data  underlying-  the  imlance  of payments estimates have  been  compiled 
"_ - . , . " - -.""."".- 

from oustoms accounting  of  excorts and imports , foreiEn exchange 
transactions  of Da Afghanistan Bank., separate  estimates  of  net  travel 
receipts  and project aid imports, aid receipts  and debt service payments as 
recorded by the 14inistry  of  Finance, and foreig3 assets and l iabil i t ies of 0 
the  banking  system. 



- 33-  

aid foodgrain program. "he growth of exports by 35 per cent  r-flected 
increased  internat ional   pr ices   for   cot ton,   natural  gae and carpets BB 
well BB a eharp  increase i n  the  volume of cot ton and fresh and dried 
fruit exports and was ettributable to   favorable   agr icu l tura l   deve lownte  
a d  incmased  external  demand. Outaide the  trade  accounts,   net  
o f f ic ia l   cap i ta l   rece ip ts   dec l ined  by SDR 12  mill ion from the previoue 
Year LLB amortization payments on debt owed the  U .S.S.R. and the Federal 
R e p b l i c  of Germany rose,  while commodity aid w a s  substant ia l ly  reduced. 
Offsetting  the  veekening i n  t he  trade and  nonmonetary c a p i t a l  accounts 
was 8 sharp  turnaround i n  the residual item, probably  reflecting, 
OR& from deficiencies  in  the  recorded trade data, an  increase  in 
unrecorded trade receipts  and inward  remittances f r o m  Af-s vorkix 
abroad. 

Ccntrary t o  original  eKpectations,  Afghanistan's  external pa;yments 
posi t ion showed unexpected s t rength i n  1975/76 and registered a record 
Overall  balance of payments sumlus  of SDR 53 million, a 60 per cent 
increase  over  the  cumulative  net surplus of t h e  previous four  yeare. 
While the   t rade   def ic i t  remained subs tan t ia l ,  a steep increase was 
recorded i n  of f ic ia l   loans  and grants while debt  repayments  declined 
subs tan t ia l ly  due t o  a debt rescheduling agreement with the U.S.S.R. 
Moreover, the  net  residual transactions  entry  recorded a sizable   fur ther  
increase,  mainly as a result of  higher  unrecorded exports of agr i cu l tu ra l  
products and livestock and inward  remittances. On the  trade account, 
t h e  growth rates of both  export  receipts and  import p8yYIEntEI declined 
sharply. The slowed  growth of commercial imports  reflected  stagnant 
imports of petroleum products and recent   decl ines   in   internat ional  
S u g a r  prices.  Despite a f a l l  i n  world  prices for some of Afghanistan'e 
t r ad i t i ona l  exports , notably fruits and nuts ,  t h e  dec l ine   i n  t h e  value 
of these  exports was more than compensated for  by the 50 per cent 
increase i n   n a t u r a l  gas receipts.lJ 

0 

In addition t o  increases   in   net   foreign assets, the  strength  of 
Afghanistan's t o t a l  balance  of payments position  has also been re f lec ted  
i n  a substantial   appreciation of the Afghani over the  p s a t  four .years 
from A f  84.0 per US$1 i n  1971/72 t o  A f  57.7 per US$1 i n  1975/76 on &A 

annual average basis (Appendix I,  Table 23). While over the period 
1972/73-1974/75, the  Afghani appreciated sharply and reserves  accumulation 
was amaerate, in 1975/76 government policy was directed at l imi t ing  the 
appreciation of the currency and t h e   r a t e  of reserve  accumulation  accelerated. 

I/ Naturai gas receipts  are  estimated  to have  reached SDR 40.6 mill ion 
in-1975/76. This figure d i f f e r s  from that recorded i n   t h e  budget due t o  
timing  differences and a change in October 1975 from the o f f i c i a l   r a t e  t o  
the nB Afghanistan Bank free narket r a t e  for  the  conversion  into A f g h a n i s  
of the proceeds fnJa naturril gas exports. 

" 



Table 11. Balance of Payments Estimatee 

(In  mill ions of SDRe) 

A. 

B. 

C. 

D. 

E. 

F. 

G. 

Merchandise trade 
Exports, f .0 .b .g  
Imports, c.i.f. 

Commercial imports 

4 0 . 1  
102.1 

-142.2 

7 

(-84.4) 
Imports financed by loans and 

grante2! (-57.8) 

Services,  transfers and nonmonetary 

Travel -? net )  
Service component of project aid ( n e t ) J  4 % -4.0 
Of f i c i s l  loans and grants 63.8 

Project loans and grants (30.0) 

Cash grants ("1 

Principal (-17.9) 
Interest   (-9.4) 

COmmOditY 108IlS a d  @'ant8 (33.8) 

External  public debt e e r v i c d  -27.3 

Met residual  transactione (including 
errore  and omissions 11.9 - 

Total ( A+B+C ) 

Allocation  of SDRs 

Total (WE) 

- 10.5 

- 3.9 

14.4 - 
Monetary  movements ( increase  in   assets  -1 -1.4.4 
Da Afghanistan Bank -15 .O 
Other-banks 0.6 

5% 
-200.0 

(-175.2) 

(-24.8) 

7.4 
16.7 

-8.7 
50.8 

(41.4 
(9.4) 
("1 

-32.6 
(-2L.o) 

(-8,,tij 

1c .b 
10.1 

- 
- 
" 

10.1 

-10.1 
-8.2 
-1.9 

- 
- 

I 
w c 
I 

Sources: Da Afghanistan Bank, Ministry of Finance and Central Statistical Office. 

- 1/ Preliminary. 
2/ Export  values  of karakul, wool and cotton are based on foreign exchange receipts of D a  

- 31 Consists of project and commodity a i d  imports, - 4/ One t h i r d  of the  eervice component project a id  is assumed t o  be remitted abroad. 
5/ Varies in some years from budget 6 t e s  due t o  timing  differences and inclusion of 

Afaanis tan Bank. Export values of other exports are based on customs data. 

se-Acing of publicly-guaranteed debt. 0 . .  , i  
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2. Foreign  trade 

a. Exports 

Natural gas exports   to   the U.S.S.R. became Afghanistan's  leadinc source 
of foreign exchange r ece ip t s   i n  1975/76 due t o  sharp increases   in  the  
pr ice  of natural gas i n  October 1974 and January 1975 .&/ During the 
same period  prices f e l l  for most of  Afghanistan's  tradit ional  agricultural  
and  animal  product  exports, and the   proport ion  of   total   exports  accounted. 
for by natural  gas i n  1375/76 rose   t o  21 per  cent from an average of about 
1 4  per cent over the four-year period ended 1374/75. 

Apart .from na tura l  gas and handicrafts,  Afghanistan's  exports  consist 
almost en t i r e ly   o f  a range of unprocessed o r  semiprocessed  agricultural 
and  animal  products (Appendix I, Table 18) .   In  1975/76 t he  major  export 
i t e m  and the i r  sha re   i n   t o t a l   expor t s  w e r e :  natural  gas (21 per cent 1; 
dried f r u i t s  and nuts (20 per   cent)  ;.g! cotton  (15  per  cent 1 ;,z/ f resh  
fruits (9  per  cent ) ; carpets (7 per  cent ) ; kr r&ul skins (7 per   cent)  I 
and wool (4  per cent ) . In   recent   years  as cotton  production  has  risen 
shamly and cotton  export  prices have  remained stronp after doubling i n  
1974/75,  cotton  has emerged as a leading  export item. I(araliuJ. exports, 
which t r ad i t i ona l ly  have  been a major  source  of  Afghanistan's  foreign 
t rade   rece ip ts ,  have  not  increased in   recent   years  and  have  gradually 
fa l len   re la t ive   to   o ther   expor t s .  While karakul pr ices  were on t h e  
average  higher  in 1975/76, the quantity exported vas substantially  reduced 
frou  the previous year. 

In recent  years some  new items, i .e. , cement and various  minerals, have 
been added t o  Afghanistan's  export l i s t  but   the i r   to ta l   va lue  is r e l a t ive ly  
small. An item of considerable  prcspective  importance i s  chemical 
f e r t i l i z e r s  (urea), f o r  which export contracts  have  been recently  signed 
with  shipments  scheduled f o r  1976/77. 

b. Imports 

Afghanistan's  import statistics (Appendix I ,  Table 19) are based on 
customs data on commercial  imports  and a separate  accounting of aid- 
financed  imports  (not a l l  of trhich  have  been recorded at the  customs  houses 
in   t he   pas t  1. The la t ter  consist  mainly of food items, petroleum  products 
and f e r t i l i z e r s  imported under commodity aid agreements,  and imports for  
""- 

I/ See chapter I ,  Section 3. 
2/ The export  values  of dr ied  f r u i t s  and  nuts  and, t o  a lesser extent ,  

f r e sh   f ru i t s ,  are be l ieved   to  be somewhat overs ta ted   in  customs statistics 
of   the  past  two years  because  of  probims related to   the  valuat ion  of  
exports t o  India ,   the  mador market f o r  these exports. 

3/ Cotton expor ts  i n  any one year are mainly from production i n  the 
previous year. Cotton i s  harvested i n  October-December, ginned  mainly i n  
t h e  following six rconths and t h e  main export season starts i n  February/ 
I larch . 

- - "" 



t h e  public  sector  developmnt program (pro2ect  aid imports ) which consist  
almost en t i re ly   o f   cap i ta l  goods. In  t h e  b a a n c e  of payments estimates 
commcdity aid  financed  imports  correspond to   the   in f low  of  commodity 
loans and grants,   while  project  aid imports are less than  project  loans 
and grants t o  the  extent t h a t  pro jec t   a id  i s  expended on the   se rv ices  
of  experts. As an increasing  proportion  of development e e e n d i t u r e  
in   recent   years  has been directed toward f eas ib i l i t y   s tud ie s  and technical  
ass is tance,   the  ratio of pro jec t   a id  inports t o  total project  a id  has 
declined. 

While data f o r  1974/75 and 1975/76 have  not  yet been  compiled on a 
f i n a l  busis, pre l iminary   s ta t i s t ics   ind ica te  that the commodity s t ructure  
of i q o r t s  has not  chanzed s igni f icant ly   in   recent   years  : consumer goods, 
mainly  food items and various  simple  manufactures, have  remained  predominant. 
Sugar imports i n  value terms grew substantially  over  the  three--year  period 
ended 1$74/75 and are bel ieved  to  have  doubled i n  1975/76 as a result of 
higher  prices.  Importation of vileat, which reached  record  levels  during 
1371/72 and 1972/73, i n  response t o  the severe drouGht declined sharply 
i n  1973/74; no trheat i q o r t s  vere required i n  1974/75 and 1975/76 as a 
consequence of increased  domestic  production. 

