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Afghanistan - Basie¢ Data

Population:

LiF quota:

Fund holdings of Afghanis:
(end of April 1976)

SDR wllocation

SDR holdings (end of March
1976)

Par velue

SDR 37 million

18.3 million (official 1973 estimate)

125 per cent of quota
SDR 12.8 :million

SDR 5.3 million (41 per cent of net curulative allocation)
0.0197482 gram of fine gold per Afghani (equivalent to

Af 45.00 = SDR 1)

Year ended March 20 1972/73
Government finances
Kevenue, of which: 6,110
Tax revenue (3,556)
Expenditures, of which: 9,609
Ordinary expenditures (5,283)
Development expenditures (4,326)
Overall deficitl/ -3,499
Exterral financing (net) 2,634
Domestic financing (net) 39
Changes in money and credit
voney and gquasi-money 2,047
Change in per cent (19.9)
set domestic assets, of which: 2,002
Claims on private sector (768)
Claims on public sector (1,%97)
liet foreign assets 4s
. 2/
Balance of payments estimates™
Fxports, f.o.b. 110.2
Imports, c.i.f. -143.4
0fficial loans and grants (gross) 67.7
Iublic debt servicing -26.1
Other services (net) 2.2
et residual transactions (including
errors and omissions) -11.7
ionetary movements (iacrease in
assets -) 3.1

Foreipn assets (end of period)

Da Afgnanistan Bank gress
international reserves L8.7

Cermercial banks 5.4

1973/74  197L/75  1975/76  1976/77
(In millions of Afghanis)
fevised Budget
est. @estimates
7,017 10,250 12,101 13,0664
(L,436) (7,166) (7,106) (8,005)
2,k71 10,892 14,020 ok,217
(5,799) (€,2LL) (8,202) (10,190)
(3,672)  (L4,648) (5,8138) (1k,027)
~2,h5)4 -6L2 -1,919 *~10,533
1,377 1,645 3,410 9,333
1,046 -598 -1,491 1,200
First eleven mos.
1,592 1,294 2,152
(12.9) (9.3) (14.2)
1,160 369 -276"
(5h) (994) (-100)
(1,392) (2Lk) (~L68)
432 925 2,428
(In millions of SDRs)
Frelin, Prelim.
132.1 178.8 191.8
-142.5 -200.0 -218.7
ST.7 50.8 78.6
-29.6 -32.8 -21.3
0.5 -1.3 -2.6
-6.7 14.6 25.1
~11.5 -1C.1 -52.9
Prelim.
. k9.3 52.6 99.0
8.0 9.9 9.2

1/ Overall deficit differs frem total financing cue te data discrepencies and
— 2 -

adjustzents to cash bhasis,

g/ Comprehensive balance of payviients statistics zre not availatrle for £fghzrniztan,

N 4



I. The Real Sector

1. Overall economic activity

The economy of Afghanistan is predominantly agrarian; the agricultural
sector is estimated to account for more than 50 per cent of gross domestic
product and to provide employment to about three quarters of the laebor
force. The industrial sector (including manufacturing end mining) is of
limited size and is believed to account for only ebout 10 per cent of total
value-added. The menufacturing subsector is mainly engaged in processing
domestically produced agriculturel raw meterials, and mejor industrial
enterprises are predominantly state owned, althiough a number of privately
owned manufacturing firms have been established since the adoption in
1967 of the Foreipgn and Domestic Private Investment Law. Ixploitation of
natural ges is of considerable economic importance as the proceeds of
natural gas exports to the U.S.S.R. are & mejor sovrce of budget revenue
and foreign receipts. In the services sector, a large proportion of
value-added derives from the transportation and marleting of agricultural
produce.

Analysis of overall trends in the Afghan economy is hampered by the
lack of national income accounts. Although substantial investments in
infrastructure have been undertaken, Afghanistan's trend rate of economic
growth appears to have remained relatively slow over the recent past,
Primarily as a result of only modest increases in agricultural output and
limited investment in manufacturing facilities. Fluctuations in agricultural
output have been the main factor explaining year to year changes in the
aggregate real growth rate.llAgricultural output, and consequently aggregate
growth, declined in 1970/71~ and 1971/72 as the result of widespread
drought conditions. With the return of more favorable weather in the
following two years, a strong rebound in sgricultural production led to
an increase in the overall growth rate to an estimated 7-8 per cent. During
197L/75 and 1975/76 the growth of gross domestic product approximated

3-4 per cent reflecting mainly normal expansion rates in the agricultural
sector.

2. Agriculture

The principal activitiec in the agricultural sector are wheat growing
and animal husbandry. Production of foodgrains utilizes ebout 90 per cent
of the total cultivable area, with wheat alone accounting for approximately
60 per cent. Cultivation of various cash crops, including cotton, sugar
teet, fruits and nuts, has been e¢ncouraged by the Government due to their
importance as a source of foreign exchange earnings; in 1975/76, exports
of fruits, nuts and cotton accounted for about 45 per cent of total exnort
earnings. The livestock subsector, mainlv sheep raising, gives employment
to about 15-20 per cent of the population and provides some major exports
as well as raw materials for the handicraft industry.

——— - o ————— — - ——— ——

1/ Afghan year ended .iarch 20.
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Fluctuations in agricultural) production have been sizable in recent
years and reflect continued heevy dependence on weather conditions. This
wvas dramatically illustrated in the 1970/71-1971/72 period when production
of most crops, but particularly wheet, fell sharply as a result of
inadequate rainfall. In 1972/73, favorable weather conditions led to a
steep .ciovery in the egricultural sector, and in the following year,
record output levels for several crops were achieved (Table 1, below). In
vart, the sharp growth in agricultural output reflected the impact of a
substential expension in the government-sponsored distribution of fertilizer.
Host fertilizer consumption has been used to increase wheat and cotton
yields, ' partially accounting for the recent production gains for these
crops. Although agricultural production remained at a high level in
197T4/75, somevhat less favorable precipitation than in the immediately
preceding year resulted in some faltering of the agricultural rate of
growth. Cotton output, however, increased substantially due, in large part,
to enhanced price incentives; effective varch 19Th, the government--
established producer price for first grade cotton was increased from Af 13
to Af 15 per kilo. During 1975/76 precipitation was satisfactory, and
fertilizer usage increased further from about 62,000 tons in 1974/75 to an
estimated level of over 70,000 tons last year. As a result, the relatively
high level of agricultural output was sustained: the wheat crop was
sufficiently large to permit the country to remein essentially self - -suf‘icient
in this commodity, and sugar beet output expanded sharply under the
continuing impetus of favorable producer prices vhich were raised by a
total of almost 50 per cent in 1973 and 19T4. However, the Government was
unable to execute its policy of accumulating a buffer vheat stock for the ‘
purpose of future price stabilization. Livestock numbers are now reported
to have recovered fully from the drought-~induced depletion of earlier years.

Table 1. Estimated Production of Principal Crops

(In thousands of metric tons)

Year ended March 20 1971/72  1972/73  1973/74% 19T4/15 1975/76
Yoodgrain

Wheat 1,015 2,450 2,700 2,750 2,800
Barley 205 350 360 380 380
Corn 670 720 760 770 780
Rice 350 400 420 420 L35
Industrial crops

Cotton (unginned) 63 58 108 1k2 150
Sugar beets 60 66 57 67 105
Sugarcane 50 55 58 60 60
Oilseeds 28 3k 38 40 Lo
Fruits and vepetables

Fruits 750 820 8Lo 865 880
Vegetables 650 650 680 T00 T30 ‘

Sources: Central Statistical Office and iinistry of Agriculture and
Irrigation.
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The rate of grovth in the egricultural sector has been modest ovedr
a number of vears, in part due to the limited employment of modern inputs
and technoloxy. The use of fertilizers, improved seeds, pesticides and
mechanical aids to expand productivity has remained at relatively lov
levels. ‘foreover, in the livestock sector, techniques of animal husbandry
continue to be primitive, and large losses are occasioned by aninmal
diseases, inadequate provision of fodder and insufficient protection
against weather exigencies. Given the low level of the existent agricultural
technology, there is considerable scope for increased productivity. Over
past Plan periods, the bulk of government development expenditures has
been concentrated on infrastructurel projects in the ureas of transportation
and irriration. Part of this infrastructural development has taken place
vithin the frameworl of a number of regional agricultural projects. iajor
projects are being implemented in the Helmand Valley and in the Paktia,
Kumar and Herat regions. Typically, these programs include public
infrastructure investments to supply feeder roads, distribution netwvorks
for irrigetion and enersy along with the increased distribution of
fertilizer and other modern inputs as well as improved extension services,
The primary emphasis of such projects is on increasing both productivity
and the cultivable land area; moreover, it is hoped that such prograns
will permit settlement of Litherto landless farm lelorers. Although to
a certain extent capital intensive infrastructural projects are a
prerequisite for agricultural development, the overall impact of these
projects on agoregate agricultural producticn has so far been limited.
This has mainly resulted from limited ‘coordinetion whereby initial
large investments in irrigation facilities and road communications have
often not bheen followed by investments in feeder canals and roads.
Consequently, for the agricultural sector most of the henefits of the
large infrastructural investiments of the past tvo decades remain to be
exploited.

In order to upgrade the technology employed by the general farm
population, & numver of officiel agencies have the responsibility to
provide modern inputs and to improve agricultural methods. These programs
include the distribvution of fertilizers, improved seeds and pesticides,
increased extension and veterinerary services and the establishment of
model farms. Of these programs, the most positive impact on agricultural
output has been realized by the fertilizer distribution program. Almost
2ll fertilizer distributed to farmers is sold on credit by the Afghan
Fertilizer Company (AFC) with credit provided by the Agricuvltural
Develonment PBank of Afghanistan. Distribution takes place through authorized
retailers and also through the cotton ginning and sugar processing companies.
Although the range of other agricultural improvement programs is extensive,
their guality has been constreined by the limited human and financial
resources gvailiable to the relevant government agencies.

An important policy objective of the Republican Covernment of
Afrhanistan is the implementation of a land reform program, for which
detailed proposals were announced in Mugust 1975. A unit within the HMinistry
of TFinance was charged with the responsibility for the implementation of
the program, and it was intended that land reform be accompanied hy a



cadastrel survey. Hovever, given the psucity of land records, progress

on this latter project has been sluw. Although to date no land has been
distributed under tlie progrem, the authorities anticipate that distribution
will commence in the near future in those areas vhere adequate land
records exist. The land reform proposals provide limits on permitted
hioldings: the limit on irrigated land producing tvo crops per annunm

is 20 hectares, and 30 hectares for sinple cropped holdings: for raiafed
land, holdings asre limited to 40 hectares. These limits may be exceeded
if arid land is brought into cultivation, and a proprietor may hold the
maximum in each land castepgory. It is planned to redistribute to landless
farm labor the land acquired by the Government through purchase of excess
holdings or throurh return to the state of land previously missppropriated
into private hands. Compensation payments to previous owners, financed
primarily from payments from purchasing farmers, are to be made over

25 years at 2 per cent interest on outstanding loans: any additional
financing necessary for the state's land acquisition will be provided from
the central govermment budget.

3. Industrial production and transportation

a. Industry and mining

The industrial sector in Afghanistan is limited and is to a large
extent involved in processing domestically produced rew materials:; the
cotton ginning, textiles, and handicrafts sectors are important users of
locally produced cotton, wool and leather. As existing vlanning calls
for synchronised expansion of agriculture and industry, this inter-
dependency is likely to continue for some time in the future. Industrial
output expanded over the past three vears as a result of a number of
favorable developments (Table 2, below). Gains in cotton output increased
the availability of raw cotton for processing. Moreover, the rise in
international cotton prices more than offset the effects of higher
government-established producer prices for raw cotton and the appreciation
of the Afghani; as a result the competitiveness of cotton manufactures
in the domestic markec as well as ginnea cotton in international merkets
was increased. This trend was reinforced by quality improvements in the
textile industry. Increased external demsnd contributed to the growth
of cement output as well as the production of coal; the latter is employed
as an input in the cement industry. As a result of an expansion in
genereting capacity, power production also evidenced an upward trend. The
most recent major change in the composition of industrial output was the
initiation of fertilizer production in 1974/T75: the new fertilizer nlant
currently produces from natural gas avout T0,000 tons of urea fertilizer
per annum. Domestic and external sales of fertilizer output have been
supported by government rolicy. In the mining sector, output has remaincd
almost unchanged in recent yeers, except for the commencement on a small
scale in 19T4/75 of tale, fluorite and barite minine; however, surveys are
undervay to determine the commerciael exploitebility of known deposits of
copper, iron and other minerals.




Table 2.

Major Industrial a-=.d Mining Production

Year ended Quantity Fe*-imate

March 20 by Unit 1972/73 1973/Th 21974/T5 1975/7€
Mining and quarrying
Coal 1,000 tous T0.0 115.5 153.0 15k.5
Natural gas million ~ub. met, 2,840,4 2,735.0 2,9L6.0 2,999,0
Salt 1,000 tous 31.0 L2.0 4L8.7 €0.0
Lapis lazuli 1,000 kilos 2.9 . 8.3 8.k
Mardble 1,000 cub. met. 8.2 13.8 9.2 1k, 0
Talc 1,000 tons - - 3.1 6.3
Barite 1,000 tons - - 6.0 5.2
Food processing
Wheat flour 1,000 tons 63.0 L6.0 Lok 50.8
Bakery products 1,000 tons 16.2 17.0 17.4 17.8
Sugar 1,000 tons T.1 Tk 8.9 10.0
Vegetable oil 1,000 tons 3.0 4.5 €.3 10.5
Ice 100 tons 3.0 10.4 5.9 6.0
Textile and leather .

products
Ginned cotton 1,000 tons 15.2 25.0 44,8 Lo,k
Cotton yarn 1,000 bundles 162.1 179.1 243.0 270.0
Cotton textiles million meters 60.2 71.8 f8.1 76.3
Rayon textiles million meters 1L4.8 16.0 20.9 25.0
Woolen textiles million meters 0.3 0.1 0.1 0.5
Shoes 1,000 pairs 215.9 100,0 209,2 219.9
Casings 1,000 rings 375.3 238.1 2156.0 230.0
Chemicals, coal and

petroleun products
Coal briquettes 1,000 tons 22,4 32.5 23.4 25.0
Soap millior cakes L, 3.1 k.2 L.5
Chemical fertilizers 1,000 tons - — 18.0 70.0
Others
Cement 1,000 tons 90.6 135.0 1Lk, 2 139.1
Electrical power million kwh 486.9 Lhok.o 52T.2 550.0
Sources: Central Statistical Office and Ministry of Mines and Industries.



Natural ras output has increased only slightly over the past five
years, reflectiug capacity limitations and more recently a government
policy of limiting export volume in order to conserve energy resources
for future domest:c use. Although the pgrouth of natural gas production
and exports has been limited, foreign exchange receipts frcm this source
have expanded substentially as the unit price received for cxports to
the U.S.5.R. was raised from JS46.70 to US$13.20 per 1,000 cubic meters
in October 1974, and further to USY16.10 in January 19T7%. Reserves
of pas fields currently being exploited are estimated to be in excess
of 30 billion cubic meters, and under the on-poing program for natural
gas end oil exploration a second field hus heen located with proven
reserves ct least equal to this amount. 0il exploration to identify
commercially exploitable fields has been conducted sporadically over
an extended period of time. TFollowing upon increased esllocations for
oil exploration in the 1975/76 budget, expanded efforts are being
concentrated in the area north of the Hindu Kush, viere oil deposits
have already been located, in the soutli east near the Pakistan border
and in Heret proviuce.

Government industrial policy has been in a transitional phase since
the change of govermment in 1973. This has caused uncertainties in
the private sector pending official clarification of the role of the
private sector wvith respect to the development of industry in ..fghanistan.
Provision for investment incentives to the private sector was made in
the 1967 Foreign and Domestic Private Investment Law, and thzse incenvives
vere modified under a comprehensive revision of the Law in June 197k,
Under the modification, exemptions from export taxes and import duties
on essential inputs were extended, and special tax benefits vere given
to investments outside Kabul. However, as a result of the depressed
business climate prevailing in recent years, relatively few projects
have been spproved under the revised Law. The low level of private
sector confidence has been reflected in sluggish demand for investment
loans end in an essentially inactive role for the Industrial Tevelopment
Bank of Afghanistan, With the exception of the handicrafts sector and
a limited number of other private enterprises, including those established
under the 1967 Investment Law, all other industrial concerns are publicly
owned as are all enterprises engeged in mineral exploitation. Current
economic planning has reserved a key role for the public sector in future
industrial development: public sector participaetion is expected to
predominate in major industries, particularly those vhere expansion wvould
otherwise be inhibited by a lack of capital. Several major industrial
plants, including sugar processing, leather tanning, cotton ginning,
textiles, cemernt, glass and peper, are presently either under construction
or planned for the public sector; these projects would be financed mainly
by utilization of recent large aid offers. It is also intended to bring
the textile industry under government control: at present the largest
textile firm is privately owned.



b. Transportation

Communications within Afghanistan have been greatly improved Ly
the major road building programc of the last two decades as a result of
which the major cities are now linked Ly all-weather roads, and current
plans envision the construction of a newr major hipghway ecross the cester
of the country from Ksbul to Herat with a view to opening up remote
regions. However, the inudequacy of communications in rural areas and
with other countries continues to be a mejor constraint to economic.
and social development. The flow of poods to and from rural areas 13
still fraught with difficulties; although the last two annual nlans
have enunciated & policy of concentrating on the construction of feeder
roeds to smaller centers of vopulation, only moderate progress has been
achieved in this areca. Poor intcrnational communications have frustrated
the development of foreign trade. The export of certain bulky anrd
perishable commodities to foreign, end particulurly Duropean, markets
has been edversely affected by the length of time required to make the
overland journey using the existent mejor transportation routes through
Pakistan, the U.S.S.R., and Iran. Two maj)or initiatives are presently
underway with e view to relicving the transportatica constraint. The
first encompasses attempts to establish joint transportation ventures
with foreign interests for forwarding to the U.S.5.R. and to Western
Europe. The second concerns the commencement of survey work for the
construction of a railway from iebul via Xandeher and Herat to link
with the Iraniap rail network near ‘inshad in north eastern Iran. It
is anticipated that if the survey and subsequent feasibility studies prove
positive, the project will be carried out within the framework of
the new Seven-Year Plen and vwill be funded primarily through a financial
comnitment received from Iran.

4. Develoowment planning

Afghanistan implemented three Development Plans tetween 195G/57
end 1971/72. The First and Second Plans were typified by a concentrstion
on infrastructurael development; in view of the country's poor
communicetions network, this emphasis was particularly strong in the
transportation sector to which alwost 40 per cent of development
expenditures were devoted #n the Second Plan. The level of total invest-
ment expenditures fell sharplr after completion of a number of major
infrastructural projects early in the Third Plan period (Table 3, below).

