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ABSTRACT 
 

This study explores the dynamic effects of global geopolitical risk (GPR) on Afghanistan's macroeconomic 
performance using data from 1990 to 2024. The results of Wavelet Quantile Regression (WQR) show that 
GPR shocks have immediate and negative impacts on GDP, the Exchange Rate (EXP), imports (IMP), 
exports (EXP), and inflation (INF) across all quantiles in the short, medium, and long terms. Notably, the 
response of GDP per capita to GPR is strong in the short term but diminents over time. Additionally, 
IMP and EXP are negatively affected by GPR dynamics owing to border closures, sanctions, and 
disruptions to trade routes in both the short and long terms. The most significant vulnerabilities are 
revealed in EXP and INF, where persistent depreciation and unstable prices harm household welfare in 
low-income, import-dependent economies. These findings provide new insights into one of the most 
fragile nations within the global system and demonstrate the role of the WQR in breaking down multi-
scale dynamics often overlooked by linear models. This study underscores the urgent need for Afghanistan 
to develop adaptation policies that can mitigate short-term shocks, build external buffers, and enable 
structural reforms, ultimately making the country less vulnerable to long-term geopolitical shocks. 
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1. INTRODUCTION 
 

The world economy today can be characterized by greater uncertainty, commonly referred to as 
polyhelicene, in which some shocks, which interact, redefine the global economic system and politics 
(Coetzer et al., 2023; Konovalova, 2023). These shocks are structural and have long-term effects on 
growth, stability, and international cooperation, as opposed to past cyclical contracts. Increased 
geopolitical pressures, fueled by the war between Russia and Ukraine, persistent violence in the Middle 
East, and rising power rivalries among the leading world powers, have been a real nuisance to global supply 
chains, triggering inflation and disrupting financial markets (Asafo-Adjei et al., 2023). At the same time, 
these vulnerabilities have given rise to the possibility of stagflation and economic depression due to the 
accumulation of vulnerabilities, including an increase in global debt, a decline in foreign direct investment, 
and fragile labor markets (Aydin et al., 2025; Korol et al., 2022).  
 Global Geopolitical Risk (GPR) is a crucial factor in contemporary economic studies, reflecting 
the threats posed by war, terrorism, interstate conflicts, and other incidents that disrupt international 
relations (Demirkale et al., 2025; Elsayed et al., 2021; Caldara et al., 2022). Constructed using a news-based 
index, the GPR provides a systematic method for quantifying uncertainty and spikes in the case of 
significant geopolitical occurrences, signaling both immediate threats and market expectations. GPR 
affects the economy in several ways: it lowers investor confidence, slows business decisions, disrupts 
international trade, raises inflation through commodity price shocks, and leads to exchange rate volatility 
(Tzitiridou-Chatzopoulou et al., 2024; Yang et al., 2021). This causes a continuous element of uncertainty, 
which increases the risk of investment and destabilizes finances. 

A substantial body of empirical literature has reported the impact of hallmark geopolitical risk 
(GPR) on macroeconomic performance in various countries and across multiple periods. Geopolitical 
factors, such as wars, terrorism, political conflicts, and trade tensions, have been found to elevate 
uncertainty, disrupt investment choices, and slow the growth of economies, consumption, and 
employment (Aydin et al., 2025; Asafo-Adjei et al., 2023; Caldara et al., 2022). The Caldara-Iacoviello index 
and Geopolitical Risk Dashboard are standardized GPR measures that exhibit spikes when key historical 
events occur, providing sound signals to analyze their effects (Bilgili et al., 2021; Caldara et al., 2022). The 
literature identifies several transmission channels: increased GPR causes market volatility, reduces long-
term investment, affects financial markets, disrupts supply chains, and affects commodity prices, exchange 
rates, and trade flows (Marangoz, 2025; Tzitiridou-Chatzopoulou et al., 2024; Atacan et al., 2023). Given 
the existing evidence from developed and emerging economies, it is possible to state that high geopolitical 
risk is associated with the weakening of exchange rates, reduced investment, fewer capital flows, and highly 
active macroeconomic fluctuations with significant influences on the interplay between inflation and trade 
balances (Althaqafi, 2025; Tuna et al., 2022; Hui, 2021; Yildirim, 2020). These results support the critical 
role of understanding the GPR-macroeconomy relationship in making effective policies, particularly in 
weak and small economies, where increased sensitivity to external shocks may further amplify the adverse 
outcomes of global geopolitical short-sightedness. 