Imports of both  intermediate goods and cap i t a l  goods a re  small and 
have not exhibited any strong upward t rend v i th  the  exception of 
fer t i l izers  following upon the  inception of an expanded government- 
sponsored fe r t i l i zer  d is t r ibu t ion  program. Fert i l izer   imports  have been 
financed  mainly by commodity aid in   recant   years ;  'as domestic  production 
of urea increased i n  1975/76, f e r t i l i z e r  import  requirements  declined 
i n   t h a t   y e a r .  Imports of petroleum  products,  mainly  gasoline and diesel 
o i l ,   a re   es t imated   to  have accounted f o r  only about 5 per  cent of t o t a l  
import  value i n  1974/75 as  contracts  for  these  imports vere entered  into 
before  October 1973; i n  1975/76, however, t he  value of petroleum  imports 
increased  sharply. 

c. Direction o f  trade 

The U.S.S.E. has   t rad i t iona l ly  been  Afghanistan's major t rading 
partner  supplying 20.-.30 per  cent of imports  and  taking 30-40 per  cent of 
exports i n  recent  years (Appendix I ,  Table 20). Commercial trade v i th  
t h e  U.S.S.R. is carried  out  under a bilateral trade and payments agreement. 
Major exports are comprised of natural gas ; cotton, ~ r o o l ,  dr ied fruits 
6nd nuts;  imports from the  U.S .S .3 .  include a lrtrge proportion of 
Afghmistan's  petroleum  requirenients, sugar, and a var ie ty  of consumer 
goods. However, the bulls of imports from the  U. S.  S.R. has been  comprised 
of cap i t a l  goods fo r  the public  sector development  program and financed 
through a i d  agreements. Due mainly t o   r i s i n g   p r i c e s   f o r  "stural gas, the 
value of Afghanistan's e q o r t s   t o  t5e U.S.S.P. has increased  notably  over 
the past  two years ,  and the grotring b i l a t e r a l  trade balance with the 
U.S.S.R. has been used t o  finaace dekt service payments t o  that  country . 

(Appendix I, Table 24). 
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A f g h a a i ~ t a u ~ e   o t h e r  main t r a d i n g  partners include Iadia, with vh0m 
payments agreemut i r  maintained, the  Federal. Republic of  WrmaaY, J a w ,  
and t h e  United Kimdom. The dis t r ibu t ion  of impart Bowceo he8 remained 
relatively cttable in   recent  years with t h e  exception O f  I% e h i f t  in 1974/75 
from t h e  United States t o  Japan; imports  declined sharply from the 
United States due t o  t h e  dec l ine   in  commodity aid, while Japan'@ ehare has 
Increased  steadily over the  p a s t  four years. Vith respect t o  export6 , 
hdis's ehare  reflects mainly exports of dried f r u i t s  and nuts , while 
the shares  of the leading Weetern Europem  countries have tended t o  fall 
due partly t o  the  dec l ine   i n  the r e l a t ive  importance i n  exports of 
karakul. Althowh Iran i e  not listed as B mJor   t rad ing   par tner ,  it i s  
believed that considerable  unrecorded  exports are shipped t o  that country. 

3. Foreign aid and external  public debt 

Afghanistan has depended heavily on external  loans and greats t o  
finance its development programs as well 8s certain  nonproject importa. 
The Wor source of  foreign aid has been the U.S.S.R.; however, 
substant ia l   ass is tance has also been received from the United States and 
the Federal. Republic of Germany. The l eve l  of foreign a i d  disbursements 
declined  steadily from a peak of SDR 95 mill ion i n  the mid-1960s t o  
SDR 4 1  million i n  1970/71 (Table 12, below). The f a l l  i n  aid diSbW6e- 
ments wa8 temporarily in te r rupted   in  1971/72 and 1972/73 due t o  an increase 
i n  aid-financed foodgrain importe but   decl ined  in  1974/75 when theee 
imports were terminated. Tie l e v e l  rose again in 1975/76  owing  mainly 
t o  the receipt  of cash  grants of SDR 12  million from  Saudi Arabia, Iraq, 
and Iran and i n  addition higher project  aid snd increased commodity a id  
for sugar and fert i l izer imports. 

0 

External public debt service payments showed a continuous upward 
t rend  fro= 1969/70 to 1974/75  although the rate of  growth slowed during 
1972/73-1973/?+ due to  rescheduling of about SDR 28 mill ion of debt 
service payments t o  the U.S.S.R. A fkrther reduction  in  debt  servicing 
oc:urred i n  1975/76 as t h e  U.S.S.R. agreed t o  reschedule  external  debt 
payments equivttlent t o  SDR 105 million and fa l l ing  due during 1975/76- 
1980/81. The rescheduled  debt is equivalent  to  about 40 per ceut of the  
U.S.S.R. debt service paymente due during the six-year  period and about 
60 per cent  of total U.S.S.R. debt  servicing. After taking the  
rescheduling  into account, t he  debt+servfce ratio i s . . e s t b a t e d . t o  have 
declined to  about 11 per cent i u  19?5/76. 

As of Xarch 1975, the outstanding external  public debt amounted to 
SDR 1,271 million of which SDR 614 m i l l i o n  had been disbursed: (ApFendix I ,  
Tables 21 and 22). The t o t a l  outstanding  debt had on the average an interest 
rate of 1.6 per cent ,  a grece period of 12.9 years a d  a maturity of 
34 ye- ; the  pant element was 69.1 per cent. 



Table 12. O f f i c i a l ,  Aid aud Debt Servicing 

( In  millions of SDRs) 

-~ ~~ ~ -~ ~- 

1969 /70 62.4 14.2 18.2  8.6 22.8 28 .o 

1970171 41.1 14.9 26.2 8.7 23.6 26.3 

1971/72 63.8 17.9 45.9 9.4 27.3 25.2 

1972  /7 3 67.7 18.5 49.2 9.6 28.1 24.2 

1973/74 57.7 19.1 S . 6  10.5 29 .6 21.5 

1974/75 50.8 24 .O 26.0 8.0 32.8 17.6 

1975/76 78.6 16.6 62 .o 4.7 21.3 10.7 

I 
w 
0, 

I 

Sources : Table 11 ; Appendix Is Tab1 s 21; and information received fmr the A f g k w  
authorities. 

1/ Receipts of official loans slid grants in the form of project and commodity aid and 

2/ Details are provided In Ap?er;dix 1, Table 21. The projections take into account the 
c&h grants. 

reFent rescheduling of debw due to the U.S.S.R. 
- 3/ Ratio of debt service pa;crtpel;ts t o  the tot& of exports and net travel T e C C i p t S .  

.. 
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4- In te rns t ione l  reBervee M$ re lated item 

Data on i n t e r n a t i o n a l   r o s e m a  and re la ted  ifem of Ik Afghenietur 
Bank and the  other two commercial  bank^ we shoTm i n  Fable 13, below. -0 
net balance of payments surplus of SDR 33 million over the  four yenrs 
endird March 1975 m a  reflected only partially in internat ional  reaerves 
of Da AfGhanietnn Bsnk. as almost two t h i r d s  of the surplus WM accounted 
for by an increase i n  net  balances under bilatcrnl I>symenta ~ e u a e i l t e  ¶nd 
in Afghemistan'a Ii4F position. Cold holdings have remained unc!lanRed for  
several y e w  at about SDH 33 milllon ( d u e d  at SDR 35 per t roy  ounce) 

W i n g  1975/'763, while  there was a subs tan t ia l  growth in  n e t   b i l a t a m l  
balances,   the bulk sf the  balance of naymenta eurp lu  WILD re f lec ted  in the  
acquisit ion of convertible  foreign excSange by Do, Afghanistan IIank: thcee 
renerves increased over the year by SDR 46 million. AB of rhrch 20, 1976, 
net  foreign  assets of t h e  banking egstenl (SDR 121 mill ion)  and in te rna t iona l  
reeerves of Da Afehwistsn rjank (SDR 99 mil l ion)  were equivalent t o  about 
?S.?ht months and sin lWnth6, respectively, o f  contnerci& imparts at the 
-.a35/76 level. 

5 .  ,me exchange rqx system 

' h e  exchange mark& i n  Afghanistan  consiets of T k  Afghanlatan Yank, 
two commercial banks, and the  money bazam. Da Afghanirrtnn Rank Irccomo- 
dates foreign oxchanqe needs of the  Central  Qowrnment and I>ublic coq?ora-- 
tions, settles t rade  accounts v i t h  bilateral payments wpmwnts countries,  
-4, at its option, deala with the private  eector.  The commercial banlcs 
accomoiiate the foreign exchange requiremnts  of importere,  purchase 
exchange receipts of  exporters and meet other exchange needs of? the 
private sector .  The money bazaar handles a11 exchmge  transactions which 
are not kccarmmactated by t\e bank ng system; exchange t ransact ions through 
the be za&r remain uncontrolled. 3 

0 

- 
1/ For a more gomplete description of the efructure of Afghanistau's 

"- -""" 'L "" 

exzhange system, see S1/75/177. 



Tab le  13 International Reserves and Related Item 

( I n  millions of SDRs) ~ 

Afghan year ended March 20 
1971  1972  1973 19 74 19 75  197611 

Harch March  June Sept . kc. March 

I. 

11. 

111. 

Da Afghanifitan Bank 30.53 45.49 40.53  49.68 
47.01 49.25 $k% 98,56 99.03 International reserves 

71.75 105.68 111.49 

Gold (32.63) (32.62) (32.62) (32.62) (32.62) (32.62; (32.62) (32.62) (32.62) ' 

SDRs (5.86) (4.57) (1.13) (4.22) (5.02 (2.63) (2.57) (5.32) (5.49) 
Reserve p o s i t i o n   i n  the  Fund (--) (e-) (0-1 (-1 ("1 ("1 ("1 ( - 0 )  (-1 
Convertible  foreign exchange (8.52) (19.82) (15.00) (12.41) (14.99) (21.01) (28.07) (60.62) (60.92) I 

Inconvertible exchange 0.84 0.91 0.73 1.60 1.89 1.86 2.28 2.56 2.00 4= 

Net belances under bilateral 
payments agreements -4.79 -4.71 -2.92 5.06 6.05 7.60 15.38 13.80 18.82 

Use of fund credit -12.53 -7.73 -5.73 -6.23 -2.72 -0.73 -9.17 4 - 2 4  -9.24 

0 

I 

Foreim exchanG of other banks 4.35 3.81 5.39 7.99 9.91  9.12 10.00 9 .33  
Convertible exchange 3.02 7.72  9.23 8.17 7.93 
Inconvertible exchange 1.33 1.00 0,49 0.27 0.68 0.95 1.43 1.40 1.36 

Tot a1 ( I+II ) "" 34.88 49.30 46.21 57.67 67.76 74.11 81.75  115.01 120.65 
" - 

Source: Da Afghanistan Bank. 