Hew infrastructural projects of comparable size vere not forthcoming, and
correspondingly, expenditures in the industrial and agricultural sectors
became a larger proportion of reduced total development cutlays in the
Third Plan period. The draft Tourth Plan embodied a continuation of this
trend; hovever, the latter Plan was never formnliy anproved or asdopted by
the new government which came to power in 1973.



Teble 3. Distribution and Financing o Development Expenditures

Second Plan Third Plan Revised Revised Budget
~ (1962/63- (1967/68- 2tuals Actuals Estimateq/ Estimate5/ Lstimates
Year ended March 20 1066/67) 1971/72, 1072/73 1073/Th 1974/75—  1975/76~" 1976/77
Distribution of development
expenditures (As percentage of total)
Agriculture and irrigation 18.0 33.0 31.0 29.0 33.2  ses 25.0
Agriculture .ee cee 16.2 12.9 1L, 8 eee 8.0
Irrigation ces eee 21.8 17.0 18.4 cos 17.0
Industry 34.9 36.0 38.1 37.h 32,0 oo 40.0
Mines - P 18.0 20.6 15.% e 12.3
Manufacturing R ces 12.1 5.9 10.k .es 20.1
Energy cos . 8.0 10.9 7.1 ces T.F
Transportation and communication 39.0 16.0 10.8 10.5 18.A .o 21.1
Surface transportation eee ces 9.6 9.4 10.7 cos 1R.5
Air transportation ces . 0.7 0.8 L, 7 ees 1.4
Communication o S 0.5 0.3 3.2 veoe 3.?
Social services and other Q.0 i5.0 13.0 22.2 15.2 .o 13,0
Education .ee veo 2.2 2.8 3.7 con 2.7
Health .ee cee 4.0 T.7 2.3 ces 2.0
Other ces .o 6.8 11.7 9.2 ces 9.7
Total develoupment expenditures (In billions of current Afghanis)
25.3 20.6 L,3 3.7 hF 5,7 1k, 0

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

1/ Vhile the figure for total development expenditures :n Afghanis is an actual, the percentages showing
its distribution are based on revised estimates. :

2/ Revised estimates of the distribution of expenditures are not available for 1975/Té.

‘ ‘ . .



. Past five-year plans have been essentially projJect lists with inadequate
attention paid to project evaluation and preparation, economic returns
and manpover and skill constraints. iloreover, the plans related only to
public sector investments, and private sector undertakings that followed
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 in the second
and third plans accounted for about 80 per cent and TS5 per cent, respectively,
of total developument outlays. The level of implementation of the first
three Plans was closely related to the actual receipt of foreign aid which
in turn was largely dependent on the availability of implementable
projects. Kowever, the non-availability of projects due to the low quality
of vroject preparation consequent to the general weakness of public
administration has been a serious constraint in Afrhanistan's development
effort. This is evidenced by the comparatively low level of development
expenditures in real terms since the completion of the major infrastructural
investments in the mid-1960's. This latter fact highlights the inherent
veakness of the planning machinery and the shortage of technical skills
that were partially concealed by the earlier pattern of development
expenditures with its concentration on a small number of cepital-intensive
projects essentially rlanned and supervised by foreign aid donors. As
there haes been a widespread recognition within the Government of the
disappointing impact that past large-scale capital~-intensive investments
have had on economic growth, current development policies have been
directed toward achieving a more balanced allocation of public investment.
Even though in recent years less emphasis has been placed on infrastructural

. investment, the difficulties of achieving a fundamental shift in the
direction of investments toward quicker-yielding projects has proved
intractable in part because of human resource constraints and the
prerequisite of smaller-scale cepital projects.

Afghanistan has recently received development aid commitments of more
than SDR 1 billion, and with the assurance of a substantial amount of new
project aid an acceleration in the rate of development spending was
planned for 1975/76. Development expenditures were budgeted to increase
by 100 per cent, and almost 85 per cent of this budgeted total was to be
devoted to on-going projects with the residuesl employed mainly for
feasibility studies in the industrial scctor. Revised budget estimates
indicate that actual development outlays totaled about Af 5.8 billion last
year, representing & substantial shortfall from the budgeted target
but a 20 per cent increase over 1974/T5 actuals: the shortfall resulted
essentially from a continuing shortage of new projects ready for implemen-
tation, as well as the failure of some foreign financing to materialize
as planned.

York is now at an advanced stage on drawving up the nev Seven-Year
Development Plan vaich came into effect at the start of 1976/77. The
content of the Plan, its sectoral priorities, investment allocations and
its financing provisions remain undeyr review, hLut current planning
envisions total development spending; of Af 170 tillion during the Plan
‘ period., The 197G/TT budget calls for a large increase in development
expenditures of about 140 per cent over the revised estimates for 1975/76.
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It is clear that a large proportion of projected development spending over
the Plan period will be financed from the substantial foreign aid
commitments available to Afghanistan. !lajor offers of aid have been
received from the U.S5.5.R. and Iran. Financial assistance from the

U.5.5.R. is intended to fund a range of development projects in agriculture,
industry and mining, while foreign aid from Iran vwill be employed mainly
for industrial projects and to finance a large proportion of the cost

of the proposed trans-Afghanistan railroad, if feasibility studies prove
positive. ©Smaller aid commitmente, mainlv from Middle Eastern oil-
exporting countries, have also been received.

5. Trices, wages and employment

The price level in Afghanistan is measured by two indices, the
Kabul Price Index (Table 4, below) and the National Price Index (Appendix I,
Table 15). Doth indices suffer from methodological deficiencies which
render them only qualified guides to true changes in the price level.
The weights attached to various consumption items are based on a house-
hold br~ et survey conducted in 1960, and with subsequent changes in
consumpt. | patterns, the weights currently used place a disproportionate
emphasis on food items. IiMoreover, coverage is limited to 24 consumer
items. Both indices accord cereals, and particularly wheat, an excessive
influence.

The variations in the indices in recent vears have reflected mainly
real or expected fluetuations in agricultural, and particularly cereal,
production. In 1974/75, both the Kabul and National indices rose by
14 per cent largely as a result of an increase in the price of food-
grains in the second half of the year occasioned by late snowfall, fears
of another drought, and some speculative hoarding. Followving adequate
snov late in the year, cereal prices moved dovpward and changed only
slightly during the first three quarters of 1975/T76 accounting for the
more moderate overall rate of price increase. ifeat prices have evidenced
& strong upvard trend over the past two years, despite the recovery of
flocks from their low drought--induced levels of 1971/72, and are believed
to reflect in part the strong demand for livestock in neighboring countries.
A further major trend vas the decline in fruit and nut prices in 1975/76
consequent to depressed overseas markets and the diversion of a certain
proportion of intended exports to the domestic market.




Tabie 4, Kabul Price Index

(10€8/6a = 100)

General Index

Percentage Truits Other
change over and Vage- f'ood Nonf{ood
Year ended ‘Yirch 20 orevious year Cereals Meat Mits tables items items
{Weights) (100.00) (s58.1) fan,7) (10.6) (s.7) (5.1) (a.8)
Annuai averajes

1971/72 143.3 r12.T) 141.3 nT.7 130,k 11h,7 110.k 113.7

1972/73 122.5 (~:4.3) 12k, 0 124,k 1704 1ns.0 130,64 113,k

1973/7h 115.3 (-5.9) 05,4 147.3 160.7 1h3.7 1300 1204

19ThITS 174 (+1k.0) 115.5 aTU.0 171.h 13k.0 1L3.2 123.8
Juarterly averages

1974/7¢ 1 127.9 (+7.2) 190.6 177.0 200,k 1”1,k 134,3 1°1.0

11 119.3 {+9.5) 105.9 173.1 137.0 a6, 0 139,3 122,14

Il 128.3 (+20.1) 118.9 179.7 1bo,7 99.2 1k5,2 120.7

v 150.0 (+13.8) 136.8 101.4 197.5 158,717 152.0 178,1

1975/76 1 k5. L (#313.7) 131.1 200.1 170,73 150, € 172.0 124, R

11 137.5 {(#11.3) 123.4 182.9 132,5 111.5 1737 127.7

111 129.0 (+1.2) 1°L.5 17k b 132.7 1n9.7 175.7 134,/

Source: Central Statistical Office.

-‘[‘[-
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Although movements in the Afghen price indices cannot be regarded as
other than e general indication of the rate of price incresase, the
impression conveyed is that inflation has not been & serious problem in
Afghanistan in the post-drought years. Agricultural production has been
buoyant, and domestic financiael policies have satisfactorily contained
the rate of liquidity expansion to levels that the economy has been able
to absort without generating strong upward pressures on prices. lioreover,
imported inflation has not been a major problem for a number of reasons.
The foreign trade sector is small, end imported goods are consumed only
by a limited proportion of the urban population. The substantial
appreciation of the Afghani in recent years has afforded some further
measure of insulation from internationel price increases. 1In addition,
for most of 1974/75, Afghanistan was able to continue importing a
considerable quantity of petroleum products under contrects negotiated
before the steep rise in crude oil prices at the end of 1973: however,
by 1975/76 virtually all such contracts had expired. A similar, although
relatively smaller, advantage wes also secured from the import of suger
at prices contracted before the recent rise in the international price
of this commodity. Government policy alsc has been explicitly aimed at
limiting the impact on the cost of living of rising import prices for
basic commodities through subsidizetion or price controls. This is
particularly true in the cuase of sugar which is an important source of
caloric intake. Although the retail price of sugar was raised from
Af 16 to Af 24 per kilo at the beginning of 19T4/T5 and to Af 30 per
kilo at the start of 1575/76, the latter price still implied a substantial
government subsidy to cover tihe losses incurred by the Sugar Monopoly
during 1975/76. While retail prices of petroleum products were also
raised at the beginning of each of the vears 19T4/75 and 1975/76, these
price increases did not fully reflect the substantial increase in the
price of imported petroleum in 1975/76. The Government hes also sought
to limit price increases on other essential commodities through
administrative price controls and through reductions in import duties
on some essential items, including cotton and rayon textiles, vegetable
oil and paper; the latter measures were taken in conjunction with e new
export tax/import subsidy scheme, introduced at the beginning of 19T4/T5
and involving temporary export taxation on four commodities (cotton, 1/
oilseeds, walnuts and raisins) enjoying exceptionally favorsble prices.

Comprehensive data on wages are not available in Afghanistan. A nev
lev was promulgated with effect in 1973/T4 to regulate and improve working
conditions in the industrial sector and provide for an increase in the
legal minimum monthly wage from Af 50C to Af 900. However, as market wages
were already above the new minimum, this measure had little real impact.

1/ See Si4/T:/149, pp. 57~58, and Caapter III, Section T.
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Real earnings in the government sector have risen over the past two yearc.
The 1974/75 budget provided for some increase in fringe bemefits such as
the creation of consumer cooperatives at which government employees could
purchase commodities below market prices. In eddition, the 1975/76
budget .provided for a general salary increase for civil servants of about
20 per cent on average with the increases praduated to allow larger
percentage increments in the salaries of lower paid workers; this was
the first such increase since 1964. Certain government organizations,
such as the Afghan Fertilizer Company, ADBA, and the recentlv crested
Water and Power Authority, operate outside the civil service regulations,
thus alloving these bodies greater freedom in their pay and personnel
policies with the intention of permitting more competitive rates of
compensetion and eattracting higher calibre personnel.

Open unemployment is not thought to be a major problem at the present
time in Afghanistan, although widespread inefficiencies in the use of
manpowver suggest the existence of some disguised unemployment. Reliable
and comprehensive data on the distribution of the lebor force are not
aveilable. An estimated 75 per cent of the nopulation reside in rural
areas, most of whom may be assumed to be employed in agricultural
activities. Tmployment in the modern industrial sector constitutes only
a small fraction of the total work force. Low levels of literacy and
general educetion are the main factors causing Afghanistan's chronic
shortage of technically skilled personnel. Progress in increasing
labor force skills can be expected to occur through expansion of the
educational system. However, in 1970 the primary school enroluent
ratio was estimated at only 22 per cent.
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II. The Financial Sector

1.  Public finance

The public sector in Afghaniston concists of the Central Government,
the municipalities and about 40 nonfinancial entervrises enga~ed in
commercial, agricultural, and industrial activities. A fev of the non-
finaneciel enterprises, viz., the Food Department and the zovernment Supar,
Petroleun and Liquidetion Monowolies, nre closely controlled hy the Cantrsal
Governicent and are relatively imvortant in budpetary operations. Tn the
monetary accounts, these arencies ore classified as “official entities”
and inclucded as part of the public sector, whereas the other nonfimancial
public entervrises (and the municinalities) are fncluded in the ‘private
Sector accounts, As informetion on the financisl owerations of the iuni-
cipalities and the public enterprises is not available, the discussion in

this section will focus mainly on tlhe budgetary operations of the Central
Governient.

A problenm in the discussion of Af~hanistan’s sovernment finences results
froin the lack of consistency between hvdpetary nnd monetary accounts cue
to tining differences in the reccording of movernment transactions in the
two sets of accounts. A larpe part of these timins differences can he
traced to the practice of keeping t"¢ btudpetarv accounts open for a
comple?entary period of two to three months after the end of the fiscal
vear.l/ Durins: the comnleventary vmeriod, revenue and exnenditure trans..
actions relating to the budret of the vear just ended are recorded in a
suspense account./ Hovever, as informetion on these transactions is not
renorted, it iz not possible to aljust the fisecal accounts to a cash hasis
competible with the monetary data. Arother reason for the difference
between the two accounts is that the budpetary aceounts ineclude chenres in
the cash balances of local treasuries held outside the hanlking svsten.

Vost of the transactions made throush the susmense account revresent
revenue transfers from the Food Nepartment and the government monomolies.
Yhile these official entities have traditionally been regarded as sources
of revenue, it should he noted that their role has chanred merkedly in
recent years. During the severe drourht of 1970/71-1071/7?, *then there
vere large cormodity--ald imports of foos~rains, the Food Devartment generated
counternart funds vhich were transferred to budrsetary accounts as =

financing item.3/ 1In 1973/7h, with the termination of this import prozram

—

./ The fiscal vear ends on “farch 20.
/ See Si/73/L4, n. &8,

g/ Imports under commoditv-aid agreenents ave nét subject to the customs
tariff, and thus nay not be eccurately racorded at the customs houses,
Moreover, the wroceeds of s~les of foodgrain imvorts wnder ecormodityr »iA

are directly reflected in the hank deposits of the Food Nevartirent snd have
not heen transferred fo budretary sccounts in the same year as thav hove
aceruecd., These factors have ziven rice to sunstantial differences of timing
and valuation between budgetary, monetary and helance of vayments accounts.

e e i e o — E——

o |
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and the prospect of domestic self-sufficiency in wheat, the Food Department
agsumed the nev function of maintainin: the support price for wheat which
hes involved some budgetary outlays.l/ Also, for many years through
1974/75, the government Sugar and Petroleum Monopolies renerated sizable
revenue (hoth profits and taxes) from the domestic sales of monopolized
inports of sugar and petioleum products. In this capacity, the - plaved the
role of fiscal monopolies, and their revenues were essertially excise
taxes. However, in recent years, adjustments in domestic retail rrices of
these commodities have lagged behind increases in import vrices and, as a
result, substantial subsidies on surar and petroleum were provided fovr in
the 1975/75 and 197A/77 budgets. Because of the lack of detailed information
on their operations, it is not possihle to attempt a consolidetion of the
accounts of these agencies with budgetary accounts. The net irmact of
their operations is included in the residual item in Table 5, bhelow.

a. Budgetary operations through 1075/76

e Py

During the period 1971/72 through 1973/Tk, total revenue increased
at an average annual rate of ebout 10 per cent. Total exmenditure rose by
about 3 per cent, with a temporary peak in 1972/73. Over the veriod, the
total deficit fluctuated hetween Af 2.3-3.5 billion, equivalent cunulatively
to about 30 per cent of total expenditure. The overall deficit was financed
mainly from external sources in the form of project and commodity-aid loans
and grants. Domestic financing (almost entirely net borrowing from Na
Afghanistan Bank) was limited to en average of less then 10 ver cent of
total expenditure. The residual item consisted mainly of changes in govern-
ment deposits, transfers from the Food Department and the government
monopolies, and other transactions undertaken during the complementary
veriod. While it fluctuated appreciably from year to year, the net residual
over the period I1971/72-1974/75 was relatively small.

In 197L/75, total revenue rose sharply by 46 per cent while total
expenditure grew by 15 per cent. and the overall deficit was substantially
reduced to Af 642 million or § per cent of total exmenditure. '™he overall
deficit was overfinanced from external sources, and the Government's net
liabilities to Da Afghanistan Bank were reduced by nearly Af 600 million,
the first such improvement in several years. The increase in revenue was
the result of a surge in tax revenue, which increased by 25 per cent in
1973/T4 and €1 per cent in 1974/75. compared with an average growth of
L per cent in the five years ended 1972/73. The main cause of the revenue
growth was the rise in the international prices of many exnort and import
commodities, together with a recoverv of the economy from the drouzht--

induced recession and some revenue measures promulgeted by the new Government
after July 1973.

Y/ TSee BH/TENG, PSS T SN




Table 5. Summary Statement of Government ¥inances

(In_millions of Afghanis)

Approved Revised Approved
Estimates Tstimaies Estimates
1971/72  1972/73 1073/74  19T4/75  1075/T6 1075/16L/  1976/17

A. Total revenue 5,821 6,110 7,017 10,250 12,152 12,101 13,684
Tax revenue 3,459 3,556 4,436 7,166 7,312 7,106 8,005
Nontax revenue 2,299 2,492 2,506 2,940 4,715 4,883 5,378
Capital revenue 63 62 75 144 125 112 301

B. Ordinary expenditure 4,887 5,283 5,799 6,244 8,877 8,202 10,190
Budgetary2/ 4,723 5,104 5,600 6,024 8,877 8,202 10,190
Extrabudgetary (interest)3’/ 164 179 199 220 - — -

C. Development expenditure 3,279 4,326 3,672 4,648 9,321 5,818 14,027
Budgetary 1,919 2,387 1,986 2,373 4,145 3,100 5,200
Project aid 4/ 1,360 1,939 1,686 2,275 5,176 2,718 8,827

D. Total expenditure 8,166 9,609 9,471 10,892 18,198 14,020 24,217

t

Ordinary surplus (A-B) 934 827 i,218 4,006 3,275 3,899 3,494 b

Overall deficit (A-D) -2,345 -3,499 ~2,454 -642 -6,046 -1,919 -10,533 !