This study is motivated by the fact that Afghanistan is exceptionally vulnerable to global 
geopolitical threats, necessitating an informed economic policy. Afghanistan is a very sensitive 
geographical location in terms of geopolitics. It has been a victim of long-running internal strife, periodic 
international sanctions, and over-dependence on foreign aid in a landlocked, import-dependent economy. 
These structural weaknesses predispose the country to external shocks, including variations in trade, 
investment, and capital flows. Recent events, including changes in political relations, escalating tensions in 
the Middle East, the withdrawal of foreign forces, and heightened geopolitical insecurity, have increased 
the country's susceptibility to adverse macroeconomic impacts. Under these circumstances, the effects of 
Global Geopolitical Risk (GPR) on the Afghan economy are crucial to understanding how vulnerable, 
war-torn, and externally susceptible economies respond to global shocks, thereby informing the 
formulation of policies that can counteract risks and stabilize the economic system. 

This study makes several meaningful contributions to the study of geopolitical risk and economic 
outcomes. First, this innovative work employs a highly sophisticated econometric technique to discuss the 
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impact of Global Geopolitical Risk (GPR) on the Afghan economy at a particular level, offering rich 
insights into many aspects of economic activity and potentially capturing effects that could otherwise be 
missed with less sophisticated techniques. Second, this study presents unique empirical evidence from a 
weak, less-explored economy, filling a significant gap in the existing knowledge that research primarily 
focuses on developed or emerging economies. Finally, the findings will provide valuable information to 
Afghan policymakers and foreign agencies, helping establish measures aimed at reducing the adverse 
effects of exogenous shocks, strengthening the economy, and promoting sustainable economic growth in 
a highly vulnerable environment. The strategy of focusing on a country with a strategically sensitive 
location and long-term internal unrest enhances the theoretical comprehension and practical application 
of political policies within the scope of geopolitical risk economics. 

The remainder of this paper is structured as follows. Section 2 examines the associated literature 
that puts the economic issues in Afghanistan in the context of global geopolitical risk. Section 3 is 
methodological and focuses on how the wavelet quantile regression can capture the time-frequency 
properties of geopolitical shocks on Afghanistan's economy. Section 4 presents the results and 
commentary on the findings, which reveal the empirical patterns and structural weaknesses of 
Afghanistan’s trade and financial systems within their regional and international contexts. Finally, Section 
5 summarizes some significant findings, policy implications, and recommendations that could enhance 
Afghanistan's economic capacity to withstand growing geopolitical uncertainty. 

 
2. LITERATURE REVIEW 
 

The problem of geopolitical risk (GPR) has become a highly active topic in economic literature 
because it exemplifies the dangers to international relationships, including wars, terrorism, and political 
tensions (Guo, 2024; Caldara, 2022). In the aftermath of the global financial crisis in 2008, researchers 
highlighted the impact of uncertainty and international shocks on macroeconomic outcomes in a new 
manner, which had never been seen before (Bonaime et al., 2017). The news-based GPR indexes, including 
the Caldara-Iacoviello index, reflect significant crises, such as World Wars and September 11, and 
consistently indicate a high geopolitical risk associated with declining investment, employment, and output 
(Caldara, 2022; Goswami & Panthamit, 2020). Initial research has also shown that the GPR interferes with 
capital flows and undermines energy security and development strategies (Guo, 2024). 

