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Istisna Agreement in Islamic Economy and the Need for Its
Implementation in Afghanistan

Sabawoon Hammas
ABSTRACT
The term «Istisna) means to create or manufacture. According to the Hanafi school of thought,
Istisna is a contract that pertains to goods that are to be produced and where the production
process is a condition of the agreement. From this perspective, the Istisna contract is
considered an independent and valid agreement. However, the majority of scholars view the
Istisna contract as a type of Salam contract, meaning that the conditions necessary for a Salam
contract must also be present in an Istisna contract.
Like other contracts, the Istisna contract has a set of essential elements and conditions that
must be satisfied. There are three forms of the Istisna contract: simple (basic) Istisna, parallel
Istisna, and installment (divided) Istisna. This contract plays a crucial role in Afghanistan)s
economic development, particularly in financing major infrastructure projects, health,
military equipment, and agriculture.
Key word: Istisna, parallel Istisna, financing, basic Istisna, economy
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Abstract:

The preservation of wealth is one of the objectives of Islamic Sharia, manifested in both
positive aspects (legitimacy of business and trade) and negative aspects (prohibition of theft,
usury, and hoarding). This research, employing a descriptive-analytical methodology with a
jurisprudential-economic approach, examines the limits and boundaries of income acquisition
in Islam. The findings indicate that while Islam encourages lawful earnings and production, it
prohibits the exploitation of people)s needs and selling goods above their real value. Hoarding,
defined as withholding food and essential commodities with the intention of price gouging, is
forbidden from both traditional and rational perspectives. Although there is no explicit text
regarding the permissible limit of profit, economic conditions and public interest necessitate
that business operations be conducted within the framework of moderation. The research
results indicate that deliberate hoarding of essential commodities aimed at disrupting the
supply and demand system and gaining unusual profits is a clear example of oppression and

infringement of public rights.

Keywords: Hoarding, Monopoly, Market, Forbidden (Haram), Permissible (Halal), Grain,
Foodstuffs.
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. Social Safety Nets: Establish comprehensive social safety nets to mitigate the social im-
pact of privatization, particularly for vulnerable groups affected by job losses. Social programs
should be in place to support those who lose employment as a result of privatization (Amjad,
1996).

° Stakeholder Engagement: Involve all relevant stakeholders, including labor unions,
civil society, and local communities, in the privatization process. Their input can help identify
potential risks and ensure that the process is fair and equitable (Saeed, 1999).

. Gradual Implementation: Adopt a phased approach to privatization to allow time
for regulatory frameworks to be established and for any potential negative impacts to be ad-
dressed. This can help ensure that the transition from public to private ownership is smooth
and sustainable (Haque, 2001).

. Focus on Strategic Sectors: Prioritize the privatization of non-strategic sectors while
maintaining state control over critical infrastructure and services, such as energy and water,
where public ownership may be necessary to ensure equitable access and national security
(Khan & Khan, 1999).

. Enhance Institutional Capacity: Build the capacity of institutions responsible for man-
aging the privatization process and regulating the privatized sectors. This includes training
personnel, improving governance practices, and ensuring adequate funding (Malik, 1997).
. Monitor and Evaluate: Establish mechanisms for ongoing monitoring and evaluation
of privatized entities to assess their performance and impact on the economy and society. This
can help identify areas where further intervention is needed and ensure that privatization
achieves its intended goals (Mahmood, 2000).

. Legal Safeguards: Introduce legal safeguards to protect against potential abuses in the
privatization process. This includes strict anti-corruption laws and clear legal recourse for par-
ties affected by unfair practices during privatization (Malik, 1997).

. Public Awareness and Education: Conduct public awareness campaigns to educate
citizens about the goals and benefits of privatization. This can help build public support and
reduce resistance by ensuring that the public understands how privatization will be conducted
and how it may benefit them (Saeed, 1999).
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prehensive social safety net exacerbated poverty and inequality, particularly in urban areas
where many SOEs were based (Amjad, 1996).

. Regulatory Weaknesses: The absence of a strong regulatory framework resulted in the
emergence of private monopolies in certain sectors, which led to higher prices and reduced
consumer choice, particularly in the telecommunications and energy sectors (Mahmood, 2000).
. Transparency Issues: The privatization process was marred by allegations of corrup-
tion, lack of transparency, and favoritism. This eroded public trust and led to legal challenges,
particularly in high-profile cases like the sale of banks (Malik, 1997).

. Sectoral Variability: The outcomes of privatization varied across sectors. While the
banking and telecommunications sectors generally benefited, some manufacturing and heavy
industries struggled due to market concentration and inadequate competition (Mahmood,
2000).

o Public Opposition: The social costs and perceived lack of fairness in the privatization
process led to significant public opposition. Labor unions and civil society organizations fre-
quently protested against privatization, particularly in cases where job security was threatened
(Saeed, 1999).

. Political Influence: The process of privatization in Pakistan was heavily influenced by
political considerations, with certain transactions benefiting politically connected individuals
or groups. This led to uneven distribution of the benefits of privatization (Malik, 1997).

o Long-Term Impact: Despite the immediate fiscal benefits, the long-term impact of pri-
vatization on Pakistan’s economy was mixed. While certain sectors saw sustained improve-
ments, the lack of comprehensive planning and regulatory oversight limited the broader eco-
nomic benefits (Haque, 2001).

Recommendations

. Enhance Transparency: Ensure that the privatization process is conducted transparent-
ly, with clear criteria for selecting buyers and setting prices. This can be achieved through open
bidding processes and the involvement of independent oversight bodies to prevent corruption
and favoritism (Malik, 1997).

. Strengthen Regulatory Framework: Develop and enforce a strong regulatory frame-
work to oversee newly privatized entities. This includes creating independent regulatory au-
thorities with sufficient power and resources to prevent monopolistic practices and protect
consumer interests (Mahmood, 2000).

. Protect Employment: Implement measures to protect workers’ rights and minimize job
losses during privatization. This could include providing retraining programs, severance pack-
ages, and unemployment benefits to support displaced workers (Amjad, 1996).

. Promote Fair Competition: Encourage competition in sectors where privatization oc-
curs by breaking up monopolies and preventing the concentration of ownership. This will help
to ensure that consumers benefit from lower prices and improved services (Mahmood, 2000).
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Regulatory Challenges

The success of privatization in contributing to economic growth and efficiency is heavily de-
pendent on the existence of a robust regulatory framework. In Pakistan, the regulatory insti-
tutions were often weak, underfunded, and lacking in capacity, which limited their ability to
effectively oversee the privatized sectors (Malik, 1997).

In some cases, the lack of effective regulation led to the creation of private monopolies, where
the new owners of privatized enterprises exploited their market position to the detriment of
consumers. This was particularly evident in sectors like telecommunications and energy, where

consumers faced high prices and limited choices despite privatization (Mahmood, 2000).

Conclusion

The impact of privatization on Pakistan’s economy in the 1990s was complex and multifaceted.
While privatization helped reduce the fiscal burden on the government and led to improve-
ments in the efficiency of certain sectors, it also had significant social costs and was marred by
allegations of corruption and favoritism. The experience of Pakistan highlights the importance
of a transparent and accountable privatization process, as well as the need for a strong regula-
tory framework to ensure that the benefits of privatization are widely shared.

In conclusion, while privatization can be a powerful tool for economic reform, its success de-
pends on careful implementation, robust regulation, and consideration of social impacts. Pa-
kistan’s experience in the 1990s provides valuable lessons for other countries embarking on
similar reforms.

Findings

. Fiscal Impact: Privatization generated significant revenue for the Pakistani govern-
ment, which was crucial in reducing fiscal deficits during the 1990s. The sale of state-owned
enterprises (SOEs) helped alleviate the financial burden on the state (Khan & Khan, 1999).
. Efficiency Gains: Privatization led to notable improvements in the efficiency of certain
sectors, particularly in banking and telecommunications. Private ownership incentivized bet-
ter management practices, which resulted in increased productivity and profitability (Haque,
2001).

. Economic Growth: The privatization of major sectors contributed to overall economic
growth by attracting foreign investment and enhancing the competitiveness of industries like
telecommunications (Khan & Khan, 1999).

. Sectoral Improvements: The banking sector saw significant improvements post-privat-
ization, including better asset management and enhanced customer service. Similarly, the tele-
communications sector witnessed infrastructure expansion and improved service quality due
to increased competition (Qayyum & Khan, 2007).

. Job Losses: A major negative consequence of privatization was job losses. Many work-
ers were laid off as newly privatized firms sought to cut costs and streamline operations, lead-
ing to increased unemployment and social unrest (Amjad, 1996).

. Social Inequality: The reduction in employment opportunities and the lack of a com
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Sectoral Analysis of Privatization

Banking Sector

One of the most significant areas of privatization in Pakistan during the 1990s was the bank-
ing sector. The government privatized several major banks, including the Muslim Commer-
cial Bank (MCB) and Allied Bank. The privatization of these banks led to notable improve-
ments in their financial performance, with increased profitability, better asset management,
and enhanced customer services (Qayyum & Khan, 2007).

However, the process was not without controversy. The sale of banks was criticized for being
conducted in a non-transparent manner, with allegations of undervaluation and favoritism
towards certain business groups (Malik, 1997). Despite these criticisms, the privatization of
the banking sector is generally considered one of the more successful aspects of the privatiza-
tion program.