Financing 2,345 3,499 2,454 642 6,046 1,919 10,533

Foreigné/ 1,562 2,634 1,377 1,645 5,246 3,410 9,333
Project aid (1,360) (1,939) (1,686) (2,275) (5,176) (2,718) (8,827)
Commodity aid (929) (1,250) (622) (683) (1,048) (1,690)€6/ (1,486)
Amortization (=727) (-555) (~931) (-1,313) (-978) (-998) (-980)

Domestic
Central Bank 1,448 39 1,046 -598 800 -1,491 1,200

Adjustment to a cash bas’7 and

statistical discrepancy~ -665 826 31 =405 - - -

Cources: Data provided by the Ministry of Finarce, Da Afghanistan Bank, and the Ministry of Planning.

1/ The revised estimates for 1975/76 are based on provisional actuals for nine months.

2/ The budgetary data for ordinary expenditure have been adjusted to exclude foreign debt amortization, which is
treated as a negative financing item.

3/ Represents interest payments ot  overnment domestic loans at Da Afghanistan Bank.

4/ Data on project aid expenditure are not closely integrated in budgetary accounts. They are derived from
separate accountings of foreign aid valued in foreign exchange and converted into Afghanis at the official rate of
Af 45 = US$1.00.

5/ 1Includes foreign grants. In addition to cash grants, commodity aid includes the proceeds in local currency
of sales of commodity loans and grants.

6/ 1Includes cash grants of US$14.26 million from Iran, Iraq and Saudi Arabia converted into Afghanis at the official
rate of Af 45 = US31,00, In Afghanis,the cash grants are equivalent to Af 642 million,

7/ This item represents mainly net (revenue and expenditure) transactions made during the complementary period after
the end of the fiscal year, and changes in cash balances of local treasuries held outside the banking system.
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The budget for 1975/75 provided for a suhatantinl overall deficit of
Af 6.0 billion. The arowth in total revenue, mainly from nontax receivts,
was budgeted at 19 per cent. Total exnenditure was to increase by 6T ner
cent due to increases in consumption suhsidies and a doubling in appro-
priations for development. !Most of the projected deficit was to he covered
by foreign aid, but the budget allowed for centrnl hank borrowing of
Af 800 million. In the event, tex revenue actually declined slightly in
relation to 19T4/75, but nontax revenue, mainly in the forir of gross
proceeds of natural gas seles to the 1U,5.8,.R., and net recripts from the
nevly established governmeut fertilizer factory, increased more than
expected. Thus the 10 per cent growth in total revenue was close to the
approved estimates. Exnenditure, however, fell well ghort of hudgeted
levels. This shortfall was especinlly large for development expenditure,
vhich is estimested to have been almost L0 per cent less than the approved
estimate. The reduced overall deficit of Af 1.0 billion was again over-
financed fron external sources, and there was a further substantial reduction
in the Goverument's net liabilities to Da Afghanistan Bank of about
Af 1.5 billion.

b. Reveénue dééelopments 1971/72-1915/761/

The revenue structure in Afghanistan is characterized by & heavy
dependence on taxes on international trade. Although foreign trade taxes
inereased at an average annual rate of only T per cent in the 1071/72-1073/7h
period, compared with a 14 per cent average annual increase in tax revenue,
their share in tax revenue still amounted to 72 per cent in 1973/7!: (Teble
6, below). In 197h/75, the ratio rose to almost 80 per cent. Import duti=zs
inereased by 55 per cent in 19TL4/75 due mainly to increases in import prices
in late 1973/74 and 1974/75 but also to discretionary chanres in the tax
system and sdministrative improvements to limit smuggling.2/ Discretionary
neasures included an increase in the fived tax on imports from 4 ver cent
to 6 per cent in 1973/7hk, unward revisions of import duties in 1973/7h and
1974 /75, and the introduction of a new custom teriff structure in 197&/75.3/
Higher international prices for exnorts partly exnlain the sharp rise in
export tax revenue. 1In addition, a selective export tax on cotton, oil-
seeds, raisins, and walnuts introduced in March 1907k vielded Af £03 milljon
in 1974/75 and accounted for 36 per cent of the revenue on foreim trade.
Exchenge profits transferred from Na Afghanistan Bank, which represent the
difference betwveen the official rate and the Da Afghanistan Bany free market
rate on net sales of government foreign exchange, have been fairly stable,
averaging about Af 550 million a year since 1971/72.

1/ A description of the tax gysten in Afghanistad‘ié providgé in
Appendix II. _

2/ The effect of the appreciation of the Afghani upon dutisple base has
been mitigated to a large extent by WBroad reliance on specific taxes on
traded commodities.

3/ See SM/T5/17T, p. 53.

Ey On HMarch 1, 19Tk, as part of a stabilization nolicy package, selective
export taxes were levied on cotton, oilseeds, raisins, and walnuts and, at
the same time, import duties on some essential imvorts, including vegetable
oils, paper, and cotton and reyon textiles, were reduced (SM/TL/1k9, vp 57-58).
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Table 6. Central Government Revenus

(In willionw of Afghanis)

Approved Hevined inproved
Estimates EHatimates IEstimatens
19Mm/1» 1072/73  1073/7h 19Th/78 1975/74 1075/76y 1974/17

Current revenue 5,758 6,048 0,942 10,106 12,027 11,989 13,383
Tax revenuud 3,459 3,556 4,436 7,166 7,312 7,100 8,005
Taxes on net fncome and profite 354 484 730 807 1,192 1,253 1,590
Corporate income taew 138 254 367 447 640 660 776
Individual income taxes 216 230 363 460 552 593 b8l4
Taxes on property 19 78 83 95 460 120 514
Real estate tax 70 78 83 95 360 120 455
Livestock tax - - - - 100 —-— 59
Taxer on goods and servicaes 185 196 253 262 285 271 308
General sales tax 20 19 51 63 100 100 110
Seluctive excises 34 46 59 68 80 80 89
Licengess/ 35 29 37 79 95 90 108
Other taxes on goods and scrvices 96 102 106 52 10 1 1

Taxes on international trade and

transactions 2,797 2,641 3,194 5,694 5,291 5,378
Import duties3/ 1,877 1,968 2,497 3,868 3,830 4,120
Export dutiesd/ 227 250 216 320 300 307
Selective export tax4/ -- - 1 893 531 176
Exchange profited! 674 402 450 581 600 655
Other 19 21 30 32 30 120
Other taxes®/ 53 157 176 208 84 84 119
Nontax revenue 2,299 2,492 2,506 2,940 4,715 4,883 5,378
Property income 1,775 1,861 1,694 1,916 3,759 3,997 4,093
From punlic enterprises (973) (928) (735) (447) (1,350) (1,118) (1,550)
Sales of natural gas (gross) (587) 727) (690) 1,175) (2,025) (2,374) (1,823)
Other (215) (206) (269) (294) (384) (505) (720)
Administrative fees, charges, etc. 292 337 363 403 506 465 561
Other 232 294 449 621 450 421 724
Capital revenue 63 62 15 144 125 112 301
fotal revenue 5,821 6,110 7,017 10,250 12,152 12,101 13,684

Sources: Data provided by the Ministry of Finance and Na Afghanistan Bank.

1/ The revised cstimates for 1975/76 are based on provisional actuale for uine months.

2/ 1Includes motor vehicle registration fecs.

3/ Includes revenue from fixed import and export taxes.

%! Data from Research Department, Da Afghanistan Bank. This item represents revenue from selective export taxes
on cotton, oilseeds, raisins, and walnuts (see SM/74/149, pp. 57-50).

5/ Staff estimates based on data provided by the Research Department, Da Afghanistan Bank. This item represents
prsfits from government foreign exchange trausactions with Da Afghanistan Bank.

6! Includes stamp taxes.




Thxes on net income cnd yrofiis rose bv an average annual rate of
37 per cent over the 1071/72-107h/75 period. The growth in incomz2 taxes
wvas due to several factors including the recovery of the economr from the
drought, unward revisions of income tax rates in 1073/7}, improvement in
income tax asgessnents (especially in the schedular taxen on shopkeeners)
in 1974/75 and an increase in the nuwber of licensed merchants remired to
filz incomne tox returns. Despite lavrge »ains in recent years, income taxes
stili amcunted to only © per cent n® total revenue in 10TW/T7S nnd accounted
for 13 .ar cent of the growth in total revenuc over the 1071/72..107)/75
y~riod, The rclotively small contribution of these taxes reflects the
difficulties of adninisterin~ the income tax in Afphanistan. These
difficulties in turn exwlain the nead fo» several scredular income taxes
as vell e3 the virtual exclusion of asricultural income from the income tox
base. Although it has been estimated that apnroximately TS5 per cent of the
labor force is directly enrag.d in asriculture and that the agricultursl
sector accounts for more than 50 ver cont of p;ross domestic nroduct, income
from agriculture, including rental incom~ from agricultural land. is not
subject to income taxation. Further, revenuc from the land tax (which
applies only to agricultural land) has Teen insignificant, accounting for
less than 1 per cent of total revenue in 16T74/75. ™he livestock tax, the
only other nroperty tax, was abolished in 19A5/66 and reintroduced in the
1975/76 budret. However, due to administrative difficulties, no revenue vns
obtzined from this tax last year. Taxes on roods and services continue to
yield relatively small amounts partly becsuse of the limited ronge of goods
subjJect to the tex and partly because of the use of specifiec rates.

Despite slow increases in the four years through 1974/75, nontax
revenue remained an imnortant source of revenue and accounted for some
35 per cent of total receipts during the period. The bulk of nontax revenue
consists of net profits and taxes of the pgovernment Sugar and Petroleum
ifonorolics and the gross proceeds from sales of natural gas. Revenue from
the Sumer and Petroleum 'ionompolies Aeclined steadily from about Af 950 million
in 1971/77 to Af 390 million in 19T7%/75. The decline in revenue from thir
source, despite increases in the domestic retail prices announced in 197W/75,
reflected mainly the steep rise in the impvort costs of sugar. The gross
proceeds from sales of natural ras increased moderstely through 1OT3/Th,
but in 19T4/TS rose sharnly by 79 per cent to Af 1,175 million. Virtually
all the ousput of natural gas is exnorted to the U.3.5.R. under a tilateral
trade agreement and the increase in receipts reflected almost entirely the
tvo~-step iw.crease in the amreed price from USSA.T per 1,000 cubic meters
to US513.2 and US%16.1 effective in Octoher 197i and January 1075,
respectively.

In 1075/7AF the favorable international mrice developments which under-—
lay the revenue groirth of the previous year no longer operated., Tevigzd
estimatas for tex revenue evidenced n 5light decline in relation to 10TW/75
largely on account of taxes on international trade. The increase in the
international prices of dutiable imnorts leveled off, and the wvrices of
several traditional export commoditiez (esnecially cotton, fresh fruits
and raisins) decl'ned significantly, leading to a drop in the revenue from
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selective export taxes from AT 873 million in 1974/75 to AL 176 million
in 1975/7¢. Taxes on net income and profits increased by 3% mer cent, in
regponse to Imoroved tax collections espeaially from licensed morchonts
and shonkeevers and from cornorrtions whose income tax holidnyn under the
Private Foreign and Domestic Investment Lawv had expired. On the other
hand, nontex revenue rose by two thirds, accounting for over 40 ner cent
of totnl revenue ns apainst leas than 20 per cent in 10T4/75. The Aross
procecds from sales of natural pas more than doublad reflectins the full
inpact of the 110 ner cent increasc in the exvort mrice since October 107k,
Largely as a result of thé exnanded onerations of the newly-established
governaent fertilizer factory, the receipts from nublic enternrises also
registered a 150 near cent incresase,

c. frends in expenditure 1071/72-1075/7F

Following an average snnual incrense of 10 ner cent in the four-vear
period ended 197:/75, total expenditure rose by 27 per cent in 1075/76.
During 1071/72.-1974/75, stringent control on growvth in ordinary exnenditure
limited their annual rnte of expansion to ® mer cent (Table T, helow).
There was no general salary adjustment for civil servants, and the average
annual increase of 5 per cent in the wage hill was due entirely to the
expansion in the number of employees.

In 1075/76, ordinary exnenditure srew by more than 30 per cent, The
improved revenuc performance in 197"/75 and the exnectatlion of more
revenue in 1975/7F made it nossible to finance larger avnropriations for
social services including educaticn and health., ‘loreover, with a rise in
import nrices, consumer subsidies were introduced for imported susar and
petroleum products. Although retail vwrices of sugar and netroleun were
raised substantially durin~ 1074/75 snd again et the herinning of 1075/76,
the approved estimates for 1975/T7% nrovided Af 1.2 bhillion Lo the Sugar and
Petroleum onopolins for subsidies, wvoising the share of subsidies and
grants in ordinesry expenditure from 20 per cent to 397 rer cent. It should
be noted, however, that since the 1775/76 revenue estimates provided for
Af 700 million in revenue from these same mononolies, the net subsidy
approprirted for the wonopolies did not exceed AT 500 million.

Besides the subsidies on sugar and netroleum, other subsidies in the
1975/76 vudr=t included: Af 200 nillion on sales of flour to civil servants:
Af 633 million of exchange subsidics to exporters of cotton, kararul, and
wool: and AT 575 million for unspecified nurvoses, The aporoyristion for
foreipn deht serviee in 1975/76 (includin: amortization pavments) tras
Af 1.2 Hillion or 35 ner cent less than in 17TL/T5, as 2 result of a debt
reschaduling agreement. concluded wit» the U.S.%.R. in 19T4/75. "o edjustment
of civil servants' salaries was gronted in 197%/76. On a funcvional
basis, increases in expenditure were concentrated on defense (2% nmer cent),
education (30 per cent), general administration (17 per cent), and heslth
(13 per cent).
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Table 7. Centrsl Government Ordinary Expenditure

(In millions of Afghanis)

Approved Revised Approved
Estimates Estimatei/ Estimates
1971/72  1972/73 1973/7h+  1974/75 1075/76 1975/76~  1076/77

Functional classification2/

Ordinary expenditure3/ 4,887 5,283 5,799 6,244 8,877 8,202 10,190
General administration and public order 772 791 880 887 1,094 1,041 1,215
Defense 1,359 1,460 1,545 1,608 1,909 2,050 2,500
Education 876 968 1,083 1,120 1,316 1,450 1,549
Health 165 186 192 204 243 230 273
Other community and social services 73 76 137 105 95 110 103
Economic services 474 422 449 559 513 519 531
Public debt (interest) 572 659 679 750 222 222 390

Foreign3/ (408) (480) (480) (530) (222) (222) (390)
Domestic4/ (164) (179) (199) (220) (--) (--) (=)
Subsidies, grants and pensions 596 721 834 1,011 3,485 2,580 3,629
Of which: exchange subsidy (390) (360) (380) (581) (633) (633) (700)

Object classification

Ordinary - p-nditure 4,887 5,283 5,799 6,244 8,877 8,202 10,190
Wages and salaries 2,092 2,221 2,395 2,396 2,884 2,450 3,5472/
Mgerials and supplies 1,068 1,160 1,269 1,417 1,827 1,730 -
Subsidies, grants and pensions 796 865 1,017 1,279 3,506 3,400 —
Public debt (interest) 572 659 679 750 222 222 390

Foreign3/ (408) (480) (480) (530) (222) (222) (390)
Domestick/ (164) (179) (199) (220) (~=) (==) --)
Other 359 378 439 402 438 400 -

Sources: Data provided by thne Ministry of Finance and Da Afghanistan Bank.

1/ The revised estimates for 1975/76 are based on provisional actuals for nine months.

2/ The functional classification is based on the institutional classification used in the budget accounts.

3/ The budgetary item, "foreign debt service', in ordinary expenditure has been adjusted to exclude foreign debt
amortization, which is treated as a negative financing item.

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

5/ Staff estimate.

-‘[a—
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Except for a temporary veak in 1972/73, development expenditure grew
vairly steadily at an annual rate of 15 per cent during the 1071/72-1975/76
period. However, in relation to budget estimates, there were shortfalls
in develorment expenditure almost every year. The causes of these short-
falls do not anpear to have been a lack of financial resources as there
vere substantial inflows of foreipn concessionary loans and grants: rather
the operative constraints on develoument expenditures included deficiencies
in the preparation and execution o projects and an }nadequate adminis-
trative machinery and the lack of skilled manpowerml

d. Prospects for 19TA/TT.

The 1976/77 budget estimates were prepared in light of the overall
tarpgets of the Seven-Year Development Plen inaugurated this year. Total
revenue is budgeted to increase by 13 per cent and total sxvenditure to
rise by T3 per cent over the revised estimetes of 1975/7G. The overall
deficit is thus projected at Af 10.5 billion, equivalent to 43 per cent of
total expenditure. Of this deficit, it is estimated that Af 2.3 billion
would be financed from external sources, leaving Af 1.2 billion to be
financed by borrowing from Da Afghanistan Bank.

Tax revenue is estimated to rise by 13 per cent, compared with a decline
of 1 per cent in 19T75/76, but substantially less than the A2 per cent surge
in 1974/75. VWhile no rate changes wers made, texes on net income and
profits are expected to increasse by 27 per cent as a result of improved
procedures for tax assessments and collections. A larege Increase is
enticipated from taxes on property, varticularly agricultural land, as the
suthorities believe that, despite the evidence of past performance,
sufficient prozress will be made with the on-going cadastral survey to
generate substantial revenue from this source. WRevenue from taxes on inter~
national trade is expected to increase by less than 2 per cent, partly
because of the selective import tariff reductions and vartlv because of a
general weakening in the international merkets for Afghan exports. Nontax
revenue is projected to increase hv 10 per cent. Teceints from the movern~
ment fertilizer factory and from the government monopolies are expected
to register some increases but the nroceeds of natural gas sales are
expected to decline by almost one fourth because of a new policy to reduce
ges exports and conserve energy resources for future domestic use.

Ordinary expenditure is estimated to increase by 2L per cent. The
1076/7T7 budget provides for a general but tapered salary increase for
public sector employees, the first since 196L. Te overall effect +ill be
an increase of 45 per cent in pvayroll costs over the revised estimates for
1975/76. Another expenditure item in the budmet is a subsidy of Af 1.0
billion on sugar and petroleum, somewhe® less than the Af 1.2 bhillion
eppropriated in 1975/76. However, reccent decreases in the import price of
sugar suggest that a much smaller subsidy may be required to support the
operations of the Sugar and Petroleum onopolies. In any event, since the

— e

1/ See Chapter I, Section 4.




expected ravenue transfer from these monopolies is Af 773 million, the net
budgetary subsidy to these monopolies may be no more than Af 230 million.
The total vrovision for subsidies in the ordinary budget, however, is

Af 2,6 billion, an increase of Af 1.0 hillion over revised estimates for
1075/76. "bis increment is exmlained by the anpropriation of Af 1.2
billion for unspecified contingenciles.