The negative relationship between GPR and economic growth has been statistically proven by 
empirical research conducted in different countries. The literature shows that the increment of GPR by as 
little as 10 points may cause a decrease in GDP by 0.2-0.4 percent, indicating how much of a drag on 
output heightened uncertainty is (Aydin et al., 2025). These dynamics have supply side disruption 
mechanisms, including the destruction of resources and disruption of production, and demand-side 
contraction mechanisms, including decreased investment, employment, and household expenditure 
(Asafo-Adjei et al., 2023). The dynamics of geopolitical shocks on industrial production and jobs, as 
demonstrated by Vector Autoregressive analyses, show that both advanced and developing economies 
experience suppressed production and job creation due to the impact of these shocks (Caldara, 2022). 
Firm-level studies also conclude that investments are delayed or discontinued during high-risk times, 
specifically in industries that are not diversified, leading to lower profitability and increasing susceptibility 
to industrial activity (Lu et al., 2020). The same is true for financial and credit markets, where banks restrain 
lending, financial investors move at the expense of more secure investments, and consumers reduce 
durable consumption (Alsagr & Almazor, 2020; Atacan & Acik, 2023). The overall effect of these is greater 
macroeconomic turbulence from geopolitical shocks. 

One of the most direct ways in which geopolitical instability affects economies is through trade 
relations. It has been proven that the GPR causes disruption of global supply chains, slowdown of 
container throughput, and disruption of bilateral trade flows (Atacan & Acik, 2023; Goswami & 
Panthamit, 2020). Historical experiences, such as the oil crises of the 1970s and the 1990s, demonstrate 
how geopolitical tensions can precipitate sudden declines in global development by disrupting economic 
relationships (Lai et al., 2023). Recent crises, such as the U.S.-China trade war, negotiations between the 
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United Kingdom and the European Union, and the conflict in Russia and Ukraine, have led to significant 
disruptions in agricultural markets and energy security, as well as commodity prices (Fossung et al., 2021; 
Konovalova & Abuzov, 2023; Dai et al., 2024). In Afghanistan, where imports of food, fuel, and 
intermediate goods are the mainstay of the economy, the risks are incredibly high. The effects of border 
closure, sanctions, and disrupted transit routes are direct on trade volumes. In contrast, long-term 
uncertainty undermines foreign direct investment inflows and limits the possibility of growing exports and 
imports (Truong et al., 2024). Therefore, the above evidence shows that fragile economies that rely on 
imports are particularly vulnerable to geopolitical turbulence via the trade channel. 

Another necessary transmission of GPR is currency volatility. Empirical research using a GARCH-
type model concludes that geopolitical shocks are adverse, resulting in strong and asymmetric depreciation 
of emerging market currencies, especially in a setting with weak institutions and a significant inflow of 
foreign capital (Khaliq, 2022; Gainetdinova, 2023). The Russia and Venezuela case studies indicate that 
long-term geopolitical uncertainty enshrines long-term currency depreciation, increasing risk premiums, 
and compelling macroeconomic changes (Duan et al., 2021; Kyriazis et al., 2023). In Afghanistan, this 
exposure is compounded by dollarization, low reserves, and a lack of countercyclical financial institutions; 
consequently, exchange rate changes are one of the best indicators of external instability. 

Geopolitical risk also significantly impacts inflation. On the supply side, broken trade routes and 
increased energy prices cause cost-push inflation, whereas on the demand side, a reduction in investment 
and consumption in uncertain conditions has the potential to result in disinflation (Bilgili et al., 2021; 
Asafo-Adjei et al., 2023). The experience of emerging markets indicates that inflation volatility increases 
to the greatest extent in situations associated with geopolitical shocks and monetary policy credibility 
(Adeosun et al., 2022; Hui, 2021). The Russo-Ukrainian War, in particular, led to sharp increases in food 
and fuel prices, which disproportionately affected low-income families (Marangoz, 2025). In less 
developed economies such as Afghanistan, where imports and weak institutional structures compound 
inflationary pass-through, households are directly influenced by the dilution of purchasing power and the 
escalation of prices of necessities. 

Although these issues have been extensively covered in developed and developing economies, 
Afghanistan remains an omission in the literature. Being a landlocked, aid-dependent, and conflict-prone 
economy, it is full of structural weaknesses that enhance the effects of geopolitical turbulence. However, 
little has been done to methodically analyze the impact of the GPR on its GDP, trade, exchange rates, and 
inflation. It is essential to cover this gap as it not only adds valuable literature on fragile economies but 
also provides crucial insights into policy strategies to overcome external shocks. 
 
