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Introduction
This paper seeks to explore the nature of Afghan financial culture and its influence on
the US military experience in Afghanistan since 2001. This paper seeks to explore three
main themes or questions:
1) What is Afghanistan’s financial culture and what makes it distinct?

2) How should we understand the influence of Afghanistan’s financial culture on
military operations and security outcomes? What is the relationship of financial
culture with the larger security environment outside of the Afghan conflict?

3) What is the relationship between financial institutions, state legitimacy, and
corruption in Afghanistan?
The War in Afghanistan, since 2001, has become America’s longest (and
consequently most expensive) active conflict in US history with little clarity as to how it
will end for any party involved. Scholars have approached the study of Afghanistan from
numerous perspectives, as to what has succeeded, failed, or should have been done
differently. Furthermore, practitioners and those in the military who have served and
continue to serve in Afghanistan have wrestled with how best to understand the
underlying problems driving the conflict and what levers of power can be used to achieve
sustainable objectives. More often than not, the debate circles around the same concerns:
troop levels (foreign: Afghan), cultural incongruence, development priorities,
bureaucratic realignment of efforts, strategic approach, or Afghan governance. However,
there has been little debate regarding a seemingly innocuous element that deeply interacts
within all of those debates: financial culture.
In the global economy, the presence of finance persists across all cultures, borders,
and peoples. Some economies are moving more quickly toward digital economies and
currencies, while others are hoarding cash and outright banning crypto-currencies.1
Others are making perceived bold moves intended to provide some shock therapy to their
monetary system and remove “black money” from criminals.2 How people conceptualize
and behave with regards to money and finance matters greatly. These differences often
manifest as a byproduct of the realities that people face in a wartime or peacetime
economy. These differences also manifest themselves according to social, religious, or
cultural customs that are as integral to society as familial relationships. In Afghanistan, a
country that has experienced nearly 40 years of war, the financial culture that has
developed has evolved out of a combination of persistent uncertainty and cultural
customs that have existed for hundreds of years. This uncertainty hasn’t left many
Afghans receding from the global economy (far from it); but it has incentivized them to
remain in the informal economy and become excluded from the global financial system.
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Why do Afghans choose to remain informal and “unbanked”? The notion of being
“unbanked” is roughly defined as “those who do not have accounts at deposit
institutions.”3 While countries like the US experience this problem on the margins of the
society, this is the reality for over 90% of Afghans.4 One could simply argue that the
issue revolves around lack of access and options since Afghanistan is highly
underdeveloped and much of the population lives in remote, rural areas. Other arguments
may point to the political economy in Afghanistan that is highly dependent on tribalism,
corruption, and conflict. Another argument may be that culturally, Afghans mistrust the
culture of western-led financial institutions that dominate much of the global financial
system.
These arguments lead into a debate of whether Afghan financial culture is really a
“culture” or simply a victim of circumstance created by realities on the ground. Are
Afghans simply reacting to the realities on the ground in a country beset by uncertainty
and war? Or are they reacting in a fashion consistent with their culture that is
distinguishable to others in similar circumstances? Additionally, does the financial
perspective of the intervening force matter when we consider financial outcomes? Today,
the global financial order is dominated by the US, whose system of banking has
developed a long way from when the country declared independence in 1776. This can be
looked at not only from the policy level of those who understand economic and monetary
policies, but also from the tactical perspective of “the boots on the ground,” who are
charged with fighting a counterinsurgency for the hearts and minds of the population.
These issues are important to consider when we look at what Afghan financial culture
is, and more importantly for policy-makers, how it can influence security, state-building
and development outcomes. Are metrics and models of GDP growth, government
controlled territory, or foreign direct investment useful when many observe that the
economy is dominated by informality?5 Indeed, panels of experts discussing the nonkinetic dimensions of US strategy continue to emphasize private investment and
development of private-sector growth, but are unable to develop a clear roadmap that
extracts the foreign powers from direct subsidy.6 These are important when we consider
how informality and legitimacy interact in the financial system whose bedrock is built
upon trust or broken by lack thereof.
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Methodology
This research bridges various fields of study by utilizing an interdisciplinary approach
towards understanding the conflict in Afghanistan. Coming from a military background,
my understanding of financial culture and its relevance at the tactical level of military
operations was initially limited. The mere mention of the word “finance” within the
military-decision making process (The Army’s doctrinal planning framework) is either
dismissed as some other agency’s problem or associated with counter financing of
terrorism (CFT). However, low-intensity conflicts that have become pervasive since the
end of the Cold War have become increasingly complex and demand new approaches of
security analysis. Dynamism within the military peaked in Afghanistan and Iraq through
adherence to the new counter insurgency (COIN) doctrine by shifting priorities towards
the population as a center of gravity instead of the enemy force. My research utilizes
discourse from the fields of International Relations, Political Economy, Corruption,
Governance, Anthropology, Informal and Underground Finance, Islamic Finance,
Economics, and Security studies. A combination of these disciplines helps to understand
the complex web of interactions not only within Afghanistan, but the multifaceted
baggage that international actors bring into Afghanistan’s local, regional and global
context.
Unfortunately, after years of “lessons learned,” there has been little within military
doctrine that incorporates financial analysis within the military decision-making process,
even though military leaders admit the utility of money as a weapon system (MAAWS)
and the threats posed from terrorist finance. This is problematic for a few reasons that
will be explored further in this paper. In short, military operations inherently influence
financial outcomes and vice versa, which in Afghanistan’s case have become quite cyclic.
My research premise is that Afghanistan’s financial culture has profoundly influenced
security, development, and state-building outcomes during the American experience in
Afghanistan. Following this premise, the paper is organized in five sections:
 First, I provide some background and context of Afghanistan that is relevant towards
understanding the realities that shape the country and region. Financial decision-making
and culture do not operate outside of historical geopolitics or the local/regional political
economy, so I present an overview in order to understand how Afghan finance culture
evolved into what it is today.
 Second, I unpack the nature of Afghanistan’s financial culture. This incorporates how
Afghans interact with money as a medium of exchange, store of value, and unit of
account. More importantly, I explore how we should appreciate Afghanistan’s financial
culture in conjunction with the global financial system and the digital financial age. I also
explore the role of Islam and religion’s impact on both on financial culture and moral
economy that influence financial decision-making.
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 Third, I address Afghanistan’s financial culture interactions with and influence on
security-dimensions of the conflict. This topic relates the nature of the robust informal
and underground economy that is pervasive in Afghanistan. Additionally, I will explore
the context of Afghan financial culture as it relates to the Global War on Terror and
emergence of counter threat finance after 9/11.
 Fourth, I will analyze the relationship between finance and legitimacy, which has
several implication for successful state-building of Afghanistan. This section reviews the
2010 Kabul Bank Scandal and the persistence of unbanked Afghans. I will explore how
these two phenomena present a significant threat to the fledgling government’s
legitimacy.
 The final section of this paper will end with some recommendations for the way
forward in Afghanistan regarding improvements to finance. Additionally, I will discuss
recommendations for future military interventions and how they can best address the
impact of financial culture towards operational success.
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Background
Afghanistan sits in the heart of Eurasia, a region that former US National Security
Advisor Zbigniew Brzezinski called “The World’s Axial Supercontinent.”7 At the
northern-most part of South Asia, it is a land of vast resources, peoples, and rivalries that
continues to demonstrate its global importance in international affairs. From Alexander
the Great until today, empires have sought to dominate and control one of the world’s
most daunting territories. These empires met along a fault line that has persisted down the
millennia, as though the raw geography of the region has forever determined its political
configuration,8 a place today known as Afghanistan.
Afghanistan’s terrain remains one of the most challenging in the world for any
army. Far from Greece, Alexander’s Army in 327 B.C.E faced enormous logistical
challenges as they crossed the Hindu Kush Mountains. Quintus Curtius Rufus describes,
“in absence of all human civilization, [the army] endured all the evils that could be
suffered, want, cold, fatigue, despair. The unusual cold of the snow caused death to
many.”9 In 1839, naval empires, like Great Britain, risked overreach by invading a
landlocked Afghanistan far from the imperial core. Even during the Soviet-Afghan wars,
the expansive railroad network in the USSR still limited their ability to transport troops,
equipment and resources once they crossed the Hindu Kush. Even today, America’s
strategy suffers from geographic vulnerabilities, sheer distance from the US homeland,
mountainous land-locked terrain and a reliance on neighboring countries whose interests
diverge from the US.
Regional Geopolitics
Realpolitik in South Asia defines Afghanistan’s reality. From ancient times, the
lands today called “Afghanistan” have sat on the frontier of the Greek Empire, Han
Empire, Abbasid Empire, Moghul Empire, British Empire, and Soviet Union. Only until
the emergence of the Durrani Empire in 1747 can we see the emergence of the Afghan
proto state. It cannot be overstated how geopolitics of the region have shaped commerce
and events in Afghanistan. In contemporary history, The Great Game manifested itself
between the British and Russian Empires. In both 1839-1842 and 1878-1880, the British
threat perception of ungoverned spaces, especially without clear buffer zones between
British Raj and Russia, caused the British to invade Afghanistan.10
During the Cold War, the Soviets invaded Afghanistan, not only to prevent a
psychic defeat of a failing fellow communist government, but to hedge against potential
rebellion from central Asian states within the Soviet Union.11 US support for the
mujahedeen in the 1980s reflected the desired “to bleed out leftist regimes.”12 Policy
implementation manifested specifically in accordance to geopolitical context:
mujahedeen-led insurgency vis-à-vis neighboring Pakistan. In 1971, Pakistan lost over
50% of its population to a newly independent Bangladesh amidst India’s intervention into
Eastern Pakistan. This defeat not only further created a sense of insecurity for Pakistan,
but lead to Pakistan’s pursuit of strategic depth in Afghanistan.13 Pakistan’s framing of
9

Background 10
strategic depth and existential threat from India has not changed since 1971 and is still
one of the great drivers of instability in South Asia.
Here we see parallels between Pakistan’s need for a weak Afghan state during the
Soviet-Afghan War and the US-led War post 9/11. Maley describes Pakistan as an
“insecure state,”14 its identity pegged in contradiction to India. Truly, Pakistan was one of
the first countries in the world to attempt to completely Islamize their financial system in
the 1970s, largely in response to its conflict with India. During the Soviet-Afghan jihad,
Pakistan nurtured the most radical mujahedeen, which produced unprecedented levels of
extremism, both domestically and internationally; this has led many to accuse Pakistan of
playing a double game. By the Obama Presidency, there was strategy shift towards a
more regional AF-PAK approach, one that understood geopolitical realities. Geopolitics
of Pakistan’s neighborhood in South Asia provide the pretext for a Pakistani strategy
whereby Pakistan benefited from supporting the US efforts to both hunt Al ’Qaeda and
maintain their support to the Taliban.
Governance and State-Building
Clausewitz defined war as “an act of policy… simply a continuation of political
intercourse, with the addition of other means.”15 The US experience in Afghanistan
embodies both political and military dimensions, and thus there is great temptation for
governments to clearly delineate responsibilities between the political and military at
specific times in the war.16 This arrangement is highly problematic in a territory where
Chayes observes, “Afghan fighters know how to turn terrain, timing, and temporary
alliances to advantage so as to reduce the actual spillage of their blood.”17 Afghanistan’s
tribal system of politics thrives today, much as it has over thousands of years. While
tribalism may be considered as a state of anarchy from the perspective of strong
centralized states, its practice in Afghanistan is quite rational. Unfortunately, tribalism
not only contributed to systemic incentives for corruption and colossal clientelism, but
also placed American forces in a position to support an unaccountable Afghan
government. Afghanistan today still ranks at the top of Transparency International’s
Corruption Perceptions Index.18 This is important to understand from a historical
perspective as many attempts at centralizing power in Afghanistan led to governing
institutions whose legitimacy was always in question.
During the First Anglo-Afghan War, the British installed Shuja Shah who,
through British financing, was able bolster a patronage network that respected the
autonomy of various tribal elite and secured British foreign interests. Once the British
financing ended in 1842, rented loyalties expired and rebellion ensued.19 By the end of
the Second Anglo-Afghan War, the British subsidy system continued through Abdur
Rahman Khan who, under harsh military rule, instituted centralized tax systems to
maintain control of the Afghan army and buy loyalty of tribal elites.20 The British
experience with Afghan governance demonstrated that while Afghans possessed a sense
of nationalistic Afghan identity, the country overall remained greatly fragmented and
resistant to strong central governance without significant coercion.
10
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During the 1980’s Soviet-Afghan War, Soviet political ideology greatly differed
from the British in theory, but nevertheless, their strategy was implemented similarly in
Afghanistan. Practical realities of a highly rural, agricultural, and fragmented state
couldn’t be overcome quickly through rapid industrialization that the Afghan communists
were pursuing. The Soviets made significant attempts at building up strong centralized
institutions to model the Soviet system. Civilian advisors were sent to Afghanistan to
politically stabilize the country, but fell victim to internal Soviet bureaucratic turf battles.
As the number of non-military advisors grew, advisors would take sides amongst their
rival Afghans clients, be ignored by Soviet military commanders, and increasingly take
over the functioning of the Afghan institutions they were supposedly only advising. 21
Over the course of the war, the Soviets would suffer more causalities from
mujahedeen guerrilla tactics. Soviet occupation possessed a surplus of other structural
shortcomings. Soviet troops lacked cultural awareness of Afghan society, deployed a
high number of conscripts, and their training was inappropriate for counter-insurgency
operations.22 The Afghan economy was artificially inflated by thousands of Soviet troops
and increases to developmental aid. Various Soviet agencies working in Afghanistan
constantly competed with one another for greater prestige and decision-making ability
with Moscow.23 While bureaucratic turf competition amongst invaders was arguably
present in every invasion of Afghanistan, it was more debilitating for the Soviets due to
an inept and corrupt decision-making body in Moscow.
Lastly, as Kalinovsky argues, the structure of nation-building from the pretext of
intervention possesses almost unsurmountable hurdles. First, the complete overhaul of a
tribalistic and fractious state towards a strong centralized state necessitates a long timehorizon. One need only look at the multiple Anglo-Afghan wars and the decade long
experience with the Soviets to support this assertion. Second, nation-building by foreign
occupation is difficult because it won’t be accepted by locals who may feel they have no
political voice towards their own destiny. This legitimacy issue has similarities to the
contentious 2008 and 2014 election results of both presidents Karzai and Ghani
respectively. This last assertion is where the US desperately tried avoiding a repeat of
British and Soviet forced state-building, but faced a dilemma of supporting a perceived
corrupt regime.
The American Experience
During an interview on September 24, 2017, President Ashraf Ghani stated that
“Corruption had stolen hope that Afghans had in December 2001.”24 After the invasion of
Iraq, Afghanistan became a forgotten war; manpower and money were the least resourced
American nation-building effort in our history.25 While there is no single point of failure,
many of the impediments to the American Experience were similar to those faced by
other historical interventions.
Afghan society was dominated by the warlords prior to the Taliban and after their
expulsion, this reality didn’t change after the Bonn Agreement of 2001. In fact, it was
11
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greatly exacerbated by international support. Many within the Department of Defense
(DoD) and Department of State (DoS) argued that if left to their own devices, the
warlords would continue fighting amongst each other as Afghan history has shown.26
Incorporating the warlords into the government was a strategic blunder, a Faustian
bargain, where the US traded short term security in exchange for long-term instability.
Government positions became part of the rentier-state, where the massive influx of
developmental aid and international assistance funneled into tribal networks that
supported the Karzai government.27 Political scientists have actually found that increases
in spending on development actually may increase the incentives for clientelist systems
that only need minimal funding to survive.28 Afghan tribal society became a “perfect
storm” of conditions, ripe for the exploitation of billions of foreign aid flowing into the
growing Afghan economy.
The Afghan economy is dominated by informal institutions that rely outside of
formal structures. Informal institutions are socially shared rules, usually unwritten, that
are created, communicated and enforced outside of officially sanctioned channels.29
Systems of informal credit, hawala, and informal commerce permeate not only through
insurgent networks, but legitimate commerce in Afghanistan. While informal institutions
have met some critical needs of the population, their cultural entrenchment and
subsequent public trust can negatively impact centralized governance efforts, especially if
centralized state-building is done under foreign imposition.
The US approach of building the Afghan state by empowering the fledgling
Karzai government and warlords surrounding him was structurally flawed. This approach
crippled tactical military gains, economic development, and produced corruption of
colossal proportions. Many theorize that if you were to clean up the government’s
accountability and justice, the Taliban would simply melt away;30 according to Afghan
perceptions, this is true.31 However, this theory is somewhat constrained when we
consider the geopolitical regional rivalries that exist, which foment unrest regardless of
Afghan government accountability vis-à-vis Pakistan’s double game. Additionally, the
nature of the Afghan informal economy, and subsequent role of opium in the illicit
economy, present entrenched interests in maintaining the status quo. While empowering
of local elites presented a cheap and expedient option in 2001, it left Afghans, and
ultimately US strategy, in an untenable situation. Even today, there is an implicit risk of
repeated mistakes in the new “R4+S” (regionalize, realign, reinforce, and reconciliation,
plus sustain)32 that in name shows a change in strategy outside of counterinsurgency
operations or “Counterterrorism +”, but fails to demonstrate how the implementation will
be done differently with a gutted DoS that has suffered 30% budget cuts recently.33
We finally come to the substance of what this paper seeks to explore, the role of
Afghan financial culture on the American Experience in Afghanistan. This background
section discussed the fragmentation of Afghan society and how we should understand it
historically. Foreign powers have historically tried to centralize power in Afghanistan,
either through direct invasion or financially supporting strongmen. Regional geopolitics
12
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and Afghanistan’s geography firmly support rational decision-making of tribalism and
informality. The Global War on Terror has provided a new framing of Afghan financial
culture, one where informality is seen as almost indistinguishable from terrorist and
criminal finance. These realities translate into a financial culture that is highly adaptive,
rooted in culture, expresses legitimacy through trust of various informal institutions, and
overall is cautious of financial formality associated with foreign imposition. More
concretely, Afghan financial culture’s clash with the American intervention in
Afghanistan should be seen in its own light, as both independent of and intertwined with
other cultural differences that have impacted foreign efforts and outcomes in
Afghanistan.
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Afghan Financial Culture
What is financial culture and why should we concern ourselves with it when
studying the Afghan conflict? Financial culture defines a unique set of shared beliefs,
customs, experiences, and institutions that constrain and shape financial behaviors.
Financial culture manifests itself through how people save their wealth, transfer it,
conduct commerce, build financial institutions, and, in general, facilitate economic
activity in a given locale. As an aspect of any culture, finance should be analyzed as
much as religion, gender norms, language, etc. that ultimately determine the human
context in which society functions. Financial cultural analysis provides critical insight
into what governs prudent financial behavior in a society at equilibrium, but also how a
society reacts to shocks such as prolonged conflict. The case of Afghanistan, a country
that has experienced a prolonged period of conflict, possesses a unique financial culture
that demands scrutiny. While there are similarities to various aspects of financial culture
in societies that have experienced protracted conflict, there are a combination of
supplemental factors that have yielded a unique financial cultural context. Afghanistan’s
financial culture is defined by multiple distinctive factors, which make it especially
interesting to study, namely that financial culture in the Afghan context revolves around a
few central elements of distinction:
1)
2)
3)
4)