- I./ Preliminary. 

0 0 ,  



AfEhanistan's exchange aystem includca an o f i l c i d .  rate fo r   ce r t a in  
mVernme!nt trarleactione. Da Afghanistan W c  quotcr M official Belling 
rate for cer ta in  fordm exchange paymente by the Centrrl Government (debt 
oervlce, contributions t o  internat ionsl   organimtione,  and foreim exchaneta 
r c q u i r u ~ e n t s  of Afghnn uahassiee and mieoions abroad) ;   the   o f f ic ia l   bwinq  
rate rppliee t o  40 per  cent of the  f o r e i m  currency;;scrlsriee of f o r e i m  
allploycee of the  Government government enterpriae6 and domestic cowwnias 
urd t o  purchases of bilateral paymentn emeemcnt  currencieo for mintenance 
I n  Af&anistan of b i l a t e ra l   ywtne r   coun t r i e s '  embaaeies an$ etate  traAing 
orwizatione.  Eoet o the r   tmmac t ione  take place st "Yee mrket ratefi 
which a r e  quoted by De Afghanietan Bmk, the  other comercfs l  bwks, and 
In t he  money bazaar: t h e   e x c h w e   r a t m  between the  Afpbani snd the 
sccmc; ing  units wed for aome b i l a t e r a l  payments agreements are established 
by Da Af-istm Bank (?able 14, helov). Substant ia l   promem ~9 mfla 
'by Afghanistan  during 1375/76 in   s i r9 l iFyine  the exchange  system. m e  
bilateral dollar  accounting rates aFplied to   t r ansac t ions  with the U.8.S.R. 
8nd Czechoslovakia were unified with T)a Afghanistan Bank's ntul t i la ternl  
free w k c t  rete.&/ The special  arrangements which had anplied t o  P-OCeedB 

-keto  were substant ia l ly  modified, and the  e cowaadittes are no@ traded 
at Da AfEhanistan hnk' e f'ree market rates .?j Furthemre, export proceedB 
from natural gas sales t o   t h e  U.S.S.R. which had ?-eviously  been  converted 
at t h e   o f f i c i a l  rate were moved t o  Da .\f&mnlatan Bank' B free market rate 
In October 1975. 

cdkton, karakul, , Lao1 a d  walnu$ :epoz%s . t o  f iulki la terd bixfiterd.:.' 

In  recent yeare, during vllich t h e  Afz!lani appreciated  sharply, all 
Canks quoted  identical free market r a t e s   fo r  the  U.S. dollar, n o m l l y  
within A f  2.0 per USsl above the   da i ly  bazaar f r e e   m k e t   r a t e .  mhe voney 
bazaar gives an unrestr ic ted f a c i l i t y  for exchange t ransact ions,  -4 it.s 
free market rate is a re f lec t ion  of the  private  sector 'e  residue.1 suyply 
and demand f o r  foreign exchmge. A d i f f e ren t i a l  has normally  existed 
between the banks' aod the -bazaar ra"cs, ae'.there  has been only 
l imited  arbitrage: different t.Yp2o Of customers have preferred t o  deal 
with either the  bank8 or the bazaar  depending on the  s ize  and n e t w e  of 
the t ransact ion,  the services rendered, and other factors. Recently, t h e  
banks' f r e e  market r a t e s  have been held a t  a depreciated  level  vis-a-vis 
the  bazaar rate, owing t o  an official policy of l imit ing the possible 
adverse e f fec t  on exports of the  Afehanl's appreciation. The d i f f e r e n t i a l  
widened notably i n  the th i rS  quarter of l?75/76, vhen the bazaar  rate 
ap2rcciated sharply, r e f k c t i n g  e, large net in f lov  of foreign exche.np,e in to  
the  econow, while the commercial banks' rates were held a t  the more depreciated 
rates  offered by f3a -4fghmistm Rank and. required  under the s tw3-W Prrange- 
m n t  (Appendix X, T a b l e  23). Consequently, exporters end tourists u t i l i zed  
the banks for s d e s  of foreim exchange -7hile inporters  purchased t h e i r  
exchance i n  +,he bazaar meslket. The resu l tan t  net foreip;n exchanze inf lov  
t o  the commercifd banks :nsde it d i f f i c u l t  for t h e  banks t o  balance f o r e i m  
exchange sales and purchases; this d t u a t i o n  was al leviated on A t e m p r a r y  
basis throw& foreim exchange purchzses by Da Afzhe,nistan Ban? frollr th? 
commercial banks. As a lonccr-term  solution, the commercial banks vere 
allowed in Januwy 1976 t o  s e t  t he i r   f r ee  market rates indewndentl-y of ma 
Afghanictan Bark; as R result t h e  banks' rates were moved c loser  tovard the 
haw rates, and their p m h a e e e  and sales of foreign exchRnqe eoui l ibratM. 

T/ See Gect ion 6, Eel&. ' 

0 
. .  - ". -."- 

3 See Appendix 111, Section 1. 
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Convert ible   Currencies  

Af 57.00 

( I n  Afehania Der U.S. dollar) 

k0 par cent  of conver t ib l e  currency Af bs.Swl/ Liilce of exchange t o  Central  Govcrnuent t o  
e a l a r i c s  o f  foreign employcar of cover   debt  rervlce payment@,  contr ibut ionn 
Af&m Govsrnmcnt and privrte s e c t o r  to in te rna t iona l   o rganiza t ion . ,  malmrier of 
( o f f l c i r l  r a t e )  foreign etxperta, and foreign O X C h M K e  tueda 

of A f g h a n  rmbaeeito rad d 8 r i o M  ab- 
( o f f i c i d  n t e )  

T r M s s c t i o n a   n o t  suojcct to other Bazaar rate Truuutioru not  aubJect to other rrtea 
r a t e s  (Af  55 .29 )  

T r M s a c t i o a s  not eubject t o   o t h e r  Conmrrcirl Truwrc t io ru ,  not aubJect to other -tee 
r a t e r  bank rate 

(Af 56.25) 

Purchase of export proceeds by Da Af 58.00 Sclee of exchange by Dr Afghaniatan 'hnk to 
u p a n i e t a  n u  Centrd Government u d  public sector entities 

f o r  traosactiorw not eligible for Official  
rate 

B i l a t e r a l   a c c o u n t i n g   u n i t s 4  

( I n  Afghanis per account ing  dollar) 
" 0 

h r c h a s e o  of exchange for a n t e -  Af 45.309 Sales  of cxchanRe t o  Central  Government t o  
nmce i n  Afghanistan of  cmbassiee, cover debt service m y m n t s ,  salaties Of 
DIiSQiOnS, e tc . ,  40 per cent  of foreign expcfls, fc v i m  exchange  necda of 
b i l n t e r a l   a c c o u n t i n g   s a l a r i e s  o f  Af&an  ernbaeeies an 1 nirrsione abroad and 
foreign employees of  Afghan C a v e r n -  e p c i f l e d  governnrn:. i q m r t a  ( o f f i c i a l  rate) 
ment and p r i v a t e  sector ( o f f i c i a l  rate) 

All t r a n s a c t i o n s   n o t   s u b j e c t   t o   o t h e r  Af 58.00 All t r a n r a c t i o n s  not. s u b j e c t  to official  
r a t a  ( free rate) rate ( free rate) 

(;n Afghuie per account ing sterling) 

Af lb5.00 All b i l a t e r a l   a c c o u n t i n g   t r a n s a c t i o n s  Af 150.00 All b i l a t e r a l   a c c o u r : t i n g   t r a n s a c t i o n s   w i t h  
w i t h  t h o  People's Republic of China  the  People 's  Republt c of China - 

Source: De Af&anistan Bank.  

1/ Da Afghanistan Bank appl ies   chargee  of A i  0.30 per U.S. d o l l a r  (LB cormleeion t o  the o f f i c i a l  rate Of 

2/ Applicable  t o  b i l a t e r a l   a c c o u n t i n g   t m s w t i o n s   w i t h   t h e  V.S.S.P. and Czechoa1ovaki.r 
"45 per u.S. d o l l a r .  
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Afghanistan  snaintains bilater~3. ?:pmnts aflreenlents v i th   Ind ia ,   t he  
U.S.S.R. ,  Czecboslova?sia mi! t h e  '"eo@e's Republic of China. Af%hs.nistnQ 
has been moving t.ot.ra-d f r e e r  naymentn re la t ionships   v i th  t b e  stF.te-trn<:.ing 
countries. Payments agreements with 3 u l ~ a r i a  :ad Poland vere ter?ninstecl- 
i n  1973, and payments with these  countries are currently made on a convw- 
t i b l c  currency basis. In 1374, . 4 f ~ h m i s t ; p m  signed n. t r a d e  artrcYL3.ent T?.th 
k m a n i a  which Twovid-ed for  p 3 y n ~ n t u  on Q convertible  currencv  hesis, 2nd 
i n  1375 t ' ! ~  bilateral payments acree2ent r t t h  Y~gosltlVia which he3 heen. 
inoperat ive  for  some time vas alloved t o  expire. 