3. METHOD 

3.1 Data 

This study examines the impact of Global Geopolitical Risk (GPR) on Afghanistan's 
macroeconomic indicators, covering data from 1990 to 2024. We employ global geopolitical risk (GPR) 
as the explanatory variable and macroeconomic indicators, including GDP per capita (GDP), Exchange 
Rate (EX), import (IMP), export (EXP), and inflation (INF), as the main response variables. Data on 
GDP, IMP, EXP, and INF were extracted from the World Development Indicators (WDI), and data 
related to EXR were obtained from the International Monetary Fund (IMF). The GPR data were based 
on the study by Caldara et al. (2022). Table 1 provides more information on the variables' acronyms, 
definitions, and sources. 
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Table 1. Variable Names, Status, Description, and Sources 

Variables Status Variables Descriptions Source 

GDP 
EXP 
EMP 
EXR 
INF 

 
 

Y 

Gross Domestic Product (Constant 2015 US$) 
Export of Goods and Services 
Import of Goods and Services 

Exchange Rate (AFN/USD average) 
Inflation (annual % change in Consumer Price Index, CPI) 

WDI 
WDI 
WDI 
IMF 
WDI 

GPR X Global Geopolitical Risk Index Caldara et al. (2022) 

Note: This table provides details on the variable names, status, variable descriptions, and sources of the 
dataset. Additionally, WDI stands for World Development Indicators, IMF for International Monetary 
Fund, and GPR for Geopolitical Risk, which is also included in this table. 

3.2 Model Specification 

The model's specification clarifies that this study employs wavelet quantile regression (WQR) to 
identify the heterogeneous and time-varying impact of global geopolitical risk (GPR) on Afghanistan's 
macroeconomic performance. WQR can unmix complex interactions between various quantiles and 
across time horizons, unlike traditional linear methods, and is therefore very appropriate in an economy 
characterized by structural fragility and constant shocks (Hasan & Li, 2024). The Afghan situation, 
characterized by prolonged instability, reliance on aid, and inadequate financial buffers, requires an 
approach that addresses both short-term and long-term structural weaknesses. As it has been applied in 
other markets (i.e., energy and financial markets), where it is used to identify non-linear spillovers and 
asymmetric effects (Jiang et al., 2025), our method focuses on the transmission of geopolitical shocks 
across major economic pathways, including growth, trade, exchange rates, and inflation. 

The analysis, using this methodology, has offered new findings concerning the state-dependent 
transmission of geopolitical risk, which can allow policymakers to identify the conditions under which the 
Afghan economy is most susceptible. This is particularly relevant in the formulation of stabilization plans 
that deal with both immediate shocks and long-term risks in structural dependencies and weak trade paths. 
Equation: The empirical framework has a functional form expressed as follows: 

𝐿𝑛𝐴𝐹𝑀𝐸𝐼 = 𝑓(𝐺𝑃𝑅)                                                                                               Equation 1 

Where Ln AFMEI is the Afghanistan Macroeconomic Indicator and GPR is the Global Geopolitical Risk. 

3.3 Empirical Estimation Strategy 

Wavelet Quantile Regression is a valuable technique that uses wavelet analysis and quantile 
regression (QR) to determine the dependence of data on multiple scales with high accuracy. Wavelet 
analysis breaks data into frequency-based information, and the WQR can identify moving averages at 
different levels or periods. The WQR provides an opportunity to study changes in the relationship between 
variables through quantiles and periods. Examples include long-, short-, and medium-term analyses when 
examining the relationship between variables. The proposed method is superior to the QR suggested by 
Sim and Zhou (2015). It can be observed that the correlation between two time-series changes over time 
is evident in both the works of Aguiar-Conraria and Soares (2014) and in the work by AlNemer et al. 
(2023). The WQR addresses this issue, as it does not encounter this problem owing to its use of quantiles 
and time scales, as expressed in Equations 2 and 3. 