Protracted Conflict over 40 years
Geography, History and Political Economy
Islam as the dominant religion
Globalization

These factors individually occur in numerous places in the world, but in Afghanistan’s
case, the sum of the parts is greater than the whole. It may be convenient to simply
assume that financial behavior is the same across all protracted conflicts based on
observations of certain cases, and indeed, many books and articles on wartime economies
seek to portray them in common terms. Similarly, it may also be convenient to assume
that financial institutions within all Muslim-majority countries are structured identically
because of Islam’s prescribed economic framework. However, the reality is often quite
different than what people may assume, and we should scrutinize the external validity of
observations from one context being transferred towards the understanding of another.
Simply, this section explores how we should understand the embodiment of
Afghanistan’s financial culture when considering the sum of its parts as both distinctive
and presumably indivisible.
Framing Financial Culture
Before we explore the elements of Afghanistan’s financial culture, we need to
understand the framing of what makes up any financial culture. If one were to look at the
definition of financial culture, one would be hard pressed to find a concrete definition.
One may think of the historical Swiss banker who serves the world’s rich or some clever
New York hedge fund manager operating on Wall Street. Is financial culture the
14
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regulatory environment of a given country, the professional culture of financiers and
bankers, or the degree to which a society is adopting the digital economy? These
questions are problematic because they can encompass a wide range of interpretations of
what finance represents within society. Hence, we should be careful as to what
conclusions and assumptions we make based on cursory questions like these.
What is widely apparent though, is that finance intersects just about every
segment of life for society and individuals. Finance enables the functioning of a society’s
national defense infrastructure, supermarket supply chain, teacher’s pension system,
research for the newest cancer treatment therapy, global remittances, and even the illicit
drug trade. The intensity of financial penetration into societal functions makes it as
innocuous as the air we breathe. Thus, it’s easy to ignore and presumably assume away
the potential distinctiveness of financial culture since many of the key aspects are
universally understood concepts like money, wealth, and financial markets. Conversely,
governments spend enormous efforts directed towards economic and monetary policies
that reinforce not only domestic governing institutions, but also international institutions.
This attention is based on a plethora of economic and social rationale like reducing
uncertainty, lowering transaction costs, and mitigating risk among many others. Most
important for our discussion is that policy decision-making directed towards monetary
and economic outcomes is predicated on unique financial culture underpinnings. These
underpinnings, like language, religion, and politics provide crucial context-specific
aspects of culture.
There is a robust body of research in decision-making and economic theory that is
used to further understand a person’s behavior when it comes to finance. Economic
theories such as Utility Theory, Game Theory, or Prospect Theory all attempt to describe
economic decision making, but rarely address the question of cultural context.
Additionally, market failures such as externalities and information asymmetries are well
known across numerous markets, with financial markets being no exceptions.
Interestingly, specific responses to these market failures helps to reveal how financial
culture develops as a recognition of these market failures. These responses develop into
patterns and norms that, overtime, may become predictable indicators of a culture.
Interestingly, people may often behave counter to their culture based on pragmatic or
irrational decision-making, thereby demonstrating the inherent tension between theory
and practice. However, I argue that occasional deviation from one’s culture doesn’t
necessarily mean that the culture has changed, but simply that people are responding to
realities on the ground. Indeed, people often may knowingly deviate from cultural norms
based on higher expected utility, but that is not to say that they don’t factor culture into
their payoff calculations. This is an important point of distinction when we consider
Afghanistan’s financial culture in comparison to others.
While financial culture can be broadly defined, I define it as a unique set of
shared beliefs, customs, experiences, and institutions that constrain and shape financial
behaviors. While culture broadly encapsulates a greater body of various norms like
15
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religion, language and custom, the focus will be on finance for this discussion. MerriamWebster defines “finance” as “the system that includes the circulation of money, the
granting of credit, the making of investments, and the provision of banking facilities.”34 I
will adopt this definition for the remainder of the paper in terms of our analysis.
Money and Coin
The first measure of analysis we should consider is the advent of money.
Numerous institutions exist globally and domestically that concern themselves with
monetary policies. Money is something that governments are supposed to mint, circulate
and provide because it’s a public good in that is non rival and non-excludable. The
International Monetary Fund (IMF), whose mission revolves entirely around monetary
policy; defines money as follows:35
store of value - which means people can save it and use it later—smoothing their
purchases over time
• unit of account - that is, provide a common base for prices
• medium of exchange - something that people can use to buy and sell from one
another


Money is also fungible, meaning that it is mutually interchangeable and recognizable in
transactions. Until only recent history, the value of money was directly linked to precious
metals like gold and silver because of its scarcity, low transaction costs, and divisibility
into coin. Today, most money is “fiat,” meaning that its value is determined by the
backing of sovereign states and that citizens collectively place their faith in its value.
These are easily understood concepts, since nearly every society today utilizes money in
this way. While people spend, save, and transfer money consistently across cultures in
ways that maximize their own utility, they still tend to structure their financial behavior
according to culture.
Credit and Debt
The second measure of analysis is the notion of credit and debt. While the system
of credit and debt has evolved dramatically because of technology, the basic premise still
revolves around the lender and the debtor. Credit markets inherently possess a principalagent model, where the two parties calculate risk, the time-value of money and the
intangible quantification of effort to repay. Typically, those who lend credit are those
who possess money and profit from business with those debtors who seek immediate
finance for a particular purpose. As part of the transaction, the time-value of money is
often accounted for through interest, which provides an incentive for the lender and
impetus for the debtor to repay. This practice is so widespread in conventional finance,
which most people in the US understand; however, as we explore further, the perception
is quite different for Muslims.
As part of credit markets, no idea is more central than the idea of debt. Debt
possesses significant religious, ethical and moral components which should not be
16
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understated, as nearly every culture understands the concept. Often, when debt is
incurred, there is inherently a power asymmetry between the debtor and lender, precisely
because one has funds that the other does not. From this power asymmetry, it’s not
uncommon for the lender to take advantage of the debtor’s plight. The very notion of the
“Faustian Bargain” comes from the notion of the Devil taking advantage of the desperate
seeking respite. Remarkably, Faust’s bargain with the Devil reveals the link between debt
and the soul’s salvation, thus demonstrating religion’s influence on finance, even when
we consider conventional finance as agnostic today. Some argue that poor people in
particular “are dominated by dysfunctional time preference behavior, in which the pursuit
of immediately needed security places them in relationships and structures which then
displace the longer-term prospects of a sustained improvement in their livelihoods.”36
Debt incurs a significant social dimension as part of not only individual financial
transactions, but also between nation-states. Those who are more indebted often become
associated as slaves or having their agency removed, while lenders may be seen as
predatory or vulturine. For these reasons, cultural perception of debt and credit is critical
towards understanding financial culture.
Investments
The third measure of analysis are investments. The evolution and proliferation of
technology across the globe has remarkably shaped how people make financial
investments. This can extend to international real estate, stock trading, venture capital,
bonds, and numerous other examples of investments that utilize money as a medium of
exchange. Many of these investment vehicles rely on regulatory frameworks, customs,
entrepreneurial ability, and capital in order to fully mature. These factors depend on the
local context, which often dictates the levels of uncertainty, predictability of transaction
costs, macro-economic factors, and business climate. In business parlance, one would
refer to this as a particular “investment climate.” The definition encapsulates how climate
is something that one operates in as a given of the environment that must be accounted
for. Fascinatingly, researchers have conducted experiments to observe how culture affects
investment decision making, finding that culture shapes different perceptions of a stock
when given identical financial data.37 Not surprisingly, much research goes into how to
do business in certain parts of the world based on different business practices or norms of
commerce because it precisely impacts their bottom line.
Financial Institutions
Finally, our fourth measure of analysis is financial institutions. Historically, banks
are the nucleus of the financial system, often serving either under a government directly,
independently in support, or autonomously. Today, while financial institutions have
grown in both number, size, and relevance, they still function as gatekeepers to the world
of finance. This can be said for not only formal financial institutions, but also informal
ones that provide financial services with minimal government scrutiny. Many
governments today consider financial institutions as part of critical infrastructure, much
like power plants and waste water treatment facilities.38 Banks face a multitude of
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compliance and regulatory requirements that are designed for things like consumer
protection, currency stability, anti-money laundering, business development, etc. Outside
of traditional banks, a growing number of financial services are being offered by
technology companies. These Financial Technology companies (Fintech) continue to
grow and expand in ways that offer many of the same financial services of traditional
banks at either lower rates, greater efficiency, or greater accessibility for consumers. In
fact, Fintech’s widespread adoption in the developing world is rapidly outpacing adoption
in the developed world, thereby demonstrating the value of their business model in spaces
where traditional banks saw little profit margins. For example, in 2017, Chakravorti and
Chaturvedi demonstrated in their research that the expansion of the digital economy,
closely tied to Fintech in certain countries, depends on the population’s concerns about
privacy, security, and accountability.39 Societies are more or less rapidly adopting a
digital economy based on a combination of these aspects, which is important when we
consider Fintech as the gateway. Although data from Afghanistan was not a part of the
study, one can assume that coupled with increasing demands for mobile money and
mobile coverage, Afghans are looking for greater access to the digital world particularly
through finance. However, the caveat is that decades of war and uncertainty in
Afghanistan have also increased the cost of adopting new technologies like Fintech.40
While Fintech is growing in the developed world, an overwhelming majority of people in
the developed world still utilize traditional financial institutions for savings, investments,
and insurance among other things.