Telecommunications Sector

The privatization of Pakistan Telecommunication Company Limited (PTCL) was another
landmark in the 1990s. PTCL’s partial privatization and the liberalization of the telecommuni-
cations sector led to significant improvements in service quality, expansion of telecom infra-
structure, and increased competition (Khan & Khan, 1999). The entry of private players into
the market broke PTCL's monopoly, resulting in lower prices and better services for consum-
ers (Haque, 2001).

However, the process also faced challenges, including labor unrest due to fears of job losses
and resistance from employees concerned about the potential erosion of benefits and job secu-
rity (Amjad, 1996).

Manufacturing and Heavy Industries

Privatization in the manufacturing and heavy industries sector had mixed outcomes. While
some firms experienced improvements in efficiency and profitability, others struggled due

to the lack of competitive markets and the absence of effective regulatory oversight. The steel
and cement industries, for example, saw improvements in productivity, but concerns re-
mained about market concentration and the potential for monopolistic practices (Mahmood,
2000).

Social and Economic Impact

The social impact of privatization in Pakistan during the 1990s was significant. One of the
most immediate effects was job losses, as newly privatized firms sought to reduce costs by
downsizing their workforce. The reduction in employment opportunities exacerbated poverty
and inequality, particularly in urban areas where many SOEs were based (Amjad, 1996).
Moreover, the lack of a comprehensive social safety net meant that many displaced workers
struggled to find new employment, leading to social unrest and opposition to further privat-
ization efforts (Saeed, 1999). The social costs of privatization, therefore, were a major concern
and highlighted the need for more careful planning and consideration of the broader econom-
ic and social impacts of such policies.
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Literature Review

Theoretical Foundations of Privatization

The theoretical justification for privatization is rooted in the belief that private ownership leads
to more efficient allocation of resources than state ownership. According to property rights the-
ory, private owners have a stronger incentive to maximize the value of assets because they di-
rectly benefit from the profits generated (Shleifer & Vishny, 1994). This incentive structure the-
oretically leads to better management, higher productivity, and ultimately, economic growth.
Moreover, public choice theory argues that government-controlled enterprises are more sus-
ceptible to inefficiency due to bureaucratic management and the pursuit of political objectives
rather than profit maximization (Niskanen, 1971). Privatization is seen as a means to reduce
these inefficiencies by introducing market discipline.

Empirical Studies on Privatization in Developing Countries

Empirical studies on privatization in developing countries have shown mixed results. On the
one hand, studies have demonstrated that privatization can lead to significant improvements
in firm performance, particularly in terms of profitability, productivity, and investment (Meg-
ginson & Netter, 2001). For instance, research by Galal et al. (1994) on privatization in develop-
ing countries found that privatized firms often performed better than their state-owned coun-
terparts.

However, the outcomes of privatization are highly context-dependent. In some cases, privat-
ization has led to negative outcomes such as job losses, increased inequality, and the creation
of private monopolies. This has been particularly evident in cases where the regulatory frame-
work was weak or where the privatization process lacked transparency (Cook & Kirkpatrick,
1995).

Privatization in Pakistan: The 1990s Experience

Economic Rationale and Objectives

The economic rationale for privatization in Pakistan during the 1990s was multifaceted. The
government sought to reduce its fiscal burden, improve the efficiency of SOEs, attract foreign
investment, and foster economic growth. The sale of SOEs was also seen as a way to generate
immediate revenue to alleviate fiscal deficits (Khan & Khan, 1999).

The government, under pressure from the IMF and World Bank, adopted privatization as part
of broader economic reforms, which included trade liberalization, deregulation, and finan-
cial sector reforms (Haque, 2001). These reforms were intended to shift the economy from a
state-dominated model to a more market-oriented one, thereby enhancing overall economic
efficiency.
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Abstract

This paper examines the impact of privatization on Pakistan’s economy during the 1990s, a
period marked by significant structural reforms initiated under the auspices of international
financial institutions. Through a comprehensive analysis, the paper explores the economic
rationale behind privatization, its implementation across various sectors, and the resultant
socio-economic outcomes. While privatization contributed to fiscal stability and enhanced ef-
ficiency in sectors like banking and telecommunications, it also led to significant social costs,
including job losses and increased inequality. The study highlights the critical importance of
transparency, regulatory oversight, and stakeholder engagement in ensuring that privatiza-
tion yields sustainable economic benefits. The paper concludes with a set of recommendations
for improving the effectiveness of future privatization initiatives in Pakistan.

Keywords: Privatization, Pakistan economy, 1990s, structural reforms, fiscal deficit, economic
efficiency, social impact, regulatory framework, employment, transparency.

Introduction

Privatization, a policy initiative of transferring ownership of state-owned enterprises (SOEs)
to the private sector, was adopted by numerous countries in the late 20th century as part of
structural adjustment programs (SAPs) endorsed by international financial institutions such
as the World Bank and the International Monetary Fund (IMF). Pakistan, during the 1990s,
was no exception, and the country witnessed a significant wave of privatization under the
government of Prime Minister Nawaz Sharif. This paper provides a comprehensive analysis
of the impact of privatization on Pakistan’s economy during the 1990s, drawing on empirical
studies and theoretical frameworks.

Historical Context of Privatization in Pakistan

The concept of privatization in Pakistan dates back to the early 1980s, but it was during the
1990s that the process gained substantial momentum. The structural economic issues faced
by Pakistan, including fiscal deficits, inefficiencies in SOEs, and pressure from international
financial institutions, compelled the government to initiate a privatization program aimed at
reducing the fiscal burden and fostering a more competitive economy (Malik, 1997).

The Privatization Commission of Pakistan was established in 1991 with the mandate to over-
see the divestiture of government-owned enterprises. The initial phase focused on small and
medium-sized enterprises, but the scope quickly expanded to include larger entities in sectors
such as banking, telecommunications, and heavy industries (Ahmad, 1999).
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“I don't understand how the banking system works. It seems too complicated and risky for
someone like me.”

This lack of financial literacy is compounded by the absence of educational programs aimed
at rural populations. While some MFIs provide basic training, these efforts are insufficient to
meet the needs of the wider population. The results of this study highlight the multiple barriers
to financial inclusion in rural Afghanistan, including limited access to formal financial ser-
vices, cultural restrictions, and low levels of financial literacy. While microfinance institutions
provide a potential avenue for improving access, significant challenges remain, particularly for
women. The study’s findings underscore the need for targeted interventions, including finan-
cial literacy programs and culturally sensitive strategies to improve access to financial services

for both men and women in rural areas.

CONCLUSION

This study has explored the financial inclusion strategies for rural communities in Afghanistan,
highlighting the significant barriers these communities face, such as limited access to formal
financial services, distrust in banking systems, and gender-specific challenges. The research
underscores the importance of microfinance institutions, which have begun to bridge some of
the gaps but are not a comprehensive solution. Women, in particular, face substantial hurdles
in accessing financial services due to entrenched cultural norms and limited financial litera-
cy. The findings call for targeted interventions to increase financial literacy, improve access to
banking services, and address cultural norms that prevent women from participating in the
financial system. By addressing these barriers, financial inclusion can be a key driver of eco-
nomic development in rural Afghanistan.

5.1 Policy Recommendations

The study offers several policy recommendations to enhance financial inclusion in rural Af-
ghanistan. First, there is a need for government and development agencies to invest in im-
proving financial infrastructure, such as mobile banking solutions, to reach remote areas. Sec-
ond, culturally appropriate financial literacy programs should be implemented, particularly
focusing on women, to improve their understanding and access to financial services. Finally,
microfinance institutions should work closely with local communities to design products that
meet the unique needs of rural populations, including lowering interest rates and providing
small-scale loans that are more accessible.

5.2 Limitations and Areas for Future Research

While this study provides valuable insights, it has limitations. The research was conducted in
only three provinces, which may not fully represent the diversity of rural Afghanistan. Ad-
ditionally, the reliance on qualitative data limits the generalizability of the findings. Future
research could expand to include quantitative data or broader geographic representation to
provide a more comprehensive understanding of financial inclusion challenges. Moreover, fu-
ture studies could investigate the impact of specific financial inclusion initiatives on rural com-
munities, including mobile banking and digital financial services.
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Role of Microfinance Institutions

Microfinance institutions (MFIs) play a crucial role in rural Afghanistan, particularly in prov-
inces like Herat, where formal banking infrastructure is limited. Representatives from MFIs
interviewed for this study highlighted their efforts to provide small loans to farmers and en-
trepreneurs in rural areas. However, they acknowledged that their reach is limited by security
concerns and logistical challenges.

As shown in Table 2 below, participants who had interacted with microfinance institutions
generally had more positive experiences than those who had dealt with formal banks. The ma-
jority of MFI clients reported using loans for agriculture or small business development, with
repayment rates being relatively high, especially in Bamyan and Herat.

Table 2: Use of Microfinance Institutions

Province | MFI Clients (N=25) | Purpose of Loan

Bamvyvan 5 Agriculture, Small Business
Nangarhar | 3 Livestock, Agriculture
Herat 6 Handicrafts, Small Business

Despite the positive feedback, MFIs are not without their challenges. Several participants not-
ed the high interest rates associated with microfinance loans, which make repayment difficult.
Additionally, the lack of financial literacy among rural residents means that many potential cli-
ents do not fully understand the terms and conditions of the loans they take, leading to default
and a cycle of debt.