𝛼1[𝑖] = ℎ1[𝑖] ∗ 𝑠[𝑖] = ∑ ℎ1[𝑖 − 𝑘] ∗ 𝑠[𝑘]

𝑘

                                               Equation 2 

d1[𝑖] = 𝑔1[𝑖] ∗ 𝑠[𝑖] = ∑ 𝑔1[𝑖 − 𝑘] ∗ 𝑠[𝑘]

𝑘

                                                    Equation 3    
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Additionally, a refinement approach was employed to enhance the process. 𝛼1[𝑖] by using 

modified filters  𝑔2[𝑖]  and ℎ2[𝑖] , which are derived from the dyadic up-sampling 𝑔1[𝑖]  and ℎ1[𝑖] . The 

recursive procedure is performed iteratively. The values of J, which range from 1 to J_0 - 1, where J0 ≤ 𝐽  
, were estimated using approximation coefficients and are shown below in Eqs. 4 and 5. 

𝛼𝑗+1[𝑖] = ℎ𝑗+1 ∗ [𝑖] ∗ 𝛼𝑗[𝑖] = ∑ ℎ𝑗+1[𝑖 − 𝑘] ∗ 𝛼𝑗[𝑖]

𝑘

                                Equation 4 

d𝑖+1[𝑖] = 𝑔𝑗+1[𝑖] ∗ 𝛼𝑗[𝑖] = ∑ 𝑔𝑗+1[𝑛 − 𝑘] ∗ 𝛼𝑗[𝑗]

𝑘

                                     Equation 5 

The values of 𝑔𝑗+1[𝑖]  and ℎ𝑗+1 ∗ [𝑖]= U(h𝑗[𝑖]  =U(g𝑗[𝑖] , where U denotes the up-sampling 

process that inserts zero values between consecutive time points. The WQR result is obtained for each J 
level. The following methods are used to determine the WQR for the Y and X at a specific degree of 
decomposition (J) and for a given quantile (q), as shown in Eq. 6. 

∅(φ)(𝑑𝑗 ∗ [𝑌] ∗ 𝑑𝑗[𝑋]) = Ɓ0(φ) + Ɓ1(φ) ∗ 𝑑𝑗[𝑋]                                                  Equation 6 

 
3.4 Wavelet Quantile Regression (WQR) 

Wavelet Quantile Regression (WQR) offers an econometric model that provides a sound approach 
to examining the impact of global geopolitical risk (GPR) on economic performance indicators in 
Afghanistan in a heterogeneous and time-varying manner. WQR can be used to separate short-, medium-
, and long-term dynamics and affect different points of the conditional distribution, as high-frequency 
components are split off using wavelet decomposition and quantile regression. This dual nature makes the 
WQR particularly suitable for economies such as Afghanistan, where structural fragility and frequent 
shocks lead to nonlinear and asymmetric responses. 

In contrast to the usual regression models, which do not vary with changes in time and distribution, 
the WQR reveals a varying relationship between the GPR and macroeconomic performance with respect 
to the horizon and the economic state. As an illustration, it suggests that geopolitical shocks are more 
detrimental during recessions (lower quantiles) than during expansions (upper quantiles) and are non-
random or enduring in long-term frameworks. This goes beyond the usual Quantile-on-Quantile 
Regression (QQR) model proposed by Sim and Zhou (2015), where WQR combines the time-separation 
of wavelet filters with the distribution of quantile regression. 

Based on the results of Aguiar-Conraria and Soares (2014) and recent research such as AlNemer 
et al. (2023), the WQR is applied in this case to determine the change in the relationship between GPR on 
one hand and the GDP, inflation, exchange rate, exports, and imports of Afghanistan, based on the scale 
and economic state. Such a methodological improvement will ensure that the empirical findings are not 
limited to average effects but provide a comprehensive picture of how geopolitical risk affects various 
macroeconomic channels in different economic environments. 