Informality and Formality in Afghanistan
Remarkably, the complete opposite can be said for the developing world, where a
large majority operate outside of the formal financial system. Robert Neuwirth in Stealth
of Nations calls this phenomenon “System D,” based on the French word debrouillard, a
group of people “who are entrepreneurial, self-starting merchants who are doing business
on their own, without registering or being regulated by the bureaucracy, and for the most
part, without paying taxes…the do-it-yourself economy.”41 This phenomenon cannot be
ignored for the simple reason that billions of people live in this reality to this day.
Estimates of this System D or informal economy are often approximated in the trillions if
accumulated globally.42 This dramatic tension between formality and informality
possesses, at its core, a critical financial element. If financial institutions are to be acting
as gatekeepers of finance, then how are we to understand them if a large portion of
financial actors either are excluded from the financial system or choose to remove
themselves willingly? This question among others, lies at the heart of how we should
explore Afghan financial culture next, namely the informal and underground economy
that defines the majority of the Afghan economy and financial landscape.
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Afghanistan is a country dominated by the informal, the space in which central
governance and internationally recognized institutions have little direct influence.
Informal institutions are socially shared rules, usually unwritten, that are created,
communicated and enforced
outside of officially
sanctioned channels.43
Among numerous
estimates, in 2011, the IMF
estimated that still nearly
80-90% of the Afghan
economy remained
informal.44 This permeates
across every aspect of
society from the justice
system to the economy. The
informal economy, as
Figure 1 Estimate of the Afghan informal economy in IMF report
Neuwirth and others argue,
is where entrepreneurs and businessmen innovate and provide the engine that motivates
the larger economy. They are, however, plagued by the lack of goodies that only
governments are able to provide, like monetary policy, critical infrastructure,
macroeconomic policy, and a predictable regulatory regime for international business.
The informal economy in Afghanistan is vibrant and arguably what most of the country’s
population relies on. This informal economy, whereby money exchanges hands outside of
the purview of government oversight or formal financial systems, exists because it’s seen
as more efficient and lower risk than utilizing the formal economy. The distinct
formulation, and especially the resilience of the informal economy, exists because of
Afghanistan’s unique financial culture.
On the other hand, the GoIRA and much of the international community is
attempting to strengthen the formal economy in Afghanistan. This includes the promotion
of private business investments, development of a banking sector, and centralized tax
system. All of these are hallmarks of a Western-led international order and are being
argued as essential for Afghanistan’s long-term stability. Arguably, the financial
landscape in Afghanistan has developed tremendously since the ousting of the Taliban
government in 2001. The country had virtually no formal banking system, where today it
boasts nearly a couple dozen banks. Mobile money and access to capital have grown
amidst the technological revolution brought on by the smartphone. Additionally,
Afghanistan’s neighbors are starting to take greater interest in private sector business
opportunities in Afghanistan, as the world’s center of economic gravity moves closer
toward Asia from Europe. In order to understand and measure Afghanistan’s formal
economy growth, traditional metrics like GDP or trade volumes are used to gauge
progress and trajectory. Are these metrics useful when the country is dominated by the
informal? Some argue to the contrary, namely that this “metric fixation is the persistence
of beliefs despite their unintended negative consequences when they are put into
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practice.”45 Thus, sole focus on traditional econometrics in Afghanistan may produce not
only inaccurate analysis, but also incongruent framing and policies.
Little research has been done looking at the impact of financial services in
Afghanistan in comparison to other developing countries. Of the research that has been
conducted, it’s mostly been along narrow subjects like mobile money, credit systems, or
on hawala. While much of the research attempts to reach more broadly in their analysis,
little attempts to pull together the large picture of how finance interacts within major
political and security events happening within Afghanistan. Holistically, we need to
understand how not only political and security events interact amidst a constellation of
financial behaviors, but also how events are constrained by financial realities on the
ground.
How are people saving, spending, and conducting commerce in general? How are
they investing and what vehicles are they using for that? What does the formal financial
system look like in Afghanistan from the customer’s perspective when they want to
engage with financial institutions? Lastly, what is the role of opium from an economic
perspective and how does that influence with both the informal and formal economies?
These questions are critical towards understanding how interconnected financial culture
is with economics, but with every other element of their lives that wealth is considered.
Per the World Bank Financial Inclusion Index, which measures how people save,
spend, borrow, and account for their finances in the formal economy, Afghanistan ranks
poorly. In comparison to the US, which ranks between 85%-94% of people using formal
banking, only 10% of Afghans use formal bank accounts and less than 4% use formal
accounts for savings.46 So how are Afghans saving and transferring money if they remain
outside of formal financial services? In a 2014 study called In the Hands of God; A Study
of Risk and Savings in Afghanistan, the authors outline research that investigates some
financial behaviors of everyday Afghans. They concluded that Afghans put their faith in
the informal economy by perceiving liquidity differently than westerners. They diversify
their savings in livestock, land, relationships and grain based on general distrust of the
stability of banks.47 Their distrust of banks further fragments the financial services
market by recognizing severe market failures. In fact, one of the study’s main findings
revealed that people’s uncertainty of the security situation greatly influenced their
spending behaviors; “Why save money, invest, or build if tomorrow things will get bad
again?”48
In 2014, the US military commitment to Afghanistan was on the decline and it
was visible to the research team that this shift in priorities correlated with a change in
financial behavior. Additionally, they found that religion was another major component
that constrained spending habits. Islam provides prescriptive rules for economic behavior,
which is enormously important in a country like Afghanistan. They further highlight that,
“Afghans simply do not trust the banks. Furthermore, given consistently high perceptions
of corruption49, it’s natural to see that Afghans distrust their banks. There is little
incentive for them to declare income or pay taxes outside of their locale, only to see little
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return on investment from the federal government. For example, foreign aid was designed
to improve the lives of Afghans, which it did for some, it ultimately did little to improve
trust in any form of Afghan formal economy. In fact, many Afghans distrusted and
resented many NGOs that represented a significant institution delivering aid. Ismatullah
Shinwari, an MP from Nangarhar Province said, “We have NGOs working in different
sectors, but they are corrupt and grabbing money and no one knows where all the money
goes. I think, if they leave, there will be no effect. If we get less money than now and we
have a transparent administration, I think we will be better than we are now.”50 Given this
environment where US forces were giving cash for projects with little coordination from
the central Afghan government, there remained a strong incentive for Afghans to remain
informal.
These examples were compounded by a lack of faith in the future and the limits
that Sharia’s, or Islamic law, places on banking, drives them to consider money liquidity
the primary factor in handling their money.”51 While the study discusses how security
uncertainty affects liquidity perceptions, they do not discuss in detail how Islam
influences finance. These two findings are consistent with Afghanistan’s financial culture
and should be discussed in much greater detail in order to better explain the study’s
findings.
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The Impact of Protracted Conflict
The banking system in Afghanistan has been decimated by nearly 40 years of war.
Only since 2003, has it begun to reemerge. While many banks exist today in Afghanistan,
their presence has not changed people’s risk calculations. This is coupled with the fact
that many of the banks are privately run and may not be interested in banking customers
who are not considered to be profitable enough. Protracted conflict tends to redefine
society by forcing people to adopt various coping skills. Some argue that this adoption of
coping strategies is not only complex, but dynamic in their perception of risk influencing
the utility of certain
financial options;52
namely from a financial
perspective, the
hoarding of cash or
tangible assets is key.
This is done not only
for pragmatic reasons,
but also cultural ones.
Cash, especially foreign
cash in dollars or euro,
are especially sought
after since they often
bring a high premium
with money changers,
Figure 2 Risk and uncertainty perceptions amongst the formals (privileged and
are harder to
banked) and informals (vulnerable and unbanked)
counterfeit, and values
are more resilient to inflation/deflation. Foreign cash is easier to transport than tangible
assets, but doesn’t always meet other needs. For instance, gold is often utilized as part of
marriage rituals, where the groom’s family may be obliged to buy gold in exchange for
the marriage contract.53 Additionally, commodities like gold and silver are often used for
commerce and can actually be seen as good investment vehicles because they are
globally traded. The cash dependency also impacted efforts to build a new Afghan security
force. According to reports, “Most new Afghan recruits did not have bank accounts—and
receiving their monthly pay and providing it to their families took days or even weeks, resulting
in increased levels of absenteeism from the force.”54

Livestock, agriculture and land also represent tangible assets that both provide
immediate utility for the owner, but also trade potential. These products offer greater
flexibility amidst uncertainty, where an Afghan can, in a sense, both consume their
product while potentially leaving the door open for trade. Unfortunately, this approach
also carries significant risks for various reasons. Livestock requires greater maintenance
costs and monitoring to maintain their value. Lack of access to veterinary care and
potential seizure by armed groups only further increase risks of wealth in livestock.
Investing wealth in agriculture is also fraught with risks, most notably from the weather.
Global climate change is not absent in Afghanistan and predicting rainfall is likely to
continue to challenge farmers. Due to its dependence on the weather and market forces,
22

Afghan Financial Culture 23
the agricultural sector is heavily subject to exogenous shocks, only made worse by other
interconnected market failures that impact agriculture. Additionally, since land is
immobile, people can be displaced due to security uncertainty. Other commodities like
gemstones and opium are also accounted for into this mix, but behave quite differently
because of their illicit nature, which will be discussed further in the paper regarding their
relevance towards the political economy.
Credit markets are also highly susceptible to protracted conflict because collateral
becomes contingent on tangible assets deemed most profitable amidst volatile levels of
uncertainty. For instance, people in rural areas across various sectors of the country may
be asked to cultivate a particular crop in exchange for a line of credit. Based on that fact
that financial institutions didn’t exist for a long time in Afghanistan, credit markets were
almost entirely informal. In this sense, people were lending within their families,
networks of friends, or with informal money lenders. While informal lending has some
downsides, people still prefer it based on the assumption that trust is the most important
aspect for Afghans in financial markets. Namely, it’s the trust deficit that has come from
years of war that must be overcome, and not so much the inefficiencies that banks face.
This cuts to the heart of discussion regarding opium cultivation and informal
credit markets. Pain argues that there is widespread belief that “opium-based credit is
particularly exploitative and has driven households into deep, opium-denominated debt,
thus causing further expansion of cultivation.”55 In his 2008 research, he found that
informal opium-based credit is consistently used to smooth consumption, reducing
informal credit lending which is limited due to the context of risk, insecurity and the
overall social inequalities of the agricultural economy.56 These arguments are important
to consider when we look at the role of credit as a critical portion of the financial services
market within the protracted conflict setting. If the risk levels are increasing with the
production of opium, then the profit elements are also increasing, which can be seen with
the dramatic spike in opium prices. For example, the supply of opium cultivation was on
the decline in the late 90s, not only due to severe drought conditions, but also the
Taliban’s prohibition of it in 2000, which sent the price skyrocketing.57 Not surprisingly,
the price of opium showed a positive correlation with the increase of interdiction efforts
and foreign troop levels into the country.58 Indeed, opium cultivation was promoted
across the country differently, according to the local ruling elites who were also directly
connected to informal lines of credit.59 It is thus not surprising to see that there is a
connection between the lender who promotes cultivation and the farmer seeking to
smooth consumption. It is not that opium is unique for credit, but that the illicit nature of
the product being grown amidst a prolonged unstable security environment leaves little
options for credit markets outside of opium.
Credit markets offer people the means to meet immediate and long term financial
needs through contracts, but its informal value/money transfer systems like hawala that
have greatly enabled the informal economy to scale across borders. These hawala
networks operate in a sense like a Western Union, but often more efficiently and with
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lower transaction fees. Hawaladar’s (hawala operators) often operate more like
merchants than traditional banks or money exchanges. In this spirit, they often maintain a
series of businesses that they can leverage to maintain a large cash flow. Since hawala
operates outside of the formal monetary system, the system is extremely reliant on cash.
Profits are often converted by buying and selling commodities across borders. These
hawala are regarded as informal in the sense that they fall outside of the formal global
financial system, yet quite effectively police themselves.60
At its heart, the hawala network operates on trust through risk-sharing because
debts are maintained within the group where strong incentives and disincentives exists to
keep the agents in check. This mindset is both theologically and pragmatically based,
whereby the rate of markup
and transfer of debt is
constrained by religious
principles in Islam. Based on
lack of formal financial
inclusion, these hawala are
often the only means of
moving capital across borders.
However, these are often
considered shady forms of
business from the perspective
of Western governments and
some have been victims of
Figure 3 Debt settlement in early hawala transactions
western sanctions based on the
61
perceived threat of terrorist finance. While the issue of hawala was heavily debated in
the years immediately preceding 9/11, their resilience and entrenchment has produced a
paradox for policy prescriptions. Hawala as a value-transfer system potentially enables
money made from ill-gotten gains to be transmitted and channeled with minimal
transparency or record keeping.
Thompson’s research on hawala in Trust is the Coin of the Realm, Lessons from
the Money Men of Afghanistan presents a more nuanced view of hawala amidst the
effects of protracted conflict. While Thompson cautions that to estimate the total size of
hawala in Afghanistan presents numerous hazards, she found that the system experiences
incredibly high turnover rates in liquidity, which means that money dealers are able to
manage this high flow with small businesses on site.62 She then argues that one could
assume that their ability to manage large liquidity volumes would translate to also
managing the annual funds from opium cultivation as well; however, a more precise
analysis of provincial variation and the fluctuating demand of harvests is more
appropriate towards determining hawala interface with opium.63 She highlights this point
in pointing out that Badakhshan accounted for 83% of cultivation from 1994-2000, but
fell dramatically after 2002 with the resumption of opium cultivation in the South and
Eastern parts of Afghanistan.64 This is important because it demonstrates how hawala
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accordingly to the demands
put on it. However, the
principles, processes, and
even rates of transfer
remained quite consistent
regardless of the volumes of
transfer. This phenomena
demonstrates the
heterogeneity of hawala in
the context of a protracted
conflict where religious
principles are still
underwriting some of the
common norms and
standards across an
uncertain business
environment. is a financial
Figure 4 Thompson’s representation of hawala (H) within the overlapping
governance spheres in the “War Economy”
service that is being utilized
by the wartime economy, but behaves more Hawala as a business, has proven
enormously resilient amidst not only the impacts of protracted conflict, but shown how
even the religious underpinnings can be adapted while still maintaining enough
commonality across a religiously devout society.
The impact of protracted conflict possesses numerous implications towards
financial services and behaviors. The ways in which people spend their money and
perceive risk directly impacts their financial behaviors. Since the conflict in Afghanistan
has lasted for nearly 40 years, people adapt to these realities and transfer these coping
skills to successive generations, which contributes to the financial culture. Formal credit
systems almost entirely disappear during conflict. Thus, informal credit systems
experiencing protracted conflict are likely to possess intensified market failures, which
incentivizes people to choose increasingly suboptimal conditions. Lastly, the resilience of
informal money transfer systems, in a sense, can be high-jacked when they become
increasingly tied to the illicit economy. This is an important distinction for hawala
because it existed prior to the illicit drug trade, but has since become integral towards
channeling opium profits because of its utility as a trustworthy and reliable institution.
All of these factors provide nuance to Afghanistan’s financial culture, but still fall short
in distinguishing what makes their financial culture different than other protracted
conflicts.
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The Impact of Religion
As one of the world’s “Islamic Republics,” modern day Afghanistan clearly
attempts to present itself as a sovereign nation state that is not only governed by the laws
of man, but of their people’s dominant religion, Islam. Religion’s influence on politics
and security are rarely underestimated, yet religion’s influence on modern finance is
often mischaracterized or dismissed. Surprisingly to most non-Muslims, there is a multibillion-dollar global industry called Islamic Finance that places religion front and center
in finance.65 Some may claim that Islamic Finance is just banking without interest or a
farce, simply appropriating Islam for marketing their investment products. These
definitions are very cursory and fail to appreciate the depth of debate on the issue. Ross
defines Islamic Finance as:
“The means by which corporations in the Muslim world, including banks and other
lending institutions, raise capital in accordance with Sharia, or Islamic law. It also refers
to the types of investments that are permissible under this form of law. A unique form of
socially responsible investment, Islam makes no division between the spiritual and the
secular, hence its reach into the domain of financial matters. 66

Ross covers the main idea that investors or finance professionals would be interested in.
However, he fails to fully explain that finance is not only between financial institutions
and investors, but ubiquitous in personal interactions across Muslim societies. Islamic
Finance as an industry is only the tip of the iceberg in understanding how religion
influences financial culture.
Many countries that are Islamic, or possess a large Muslim population, actually
have different regulations concerning Islamic Finance. This reflects the multi-polarity
and diversity of Islam as a religion. While there is commonality between the various
Muslim countries, we should distinguish Afghanistan from Malaysia or Saudi Arabia,
who all behave according to their respective context. Interestingly, the Saudi’s vigorously
promoted the concept of Islamic finance in the 1970s and 1980s beyond their borders,
while quietly maintaining a relatively conventional banking system domestically. As one
of the Afghan mujahedeen’s largest financiers, the Saudis certainly left a religious
impression on Afghans that was in concert with Pakistan’s Islamization of their own
financial system.67
At the end of the day, what is consistent across all schools of Islamic
jurisprudence, fiqh, is that Islam holds a unique economic framework that distinguishes
itself amongst the many religions of the world. We should highlight two aspects of Islam
that are relevant towards understanding its influence on commerce. First, Islam promotes
the idea of risk-sharing in all contracts, sales, and financial dealings. This is especially
prevalent in how Muslims perceive of debt and money lending. Second is the promotion
of corporate social responsibly and contributions to society in commerce through zakat.
These two themes are crucial towards understanding Islam’s influence on financial
culture.
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Warde argues that “Islam from its inception explicitly legitimized private property
rights, business partnership contracts, and the virtue of pursuing profits.”68 It is written in
the Quran that, “As long as the merchant fulfills his religious duties, he is rewarded
spiritually as well as materially.”69 This runs contrary to many people who think that
Islam isn’t compatible with capitalism or the neoliberal economic order, when in fact,
commerce is celebrated as a central part of the religion. The very nature of capitalism’s
“invisible hand” resonates with Islam by representing a divine nature of markets forces
on price setting.70 Several factors have contributed and influenced this framework. Islam
also provided a well-designed moral economy that helped lower transaction costs
amongst merchants who sought protections of their property rights and predictable
business contracts. Lastly, a robust fiqh tradition enabled various adaptive mechanisms to
facilitate commerce through time and space. In this section, we should discuss these
various aspects and the implications they have for Afghanistan.
The Prophet and Profit
The Age of Jahiliyyah, (time prior to Islam in 622 AD) in Arabia was known for
its various tribes who lived off of trade and war amongst each other. This way of life
consisted of enormous risks in trade from not only an economic standpoint, but also a
personal security standpoint. Usury was common, where lending was often highly
predatory and there was constant doubling of loan amounts to resolve debt. The Prophet
Muhammed was himself a merchant, as were many of his companions and early
followers. As Thompson notes, “Islam grew out of a highly conducive trading
environment, where economic concerns were central in the minds of the first converts.”71
Mecca and Medina, as the two holiest sites in Islam, were both commercial centers of
trade and commerce in Arabia at the time. The caravan trade was risky business as
distance, logistics, financing, and security were constantly a concern.