Prices of commodities traded vith t h e  I1.S.S.R. includinm v3.%llrd ?as 
cxyorts and patrolewn  imgorts,  have  heen sh i f t ed   t o   an   i n t e rna t iona l   p r i ce  
basis: a similar change h.as tpken  ?lace i n  trade with Czechoslovakia.. In 
V i e w  of these changes, the bilateral do l l a r  accountin,:: rates apXie8 to 
transactions  with  these  tradiny  partners veye vnified with na AP&nni.stan 
Bank' s s tu l t i l a t e ra l  free market rates. ''oreover the  speci ~ 1 .  exc?mn?e 
r a t e s ,  which were apFlicable i n   t h e  y s t  t o  proceeds fronl  t,ralnut cmo.*,S 
t o   t h e  U. S. S. R. and Czechoslova!:ia have 1 : ~  been tenainatr3 an?. snch 
proceeds a re  nov  converted. a t  DR Atg)lani.sto,n ?an!\:'s f r e e  market rate for  
bil.aterel accountinc  dollars. !?he sqec ia l   r a t e  of Af 60 per bilateral  
accounting dol la r  srhich he,d applied t o  proceeds  f rov  cot ton  eqorts  t o  
bilateral  peymcnts agreeme2ts countrjes has been  suspended:, th-ese cotton 
receipts  are  aurrentPJ  converted at the o f f i c i a l  rete plus an exchmce 
subsidy  equivalent t o   t h e  rlii'ferevlce betveen ttle o f f i c i a l  rate RnA t he  nn 
Afghanistan 3at?!r free market rate. Receipts from VOOL exports t o  t he  
bi1atera.l countries,  vhick mst be surrendered  at t h e  o f f i c i a l  rate, receive 
a subsic?y of P.P 15 per bilc?.teral  accounting d o l l c r ,  implyin,y  an effect ive 
m t e  of Af 60 b i l a t e r a l  accountln:  d.ollar:.  homvcr, u n t i l   o f f i c i a l  
policy is clar i f ied,  any wn0w.t over the free market rate f o r  the accomtiug 
dol1o.r i s  ?wins b.el.d for exporters of 1.tool. i n  n !>locked account i n  T)a 
Afghanistan Pan!;. A3 traBe w i t h  Shim continues t o  be conc?ucted on a 
neeotiated  price basin, the bilateral Eccountinc u n i t  used with th8. t  
Countl-;y (bilateral accounting s t e r l h g )  %as not been unified v i t h  t h e  free 
market rate; hovever, with t h e  ap;>reciation of the Afg\ani, nn AfpJmnistan 
Bank has adjusted- t b i s  sccouativy; r:l.te over t h e  ?as t  tvo years t o  cq,ua.te 
supply a115 demand m c i  ensure  approximate  balance i n  bilateral yzments ,  
thus i n  e f f e c t  3d.justin:: bilateral pr ices  toT.Tma Trorld varlret  prices. 



t) I .  Com.ercirz1 yolis;~ 
C" "". 
Af9anis tan ' s  trade system i n  qenernl ly  liberal and f r ee  of' r e s t r i c t ~ o n n .  

Imports m e  not  sub,lect t o  license l u t  all i l r ~ o r t  transactions  nust  he 
reg is te red   v i th  the Ninistry of Commerce before  orSers are yl-nceii %?ron.d. 
I n  July 19711, 4tghenistsn adogted a nev innart  tariff schedulp replacin? 
the previous  schedule  instituted 20 ymrs earlier. The coi??xodity cIP.ssi..- 
f icat ion system vas l inked  vl th  1;he SI!K a n d  PV! systevs throu34  cross 
coding of the t a r i f f  numbers. A revincd custom tariff  s t r u c t w c  :ms 
introd.uced at the  beginnin3 of 1?75/7? v i t h  t h e  objectives of classif5.cation 
reform an? ra t ional izat ion f o r  protective and. revenue p u r y s e s .  P.Ithouc?l 
thc nev tariff schedule expanded clutiable im-rts from 750 items t o   FOP^ 
than 3.,000 items, there vas a reduction i n  the  rates ayDlied t o  imported 
r3v materials and in t e rmdi&to  goods used as inputs i n  domestic  tn9ustries. 
?'he list of import yrohibit ions was cxyncled during t h e  vear for   protect ive 
purposes by t h e  add i t ion  of cer ta in   x i snr  consumer goods. I n  ad.rliti@n t o  
general export taxes imposed on various comt10C'"'.4es for  revenue  purposes, 
ter1porm-y export taxes vere levied i n  %I*C?I 1(. , ; 01 le yoceeds  from 
cer tain cqxrts  experiencing particv.l::xly stron.7  enGernal demexd. (cotton 
oilseeds,  ?mlnuts and raisins); however, i n  vtew of  changin:: vorld nrices, 
t h e  ternyoraw taxes on cotton &qd raisins  vere  eliminated-  in  la. te 1975 
and those on walnuts aud sesame o i l  and cake were reduced. 



Table 15. Afghanistan: National Price Index 

(1961173 = 100) 

~~ 

Year ended March 20 

General Index 
Percentane hui t Other 

change over and VeEe- fQQd NOnfOQd 
previous  year  Cereal Meat mut s tables items it ems 

(Weights ) (100.0) (58.3.) (5.7) (9.8) 

Annual averwes 
1971  /72 
1972/73 
1973174 
1974175 

312.5 
267. o 
246.1 
280.2 

400.7 
307.0 
232.8 
278.2 

204.2 
?44.5 
310.9 
355.8 

227.7 
260.7 
3% 3 
371.0 

240.7 
218.4 
293.9 
283.2 

161.6 
TO?. 8 
206.3 
212.8 

Quarterly  averages 
1974175 I 267.4 

280.5 
247.2 

325 5 

241.5 
252.0 
293.1 
326.2 

360.6 
338.0 
344.9 
379.5 

385.0 
355. 
361.3 

412.9 
277.7 
340.0 
458.0 

3m. 7 
239.8 
251.8 

363.7 
190.1 
211. R 
363. o 

328. fJ 
215.8 
215.1 

I1 
111 
N 

1975176 I 
I1 
I11 

313.9 
273.3 
283. o 

251.3 
25P. 1 
955. 

146.5 
153.7 % 

3 
8 
H 

Source: Central Statistical Office x 
W 
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Tsble 16. Afghanistan: Selected Fiscal Indicators I 
Revised Approvcrl 
Estimates estimates 

1971/72  1972/73 1973/74 197lt/75  1975/76 1976/77&/ 

&rcentWt: trrrtlutzi change 
Total  revenue 
Tax revenue 
Total  expenditure 
Ordinary  expenditure 

. * *  ... . .. ... 

Overall defici t / total   expendi ture  -28.7 

Change i n  bank c red i t  t o  gov rn- 
ment/change in   broad money 27 203.4 

Change i n  bank c red i t   t o   pub l i  
sector/change i n  broad money 13.4 

> * O  
2.8 
17 e 7  
8.1 

-36.4 

1.9 

73 

( I n  nomind  terms) 

i4.0 .' 46.1 18.1 i 2 . i  
24.8 61.5 -0.8 12.7 
-1 .J+ 15.0 28.7 72.7 
9.8 7.7 31.4 24.2 

( I n  per cent) 

-25 -9 -5 .g -16.2  -43.5 

65.7 -46.2 ... 
87.4  18.9 ... 63.6 

Interest payment on government ' 

debt/current  revenue 9 -9 10.9 9 -8 7 94 0 . .  ... 

Sources : Data provided by the  Ministry  of  Finance, Da Afghanistan Bank (Research  Depart- 
ment ) , and the Ministly  of Planning. 

Estimtes based on of f ic ia l   p ro jec t ions .  
Broad money i s  defined as the sum of  currency in   c i r cu la t ion ,  demand deposits, and 

quasi-money . 
2/ Following the   def in i t ions   in   the  monetary accounts,  the  public  sector  consists of 

the  National Government and the o f f i c i a l   e n t i t i t i e s .  The o f f i c i a l   e n t i t i e s   i n c l u d e  the 
Food Department and the  Government S u g a ,  Petroleum, and Liquidation btiopolies. 
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Table  17. Afuhanistem: Monetary Survey 

(In  mill ions of AfRhnnis) 

A. 

B. 

C. 

0 
D. 

E. 

F. 

G. 

H. 

Foreign assets  (-nItl 
Foreign assets  
Foreign l iabil i t ies 

Claims on Goverrpznt (net ) 
National Government (netT- 

Claims on Government 
Deposits of Government 

Off ic ia l   en t i t i es   (ne t )  
Food Jjepartment 
Sugar Monopoly 
Petroleum Monopoly 
Liquidation Monopoly 
Stationery Monopoly 

Claims on pr ivate   sector ,  of which: 
Government enterprises 
Investment  banks 

( A + B + C = D + E + F + G + H )  

Money supply 
Currency in   c i rcu la t ion  
Demand deposits 

Quasi-money 
Time and savings  deposits 
Foreign currency  deposits 

(Domestic Liquidity = D + E) 

Import deposits 

SDR allocations 

Other items (ne t )  
I n t e r D a  Afghanistan Rank items- 1/ 

Other 

Source: Research  Department, Da Afghanistan Bank.  

- 1/ Reflects mainly government accounts which cannot he identified.  
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?able 3 .  Afghanistan: Colrppodity Campoeition of Exports 

(Value: I n  mi l l ions  of  SDRs) 

R a i s i n s ~  
Value E.8 
Quantity:  thousand  tons 25.6 
Unit  price: SDRe per ton 266.0 

Other  dried fruits and nut&/ ~ 

Value 
Quantity:  thousand  tons % 
Unit  price:  SHs per tor. 644. o 

F h s h   f r u i t s  
Value 8.9 
Quantity:  thousand  tons O z . 0  
Unit  price:  SDRs per t o n  108.5 

Karakul skin& 
Value  17.4 
Quantity:   mill ion  skins 
Unit  price: SDRs per skin  10.5 

- 
1-7 

WmlY 
v i lue  
Quantity:  thousand  tons 7 

7.8 
0.1 

Unit   price:  SDIls per k i l o  1.3 

c o t t o n g  
Value 12.2 
Quantity:  thousand  tons 20.7 
k i t  pr ice :  SDRs per ton  

- 

Carmt and n u s  
VLue 
Quantity:  thousond sq. meters 4 9 z  

- 
7.0 

Unit pr ice :  SDRs per  sq. meter 16.0 

Value 14.2 
Quant i ty:   b i l l ion  cubic  meters 2.-6 
Unit  price:  SDRe per thousand 

cubic  meters 5.5 

11.3 
otner 

VaL.,-. - 
Total  :xports  (customs  basis) 

Value 97.1 - 

lI, .4 m 
418 .o 

14.1 
004 .O 
17.5 

7% 
131.8 

14.3 
1.2 

11.9 

- 

5 .h 

1.2 

9 
646.0 

9.0 
574.0 
17.1 

15.5 
;2.8 

5.5 

- 19.5 

- 112 * 8 

-2.6 

110.2 
I_ 

% 
754.9 

157.3 
166.7 

26.2 

- 14.2 
1 .2  

11 e 9  

6.8 - 
5 -1 
1.3 

- 29.8 
23.7 

612.0  1,256.5 

512.0 
12.0 - 17.9 

57.2 
23.4 31.3 

5.3 9.1 

23.1 20.7 - - 

13P.1  g3.J - 

- 3c.3 . .. ... 

18.1 - ... ... 
12.6 - ... ... 
7.8 ... ... 
- 29.3 ... ... 