The 1976/7T hudget provides for Af 14 billien for development exnendi=~
ture, representing an incrense exceeding 110 per cent over thLe revised
estimates for 19075/7G. Given the vast record of substantial underexvendi-
tures in the develovment budget, it is not likely thet this level of
expenditure will in Tact he attained. Shortfalls in exvenditure on mrojects

vould involve an approximately commensurate reduction in the need for external
project borrowing.

2.  Money and credit
a. Institutional background

Afghanistan's organized bankin: system consists of Da Afghanistan Bank,
vhich combines some of the fuuctions of a central hank with those of &
commercial bank, two commercial banks (the Bank Mellie and the Pashtany-
Tejaraty Pank) and three specialized lending institutions (the Asricultural
Developrent Bank of Afghanistan (ADDA), the “ortgare and Construction Bank
(MCR) and the Industrial Development Ban of Afghanistan (TPRA)). The Bani
Mellie and the INBA are vrivately ovmed financial institutionr, while all
other banks are governnent-ovmed. DNa Afghanistan Rank and Bank 'fellie
account for about 75 per cent and 10 per cent, resvectively, of total hank
liabilities. In Afghanistan, the money bazaar also mlays e substantial role
in the financial system. There are two major money bazaars, the most
important in ¥abul and the other in Wendahar, *hilc in other cities
financial activities also take place outside the bankin~ system. As a vhole,
the bazaar merkets are estimated to finance over 50 ver cent of Afghanistan's
foreign trade; they also engage in somes domestic lending but at nominal
interest rates considerably higher then those charnsed by the banks. Business
in the bazaar is reported to be conducted on a very informal hasis with a
ninimum of documentation. The financial sector in Afshanistan is small as
is the »nroportion of the population coming into direct contact with orprenized
financial institutions; the financing requirements of the majority of the
population ars nmet primarily through the bazaar markets or other non-
institutional sources of credit. The hich wroportion of currency in circu-
lation to total liquidity, vwhich has averspged about A5 ner cent over the
past five vears, indicates that the majority of the pownulation also hold
their finencial savings outside the Lanking system. Commercial bank lending
to the private sector has “ern limited mainly to merchants end enternrises
with long--standing banking connections: the cotton pminning companies rely
mainly on ha.k credits and variations in cotton financing have frecuently
exerted the aorepounderant infinence on year tn vear ehanges in eclaims on the
private sector.



There are several reagons for the low state of develovrment of the

financial sector. The operations of the banks themselves have been to
sone extent inefficient due to a lack of qualifind personnel. Anong
governnent owned bhanks, the major excention is the ANRA which now onerates
effectively under its own administrative rules. Although hrench offices
of the bsnks exist in provineial centers, all loan applications are
processed by head offices in ¥abul and, as a general rule, checlks can
only be cashed at the branch on wvhich they are drawn. Da Afghanistan Rank
has the most extensive netvork of branch offices, but the activities of
these branches are limited almost entirely to transactions with the
Governuient. The constraints created by deficiencies in the banks' owr
organization have been reinforced, and nerhans partly caused, by deeply
entrenched factors militating arainst the establishment of a market for
credit. A major difficulty hes heen vosed by the lack of adequste securitv
for lending., This stems from two princivnal factors: firstly, under Islamic

e a defaulting debtor is accorded certain rizhts that tend to ake
reaglization of any collateral difficult, and s=condly, the ovmershin of
land, wvhich is the most suitable form of securitv available, is often in
doubt. Furthermore the value of lani is often difficult to determine
because of uncertainties as to water rights and other matters relating to
its use. These problems have bheen faced particularly in connection with
the extension of loans to the agricultural sector, but ADBA has made some
qualified progress in devising legal forms that provide adequete security
to the lender, includins the use of cooperative promissory notes. The
IDBA has also been able to propose a system for the realization of collateral
that is consistent with the principles of Islamic law.

While Da Afghanisten Bank has substantial influence over the banking
system, formal instruments of monetary control are rudimentary. There
exist no reserve requirements for the cormercial banks and only limited
use of discounting facilities. The certral barl relies primerilv on moral
suasion to control the overations of the cormercial banks; it has on
occasion granted advances to the commerciel banks vho voluntarily holéd
deposits with it. Ma Afprhanistan Bank's functions also include resvonsi--
bility for the note issue, acting as banker to the Government and holdinq
the country's official foreign exchange reserves.

A nev Law of Money and Banking was mromulgated on July 22, 1075.
The Lew wrovides for the nationalizrtion of all hanks within one vear of
promulesation. This will affeect onliy trro nrivately owned institutions, the
Bank liellie and the IDBA, as 21l other hanks are already state-ovmed. The
Law also provides for Da Afrhanistan Bank to ultimately cease its
commercial banking operations and act solely as a central bank, Tt this
arrangemant is not expected to hecome effactive bhefora 1080/81, ™re Toyw
also vrovides the banks freedom Lfrom rivil service regulations rel-tins to
personnel nolicies, which it is howned will lead to an improved calihre
of the hanks' staffs. The bhanls are also required bv the Tear to harmonize
their asccounting systems, and worl on this nroject is proceeding. In
addition, monetary and bhankine policy has nov been formally wnlaced in the
hends of a hierarchy of committees, the most senior of which is the Tigh




Council. Its chairman is the ifinister of Finance and the membershin consists
of the lMinisters of Commerce, Planning, "ines and Industries, and Apri..
culture and the Governor of Da Afghanistan Bank who has no voting ripghts.
The next committee in order of importance is the "'onev and Credit Committee
wvhich has been charged with the reswoncibility of drawing up re~ulations
relating to the operation of the beanking system, including the determination
of reserve requirements and liouid assets ratios and the fixin~ of interest
rates. Thz promosals of the Money and Credit Committee must receive the
anproval of the [lizh Council before “ecominz effective., Under the Law it

is also intended to create o Board of Suvervigsors, answverable to the
linister of Finance. to evaluate Da ffghanistan Bank’s activities, and a
Banlk Tote Reserve Control Board. ™hile the Law establishes t™e institu.
tional framework for the implementetion of comprehensive monetary policies
and for the authorities to have wide ransing powers over the commercisl and
specialized banks, the vrecise nature of instruments to be used remains

under review. Mew foreign exchange control regulations are also bein~
considered.

The other main institutional develomrent during 1075/75 wms the decision
to vroceed with the establishment of an Export Promotion Raunk: funds to
finance the loan capital of the nev institution have besn cormitted by
Iran. Zzport financing is currencly provided by the hazaar, Da Afghanistan
Bani: and the two coumercial banks.

Interest rate policy has not heen actively used in Afghenistan for
management of the economy or to mobilize domestic savings. Tn June 1775,
interest rates were raised, after havin: remained unchanged for two decades
despite substantial fluctuations in rates of inflation and monetary expansion.
Lhe commercial banks have tended to overate -rith avproximately identical
interest rate structures, although this has not been & formal requirement.
Both Da Afghanistan Bank and the cormercial hanks now offer exactly the
same deposit and lending rates (Table &, below). Mowever, these rates remain
substantiully below those prevailing in the bazaar money markets.

b. Recent monetary develonments
The rate of growth of domestie liouiditv has varied suhstantially

over the four-year neriod ended 1°T4/75. In 1772°/73, the supoly of money

and quasi--money rose sharply by 20 ner cen’ comvared to an increase of

0 ver cent in the wrevinus year. Ovar the folloving two vesrs, the increase

in domestic liquiditv decelereted ard averared 11 per cent annually

(Talle 9, belowr). As changes in net foreign assets vrere moderate, excent

in 1972/73, variations in the srovwth of domestic lionidity -rere attri.

butable to substantial chances in not donestic assets. Tarse variations

in the growth of private sector crodit have resulted mainlv fron chanves in

the eredit requirerents of the cotton rinnine cumpaniea reflectin~ the

companies' liquidity as *rell as the size of the cotton crop. Since the

forrmer has Tlucturted considerably, there has existed no congistent rela -

tionshis btet-ean the lovel of cotton oroduction ond chentes in mutstandin~

cotton financinr. Other components o private sector credit have te~rn morve

stable. fime expansionary immact of public sector credit omerations has
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alsn vrried considerahlv, aven thoush to some extent changes in the uet
clailis on the Central Movernment and on the official entitins have tended
to he offsetting. Novever, in 197TW/T5, the exmaasion in credit to the
official entities, vrincipally the Surar and Petroleurm i'ononolies end the
Yool Denartnent, liad little offcct on the r~rowth of domentic liouidity ag
inereased cleims on the entities were larrsely nulli“ied “r an inerease in
these institutions' import denosits. Chenpes in net unclassi€ied asnets
have normally exercised a contractionary influsnce on money sunnly pgrowth.

Table 8. Interest "ate Chanses
(In ver. cent)
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. 1
Previnus rates Current rutcs"/
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Da Afphanistan Nanlt

Bavingss deposits 6 A
Losns to banks 7 a
Other loons o 11
Cormercial banis

Savinas deposits ¢ 5
Loans to customers 10 11
Ne, Afphenisten Dank and commercial hanks 2/

Time denosits -- 3 wmonths 3;7 h
Time denmosits - G months hg/ 3
Time depesits - 12 months = 7

et & ——————n s e . —iee P @ ER o s e & e ——

Source: Da Afghanistan Bank.

1/ Fffective June 1075.
2/ Dank 'ellie only.

The behavior of the corponents of the monev suppnly has Teen tvpified hr
ithe maintensnce of a high ratio of currencv in circulation to total liauidity
of shout %55 »ar cent. In 1773/Th, there occurred some tevorary substi-
tution of currency for ques’ -aonzy resulting frorm the effects on wrivate
sector confidence of the chianse in ~overnment. Tn 1°T4/75, however, the
various cormmonents of the money sunnly ;rew at broadly the same rate, "he
composition of the money suvmly in 1075/77 does not anrenr to have hern
influenced »¥ the interest rate chan~es introduced in June 1975, During the
first 11 months of tha vear, currencv in circulation ard demand Aevosits
increased by 1T per cent, vhile auasi-money ~rew hv onlvy b per cant, As
a result of these develonments the ratio of currenevy to total liouidite
rose by about 1 percentage point to %7 ver cent durins the first 11 months
of 1975/76 (Appendix I, Table 1T).




Table 9. Changes

in Money and Quasi-Money and Factors Affecting Changes

(In millions of Afghanis)

Year Ended March 20

First 11 Months

197T1/72 1972773 1973/TL  10TE/75  19TL/T5  1075/76
Money and guasi-money T2 2,047 1,592 1,294 1,710 2,152
Currency in circulation 272 1,308 1,259 05 756 1,641
Demand deposits 134 50 212 38L 28l 378
Quasi-money 306 #80 121 205 670 133
Foreipn assets (netzl/ 87 L5 432 ans 83k 2,h28
Domestic assets (net) / 25 2,002 1,160 3¢a QEQ -276
Claims on private sector™ =100 768 Sk aoly oLT -100
Claims on publie sectgfh'net) 95 1,ko7 1,392 ohh =46k -L68
National Governments (1,448) (30)  (1.0h€)  (-508)  (-410)  (<60)
Official entities (-1,353) (1,k58) (3L6) (8BL2) (-54) (492)
Other items (net) 30 =Ph3 286 -8¢a 393 292
Import deposits (-86) (-no (=)h1n) (-808) (-31) (-593)
SDR allocations (-177) (--) (--) (=) (-<) (=)
Other (net )3/ (293) (-2b1) (124) (20) (42L) (885)
Changes in per cent
Money and quasi-money 7.5 19,9 12.0 9.3 12.3 1k4.2
Money 5.2 16.6 15.h4 9.0 9.5 16.7
Quasi-moaey 17.2 33.0 4,3 7.1 23.1 4.3
Claims on private sector -2.8 22.0 0.1 23.3 22,2 -1.9

Source:

Research Department, Da Afghanistan Bank,

1/ Ex-ludes impact of changes in foreign assets arising out of revaluation of: 1) foreipn exchange
holdings in March 1972 (Af 20 million); 2) gold holdings in April 1972 (Af 147 million); 3) gold holdings
in August 1972 (Af 177 million); 4) foreign exchange holdings in March 1973 (Af 36 million); 5) gold
holdings in December 1973 (Af 228 million); 6) foreign liabilities on bilateral clearing accounts in

Aprii 1973 (Af 5% million).

g/ Excludes impact of transfer of part of gold revaluation nrofits (Af L8 million) te nrivate sector

accounts in September 1973.

3/ Excludes impact on net claims on the Government of transfer to government accounts of: 1) part of

first gold revaluation profits
in September 1972 (Af 82 million).

L/ Includes change in "inter-Da Afghanistan Bank" item.
§/ Excludes impact on unclassified items of revalustion of foreign assets and liabilities and
subsequent transfer of gold revaluation profits to government and private sector accounts as mentioned

in foctnotes 1, 2 and 3, above.

in May 1972 (Af 86 million); 2) part or second gold revaluation vrofits

-La_
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During the first 11 months of 1075/76, monetary expansion accelerated
to 14 per cent as compared with 12 per cent in the corresnonding period of
the previous vear. This expansion was entirely attributable to the substan-
tial increase in net foreipn assets which occurred vrimerily durins the
second half of the vear, By contrast, the main expansionary factor ir
the first half of the year had heen an incresse in net domestic assets,
resulting mainly from heavy public sector hank horroving. Tis situation
wvas reversed in the second half as the official entities vere abhle to
liguidate some of their outstanding credits throuth the sale of stocks of
@oods acquired earlier in the year. 1'foreover, the Central fovernment's
net deposits with the banking system increased due to an imrroved fiscal
performance and the receipt of foreimn cash qrants.l/ Credit to the private
sector, hovever, declined due to & reduced overall level of husiness
activity and despite expanded cotton financing.

The liquiditv vosition of the commercial banks deteriorated in
1975/76. The ratio of reserves (cash in till and reserves at Na Afshanisten
Bank) to vrivate sector deposits fell by three nercentase points to 17 ver
cent during the first three guarters. These liquidity nroblems tended to
be exacerbated in the third quarter by the relatively rreater appreciation
of the bazaar foreign exchange retes vis--a-vis tiie free market rates offered
by the commercial banks. Over this mneriod the commercial banks wvere
required to purchases foreign exchange at the same rates as NDa Afghanistan
Bank, and with these depreciated rates, the commercial hanks found it
difficult to balance purchases and sales of foreisn exchenge. In order
to alleviate this problem, the banks were given vermission in January 1076
to set their foreign exchange rates independently of Da Afghenistan Bank:
as the banks' free market rates were moved toward the hazsar rate, their
purchases and sales of forein exchange equilibriated, and the tightness
in their liquidity positions arising from this factor eased.

It is difficult to identify a close relationship hetween monetary and
price developments in Afghanistan, Short-run changes in the level of
noninal aggregate income and prices appear to be determined predominantly
by changes in agricultural outnut as induced by weather conditions, ferti-
lizer usage and the level of external demand. TFor instance, the substantial
price increases in 1970/71 and 1971/72 were accomvanied by only moderate
rates of monetary expansion of about 7 per cent and reflected essentially
drought—~induced shortages of basic agricultural commodities wrather than
increased demand caused by excessively expansionery monetary nolicies. By
contrast in 1972/73 when the rate of monetary expension increased sharnly
to 20 per cent, the wrice level declined absolutely by 1l per cent due to
the return of more normel agricultural supnly conditions. 1In turn, the
temporary surge in prices in 197L/75 was attributable primerily to snecu-
lative hozrdinrs of foodgrains and occurredé despite a slowed rate of monetarv
expansion in hoth that and the nreceding year. The absence of any
observable relationshivp hetween recorded rates of inflation and monetarvy
expansion appears to lie in part in the deficiencies of availahle price
indices, but also, and more importantly, in the instability of the velocity
ol circulation of money.
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A number of factors appear to suhatantiate this proposition. Given
the low level of development of Afghanistan's financisl system, the accumu-
lation of currency notes is the only widely available means of holdine
financial assets. A significant vroportion of currency in cireculation may
therefore be presumed to represent savings or precautionary halances rather
than balances held to finance current transactions. Moreover, as these
currency holdings are large in absolute terms, there exists at any point of
time the potential to finance a ruch hizher volume of expenditure than is
normally conducted. Since the demand for basic foodstuffs aphears to have
a very low price elasticity, nominal exnenditure on such items mav increase
considerably in years of apricultural shortage with the added exnenditure
financed throush saifts in holdings of currency stocks ylelding a variable
velocity of circulation. In the ahsence of reliable national income
estimates it is not nwossible to test this hypothesis statisticelly.

¢. Specialized banks

Of the three specialized banks in Afghanistan the two larrest, the
ADBA and the IDBA, were esteblished fairly recently. The ADBA, a fullv
government-ovned bank, was incorporated in 1970 and assumed the functions
of the Agriculture and Cottage Industries Bank in addition to being given
new responsibilities. The organization and management of the new hank
are stronger than its predecessor; since its esteblishment, the ADDA has
been managed by & team of foreign experts operating under the ausnices of
UNDP and the IBRD. The INBA was incorporated in 1973 and its equity capital
(Af 240 million) is 60 per cent owned by Afghan shareholders with the
remeining 4O per cent held by a group of foreign banks. It also hes bheen
receiving technical assistance from international onrganizations and is
currently onerated by a foreign manazement team., As bhoth banks operate
uader their own personnel and salary policies, the aquslity of thelr staff
13 relatively high. The third and smallest specialized bank, “CB, is
mainly engeged in making loans to government emplovees, and its business
has not increased substantially in recent yeers.

The exnansion of the specialized banks' lending activities in recent
years is mainly attributable to ADBA overations (Table 10, below). The
volume of loans extended by this bank has increased steadily from Af LT
million in 1971/72 to sbout Af BTO million in 1°74/75. In 10T4/75, loans
to finance farmers' fertilizer nurchases formed the largest sinmle catepory
of credit extended by ADBA and amounted to 52 per cent of total lendine.
Another 25 per cent was accounted for by ADBA's participation in cotton
financing. The rest of ADBA's lending was directed toward financins
purcheses of farm equipment and farm improvements. In 1075/76, when ANBA
did not participate in cotton financing, totel farm c¢redits amounted to
more than Af TOO million.



Table 10, Consolidated State7ent of the Specialized
Banksl

(In millions of Afghanis)

Year Ended March 20 Dec. 20
1971772 19712713 197377k 1974/75 1976

TdaniA nsspm:g/ 1L Lok 860 853 863
Foreign assets 1l 37 102 110 103
Loans to private sector 228 379 688 1,350 1,269
Participations 35 39 30 Ly L
Other assets3/ 53 83 104 160 270

Assets = Liabilities hs8 oy 1,802 2,573 2,540
Private sector devosits o 10 15 A1 59
Government depositsl/ / 11 17 120 s 155
Special deposits with ANBAZ! — 89 438 oL8 775
Long-term domestic liabilities— A 72 171 20N 3RR
Foreign liabilities 53 37 1hs 1Nl 23
Capital accountsl/ 333 ATh 855 95A 1,083
Other liabilities TS Lo 58 80 88

Source: Research Department, Da Afghanistan Bank.