4. RESULT AND DISCUSSION 
 

The dynamic interaction between global geopolitical risk and Afghanistan's macroeconomic 
trajectory is essential to understand, as the country has long been exposed to political instability, security 
issues, and an economy that is heavily reliant on external forces. Geopolitical shocks cause not only 
temporary disruptive effects but also structural effects that have a bearing on investment flows, trade 
routes, currency stability, and household welfare. Remittances and access to regional trade can amplify the 
spread of geopolitical risk in both downward and upward cycles in fragile economies, such as Afghanistan, 
where development depends on aid flows. Geopolitical risks spread rapidly and unevenly, constraining the 
duration of recovery. To study these dynamic complexities, Wavelet Quantile Regression (WQR) provides 
a valuable perspective, as it enables us to examine the impact of risk across different time periods and 
economic climates. 
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4.1 Wavelet Quantile Regression (WAR) 

These dynamics can be understood in more detail in Figure 1, which represents a wave-like pattern 
of interaction between geopolitical risk and major macroeconomic indicators over time and quantiles.  
Figure 1a, representing the first pane,lfocuses onn the correlationbetweene the  GPR and GDP, indicating 
an apparent state-dependent trend. Geopolitical shocks have a powerful effect on both the lower and 
upper quantiles of GDP: they increase declines in the economy that is already weak and restrain expansion 
during periods of prosperity. This underscores the incisive structural weaknesses in Afghanistan, with 
security and external relations problems rapidly deteriorating in the country. Conversely, at long- and 
medium-term horizons, the correlation becomes much weaker, and most quantiles are only weakly 
significant. It is important to note that the effect is more substantial in the higher quantiles, which implies 
that GPR is a considerable drag on growth in the short run. However, long-run economic dynamics are 
becoming more structural due to factors such as trade reconfigurations, external financing terms, and 
institutional resilience. In general, these results highlight the fact that the dynamics of growth in 
Afghanistan are vulnerable to the instability of the geopolitical situation in the short term, and the long-
term developmental dynamics are more dependent on systemic reforms and interactions with the outside 
world than on changes in the risk of the immediate geopolitical situation. 
  Figure 1bshowsr that geopolitical risk (GP influences exportperformances. The findings indicate 
a high sensitivity in the short run, particularly at the lower quantiles, where stronger geopolitical tensions 
drastically reduce export flows. This is in line with the ongoing border closures, sanctions, and 
destabilization of transit routes in Afghanistan, which have significantly impacted regional trade, leading 
to the instantaneous destruction of trade volumes due to the fragile economy. The effects are more minor 
at median quantiles, indicating that in less volatile economic circumstances, exports are not as sensitive to 
geopolitical impacts. Nonetheless, the fact that these associations remain relevant in the upper quantiles 
over time indicates that geopolitical risk also constrains the ultimate potential of export growth in the 
favorable cases of external demand and prices. This skewed trend highlights the instability of Afghanistan's 
commodity exports and underlines that regional political stability and international relations are of 
paramount importance in determining the country's access to global markets.  Figure 1 shows the Wavelet 
Quantile plots depicting the relationship between GPR and GDP, EXP, IMP, EXR, and INF. 

 
Figure 1a. WQR between the GPR and GDP. 

 
Figure 1b. WQR between the GPR and EXP. 
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Figure 1c. WQR between the GPR and EMP. 

 

 

Figure 1d. WQR between the GPR and EXR. 

 
Figure 1e. WQR between the GPR and INF. 

1a. WQR between the GPR and GDP. 
1b. WQR between the GPR and EXP. 
1c. WQR between GPR and IMP. 
1d. WQR between GPR and EXR. 
1e. WQR between the GPR and INF.  

 
Figure 1c illustrates the correlation between geopolitical risk (GPR) and imports across different 

periods and quantiles. The WQR findings suggest that short-term shocks in GPR substantially decrease 
the volume of imports at lower quantiles, where Afghanistan's economy is particularly susceptible to 
shocks owing to its heavy reliance on imported food, fuel, and intermediate goods. This proves that the 
vulnerabilities of the supply chain and funding problems are the most noticeable in periods of political 
instability or sanctions and compound the effect on already weak trade flows. The relationship at median 
levels is less intense, which means that under more stable conditions, the rebound of imports can occur 
to some degree. Nevertheless, the long-term tendencies indicate that strong correlations are recapitulated 
in both lower and upper quantiles, as shown in darker colors, suggesting that long-term geopolitical 
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uncertainty not only limits the ability to import during stressful times but also hinders growth in cases of 
growing demands. This response to both the short and long term verifies that imports are one of the most 
geopolitically sensitive economic indicators in Afghanistan, where transaction costs, currency variation, 
and trade finance barriers strongly determine long-term trends. 