- 13.6 ... ... 

- LO.6  . .. 
... 

31.5 - 
- 191 .8 

" 

131.9 - 

Zources: Central S L t i s t i c a l  Office and D s  Afrhanistan 3arA. 

'L/ Unit  prices  and quantity exported  not  available for  fu l l   yea r .  
?/  Fxport  values and u n i t  prices  are  believed  to  be  overestimated from 1073/74 

3 /  Based on t he  customs  data.  See  footnote 4 ,  belov. x/ The difference betweer. fo re im  exchmm  r ece ip t s   o f  DR IXKhanistan Dank on 
karak.. L skins, wool and co t ton ,  and the  recorded  customs  value  of t.hrse exports. 
In 1?71/75, foreign exchanRe rece ip t s  of De Afchanistan R m k ,  f o r   e x a n p l e ,   m u n t e d  
t o  SDR 13.b  million ff?r karakul   skins ,  SDR 4.8 mil l ion   for  wool, SDR 6.7 n i l l i o n   f o r  
co t ton ,  i . e . ,  a t o t a l   o f  SDR ?L.9 mil l ion ;  on t h e   o t h e r  hand t h e   c u s t o m  value t o t a l ed  
SDH 24.7 mil l ion  for   the  three  i tnns.  

- 
due  to overvaluat ion  of   export   receipts  from India.  
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Afghan year ended March 20 1970/71  1971/72  1972/73 1973/74 

- Food and tobacco p o d u c t s  
Wheat, of which-: 

Commodity aid 
Sugar, of which: 

Commodity aid 
Tea 
Vegetable o i l  and other  food, 

of which: 
Commodity aid 

Tobacco pmducts 

Chemical  and petroleum  products 
Petroleum  products, o f  which: 

Chemical fertilizers, of which: 

Pharmaceutical and other 

Commodity a id  

Commodity a i d  

chemical products 

Other commercial imports 
Clothing  fabric and footwear 
Automobile  and other   t ransport  

Other  manufactures and 

Other 

equipment 

cap i t a l  goods 

Other  commdity  aid  imports 

Project aid imports 

Total  imports 
Commercial imports 
Aid-financed  imports 

Commodity aid imports 
Project a i d  imports 

0 Sources:  Ministry of Commerce, Cen t ra l   S t a t i s t i ca l  Office, Ministry of 
Planning, and Da Afghanistan Bank. 

- 1/ Data not available for 1974/75 and 1075/76. 
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Table 20. Afghaniatan: Direction of Trade 

( I n  per cent  o f  total)  

APPWDIX I 

a 

Exports 
U.S.S.R. 
India 
Other b i l a t e r s l   c o u n t r i a s  
United  States  
United Kingdom 
Germany, Fed. Rep. of 
Pakietan 
Other 

Total 

Importsl/ 
U.S.S.R. 
India 
Other bi latercl l   countries  
United  States  
United Kingdom 
Germany, Fed. Rep. of 
Japan 
Pakistan 
Other 

Tot aJ 

39.3 
4.8 
2.5 
2.2 

19-9 
8.7 
5.4 
17.2' 

100 , 0 

- 

27.3 
7.9 
6.4 
14.0 
6.6 
7.4 
12.8 
2.5 
15.1 

100 .o 
- 

23 .o 
24,4 

3 J  
2 .O 
16 .o 
6.1 
4.2 
14.9 

100 .o 

24.8 
7.5 
3.5 
10.5 

3.7 
9.1 
15.3 
3.7 
21.9 

100 .o 
- 

30.5 
17,l 
3.2 
1.3 
1:, .G 
4.3 
14.4 
14.6 

100 . 0 

- 

21 .o 
10.3 
4.1 
12 .o 
4.2 
6.1 
17.3 
3.5 
21.5 

100.0 

- 

42.3 
15 e 5  

2.7 
2 .o 
11.2 
2 0 5  

9.8 
14.0 

100 . 0 
- 

28.7 
12.1 
2 e 9  

2 .o 
4.1 
3.9 
26.1 
5.5 
14.7 

100 .o 
- 

Sources:   Central   Stat i s t ica l  Office and Research Department, 
Da Afghanistan Bank, 

- 1/ Including both commercial and aid-financed imports. 



'I't3Lle 21. Af,;kw*Astan: Service Payments on Fktcrnrrl Public 
and Publiclyy-Cuarantced Debts 

( I n  mil.Liono of SDHs ) 

Debts Outstanding 
as of' k r c h  20, 1975 

Disbursed Undisbursed 
Servicing of  Debts 

1974/75 1975/76 

U.S.S.R.!d 
Principal 
Interest 

China, P.R. of 

United S ta tes  
Principal 
In te res t  

Germany, F .I{. of 
Principal 
Interest 

d) United Kingdom 
bine ipa l  
Interest 

France 
Principal  
Interest 

Kuwait 
Principal 
In te res t  

Others (including 
I D A  and ADB) 

Principal 
Interest 

452.6 

14.7 

76.1 

54 .8 

1.4 

0.9 

2.0 

11 .g 

Total  debt  outstanding 61b.4 - 
Total  servicing on 

debt 6 out st andinp, 
Principal 
Interest 

468.9 

47.9 

9.7 

15.2 

1.2 

32.8 
24.0 

G.o 
4.7 
1.3 

" 

4.a 
3.3 
1.6 

0.3 
0.4 
0.1 

- 

0.0 m 
0.2 

21.3 m 
4.7 

Sources: IRRD,  Fxonomic Analysis and Projection  Departmcnt.and data provided 
by tne Ministry of Finance, t h e  Ministry of Planning  and Da Afghanistan Bank. 

1 ' Includes debt reschedulinR of 1973, which reduced  debt  service payments by 
SDR 5.6 mil l ion   i n  1373/74, 1974/75, and 1975/76; 8160 includes debt rescheduling 
of 1975 which reduced debt service payments by SDR 15.2 million i n  1975/76. 



Table 22. Afghanitltm: Interest urd Nsturity Tern of External 
Public Debt OuttstandlnK a8 of' March 20, 1975 

Interest Hate 
(per  cent) 

" Oridnal Maturity ( i n  yeare) 
1-5 5-15 15-25 Over 25 Unknovn Total- 1/ 

0-3 

3-6 

5.71  126.41 53.84 744.66 170.16  1,100.78 

0.28 3.74 3.62 7.64 " " 

Average interest rate : 1.615 per cent 

Average grace period : 12.9 years 

Average maturity : 34.2 years 

Grant element of loans: 69.1 per cent 

Sources: Ministry of Finance and IBRD. 

- 1/ Totals do not add due t o  rounding. 

e 



Table 23. Af&anistan: Free W k c t  Exchange Hates 

(Monthly averapCe rates i n  Afghanis  per U.S. dollar) 

A f @ a n  year Bazaar Da Afghanistan Bank Comerci al ~ a t d d  
ended March 20 Bwing Middle Selling Buying Middle S e l l i n g  Buying Middle Sel l ing 

Annual averaRes 
1971/72 
1972/73 
1973/74 
1974/75 

1975/76 monthly averaEss- 21 
March/April 
April/Mw 
Mey/June 
June/July 
J u l y / A u w t  
August/September 
September/October 
October/November 
November/December 
December/Janmry 
January/February 
February/Merch 

1975176 

54.69 
55.05 
54.91 
55.13 
55.62 
54.35 
54.34 
54.17 
54.28 
54 A9 
55.48 
54.80 

84.83 
79.75 
60.66 
56.86 
55 -05 

54.94 
55.30 
55.16 
55.37 
55.87 
54.62 
54.59 
54.42 
54.53 
54.95 
55.76 
55.09 

55 e19 
55.55 
55.41 
55.62 
56.12 
54.88 
54.84 
54.67 
54.78 

56.05 
55.38 

55 e21 

83.90 
80.60 
61 .c5 
58.21 
57 .€x 
56.62 
57.50 
57.50 
57.50 
57.96 
58 .oo 
58.00 
58.00 
58 .OO 
57 .a 
57 950 
57 -50 

57.62 
58.50 
58.50 
58.50 
58.96 
59 .oo 
59.00 
59 .OO 
59 .oo 
50.68 55.25 55.75  56.25 
58.00 55.25 55.75 56.25 
58 .OO 55.50 55.87  56.25 

Source: Da Afghanistan Bank.  

- 1/ Until  January 1976 commercial banks maintained exchange rates ident i ca l  to L- Afghanistan Bank. 
2/ Months ending on the 20th or 2 l S t  day. 

I 
VI 
W 
I 

x 
U 
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Nmch 20 k c  20 - ."" - 
1972 1973 1974 1975 1975 """""""""~.~. 

CzechoMlavokia 0.69 1-58 1.82 4.49  2.86 

Paople's Republic of China 0.21 0.05 0.11 -0.56 -0.31 

U.S.S.R. -5.29 4 . 5 0  3.13 2.13 11.26 

Y u ~ l d a v i a  -0.01. -0.01 -9.01 -0.01. -0.01 "- " - - - 

" - "" 
Source: Da Afghanistan Bank. 