1/ Consolidated Statement of the Apgricultural Development Pank of Afghanistan
(ADBA), the Mortgage and Construction Bank, and, from March 1073, the Industrial
Development Bank of Afghanistan (IDBA). he statement excludes certain managed funds
end long-term domestic loans to Afghan Fertilizer Company (AFC), and long-term
liabilities to United States Agency for International Development (USAID).

2/ Cash on hand and bank deposits.

3/ Includes deduction for provisions of the ADBA and the INBA,

Ey Includes retained proceeds of the ADBA from collection of government fertilizer
loans.

5/ Mainly deposits of the AFC with the ADRA.

6/ Includes liabilities to the Afghan Government of the ADBA and to Da Afghanistan
Bank of the IDBA.

1/ Includes capitalized counterpart of loans received by the ADBA from IDA and
participation of foreign banks in the IDBA.
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Desnite the preat expansior in 1.~ volume o ADBA's loan activitvr,
the bank extended credits to only about 51,000 farmers in 107h/75. Shortages
of trained manpover and financial resources as vell as difficulties in
obtaining full loon repayment have heen wajor ohstacles to expanded lending:
of fertilizer loans extanded in 1OTH/T5, only ahout GO ner cent had heen
collected as of March 107G. ADBA has heen funded mainly bv rovernment
lotns and by two credits from IDA. ™ke first vas approved in 1070 forv
U355 million, wainly to finance the nurchase of apgricultural supniies snd
equinment. In 1075 IDA support was also ohtained for a second agricultural

eredit project of Af 1 billion of which 7N per cent will be met from TTA
funds., '

The scale of IMBA lending onerations hes heen small. The numher of
investment loans thus far extended hes heen limited due to the dewress=d
investment climate in the rrivate sector: however, IDRA has marticinated
in cotton finencing along with the other banks en?d has mede loanz for
industrial vorking canital. IDBA has accumulated lerpe liquid halances as
it has been receiving in annual installments a long=term low-interest loan
of Af 560 million from Da Afghanistan Ban” and has found fewr outlets for
these funds.



ITI. The External Sector

1. Overall balance of payments developments

The external payments position of Afpghanistan cannot be analyzed
adequately as a significant proportion of transactions ere unrecorded and
the existent data are subject to large margins of error. There are no
official balance of payments estimates. Those provided in Table 11 are
based on datal/ collected by the staff and can be taken only as indicative
of major trends in Afghanistan's balance of payments. The only firm
figures in the external accounts are changes in net foreign assets of
the banking system. A significant proportion of totel fcreign trade is
unrecorded, and deficiencies exist in the compilation of recorded trade
data. lo relisble estimates are available of invisible trade and non-
monetary capital flows except for approximations for net travel receipts
aud somewhat more accurate estimates of official foreign aid and debt
service. The unrecorded and cmitted transactions are partially reflected
in net residual trensactions. Coverage deficiencies in Afghanistan's
balance of payments accounting result in wart from the large proportion
of external transactions financed through the money bazaar and not recorded
by the banking system. Such transactions include not only invisibles,
private capital flows, and illicit trade, t 't also a large part of the
trade that is recorded by customs. As the money bazaar dealers are not
believed to change their holdings of foreign currency balances by
significant amounts from year to year the bazaar free market exchange
retes are determined meinly by the private sector's residual supply and .
demand for foreign exchange and are one important indicator of the strengtu
of the total balance of payments position.

Yhile Afghanistan has recorded an external surplus in each of the
past three years the causal factors have varied from year to year. In
1973/74 the surplus of SDR 12 million was primarily due to a sharply reduced
trade deficit: the level of imports re¢mained unchanged owing in part to
uncertainties following the change of povernment in mid-1973, while total
export value increased by 20 ner cent essentially as a result of higher
prices for Afghanistan's major exvorts. The reduced level of net capital
inflows was offset in part by a lowver negative 2ntry for net residual
transactions. In 1974/75, despite a widening of the recorded trade deficit
and a reduced net official capital inflow, & surplus of SDR 10 million
caerged, mainly as 2 result of a sharp turnaround in the net residual entry.
The merchandise trade deficit more than doubled despite continued strone
export growth as import payments expanded more sharply. The increase in
commercial imports of 75 per cent, reflecting primarily higher inter-
national prices for sugar, tea, and vegetable oil, was only partly offset
by a decline in aid-financed imports owing to the termination of the commodity

71/ The date underlying the balance of payments estimates have been compiled

from @ustoms accounting of exports and imports, foreipn 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 Jinistry of Finance, and foreign assets and liabilities of

the banking system.




aid foodgrain program. The growth of exports by 35 per cent ieflected
increased international prices for cotton, natural gas and carpets as
well as a sharp increase in the volume of cotton and fresh and dried
fruit exports and was attributable to favorable agricultural developments
and increased external demand. Outside the trade accounts, net
official capital receipts declined by SDR 12 million from the previous
Year as amortization payments on debt owed the U,S.S5.R. and the Federal
Republic of Germany rose, vhile commodity ald was substantially reduced.
Offsetting the veakening in the trade and nonmonetary capital accounts
vas a sharp turnaround in the residusl item, probably reflecting,

apart from deficiencies in the recorded trade data, an increase in

unrecorded trade receipts and inward remittances from Afghans working
ebroead.

Centrary to original expectations, Afghanistan's external payments
position showed unexpected strength in 1975/75 and registered a record
overall balance of payments surnlus of SDR 53 million, a GO per cent
increase over the cumulative net surplus of the previous four years.
While the trade deficit remained substantiasl, & steep increase was
recorded in official loans and grants while debt repayments declined
substantially due to a debt rescheduling agreement with the U,.S.S.R.
Moreover, the net residual transactions entry recorded a sizable further
increase, mainly as 2 result of higher unrecorded exports of agricultural
products and livestock and inwerd remittances. On the trade account,
the growth rates of both export receipts and import payments declined
sharply. The slowed growth of commercial imports reflected stagnant
imports of petroleum products and recent declines in international
sugar prices. Despite a fall in world prices for some of Afghanistan's
traditional exports, notably fruits and nuts, the decline in the value
of these exports was more than compensated for by the S50 per cent
increase in natural ges receipts.l/

In addition to inecreases in net foreign assets, the strength of
Afghanistan's total btalance of payments position has elso been reflected
in a substantial appreciation of the Afghani over the past four .years
from Af 84,0 per US$L in 1971/72 to Af 57.7 per USHL in 1975/76 on au
annual average basis (Appendix I, Table 23). While over the period
1972/73-1974/75, the Afghani appreciated sharply and reserves accumulation
wvas moderate, in 1975/76 government policy was directed at limiting the
appreciation of the currency and the rate of reserve accumulation accelerated.

1/ Natural gas receipts are estimated to have reached SDR 40.05 million
in 1975/76. This figure differs from that recorded in the budget due to
timing differences and a change in October 1975 from the official rate to
the Da Afghanistan Bank free market rate for the conversion into Afghenis
of the proceeds froua natural gas exports.




Table 11. Balance of Payments Estimates

(In millions of SDRs)

Afghan year ended March 20 1971/72 1972/73 1973/T4 19716/75y 1975/76}-/
A. Merchandise trade <40.1 -33.2 -10.4 21,2 -26.9
Exports, f.oc.b.g/ 102.1 110.2 132.1 178.8 191.5
Imports, c.i.f. -1k2.2 -143.4 -1k42.5 -200.,0 =218.7
Commercial imports (=84.L) (-87.3) (-100.1) (-175.2) (-183.9)
Imports financed by loans and
grants3/ (=57.8) (=56.1) . (=h2.k) (-2k.8) (-34.8)
B, Services, transfers and nonmonetary
capital 38.7 41,8 28.6 16.7 L7
Travel (net) 4 6.2 6.1 5.6 7.5 7.5
Service component of project aid (net)J =4.0 -3.9 -5.1 =8.7 -10.1
Official loans and grants 63.8 67.7 5T.7 50.8 78.6
Project loans and grants (30.0) (38.8) (30.8) (L1.%) (50.3)
Commodity loans and grants (33.8) (28.9) (26.9) (9.4) (14.7) '
Cash grants (--) (==) (== (==) (13.6) =
External public debt servicei/ =27.3 ~28.1 -29.,% -32.48 =21.3 1
Principal (-17.9)  (-18.5)  (-19.1;  (-2b.0)  (-16.6)
Interest (-9.4) (<9.6) (-120.5) (-8.5) (=k,T)
C. Net residual transactions (including )
errors and omissions 11.9 -11.7 6.7 1.0 22.1
D. Total (A+B+C) 10. -3.1 11, 10.1 52.9
E. Allocation of SDRs 3.9 - - = =
F, Total (D+E) 1k 4 -3.1 11.5 10,1 52.9
G. Monetary movements (increase in assets -) -1h4.4 3.1 -11.5 -10.1 -52.9
De Afghanistan Bank -15.0 VT -8.9 8.2 -53.6
Other banks 0.6 -1.6 -2.6 -1.9 0.7

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

1/ Prelinminary.

:2-_/ Export values of karakul, wool and cotton are based on foreign exchange receipts of Da
Afghanistan Bank. Export values of other exports are based on customs data.

3/ Consists of project and commodity aid imports,

_l_t_/ One third of the service component project aid is assumed to be remitted abroad.

S/ Vearies in some years from budget e‘mtes due to timing differences and inclusion of ‘
servicing of publicly-guaranteed debt.




2. Foreign trade

a. Exports

Yatural gas exports to the U.S.S.R. became Afghanistan's leading source
of foreign exchange receipts in 1975/76 due to sharp increases in the
price of natural gas in October 1974 and January 1975.!J During the
same period prices fell for most of Afghanisten's traditional agricultural
and animal product exports, and the proportion of total exports accounted
for by natural gas in 1975/7C rose to 21 per cent from an average of about
14 per cent over the four-year period ended 1974/T75.

Apart from natural gas and handicrafts, Afghanistan's exports consist
almost entirely of a range of unprocessed or semiprocessed agricultural
and animal products (Appendix I, Table 18). 1In 1975/76 the major export
items and their share in total exports were: natural gas (21 per cent);
dried fruits and nuts (20 per cent)ig. cotton (15 per cent);3/ fresh
fruits (9 per cent); carpets (7 per cent); krrakul skins (7 per cent);
and wool (4 per cent). In recent years as cotton production has risen
sharply and cotton export prices have remained strong after doubling in
1974/75, cotton has emerged as a leading export item. Karakul exports,
vhich traditionally have been a major source of Afghanistan's foreign
trade receipts, have not increased in recent years and have gradually
fallen relative to other exports. While karakul prices were on the :
average higher in 1975/76, the quantity exported was substantially reduced
frouw the previous year.

In recent years some nev items, i.e., cement and various minerals, have
been added to Afghanistan's export list but their total value is relatively
small. An item of considerable prespective importance is chemical
fertilizers (urea), for which export contracts have been recently signed
with shipments scheduled for 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 all of which have been recorded at the customs houses
in the past). The latter consist mainly of food items, petroleum products
and fertilizers imported under commodity aid agreements, and imports for

2/ The export values of dried fruits and nuts and, to a lesser extent,
fresh fruits, are believed to be somewhat overstated in customs statistiecs
of the past two years because of probierms related to the valuation of
exports to India, the majJor market for these exports.

3/ Cotton exports in any one year are mainly from production in the
previous year. Cotton is harvested in October-December, ginned mainly in
the following six months and the main export season starts in February/
iarch.
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the public sector development program (prolect aid imports) which consist
almost entirely of capital goods. In the balance of payments estimates
commcdity aid financed imports correspond to the inflow of commodity

loans and grants, while project aid imports are less than project loans
and grants to the extent that project aid is expended on the services

of experts. As an increasing proportion of development exvenditure

in recent years nas been directed toward feasibility studies and technical
agsistance, the ratio of project aid imports to total project aid has
declined.

WYhile data for 19T4/T5 and 1975/76 have not yet been compiled on e
final basis, preliminary stetistics indicate that the commodity structure
of imports has not chansed significantly in recent years: consumer goods,
mainly food items and various simple manufactures, have remained predominant.
Sugar imports in value terms grev substantially over the three--year period
ended 10T4/75 and are believed to have doubled in 1975/76 as a result of
higher prices. Importation of wheat, which reached record levels during
1971/72 and 1972/73, in response to the severe drought declined sharply
in 1973/74; no vheat imports were required in 1974/75 and 1975/76 as a
consequence of increased domestic production.

Imports of both intermediate goods and capital goods are small and
have not exhibited any strong upward trend with the exception of
fertilizers following upon the inception of an expanded government-
sponsored fertilizer distribution program. Fertilizer imports have been
financed mainly by commodity aid in recent years; -as domestic production
of urea increased in 1975/76, fertilizer import requirements declined
in that year. Imports of petroleum products, mainly gasoline and diesel
0il, are estimated to have accounted for only about 5 per cent of total
import value in 1974/T5 as contracts for these imports were entered into
tefore October 1973; in 1975/76, hovever, the value of petroleum imports
increased sharply. :

¢. Direction of trade

The U.S.S.R. has traditionally been Afghanistan's major trading
partner supplying 20-30 per cent of imports and taking 30-40 per cent of
exports in recent years (Appendix I, Teble 20). Commercial trade with
the U.S.S5.R. is carried out under a bilateral trade and payments agreement.
Major exports are comprised of natural gas, cotton, wool, dried fruits
énd nuts; imports from the U.S.8.,R. include a large proportion of
Afghanistan's petroleum requirements, sugar, and a variety of consumer
gocods. However, the bulk of imports from the U.S.S.R. has been comprised
of capital goods for the public sector development program and financed
through aid agreements. Due mainly to rising prices for vatural gas, the
value of Afghenistan's exvorts to the U.S8.8.R. has increased notably over
the past two years, and the growing bilateral trade balance with the
U.5.8.R. has been used to finance debl service payments to that country
(Appendix I, Table 2k).
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Afghanistan's other main trading partners include Irndia, with vhom g
payments agreemsnt is maintained, the Federal Republic of Germany, Japan,
and the United Kingdom. The distrihution of import sources has remained
relatively stable in recent years with the exception of a shift in 1974/75
from the United States to Japan; imports declined sharply from the
United States due to the decline in commodity aid, while Japan's shaere has
increased steadily over the past four years. Vith respect to exports,
India's share reflects mainly exports of dried fruits and nuts, while
the shares of the leading Western Europearn countries heve tended to fall
due partly to the decline in the relative importance in exports of
karakul. Although Iran is not listed as a major trading partner, it is
believed that considerable unrecorded exports are shipped to that country.

3. Foreign aid and external public deht

Afghanistan has depended heavily on external loans and grants to
finance its development programs as well as certain nonproject imports.
The major source of foreign aid has been the U.S5.S.R.; however,
substantial assistance has also been received from the United States and
the Federal Republic of Germany. The level of foreign aid disbursements
declined steedily from a peak of SDR 95 million in the mid-1960s to
SDR 41 million in 1970/71 (Teble 12, below). The fall in aid disburse-
ments wes temporarily interrupted in 1971/T72 and 1972/73 due to an increease
in aid-financed foodgrein imports but declined in 19T4/T5 when these
imports were terminated. The level rose agein in 1975/76 owing mainly
to the receipt of cash grants of SDR 12 million from Saudi Arabla, Irag,
and Iran and in addition higher project aid and increased commodity aid
for sugar and fertilizer imports.

External public debt service pesyments showed a continuous upward
trend from 1969/70 to 19T4/75 although the rate of growth slowed during
1972/73-1973/74 due to rescheduling of sbout SDR 28 million of debt
gervice psyments to the U.S.S.R. A further reduction in debt servicing
ocrurred in 1975/76 as the U.S.S.R. agreed to reschedule external debt
payments equivalent to SDR 105 million and falling due during 1975/76-
1980/81. The rescheduled debt is equivalent to sbout 40 per ceut of the
U.5.5.R. debt service payments due during the six-year period and about
60 per cent of total U.S.5.R. debt servicing. After taking the
rescheduling into aceount, the debt.service ratio is-estimated: to have
declined to about 11 per cent in 1975/76.

As of llarch 1975, the outstanding external public debt amounted to
SDR 1,271 million of which SDR 614 million had been disbursed’ (Appendix I,
Tables 21 and 22). The total outstanding debt had on the average an interest
rate of 1.6 per cent, a grace period of 12.9 years and a maturity of
34 years; the grant element was 69.1 per cent.



Teble 12.

Official Aid and Debt Servicing

(In millions of SDRs)

Repayments Net Interest Total
Offici of Capital Payments on Debt Debt
Afghan year Aigl Principal Inflow External Loans Service?/ Service
ended March 20 (1) (2) (1 - 2) (%) (2 + 4) Ratio3/
1969/70 62.4 1.2 4L8.2 8.6 22.8 28.0
1970/71 b1.1 14.9 26.2 8.7 23.6 26,3
1971/72 63.8 17.9 45.9 9.4 27.3 25.2
1972/73 6T.7 18.5 49.2 9.6 28.1 24,2
1973/74 57.7 19.1 38.6 10.5 29.6 21.5
1974775 50.8 24,0 26.8 8.8 32.8 17.6
1975/76 8.6 16.6 62.0 4.7 21.3 10.7

Sources: Table 11; Appendix I, Tablz 213 and information received from the Afghan

authorities.

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

cash grants.

2/ Details are provided in Appendix I, Table 21. The projections take into account the
recent rescheduling of debvs due to the U.S.S.R.
3/ Ratio of debt service panents to the total of exports and net travel receipts.

_gg'-
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4., International reserves and relaoted items

Data on internationel reserves and related items of Da Afghanistan
Bank and the other two commercial banks are shovm in Table 13, below. "The
net balance of payments surplus of SDR 33 million over the four years
ended March 1975 vas reflected only partiaclly in international reserves
of Da Afghanistan Bank as almost two thirds of the surplus was accounted
for by en increase in net balances under bilateral payments agreements and
in Afghanictan's IdF position. Gold holdinms have remained unchanged for
several years at about SDR 33 milllon (valued at SPR 35 per troy ounce),

Muring 1975/76, while there was a substantial zrowth in net bilateral
balances, the bulk of the balance of vayments surplus wes reflected in the
acquisition of convertible foreign exchenge by Da Afghanistan Rank: these
reserves increased over the year by SDR 46 million. As of March 20, 1975,
net foreign assets of the banking system (SDR 121 million) and international
reeerves of Da Afghanistan Bank (SDR 99 million) vere equivalent to asbout
s’ 7ht months end siu months, respectively, of commercial imports at the
<975/76 level.