Gender-Specific Barriers

The results clearly indicate that women in rural Afghanistan face significant gender-specific
barriers to financial inclusion. Not only are they less likely to have access to financial services,
but they are also disproportionately excluded from economic decision-making within house-
holds. This finding supports previous research, which shows that women in rural, conservative
societies often have limited financial autonomy (Klapper & Hess, 2020).

Focus group discussions revealed that female participants are particularly excluded from ac-
cessing credit. Many women expressed frustration that male family members control finan-
cial decisions, even when the women are directly involved in income-generating activities like
farming or handicrafts. One participant from Bamyan shared her experience:

“I'make and sell carpets, but I cannot even open a bank account in my name. My husband does
all the banking, even though I am the one earning the money.”

Barriers to Financial Literacy

The study also found that financial literacy is a major barrier to financial inclusion in rural Af-
ghanistan. Both men and women reported limited knowledge of financial services, with many
being unaware of the benefits of savings accounts, loans, or insurance. Participants frequently
mentioned that they did not know how to open a bank account or apply for a loan. As one in-

terviewee from Nangarhar said:
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Participants noted that the nearest bank or microfinance institution is often located far from
their villages, making access both costly and time-consuming. Several respondents from
Bamyan indicated that they would need to travel up to five hours to reach the nearest banking
facility. This finding is consistent with the literature, which points to infrastructural challenges
as a significant barrier to financial inclusion in rural Afghanistan (World Bank, 2021). In Nan-
garhar and Herat, while the distance to financial institutions is somewhat shorter, the unstable

security situation often makes it dangerous to travel, further limiting access.

Trust in Formal Financial Institutions

The study revealed a significant level of distrust toward formal financial institutions among
rural communities. This distrust stems from a combination of factors, including previous nega-
tive experiences, a lack of financial literacy, and the perceived instability of the banking system.
Many participants expressed fear of losing their money if they deposited it in a bank, particu-
larly given the country’s recent political turmoil. As one participant from Herat noted:

“I prefer to keep my money at home or in gold because I cannot trust the banks. What if they
close, or the government takes my money? It has happened before.”

This sentiment was echoed in all three provinces. Even among those who had access to finan-
cial services, many preferred to limit their use to remittances or cash withdrawals and were
hesitant to engage in savings or loans. This is in line with findings from Klapper and Hess
(2020), who argue that distrust in financial systems is a major barrier to financial inclusion in

conflict-affected areas.

Cultural Barriers to Financial Inclusion

Cultural barriers, particularly gender norms, emerged as a critical theme in the interviews and
focus groups. In rural Afghanistan, deeply entrenched gender norms limit women'’s participa-
tion in the financial system. The study found that women, especially in Nangarhar, are often
not allowed to interact with formal financial institutions without the permission or accompani-
ment of a male family member. As one female participant from Nangarhar explained:

“We are not allowed to go to the bank. My husband manages all the money, and I don’t even
know how to use a bank account.”

This finding highlights the gendered nature of financial exclusion in rural Afghanistan. Many
women also reported being unfamiliar with the concept of formal savings or loans, relying in-
stead on informal systems of financial management. This is consistent with the literature, which
identifies cultural barriers as a significant impediment to financial inclusion for women in rural
communities (Sarma & Pais, 2011).

Interestingly, the focus groups conducted separately for women in Bamyan showed that wom-
en in this province were somewhat more empowered, with several female participants en-
gaged in small-scale businesses such as livestock farming or handicrafts. However, even in
these cases, the women reported difficulties accessing formal financial services due to social
norms and logistical challenges.
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Demographics: Given the specific challenges faced by women in accessing financial services,
this study will ensure adequate representation of female participants. The sample will be bal-
anced in terms of gender, with approximately half of the interviewees being women. This will
allow the study to explore the gendered dimensions of financial inclusion in rural Afghanistan,
particularly the role of cultural norms in limiting women'’s access to financial services (Klapper
& Hess, 2020).

The age range of participants will be between 18 and 60, ensuring that both young adults, who
may have different experiences with financial services due to exposure to technology, and old-
er individuals, who may rely more on traditional financial practices, are included in the study.
Furthermore, participants will come from a mix of socio-economic backgrounds, including
small-scale farmers, shopkeepers, and informal laborers, to capture a broad spectrum of expe-
riences (Allen et al., 2016).

RESULTS

The results of this study are based on the data collected from semi-structured interviews and
focus groups conducted in three rural provinces in Afghanistan: Bamyan, Nangarhar, and Her-
at. A total of 25 interviews and 3 focus groups (with 6 to 8 participants each) were conducted,
ensuring a diverse representation of rural residents, community leaders, and representatives
from microfinance institutions. The results are presented according to the key themes that
emerged during the data collection, including access to financial services, trust in formal finan-
cial institutions, cultural barriers, and the gendered dimensions of financial inclusion.
Access to Financial Services

One of the most significant findings from both the interviews and focus groups is the limit-
ed access to formal financial services in rural areas of Afghanistan. This finding is consistent
across the three provinces. As shown in Table 1 below, only a small portion of respondents (15
out of 25) had any form of interaction with a formal financial institution, primarily for cash
transfers or receiving remittances. Most rural residents rely on informal financial networks
such as local moneylenders or hawala systems, citing the unavailability of formal banks as the

primary reason for their exclusion.

Table 1: Access to Financial Services by Province

Province | Access to Formal Financial Services Use of Informal Financial Services
(N=25) (N=25)

Bamyan 3 9

Nangarhar | 6 7

Herat 6 8

Total 15 24
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In total, 25 semi-structured interviews will be conducted across three rural provinces in Af-
ghanistan: Bamyan, Nangarhar, and Herat. These provinces were chosen to represent different
regions and socio-economic conditions. Interview questions were designed based on existing
literature and pre-tested with a small sample to ensure relevance and clarity (Merriam & Tis-
dell, 2015).

Focus Groups: In addition to interviews, focus groups will be conducted to explore collec-
tive perspectives on financial inclusion and gather community-level insights. Each focus group
will consist of 6 to 8 participants and will be held in village settings to allow for open and col-
laborative discussion. This method helps capture group dynamics and shared experiences that
may not emerge in individual interviews (Morgan, 1997). The focus groups will cover topics
such as the availability of financial services, attitudes towards formal banking, and the impact
of financial exclusion on livelihoods.

Conducting focus groups in a culturally sensitive manner is crucial, particularly in rural Af-
ghanistan, where gender dynamics play a significant role. Separate focus groups for men and
women will be held to ensure that women feel comfortable expressing their views without
cultural restrictions (Agarwal, 2018). This method also helps to understand gender-specific
barriers to financial inclusion, as studies suggest that women in rural Afghanistan are dispro-
portionately excluded from formal financial systems (Klapper & Hess, 2020).

Sample Selection and Demographics

The sampling strategy for this study is purposive, as the aim is to select participants who can
provide rich and relevant information on the topic of financial inclusion. Purposive sampling
is commonly used in qualitative research to focus on individuals with specific knowledge or
experiences related to the research question (Palinkas et al., 2015). In this study, participants
are selected based on their residence in rural areas, their involvement (or lack thereof) with
formal or informal financial systems, and their socio-economic status.

Sample Selection: The study will draw participants from three provinces (Bamyan, Nangar-
har, and Herat), each representing different socio-economic and cultural contexts in Afghani-
stan. Bamyan, a mountainous province with a largely agricultural economy, faces significant
infrastructural challenges that limit financial access. Nangarhar, located near the Pakistan
border, has higher economic activity but is plagued by political instability. Herat, in the west,
benefits from its proximity to Iran and relatively better infrastructure but still faces significant
financial inclusion barriers in rural areas. This geographic diversity ensures that the study cap-
tures a wide range of experiences and challenges related to financial inclusion in rural Afghan-
istan (World Bank, 2021).

The sample includes 25 rural residents, 6 community leaders, and 4 representatives from mi-
crofinance institutions. The diversity of the sample will help provide a holistic understanding
of financial inclusion, encompassing perspectives from different socio-economic backgrounds,

genders, and professions (Patton, 2015).
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Qualitative Research Approach

A qualitative research approach is the most suitable for this study, as it allows for a compre-
hensive exploration of participants’ experiences, beliefs, and attitudes regarding financial
inclusion. Qualitative methods are particularly valuable in exploring the social and cultural
differences that quantitative research may overlook (Creswell & Poth, 2016). In the context of
Afghanistan, where financial inclusion is shaped by a complex array of cultural, political, and
economic factors, qualitative research offers the flexibility to capture the diverse perspectives
of rural communities.

The study uses an interpretivist paradigm, which focuses on understanding social phenomena
through the subjective experiences of individuals (Bryman, 2012). This paradigm is well-suited
to the study’s objective of exploring the lived experiences of rural Afghans and understanding
the contextual barriers to financial inclusion. Through this approach, the research seeks to gain
insights into participants’ views on financial services, trust in institutions, and the cultural and
economic challenges they encounter in accessing formal financial systems.

Previous studies on financial inclusion have effectively used qualitative approaches to uncover
the complex factors that hinder or promote inclusion in developing countries. For instance,
Demirgtic-Kunt et al. (2018) highlight the importance of understanding local contexts, cultur-
al norms, and individual experiences when designing financial inclusion policies. This study
aims to build on such research by providing a context-specific understanding of financial in-
clusion in rural Afghanistan.

