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There will be an International
conference in Kabul in March

‘Who form Turkey will be at the
conference?

They participated in our
conference 2 years ago
The schedule is very busy

We’ll have plenary sessions,
sittings, roundtable talks,
discussions

What language are you going to
speak in?

Let me introduce the members of

our delegation

The organizing committee is on
the second floor

I am a representative of the
Afghan delegation

You are welcome!

The motto of the festival is peace

There are 5 items on the agenda
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The conference is declared open

The conference is very
interesting

Addition
Agenda
Amendment
Candidate
Chairman
Closing speech
Debate

Draft

Leaflet
Minutes

Motto

Motion
National anthem
To object to
Opening speech
Placard
Protocol department
Report
Salutary speech
Speaker

Theme

Theses

Visiting card

Vote
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Parity Conditions

1. Relative inflation rates
2. Relative interest rates
3. Forward exchange rates
4. Interest rate parity

is there a well-developed and liquid system in place to support currency
is there a sound and secure banking Currency?
Money and capital market in that Trading activities?
Spot
Exchange
Rate
Asset Market Balance of payments
1. Relative Real interest rates
2. Prospects for economic growth 1. Current account balances
3. Supply and demand for assets 2. Portfolio investment
4. Outlook for political stability 3. Foreign direct investment
5. Speculation and liquidity 4. Exchange rate regimes
6. Political risks and controls 5. Official Monetary reserves
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In figure 4, an increase in the Afghan
demand for the USD (rightward shift of the
demand curve) causes a rise in the
exchange rate, an appreciation in the USD,
and depreciation in the AFN. Conversely, a
fall in demand would shift the demand
curve left and lead to a falling USD and
rising AFN. On the supply side, an increase
in the supply of USD to the Afghan market
(supply curve shifts right) is illustrated in
Figure 5, where a new intersection for
supply and demand occurs at a lower
exchange rate and an appreciated AFN. A
decrease in the supply of USD shifts the
curve leftward, causing the exchange rate
to rise and the AFN to depreciate. Increase
in Demand Increase in Supply.

When the forces between supply and
demand change, the market moves in ways
to clear itself through a change in price. In
international finance markets, if many
investors are selling a particular currency,
they are making it more readily available
and increasing its supply. If there is not an
equal amount of buyers, or demand, for
that currency, its price will go down in order
to strike a new balance between supply and
demand.

Ghazanfar Bank Monthly Magazine

The direction in which the value of a
currency is heading can cause cash to flow
into or out of that currency. A currency that
is appreciating can cause money to flow
into its country’s assets as investors and
FOREX traders want to benefit from buying
or taking “long” positions on the currency
as the currency’s price rises.

B. Price Determining Factors

In the aforesaid paragraphs how demand &
supply situation governs the price of a
particular foreign currency at any given
point of time was discussed.

Now related demand & supply situation of a
particular foreign currency are dependent
on many factors. In Fig. 6 it is described
how at any given point of time the Spot
Exchange Rate of any particular currency
against home currency is influenced in a
country with well governed money market
with a sound & secured banking system.
The Parity condition; Asset Market &
Balance of Payment Position of the country
govern the Demand & Supply situation of
Foreign Currency at any given point of time.
All these influencing factors may not be
applicable in case of Foreign Exchange price
movement in Afghanistan as we have
discussed earlier.

In general, the determining factors are
which causes a country’s position on
Balance of payment towards current
account balance etc; Parity Conditions
towards inflation rate, interest rate etc; &
the Asset Market conditions & prospect for
economic growth as depicted below.
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For Afghanis, American goods are less
expensive when the USD is cheaper and the
AFN is stronger. At depreciated values for
the USD, Afghanis will switch from Afghani -
made or third-party suppliers of goods and
services to American suppliers. Before they
can purchase goods made in America, they
must exchange AFN for USD. Consequently,
the increased demand for American goods
is simultaneously an increase in the
guantity of USD demanded.

SUPPLY CUREVE

Figure 2 shows the supply side of the
picture. The supply curve slopes up because
American Firms and consumers are willing
to buy a greater quantity of Afghani goods
as the dollar becomes cheaper (i.e. they
receive more AFN per USD). Before
American Customers can buy Afghani
goods, however, they must first convert
USD into AFN, so the increase in the
guantity of Afghani goods demanded is
simultaneously an increase in the quantity
of foreign currency supplied to Afghanistan.
From practical point of view, it is observed
that market situation of supply of USD or
any other foreign currency in Afghanistan is
largely dependent on other influencing
factors. Grants, donations & different
foreign aided program contribute major
source of supplies of foreign exchange in
Afghanistan.
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EQUILIBRIUM PRICE
AFN/USD

Rl e

Q1 QUANTITY (USD)
FIG:3

Suppliers and consumers meet at a
particular quantity and price at which they
are both satisfied. Figure 3 combines the
supply and demand curves. The intersection
determines the market exchange rate at R1,
the demand and supply of USD to the
Afghanistan Q1. This is known as
equilibrium or the market’s clearing point..