Afghant r tan :  Summary of t h e  Tax  Systcm,  March 1Y76 

(All  amounts in Afr:hanis) 

l a x   N a t u r e  of Tax  Exemptlonu  and  Deductions Hutes 

A. Central  Government 

I .  Taxes on n e t  
income  and p r o f i t s  

Law cnac tcd  
Jlme 8 ,  1943, 

March 1Y76) 
as amended t o  

Annual t a x  on n c t   a c c r u e d   t n x a b l e  income 
earned i n  Afghanlscan  and  abroad  hy  domesl lc  
c o r p o r a t i o n s   a n d   l i m i t e d   l i a b i l i t y  rnnpnnivs. 

c o r r e s p o n d s   t o   t h e  solar y e a r .   N o n r e s i d e n t  
Exccpt a s   o t h e r w i s e   s p e c i f i s - d ,   t h e   t a x   y e a r  

f n r c i g n   c o r p o r a t i o n s   a r e   s u b j e c t   t o  tax on 

Afghan i f i t an .   Rr s lden t   fo re i rn   co rpora t ions  
(gross) income  from nll sources w i t h i n  

a r e   t a x a b l e  on n e t  income  earned i n  Afghanis -  

s t a t e   t r a d i n g   e n t l t i e s  nnd l)a Afghanis tan  Bank, 
tan.  Government-ownrd e n t r r p r f s e s ,   i n c l u d i n g  

a r e   s u b j e c t   t o   n e t  income t a x a t i o n .  Gains from 

ments are s u b j e c t   t o   t a x .   1 , o s s e s  from the sale 
t h e  sale o r   e x c h a n g e   o f   f i x e d   a s s e t s   a n d   i n v e s t -  

or e x c h m g e   o f   f i x e d   a s s e t s ,   b u t   n o t  losses  f r m  
t h e  sale or exchange   o f   sha res ,  are  d e d u c t i b l e  
from taxable   income i n  the   t axable   year   in   which  

I e R i s l a t l o n   r e d u c e s  t a x   l i a b i l i t y  for approved 
thv sal<. or exchange took   p l ace .  Tax i n c e n t i v e  

co rpora t ions .   (See  the   annex  on tax i n c e n t i v e s . )  

Exrmptions: Upon approva l  by t h e   M i n i s t r y  
of Finance,   the   income of  c o r p o r a t i o n s  
organized  for c d u r a t i o n a l .   c u l t u r a l ,   l i t e r a r y ,  

Dedur t ions :   Ordinary  and necessa ry   expens r s ;  
s c t e n t i f i c ,   o r   r h a r i t a b l e   y r p o s e s  are exempt. 

o f   p r o p e r t y   e x c e p t   a p r i c u l   t u r a l   l a n d :   n r t  
i n t e r e s t   p a i d  on h u e i t l e s s   d e b t s ;   d e p r e c i a t i o n  

losses  not c o m p e n s a t e d   f o r ;   h a d   d e b t s ;   p l f t s  
a n d   c h a r i t a b l e   c n n t r i h u t i o n s ;   i n t e r e s t  on 

d iv idends   pa id  i n  money;  taxes on d iv idends  
bonds issued by t h e   S t a t e  and m u n i c i p a l i t i e s ;  

rece ived   f rom  o ther   t axable   companies   and  

C r e d i t s :  A t a x   c r e d i t  i s  gran ted  to corpora -  
t a x e s  on b u s i n e s s   t r a n s a c t i o n s .  

t i o n s  and l i m i t e d   l i a b i l i t y   c o m p a n i e s   e n g a g e d  
I n  manufac tur ing  or mining for the   purchase   o f  
new machines,   equ;pment,   and  apparatus.  ForriRn 

of a r e s i d e n t   c o r p o r a t i o n  may be c r e d i t e d   a g a i n s t  
income  taxes   paid by a s u h s i d t a r y   a n d / o r  a hranch 

t h e   A f g h a n   i n c m e  tax.  

20 p e r   c e n t   o n   n c t   t a x a b l e  
incomr of c o r p o r a t i o n s  or 
I i m l t e d   l i a b i l i t y   c o m p a n i e s .  
There  i s  a l s o  a v i   t hho ld ing  
t a x   o f  20 p e r  cent o n   a l l  
d I v i d r n d a   a n d   d i s t r i h u t r d  
p r n f l t s   p a l d   i n  money which 
i s  c r e d i t e d   a g a i n s t  t h e  
i n d i v i d u a l ' s  income  tax I 

l i a b i l i t v .  An d d i t i n n a l  
1 0   p e r   c e n t  i s  I r v l e d  on 
d i v i d e n d s   a n d   p r o f i t s   p a i d  
t o  anol'ymous i n v e s t n r s .  
Tax  crctdf t :  A maximum of 
15 p e r   c e n t  o f  t h e   c o s t  of 
q u a l i f y i n g   p u r c h a s e s  for a 
period  Jf  f i e  y e a r s ,   b u t  

a n y   t a x a h l e   y e a r ,  i s  r p p l i c -  
no t   exceeding  5 pe r  c e n t   i n  

a b l e   a g a i n s t   t h e  income t a x  
l i a b i l i t y   o f   a p p r o v e d  cor- 
p o r a t i o n s  and l i m i t e d  lia- 
b i l i t y   c o m p a n i e s .  

" 



Tax  Nature of Tax Exempcions and IJeductionH  mates 

1 . 2  Taxes on i n d i v i d u a l r  

1 .21   Ind iv idua l  l a x  on n c t   t a x n b l e   i n c m e   r e c e t v c d   d u r l n g  the 
income t a x  
(Income  Tax 

t a x   y e a r   ( v h t c h   c o r r r s p o n d s   t n   t h e   s o l a r   y r a r )  
is l e v l r d  on  a11  Afghan c i t i z r n s  whether r e a l d -  

Lav v f  1943 i n 8  in Afghanis tan  or n o t .  Tax on net  t a x a b l e  
as amended 
t o  March  1976) a h l c  by r e s i d e n t  and   nonres ident   a l iens .   Taxes  

i n c o w  from  sources  wlthin  Afl.llnni.;tnn i s  pay- 

are co l l ec t ed   by   w l thho ld l t l g   f rom wagcs and 

payment!, by c o r p o r a t i o n s .  and  hy wi thho ld ing  
sa lar ies ,  by   v i thhn ld ing  a t  sou rce  from d iv idend  

from r e n t s   p a i d  by the  Govermnent .  l a x  i s  wfth-  

Min i s t ry   o f   F inance .   l nd iv idua l s   engaged  i n  
he ld  ix accordance  t o  a t ab lv   p rov tded  hy thr 

c c r t a i n   a c t i v i t i e s   a r e   s u h l e c t   t o   f i x e d   t a x e s  
t h a t   a r c   l e v i e d   I n   l i e u   o f   t h e  incomc t ax   hu t  
are based on s p e c i f i c   a c t i v i t i e s   a n d l o r   t y p e s  

hascd  on  the con t r ac t   amoun t ,  a t a x  on p e r s o n s  
o f   p r o p e r t y .  Thcsc   inc ludr  G t n x  on r o n t r a c t n r s  

engaged i n  t r a n s p o r t a t i o n   h a s e d  on the  number 
and s i z e  of   veh ic l e s ,  a tax on the o p e r a t o r s  of 
c inemas   and   t hea t r e s   bawd  on gross admiss ions ,  
a t a x  nn shopkeepers  based on n e t  income p o t e n t i a l  
e s t ima ted  from c h a r a c t e r i s t i c s   s u c h  a s  t h e   t y p e  
and  volume of b u s i n e s s ,   t h e   r e n t a l   v a l u e   o f   s h o p s ,  
and the   popu la t ion  of t h e   s u r r o u n d i n g   v i l l a g e  or 
c i t y .   W h i l c   t h e s e   t a x e s   a r e  not based  on  net 
income,  they are a p p l i e d  as part   of   the   income 
t a x   l a w   a n d   c o l l e c t i o n s   a r e   c l a s s i f i e d  w i t h  
income t a x   r e c e i p t s .  

2 .   S o c i a l   S e c u r i t y  
C o n t r l h u t i o n s  

None 

Exemptimp:   Incumi~-in-kind  is   t~scmpt   f rnm 
tax .  Personal   cxempt t rms   gran ted  to r i t i -  
z r n s  and r r s i d e n t  a l trns  Inc lude :  A f  18 ,000  
pcrsnnnl   n l lowancc;  A T  1 2 , 0 0 0   f o r  spouse 

dependent  c h i l d  under   19 yearn  and  for   each 
(: i d t e d   t o  one spv116e); A f  2,000 f o r   r n r h  

dcp rndrn t  c l ~ i l s l  i n   f u l l - t i m c   r d u c a t i o n :  
Af 1.000 f o r   e a c h   d r p e n d e n t   p a r e n t .  l'he 
maximum pcrsonal   exemptions  for   each  taxah:c  
y e a r  i s  A €  4 5 , 0 0 0   f o r   c a c h   t a x p a y e r .   o t h e r  
ex rmpt ions   i nc lud r  the. prnccrdn nn l l f r  
i n s u r a n c r   p o l i c i e s ;   h e a l t h ,   a r c t d r n t ,  and 

made t o   t h e   S t a t r  and t o  approved   nonpro f i t  
unemployment   insurat lcc   benefi ts ;   donat ions 

o r g a n i z a t i o n s ;   i n t r r c s t  from I n t e r n a l   h a n k s  
on   i nd iv idua l   s av ings   and  time d e p o n i t s ;  

m u n i c i p a l i t i e s  of Afghanis tan .  
i n t c r e s t  on bonds  issued by t h e   S t a t c   a n d  by 

Deduct ions:   Advert is ing  and  enter ta inment  
expenses   evidenced by documents  and  up t o  
2 per   ccn t   o f   ne t   incomr .  Damages t o  
p r o p e r t y   c a u s e d   b y   f i r e .   e a r t h q u a k e ,  and 
o t h e r   n a t u r a l   d i s a s t e r  are d e d u c t i b l e   o v e r  
a t h ree -yca r   pe r iod .  

Taxable  Income 

Ilp t n  10.0nr) 
!r1,001 t,, ? l l , ~ l ~ l ~ l  
20,001 to 70,000 

40.001 t o  50,000 
30,001 t o  40,000 

50.001 t n  75,000 

100,001 t l l  125,000 

ISO.OOI t t r  175,000 

z o o . o n l   t o  250,000 
175,001  to   200 ,ono  

75,001 t o  100,000 

125,001 t o  150,000 

250 ,001   t n  300.000 

400.001 t o  500,000 
300,001 t o   4 0 0 , 0 0 0  

500,001 t o  750.000 

I,OOO,OOI tn   1 ,500 ,onn  
750,001 t o  1 ,oon ,o00  

2 ,000 ,000  to 2,500.000 
1.500,001 t n   2 ,000 .000  

Over 2.500.001 

n 

a .. *. 



Afghanistan: Sumnary o f   t h e  Tax System. March 1976 (continued) 

( A l l  amount. in   Afghanis)  

Tax Nature  of Tax Exewt ions  and Deductions b tas  

4. Taxes  on property 

6.1 Real e s t a t e   t a x e s  

4.11 Tax on  anr i -  
c u l t u r a l  

( b n d a x  LPW. 

land 

e f f e c t i v e  
Narch 1920) 

4.2 Net wealth  taxes 

None 

h.U Death and g i f t   t a x e s  

None 

4.5 Property  t ransfer  
tax 

(Income Tax Law 
enacted on June 8. 
1943 as amended 
to March 1976) 

4.71 Livestock  tax 

n e  tax  appl iem  only  to   agr icul tural   land,   Publ ic   lands  are   not   subject   to   the  tax.  Tax Taxer were previously  levied and co l l ec t ed   i n  
and is based on the   p roduc t iv i ty   o f   l and .   l i ab l l i t y  may be  reduced t o   t h e   e x t e n t  of l o s s   k ind   a s   pa r t  of pmduce.  In-kind  payments  have 
The tax is l ev ied   aga ins t  a v i l l a g e  18 a and damage to  land  andlor i t s  produce  caused  been  replaced by monetary  payments.  Tax  assess- 
whole   and   the   v i l lage   ch ief   a l loca tes   the   by   na tura l   d i sas te r  and c e r t i f i e d   b y  the land menta v a r y   w i t h   t h e   s i z e  and product iv i ty   o f  
t a x   l i a b i l i t y   t o   b e   p a i d  by  each  landowner -X officer. land  holdings. Ioformatlon of t a x  rates is aot 
in   t he   v i l l age .  The t a x  is payable i n  two avai lab le .  
ins ta l lments .  The tax i s  assessed on t h e  
b a s i s   o f  a land  regimter  maintained by the 
l and   t ax   o f f i ce r  who r e p o r t s   t o   t h e  Peveaue 
Department of   the   Minis t ry  of Pimace.  