Data Collection Methods

The data collection methods employed in this study include semi-structured interviews and
focus groups. These methods are appropriate for exploring the subjective experiences and per-
ceptions of rural community members, who may face multiple barriers to financial inclusion.
Both semi-structured interviews and focus groups allow participants to express their views in
their own words while also providing the flexibility to explore topics in greater depth when
necessary (Creswell, 2014).

Semi-Structured Interviews: Semi-structured interviews are the primary data collection tool
for this study. This method allows for open-ended questions, which encourage participants to
share their personal experiences and perceptions (Patton, 2015). The interviews focus on key
themes such as access to financial services, trust in financial institutions, economic challenges,
and the role of cultural norms in financial behavior. Interviewees include rural residents, local
community leaders, and representatives from microfinance institutions operating in rural ar-
eas. The semi-structured format enables the researcher to guide the discussion while allowing
respondents the freedom to discuss issues they find important (Kvale & Brinkmann, 2015).

In total, 25 semi-structured interviews will be conducted across three rural provinces in Af-
ghanistan: Bamyan, Nangarhar, and Herat. These provinces were chosen to represent different
regions and socio-economic conditions. Interview questions were designed based on existing
literature and pre-tested with a small sample to ensure relevance and clarity (Merriam & Tis-
dell, 2015).
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Barriers to Financial Inclusion in Afghanistan

Afghanistan faces unique challenges in achieving widespread financial inclusion, especially in
its rural regions. As noted by Da Afghanistan Bank (2022), the country’s financial infrastruc-
ture remains underdeveloped, particularly outside of major urban centers. Rural areas, where
the majority of the population resides, are often characterized by a lack of roads, electricity,
and telecommunications infrastructure, making it difficult for financial institutions to establish
branches or provide digital services. The World Bank (2021) has highlighted that these infra-
structural deficiencies are exacerbated by insecurity and political instability, which make it
risky for banks to operate in certain regions. Additionally, the weak regulatory framework and
lack of enforcement mechanisms further discourage the expansion of financial services in rural
areas (Demirgii¢-Kunt et al., 2018).

Cultural barriers also play a significant role in financial exclusion in Afghanistan. In many ru-
ral communities, traditional norms limit the participation of women in the formal economy.
Klapper and Hess (2020) note that Afghan women, particularly in rural areas, face significant
social restrictions on their mobility and economic participation, which severely limits their ac-
cess to financial services. Gender discrimination, coupled with low levels of financial literacy,
further deepens the financial exclusion of women. As Rostami (2022) points out, any strategy
to enhance financial inclusion in Afghanistan must take into account the specific cultural and
social barriers that exist, particularly with respect to gender.

In addition to socio-cultural barriers, economic challenges also inhibit financial inclusion in
Afghanistan. Many rural households live in poverty and lack the necessary collateral to access
credit or open formal bank accounts (Allen et al., 2016). Informal financial networks, such as
local moneylenders, are often the only available sources of credit for these communities, but
these come with high interest rates and little legal protection (FAO, 2021). These economic bar-
riers highlight the importance of developing financial products that are tailored to the needs
and circumstances of rural populations, such as microcredit for small farmers or livestock in-
surance, which can help build resilience and promote economic development (Suri & Jack,
2016).

RESEARCH METHODOLOGY

This section outlines the research methodology employed for the study titled Financial Inclu-
sion Strategies for Rural Communities in Afghanistan. Given the socio-economic complexities
of Afghanistan’s rural areas and the need for in-depth understanding of financial inclusion, a
qualitative research approach has been adopted. The study aims to explore how rural Afghans
perceive financial inclusion, what barriers they face, and what strategies could be effective in

overcoming these challenges.
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with banks preferring to concentrate their services in urban centers where the cost of estab-
lishing branches is lower and there is a higher concentration of economically active indi-
viduals (Klapper et al., 2016). In this regard, mobile banking services have been lauded as
a game-changer in expanding financial inclusion, particularly in Sub-Saharan Africa, where
mobile-based platforms like M-Pesa have dramatically increased access to financial services in
rural areas (Demombynes & Thegeya, 2012).

Despite these advancements, financial exclusion persists in many rural communities across the
developing world. According to Sarma and Pais (2011), the lack of financial literacy, distrust
of formal institutions, and cultural barriers—especially regarding women'’s participation in fi-
nancial activities—pose significant hurdles. In Afghanistan, these challenges are compounded
by the socio-political instability that has persisted for decades, making financial institutions
reluctant to expand their services to rural and conflict-affected areas (World Bank, 2021).

Case Studies from Rural Financial Inclusion Strategies

Global case studies provide valuable lessons for enhancing financial inclusion in rural com-
munities, particularly in low-income and conflict-prone countries. For instance, in Kenya, the
introduction of M-Pesa has been transformative in increasing financial access among the rural
population. As Suri and Jack (2016) argue, mobile money platforms bypass the need for phys-
ical infrastructure, enabling even those in remote areas to access financial services through
their mobile phones. The success of M-Pesa has been attributed to its simplicity, affordability,
and ability to meet the financial needs of underserved populations. Furthermore, research by
Demombynes and Thegeya (2012) shows that households using M-Pesa were better able to
manage risks and invest in their livelihoods, illustrating the power of financial inclusion in
rural development.

India’s experience with the Pradhan Mantri Jan Dhan Yojana (PMJDY) provides another rele-
vant example. The initiative, which aimed to provide every Indian household with access to a
bank account, has been successful in expanding financial services to rural areas (Chakrabarty,
2012). By offering zero-balance accounts, along with insurance and overdraft facilities, the PM-
JDY program incentivized rural participation in the formal financial system. Aggarwal and
Klapper (2013) argue that the program’s success was due in large part to the use of technology
and biometric authentication, which reduced the costs and complexities associated with tra-
ditional banking. Despite these successes, challenges remain, including the need to enhance
financial literacy and build trust in formal institutions, especially among marginalized groups
in rural areas (Suri & Jack, 2016).

These case studies underscore the importance of technology, tailored financial products, and
government policies in promoting financial inclusion in rural areas. They also highlight the
need to adapt strategies to local contexts, as what works in one country may not be directly
transferable to another. For example, while mobile banking has been effective in Kenya, its
potential in Afghanistan may be limited by low mobile penetration rates and the lack of digital

literacy in rural communities (Rostami, 2022).
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communities in Afghanistan, beyond what quantitative data alone can provide. Finally, the
findings of this research have important policy implications. By identifying the specific bar-
riers and potential solutions for financial inclusion in rural areas, the study can inform future
development efforts aimed at improving the socio-economic conditions of Afghanistan’s rural
population.

1.7 Research Gap and Contribution

There is a growing body of literature on financial inclusion in developing and conflict-affect-
ed countries, but Afghanistan’s unique socio-political context presents challenges that are not
adequately addressed in existing studies. Most of the current research on financial inclusion in
Afghanistan is quantitative in nature, focusing on national or regional statistics and indicators.
While these studies provide valuable insights into the scope of financial exclusion, they often
fail to capture the complexities and distinctions of rural life in Afghanistan, where cultural
norms, local governance structures, and informal economies play a significant role in shaping
financial behaviors.

Moreover, much of the existing literature on financial inclusion in Afghanistan focuses on ur-
ban areas, where financial infrastructure is more developed, and the challenges are significant-
ly different from those faced by rural populations. This study fills a critical gap by focusing spe-
cifically on rural communities and adopting a qualitative approach that prioritizes the voices
and experiences of those directly affected by financial exclusion.

By doing so, this research not only contributes to the academic literature on financial inclusion
but also provides actionable insights for policymakers, financial institutions, and development
organizations. The study’s emphasis on rural areas, where financial services are most needed
yet least available, offers a valuable contribution to ongoing discussions about how to promote
inclusive development in fragile and conflict-affected states like Afghanistan.

LITERATURE REVIEW

Financial Inclusion in Developing Economies

The issue of financial inclusion has gained importance in recent years, especially in developing
economies where large portions of the population are unbanked or underbanked. Financial in-
clusion has been a focal point of economic policy in developing economies due to its potential
to enhance livelihoods, reduce poverty, and stimulate economic development. According to
Demirgtic-Kunt et al. (2018), financial inclusion allows individuals to have access to useful and
affordable financial products that meet their needs. The benefits of financial inclusion are par-
ticularly important in developing economies, where traditional financial systems often exclude
large portions of the population, especially those living in rural areas. Suri and Jack (2016) note
that access to formal financial services provides households with greater opportunities to save,
invest in education, manage risks, and smooth consumption during times of economic shocks.
However, the gap between rural and urban financial access remains stark in many developing
nations, largely due to infrastructural deficiencies and the high costs associated with serving
remote populations (Allen et al., 2016). Rural areas often face a shortage of financial institu-

tions,
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Relevance of Financial Inclusion for Rural Communities

Rural communities, particularly in developing and conflict-affected countries, are often dis-
proportionately excluded from formal financial systems. In these settings, financial inclusion
is particularly relevant because it can provide a path out of poverty and improve overall live-
lihoods (Chibba, 2009). The significance of financial inclusion for rural populations lies in its
ability to support agricultural productivity, enable investment in small businesses, and facil-
itate access to healthcare and education, all of which are critical for socio-economic develop-
ment (Suri & Jack, 2016).