Figure 5 Trade Routes Central to Spread of Islam
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Additionally, since single transactions were commonplace during various times of the
year during hajj-like events, the risks of being ripped off were high. This situation
exhibits the high potential for lemons. In Akerloff’s Law of Lemons, moral hazards and
adverse selection risks were high when traders were unlikely to see each other again. Due
to the inherent risks in the caravan trade, the young poor entrepreneurs and older rich
financiers would often team up. This system of trade spread beyond Arabia across the
Middle East, North Africa and Asia, that in ancient times was called the Silk Road. Islam,
in a sense, brought moral, political, and economic order to this system of trade. From a
business perspective, Islam helped lower transaction costs, increase predictability, and
foster trust which are essential for capitalistic markets.
Gharar
Islam’s contributions to the moral economy were significant towards shaping
commerce. One of the main ideas propagated was the prohibition of gharar, or excessive
uncertainty, speculation. Gharar represents one of the earliest examples of
acknowledging the limits to the free market economies that were happening not only
across Arabia, but across the rapidly spreading Islamic world during the time of the
Prophet Muhammed and his companions. Indeed, even today, Talib and Sandis highlight
that “economic literature focuses on incentives as encouragement or deterrent, but not on
disincentives as potent filters that remove incompetent and nefarious risk takers from the
system.”72 Furthermore, they argue that tail risk exposures, ensuring that all players
possess an element of risk, are crucial for a well-functioning, complex world.73 Islam, in
theory, addresses this issue through the religious justification and encouragement of riskspreading. The avoidance of gharar recognizes a fundamental market failure known as
asymmetric or incomplete information. In a perfectly functioning market, transactions
between buyers and sellers possess perfect information about the product and the
intentions of the parties, which in practice rarely happens. Often, there is adverse
selection where the buyer is unaware of unobserved characteristics of the product and or
there are moral hazards with a seller who may choose to not disclose complete
information. This potential for moral hazards increases especially if the chances of the
buyer and seller meeting again are remote. The principle of avoiding gharar as a central
part of Islam is still highly relevant today because it recognizes the Law of Lemons as a
reality in the life, specifically Islam’s explicit recognition of gharar as something to be
avoided seeks to correct and acknowledge inevitable market failures.
The characteristics of gharar are relatively straightforward in theory. To eliminate
it, business deals should be as transparent as possible, based in the real economy, and
have clear ownership of what is being sold. For instance, the product must actually exist
at the time of the sale, be 100% owned by the party selling, and transparently state the
terms of the contract or business transaction. Additionally, there is the acknowledgment
that power asymmetry may exist between the buyer and the seller of the contract, and
thus the weaker party should be protected from predation. Today, gharar’s principles are
extremely relevant in the financial landscape in Muslim countries. For instance, gharar
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places significant constraints on financial products, contracts, and investments that are
commonplace in the Western world. Conventional investment products like derivatives,
short-selling, and other overly speculative investments schemes that involve the
excessive speculation on the misfortune of others, selling of products that someone
doesn’t own, or without a strong tie to the economy are deemed haram or forbidden.
Riba
Islam also promotes the idea that “making money from trade is good, but making
money from money is forbidden.” The idea of riba is probably one of the most
controversial aspects of Islamic finance, namely the debate swirls around whether riba is
considered as “usury” or as “the time value of money.” This is important because how the
various religious scholars in a country distinguish riba influences how the banking
system develops in that country. Today, most Afghan banks operate conventionally, in
the sense that they charge interest; however, most of them have Islamic windows that
specifically offer products that are more conservative in their interpretation of riba. In
fact, Da Afghan Bank interprets riba more along the lines of usury, thus allowing most
conventional banks to charge interest.74 This convergence of conventional banking and
Islamic banking will be discussed in further detail later in response to globalization.
The reason for the prohibition of riba is similar to the prohibition of gharar,
whereby excessive speculation and uncertainty are bad. A modern example of payday
lending provides a good reason why gharar and riba are prohibited, because those
businesses are seen as inherently predatory with excessive interest rates and taking
advantage of desperate people. This perception is also widespread in the US and is not
unique to Islam. For instance, after the 2008 Financial Crisis, the Consumer Financial
Protection Bureau (CFPB) was specifically built to address the issue of predatory lending
and consumer advocacy.75 These principles are fundamental in Islam and influence the
structuring of various financial services that are considered halal, or accepted. However,
Islam’s adaptive mechanisms have enabled financial innovation to occur and change
based on the not only on local geography and custom, but also the evolution of
technology.
Maslaha, Darura, and Urf
Warde argues that three main Islamic principles facilitate as adaptive mechanisms
that help shape existing norms of finance: local custom (urf), public interest (maslaha),
and necessity (darura).76 These adaptive mechanisms are often invoked to help scholars,
policy makers, and entrepreneurs resolve conflicts between what is considered Islamic
and what is not based on their local context and interpretation of the Quran and Hadith.
While some may argue that Islam as a religion is rigid, the reality is to the contrary
because of these principles. One of the reasons why Islam spread so rapidly was because
of its ability to adapt and incorporate urf. For example, as Thompson highlights, hawala
didn’t begin in Arabia, but actually in Asia, amidst the vibrant Silk Road traders.77
Islam’s emergence as a political, economic, and social system was welcomed for its
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ability to lower transaction costs and uncertainty amidst the money transfer system.
Indeed, one of Islam’s greatest economists in the 14th century, Ibn Khaldun, wrote
specifically about Islam’s relationship and development of supply and demand, capital
formation, trade cycles, and theory of value.78
Fast forward to the 20th century, and one can see a number of instances where
adaptive mechanism have been used to reconcile changing context with Islamic
principles. Malaysia was one of the first places to incorporate parallel banking systems,
both Islamic and Conventional, in order to raise the necessary capital to overcome
massive developmental needs. At the time, only conventional finance could offer the size
of investment to rapidly modernize, thus religious scholars applied the principle of
maslaha and darura. In Afghanistan, the same can be said with the establishment of the
first banks after the Taliban’s ouster. It wasn’t until around 2010, did any serious Islamic
financial products emerge. Based on Afghanistan’s massive development and
humanitarian needs, these arguments are not only prudent mechanisms in Islam, but are
readily available for religious scholars to promote the religion as a source of legitimacy in
a dynamic context.
Adaptive mechanisms are discussed above are essential for growth and progress of
Afghanistan’s financial and economic environments. They provide moral and economic
principles that religious scholars utilize to bless off on various commercial dealings.
Today, there are hundreds of various Islamic financial services and investments based on
these principles, but for the sake of brevity I will cover some of the core contracts and
explain their significance.
1) Mudaraba – a profit-sharing contract that embodies the spirit of venture capital.
These contracts usually involve two parties, but can incorporate more. The concept
comes from the ancient caravan trade between the entrepreneur (mudarib) and the
financier (rabb al maal). This arrangement, again, is about risk-sharing, transparency,
and avoiding gharar and riba. In a sense, both parties are only liable for their respective
degree of assumed risk, which also reflected the profit sharing ratio. This is important
because it aligns asymmetric payoffs and interests that either party may have by forcing
the parties, in theory, to make the transaction as transparent as possible.
2) Musharaka –a variation of the mudaraba, in that it also represents a partnership or
corporation in a business. The major differences are that they are also designed to attract
more numerous investors that pay out dividends to the various investors in the business.
These investors are not necessarily required to bring money to the business, but in
exchange for a share of the business, offer their valuable social networks and professional
skills. This fact is especially relevant in Afghanistan where a person’s sense of security
and opportunities are directly tied to their tribal and personal networks.
3) Murabaha – a double-sale arrangement where the financier buys something at the
request of the debtor and immediately resells it to the debtor at cost plus an agreed
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markup. Both the lender and the debtor agree to the rate of markup, repayment schedule,
and enforcement mechanism in the case of failure to repay. These stipulations in the
contract make the process more transparent, thereby minimizing uncertainty in the
transaction. This arrangement also avoids the potential for gharar and riba by making the
lender a merchant instead of a pure money lender. In practice, the debtor comes to the
financier and specifies what they want. Cash loans are particularly tricky in Islamic
finance because of how debt is perceived and many murabaha contracts are often ways of
getting around debt lending. Additionally, the moral economy of Islam encourages both
the lender and the debtor to provide the benefit of the doubt about the intentions of both
parties, especially when the debtor is behind in payment. In short, the lender must show
some compassion, while the debtor needs to show their hardship and continuing effort to
repay the lender.
4) Qard Hassan – performed differently across the spectrum of Islamic Finance.
Many institutions today treat it as a checking account that pays no interest and is
maintained by the bank for safe-keeping. Others forms of Qard Hassan translate into
zero-interest loans that are utilized for the benefit of society. Often these types of loans
are used for weddings, college education, or other instances that are seen as a benefit to
society. This financial product represents one of the core pillars of Islam, zakat, or
charity. Qard Hassan shows that making profit is not the sole purpose of business, but
that business should also strive to be socially responsible in order to be considered Sharia
compliant.
5) Salam – a special murabaha arrangement for the purchase and sale of a particular
commodity for differed delivery. This was often used for agricultural production of goods
that were deemed essential for survival. This arrangement mainly seeks to smooth
consumption for mainly poor farmers who are highly susceptible to exogenous shocks.
Today, developmental economists and microfinance institutions specifically provide
loans to smooth consumption on the basis that they are repaid once harvest is completed.
To be clear, Islam generally prohibits selling things that are not owned or exist at the time
of sale, it recognizes salam as an exemption on the basis of moral grounds and economic
necessity through maslaha and darura arguments. This is especially important when we
consider these arguments being used for the production of agricultural products like
opium. While opium is haram, its cultivation and incorporation into the financial services
was especially important credit for farmers. The Taliban, especially to this day, have
argued that opium cultivation is controversial, but necessary for not only their jihad, but
also the livelihood of those they deem to be serving. Indeed, the Taliban’s decision in
2000 to ban opium enforcement, albeit sparingly, revealed their theoretical disdain for it.
While in 2017, they openly acknowledged it as their economic necessity. The presence of
salam contracts in Islam shows that even violent jihadis like the Taliban are able to
utilize various preexisting fiqh in order to justify their actions.
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The Impact of Globalization
Afghanistan was pretty much devoid of traditional financial institutions when the
Taliban was ousted from power in Dec 2001. This presented significant hurdles for the
international community and development agencies seeking to funnel funding and
investments into the country. The Taliban had made very few investments in terms of
infrastructure and development while in power and were increasingly seen as a pariah
state by many in the world, since Saudi Arabia, United Arab Emirates and Pakistan were
the only countries that recognized their legitimacy. However, since 2001, Afghanistan
has several major banks that are connected to the international financial system. In
concert with the evolution of the rest of the global financial system, Afghanistan has
adopted numerous financial regulations consistent with global norms like anti-money
laundering and anticorruption laws. However, as we will explore in this paper, the
implementation suffered from various challenges. Lastly, technological penetration was
an enormous change to the draconian Taliban rules that prohibited TVs, music, and many
forms of communication. Today, many Afghans have cell phones and access to some
form of digital media in a way that was rare in 2001. This has contributed to the growing
adoption of mobile money technologies and the increasingly digital global remittance
system. Unfortunately, Afghans are still not signing up for banks though, as estimates
place greater financial inclusion around 10% of the population.

Afghan Financial Institutions
Not since the collapse of the Najibullah government
and reign of the Taliban, had commercial banks operated in
Afghanistan. After the Taliban’s ouster, the Da Afghan
Bank was established in 2003 by the new Minister of
Finance Ashraf Ghani, Afghanistan’s current president
since 2014. From the onset, Da Afghan Bank faced
enormous challenges in building, from the ground up, a
formal financial system while simultaneously billions of
Figure 7 Da Afghan Bank Logo
dollars of foreign monies flooded into the country. For
several years after 2001, exposure to the global financial system came like a ton of bricks
when foreign aid
amounted to several
times the annual
GDP.79 This
financial influx
came about in
various ways that
influenced the
financial landscape.
First, amidst the
Figure 6 New Kabul Bank in 2013
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rapid Afghan urbanization happening across the major cities coupled by the influx of
foreigners, conventional banks began to appear in order to meet the exploding financial
services market. Second, while banks and other financial institutions began to seriously
establish themselves, Afghans became increasingly exposed to technology like mobile
phones, which were increasingly being used in a variety of Fintech products. Third, many
of the first banks in Afghanistan chose to operate conventionally and not offer Islamic
financial products. These factors ushered Afghanistan’s financial culture into the age of
globalization along with the rest of the global finance.
After the establishment of Da Afghan Bank, many conventional banks began to
set up in Afghanistan. For many of those banks, it was a golden opportunity to secure a
spot amidst the multitude of potentially unbanked customers. Among the many banks
established, many chose locations in the few large urban areas, namely Kabul, Kandahar,
Mazar-i-Sharif, Herat, etc. Unfortunately, few banks were established in the rural areas,
and main locations in the country continue to be unbanked and lack formal financial
services. The main banks are listed below, but this number continues to steadily grow.
Name
Da Afghan Bank
Afghanistan International Bank
Ghazanfar Bank
Maiwand Bank
Afghan United Bank
Azizi Bank
Bank-e-Millie Afghan
First MicroFinance Bank-Afghanistan

Website
http://dab.gov.af/en
http://www.aib.af/
https://www.ghazanfarbank.com/
http://www.maiwandbank.com/EN/index.php
https://www.afghanunitedbank.com/
http://azizibank.af/new/cms/home
www.bma.com.af
http://fmfb.com.af/

New Kabul Bank
Pashtany Bank

http://newkabulbank.af/english/index.php
http://pashtanybank.com.af/

Bakhtar Bank (2018 - Converting to
Islamic Bank of Afghanistan)

http://www.bakhtarbank.com/home ;
http://ibafg.com/home

Of these commercial banks, whose objective is to turn profits, it’s not unusual for them to
focus specifically on urban areas. Indeed, a large proportion of the monies and foreigners
flowing into the state were going to urban centers.
Many of the established banks offer your standard bread and butter banking
services, although more limited than most banks in the developed world. These products
included checking and savings accounts, SWIFT transfers, Western Union, ATMs, and
currency exchanges. Additionally, many of them offer business and personal cash loans,
which are clearly not Sharia compliant and often benchmark their interest rates of return
consistent with how conventional banks calculate their interest rates. Afghanistan still
does not have a stock market or robust financial sector today which has left banks to
invest in other ways to make money. Many banks choose to invest in tangible assets like
33