Changes in Demand and Supply
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guantity demanded as we move along the
Demand Curve from point to point
implying that when the price increases
demand decreases &.when the price
decreases demand increases.

e Law of Supply

The Law of Supply states the relationship
between the price of a good & the quantity
of that good supplied in the market. The
decision of the suppliers to supply goods is
also dependent on various factors.

The Law of Supply is having a direct
relationship with the price of goods. From
the given below diagram, it is seen that
Supply Curve is positively slopped. There is
a change in quantity supplied as we move
along the Supply Curve from point to point
implying that when the price increases
supply increases & when the price
decreases supply decreases.

It is understood that prices of goods,
commodities and exchange rates are
determined on open markets under the
control of two forces, supply and demand.

The laws of Demand and Supply show that:

e High supply causes low prices,
high demand causes high prices.

e When there is abundant supply
of a given commodity then the
price should fall.

e When there is a scare supply of
a given commodity then price
should increase.

e Therefore an increase in the
demand for a commodity would

cause it to appreciate in value,
whereas an increase in supply
would cause it to depreciate.

The value of a nation’s currency, under a
floating exchange rate, is determined by the
interaction of supply and demand. We will
work through some charts and example to
show how these forces work, from a
theoretical point of view.

DEMAND CURVE

R =AFN/USD

DEMAND

QUANTITY (USD)
FIG:1

Figure 1 shows the demand for United
States Dollars (USD) in Afghanistan. The
curve is a normal downward sloping
demand curve, indicating that as the USD
depreciates relative to the AFN, the
guantity of USD demanded by Afghanistan
increases. Note that we are measuring the
price of the USD - the exchange rate on the
vertical axis. Since it is USD per AFN
(USD/AFN) it is the price of a USD in terms
of AFN and an increase in the exchange
rate, R is a decline in the value of the AFN.
In other words, movements up the vertical
axis represent an increase in price of the
USD, which is equivalent to a fall in the
price of the AFN. Similarly, movements
down the vertical axis represent a decrease
in the price of the USD
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Foreign Currency: Foreign Currency means
any currency other than local currency
which is used in settling international trade
transactions.

Foreign Exchange: The exchange of one
currency for another or the conversion of
one currency into another currency. Foreign
Exchange also refers to the global market
where currencies are traded virtually
around-the-clock. = The term foreign
exchange is usually abbreviated as “FOREX”
and sometimes as “FX”.

Foreign Exchange Market: Global market in
convertible currencies is traded & their
conversion rates are determined. It is the
world’s largest financial market in which
every day, on an average, some one and
one-half trillion dollar worth of currencies
are bought & sold. Out of this about 15% is
traded for goods or services, the balance
85% is traded by the individual &
institutional speculators.

A. Market Mechanism
[Taken into consideration as Home Country

(Afghanistan) Currency = AFN & Foreign
Country (United States) Currency = USD]

At any given point of time, there is always
demand for Foreign Currency towards
payment & settlement for trade & services
between two countries. So Foreign
Currencies are treated nothing other than
any good which acts as a medium of
exchange against home currency in settling

a transaction between two countries. At
any point of time the price of each foreign
currency is determined on the basis of
market demand & supply situation of the
particular foreign currency.

In understanding market demand & supply
let us understand the basic theories of Law
of Demand & Law of Supply & how prices of
goods & services are determined & a
condition of equilibrium price is attained.

° Law of Demand

On the demand side of a market,
consumers buy products from
firms.  The main guestion
concerning the demand side of the
market is: How much of a
particular product are consumers
willing to buy during a particular
period? A consumer who is willing
to buy a particular product is
willing to sacrifice enough money
to purchase it. The consumer
doesn’t merely have a desire to
buy the good, but is willing and
able to sacrifice something to get
it. Notice that DEMAND is
defined for a particular period, for
example, a day, a month, or a year.

The Law of Demand states that there is a
negative relationship between price &
quantity demanded. From the given below
diagram, it is seen that Demand Curve is
negatively slopped. There is a change in