For Afghanistan, where more than 70% of the population resides in rural areas, financial inclu-
sion is essential for fostering economic resilience and rural development (World Bank, 2021).
The lack of access to financial services, such as credit for agricultural inputs or savings prod-
ucts, inhibits the ability of rural households to invest in productive activities or cope with ad-
verse economic conditions (FAO, 2021). Furthermore, women in rural Afghanistan face addi-
tional barriers due to cultural norms that restrict their access to financial institutions, further
deepening gender disparities in financial access (Klapper & Hess, 2020). Therefore, financial
inclusion in rural Afghanistan is both a social and economic necessity, contributing to overall
development and reducing gender inequality.

1.5 Research Objectives

The primary objective of this study is to investigate the challenges and opportunities associated
with promoting financial inclusion in Afghanistan’s rural communities. By using a qualitative
research approach, this study aims to gather in-depth insights from key stakeholders, includ-
ing rural residents, local financial institutions, and community leaders. Specifically, this study
will address the following research questions:

1. What are the primary barriers to financial inclusion in rural Afghanistan?

2. How do socio-cultural, economic, and institutional factors influence financial access in
these areas?

3. What strategies and innovations have been successfully implemented to promote fi-
nancial inclusion in similar contexts, and how can they be adapted to Afghanistan?
1.6 Scope and Significance of the Study

The scope of this research is focused specifically on rural communities in Afghanistan, which
are often overlooked in broader discussions about financial inclusion. While much attention has
been given to urban areas and efforts to modernize the Afghan financial system, little research
has been conducted on how rural populations interact with, or are excluded from, financial
services. This is a critical gap, as rural regions account for a large proportion of Afghanistan’s
population and are integral to the country’s agricultural sector, which remains a cornerstone of
its economy (FAO, 2021).

This study is significant for several reasons. First, it contributes to the growing literature on
financial inclusion by focusing on a context that is both under-researched and extremely chal-
lenging due to ongoing conflict and instability. Second, the study uses a qualitative methodolo-
gy, which allows for a deeper understanding of the lived experiences and perspectives of rural
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Problem Statement

Despite global recognition of the importance of financial inclusion, Afghanistan)s rural com-
munities remain marginalized from the formal financial sector. The country’s financial system
is concentrated in urban centers, leaving rural populations dependent on informal and often
exploitative financial arrangements, such as moneylenders. The existing financial institutions,
including banks and microfinance institutions, are often reluctant to extend services to rural
areas due to perceived risks, high transaction costs, and lack of physical infrastructure (Rost-
ami, 2022).

Moreover, the complex socio-political ground in Afghanistan, characterized by ongoing
conflict, weak governance, and male-controlled social structures, further complicates the task
of expanding financial inclusion. Women, in particular, face significant barriers to accessing
financial services, with only 7% of Afghan women having a bank account compared to 30%
of men (World Bank, 2021). This gender gap in financial inclusion contributes to broader
socio-economic disparities, supporting cycles of poverty and limiting development outcomes
for rural families.

Given the critical role that financial inclusion can play in driving economic empowerment
and social development, particularly in states like Afghanistan, there is an urgent need to
develop strategies that are specifically tailored to the unique challenges of rural communities.
However, existing research on financial inclusion in Afghanistan remains limited, especially
in terms of qualitative, community-level insights that could inform effective policy interven-
tions. This study seeks to fill that gap by exploring the specific barriers to financial inclusion
in rural Afghanistan and identifying viable strategies for promoting financial access.

Concepts of Financial Inclusion

Financial inclusion refers to the process of ensuring access to financial services for all individ-
uals and businesses, regardless of their socio-economic status. It encompasses a range of ser-
vices, including savings accounts, credit, insurance, and payment systems, that are affordable,
accessible, and beneficial to users (Demirgii¢-Kunt et al., 2018). At its core, financial inclusion
is a tool for reducing poverty and inequality, empowering marginalized groups, and fostering
economic growth by integrating them into the formal financial system (Sarma & Pais, 2011).
In rural settings, access to these financial services allows individuals and businesses to man-
age risks, smooth consumption, invest in future opportunities, and escape cycles of poverty.
The theoretical basis of financial inclusion is rooted in Amartya Servs «Capability Approach,»
which argues that development is fundamentally about expanding the freedoms people have
to lead lives they value (Sen, 1999). Access to financial services is viewed as a capability that
allows people to improve their well-being and achieve economic security. Therefore, pro-
moting financial inclusion is not just an economic issue but a developmental imperative that
enhances individual agency and socio-economic mobility (Beck & Demirgii¢-Kunt, 2008).
Financial inclusion also serves as a means of reducing vulnerability by enabling households

to manage economic shocks and uncertainties (Allen et al., 2016).
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Financial inclusion, particularly in rural communities, has been increasingly recognized as a
critical driver of economic growth and poverty reduction in developing countries. It enables
individuals and small businesses to access a broad range of financial services, including sav-
ings, payments, credit, and insurance, which are essential for managing risks, investing in op-
portunities, and improving livelihoods (Demirgtiic-Kunt et al., 2018). In conflict-affected states
like Afghanistan, the potential of financial inclusion extends beyond economic empowerment;
it serves as a key component of social inclusion and stability. Financial services can facilitate
rural development by providing farmers and small-scale entrepreneurs access to credit for ag-
ricultural inputs, creating opportunities for small business growth, and offering financial secu-
rity through savings and insurance (Suri & Jack, 2016).

However, financial exclusion remains a persistent problem in Afghanistan, particularly in ru-
ral areas. Recent reports indicate that over 70% of Afghans are unbanked, with limited access
to formal financial services (World Bank, 2021). Rural communities, which are home to the ma-
jority of the population, face a higher degree of financial exclusion due to several interrelated
factors, including geographical isolation, lack of infrastructure, political instability, and fixed
socio-cultural norms that often exclude women and marginalized groups from financial partic-
ipation (UNDP, 2022). For example, limited road networks and insecurity in many rural areas
make it difficult for financial institutions to establish branches, while social norms restricting
women’s mobility and participation in public life further compound the issue (Klapper & Hess,
2020).

In many cases, informal financial systems, such as moneylenders and local credit associations,
fill the void left by formal institutions. However, these informal systems often come with high
costs and risks, leaving rural populations vulnerable to financial exploitation and expanding
cycles of poverty (Rostami, 2022). The lack of access to affordable and reliable financial ser-
vices also prevents rural Afghans from fully participating in the country’s broader economic
system, which further creates rural-urban disparities. Furthermore, without access to financial
services, rural households struggle to manage risks and invest in future opportunities, partic-
ularly in agriculture, which remains a foundation of Afghanistan’s economy (FAQO, 2021).
Global initiatives, such as those organized by the World Bank and the United Nations, empha-
size the need to promote inclusive financial systems as a pathway to sustainable development
and poverty alleviation. The World Bank’s Universal Financial Access 2020 initiative, for exam-
ple, highlights the importance of ensuring that all adults, especially those in underserved rural
areas, have access to a transaction account (Demirgii¢-Kunt et al., 2018). While there have been
some efforts to improve financial inclusion in Afghanistan, such as the development of mobile
banking and microfinance institutions, these initiatives have largely been confined to urban
centers and have struggled to gain traction in rural areas, where literacy levels are low, and
trust in formal financial institutions remains limited (CGAP, 2020).
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ABSTRACT

This study examines the financial inclusion strategies for rural communities in Afghanistan,
where limited access to formal financial services and inherent cultural barriers persists.
Employing a qualitative research approach, the study gathers data from interviews and focus
groups in three provinces to explore the effectiveness of current financial inclusion efforts.
Key findings reveal that mobile banking and microfinance institutions play a essential role in
extending financial services to unbanked populations. However, barriers such as limited fi-
nancial literacy, gender inequality, and distrust in formal banking institutions remain signifi-
cant challenges. The study emphasizes the need for tailored financial products and culturally
sensitive literacy programs to improve access. Policy recommendations are offered to enhance
financial inclusion in rural Afghanistan, with a focus on infrastructure development and
gender-inclusive approaches. This research contributes to the growing literature on financial
inclusion in conflict-affected regions.

Keywords: Financial inclusion, Rural communities, Microfinance, Mobile banking.

INTRODUCTION

Background of the Study

Financial inclusion, defined as the process by which individuals and businesses have access
to useful and affordable financial products and services, has become a key strategy for achiev-
ing sustainable development goals globally (World Bank, 2022). In developing countries,
financial inclusion plays a pivotal role in poverty alleviation and economic empowerment.
Afghanistan, a country recovering from decades of conflict and instability, has made some
steps toward financial inclusion, particularly in urban areas. However, the country’s rural
communities, which make up the majority of the population, remain largely excluded from
formal financial systems. This exclusion is particularly concerning given the critical role rural
economies play in Afghanistan’s agriculture-dependent economy (UNDP, 2023).

Rural communities in Afghanistan face complicated challenges that limit their access to
financial services, such as a lack of infrastructure, insecurity, and deeply in-built socio-cul-
tural norms. Financial exclusion worsens rural poverty by limiting opportunities for savings,
investments, and access to credit, which are essential for economic resilience and develop-
ment. According to recent studies, over 85% of the Afghan population lives in rural areas,
yet a significant proportion remains without access to even basic financial services, such as
banking, credit, and insurance (Da Afghanistan Bank, 2022). This creates a ruthless cycle of

poverty and underdevelopment in these regions.
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It emphasises the need of taking into account both technical and organisational factors when
developing strategies to promote the adoption of e-commerce. Looking ahead, additional
study is required to thoroughly investigate the distinct obstacles encountered by Afghan small
and medium-sized enterprises (SMEs) and examine possible remedies. By capitalising on the
possibilities offered by e-commerce, Afghanistan may improve its economic environment, em-
power small and medium-sized enterprises (SMEs), and facilitate more deep integration into
the global digital economy.
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Website Design: The correlation between the Website Design variable and the extracted com-
ponent is .799. This indicates a strong positive relationship between Website Design and the ex-
tracted component. Website Design is highly correlated with the underlying factor represented
by the extracted component.