Afghan Financial Culture 34
real estate, commodities, and
businesses due to their profit
generating characteristics.
Remarkably, many of the banks
opened with only offering
conventional financial services and
only began to offer Islamic
financial products in the last
decade. Only until 2015, were
Afghan banks required to offer
Islamic windows and halal
products as Da Afghan Bank
clarified its regulatory regime
regarding Islamic Finance.80 In
Figure 8 Pashtany Bank
fact, based on that new
clarification, any bank that possessed an adequate Islamic window and met sharia
compliance standards would be considered an Islamic Bank, regardless of the ratio of
sharia compliant vs. conventional assets.81 Furthermore, it wasn’t until 2018 that
Afghanistan had its own 100% completely Islamic Bank, whose assets were invested in
completely sharia compliant assets.82 While Da Afghan Bank has a financial inclusion
department, it’s interesting that from 2003-2015, the Islamic Republic of Afghanistan
never mandated that banks offer halal banking products. While one could speculate as to
whether or not this was a factor for Afghan reticence towards banks, what is clear is that
they have embraced Fintech much more readily.
Since the advent of PayPal, financial transactions on the internet have become
widespread and widely accepted as means of doing commerce. MasterCard is offered
across all banks today offering lines of credit that 15 years ago would have been nearly
unthinkable. Most importantly, the invention of the iPhone and smartphone industry has
greatly enabled not only internet
banking, but also mobile money
systems. While not every Afghan
possesses a smartphone, a large
majority either own a phone or
have access to one within their
family. This enables a majority of
the country to utilize the multitude
of mobile money providers across
the country. Mobile money’s
international dimensions are also
quite prominent in Afghanistan as
Figure 9 M-Paisa Mobile Money
global remittances are valued in
the tens of billions every year and continue to grow at an accelerated rate. Many family’s
utilize remittance flows and send family members abroad as a hedging strategy for both
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survival and diversifying the family wealth.83 In 2008, one of the most popular mobile
money systems, M-paisa, was launched by Roshan. Mobile money products have become
quite common across the developing world, where telecom companies are literally
cashing in on their investments on cellular networks. These mobile money services are
often cheap, easy to use and considered reliable.
In Mobil Money Afghanistan, Chipchase and Lee chronicle the use of mobile
payments across various parts of the country. They reveal several insights that are
important towards understanding Afghan perceptions with regards to mobile money.
First, the concept of mobile money is readily understood because, from the customer’s
perspective, it
behaves much like
the system of hawala
that has been
historically
trustworthy. Second,
the transfers are
nearly instantaneous
and require only a
working phone. The
network of agents
that collect and
Figure 10 Assessment and comparison various ways of sending money in Afghanistan
disperse physical cash
are validated by the mobile money provider. Interestingly, some people interviewed in
the study stated that if they had salaried accounts with a bank, they would often withdraw
the money immediately upon payment in fear that the bank would steal it.84 Third, mobile
money systems sometimes require identification, but seldom are enforced, which helps
many who either fail to have documentation or have an interest in remaining anonymous.
Some agents even claim that they have little interest in verifying identities because it
wouldn’t be good for their business.85 Fourth, mobile money dramatically increases
opportunities for women to work and achieve somewhat greater financial security.
Mobile money was found to reduce physical security concerns of carrying money across
country, especially when bribes and tolls are common forms of corruption. Given the
regional nature of commerce in South Asia, the risks of moving money across borders
becomes markedly less risky for average workers and merchants. Overall, sending money
in Afghanistan can be risky business, thus Afghans are readily adopting coping strategies
through Fintech to mitigate those risks.
Chipchase and Lee’s study is one of the few that covers Afghanistan’s mobile
money industry, but their evidence clearly demonstrates the importance of greater access
to financial services during periods of high uncertainty. Studying mobile money is
extremely important towards understanding not only both technology and financial
services, but also the importance that disaggregating the inherent trust of one system can
transfer to other systems in spite of increasing risks in others. While political risk is on
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the rise worldwide in the era of “Great Power Competition,”86 the trust built up in
financial institutions still remains hard to shake completely in the West. While in
Afghanistan, institutions that can foster long-term trust like hawala are best positioned to
stabilize society amidst a highly uncertain political or security environment.
This section set out to show that Afghanistan’s financial culture is both a victim
of circumstance and culture. The location of Afghanistan along Asia’s ancient Silk Road
and its recent experience of decades of war have left generations with perpetual
uncertainty. The role of Islam and globalization are especially important as well because
they inform the ways in which Afghans have shaped their values and beliefs with regard
to finance.
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Threat Perceptions and the Global Financial War on Terror
Since the 9/11 attacks, countering terrorist financial networks has been one of the key
lines of effort in the Global War on Terror. Juan Zarate, the first Deputy Assistant to the
President and Deputy National Security Advisor for Combating Terrorism during the Bush
Administration, helped reshape the American financial sphere into one of “American dollars as
financial weapons.”87 The invasion of Afghanistan was a completely independent military
operation from the invasion of Iraq. However, from a financial perspective, both similarly
engaged in a manner of that executed the financial targeting of terrorist financing in the Global
War on Terror (GWOT). From this context, we more clearly can see how framing and decisionmaking from the security mindset interacts with Afghanistan’s unique financial landscape.
Unlike Iraq, Afghanistan had no functioning financial institutions and had experienced extensive
poverty and war for more than 20 years prior to 2001. From 2001 until today, the US has greatly
expanded its capabilities to counter terrorist financing, utilizing existing anti-money laundering
(AML) infrastructure and a combination of kinetic and non-kinetic military operations.
This section of the paper is broken into several parts that address the interactions between
the GWOT, the conduct of military operations, Afghanistan’s financial culture, and ultimately
the consequences of those interactions. I will start by describing the larger financial context that
pervaded US decision-making post-9/11 and the importance of the US led global financial
system. I then take us directly into Afghanistan and analyze the tactical perspective of finance
from those “boots on the ground” who attempted to defeat the Taliban and bolster the fledging
new GoIRA. Finally, I will discuss how, through the conduct of military operations in
Afghanistan, the financial aspect was considerably overlooked towards overall implications for
long term security objectives.
The 9/11 Attacks were a watershed moment for the world in more ways than one. For
many Americans, the reality of international terrorism came home and unleashed a dramatic fear
of the unknown. The demand for justice, and even revenge, was on the minds of many at the
time and the Bush administration quickly looked for a number of ways to address the threat from
Al ’Qaeda.88 In Juan Zarate’s book, Treasury’s War, the counter-threat finance campaign post9/11 focused specifically on:
“the expansion of the international anti-money-laundering (AML) regime; the development of
financial tools and intelligence geared specifically to dealing with issues of broad national
security; and the growth of strategies based on a new understanding of the centrality of both the
international financial system and the private sector of transnational threats.” 89

Finance was to become another element of national power that traditionally was limited to
diplomacy, military, information and economic levers. Indeed, a new discipline of intelligence
analysis was forged, financial intelligence (FININT) that became part of the national security
decision-making process. Acknowledging banks as the “financial ligaments”90 of the
international system not only increased the political risk for banks, but also countries that risked
the perception of allowing terrorist financing activities within their borders. Compliance and risk
exponentially grew for financial institutions to ensure their customers were not making money
from terrorism or ill-gotten gains. The very bottom-line of banks was at stake, as “banking
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officials were now spending hundreds of millions of dollars to ensure that they were scouring
their systems to check for those designated or those suspected of illicit financing.”91 For a
country like Afghanistan, whose Taliban government hosted Osama Bin Laden and Al ’Qaeda
(AQ), the financial landscape represented an ungoverned hinterland where illicit finance thrived.
There was an overwhelming perception and estimation that a majority of the Taliban’s money
was from poppy cultivation and nascent informal money networks like hawala.
While many agreed that finance was a key enabler of terrorist networks and their ability
to conduct operations, there was little consensus as to how exactly various groups were operating
financially. As the limelight quickly shifted to the Afghan Taliban and their support of AQ, the
idea that terrorist networks, and subsequently their financial networks, were centrally controlled
and should be targeted aggressively. In essence, the best way to deal with the presumed epidemic
of international terrorism was to find, freeze, and forfeit (3F) their money.92 Although there was
skepticism for the strictly 3F approach that attempted to put terrorism into a neat box of
“motivation + capability = terrorism” or “terrorism depends upon the presence of three primary
ingredients: indoctrination, recruitment, and financing.”93 The idea was that if you could disrupt
or marginalize one of these aspects, then the conduct of terrorism would become increasingly
difficult. Indeed, the creation of the 2001 Patriot Act and the expansion of AML laws
demonstrated a desire to more seriously combat terrorism along a broader spectrum. These
assumptions fall squarely within traditional security-centric thinking, but fall short of
appreciating the nuance of terrorism in fragmented Afghanistan and its interface with Afghan
society at large.
A number of experts have covered GWOT from the financial lens by considering the
issue of terrorist finances from various angles. Robert Naylor argued that law enforcement in
2001 still viewed terrorist financing from the perspective of historically hierarchical controlled
institutions like the Mafia.94 This makes sense when one considers that many of the US AML
laws and Racketeering Influence of Criminal Organizations (aka “RICO”) statutes were adopted
based on organized crime in the US that was traditionally hierarchical. However, as AQ’s name
translates to a literal “network” the government should have been more nuanced in its counter
threat finance approach to AQ complicated financial structure. In 2001, Naylor highlights further
that “the public is being told that the money trail can function preemptively, to lead to those
plotting deeds or, at least, to lead to the money without which they would be unable to pull them
off.”95 Others like Jonathan Randal describe that “much of Al ’Qaeda’s success depended on the
very looseness and ambiguity of the connections linking its amoeba-like parts to other likeminded jihadis.”96 This network of loose affiliations translates into financial transactions that are
as just as loose, murky, and difficult to discern clear patterns of behavior. From the government’s
perspective, the AQ brand of terror required an overhaul of the main banking laws that were
primarily used for law enforcement. While the Patriot Act was one of the cornerstones of the
new GWOT, AML laws, Bank Secrecy laws, and corruption laws like the Foreign Corrupt
Practices Act (FCPA) were all used to expand banking compliance. In a sense, the banks were
deputized and were now being held to a much higher degree of scrutiny to “Know Your
Customers” (KYC). Banks that failed to comply risked being fined, sanctioned, or completely
barred from the financial system.
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The government’s new approach was lauded by many, but also criticized by many who
found that many of the policies enacted only resulted in negatively affecting the poor from the
developing world. Many criticized the policies of blacklisting and sanctioning entire financial
institutions for their alleged role in terrorist financing that often ended up punishing the many on
the perceived misdeeds of the few. The sanctioning of Al-Barakaat provides a good example of
the prevailing mindset during the onset of the GWOT. As Somalia’s biggest financial group, AlBarakaat stood as the only institution providing international financial services for millions of
Somali refugees. Much of the Somali diaspora living in the US and Europe sent remittances
through Al-Barakaat because Somalia had no functioning financial institutions since their
government collapsed in 1993. The mood was especially tense amongst many in the remittance
business who were helping to manage billions of global funds transfers at the time.97 As Warde
wrote in The Price of Fear, the “surge of interest in both Somalia and hawalas; combined with
the generalized paranoia that “terrorists are among us” breathed new life into the sputtering AlBarakaat investigations.98 While reliable evidence was scarce, as stated in the 9/11 Commission
Report, there was significant pressure on law enforcement to show results.99 The Al-Barakaat
case highlights that the overwhelming tenor of the financial conversation around informal and
underground finance whose core was dominated by criminals and terrorists. This becomes
especially important when we consider the context of Afghanistan that was already considered a
terrorist safe-haven. Lacking any formal financial institutions, hawala was the only financial
institution that survived prior to 2001, thus making informal and underground finance the norm
instead of the exception in Afghanistan.
Political Economy and Finance
Today, Afghanistan is still plagued by insecurity, weak governance, and corruption
within every institution. The security environment is undoubtedly complex, represented by a web
of shifting alliances and efforts. These shifting alliances reflect the political economy of war
phenomena. In 2000, Rubin described that over 20 years of war, promoting the cultivation of
opium, and the promotion of the most radical jihadist networks has only further fragmented
Afghanistan’s traditional tribal centric politics.100 While the Taliban politically were able to
consolidate their power by 2000, the informal and illicit economy in Afghanistan reflects the
regional nature of commerce. Rubin writes further that:
“The Afghan war economy has generated a pattern of regional economic activity and associated
social and political networks that compete with and undermine legal economies and states. This
regional economy is in turn linked through the drug and arms trade to globalized crime.” 101