The t a x   a p p l i e s   t o   t h e   s a l e  or t r a n s f e r   o f  
any  land owned by  an  individual.   individuals 
a s   pa r tne r s .   o r  by fami l ies .   Col lec t ions  
from t h i s  ta% are c l a s s i f i e d   v i t h  Income t a x  
r e c e i p t s .  

Spec i f i c   t ax  on se lec ted   l lves tock ,   inc lu-  
ding  sheep, goats. horses.   camels,   catt le,  
and muleo. 

The s a l e  or t ransfer   of   land owned by  the One per  cent of t he   p r i ce   r ece ived ,  

porations.   Corporations pay  income tax on 
Government, munic ipa l i t i es ,  and cor-   or ,  i f  not R sale or inher i tance ,  one per  cent 

o f   t he   mrke t   va lue   o f  the property a t  the time 
al l  gains from s a l e s   o r   t r a w f e r s   o f   a s s e t n .   o f   t r a n s f e r .  

Not avai lab le .  

I 
U 
4 
I 



Afghaniwan:  Sumary  of  the Tax System,  Harch  1976  (continued) 

( A l l  amounts in  Aflthenis) 

5 .  Taxes on  >:oods and 
services 

5.1 Cenernl  s a l e s  Sing le  staRe  tax on consumer goods  produccd 
taxes  

( l a w  f o r   t a x  on 
- and sold  domestically.  The tax 1s col lec ted  

from  manufacturers.  Except  for a few i tems,  
consumer goods pro-  such an furniture,   chemical and pharmceut i -  
duced and so ld   in   cn l  goods. a l l  goods are taxed a t   s p e c i f i c  
Afghanis tan,   ra tes .  Payments a r e   w d e  on a q u a r t e r l y  
approved in Apri l  basis .  
1974) 

5.2 Select ive  excises  

5.21 Tobacco- 1/ 

5.22 L i q u o r  

5.23 Hydrocs  bon 

(None) 

2 1  

O i l S G  

6. Taxes on i n t e r n a t i o n a l  
t rade  and  t ransect ioos 

6.1 Taxes on imnorts 

6.11 Customs d u t i e s  Import dut ies   a re   l ev ied  on a v a r i e t y  of 

customs t a r i f f  code is based on t h e   B r u s s e l s   t a r i f f  
(The current  imports. The Afghanistan  custom t a r i f f  

was implemented nomenclnture. h t i e s  are levied  on a 
i n  Harch  1975) c . i . f .   valuat ion.  

6.12 Fixed  tax on A fixed  tax  paid  by  importers on t he   p r i ce  
importers  of  imports,   valued  c. i .f .   and  including 

custcas   dut ies .  

Hooks, nevspapcrs, and other   pr inted items 
printed  in   Afghanis tan are excmpt from L ~ L -  

tax.  

Various  Specif ic   ra tes   per  unit nf  product. lhc  
numhw # ~ f  c.ntrp,orlv:; taxable  at s p e r i f i c  rate5 
exceeds  forty.  Furniture,  chemical, and 

of   10   per   cen t  of t h e  finishod cost of -nu- 
pharmceutlcul  producte arc t:rxablc. a t  a rate 

facture .  

Not a v a i l a b l e  

I 

.n 
P 
1 

Covcrnment impor ts ,   inc luding   pro jec t   a id  A mixture  of ad valorem  and spec i f i c   r a t ea  i s  
imports, are exempt. A l s o  exempt are several  
goods spec i f ied   in   the  custom t a r i f f .   S P e t i r l  of pcrcentages o €  adminis tered  uni t   values .  

appl ied.   Specif ic  rates genera l ly   t ake   the  form 

concessions  apply  to  imports  under t h e  Foreign Although r a t e s   va ry  up to   100   per   cen t ,  low r a t e s  
and  Domestic Pr ivate   Investment  Law. (See are   general ly   appl ied  on  chemical  and pharm- 
annex on t ax   incent ives . )  ceut ical   products  and bas ic   foods tuf fs .  

6 per c e n t .  > 
t( 

2 
U 
CI 



0 '  

Tax Natura o f  Tax Exemptions and Deductions Ratem 

6.2 Export taxes 

6.21  Export  duties  Specific  taxes  on  several cutports inch- h-oductu  of  approved  investments  under  the 
ded i n  t h e  crcntoa t a r i f f .   Fo re ign  and  Domertic  Investment L a w  ore administerad  unit   values.  Various r a t e s  apply. 

S p e c i f i c   r a t e s  in t h e  form of percentages of 

exempt. (Suo the  amax on tax incent ives . )  

7. 

6.22 Selec t ive   Windfa l l   expor t s   p rof i t s   t ax  on se lec ted  
exports  tax  export  good. including  walnuts,  sesame and 

li 
e f f ec t ive   on   o i l   c ake .  
arch 1, 1974) 

6.3  Erchanne taxes  

None 

6.4 Other 

Now 

Other  taxes 

7.1 Pol l  t:Ixes 

None 

7.2 Stamp taxes Sale  of stampa a f f i x e d   t o   c o n t r a c t s  and 
o t h e r  legal docurrrento. 

Approved enterpr ises   under   the 
Foreign and Jkmestic  Private  Investment 
L a w  (Sea annax on pr iva te   incent ives . )  

I 

Not a v a i l a b l e .  

Not ava i lab le .  

7 .3  Other 

None 

- I /  Trading i n  tobacco  and  hydrocarbon o i l s  is  monopolized by the Sta te ;   revenue   accrues   to   the  Government from  monopoly taxes  and f r o m  the   ne t   p rof i t8  of  the  trading  monopolies. 5 
- 2 /  The import or sale of liquor is prohiblted  except by  Covernment permission.  Licensed  merchants pay t ax  on sales; no information on t a x   r a t e s  is  avai lab le .  2 

U 
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TAX INCEEITIVES A N W  

Porcj):n :Ind Itorentic The b e n e f i t s   p r o v l d r d  cinder t h i v  law app ly  equally t u  approved  Exemntionr nnd r cduc t ion r  i n  t a x   r a t c u  
I ' r ivate  Investuwnt t u  j n v p a h e n t P  hy foreiqnerw and r e r l d e n t e .   I l w e v c f ,  f'orc?iW Par- 
(EIfucL'ivu 1974) tiri,,akiot1 i n   a p p r o v e d   p r o j r r t s  m u s t  not   excerd 49 p e r   c e n t   o f  A.  Jncrmw t a x :  (1 )  Exemption  from t axen  on a l l  i n c o r  o f  the company 

of exemption  f rom  corporate  incume tax and t ax  on d i n t r i h u t e d   o i v i -  
of  I:OI~I c-quicy c a p i t a l .  The e f f e c t i v e  plsr(od f o r  P period of 4 connccr r t ive   years   heginning   wi th   thc   year   in   which   the  

f i r s t  Hale o f  Koods rind aorviccH  occurm. ( 2 )  Exemption from pernnnal 
dendo i s  limited t o  4 yea r s  for i nv rn tmen tu   w i th in   t he  c ; lp i t a l  
(Knhul) prov ince ,   and   t o  6 yearr f o r  invcatmnontr o u t r i d e   t h e   c a p i t a l  

i n c o w  t:Ix ;Incl rorpormtc tw  on a 1 1   d l v i d r n d s   f o r  4 cnnscctrtlvt.  years 

province.  To he  approved,   investments  must s a t i s f y  Home s p r c i f l e d  
beginning  with thc y e a r  In which :I divldelvl  i 8  f i r s t   d i n t r i l ~ u t e d ,   p r o -  

g u i d e l i n e s   i n c l u d i n g   t h e  maximum une or Afgh;tn raw m a t e r i a l s ,   t h o  
v lded  th:lt the  t n x  wwmpt ion   aha l l   no t  extend Iwyond t h e   s e v e n t h   y e a r  

mximum IISC of Afghan  manpower, i m p o r t   s u b s t i t u t i o n  :Ind muximum 
f rom  the   da te  of icpproval  of thc   invca tment .  (3 )  Interest (111 foratRn 

v;llIlc  added. I n   a d d i t i o n  t o  exemptions  from.  and  reductionr i n ,  t a x  
lomns t h a t  are part of mn u p p r o v a l   i n v w t w n t  i r  f u l l y   a x a p t  from incools 
t a x e r .  

rntes.  npproved  invcstmcnts arc x r n n t c d   b e n e i l t a   i n c l ~ ~ d l n g :  (1)  t lw 
r e p a t r i a t i o n  of payments f o r   I n t e r e s t .   c n p i t s l  :Ind p r o f i t u   o f   f o r e i g n  U. w o r t  tax:  
i nves tmen t s   n t   t he  Du AFKhnniston Bank f r e e   w r k e t   e x c h n n g e   r a t e :  

perfionncl th rough  the  1)n hfghnnis tan thnk : I t  I t u  frre market exchnnge 
(2) t he  r c p a t r l a t i o n  of up t o  GO per  cen t  nf t h e  s a l a r i e s   o f  f o t e i w i   U p i t o l  aoods: exempt 

r a t e ;  ( 3 )  the   requizement   tha t  Covernment  dcpnrPmL'ntr  and en te r -   Spnrc  p l r t u :  10 pt'r cent .  bmued on lnvo lce   c .1 . f .  or on un n 
p r i s m  muut purc l lase   the i r   necesHary   wppl i r f i  nnd s e r v i c e s  from a d d n i a t e r e d   u n i t   p r i c e .  
mpproved e n t e r p r i s e s   p r o v i d e d   t h a t   s u c h   s u p p l i e s  and s e r v i c e s   a r e  
p roduced   i n   Afghan i s t an   and   t ha t   t he i r   p r i ce r  do not exceed 1 5  pcr R a w  motc r in l a  and Remi-f inished  mod@: 2 0  p e r   c e n t  mrximam, 
c e n t   o f   t h e   p r i c e .  of uimilar import gmdr. bused  on  invoice  c . f . f .  or on an a d m i n i t a t e r o d   u n i t   p r i c e .  