Security: The correlation between the Security variable and the extracted component is .893.
This suggests a strong positive relationship between Security and the extracted component. Se-
curity is highly correlated with the underlying factor represented by the extracted component.
The extraction method used for this analysis is Principal Component Analysis, as mentioned at
the bottom of the table. Principal Component Analysis is a statistical technique used to reduce
the dimensionality of a dataset and identify underlying factors or components that explain the
variance in the observed variables.

Conclusion

A study on the factors influencing the adoption of e-commerce in Afghanistan has examined
the intricate dynamics related to the implementation of e-commerce in the commercial sec-
tor of the country. By analyzing technological and organizational aspects, the study sought to
provide insight into the obstacles and possibilities encountered by Afghan small and medium
firms (SMEs) while adopting e-commerce. In order to get a more comprehensive understand-
ing of the adoption process, the study acknowledged the need of analyzing the whole model of
adoption, rather than concentrating on separate elements. Technological aspects like perceived
efficacy, perceived compatibility, and perceived complexity were recognized as key determi-
nants of e-commerce adoption.

Furthermore, organizational variables such as the size of the firm, its innovativeness, and its
preparedness were identified as having substantial impacts. The results emphasized the dif-
ferences in the rates of e-commerce adoption between industrialized and developing coun-
tries, underscoring the need of implementing customized approaches that take into account
the unique circumstances of developing nations such as Afghanistan. Although several studies
have indicated advancements in the adoption of e-commerce among small and medium-sized
enterprises (SMEs) in specific locales, the general rate of acceptance remains rather modest.
The effective implementation of e-commerce advantages in Afghanistan and other Arab nations
has been impeded by civil strife and other obstacles, including restricted internet access. Nev-
ertheless, the capacity of e-commerce to make a substantial contribution to economic growth
and development persists. The research findings clearly indicate that the promotion of e-com-
merce adoption necessitates the simultaneous addressing of several variables. Collaborative
efforts among policymakers, industry actors, and stakeholders are necessary to establish a con-
ducive climate that facilitates technological progress, improves organisational capacities, and
overcomes obstacles to implementation. The present study enhances the current knowledge by
offering valuable insights into the determinants that impact the adoption of e-commerce within
the commercial sector of Afghanistan.
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the cumulative amount of variance explained up to that component, which is also 75.310% for
Component 1.

Component 2: The initial eigenvalue for Component 2 is 0.464. This component explains an
additional 11.596% of the variance. However, the table does not provide the cumulative per-
centage for Component 2.

Component 3: The initial eigenvalue for Component 3 is 0.293, explaining 7.317% of the vari-
ance. Again, the cumulative percentage for Component 3 is not provided.

Component 4: The initial eigenvalue for Component 4 is 0.231, accounting for 5.777% of the
variance. As with the previous components, the cumulative percentage for Component 4 is not
specified.

The extraction sums of squared loadings represent the proportion of variance explained by
each component after extraction. In this case, the extraction sums of squared loadings match
the initial eigenvalues, indicating that all of the extracted components retain the same amount
of variance as their initial counterparts.

The extraction method used for this analysis is Principal Component Analysis, as mentioned at
the bottom of the table. Principal Component Analysis is a statistical technique used to reduce
the dimensionality of a dataset and identify underlying factors or components that explain the
variance in the observed variables.

Component Matrixa

Component
1
Convince .906
Time .869
Website Design 799
Security .893

Extraction Method: Principal Component Analysis.
a. 1 components extracted.

The table provided represents the component matrix for the variables in the analysis, specifical-
ly for the extracted component. Based on the table, the values in the component matrix indicate
the correlation between each variable and the extracted component.

Convince: The correlation between the Convince variable and the extracted component is

.906. This indicates a strong positive relationship between Convince and the extracted compo-
nent. Convince is highly correlated with the underlying factor represented by the extracted
component.

Time: The correlation between the Time variable and the extracted component is .869. This sug-
gests a strong positive relationship between Time and the extracted component. Time is highly
correlated with the underlying factor represented by the extracted component.
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Communalities
Initial Extraction
Convince 1.000 821
Time 1.000 755
Website Design 1.000 639
Security 1.000 798

Extraction Method: Principal Component Analysis.
Based on the table, the communalities for each variable are as follows:

Convince: The initial communality is 1.000, meaning that the variable explains 100% of its own
variance. After extraction, the communality decreases to 0.821, indicating that 82.1% of the
variance in the Convince variable is explained by the extracted factors.

Time: Similar to Convince, the initial communality is 1.000, indicating that the variable explains
100% of its own variance. After extraction, the communality decreases to 0.755, suggesting that
75.5% of the variance in the Time variable is accounted for by the extracted factors.

Website Design: Like the previous variables, the initial communality for Website Design is
1.000, representing 100% of its own variance. After extraction, the communality decreases to
0.639, indicating that 63.9% of the variance in the Website Design variable is explained by the
extracted factors.

Security: Similarly, the initial communality for Security is 1.000, signifying 100% of its own
variance. After extraction, the communality decreases to 0.798, suggesting that 79.8% of the
variance in the Security variable is accounted for by the extracted factors.

The extraction method used for this analysis is Principal Component Analysis, as indicated at
the bottom of the table. Principal Component Analysis is a statistical technique used to reduce
the dimensionality of a dataset and identify underlying factors or components that explain the

variance in the observed variables.

Total Variance Explained
Component Initial Eigenvalues Extraction Sums of Squared Loadings
Total % of Cumulative Total % of Cumulative
Variance % Variance %

1 3.012 75.310 75.310 3.012 75.310 75.310
2 464 11.596 86.906

3 293 7.317 94.223

4 231 5.777 100.000

Extraction Method: Principal Component Analysis.

The table provided presents the total variance explained by each component in a principal com-
ponent analysis. It includes the initial eigenvalues and the extraction sums of squared loadings.
Component 1: The initial eigenvalue for Component 1 is 3.012. This represents the amount of
variance in the original variables that is accounted for by Component 1 alone. In this case,
Component 1 explains 75.310% of the total variance. The cumulative percentage represents
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the essential tasks of editing, coding, and tabulation, which played a crucial role in the entire
research process. This was undertaken to ensure the accuracy and efficacy of the scientific in-
vestigation. Prior to proceeding, official authorization from the heads of each department was
obtained. Subsequently, a total of 158 personnel from various departments and units of the
Commercial Sector in Afghanistan were recruited. Was contacted and subsequently visited.
Following the communication of the questionnaire)s purpose to the employees and the estab-
lishment of a designated time for its collection, a total of 142 completed questionnaires were
received in hard copy format. Upon decoding, the data was inputted into the most recent iter-
ation of SPSS. The statistical methods were employed to evaluate the hypothesis and examine
the aims of this study. The findings are outlined in the subsequent sections of this paper.

Descriptive Statistics
N Mean Std. Slkewness Kurtosis
Devwviation
Statistic | Statistic Statistic Statistic Std. Statistic Std.
Error Error
Convince 1421 33052 91081 -37M 203 -935 404
Time 142 34143 97319 -A435 203 - 766 A04
Websi
cbstte 142| 37148 73754|  -770 203 298 404
Design
Security 1421 33820 1.00429 -411 203 -625 A04
Valid N
(list wise) 142

Based on the descriptive statistics provided, the following conclusions can be drawn: Con-
vince: The average rating for the variable “Convince” is 3.3052, with a standard deviation of
0.91081. The distribution of ratings is slightly negatively skewed (-0.371), indicating that the
majority of respondents rated it above the mean. The kurtosis value of -0.935 suggests a mod-
erately platykurtic distribution, indicating a relatively flat peak compared to a normal distri-
bution. Time: The variable “Time” has an average rating of 3.4143, with a standard deviation of
0.97319. The ratings exhibit a slightly negative skewness (-0.435), suggesting that most respon-
dents rated it above the mean. The kurtosis value of -0.766 indicates a slightly platykurtic distri-
bution, implying a relatively flat peak compared to a normal distribution. Website Design: The
average rating for “Website Design” is 3.7148, with a standard deviation of 0.73754.

The ratings display a negative skewness (-0.770), indicating that most respondents rated it
above the mean. The positive kurtosis value of 0.298 suggests a slightly leptokurtic distribu-
tion, indicating a slightly peaked shape compared to a normal distribution. Security: The vari-
able “Security” has an average rating of 3.3820, with a standard deviation of 1.00429. The dis-
tribution of ratings is slightly negatively skewed (-0.411).
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as management, organizational behavior, communications, computer science, information
systems, marketing, and sociology include research on incentives and obstacles to technology
adoption.

Therefore, the study on EEIT innovation and adoption by SMEs utilizes a range of theoretical
models and conceptual frameworks from these many fields. No singular paradigm or theory
exerts dominance. Included among the often used theoretical models are: Several research in-
vestigations have endeavored to categories variables, but once again, great inconsistency per-
sists. For instance, Al-Qirim (2004) employed four distinct types of variables: technological,
organizational, manager/owner, and environmental criteria. Employ the subsequent four clas-
sifications: internal context, external context, process, and content. Variables are classified into

three dimensions: content, context, and process.