5. The exchange reaie system

Tive exchange marke: in Afghanistan consists of Na Afghanistan Renk,
two commercial banks, and the money bazaar. Da Afghanigtan Bank accomo-
dates foreign exchange needs of the Central Government and oublic corpora-
tions, settles trade accounts with bilateral payments agreements countries,
ani, st its option, deals with the private sector. The commercial banks
accormodate the foreign exchange requirements of importers, purchase
exchange receipts of exporters and meet other exchange needs of the
private sector. The money bazaar handles all exchange transactions vhich
are not eccommodated by the banking system; exchange transactions through
the bezaar remain uncontrolled.l

1/ TFor a more complete description of the structure of Afghanistan's
exchange system, see SM/T5/177.



Table 13. International Reserves and Related ltems

(In millions of SDRs)

1971 1972 1973 197k 1975 1976/

Afghan year ended March 20 March March June Sept. Dec. March
I. Da Afghanistan Bank 30.53 u45.49 40,83 L49.68 57.85 6h.2% 71.75 105.68 111.49
International reserves L7.01 57.01 L8.7% 19,25 52.63 56,2 63.26 98,56 99.03
Gold (32.63) (32.62) (32.62) (32.62) (32.62) (32.62) (32.62) (32.62) (32.62)

SDRs (5.86) (L.57) (1.13) (4.22) (5.02 (2.63) (2.57) (5.32) (5.49)
Reserve position in the Fund (==) (==) (==) (=) (-=) (==) - - (=-)
Convertible foreign exchange (8.52) (19.82) (15.00) (12.41) (1L.99) (21.01) (28.07) (60.62) (60.92)
Inconvertible exchange 0.84 0.91 0.73 1.60 1.89 1.86 2.28 2,56 2.88

Net balances under bilateral

payments agreements b, 79 k.71 -2.92 5.06 6.05 7.60 15.38 13.80 18.82

Use of fund credit 12,53 =T.73 =5.73 =6.23 =2.72 <=0.73 -9.17 -9.24 -9.24

II. Foreign exchanpe of other banks L.35 3.81 5.39 71.99 9.91 9,12 10.00 9.33 9.16
Convertible exchange 3.02 2.81 ¥.90 7.72 9.23 8.17 - 8.57 T.93 T.80
Inconvertible exchange 1.33 1.00 0.49 0.27 0.68 0.95 1.43 1.%0 1.36

III. Total (I+II) 34.88 49.30 L46.21 57.67 67.76  Th.1l 81.75 115.01 120.65

Source: Da Afghanistan Bank.

1/ Preliminary.
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Afghanistan's exchange system includes an official rate for certsin
government transactions. Da Afghanistan Bank guotes an official selling
rate for certain foreign exchange payments by the Central Government (debt
service, contributions to international organizations, and foreign exchange
requirenents of Afghan embassies and missions ebroad); the official buring
rate applies to 40 per cent of the foreign currency:salaries of foreipn
employees of the Government, government enterprises and domestic comnenies
and to purcheses of bilsteral payments sgreement currencies for maintenance
in Afghanistan of bilateral nartner countries' embassies and state trading
organizations. !ost othar transactions teke place at free market rates
which are quoted by Da Afghanistan Bank, the other commercial banks, and
in the noney bazaar: the exchange rates hetveen the Afshani and the
accouncing units used for some bilaoteral payuents agreements are established
by Da Afghanistan Bank (Table 14, belov). Substantial progress was nade
by Afghanistan during 1975/76G in sirplifying the exchange system. The
bilateral dollar accountinz rates anmplied to transactions with the U.S.8.R.
and Czechoslovakia were unified with Da Afghanistan Bank's multilaternl
free market rete.l/ The special arrangements which had applied to proceeds
from cdtton, karakul, wool and walnut :exnorts.to multilatersl and bilateral.-
markets were substantially modified, and thege cormodities are now treded
et Da Afghanistan Rank's free market rates.Z Furthermore, export proceeds
from netural gas sales to the U.S.5.R. which hed rreviously been converted
at the official rate were moved to Da Afchanistan Bank's free nartrel rate
in October 1975.

In recent years, during ihich the Afzhani appreciated sharply, all
Sanks quoted identical free market rates for the U,S. dollar, normally
within Af 2.0 per US%1 above the daily bazaar free market rate. ™he money
bazaar gives an unrestricted facility for exchange transactiona, and its
free market rate is a reflection of the private sector's residusl sunpnly
and demand for foreign exchenge., A differentiel has normally existed
between the dban)s' and the bazaar ra.es, as there has been only
limited arbitrage: d4ifferent types of customers have preferred to deal
with either the banks or the bazaar devending on the size and neture of
the transaction, the services rendered, and other factors. Recently, the
banks' free market rates have been reld at a depreciated level vis-a-vis
the bazaar rate, owing to an official policy of limiting the possihle
adverse effect on exports of the Afphani's appreciation. The differential
wvidened notably in the third quarter of 1975/76, vhen the bazear rate
appreciated sharply, reflecting e large net inflov of foreign exchenge into
the economy, vhile the commercial banks' rates were held at the more depreciated
rates offered by Da Afghanistan Bank and required under the stond-hy errange-
ment (Aprendix I, Table 23). Consequently, exporters and tourists utilized
the banks for sales of foreiern exchange ~hile importers purchased their
exchanre in the bazaar mariiet. The resultant net foreisn exchanme inflow
to the commercial banks made it difficult for the banks to halance foreisn
exchange sales and purchases; this s’tuation was alleviated on a temnorary
basis through foreign exchange vurchases by De Afshanistan Banl from the
commercial banks. As a longer-term solution, the commercial bankc vere
allowed in January 1976 to set their free market rates independently of Da
Afghanictan Barlk; as a result the banks' rates were moved closer ioward the
bazaar rates, and their purcheses and sales of foreign exchange equilibrated.

I/ See Section 6, beldw.
2/ See Appendix III, Section 1.
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Tuble LU, Effective LExchange Hates as of March 17, 1976

Buying Selling

Convertible Currencies

{In Afchanis per U.S5. dollar)

1/

AL 4L, T0= L0 per cent of convertible currency Af h5.30y Uales of exchange to Central Government to
salaries of foreign employees of cover debt service payments, contributions
Afghan Government and private sector to international orgenizations, salaries of
(official rate) foreign experts, and foreign exchange needs
of Afghan embaspies and missions ebroad
(officiel rste)
Buzaar rate Transactions not suoject to othey Bazaar rate Transactions not subject to other rates
(Af 54.83) rates (Af 55.29)
Commercial Transactions not subject to other Commercial Trensactions not subject to other rates
bank rate rates bank rate
(AT 55.50) (Af 56.25)
Af 57.00 Purchase of export proceeds by Da At 58.00 Seles of exchange by Da Afghanistan Bank to
Afghanistan Bank Central Government and public sector entities
for transactions not eligible foy officlal
rate
Bilateral accounting unit.sg
(Ia Afghanis per accounting dollar) ‘
AL hu.'roy Purchases of exchange for mainte- AT Ls,301/ Sales of exchange to Central Government to
nance in Afghanistan of embassies, cover debt service saymonts, salavies of
missions, ete., 40 per cent of foreipn eXperts, fc -eign exchange needs of
bilateral accounting salaries of Afghan embassies ani missions abroed and
foreign employees of Afghan Govern- specified governmen: imports (official rate)
ment and private sector {official rate)
AP 5T7.00 All trensactions not subject to other Af 58,00 All transactions not subject to official
rates (free rate) rate (free rate)
(in Afghenis per accounting sterling) '
AT 1b5.00 All bilateral accounting transactions Af 150.00 All bilatersl accow.ting transactions with

with the People's Republic of China the People's Republic of China

Source: Da Afghanistan Bank.

1/ Da Afghenistan Bank applies charges of Af 0.30 per U.S. dollar as commission to the official rate of
Af 45 per U,S. dollar.

2/ Applicable to bilateral accounting transactions with the 11,5.5.%. and Czechoslovakin
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G. Bilateral srranmements

Afghanistan maintains bilateral voyments amreements with Indie, the
U.5.5.R., Czechoslovakia and the Teople's Republic of China. Afghanistan
has been moving tovard freer paymentns relationships with the strte-trading
countries., Payments agreements with Bulgaria znd Poland were terminated
in 1073, and payments with these countries are currently made on a conver-
tible currency basis. In 197k, Afrhanistan signed a trsde apreewent with
lomania which »rovided for payments on o convertible currenev hesis, and
in 1975 the bilateral payments asreement with Yugoslavia which hed heen
inoperative for some time was allowed to expire.

Prices of commodities traded with the U,S.S8.R., includin~ natural ~as
exports and petroleuwn imports, have heen shifted to an international price
basis: a similar change has taken place in trade with Czechoslovakia. 1In
view of these changes, the bpilateral dollar accounting rates aovmlied to
transactions with these tradins partners were uvnified with Na Afghanistan
Bank's multilateral free market rates. ‘‘oreover., the specinl exchanie
rates, which were apnliceble in the mast to proceeds from walnut exmorts
to the U.S8.3.R. and Czechosloval-iz have nnow been terminated; an? such
proceeds are no converted at Da Afghanisten Bank's free market rate for
bilateral accounting dollars. The svecial rate of Af 60 per bilateral
accounting dollar which hed applied to nroceeds Trom cotton exports to
bilateral payments agreements countries has been suspended; these cotton
receipts are currently converted at the official rate plus an exchanre
suvsidy equivalent to the diiference between the official rate and the Da
Afghanistan Bank free market rate. Receipts from wool exports to the
bilateral countries, which must be surrendered at the official rate, receive
a2 subsidy of Af 15 per bilatersl accounting doller, implying an effective
rate of Af G0 ner bilateral accountin- dollar: however, until official
policy is clarified, any amount over the free market rate for the accountiug
dollar is Treing held for exporters of wool in a hlocked sccount in Na
Afghenistan Rank, A3z trade with Zhina continues to be conducted on a
nepotiated price hasis, the bilateral sccounting unit used with that
country (bilateral accounting sterling) has not been unified with the free
market rate; hovever, with the appreciation of the Afghani, Da Afghanistan
Banl: has adjusted this accounting rnte over the mast two years to equate
supply and dermand and ensure approximate balance in bilateral nayments,
thus in effect adjusting bilateral prices toward world market prices.

Despite the substantizl appreciation in recent vears of the Afrchanpi
relative to each of the »ilateral accounting units, and the move toward
vilateral trade at internctional orices, there has been a Huild un of
bilatersl balances in Afshanistan's favor (Anmendix I, Table 24). This
build-up wes partieniarly notahle Adurine~ the first three quarters of 1075/7A
in Afghanistan's accounts with the U.S.°8.R. ané reflected the increased
price for natural zgas exports to th~t countrv as well as reduced Aeht
service pavments resultin~ from deht resch~duling. THith the excention
of the increase in the bilateral bhalance with the U.3.9.M., Afghanistunis
net residual bilateral credit position vas rcticed during the first nine
months of 1975/76.
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T. Commercial ypolicr

Afchanisten's trade system is menerally liberal and free of restrictions.
Imports are not subject to license Tut all imvort transactions rmust he
registered with the Ministry of Commerce hefore orders are placed abrond.

In July 1974, Afghenistan adonted a nev imwort tariff schedule replacing
the previous schedule instituted 20 vears carlier. The comodity classi.-
fication system was linked with the SITC and RTY systems throush cross
coding of the tariff nwmbers. A revised custows tariff structurce as
introduced at the beginning of 1275/75 with the oblectives of classification
reform and rationalization for protective and revenue nurnoses. Althourh
the new teriff schedule expanded dutiable imports from T50 items to more
than 3,000 items, there was a reduction in the rates apolied to immnorted
raw materials and intermediate goods used as inputs in domestic industries.
The list of import nrohibitions was cxpanded during the vear for protective
purposes by the addition of certain minor consumer poods. In addition to
general export taxes imposed on various commod®**es for revenue purnoses,
tenporary export taxes were levied in fareh 1¢,: o 1e nroceeds from
certain experts experiencinn partienlarly stront eacernal demend (cotton.
oilseeds, walnuts and raisins); however, in view of changing world nrices,
the temworary taxes on cotton and raisins were eliminated in late 1975

and those on walnuts and sesane oil and cake were reduced.




Table 15. Afghanistan: National Price Index
(1961/72 = 109)
General Index
Percentare Fruit Other
change over and Vege~ food Nonfood
Year ended March 20 previous year Cereal Meat Nuts tables items items
(Weights) (100.0) (58.1) (10.7) (10.6) (5.7) (5.1) (9.8)
Annual averages
1971/72 312.5 (+18.1) Loo.7 20k ,2 227.7 240.7 161.6 110,7
1972/73 267.0 (-14.K) 307.0 ohh,s 26n,7 218.L 207.8 123.2
1973/7h 2h6.1 (-7.8) 232.8 310.9 351.3 293.9 206,73 133.4
197L/75 280.2 {+13.9) 278.2 355.8 371.0 285,2 212.8 143.8
Quarterly averages
1974/75 I 267.4 (+4.8) 24,5 360.A 412.9 363.7T 205,09 138.7
IT 247,.2 (+0.6) 252.0 338.0 277.7 190,11 207.4 1k0. 4
111 280.5 (+20.9) 203,1 3hY,9 3kn,0 211.8 21k,1 145,A
v 325.5 (+19.8) 326.2 379.5 LsB.0 363.0 223.6 150.L
1975/76 I 313.9 (+17.4%) 317.0 385.0 308.7 328.8 251.3 147.3
II 273.3 (+10.5) 202,0 355.8 239,8 215.8 252,1 146.5
111 283.0 (+1.0) 305.0 361.3 251.8 215.1 255, 4 153.7

Source: Central Statistical Office

-gq-
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Table 16. Afghanistan: Selected Fiscal Indicators

Revised Approved
Estimates estimates
1971/72 1972/73 1973/T% 197:/75 1975/76  1976/TTL/

(In nominal terms)

rercentaye annuui change

Total revenue eee 2.0 iu.8 46.1 18.1 13.2
Taex revenue oo 2.8 24.8 61.5 -0.8 12.7
Totel expenditure 17.7 -1.4 15.0 28.7 T2.7
Ordinary expenditure coe 8.1 9.8 T.7 31.4 24,2
(In per cent)
Overall deficit/total expenditure -28.7 -36.4 -25.9 -5.9 -16.2 -43.5
Change in bank credit to gog ri-
ment/change in broad money 203.% 1.9 65.7 -46.2 cee sL.5
Change in bank credit to publiy
sector/change in broad money:. 13.4 73.1 87.4 18.9 fes 63.6
Interest payment on government :
debt/current revenue 9.9 10.9 9.8 T.4 e ves

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

1/ Estimates based on official projections.

2/ Broad money is derined as the sum of currency in circulation, demand deposits, and
quasi-money.

3/ Following the definitions in the monetary accounts, the public sector consists of
the National Government and the official entitities. The official entities include the
Food Department and the Government Sugar, Petroleum, and Ligquidation Monopolies.
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Table 17. Afghanistan: Monetary Survey
(In millions of Afghanis)

Year nied March 7N Yeh, 20

1971772 1972/73  1073/Th  197L/75 1676

A. Toreipn assets (net) ?,0228 2,653 3,258 1,183 6,611
Foreign assets 2,886 3,081 3,606 I, 327 7,113
Toreign liabilities . =658 =428 -348 -1kk -502

B, Claims on Government (net) 7,490 8,940 10,269 11,118 0,3A1
National Government (net 9,715 a,708 10,601 10,698 R, Lka
Claims on Government (10,671)  (11,106) (1°2,057) (12,568) (12,A1%)
Deposits of Government (-056)  (~1,308) (-1,366) (-1,870) (=h,16k)
Official entities (net) -2,225 -768 Y- 2 L20 Q12
Food Tepartment (-986) {(-3718) (-222) (-50L) (-202)
Sugar Monopoly (=663) {=1n0a) (106)  (1,L08) (Ro2)
Petroleum Monopoly (-483) (=3?) (-147) (-330) (718)
Liquidation Monopoly (-93) {-159) (-159) (-15k) (-151)
Stationery Monopoly (...) cee) (...) (...) (26)

C. Cleims on private sector, of which: 3,185 1,253 4,259 5,253 5,153
Government enterprises (1R€) (261) 332) (150) 2753)
Investment banks (282) (392) (513) (A11) (629)
(A+B+C=D+E+F+G+H) 13,203 15,846 17,786 20,554 21,125

D. Money supply 8,173 9,531 11,002 12,001 1h,110
Currency in circulation 6,607 7,015 9,174 Q,870 11,520
Demand deposits 1,566 1,61F 1,828 2,212 2,590

E. Quasi-money 2,089 2,778 n.809 3,104 3,237
Time and savings deposits 1,939 2,430 2,866 2,863 3,M?
Foreign currency deposits 150 348 233 2L 225
(Domestic Liquidity = D + E) (10.262)  (12,309)  (13.901) (15.105)  (17.3LT)

F. Import deposits 519 5h1 951 1,8l0 2,lLko
G. SDR allocations 574 STh STh 5Th 57L
H. Other items (net) 1/ 1,848 2,422 2,360 2,936 762
Inter-Da Afghanistan Bank items— 66T 788 725 1,330 I1
Other 1,181 1,63k 1,635 1,606 721

Source:

Research Department, Da Afghanistan Bank.

;j Reflects mainly government accounts which cannot bhe identified.
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Table B, Afghanistan: Commodity Composition of Exports

(Value: In millions of SDRs)

Estimatel/
Afghan year ended March 20 19T1/72  1972/73  1973/Th  1374/75  1975/76
Raisins2/

Value 6.8 kb 25,2 )

Quantity: thousand tons 25,6 3%, 3 38.6 )

Unit price: SDRs per ton 266.0 L18.0 652.0 ; %6_.2 38.3

n Y
Other dried fruits and nuts2/ ) 75&"9-

Value 10.7 1L.1 13.8 ) .