I 

3 
I 

C. Other tnxes 

Export tax: exmapt. 

Stamp ta:c: exempt from stamp t a x e 6 .   r e g f r t r a t i o n   f e w ,  ~ r n l  o t h e r  
cour t - l ev ied  fees Cor the p r e p a r a t i o a  of d o c u m a t e   r e l a t e d   t o  
bank t r a n s a c t i o n s .  

0 .  





2. Adniniotration -".I-..."" of ""..*". control -""."*"I- end vrescrivtion "" of currc!nc;ll .""I 



On April 27, 19711 t h e  banks vere   au thor ized   to  s e l l  foreifm oxchnn,yn 
for pleasure t r i g s  abroad up to   the   equiva len t  of' USAl!no a qerson n t r i n  
B year or U?$20 multi9licd by t h e  number of dam snent ahroad, whichever 
was less: no addi t ional   foreiyn exchange for tourism i s  p a n t e d  hy the 
a1xLhorities. I n  la te  1975, the excha,n,ne a l loca t ion  from tbe ?ranks Tor 
t o u r i s t   t r a v e l  I ~ S  doubled t o  US'S00 ?cr ~erwor! f o r  ont  trii? a gear. "he 
other  previsions of t5.e Sentember le73 directi tre r e m i n  unchanqcd. The 
banks  and c u s t o m   o f f i c i x l s  at t h e  borders are ins t ruc t ed  t o  comnly a t r i c t l ?  
Ifit'll the regulations. It may be notc?d, however, t h a t  no spec i f ic   d5rec t ives  
have beer. issued t o  restr ic t ,   exchmse  t ransact ions  through t h e  mon.ei7 bazaar 
which i n  fac t   remins   uncont ro l led .  Tmxelcrs are not  allowed t o  b r ing  
i n  or take out; more than  Af 500 in Afghan banknotes. 



Foreiml  investment; i n  Afghanistan  reauires nrior apnroval an6 i s  
administered, as is r!omcstic y i v l t e  investmer?t., bv R? Investnevf- Committee 
COEi)OSed o f  five  cabinet  ministers.  The Forei,?n end llomestic Private 
Investment Law of 1353 (CssuPd on July 4, lo7)l )  provides for a nuP"*er of 
benefi ts ,  which includc (1) income t a u  exemtion for four  years,  %?Sinnin,r 
frou t h e  date of t h e  first sale of -roil.ucts resul t ina  f ro? the  nev ir.wst- 
rnent : (2) exeiq~tion from import duties on escent.ia1 in!ports (mhly of 
cs?i ta l  ~4008s ) J ( 3 )  exemption frolil i;e,m!n on divicq.cnds f o r  Pour ycsrs 9.fter 
t he  first c ' istr ibution of divifiends, ht?t not: more than oeven vears p..etsr 
the  q y r o v a l   o f  t - h  investnlerlt ; ( h )  j n t e re s t  on f'oreipn loans vhich 
const i tute  part of rn apnroverl investment are deductible for t k e  ?ur~oses 
of the  personal ancl corporate  incone  tpxcs ; (I;) exemption from export 
duties,   provided  that  t?le products are y r n l i t t e d   t o  he exportert : and. 
Irmdatory  purclwses by governrrcnt P.3encic.s and denaeneqts  fro?? enteryr ises  
established unr?er the JAY, proviclerl nricer, of suck ~ r o 6 u c t s  m e  no yore 
t h m  15 per  cent hj  T>er t!lan t h e  pr ice  of' the  equivnlcnt  iv?ort .  r y e  ?~;8vf  

Frovidcs  thzt  for9ign  investment  in Af,qhanistan can or7.y tA-e  d . n c . ~ !  tWouFh 
Joint  ventus-es, with foreimA  yarticiyation  not  exceedinr 4'3 ner  cent. It 
a l s o  establishes  t imt an irivcstqent ai>provq?P by t he  Tnvsstnent  Cornittee 
shall  require no Purther  l icense  to operate in Afghanistan. 

Principal end interest   ins ta l lments  on loans from abroad. m?.y h f t  
remitted f ree ly  t o  the  extent  o f  the I.eyal obiigation  invol.v~d.  ?Yofits 
may be rqmt r i a t ed   f r ee ly ,  and cap i t a l  m q r  be repa t r ia ted  Pf'teP five years 
at an annutil rate not  exceeding 20 per cent of the  t o t a l  registered. capita!!. 
All the  foregoinFf transfers are made tliroq.t)l t h e  free market. 



. 

The agreement v i t X 1  1nd.is  contains spec%al nravisions.  Certain 
Fortions of trn!ie 7 6 t h  Indirt a r e   s e t t l ed  by b i l a t e ra l  accounts and the  
rest; by convertible  currsncics. ?Wee methods of settlement  are  established.: 
(1) by pa:,rrllent i n  inconvertible  rupees ; t h i s  covers  about 90 per cent of 
t rade,  principally Af&3an fruits and nuts and Indian consumer r?.anu.fnc-. 
turers  and enginecrinE goods; (2 )  t27rouF?:17 a special  self-halancirf account 
maintained by I)a Afglmnistan Cenl.. vith t!lc a t a t e  Bank of India. ??un,cc?s 
gcncratcd i n  t h i s  account hy Af3l1an sales o f  qont and sheep  hir?es  (excltldina 
! x t r a ~ ~ . )  are  used by t;le  afclmn Govem.ment i n  ?aylnent for  certr?in ~ O O ~ S  

and services yurchnsed i n  India!, (3)  by payments under l e t t e r s  of credit. 
i n  U.S. do l l a r s   o r ' i n  pounds s t e r l i nc :  t t - ' t  type of trade'involves mainlv 
,TOOCis khat could be sold fo r  convertihlt.  r-.urrencics  elsewhere, such as 
Afghan cotton and Indian  capital  and durable consumer goods. 

i?esicients c n y  f reely purchase,!?hold, and se l l  donestically co1-d- j.n any 
f o m  in Afrkmistan. Imports of gold are res t r ic ted .  '"xnorts of gold 
and sil-vei- i n  any f o m  other  than  jevelry  require  licenses issu?d bV the! 
Council of  ;,;inisters; such l icenses are  not nomally granted  excent  for 
exqorts by or 03 behalf of t h e  monetary authori t ies ,  Commerciol exports 
of Gold and s i lve r  jewelry and o f  othr articles  containing minor quantit ies 
of go16 or   s i l ve r  do not  require e, license and may be made freely.  Custom 
duties are pRyable on imports and e q o r t s  of' s i . lver   in  any form unless the 
import or  export i s  nnde by or on behalf of  the  monetary authorit ies.  The 
import fivty on gold i s  1 per cent,. 

3. CAa=s since "&ss$,- consultation 

F)?>l~lgy-lg. The Suying r a t e  for  the U.S. S.R. clearing  dollar  as 
changed from Af G1 t o  A f  60 per  clearing  dollar. 

Februerv 26. l?,? buying r a t e  for clearin.: dol lar  accruired from 
Czechoslovakia m a  Yugoslavia vas cl?an,rr,ed from Af G5 to Af G4 per clearing 
dollar. 

""" 

June 30. "kxirmm surrender rates a?pl.icable t o  pr0ceeir.s :From !zwekul, 
cotton, an8 trool exTorts t o  multj.Izte?rn.l rnar!rets were eli?qinatcr?. Such 
proceeds ?.re now t o  be snrrendered at  t h e  free Ina.r';et rate. 

" " 

" .Tune--?G. - ?he itlportatlon  of  certain zoods, mainly  consuver  products, 
was grohibited. 



"- October ."- 29. The special  exchance r a t e  of A€' 60 per b i l a t e ra l  accounting 
dollar for cotton  exports was suspended:, proceeds from cott,or, cxl>ort-r, t o  
bi la teral   countr ies  were t o  be se t t led  at t h e  r)a .4f&anistan Rant:  free 
r a r k e t  ra te .  

""- Ocbber 30. DR Afghanistan qank,'s f ree  msrlret buying and sc l l i lx  ra tes  
for  clearing dollars acquired  fron Czechoslovakia, YQyoslavia ~ n d  the 1l .S .P .R.  
were chan.;eil t o  A f  57 and A f  53 ,  r e s y c t i v e l y ;  t h i s  chmge  unified. the 
rates w i t h  t he  mult i la teral   f ree  mrlcet rate for   the U.S. dollar. 

Janu.ary 11. Commercial bm!ts were permitted t o  set t h e i r   f r e e  market 
exchange rates indepnd-ently  of T)a Sf&mrllstan Bank. Ds. Afghanistan Rank 
chnnpxl i+,s sel l inq re,te from A% 59 per ?J?% t o  Rf 5 g  ner U S h .  The bqy5.nE 
and selJ.i:.~g ra tes  were further chanzed to Af 56.5 per tTS*l ma Af 57.5 
per US$1, r e spc t ive ly ,  on Ilarch 27, 1976. 

."I.""- 



Publications- 

h i n i s t r y  of Planninc? SurveyL of Pro,yress, 
1069/70, 1970/71 m d  1371/72. 

i.5inistry o f  Finame (GeneraJ-Castom Depnrcment) , Revised Custon!s Tariff 
Schedule (Junc, 1974). 

Ministry of Finance  (General Custonls llepsrtrnefit), Gexral Rav !TRtel-':al 
Customs Tariff f o r  Afghan Indus?;ries (July 1874). 

... - " -.- - 

Cent ra l   S t a t i s t i ca l   Of f i ce ,  Tzorts of 'qerchnndis_e into  Afghanistan, 
1??1/72 and ~%?/73.  

In t e rna t iona l  aIonetary Fund, Afrhanistsn i" .- -.- " . - -  - - 1070 L"""- A r t i c l e  VTV Consultation, 
SM/71/35, and consLltation reports for  subsequent years. 

In t e rna t iona l  3ank f o r  Reconstructloll and Develoynent , In t c rna t iona l  
Develop!ment Association,  Current Yconomic Posi t ion  anLQ9spects  
of Afghanistan,  Xeport T;o. 684a-AF, July 7, 1975. 

" -.-""" " 

In t e rna t iona l  Rank. for  ,?econstruction ma. Develoynent  Internation.4- 