Rubin’s observations from a financial standpoint highlight that economic activity defined by
traditional metrics fails to capture the nature of commerce in the informal space. This is
important for development or security objectives that place success or failure in terms of
macroeconomic indicators like GDP per capita, trade volumes, or levels of education. This
metric fixation phenomena, while criticized heavily by the US military’s experience in Vietnam,
fails to translate to other disciplines of study based on wider societal trends that place data on
preeminent pedestal.102 Other scholars like Ross argue that states that trade certain types of
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natural resources within a specific territory are more likely to suffer from civil war.103 Ross’s
analysis of Afghanistan’s political economy highlights that goods like opium and gemstones are
highly lootable goods – “those that can be easily appropriated by individuals or small groups of
unskilled workers.”104 Economically, lootable goods help to lower transaction costs associated
with trade like transportation, technical know-how and security. For insurgent groups like the
Taliban, lower transaction costs ultimately provide greater profits towards the sale of those
lootable goods and more operational flexibility to conduct attacks in the long-term.
Fascinatingly, lootable goods that require little know-how to produce are more beneficial for
local impoverished populations. This situation not only provides rural Afghan farmers with an
economic opportunities, but also provides the Taliban with a ready supply of producers, potential
borrowers of financial credit, and future fighters looking for work.
Additionally, Ross hypothesizes that the resources that are more “obstructable,”– or
easily blocked in transit by a small number of individuals with few weapons, inherently place
more power in the hands of smaller fighting groups who normally are asymmetrically
disadvantaged. Afghanistan’s formidable terrain governs most of the country helping to
segregate gemstone mining and opium growing areas away from central government control.
This geographical setting makes sense when translated into Afghanistan’s historical political
economy of tribal domination. However, the significant adoption of opium in the 1970s was a
force multiplier for promoting traditional rivalries. The encouragement of opium cultivation and
Pakistan’s centralized control of the Afghan jihad helped to construct a self-perpetuating war
economy. This is not to say that the war is completely about opium, but it provides a significant
economic incentive to continue fighting and dominate various areas of the country that otherwise
would have more incentive to reconcile with Kabul. This wartime political economy didn’t
disappear when the Taliban was able to secure a majority of Afghanistan’s territory, and in fact,
it got much worse after the Taliban exit.
Assessing the Operational Environment
Considering the political economy of Afghanistan as a subject of analysis, it’s important
to also consider how the military assesses it. While at the strategic level of analysis or levels of
policy, there are an abundance of experts who purport to understand the conflict, the sheer size
demands of the military’s mission make it hard for that kind of expertise to trickle down to the
lower echelons who are “in the fight.” While some of the boots on the ground were quite
knowledgeable about the situation, few were at the onset of the conflict and more importantly,
were ill-equipped to understand the complexities of decades of conflict before the invasion. To
compensate for this, the military utilizes doctrine that acts somewhat as a guide for
understanding the operational environment that seeks helps frame it in terms that make sense to
the organizational culture of the military. Adherence to doctrine carries with it both pragmatic
and self-preservation interests. Mainly, that adherence to doctrine that may lead to failure is often
seen less harshly by superiors. While on the flipside, deviation from doctrinal advice that leads to
failure carries negative impressions and repercussions, thus a system where innovation is strictly
constrained to maintain a certain status quo of thinking. For the military, doctrine is a way of
expressing not only coherent conduct of tactics and operations, but a greater expression of its
unique culture consisting of a massive organization spanning the globe. Doctrine, while acting
often as a guide, can be a poor substitute for strategy. This is especially true when attempting to
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reconcile counterinsurgency, nation-building and counterterrorism simultaneously in what the
military colloquially calls “forcing a round peg into a square hole.”
While doctrine like the 2006 COIN manual were published amidst the height of the Iraq
war to address the insurgency and civil war, it was also incorporated heavily in Afghanistan
during the surge in 2009. While COIN was certainly not without controversy, as some claimed
that it moved the military too far from its core mission of warfighting, by attempting to replace
strategy with military doctrine.105 Others criticized that it ran contrary to their organizational
culture of the military, their “warrior ethos,” by focusing too much on winning the hearts and
minds of the population.106 While these observations ring true in many cases, military doctrine
makes serious attempts at conflict analysis at the strategic, operational, and tactical levels. Most
important for considering the implementation of COIN, it essentially boils down to the boots on
the ground at at the tactical level. Army Civil Affairs are the closest capability that tactical units
have designed to assess “human terrain” or the elements of the society in which military
operations are taking place. Civil Affairs Planning doctrine FM 3-57.60 attempts to provide a
framework that can be developed by Civil Affairs elements who inform military decisionmaking. One sufficiently robust product of analysis that Civil Affairs are designed to create is
called an “Area Study.” These area studies are designed to be all-encompassing guides of a given
country or area of operations in a way that is coherent with other military assessment formats.
Namely, area studies assess these dimensions: political, military, economic, social, infrastructure,
information, physical environment, and time known widely by the acronym “PMESII-PT.”107
This document, when filled out in its entirety is a significant strain on man-hours as well as the
intellectual capacities of those compiling it. While one should expect that the military profession
should be quite proficient at assessing military capabilities, it’s hard to train someone to be
proficient simultaneously at all the various aspects of economics, culture, governing institutions,
international business, and rule of law that simultaneously occur within an operational
environment.
Regarding the study of finance, from my own personal experience as a Civil Affairs
officer, I had little training in the varieties of formal and informal finance, yet when asked to
assess a particular area of operations from an economic perspective, I may have been seen as the
point-man by a military commander. Furthermore, Civil Affairs elements represent a very small
portion of forces within a commander’s headquarters in comparison to the intelligence staff.
Additionally, Civil Affairs teams in the field are usually no larger than four people and their
utility diminishes significantly when forced to spilt forces based on expansive areas of military
responsibility. This situation is a recognition of just how expansive the military’s mission has
become in regards to perceptions of security. Some argue like Rosa Brooks’ that this is not only
a problem at the tactical level, but more seriously at the national level where national security is
continuously expanding its portfolio into the US’s larger foreign policy decision-making.108 This
is especially relevant when we consider that few soldiers or officers are trained in finance, yet
one of the major components of COIN is utilizing money as a weapon system.
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Operation Enduring Freedom and the Do-it-all Military
This section is organized into various aspects of Operation Enduring Freedom (OEF) that
are pertinent towards observing the OEF through a financial lens. The first part looks at US
counter-terrorism efforts at the onset of the US invasion of Afghanistan and ousting of the
Taliban government. The second part, looks at elements of the new COIN approach greatly
expanded under the Obama administration. Namely, this section will highlight two cases where
finance had a specific role in shaping security objectives. The third part assesses the US
drawdown and Trump administration’s approach.
When one considers the US invasion of Afghanistan through a financial lens, there is a
strong correlation to the greater threat perception of transnational threats and non-state actors
who thrived on informal finance. The 2001 Afghan financial terrain, as we have discussed
earlier, lacked financial institutions, suffered from years of war and underdevelopment, and was
situated in a South Asia neighborhood where informal finance historically thrived. While
elements of the US Treasury (USTR) and State Department were committed towards shaping the
financial terrain globally, it was the DoD whose mission dominated US actions in Afghanistan.
DoD’s preponderance of resources, personnel, and mandate provided the DoD with the authority
to manage combat operations and shape the war. While the military is traditionally focused on
warfighting, the ability to analyze the economic environment is remains limited as discussed
previously. At the end of the day, it would be massive preponderance of military units in the
field who were best placed to interact, engage, and observe the Afghan economy, albeit with the
least expertise.
To date, Operation Enduring Freedom (OEF) in Afghanistan has cost 2408 American
soldiers killed in action109 and more money in real terms than all of Post-World War II European
reconstruction.110 As of November 2016, it’s estimated that the Kabul government controls only
57% of territory in Afghanistan, nearly 26.7% is contested and 16.2% is under Taliban control.111
These numbers are misleading when we read reports today from Secretary of Defense (SECDEF)
Mattis that his focus is peace and reconciliation with the Taliban who was recently invited to the
negotiating table by the GoIRA.112 Additionally, it fails to reconcile the core financial dilemma
that Afghans still face today as they did immediately after the Taliban’s exit in 2002: that
Afghans are still entirely reliant on informal finance and that people are not vesting financially
into the GoIRA. This is an important dilemma that the military recognized in 2001, but was
unable or unwilling to address fully based on a myriad of reasons.
Killing with them with “Finance;” Counter-Threat Finance in Afghanistan
The US invaded Afghanistan from the context of hunting for Osama Bin Laden and
eliminating AQ’s presence in Afghanistan. While the Taliban were seen as a group harboring
international terrorists, their control of Afghanistan prior to 9/11 was hardly a major priority for
the US.113 While the Taliban were ousted quickly by December 2001, the Bonn Agreement left
open much to desire in terms of actual foreign security commitments from the US.114 Namely,
the security of the population was left back into the hands of many of the same warlords who had
been fighting amongst each other before Taliban consolidation. This situation, coupled with the
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US and NATO presence restricted to main population centers like Kabul, left the door open for a
range of actors to contend, not only in the security space, but in every other space in society.
While the military was reticent during this period to get too entangled into too many
aspects of state-building, the financial front was almost entirely dominated with countering AQ
and the Taliban’s financial networks. Interestingly, while USTR was the lead agency for Counter
Threat Finance (CTF) efforts at a policy level, the presence of CTF Afghanistan at the tactical
level was small until 2008. The creation of the first Afghan Threat Finance Cell (ATFC) was
created in 2008 and led by the Drug Enforcement Agency (DEA) in support of DoD’s operations
in Afghanistan. The creation stemmed from Executive Order (EO) 13224, Blocking Property and
Prohibiting Transactions with persons Who Commit, Threaten to Commit, or Support Terrorism
signed by President Bush in 2002.115 Treat Finance Cells (TFC) were designed to be an
interagency task force that provided financial analysis to directly counter terrorist financing
networks in a military commander’s area of operations. TFCs were directly integrated into the
multi-objective decision analysis (MODA) and targeting cycles of military operations.
According to past agents, both the TFCs in Iraq and Afghanistan enjoyed a great amount of
leeway and support from military commanders based on their financial expertise and
commanders’ acknowledging the need for financial analysis in countering insurgent networks.116
The first TFC was set up in support of Iraq from 2005-2010, but due to either lack of
capacity or priority, warfighting in Afghanistan ran without a TFC from 2001-2008. It was
during the formative years of the GoIRA’s development that an Afghanistan Threat Finance Cell
(ATFC) would have been most beneficial. While former Minister of Finance, Ashraf Ghani
(current Afghan President), is credited for building the formal Afghan financial system, the
reality of commerce and finance in the country was still overwhelmingly informal from 20012008. In fact, the ATFC, while acting within the formal financial system and US legal system,
was targeting mainly informal financial networks. This is different than the Office of Foreign
Assets Control (OFAC) or the international Financial Action Task Force (FATF) threatening to
sanction an individual or financial institution for terrorist financing. ATFC essentially married
the idea that with financial tools, you could tactically affect the outcome of military operations.
However, since Afghanistan is dominated by the informal economy, any financial course of
action within that system risks aggravating the entire informal market and thus, the entire
livelihood of Afghans. Conway writes about one of the most challenging debates within TFC’s
revolved around courses of action regarding hawalas.
“Quantitative and Qualitative analyses would often point to hawaladars as critical nodes within an
insurgent group’s network, which initially led to kinetic courses of action- quite literally, kicking
down the door of the hawaladar and shutting down the operation. Such an approach proved to be
highly controversial and underscores a key point of friction between counter threat finance
analysis and traditional counterinsurgency analysis.”117

This dilemma is highly problematic from the standpoint of trying to conduct counter-terrorist
operations, while also understanding that significant nation-building activities are occurring
simultaneously. Kirk Meyer, who established the ATFC, remarked in 2014 during an interview
that:
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“What we learned pretty quickly was that this view led us to a specific paradigm: in Afghanistan, you
couldn't just look at the Taliban, you couldn't just look at corrupt officials, and you couldn't just look at the
drug traffickers. You had corrupt Afghan officials; you had bad actors in the Afghan business and financial
sector, the Taliban and drug traffickers, all of whom were frequently acting in tandem. So you could look at
one thing, say a hawala, or a bank, or a drug trafficker, and the connections would spider out and connect
to other illicit areas in operations in Afghanistan.”118