Research Methodology

The present study employs a case study, research design, and deductive approach. Identifying
the Factors Influencing E-Commerce Adoption in Afghanistan is the objective of this study.
Within the commercial sector of Afghanistan. Descriptive research aims to provide a compre-
hensive description of events, addressing any gaps and seeking to enhance our understand-
ing of current knowledge. The present study was conducted using the original data obtained
from the survey instrument. The research instrument employed in this study is a standard-
ized and well-designed questionnaire. Quantitative surveys were used to gather primary data
and pertinent information from personnel in the Commercial Sector in Afghanistan. This sur-
vey instrument was developed and evaluated as a component of this study and consistently
demonstrated its dependability. Initial evaluation of the internal validity of the research survey
instrument questionnaire was obtained through a pilot study. To achieve this objective, prima-
ry data was gathered from 13 employees working in the commercial sector in Afghanistan. The
pilot research’s results validated the internal dependability of the deployed instrument. Con-
sequently, the same instrument was employed in the designated sample locations to gather the
vital primary data for the current investigation.

The population for the study was the Commercial Sector in Afghanistan, as the study em-
ployed a case study design. A sample size of 142 employees, chosen from a pool of 223 individ-
uals across various divisions of the Commercial Sector in Afghanistan, was chosen to provide
comprehensive coverage and analysis of the outcomes or findings. The act of selecting a piece
of a population to represent the entire population is referred to as sampling, whereby a sample
is a subset of the population (Biondo et al, 1998). This study has adopted the stratified random
sampling technique. The many general directorates, departments, and units have been recog-
nized based on their availability and scope. The first stage was acquiring formal authorization
by personally visiting the heads of departments. The second phase of the process involved
personally distributing surveys to pre-selected employees who had been previously told about
the objective of completing the questionnaire. The data analysis in this study was conducted
using Statistical Package for Social Science (SPSS) version 20. Data processing encompassed
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Research Objectives

1. To investigate the factors which affecting e-commerce adaptation in Afghanistan.
1. To evaluate current system of e-commerce in Afghanistan.
2. To find out the impact security, time, web design and convince of e-commerce in con-

sumer in Afghanistan.

Literature Review

The E-Commerce Report of 2014 by the Afghanistan Industry and Business Association iden-
tifies user bias against e-commerce usage and a lack of technological, financial, and adminis-
trative infrastructure as the reasons for not fully realising the e-commerce potential in Turkey.
The level of digital literacy among internet users in Afghanistan is insufficient to enable them
to fully understand the potential positive impact of internet and e-commerce on their everyday
lives, business outcomes, and the overall prosperity of the country. Trust in e-commerce trans-
actions is lacking among digital commerce consumers in Afghanistan. Therefore, it is crucial to
analyse the elements that influence the adoption of e-commerce in order to propel the growth
of e-commerce enterprises in Afghanistan.

In their study, Caldeira (2017) identified perceived utility, perceived ease of use, attitude, and
intention as the key determinants of e-commerce adoption in Afghanistan. This study involved
the distribution of a survey questionnaire to 184 Afghan participants. The participants provid-
ed invaluable input and comments regarding the aforementioned elements that influence cus-
tomers” adoption of Internet banking. The findings of this study revealed a strong correlation
between perceived utility, ease of use, attitude, and intention and the adoption of online bank-
ing in Afghanistan. Furthermore, this aids banks in comprehending the key elements involved
in delivering effective internet banking services to the Afghan customers.

Hamidi and Madani (2022), The banking sector has been significantly transformed by tech-
nological advancements in recent decades. Internet banking, in particular, is crucial for the
progress of e-commerce and contemporary society. The substantial progress in computer tech-
nology, particularly the internet, has facilitated the banking sector in delivering services to
customers with greater efficiency and effectiveness.

Omar, Altohami, Ethelb & Hamidi (2022), Nevertheless, the primary challenge encountered
by online banking providers in Afghanistan is the reluctance of a significant number of users
to embrace the online banking technologies provided. This occurred because to a multitude of
circumstances. This phenomenon may be attributed to the personal experiences, awareness,
level of internet access, and varied socio-cultural backgrounds of clients. Hence, the objective
of this study is to ascertain the determinants that influence the acceptance of internet banking
among clients in Afghanistan.

Ayyagari, Beck, & Demirguc-Kunt, (2007). A significant portion of the study on the imple-
mentation and utilization of EEIT by small and medium enterprises has been on an exploratory
basis, using many methodologies and theoretical frameworks. Furthermore, it encompasses a
wide range of enterprises and sectors worldwide. Scholarly literature from several fields such
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. Managers must continuously monitor the environment and evaluate whether develop-
ments are pertinent to their area of ability to influence.

. Changes in social culture and particularly pop culture tend to be very rapid.

. Introduction of new technologies and changes in their popularity tend to be frequent,
too.

. Although governmental and legal changes typically occur over extended periods, new

laws can be implemented rather quickly.

. The technological and legal factors are most important to managing e-commerce,
Environmental scanning: The process of continuously monitoring the environment and events
and responding accordingly.

Behavioral advertising targeting Advertisers direct advertisements during a visitor’s naviga-
tion inside or between websites based on their browsing of specific sites or categories of content
that reflect their preferences. Malware Typically downloaded over the Internet, malicious soft-
ware or toolbars function as ‘trojan horses’ by performing undesirable actions such as keylog-

ging of user passwords or viruses that may gather email addresses.

Factors governing e-commerce service adoption

Chaffey et al. (2009) suggest that the following factors are important in governing adoption of
any e-commerce service:

1. Cost of access. Undoubtedly, this poses a significant obstacle for consumers who do
not already possess a personal computer. Other primary expenses include the fees for utilizing
an Internet Service Provider (ISP) to establish an Internet connection and the fees for using the
equipment to establish the connection. Provision of free access would undoubtedly enhance
the acceptance and utilization.

2. Value proposition. Customers must see a necessity to be connected to the Internet -
what unique benefits can the Internet provide that other forms of media cannot? Exemplary
value offerings encompass the provision of enhanced supplier knowledge and perhaps re-
duced pricing.

3. Ease of use. This encompasses the simplicity of initially establishing an Internet con-
nection through the Internet Service Provider (ISP) and the convenience of using the web after
establishment.

4. Although this issue mostly affects individuals who engage in online shopping, there is
a common belief that being connected to the Internet renders personal information vulnerable.
It is likely that it will require several years for this phobia to decrease.

5. 5. Uncertainty. Many individuals will often have a pervasive apprehension towards
technology and new media, which is unsurprising given that a significant portion of the news
related to the Internet will revolve around pornography, fraud, and violations of privacy.
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a company with advantages through the aforementioned benefits, which ultimately promote
market penetration, optimize operations, and finally increase revenue through its meticulous
and selected ongoing application in firms. Small and Medium-Sized Enterprises (SMEs) are
business organizations of relatively small scale, typically family-run institutions with limited
networking capabilities.

Banks sometimes fail to maximize their financial potential because of their significantly insuf-
ficient assets. Actually, empirical evidence indicates that small and medium-sized enterprises
(SMEs) possess the most robust resilience against global financial instability and exhibit the
highest rate of expansion. Economists consider them to be a crucial pillar and strong founda-
tion for industrial development, which in turn stimulates national and regional economic prog-
ress. Thus, SMEs are more flexible and responsive than their comparatively larger counterparts
when confronted with market fluctuations or global economic instability. They exhibit a com-
paratively accelerated capability to embrace prospects for innovations and adapt to changes in
market strategy. Even if they lack adequate funds, they possess the capacity to promptly detect
a change in the environment. These criteria are crucial in guaranteeing their strategic position

in fostering economic growth.

Factors Influenced E-commerce Adoption

This study presents the elements that affect the adoption of e-commerce by SMEs, based on
the literature review performed earlier. Perceived usefulness, perceived ease of use, relative
benefit, perceived danger, perceived trust, and compatibility are the six factors. An analysis of
the components is presented individually. This study focusses on the influence of macro-envi-
ronmental factors within the commonly employed SLEPT framework. Although commonly
referred to as the PEST factors, we opt for SLEPT to emphasize the significance of the law in
shaping Internet marketing strategies. The SLEPT factors are:

. Social factors — This encompasses the impact of customer perceptions on the determi-
nation of Internet usage for various activities.

. Legal and ethical factors — Formulate the strategy for promoting and selling products
on the internet. Policies implemented by governments aim to protect the fundamental rights of
individuals to privacy on behalf of society.

. Economic factors — Divergences in economic performance across various countries and
regions impact expenditure trends and global commerce.

. Political — National governments and multinational organizations have a crucial role
in shaping the future deployment and regulation of the Internet, as well as the regulations that
govern it.

. Technological factors — Evolutions in technology provide novel prospects for the mar-
keting of products.

The phenomenon known as the ‘waves of change’ illustrates the varying rates at which the
properties of different elements of the environment change throughout time.
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studies (Ahmad, Abu Bakar, Faziharudean, & Mohamad Zaki, 2014; Machfud & Kartiwi, 2013).
Notwithstanding the global increase in e-commerce acceptance among SMEs, Parker and Cas-
tleman (2007) reported that the rate of e-commerce adoption among SMEs is rather low.