Figure 1d demonstrates the association between geopolitical risk (GPR) and the exchange rate at 
various time horizons and quantiles. This correlation is strong in the short run, particularly at lower 
quantiles, during periods of increased geopolitical tension that lead to the rapid depreciation of the 
Afghani. The result of this is dollarization surges, the removal of correspondent banking facilities, and the 
loss of investor confidence in turbulent times. With the time span extended to the medium term, the 
correlation decreases slightly. However, it persists in several quantiles, indicating that the impact of GPR 
on exchange rate movements is not entirely short-term. The connection is again found to be strong in the 
higher quantiles in the long run, with the color gradient being more pronounced. It is clear that the 
continued or repeated effect of geopolitical stress is entrenched in the structure of the exchange rate and 
not fleeting. This trend highlights the significant impact of geopolitical factors on Afghanistan's exchange 
rate trend, particularly given the absence of robust monetary systems and foreign exchange reserves, which 
could otherwise mitigate the currency's vulnerability to such recurring shocks. 

Figure 1e shows how the geopolitical risk (GPR) and inflation interact in various quantiles. The 
WQR analysis reveals that the short-term impacts of the GPR are more pronounced at higher quantiles, 
where periods of higher uncertainty have led to a steep price upsurge. The causes of these spikes are 
primarily due to derailed import flows, delays at border crossings, and high pass-through of exchange rates 
that bring about an immediate increase in consumer prices. The fact that these effects are still being felt 
in the medium and long run, particularly at the extreme ends of the distribution, suggests that geopolitical 
instability continues to make inflation structurally high and leads to stable price volatility. However, the 
weaker relationships of the lower quantiles suggest that geopolitical risk has a minimal impact on causing 
episodes of disinflation in the short term. 

In Afghanistan, where poverty, reliance on imported goods, and weak financial institutions prevail, 
such inflationary strains are not merely statistical; they have a direct, negative impact on the welfare of 
households. During the geopolitical crisis, families are the biggest losers, as food, fuel, and basic 
commodity prices skyrocket, leaving many of them in a more vulnerable position. The Afghan economy 
lacks insulation mechanisms against external shocks, such as fiscal transfers or monetary policy, which 
affect households entirely due to the inflationary impact of geopolitical risk, unlike advanced economies. 
Therefore, the WQR outcomes extend beyond macroeconomic instability, reflecting the practical 
implications of geopolitical shocks on everyday Afghans and the effects of insecurity, sanctions, and other 
regional disruptions, which adversely impact real incomes and access to necessities. 
 
5. CONCLUSION AND RECOMMENDATION 
 

The results of this study confirm that the Afghan economy is mainly vulnerable to international 
geopolitical threats and short-term shocks, characterized by a significant decline in GDP, reduced trade, 
and currency exchange. Meanwhile, long-term uncertainty keeps inflationary pressures high and limits the 
ability to resist shocks. Unlike advanced economies with fiscal buffers and well-established institutions, 
Afghanistan's dependence on imports, aid, and weak financial systems worsens the effects of geopolitical 
instability on its economy. 

5.1 Recommendation  

A comprehensive approach must be adopted to address these weaknesses. Improving trade 
corridors and regional integration is crucial to making them less vulnerable to border closures and political 
conflicts. Building foreign exchange reserves and strengthening monetary policy frameworks would 
provide the stability needed to counteract currency shocks. Managing inflation should be a top priority by 
securing essential imports, such as food, fuel, and medicine, through strategic reserves and bilateral 
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agreements, as households in low-income economies are most vulnerable to price increases. 
Simultaneously, long-term resilience involves implementing institutional and structural reforms, such as 
improving governance, reinforcing financial institutions, and reducing reliance on external aid to transform 
growth into sustainable inward productivity. Ultimately, establishing effective coordination with 
international partners and multilateral organizations to develop joint mechanisms is vital for reducing 
Afghanistan's exposure to global instability. Overall, these recommendations highlight that while 
Afghanistan cannot avoid all geopolitical risks, a blend of short-term stabilization measures and long-term 
structural reforms will significantly improve its ability to withstand shocks and promote macroeconomic 
stability. 
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