Other scholars, like Thompson; studied hawala from an anthropological perspective that came to
similar conclusions. Indeed, amongst her many findings was that the survival of the hawala
network in itself was never a given amidst rival political economies and factions that all vied for
power across Afghanistan. “The issue of tribal politics within the hawala system shows neither a
static identity nor patronage, but rather a constant negotiation that is dictated by opportunism,
tactics, affiliation, and trust.”119 This issue would come to the forefront of challenges for the
military once the strategy transitioned to a full-blown counter insurgency operation (COIN) in
2008. TFCs attempted to address a significant capability gap for the military, but arrived too late
and were constrained in their ability to positively influence financial outcomes that indirectly
impacted the security picture because of their organizational focus on terrorism, even though
they acknowledged its limitations.
Haphazard Development
The term “Wild West” connotes the picture of a land where anything goes, uncertainty
and risk loom large amongst interactions, and a general lack of central government authority.
From a development perspective, we should characterize Afghanistan as a “Wild West” type
environment from 2001-2008. There was no centralized aid coordination function that was
capable to bring a strategic
unity of effort towards
rebuilding Afghanistan.
While several coordination
mechanisms were created by
GoIRA and international
organizations, a primary
tension remained between
donor concerns and actual
need on the ground.
Goodhand argues that the
question of who controls
development and aid can be
highly problematic because
the details are often vague
Figure 11US Appropriated Reconstruction Funding vs to Afghanistan's GDP
and fail to address the local
120
political economy constraints. Additionally, many donor agencies would often choose to go
around government institutions because of perceived corruption.121 The result was, as Rashid
describes, an environment of “quick-impact projects” to convince the population that
reconstruction was happening.122 Furthermore, USAID’s limitations in personnel capacity and
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travel restrictions led to millions of dollars in contracts to groups who were not even present in
Afghanistan, which invariably helped only the local warlord who dictated the security
conditions.123 The billions pledged after Bonn and the Tokyo Conference in 2002 produced a
frenzy of international organizations and businesses all looking to get a piece of “developing”
Afghanistan, a country that was still operating without a formal financial system and three
different currencies in circulation. Rubin described the subsequent NGO influx in 2002 as, “there
are billions of dollars in the pipeline and armies of expatriates are waiting like some tribal militia
to get into Kabul when the weather turns warm.”124
Afghanistan’s financial situation has several implications for development dilemma.
First, most of the finances coming into the country were in cash. From a monetary perspective,
this rapid infusion of hard cash into an economy that was severely underdeveloped at the time
led to hyperinflation. Second, there is a growing preponderance of development research that
argues that cash in-kind transfers work the best in certain situations for improving livelihoods.125
While much research highlights the pitfalls of their results having external validity, it often
doesn’t stop various organizations from adopting cash transfer policies. Additionally, prices for
everything, from rent to food, increased to accommodate this foreign invasion of NGOs, foreign
workers, and soldiers.
For Afghan’s, the incentives to remain informal were considerable as many government
public services and formal financial institutions were nearly non-existent. From a personal
security standpoint, this forces people to diversify their wealth. They vest their wealth into hard
assets, move it outside of the country, or pool resources into business ventures because of
uncertainty. Hard assets, like commodities, real estate, and livestock are all subject to
macroeconomic factors which possess significant risk in a wartime environment. Capital flight of
Afghan money from this huge influx of foreign cash promoted a colloquial joke that the Afghan
navy was headquartered out of Dubai. Lastly, and most consequential for the military, business
ventures would become the centerpiece of military contracting for the colossal logistical demand
of conducting combat operations in a mountainous landlocked South Asian country.
By 2003, Ambassador Khalizad and General Barno’s “accelerated success” plan and
argument for the “ISAF Effect,” maximizing the impact of minimal boots on the ground
presence through targeted project development, produced a plethora of challenges for the
economic sector. The military’s primary mechanism within this plan manifested into the
Provincial Reconstruction Team (PRT). PRTs were interagency groups in theory, but in practice
were non-uniform in size, budget, and heavily dominated by military officers. Some scholars
would argue that the PRTs were the on-the-ground manifestation of disorder between the various
US and international agencies operating in Afghanistan.126 These PRTs were responsible for
nominating and approving billions of dollars in infrastructure and development projects that were
often disjointed and lacked any nationwide strategy. Most of these projects were quick-impact
and failed to address reconstruction efforts to promote private sector growth. To make matters
worse, The Special Inspector General for Afghanistan Reconstruction (SIGAR) reporting found
that a large preponderance of contracting done by military units often failed to identify
contractors linked to the enemy, or even terminate funds transfers when they were aware.127
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Cavanna argues that this development and nation-building approach was problematic for
several reasons. First, in order for the free-market economy to develop in Afghanistan, it needed
a robust civil society of institutions that were both trusted by Afghans and adhered to
international business norms.128 Second, a large portion of donor funding in the early years was
used for immediate relief
and not larger
infrastructure
development. This caused
rapid urban migration to
places like Kabul; whose
population surged from
1.7 million in 2001 to 3.6
million in 2005.129 Rapid
urbanization brought
people with financial
resources and demands;
which only further
entrenched the informal
Figure 12 US Appropriated Reconstruction Funding for Afghanistan
institutions
that
provided services to
Shown as a Percentage of Afghan GDP
meet demand. Third, the political
economy tribal patron-system in Afghanistan inherently contradicted the demand to build robust
state institutions. To make matters worse, Afghans have traditionally resisted centralized tax
collection (around 2% GDP in 1970s), 130 which many consider essential for strong state
centralization.131 These challenges to economic growth and stability negatively impacted longterm security. Finance in a sense, operates as a mechanism that bridges people’s sense of
insecurity into decisions that maintain the wartime political economy of supporting warlords,
insurgents, foreign forces alike. Afghanistan’s financial culture would only further influence the
security situation as the number of foreign troops and resources surged from 2008-2012.
The Flaws of MAAWS
After a perceived successful implementation of the new US doctrine for
Counterinsurgency Operations (COIN) in Iraq, the new doctrine was greatly accelerated in
Afghanistan under the Obama Administration. Financially, COIN heavily incorporated the
concept of Money as a Weapon System (MAAWS) which was bolstered by the overwhelming
perception that money could help translate tactical success into strategically stable outcomes.
Much of the actual implementation of MAAWS was through cash-transfers. While the subject of
cash is still highly debated in the developed world, there is a large consensus as to large
influence that cash has on the informal and underground economy as a preferred medium of
exchange.132 Regardless of which side of the debate you are on regarding cash, rapid and
massive infusions of it into emerging or frontier markets can be extremely problematic.
Nevertheless, General David Petraeus, one of the key US promoters of COIN in both Iraq and
Afghanistan, went as far to say that “Money is my most important ammunition in this war.”133
One of the most notorious MAAWS programs at the military’s disposal was the Commander’s
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Emergency Response Program (CERP) which was used specifically to address multiple security
and development objectives together through finance. The selective use of financing became in
practice a form of rents for those groups and individuals deemed favorable. Unfortunately, a
cautionary lesson drawn from MAAWS should be that that loyalties are often for rent, but rarely
ever for sale.
The concept of MAAWS was, and still is today, a highly debated topic as to its tactical
effectiveness in lieu of traditional development approaches. Adherents argue that the program
provided commanders in the field with the flexibility and capability of countering the Taliban the
legitimacy of the Taliban.134 However, little attention has been given as to the impact of CERP
on the informal and underground economy. Military commanders are rarely trained to assess the
impact that informal and underground markets play in the normal lives of people, and often
associate those markets as nefarious.
CERP originated during the 2003 Iraq invasion, when Soldiers found millions of dollars
presumed to be money from Sadaam’s toppled government. The Coalition Provisional Authority
deemed that the money was to be immediately spent on “the building, repair, reconstitution, and
reestablishment of the social and material infrastructure in Iraq.”135 Many commanders found the
spending not only useful towards rebuilding Iraq, but integral towards their efforts of stabilizing
the security environment. Far away from Iraq, in Afghanistan, similar policies took hold as it
became clear that developing Afghanistan was tantamount to successfully defeating the Taliban.
However, a clear strategy considering the use of CERP or coordination of spending projects
never materialized. Driven by the Washington Consensus, whereby free markets and
development would lead to greater prosperity and security, the military was essentially given
tremendous autonomy to develop Afghanistan alongside USAID, the traditional US agency for
developmental aid. Commanders quickly began to request funding in rural districts within their
areas of operations (AO) to address lack of infrastructure, humanitarian need, and in many cases,
rapport-building with local power brokers.
These field commanders, normally Lieutenant Colonels ($50,000 project approval
threshold) and Colonels ($200,000 project approval threshold) with little training in
developmental economics, international finance, or venture capitalism, were essentially given the
authority to spend money on Afghans.136 Interestingly, the CERP program placed no real
limitations on the size or number of projects until 2011, when appropriation of CERP funds were
at their highest.137 While there was a significant amount of paperwork and written justification
necessary for these projects, the commanders within their AOs were almost above respite when it
came to CERP, as long as it didn’t violate spending levels authorized at their rank and it fell
within broad guidance given from higher. Even more so, there were almost zero incentives for
collaborating with USAID, as there were few mechanisms in place; the scope of the individual
projects for the military were usually small and done with much greater frequency.138
While local Afghan officials in the districts had to agree to the projects, there was no
requirement for national or regional oversight from the GoIRA. There are several reasons why
this arrangement was problematic. First, the high-frequency and short duration of military
deployment rotations created significant challenges in handover of operational relationships with
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Afghans. Commanders continuously had to renew “the lease” on relationships amongst Afghan
leaders, businessmen, and groups who benefited from this seemingly never-ending cash flow.
Afghanistan’s high context culture, whereby relationships and traditions weighed heavier than
written laws, provided conditions suited for exploitation the CERP economy. Consequently,
commanders were faced
with top-down pressure
to provide stability and
promote legitimacy for
the Kabul government.
They understood this in
terms of immediate
security that was
achieved through
engagement with local
leaders and power
brokers who were given
projects. In fact, this was
Figure 13 Congressional Appropriation for CERP in Iraq and Afghanistan
conventional wisdom for
many in the military and was a central pillar of counterinsurgency doctrine. What was not
conventional wisdom, was how Afghans saved or moved their money as part of the informal
global financial network.
Even in 2016, US think-tanks like RAND were still using traditional metrics of
evaluation to determine CERP’s impact on the economy. They found that when CERP was
nested in military operations, it was beneficial not only to the mission, but to the economy. Their
quantitative analysis led them to see an average of 0.5% increase in economic activity and a
0.5% reduction in violent attacks against coalition forces.139 On the surface, the numbers suggest
that CERP, very modestly, achieved its objectives. Although, objectively we could subject the
study to great scrutiny for what they considered “tactical success” as it relates to a particular
time-horizon. Increases in economic activity and reduction of violence were measured in the
near-term, and ultimately neglect long-term risks of illicit financial flows in and out of
Afghanistan. Considering that majority of projects were under $5000, the payments went to
individuals and small businesses.140 The Afghan informal and underground economy was
thriving prior to 2001; thus, there was a high certainty that those CERP cash payments entered
into informal or underground financial networks instead of a formal Afghan banking system.
Unfortunately, little attention was given to the impact that large injections of cash and
development had on the informal and underground economies. As noted earlier, the military
became not only an indirect financial elephant in the room, but actively contributed to the
artificial economy that many NGOs and aid agencies were also a part of.
The CERP program, while helping commanders leverage influence with certain leaders,
directly demonstrated a selection bias that most development interventions would scrutinize. In
this sense, selecting one group to receive CERP money not only changed the power dynamics of
the political economy, but also created more resentment amongst those who didn’t get CERP. In
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Hernando De Soto’s The Other Path, he stipulates that people choose to work outside the legal
economy because they distrust the government. Ultimately, their distrust erodes the legitimacy of
the state and provides grievances that terrorism may thrive on.141 This situation deeply resonated
within Afghanistan prior to 2001 and continues today. Transparency International ranked
Afghanistan as one of the top 10 most corrupt countries in the world, according to its Country
Corruption Index for the last 15 years.142 The nexus of corruption and terrorism was explored in
a 2009 study by Teets and
Chenoweth, where they
found that corruption did
not necessarily result in
terrorism, but it certainly
facilitated it.143 These
findings presented a
situation for US forces in
Afghanistan that was
highly problematic in the
long term for stability.
CERP was designed to
help achieve security
Figure 14 CERP Obligations by Size of Projects
through projects designed to
stimulate the economy and humanitarian need. All the while, the US was hiring local contractors
and promoting local powerbrokers in an attempt to foster legitimacy for the Kabul government.
Unfortunately, failing to address corruption enough during this process perpetuated an
environment ripe for terrorism to return.
Corruption has always been one of the major concerns for Afghanistan; it was placed in
the periphery in lieu of security and rapid development. Today, the sentiment has dramatically
changed as foreign troop levels have diminished significantly; billions of CERP dollars have
been spent, and yet the Taliban continues to thrive in many areas of Afghanistan. In August
2009, General McChrystal commented that,
“There are no clear lines separating insurgent groups, criminal networks (including the narcotics
networks) and corrupt GOIRA officials. Malign actors within GOIRA support insurgent groups
directly, support criminal networks that are linked to insurgents, and support corruption that helps
feed the insurgency.”144

McChyrstal’s comments illustrate how the informal, formal and underground economies are
inexplicably linked. Thus, it’s safe to assume that the massive infusion of cash that CERP
represented not only contributed to the insurgency vis-à-vis endemic corruption, but it failed to
account for its overall impact on the economy in the long term. By 2010, when CERP peaked in
spending, Afghan logistic networks were leveraged for contracts, projects, and spending intended
to enhance the legitimacy of the new regime. Although in the short-term, these areas of spending
improved, these informal networks had little incentive to trust Kabul or go formal. The
prevalence of the opium industry drove the underground economy to expand, relying on parallel
informal networks to avoid detection from US forces or Kabul. If the Afghan government is
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unable to administrate a proper and fair tax-base, then there are strong incentives for choosing to
remain informal. Strong incentives for remaining informal ultimately diminishes the legitimacy
of the state and facilitates potential support for the Taliban. This logic supports De Soto’s thesis,
but doesn’t fully appreciate opium’s involvement. Consider this supply-demand cycle:
The dynamic between the government, the Afghan farmer, and the Taliban is complex,
but essentially cyclical. Opium, as a cash-crop, is grown easily in many regions of Afghanistan
and fills a large global heroin demand. The Afghan farmer needs money and there are no formal
credit markets, so he grows poppy because he is encouraged to do so economically. The Taliban
purchases the poppy, deals it regionally, feeding into a global market, and provides governance
that otherwise was not provided by Kabul. The GoIRA, with the assistance of US forces, fights
the Taliban militarily, placing little emphasis on enforcing a consistent Rule of Law or
combating corruption that continues to persist amongst the population. Persistent distrust of
Kabul and increasing financial risk dissuades Afghans from participating in the formal economy.
Continuance of participating in the informal economy ultimately helps facilitate the underground
economy tied to opium. The Taliban will continue to fight, the farmer continues to grow and
remain distrustful of the government, and the government continues to rely on foreign
investment and security. Unfortunately, The CERP program has arguably done little to increase
the legitimacy of the government, but certainly has enabled the informal and underground opium
economy to continue to thrive. Its major failure is one of policy, where it failed to understand
how it would interact with the informal and underground economy.
Drawdown and Financial Lessons Learned?
COIN was arguably one of the more controversial approaches to operations in
Afghanistan, whose utility the US is still debating today. The narrative of “lost opportunity”
promotes the ideas that the US failed to do enough militarily, economically, and developmentally
early on in the conflict, which enabled the Taliban insurgency to thrive.145 Others argue a
narrative of “overreach,” where the US, strategically at odds with nation-building, and hindered
by a priority shift towards Iraq, didn’t possess the capacity to significantly change the Afghan
political economy. They failed to appropriately address the regional geopolitical tensions in
South Asia that fueled the conflict in the first place.146 Regardless of which side of the debate
you are on, finance is a central piece to both arguments, namely the role that financial culture of
Afghanistan interacted with institution building, economic growth, international development,
and bankrolling the insurgency.
General McKiernan wrote in 2015, that “I can attest to the fact that we neither understood
nor got the right minds together early on to look at the threat finance networks supporting our
enemies.” The creation of TFCs have contributed a great deal of knowledge and practice with
regard to fighting terrorist financing at the tactical level. Notably, the new COIN field manual in
2014 directly addresses the need for CTF in military-decision making as a primary line of
operations (LOO). Unfortunately, the “how” part of a CTF LOO is beyond the capacity of most
military units without AML/CTF experts or TFCs.147 Gordon highlights that “only when we can
describe how the insurgent’s financial schemes influence the insurgent’s ability to control the
population will counterinsurgency practitioners start to listen.”148 Gordon’s idea is somewhat
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backward; in order to understand the insurgent’s financial schemes, we should first understand
how the population conducts its finance. Indeed, it’s the insurgent that allegedly blends into the
population, not the other way around. Financially, it’s difficult to conceptualize from a purely
CTF perspective. The very financial ecosystem that people live in is often enriched or reliant on
an insurgent’s participation.
Indeed, Gordon and Conway’s 2010 attempt at auditing the Taliban’s finances is
extremely useful towards understanding the role of opium production for the Taliban.149 While
they attempt to isolate the Taliban’s operations from a tactical perspective, they miss the
microeconomics and social aspects for opium production that were discussed earlier in this
paper. Unfortunately, the CTF community still remains overly focused on targeting terrorist
groups and groups that utilize financial schemes outside the formal banking system.150 Unless
practical financial service alternatives become viable within formal finance, the informal
financial system will only continue to grow, thus enabling bad actors more space. Even after 18
years of war in in Afghanistan, US military efforts at combating the Taliban continue to center
on attacking the group’s perceived largest revenue streams, opium: its alleged “financial
lifeline.”151 Although even experts in the TFC community dispute opium’s primacy towards the
Taliban’s overall coffers.152
Additionally, the need for development is strongly argued for by many field commanders
who find their mission enormously expansive during COIN. Many found programs like CERP to
be highly effective towards achieving their immediate security objectives, but were ill-equipped
to measure actual economic or political impacts in the long-term. Here, the issue of financial
culture impacts commanders and military units in various ways across different time horizons.
The commander that attempts to leverage local influence in the short-term, ultimately promotes
corruption and systemic abuse in the long-term. Lastly, conceiving immediate security
requirements depends on time horizon as well. Commanders who are in country for longer
periods of time are more likely to build relations with locals in a way that is sustainable and not
necessarily predicated on financial assistance.
The factor of time-horizon significantly impacted perceptions, objectives, and behaviors
during military operations in Afghanistan, not only from the military’s perspective, but also from
the enemy’s and the population. Many counterinsurgencies campaigns have failed in history, and
few have been short-lived. According to a report by the US Special Inspector General for
Afghanistan Reconstruction (SIRAR) report in 2017, the first lessoned learned from security
sector assistance (SSA) missions was “The U.S. government is not well organized to conduct
SSA missions in post-conflict nations or in the developing world. Furthermore, our doctrine,
policies, personnel, and programs are insufficient to meet SSA mission requirements and
expectations.”153 This lesson recognizes the overwhelming complexity of nation-building and the
inherent institutional limitation that the US military and government possess. COIN in
Afghanistan, in particular, was challenged by not only the confluence of fighting a
counterinsurgency, but simultaneously neglecting the impacts of the host nation’s financial
culture as an important cross cutting variable. This confluence poses colossal hurdles for those
seeking to enhance the legitimacy of the GoIRA and ultimately win over the hearts and minds of
the population who has suffered for so long.
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Finance as a Nexus of Governance and Legitimacy
This paper, thus far, has explored what defines Afghanistan’s financial culture, its
interaction with the global financial system, and the relationship between financial
culture and military operations like COIN. This section explores how finance, as the area
of focus, plays a significant role in state-legitimacy and governance in Afghanistan.
Financial Institutions are manifestations of power within the local and global political
economy. Whether formal or informal, people’s financial behavior represents which
groups hold power, how much they have, and reveal the degree of stability or uncertainty
in society. Since 2001, the Afghan Financial landscape has undergone radical changes. It
has made impressive gains in establishing formal financial institutions, regulations, and
compliance mechanisms. However, it has also experienced crippling banking scandals
that have eroded confidence in those efforts. Understandably, corruption within the
financial system is a serious threat to long-term stability and legitimacy for the GoIRA.
While many organizations focus on cleaning up the financial system from a bureaucratic
or legalistic viewpoint, it’s really the Afghan population that needs to be convinced that
formal finance will meet their desired expectations as consumers. What makes the
corruption in the financial system so dangerous is the fact that finance permeates across
all sectors of society because money is ubiquitous. In a sense, people’s financial behavior
can be one of the best indicators of the popular perception of governance and economic
performance.
Financial System as Critical Infrastructure
Both the 2008 Financial Crisis and 9/11 attacks represent multitudes of threats
that financial systems face. While both events differ greatly in scope and pretext, their
impact on the financial system cannot be overstated. Financial institutions underpin the
economy in every country by helping people and businesses interact in ways that lower
transaction costs and uncertainty. Even in 1999, a place like Afghanistan, which had no
formal financial institutions,154 still relied heavily on the presence of informal financial
institutions that enabled governance and commerce. In a sense, these informal financial
institutions are “governed by rules of exchange, codes of conduct, hierarchies of
deference and power-in short, they are governed by social principles, not merely the
jungle law of tooth and claw.”155 Formal financial institutions provide a significant
reduction in uncertainty for most people who have access to them, and often come with a
significant range of financial products that help manage people’s wealth. Most financial
institutions are privately run on a profit-based business model. While financial
institutions reflect the consumer demand in the market economy, they also reflect the
moral economy of the culture in which they operate in. This is especially true with many
Sharia compliant Islamic banks and conventional financial institutions that operate under
the shadow of various consumer protection laws.
Due to the sheer amount of wealth that resides within the formal financial system,
this presents significant risks and challenges for financial institutions. In the US case, the
financial system is designated as critical infrastructure. “Critical infrastructures include
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those physical resources, services, and information technology facilities, networks, and
infrastructure assets which, if disrupted or destroyed, would have a serious impact on the
health, safety, security, or economic well-being of citizens on the effective functioning of
governments and or economies.”156 Finance in the US, and indeed any country that
possesses a robust formal economy, would meet this criterion. Imagine if tomorrow
people could not get access to their bank accounts, use credit cards, or found their cash
worthless? The impact on the economy and security would be catastrophic. US financial
institutions take this issue very seriously in the digital age with endeavors like the
Sheltered Harbor Project that backs up customer banking data in case of cyber-attacks.157
What is absent from the definition of “critical infrastructure” is essential for comparison
to a country like Afghanistan is the concept of “legitimacy.” While legitimacy is certainly
a key issue for COIN, it is also central for nation-building efforts and the institutions that
underpin it. Here in Afghanistan, a country plagued by insecurity, many security pundits
miss the ramifications of financial institutions losing their legitimacy. These institutions,
as they are within the US, should be considered as critical infrastructure that receives its
due attention or risk a default of public trust to remain within the informal economy.
The question of legitimacy in Afghanistan is probably the most consequential question
going forward in a country that has experienced war for close to 40 years. Which begs the
question, what is legitimacy and how does it manifest in Afghanistan? Suchman’s defines
legitimacy as:
“Legitimacy is a generalized perception or assumption that the actions of an entity are
desirable, proper, or appropriate within some socially constructed system of norms,
values, beliefs, and definitions.”158