Quantity: thousand tons 16.6 17.5 T )

Unit price: SDRs per ton L4 .0 804.0 937.0 )

Fresh fruits

Value 8.9 9.1 18.2 26.2 18.1

Ouantity: thousand tons 82.0 73.8 95.6 157.3 see

Unit price: SDRs per ton 108.5 131.8 18k.0 166.7
Karakul skins3/

Value 17.L 1k.3 13.9 1.2 12.6

Quantity: million skins 1.7 1.2 0.9 1.2 o

Unit price: SDRs per skin 10.5 11.9 15.5 11.9 ves
oord/ 8 ! 4.8 8 7.8

Value 1. 5.4 4.6 6.8 7.8

Quantity: thousand tons .1 L.k 7.3 5.1 vee

Unit price: SDKs per kilo 1.3 1.2 1.5 1.3 cee
Cotton3/ ‘o 2.8 o3

Value 12.2 10.1 . N 29,

Quantity: thousand tons 20.7 15.6 9.8 23.7

Uait price: SDRs per ton 6L6.0 612.0 1,256.5
Carpet and rugs

Value 7.8 9.8 12.0 17.9 13,6

Quantity: thousand sq. meters 492.0 5150 512,0 57T.2

Unit price: SDRs per sq. meter 16.0 17.1 23.4 31.3 ves
Latural gas

Value 1.2 15,5 1L.9 26.3 Lo.€

Quantity: billion cubic meters 2.6 2.8 2.0 2.9 cee

Unit price: SDRe per thousand

cubic meters 5.5 5.5 5.3 9.1
vtner

val.z 11.3 19.5 23.1 20.7 31.5
Total .xports (customs basis)

Value 97.1 112.8 131.9 188.8 191.8
Balance of payments a.d,justmenty 5.0 2.6 0.2 -10.0 -~
Total exports

Valu= Ebala.nce of payments

ba:is) 102.1 110.2 130.1 178.8 171.8

Gources: Central Stutistical Office and Da Afrhanistan Bank.

L/ Unit prices and quantity exported not available for full vear,
°/ Fxport values and unit prices are believed to be overestimated from 1973/Tu .
due to overvaluation of export receipts from India,
3/ Based on the customs data. See footnote L, below.
17/ The difference between foreipn exchange receipts of Da Afghanistan Bank on
karak. ! skins, wool and cotton, and the recorded customs value of these exports.
In 1973/74, foreign exchanre receipts of Da Afghanisten Bank, ror example, amounted
to SDR 13.4 million for karakul skins, SDR 4.8 million for wool, SDR 6.7 million for

cotton, i.e,, a total of SDR 2L.9 million; on the other hand the customs value totaled
SDR 24.7 million for the three items,
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Table 19. Afghanistan: Commodity Composition of Importsl!
(In millions of SDRs)

Afghan year ended March 20 1970/71  1971/72  1972/13  1973/7h4
Food and tobacco nroducts 21.3 38.4 37.5 31.8
Wheat, of which: 5.9 20.3 17, 8.5

Commodity aid (5.9) (20.3) (17.4) (8.5)
Sugar, of which: 5.1 3.6 9.0 11.8

Commodity aid (2.9) (1.4) (0.3) (0.2)
Tea 7.9 9.7 8.7 8.4
Vegetable o0il and other food,

of which: 1.8 3.9 1.8 2.3

Commodity aid (--) (2.0) (0.1) (1.0)
Tobacco products 0.6 0.9 0.6 0.8
Chemical and petroleum products 13.7 21,4 21.6 28.5
Petroleum products, of which: 6.8 T.1 6.8 7.2

Commodity aid (1.9) (3.1) (2.6) (2.8)
Chemical fertilizers, of which: 1.5 6.9 7.0 12.5

Commodity aid (0.5) (2.4) (7.0) (12.5)
Pharmaceutical and other

chemical products 5.4 T.4 7.8 8.8
Other commercial imports 55.3 53.5 55.6 64.9
Clothing fabric and footwear 16.4 11.7 12.8 16.1
Automobile and other transport

equipment 10.1 13.6 15.3 17.4
Other manufactures and

capital goods 23.2 20.8 18.4 20.4
Other 5.6 7.4 9.2 11.0
Other commodity aid imports 2.2 4.9 1.5 1.8
Project aid imports 22.1 24.0 27.2 15.5
Total imports 114,.6 14k2.2 1434 142.5
Commercial imports 79.0 8L 5 87.3 100.1
Aid-financed imports 35.6 57.8 56.1 ha. b

Commodity aid imports (13.5) (33.9) (28.9) (26.9)

Project aid imports (22.1) (24.0) (27.2) (15.5)

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

1/ Date not available for 1974/75 and 1075/76.
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Table 20, Afghanistan: Direction of Trade

(In per cent of total)

Afghan vear ended March 20 1971/72  1972/73  19T3/74  19T4/75
Exports
U.S.S.R. 39.3 29.0 30.5 42,3
India 4.8 2L, 4 17.1 15.5
Other bilateral countrics 2.5 3.4 3.2 2.7
United States 2.2 2.0 1.3 2.0
United Kingdom 19.9 16.0 14.6 11.2
Germany, Fed. Rep. of 8.7 6.1 L.3 2.5
Pakistan 5.4 4.2 1k b 9.8
Other 17.2 14.9 1k .6 14.0
Total 100.0 100.0 100.0 100.0
Igportsl/
U.S.5.R. 27.3 24,8 21.0 28.7
India 7.9 T.5 10.3 12.1
Other bilateral countries 6.4 3.5 b,1 2.9
United States 1L.0 10.5 12.0 2.0
United Kingdom 6.6 3.7 4,2 4.1
Germany, Fed. Rep. of T.b4 9.1 6.1 3.9
Japan 12.8 15.3 17.3 26.1
Pakistan 2.5 3.7 3.5 5.5
Other 15,1 21.9 21.5 14,7
Total 100.0 100.0 100.0 100.0

Sources: Central Statistical Office and Research Department,
Da Afghanistan Bank,

1/ Inciuding both commercial and aid-financed imports.
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able 21, Af:hwristan: JService Payments on External Public
and Publiclv-Guaranteed Debts
(In milliions of SDRs)
Debts Qutstanding
as of March 20, 1975 Servicing of Debtis
Disbursed Undisbursed 1974/75 1975/76

U.5.S.R.1/ 452.6 468.9 18.8 6.0

Principal 13.% L.7

Interest 5.4 1.3
China, P.R. of .7 47.9 - -
United States 76.1 9.7 L5 4.8

Principal 2.9 3.3

Interest L.6 1.6
Germany, F'.KR. of sL.8 15,2 6.h 6.9

Principal 5.0 5.4

Interest 1.4 1.5
United Kingdom 1.k 1.2 1.0 0.3

Principal 0.9 0.4

Interest 0.1 0.1
France 0.9 - 0.6 0.7

Principal 0.5 0.7

Interest 0.1 -
Kuwait 2.0 - 0.8 1.5

Principal 0.8 1.5

Interest - -
Others (including

IDA and ADB) 11.9 114.1 0.7 0.8

Princival 0.5 0.0

Interest 0.2 0.2
Total debt outstanding 614.L4 657.0
Totel servicing on

debts outstanding 32.8 21.3

Principal 2L.0 16.6

Interest 8.8 h.7

Sources: IBRD, Fconomic Analysis and Projection Department .and data provided

by the Ministry of Finance, the Ministry of Planning and Da Afghanistan Bank.

1’ 1Includes debt rescheduling of 1973, which reduced debt service payments by
SDR 5.6 million in 1973/Th4, 1974/75, and 1975/76; also includes debt rescheduling
of 1975 which reduced debt service payments by SDR 15.2 million in 1975/7T6.
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Table 22, Atghanistan: Interest and Maturity Terms of External
Public Debt Outstanding as of March 20, 1975

(In millions of SDRs)

Interest Rate Original Maturity (in years)

(per cent) 1-5  5-15 1525  Over 25 Unknown Tota1d/
0-3 5,71 126.41  53.84 Tu4.66 170.16  1,100.78
3-6 0.28  3.7h 3.62 - - 7.64
Over 6 - — - - - -
Unknovn - - -  _43.82 119.50 163.32

Tota1/ 5.99 130.15  57.46 788,48 289,66  1,271.7h

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 Finence and IERD.

1/ Totals do not add due to rounding.




Table 23,

Afghanistan:

Free Market Exchange Rates

(Monthly average rates in Afghanis per U.S, dollar)

Afghan year Bazaar Da Afghanistan Bank Commercial Banksl/

ended March 20 Buying Middle Selling Buying Middle Selling Buying Middle Selling

Annual asverages

1971/72 84 .83 83.Q8

1972/73 19.75 80.60

1973/T4 60.66 61.C5

1974/75 56.86 58.21

1975/76 55.05 57.66

1975/76 monthly averagesg/

March/April 54,69 54,94 55.19 55.62 56.62 57.62

April /May 55.05 55.30 55.55 56.50 57.50 58.50

May/June Sk,91 55.16 55.41 56.50 57.50 58.50

June/July 55,12 55.37 55.62 56.50 57.50 58.50

July/August 55.62 55.87 56.12 56.96 57.96 58.96

August/September 5k,35 5L .62 54.88 57.00 58.00 59.00

September/October 54,34 54,59 54.84 57.00 58.00 59.00

October/November 5b4,17 54, L2 sk .67 57.00 58,00 59.00

Novenber/December 54,28 54,53 54,78 57.00 58.00 59.00

Decenber/January 54 .69 54.95 55.21 57.00 57.84 58.68 55.25 55.T5 56.25

January/February 55.48 55.T6 56.05 57.00 57.50 58.00 55.25 55.75 56,25

February/March 54,80 55.09 55.38 57.00 57.50 58,00 55.50 55,87 56.25
Bource: Da Afghanistan Bank.

1/ Until January 1976 commercial banks maintained exchange rates identical to L. Afghanistan Bank.
2/ Months ending on the 20th or 21st day.

-Eg_
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Table 24, Afghanistan: Net Balances Under Bilateral Accounts

(In millions of SDRs)

. March 20 ___ Dbec.20
1972 1973 1974 1975 1975
Czechoslovakia 0.69 1,58 1.82 4.49 2.86
People's Republic of China 0.21 0.05 0.11 -0.56 -0.31
U.S.5.R. =5.28 =4.50 3.13 2.13 11.26
Yugslavia =0.01 =-0.01 =0.01 -0.01 =0.01
Total =4.71 =2.92 5.0h 6.05 13.80

— — s e -

Source: Da Afghanistan Bank.




Afghantstan:

Summary of the Tax System, March 1976

(All amounts in Afphanis)

lax

Nature of Tax

Exemptions and Deductions

Rates

A. Central Government

1. Taxes on net
income and profits

1.1 Taxes on companies,
corporations, and
enterprises

1

11

Corporate
income tax

{Income Tax
Law enacted
June 8, 1943,
as amended to
March 1976)

Annual tax on net accrued taxable income

¢arned in Afghanlstan and abroad by domestic
corporations and limited liability canpanics.
Fxcept as otherwise specified, the tax year
correspondg to the solar year. Nonresident
foreign corporations are subject to tax on
(gross) income from all sources within
Afghanistan. Resident foreipn corporations

are taxable on net income carned in Afghanis-
tan. Government-owned enterprises, including
state trading entities and Da Afghanistan Bank,
are subject to net income taxation. Gains from
the sale or exchange of fixed assets and {nvest-
ments are subject to tax. Losses from the sale
or exchange of fixed assets, but not losses from
the sale or exchange of shares, are deductible
from taxable income in the taxable year in which
the sale or exchange took place. Tax incentive
legislation reduces tax liability for approved
corporations. (See the annex on tax incentives.)

Exemptions: Upon approval by the Ministry

of Finance, the income of corporations
organized for educational, cultural, literary,
sclentific, or charitable purposes are exempt,
Deductions: Ordinary and necessary expenses;
interest paid on husiness debts; depreciation
of property except apricultural land; net
losses not compensated for; bad debts; gifts
and charitable contributions; interest on
bonds issucd by the State and municipalities;
dividends paid in money; taxes on dividends
received from other taxable companies and
taxes on business transactions.

Credits: A tax credit is granted to corpora-
tions and limited 1iability companies engaged
in manufacturing or mining for the purchase of
new machines, equipment, and apparatus., Foreign

income taxes paid by a subsidiary and/or a branch
of a resident corporation may be credited against

the Afghan income tax.

20 per cent on net taxable
income of corporations or
limited liability companies.
There {s also a withholding
tax of 20 per cent on all
dividends and distributed
profits pafd in money which
is cradited against the
individual's income tax
liabilitvy. An ‘dditfonal
10 per cent is levied on
dividends and profits paid

to anovymous investors.
Tax _credit: A maximum of

15 per cent of the cost of
qualifying purchases for a
period >f fiwe years, but

not exceeding 5 per cent in

any taxable year, 1s applic-

able against the income tax
1iability of approved cor-
porations and limited lia-
bility companies.

'
n
L%

1
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Aftghanistan:

Summary of the Tax System, March 1976 (continued)

(A1l amounts in Afphanis)

Tax

Nature of Tax

Exemptions and bDeductions

Rates

1.2 Taxes on individuals

1.21 Individual
income tax
(Income Tax
Law of 1943
as amended

to March 1976)

Social Security
Contributions

None
Payroll Taxes (other

than social security
contributions

Tax on net taxable income recefved during the
tax vear (which corresponds to the solar year)
is levied on all Afghan citizens whether resid-
ing in Afghanistan or not. Tax on net taxable
income from sources within Afphanistan is pay-
able by resident and nonresident aliens. Taxes
are collected by withholding from wages and
salaries, by withholding at source from dividend
payments by corporations, and by withholding
from rents paid by the Government. Tax is with-
held in accordance to a table provided by the
Ministry of Finance. Individuals engaged in
certain activities are subject to fixed taxes
that are levied in lieu of the income tax but
are based on specific activities and/or types

of property. These include a tax on contractors
based on the contract amount, a tax on persons
engaged in transportation hased on the number
and size of vehicles, a tax on the operators of
cinemas and theatres based on gross admissions,
a tax on shopkeepers based on net income potential
estimated from characteristics such as the type
and volume of business, the rental value of shops,
and the population of the surrounding village or
city. While these taxes are not based on net
income, they are applied as part of the income
tax law and collections are classified with
income tax receipts.

Exemptione: 1Income-in-kind is exempt from
tax. Personal exemptions granted to citi-
zens and resident alfens Include: Af 18,000
personal allowance; Af 12,000 for spouse
(timted to one spouse); Af 2,000 for each
dependent child under 19 years and for each
dependent chitd in full-time education:

Af 1,000 for each dependent parent. fThe
maximum personal exemptions for each taxable
year is Af 45,000 for cach taxpayer. Other
exemptions include the proceeds on life
insurance policles; health, accident, and
unemployment insurance benefits; donations
made to the State and to approved nonprofit
organizations; interest from {uternal banks
on individual savings and time deposits;
interest on bonds issued by the State and by
municipalities of Afghanistan.

Deductions: Advertising and entertaimment
expenses evidenced by documents and up to

2 per cent of net income. Damages to
property caused by fire, earthquake, and
other natural disaster are deductible over
a three-ycar period.

Taxable 1ncome

U'p

1,001
20,001
30,00t
40,001
50,001
75,001
100,001
125,001
150,001
175,001
200.001
250,001
300,001
400,001
500,001
750,001
1,000,001
1,500,001
2,000,000
over 2,50

to
to
to
to
to
to
to
to
to
to
to
to
to
to
to
to

to 1,
to 1,

to 2,
to 2,

0,001

10,000
201,000
30,000
40,000
50,000
75,000
100,000
125,000
150,000
175,000
200,000
250,000
300,000
400,000
500,000
750,000
000,000
500,000

000,000
500,000

Rate
(Per
Cent)

-99-
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Afghanigtan:

Summary of the Tax System, March 1976 (coatinued)

(All_amounts in Afghanis)

Tax

Nature of Tax

Exemptions and Deductions

Rates

4, Taxes on property

4.1 Real estate taxes

4,11 Tax on agri-
cultural
land

(Land Tax Law,

effective

March 1920)

4.2 Net wealth taxes

None

b,k Dpeath and gift taxes
None

k.5 Property transfer
tax
(Income Tax Law
enacted on June 8,
1943 as amended
to March 1976)

4.7 Other

k.7l Livestock tax

The tax applies only to agricultural land,
and is based on the productivity of land.
The tax is levied against a village as a
whole and the village chief allocates the
tax 1liability to be paid by each landowner
in the village. The tax is payable in two
installments. The tax is assessed on the
basis of a land register maintained by the
land tax officer who reports to the Revenue
Department of the Ministry of Firance.

The tax applies to the sale or transfer of
any land owned by an individual, individuals
as partners, or by families. Collections
from this tax are classified with income tax
receipts.

Specific tax on selected livestock, inclu-
ding sheep, goats, horses, camels, cattle,
and mnles.

Public lands are not subject to the tax. Tax
liability may be reduced to the extent of loss
and damage to land and/or its produce caused
by natural disaster and cercified by the land
tax officer.

The sale or transfer of land owned by the
Government, municipalities, and cor-
porations. Corporations pay income tax on
all gains from sales or tranefers of assets.

Taxes were previously levied and collected in
kind as part of pwduce, In-kind payments have
been replaced by monetary payments. Tax assess~-
ments vary with the size and productivity of
land holdings. Information of tax rates is unot
available.

- )G -

One per cent of the price received,

or, if not a sale or inheritance, onc per cent
of the market value of the property at the time
of transfer,

Not available.
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Afghanistan:

Summary of the Tax System, March 1976 (continued)

(All amounts in Afphanis)

Tax

Nature of Tax

Exemptions and Deductions

Rates

5, Taxes on go0ds and
services

5.1 General sales
taxes

(law for tax on
consumer goods pro-
duced and sold in
Afghanistan,
approved in April
1974)

5.2 Selective excises

5.21 Tobaccol,

5.22 Liquor/
5.23 Hydrocarbon
0ilg
(None)

6. Taxes on international

trade and transcctions

6.1 Taxes on imports

6.11
(The current

customs tariff
was implemented
in March 1975)

6.12 Pixed tax on
importers

Customs duties

Single stage tax on consumer goods produced
and sold domestically. The tax is collected
from manufacturers. Except for a few items,
such as furpiture, chemical and pharmaceuti~
cal goods, all goods are taxed at specific
rates. Payments are made on a quarterly
basis.

Import duties are levied on a variety of
imports. The Afghanistan custom tariff
code i8 based on the Brussels tariff
nomenclature. Duties are levied on a
c.i.f. valuation.

A fixed tax paid by {mporters on the price
of imports, valued c.i.f. and including

customs duties,

Books, newspapers, and other printed items
printed in Afghanistan are execmpt from the
tax.,

Government imports, including project aid
imports, are exempt. Also exempt are several
goods specified in the custom tariff. Special
concessions apply to imports under the Foreign
and Domestic Private Investment Law. (See
annex on tax incentives.)

Various specific rates per unit of product. The
number of cateporics taxable at specific rates
exceeds forty. Furniture, chemical, and
pharmaceutical products are taxable at a rate
of 10 per ceant of the finishod cost of manu-
facture.

-Us-

Not available

A mixture of ad valorem and specific rates is
applied. Specific rates gencrally take the form
of percentages of administered unit values.
Although rates vary up to 100 per cent, low rates
are generally applied on chemical and pharma-
ceutical products and basic foodstuffs.