Prior research has reached a consensus that both developed and developing countries, in-
cluding Arab countries, have derived advantages from the implementation of e-commerce by
small and medium-sized enterprises (SMEs) due to the facilitation of e-commerce practices
(Sultan, Hassan, & Noor, 2017). Regarding Arab countries, the advantages and extent of Inter-
net usage have not been fully achieved. In particular, Iraqis are enthusiastic about embracing
this technology to facilitate their connection to the global network. In spite of the Arab world
countries’ isolation from global internet commerce, which has a significant impact on economic
growth and development, several issues, including civil conflict, have hindered the acceptance
of e-commerce (Kadhim & AlTaie, 2013). This category presents three potential variables. The
aforementioned factors include perceived advantage, perceived reliability, and perceived intri-
cacy. Earlier researchers have unanimously acknowledged that the implementation of e-com-
merce encourages the use of e-commerce strategies among small and medium-sized enterpris-
es (SMEs) (Scupola, 2009) due to its numerous advantages in both developed and developing
countries, including Arab countries. Conversely, the perceived compatibility exhibited incon-
clusive findings, with some studies demonstrating a substantial correlation with the accep-
tance of e-commerce (Ahmad et al., 2014; Venkatesh & Bala, 2012), while others presented con-
tradictory results (AlBar & Hoque, 2012; Ifinedo, 2011; Jahongir & Shin, 2014), contingent upon
the specific circumstances of the individual studies. Similarly, the other independent variable,
perceived complexity of technology, also yields varied outcomes. Research conducted among
Canadian and Malaysian small and medium-sized enterprises (SMEs) did not acknowledge
perceived complexity as a determinant of e-commerce adoption (Ahmad et al., 2014; Ifinedo,
2011), while Venkatesh and Bala (2012) identified it as significant. Based on the aforementioned
talks, it is necessary to re-examine these factors within the context of technology and determine
their suitability for inclusion in this study.

E-commerce

Internet commerce (e-commerce) refers to the commercial transactions involving the purchase,
sale, transfer, or exchange of goods, services, and/or information via computer networks, such
as the internet. Organizational IT utilization refers to the strategic use of information technolo-
gy by an organization to enhance the quality of interaction with and among all its stakeholders.
E-commerce offers advantages to enterprise, individual consumers, and society as a whole.
E-commerce offers several advantages such as worldwide geographical coverage, cost efficien-
cy, round-the-clock operations, quick time-to-market, enhanced speed, improved customer
services, expanded information accessibility, just-in-time business decisions, and less reliance
on geography. Electronic commerce can provide advantages to enterprises of all scales, espe-
cially to the small-business domain. A highly efficient tool for managing corporate operations,
particularly in the marketing and sales of goods and services on a global scale. It can provide
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Introduction of the Problem of Practice

The introduction of e-commerce in Afghanistan entails a sequence of decision-making pro-
cesses that progress through several phases among the prospective adopters. To get insight
into the adoption process among decision-makers and industry groupings, many theories
were employed. The majority of these analysis have concentrated on specific aspects of Rogers)
Diffusion of Innovation model in order to understand the factors influencing the adoption of
a certain technology (Machfud & Kartiwi, 2013). Nevertheless, Machfud and Kartiwi (2013)
emphasized the significance of reevaluating the implementation of a technological model by
considering all the elements comprehensively, rather of focusing on only a limited portion, as
has been done in practice. The rationale behind this is that the implementation of the whole
model provides opportunities for a more profound comprehension of the process of adoption.
Furthermore, Kurnia, Choudrie, Mahbubur, & Alzougool (2015) and Lip-Sam & Hock-Eam
(2011) have suggested the need of considering technological aspects such as compatibility and
complexity in order to enhance the understanding of how these factors influence the adoption
of e-commerce in developing countries in future research. The present study endeavours to ex-
pound upon both the technical and organisational aspects. The technology aspects encompass
characteristics such as perceived advantage, perceived compatibility, and perceived complexi-
ty. The organisational components consist of business size, organisational innovativeness, and
organisational readiness. The research will be carried out among Iraqi small and medium-sized
enterprises (SMEs), who are now being encouraged to use the benefits of the information tech-
nology accessible in the country. Nevertheless, the prevalence of civil unrest since 2003 has
resulted in a decline in internet usage for e-commerce to 37%. This indicates that small and
medium-sized enterprises (SMEs) have not fully exploited the capabilities of this technology
(Azeez & Al-Khafaji, 2014).

A series of studies have been undertaken recently on the implementation and utilisation of
the Internet and e-commerce in small and medium-sized enterprises (SMEs) (Hung et al.,
2011; Ifinedo, 2011; Kartiwi & MacGregor, 2007; Parker & Castleman, 2007). Nevertheless, the
majority of these studies did not investigate small and medium-sized enterprises (SMEs) in
developing nations, but rather concentrated on the developed ones. The findings revealed a
considerable difference in the use of Internet and e-commerce technology across industrialized
and developing nations (Kartiwi & MacGregor, 2007; Parker & Castleman, 2007). Notably, the
adoption of e-commerce by small and medium-sized enterprises (SMEs) in South Africa is still
in its early stages (Chiliya, Chikandiwa, & Bola Afolabi, 2011). Small and medium-sized en-
terprises (SMEs) in Zimbabwe use technology to distribute information about their organisa-
tion, products, and/or services and engage with clients via company websites (Thulani, Tofara,
& Langton, 2010). Furthermore, digital payment systems have been extensively embraced by
small and medium-sized enterprises (SMEs) in Botswana, especially in the manufacturing,
commerce, and service sectors (Olatokun & Kebonye, 2010). Furthermore, small and medi-
um-sized enterprises (SMEs) in South East Asia are exhibiting a greater degree of ecommerce

adoption, as supported by analysis of Internet usage and data from multiple
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Dr. Adil Rasool

Associate Professor Faculty of Economics Bakhtar University

Abstract

The implementation of electronic commerce in emerging nations has distinct obstacles and
prospects. The objective of this study is to examine the determinants of e-commerce adoption
among small and medium enterprises (SMEs) in Afghanistan)s commercial sector. This study
seeks to elucidate the intricacies of e-commerce adoption in Afghanistan by utilizing Rogers)
Diffusion of Innovation model and considering both technological and organizational con-
straints. This study utilizes a mixed-methods methodology, integrating both qualitative and
quantitative techniques for data collecting. The data is gathered by means of questionnaires
and systematic literature review. This study investigates the technology aspects of perceived
benefit, perceived compatibility, and perceived complexity, as well as the organizational as-
pects of business size, organisational innovativeness, and organisational readiness. The results
indicate that the implementation of e-commerce in Afghanistans business sector is impacted
by a multitude of technological and organisational elements. Small and medium-sized enter-
prises (SMEs) encounter obstacles such as restricted internet access, security issues, and insuf-
ficient digital infrastructure. Nevertheless, the research also highlights prospects for develop-
ment, such as the considerable advantages of e-commerce in improving corporate processes,
broadening market penetration, and stimulating economic expansion. The study emphasizes
the significance of implementing customised approaches that take into account the particu-
lar environmental conditions of Afghanistan and the distinct obstacles encountered by small
and medium-sized enterprises (SMEs). This paper presents recommendations to augment the
adoption of e-commerce. These recommendations encompass enhancing digital infrastructure,
raising awareness and education, addressing security concerns, fostering collaboration and
partnerships, simplifying the regulatory framework, facilitating access to finance, and promot-
ing cross-sectorial collaboration.

Key Words: E-Commerce, Afghanistan, Technological Factors, SME and Organizational
Factors



Dear Esteemed Colleagues and Honored Guests,

Today, I am proud to discuss the crucial initiative taken by Bakhtar University in our relentless
pursuit of progress and prosperity for our society. It is our firm belief that scientific research is
the cornerstone upon which we can build sustainable solutions for the economic challenges we
face. As we know, our society grapples with various economic issues that hinder development
and stability. To address these challenges effectively, we must rely on robust research—an en-
deavor that Bakhtar University is wholeheartedly committed to championing. The establish-
ment of the Bakhtar Research Journal of Economic Sciences marks a significant step in this
direction. This journal will serve as the premier platform for disseminating reliable, peer-re-
viewed research articles from both our esteemed faculty and scholars across other public and
private universities in Afghanistan.

Scientific research empowers us to analyze, understand, and tackle the economic problems
that afflict our communities. It is not merely academic; it is a tool for practical change. By col-
lecting insights and innovative ideas from a diverse array of contributors, we can propose evi-
dence-based solutions that are tailored to the unique socio-economic landscape of our nation.
Moreover, we recognize that research is not an isolated activity. It requires collaboration and
exchange of ideas among institutions, scholars, and stakeholders. By fostering a culture of re-
search and inquiry, we can create a dynamic academic environment that propels us toward our
common goal of national development.

Our commitment does not end with the publication of research. The leadership and academic
staff of Bakhtar University are dedicated to ensuring that our findings reach the relevant au-
thorities and institutions. We aim to bridge the gap between theory and practice, ensuring that
our research translates into actionable policies that can uplift our society and drive economic
growth. In closing, I invite all of you i.e. academics, researchers, and practitioners to join us in
this ambitious journey. Together, we can uncover the root causes of our economic challenges
and illuminate the path forward with the light of rigorous scientific inquiry. Let us embrace
this responsibility with vigor and determination, for the future of our society depends on it.

Thank you.
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