6 per cent,

I1 XIukdddV

-



®

Afghaunistan:

Summary of the Tax System, March 1976 (coatinued)

(All amounts in Afghanjs)

Tax Nature of Tax

Exemptions and Deductions

Rates

6.2 Export taxes

6.21 Export dutjies Specific taxes on several exports inclu-
ded in the custom tariff.

6.22 Selective Windfall exporta profits tax on selected
exports tax export goods including walnuts, sesame and
effective on oil cake.
arch 1, 1974)

6.3 Exchange taxes

None
6.4 Other
None
Other taxes
7.1 Poll taxes
None
7.2 Stamp taxes Sale of stamps affixed to contracts and
other legal documents.
7.3 Other

None

Products of approved investments under the
Foreign and Domeatic Investment Law are
exempt. (See the annex on tax incentives.)

Approved enterprises under the
Foreign and Domestic Private Investment
Law (See annex on private incentives.)

Specific rates in the form of percentages of

administered unit values.

Not available.

Not available.

Various rates apply.

1/ Trading in tobacco and hydrocarbon oils is monopolized by the State; revenue accrues to the Government from monopoly taxes and from the net profits of the trading wonopolies.

2/ The import or sale of liquor is prohibited except by Government permission. Licensed merchants pay tax on sales; no information on tax rates is available.
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Afghunistan:

TAX IRCENTIVES

Sumaary of the Tax System, Mavrch 1976 (councluded)

ANNEX

Foreipn dand Domestic
Private Investment Law
(Effactive 1974)

The bencfits provided under this law apply equally to approved
{nvesxtments hy forelgners and residents., However, foreign par-
ticipation in approved projects must not exceed 49 per cent of

of total equity capital, The effective period

of exemption from corporate incume tax and tax on distributed aivi-
dende 18 limited to 4 years for investments within the capftal
(Kabul) province, and to 6 years for investments outside the capital
province. To be approved, inveutments must satisfy some specified
guidelines including the maximum uge of Afghan raw materials, the
maximum use of Afghan manpower, import substitutjon and maximum
vialue added. 1In addition to exemptions from, and reductions in, tax
ratey, approved investments sre pranted benefits including: (1) the
repatriation of payments for {nterest, capital and profits of foreign
investments at the Da Afghanistan Bank free market exchange rate;

(2) the repatriation of up to 60 per cent of the salaries of foreign
personnel through the Da Afghanistan Bank at {ts free market exchange
rate; (3) the requivement that Government departments and enter-
prises must purchase their necessary supplies and services from
approved enterprises provided that such supplies and services are
produced in Afghanistan and that their prices do not exceed 15 per
cent of the prices of similar import goods.

Exemptions and reductions in tax rates
A. Income tax:

(1) Exemption from taxes on all income of the company

for a period of 4 consecutive years heginning with the year in which the

first sale of pgoods and serviced occurw. (2) Fxeamption from personal
fncome tax and corporate tax on all dividends for 4 consmecutive years
beginning with the year in which a dividesd {8 first distributed, pro-
vided that the tax exemption shall not extend beyond the seventh year
from the date of approval of the inveatment, (3) Interest on foreign

loany that are part of an approved invostuent is fully exempt from income

taxes.
B. lgport tax:
Capital poods: exempt

Sparc parts: 10 per cent, based on invoice c.i.f. or on an
administered unit price.

Raw_materials and semj-finjshed goodg: 20 per cent maximum,
based on invoice ¢.i.f, or om 4o adalnisterad unit price.

C. Other taxes

Export tax: exewpt,

Stamp tax:

bank transactions.

exempt from stamp taxes, registration fees, and other
court-levied feces for the preparvation of documents related to

I1 XIdNdddy
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Afzhanistan: Txchange and Trade System -
-—_ . Position on Aveil 1, 107€

1.  lachunge and rate system

Tho par valus of Af+hanistan's currencv, the Afrhani, in 0.M°7hA"
gronn of fine gold, correspordins to ArP 45 = op2 1, ‘Yo excharnve transzctions
take wlnce at the par value. DNa Af«hanistan Bank quotes offTicial buyine
and sellins rates Tor the U.O. dollur of Af 44,70 and Af 45.30, resvectively.
The offiecial selling rate anwlies to foraian exchange vayments W the
Goverrment for Arit ~ervica, contributions to internationnl orpmanizations,
selaries of foreirm exverts, and the foreipn exclhanse recuiremerts of
Afghan embassies. e official buying rate applies to M0 ner cent of the
foreipn currency salnries of foreirn cmnloyees of the CGovernment, govern-
ment enterprises, and domestic commanirs and to »murchases of lilateral
arreement currencies for meintenance in Afrhanistan of emhassies and state
trading orpanizations by the bilataral nartner countries (excent India).

Yith the ervcention of transactions at the official rate and with the
People's Renublic of China, and the snecinl arrangements annlicable to
wool exmorts to bilateral marvets, all other transactions tale nlece at
free morlet vntes. T'acket immerfections and official nolicv result in
sone differences among the free maret rates cuoted hy Da Afghanistan “ank,
comrercial banks and the money bazaar. On Anril 1, 1976, the free mar®et
rates of Da Afghanistan Danlr were Af 5¢.50 buyins and Af 57.50 selling ver
US™1, and the hazaar rates were Af Sl,05 buving end Af 5L,(3 selling per

4
Ussl.

Trensactions involving vpurchases or sales of hilateral egreement
clearing units of account, either cleaving dollars for the U.5,.8.R. and
fzechoslovakia or clearins sterling for the Peonle's Renuhlic of China, are
made st rates set bv Da Afshanistan Tank. The rate for clearins dollars
is maintained at par vith Da Afchanistan Bonk's free martet rate for the
U.S. dollar, wiile the rate for clearing sterlinm reflects supnly and
demand for that accountin~g unit. Da Afahanistan Bank bhuvs in the free
uarket hilnteral accountine dollars and sterling resulting from exports
to the bilatersl apgrcement countries and sells these accounting mnits

mainly to povernvant cormercial and industrial entervrises for their imports
from the countries concerned.

Yhile forrerly svecial arranzements were anplicable to the proceeds
of karakul, cotton and ool exportr, these srranpements trere modified
substantislly during 1975, Maxinmm sucronder rotes previously analicable
to exchanre receipts froa ex ocrts of these three cuwiodities to mnlti-
latersal mnr-ets were eliminatad, in addition to the snecial rote nreviously
apnlicable o cotton export proceeds from tilateral conntries; the latter
now are exchanced at the orficial rate nlus an exchanga subsidy ecuivalent
to th~ difference hetreen the officirl rate and Ta Af-hanistan Ren™'s free
marl-et rote. Proceads from wool exmorts to hilateral countries are
exchanged at the orficial rate plus an exchenge subsidv of Af 15 ner
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eccounting dollar- hovever, until officinl policy is elarified, any nrmant
over Da Afrhanistan RBank's free wmarket rate for the mceountine dollar in
beings W wd for wool exvorters in bloclhed accounta. ‘loreover, the special
exchange rotes aynlied to nroceeds Crow walnut exnorts to the U0, 0.0,

and Czechoalovajo rere terminated, and auch rrocceds are nov converted

al Da Afghanistan Tank's free marvtet rote for hilateral accounting dollars.

2. Adainistration of control snd prescrintion of currency
Toreipn exchnnen i3 controlled hy the Government throuph Nn Afshanighu

Sanl . The control is facilitate? hy the existerce of relatively large

companies apecializing in the export of asuch commnodities an 'myalu),,

cotton, wool and carvets, lowaver, these comnanies Ao not exercisc a

uononoly over the export of such commodities, vith the exception thet the

export of cotion to hotn multilateral nmud bilsteral :aarkets is resevved

for seven authorized commanies and is now effectively controlled hy the

Covernment, Settlements with .countries with vhich Afrhanistan has bileteral

payaents cgreementa must be nade in the Poreipn currencies snecified in

the ajreements. The proceeds froiv exports of karalul, wool and cotton to

other countries rust be ohtained iwn convertible currencies. There is no

othicr vrescription of currency.

3. Imports an® import pnyments

Immorts are not subject to license, but immort transactions must he
reristered before orders are nlaced wbroad. Imports of a few items (e.fs..
some drugs, liquor, arms and ammunitions) are nrohibited on nuhlic policy
frounds or for security reasons: in some instances, however, snecial
rermission to import these poods riy be ~ranted. The iuportstion of certain
other gooda (e.r., a few textiles and other minor consumer‘roods) is aln
prohibited., There are no quaniitative restrietions on other imports with
the exception of those specified in hilateral agreements. Most hilateral
trade now takes place at international prices. 0On the whole, trade with
bilateral aprecment countrins is carried out on a compensation besis, and
usnually both inports and exnorts are arrsnged by the same trader: imnorts
against evvorts of cotton and wool to biloteral markets are carried out hy
the Governnment or (overmment amencies.

%.  Lxports and export proceeds

Txports (other than rold) are not subject to license, but exmort
transactions nust be rezistered. Txmorts of a few comrmodities (e.r.,
oviun and ruseun pieces) are prohivited. Nthervise, control is exercised
only over exports to bilateral asrcemrut countries. ¥ychan~e receints from
exports of karaul, wool, and cotton to -miltilateral markets must he
surrendered at Da Afghanistan Bank's free marlint rates. The vroceeds of
ell other exports may e s0ld at frec market rates to a domestic hen' or
may be used bv thr exporter to pay for imports. Althoush exnort taxes are
levied on & nuber of items under the customs tariff, the snecial taxes
relating to cotton. oilseeds, walnuts, and raisins vere modified duri
1975/75.
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5. Invisibles_and exchanse restrictions on tourist travel

Central government nevments for foreign debt service and certain other
invisibles are made at the official rate, All other payments are settled
at free morket rates. In Senterher 1073, certain ceilines were introduced
on the amowunt of foreign exichan-c a traveler could ta'2 out of the country.
Previously there hnd been no such limitations. The ceilings differed
according to purnoses of travel; Afghan residents going ebrord for madical
treatment were allowed, afler olbtainine a certi*icate from the Ministyr of
Health, to tale out the enquivalent of US%20 ner day in the case of travel
to the United States, Furove and Japan, and US®10 per day in the case of
travel to other ereas. ‘ierchants were alloved the equivalent of 15120
per day for a maxiruem period of onn mwonth for husiness purnores: and gnecific
guidelines were imwosed on student:z and sovernment officials, ™Mithout
specific permission, the maximum amount a traveler could tae out of the
country was limited to the equivalent of U'9%50 and this was in effact the
allocation for tourist travel. Afphan netionals wmre instructed to ohtzin
certificates either from Da ~Af~hanisten Tan“ or from two commercial hanlks
stating the purpose and amount of foreign exchange taen abroad, 2nd show
the certificates at the borders. It was understood, however, that the
foreign exchange authorities would in some circumstances rsrant exchanre in

excess of the specified guidelines in individual cases, but not normally for
tourist travel.

On April 27, 197" the banks were authorized to sell forelgn sxchange
for pleasure trips abroad up to the equivalent of USSLNO a merson a triv
£ year or US$20 multiplied by the number of davs snment abroad, whichever
vas less:; no additional foreirn exchange for tourism is granted by the
authorities. In late 1975, the exchanre allocation from the hanks for
tourist travel was doubled to US*J00 ner person for one trip a year. ™he
other provisions of the September 1073 directive remain unchanmsed. The
banks and customs officials at the horders are instructed to comnly strictly
with the regulations. It may be noted, however, that no specific directives
have heen issued to restrict exchange transactions through the monev hazaar
vhich, in fact, remains uncontrolled. Travelers are not allowed to bring
in or take out more than Af 500 in Afpghan banknotes.

Forty per cent of the foreign currency salaries of foreign ermloyees
of the Afghan public and private sectors must be converted into Af~hanis
at the cfficial rate, but the remsinins A0 per cent may be remitted ahroad
or exchanged at the free market rate. Txcept in the case of India, receivts
over bilateral payments agrcement accournts from the emhassies and state
trading organizations of the comulilen conrcerrned for their local exnenses
in Afrhaniatan are converted at the offi~ial rate. All otbher reecei~is from
invisibles are sold at free market rates through either the hanks or the
bazaar.
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6. Capital

Foreign investment in Afghanistan recuires nrior apvroval and is
administered, as is domestic wrivate investment, tv an Investnent Committec
composed of five cabinet ministers. The Forei~n snd Nomestic Private
Investment Law of 1353 (issued on July L4, 197)) provides for a nurier of
benefits, vhich include (1) income tax exemption for four years, heginnings
from the date of the first sale of nroducts resulting from the new invest-
ment:; (2) exemption from import duties on essentisl imports (mainly of
canital goods); (3) exemption from taxes on dividends for four years »fter
the first cistribution of dividends, dut not more than geven vears after
the eyvroval of the investment; () interest on foreipn loans wvhich
constitute part of an apnroved investment are deductihle for the nurvoses
of the personal and corporate income texes; (5) exemption from export
duties, provided that the products are nermitted to be exported: and (7)
randatory purcheses by movernrent esgencies and departments from entervrises
established under the ILaw, provided nrices of such nroducts 2re no more
than 15 per cent hirher than the price of the equivalent immort. e Taw
provides that fornign investment in Afrchanistan can orly talre »lacs throush
Joint ventures, with foreipn mparticipation not exceedine 40 wer cent. It
also establishes that an irvestment approved by the Investment Comnmittee
shall require no further license to operate in Afghanistan.

Prineipal snd interest installments on loans from abroad may be
remitted freely to the extent of the leral ohiigation involved. Profits
may be renatriated freely, and capital may be repatriated aftey five years
at an annusl rate not exceeding 20 per cent of the total registered capital.
All the foregoing transfers are made throuzh the free market.

T, Bilateral nayments agreements

ATghanistan maintains bilateral payments arreements vith a Fund
member (India) and three non-und members (Czechoslovakia, the Peovle's
Republic of China, and the U.3.S.R.). Under the avrreements with Mzechos-
lovakia and the U.S.5.R. trade targets for imports and exports hy volure
or value are normally established in annual protocols, and trade is carvied
out at intern.tional prices. The annual trade protocol with the U.S,8.7.
usually comtains provisions concernine debl serviecing, commercial loans,
and technical assistance. Swing mersins are estahlished as follows:
for the U.3.8.R., US%2 million, and for Czechoslovakia, US%L million,
In the case of the agrcoment with thre Peorle's Revwublic of China, indicative
targets by weisht or value are established for smecified exports and all
irports are eligible under the agreemmt: the swing warsin ie € 50,000,
In the case of the clearing arrancements with the U.S.%.M., and tre
Peonle'’s Repuhlic of China, excess halances over the swing marcins are
subject to an interest rate of 2 ner cent per annum; the corres onding
rate for tvhe agreement with Czechoslovakia is 3 per cent ver anm~., Trtra~
swing overdrafts are not normally settled in convertible exchange.
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The agreement with India contains epecial nrovisions. Certain
vortions of trade with Indin are settled by bilateral accounts and the
rest by convertiblc currsncies. Three methods of settlement are established:
{1) by nayment in inconvertible rupees; this covers ahout 90 per cent of
trade, priucipally Afghan fruits and nuts, and Indian consurmer manufac-
turers and engineering foods; (2) throus™ a speecial self-balancinr account
maintaincd by Da Afghanistan Denl. with the State Bank of India. Rumees
generated in this account hy Afghan sales of moat and sheep hiAdes (excluding
Larakul) are used by the Afphan Government in veyment for certain goods
and services vurchased in India; (3) by mayments under letters of credit
in U.3. dollars or in pounds sterling: t**3 type of trade involves mainlv
zoods that could be sold for convertibl. rcurrencies elsevhere, such as,
Afzhan cotton and Indian capitel and durable consumer goods.

€. Gold

Residents may freely nurchase,“hold, and sell domestically gold in any
form in Afrhanistan. Imports of gold are restricted. ™xworts of gold
and silver in any forma other than Jevelry reoguire licenses issued bHv the
Couneil of tiinisters; such licensez are not normally granted excent for
exnorts by or on behalf of the monetary authorities. Commercisl exports
of gold and silver jetvrelry and of other articles conteining minor quantities
of gold or silver do not require e license and may be made freely. Customs
duties are payable on imports and exnorts of silver in any form unless the
import or export is made by or on behalf of the monetary authorities. The
import dvty on gold is 1 per cent.

9. Changes since the last consultation

1275
February 16. The buying rate for the U.S.S.R. clearing dollar wvas
changed from Af Gl to Af 60 per clearing dollar.

Februery 26. Th2 buying rete for clearine dollar acouired from

Czechoslovekia and Yugoslavia was chansed from Af 65 to Af A4 per clearing
dollar.

June 30. “axirum surrender rates anplicable to proceeds from karsiul,
cotton, and wool exmorts to multilateral markets were eliminated. Such
proceeds are now to he surrendered gt the free market rate.

June 20. The immortation of certain goods, mainly consumer products,
was »rohivited.

July 12. The buying rate for clearing dollars acouired from Czechos-—
lovalia, Yugoslavia, and the U.B3.3.%. was changed to Af 30 ner clearing
dollar and that for Chinese clearing sterling to Af 175 ver sterling
clearing wnit.
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October 1. The surrender rate for wroceeds of natural gas exmorts
to the U.£.0.R. was changed from the official rate to the Da Afshanistan
Bank free market rate for bilateral accounting dollars.

Octoher 28, The two svecial exchange rates for exports of walnuts
to the U.3.5.1. and Czechoslovakia were aholished. All proceceds from
walnut exports were to be converted at the Da Afghanistan Bank free martet
rate for hilatersl accounting dollars, and were subject to an export tax
of 2.0 per cent on proceeds exceeding parity.

October 29. The special exchange rate of Af 60 per bilateral accounting
dollayr for cotton exportis was suspended; proceeds from cotton exnorts to

bilateral countries were to be settled at the Da Afchanistan Bank free
narket rate.

Ocober 30. Da Afghanistan Ranl's free market buying and selling rates
for clearing dollars acquired from Czechoslovakia, Yuzoslavia and the U.S.8.R.
were chanzed to Af 57 and Af 59, resnectively; this change unified the
rates with the multilateral free markst rate for the U.S. dollar.

October 30. The buying rate for Chinese clearing sterling was changed

to Afllfa_per-éterling accounting unii: on Movember 22 it was changed to
Af 165,

1976

Janvary 11. Commercial bsnlks were permitted to set their free market
er¥change rates independently of Na Afghanistan Bank. Da Afghanistan Bank
changed its selline rate from Af 50 per U™l to Af 53 ner USS1. The buying
and selling rates were further chansed to Af 5A.5 per US%1 and Af 57.5

per USH1, respectively, on I'arch 27, 1976.
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