Suchman goes further to describe that legitimacy is representative of an
ecosystem of factors that direct a person’s behavior, evaluation of risk and
perception of uncertainty.
“Legitimacy is generalized in that it represents an umbrella evaluation that, to some
extent, transcends specific adverse acts or occurrences; thus, legitimacy is resilient to
particular events, yet it is dependent on a history of events.” 159

Acts, as Suchman highlights, can take their form either positively or negatively, and that
certainly can be the case for the Afghan financial system as any other institutions seeking
legitimacy. Global finance has evolved greatly during the time of globalization, thereby
allowing capital to move more freely than it ever has in history. However, borders and
national sovereignty still remain key institutional inhibitors of the movement of people,
which has led to the surge in global remittances. This is important, because as some
scholars argue, the age of globalization has fragmented and diffused power that states
traditionally have enjoyed.160 Liberal Institutionalists like Keohane or Nye would argue
that the authority of the state is diminishing under increases in global trade and financial
flows.161 Rodrick argues this case in what he calls the “Political Trilemma” of the world
economy. Rodrick’s Trilemma focuses around the issues of hyper globalization, the
nation-state, and democratic politics.162 There are inherent structural tensions between
these three elements, where it is next to impossible to pursue all of them simultaneously.
Using Rodrick’s Trilemma is a useful tool to understanding Afghanistan’s financial
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situation and also its political situation to date. As discussed earlier, Afghanistan was
opened up to massive amounts of foreign capital, workers, and soldiers since 2001. This
situation has slowed down in the past few years, but Afghanistan still remains relatively
exposed to global
economic forces in a
way that it didn’t
under the Taliban. The
Afghan political
system contains one
of the most dynamic
and democratic
constitutions in the
world with elections
and respective
ministries that are
Figure 15 Rodrick's Political Trilemma
akin to most countries.
The nation-state of Afghanistan, while recognized by the international community on
maps and policies, is in reality, misrepresentative and fails to reflect tribal and regional
allegiances. The Durand Line that separates Afghanistan and Pakistan is still not
officially recognized and much of the Pashtun ethnic community is split by that
superimposed border. This issue, in particular, has had significant ramifications for both
Afghanistan and Pakistan for several decades. Regardless, Rodrick’s hypothesis
stipulates that if Afghanistan seeks, or is arguably forced to pursue, hyper globalization
vis-à-vis foreign investment and a democratic government, then they sacrifice the power
of the nation-state. This dilemma is especially concerning because it’s the legitimacy of
the Afghan state that is in question for many, thus providing strong incentives to maintain
a tribalistic political economy.
Legitimacy in Afghanistan, while enshrined in documents like the constitution or
laws that have been aided by foreign advisors and agencies, still resides with tribes.
Rubin writes that “The use of ethnic and subethnic solidarity to coordinate military and
political action has increased ethnic polarization of Afghan society.”163 By 2002, this
situation hardly changed and those placed in power reflected ethnic divisions of power
that paid tribute to a central government backed by the international community. Chayes
describes that in the first years after the Taliban’s ouster from Kandahar, the perspective
of institution building was at odds with realities on the ground, and namely how loyalties
and allegiances were to individuals. Her account of Kandahar’s Governor Shirzai
describes the situation well:
“He applied all of the well-meaning Western aid- lavished on him in his role as a
representative of the Afghan government- to the purpose of building up a personal power
base.”164

This institutional, western mindset is pervasive amongst not only diplomats and
international NGOs, but also the majority of the foreign military presence in Afghanistan.
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Suchman helps describe this mindset by offering a typology of legitimacy that offers
some nuance: pragmatic, moral, or cognitive.165
Pragmatic legitimacy - rests on the self-interested calculations of an
organization's most immediate audiences. Often, this immediacy involves direct
exchanges between organization and audience; however, it also can involve
broader political, economic, or social interdependencies, in which organizational
action nonetheless visibly affects the audience's well-being.
Moral legitimacy - reflects a positive normative evaluation of the organization
and its activities
Cognitive legitimacy - taken-for-grantedness where people just expect an
institution’s legitimacy; to the extent that it is attainable, this kind of taken-forgrantedness represents both the most subtle and the most powerful source of
legitimacy identified to date. If alternatives become unthinkable, challenges
become impossible, and the legitimated entity becomes unassailable by
construction.

These distinctions are important to highlight because it’s the varied perspectives that
make a difference towards governance outcomes, namely Afghanistan’s institutions and
political economy should be characterized as possessing a strong pragmatic and moral
legitimacy. This is based on the generational presence of war, traditional tribal culture,
and role that religion plays in identity. Suchman argues further that, “If organizations
gain pragmatic legitimacy by conforming to instrumental demands and moral legitimacy
by conforming to altruistic ideals, they gain cognitive legitimacy primarily by
conforming to established models or standards.”166 Following this logic, Afghans have
inadvertently provided
cognitive legitimacy to
“warlordism – an
enterprise that is supply
driven by a lot of poor
people who have little to
lose by fighting, and a
strong demand for
security.”167 For
Westerners, their own
cognitive legitimacy
given to their own
institutions cannot be
understated. As an example of
Figure 16 Suchman's Typology of Legitimacy
Western faith in institutions, after
the 2017 Equifax data breach, people in the US still utilize the FICO credit system, even
though a large portion of the population’s data was stolen. A stronger public response
hasn’t come because realistically, Americans accept the credit system institutions as a
given, just as Afghans have accepted that tribal political economy as a given.
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Truly, legitimacy ranks at the top of the COIN’s objectives, although it’s
somewhat vague as to how it should be achieved. Some scholars question many of the
assumptions made during COIN, namely they question the assumption that all
insurgencies are the product of local grievances or a result of social contradictions.168
Other scholars are more skeptical of COIN’s realistic utility by citing issues of largescale foreign imposed COIN, the sustainability of the pace and scope of institutionbuilding once foreigners leave, the exacerbating impact of expanding supply networks
that insurgents also benefit from, and the artificial inflation of economy.169 Most
disturbing for financial dimensions of COIN, Bacevich writes that debate of COIN is
almost entirely done within military circles and leaves much desired from other
governmental agencies.170
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Finance – A Litmus test for Legitimacy
Finance is one of the best indicators of legitimacy in any system. The saying, “put
your money where your mouth is” describes that financial behavior is the true litmus test
of intentions. We can further assess various financial behaviors that demonstrate
legitimacy in different aspects.
First is the use and prevalence of cash used in the society. Cash as a medium of
exchange and store of value provides for simple and extremely low transaction costs in
commerce. While cash is normally controlled by an overarching state-led monetary
policy, it provides a degree of anonymity and autonomy from government’s direct
control. Additionally, cash that people save can be traded, transferred, and stored in ways
that weak states are seldom able to counter effectively. Cash allows for people to keep
their government at a particular distance, and thus revealing a degree of suspicion and
uncertainty. As well, if inflation is an issue for a particular currency, then saving in a
more stable, foreign currency becomes not only pragmatic, but shows a person’s lack of
confidence in their own government’s monetary policies. Many countries have seen
cryptocurrencies like Bitcoin as viable ways to escape restrictive monetary policies and
hedge against capital controls.171 Lastly, cash allows people to cross various boundaries
that are socially or politically manufactured. In an Afghan’s case, this means crossing
physical geographic borders, ethnic divisions, and formal vs. informal financial systems.
Chayes describes that in a town like Kandahar, “a town with no banks, no commercial
airport, little running water, precarious electricity, and hardly a paved road in sight, only
cash – in certain hands- is abundant.”172 Advocates for policies like India’s
“demonetization” policies argue for the removal of cash from the economy to counter
“dark money.”173 However, these policies often fail because they fall victim to the
economic Theory of Second Best. Simply put, attempting to address one issue within a
particular market doesn’t necessarily address other market failures that impact the
outcome of that particular market intervention.174 Rogoff, who argues for removing large
denomination notes from the US monetary system, strongly emphasizes that such a
policy would be disastrous for developing countries like Afghanistan or India specifically
for this reason.175
Taxation and Legitimacy
Second, the role of taxation is central to financial legitimacy. In particular,
taxation is, at its core, an exercise of legitimacy, a prime function of governance. Joannes
argues that taxation is vital towards the functioning of insurgencies like the Taliban and
has been one of the greatest revenue sources for them to fight against established
governments.176 This is important in Afghanistan’s case, namely because there is a large
perception in the policy community that a majority of the Taliban’s resources come from
opium.177 While opium production is indeed a factor, revenue is derived from both direct
and indirect taxation mechanisms. The Taliban generate their tax revenue from territorial
control and dole out limited governance to areas that Kabul either is unable or unwilling
to reach. While this is problematic today, it’s hardly against the norm of trade in
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Afghanistan. “Kandahar, like much of Afghanistan, has survived through the years on
three main sources of revenue: pillage, tribute or tolls, and subsidy.”178 While opium was
a major cash cow for the Taliban, it still possesses a central moral question for pious
Muslims to be dealing in substances considered haram and was unlikely to be considered
as a long-term solution. To be sure, even recent interviews with the Taliban in parts of
Helmand Province as of 2017 reveal the bittersweet dilemma of opium cultivation. As
one Taliban leader stated, "Opium is our economic necessity, but we hate it as much as
you do."179 This reveals the Islamic adaptive mechanism of darura that was discussed
earlier. Furthermore, the bulk of opium is being exported and used by non-believers as
further justification in the minds of the Talban. Additionally, Chayes describes how
Afghan tribes have grown accustomed to the notion of receiving subsidy.
“It is a mark of their geostrategic importance. As such, it is not an embarrassing handout,
but a badge of honor, a perfectly dignified way of making a living. Obtaining subsidy can
even be seen as a mark of superiority vis-à-vis the lowland empire that has to cough it up.
The leader who distributes it commands his tribesmen’s loyalty.”180

This is important because it changes the practice of taxation centered on the tribe or
warlord instead of faceless institutions that run a state’s bureaucracy. Indeed, some
studies have demonstrated that governments can strategically design a weak central
governance structure and tax system that maximizes the income that the masses gain
from the informal economy, i.e. those majority who help them win elections.181 This
encapsulates the Afghan political economy as much today as it did in 2002 after the
Taliban’s ousting. More telling of this phenomenon is the fact that increased logistical
demands of the large foreign troop presence only further increased the pillage,
tribute/toll, and subsidy taxation system.
An example of the nature of the Afghan tribute system was revealed in detail by
US Rep. Tierney, member of the US Committee of Oversight and Governmental Reform,
in a 2010 case titled Warlord Inc. when they investigated the massive corruption involved
along the US-supply chain in Afghanistan. The logistic challenges of moving thousands
of Soldiers to hundreds of outposts across a landlocked, mountainous country are
intimidating. This required a complex network of contractors to support the logistic
supply-chain over the treacherous and hostile journey. The principal contract that
supported the U.S. supply chain in Afghanistan was Host Nation Trucking (HNT), a
$2.16 billion contract that provided trucking for over 70 percent of the total goods and
materiel distributed to U.S. troops in the field, roughly 6,000 to 8,000 truck missions per
month.182 Fortunately, for the HNT, they had a large group of readily “legitimate” private
security companies to leverage for protection. Major General Nick Carter, the British
head of NATO’s Regional Command-South in Kandahar, stated that “warlords in
Kandahar had been allowed to build up militias that they claimed were private security
companies,” and that these private security companies were “a creation of the
international community.”183 These security companies provided protection for HNT, and
in turn, were paid, given legitimacy, and maintained their private armies. More disturbing
were that these warlords were, in a sense, part of a competitive market that thrived on
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particularism and bribes. The largest private security provider for HNT trucks
complained that it had to pay $1,000 to $10,000 in monthly bribes to nearly every Afghan
governor, police chief, and local military unit whose territory the company passed. 184
This example of tribute shows that not only are taxes being paid for through “legal”
contracts, but that they are seamlessly interacting with the informal and illicit economies
that show just how thin the line is between what is considered government sanctioned
economic activity.
Financial Inclusion and Legitimacy
Third, the lack of financial inclusion in Afghanistan represents a crisis of
confidence in the Afghan state. While there is a large body of research today in financial
inclusion and welfare outcomes for people living in poverty, there is little on the role of
financial inclusion and legitimacy of the state. This is important for a country like
Afghanistan because financial inclusion intervention policies in Afghanistan should
address the role that finance plays in state-building as well as welfare outcomes of the
population. Some scholars even consider that the benefits from pushing greater financial
inclusion by itself may be limited based on people’s distrust of formal governmental
institutions that represent the gatekeepers to financial inclusion.185 Others argue that
financial inclusion should be a national security imperative because of the growth of
global banking compliance regulations and successive de-risking that banks have
incorporated since 2001.186 In fact, some estimate that today, over 20-25% of most
banking operation expenses are dedicated towards compliance regulations.187 While these
measures are prevalent in the developed world where there are thousands of banks, it
creates a situation in Afghanistan’s fledgling banking system that imposes significant
risks for banks to operate. This situation created significant negative impacts for those
who are reliant on informal finance and has placed them in a greater situation of financial
exploitation by criminal and terrorist organizations. In a sense, as Sharma puts it, “we
spend so much time focusing on the needle [bad actors] in the haystack [the millions of
people operating the informal and underground economy], that we forget to understand
how that “hay” can be negatively impacted by our policies.”188
The risks to the new Afghan banking industry were substantial, not only
financially but also physically. In 2007, Forbes reported that Kabul alone had
experienced six bank robberies in a year that all followed a similar pattern. “All six went
the same way--men in official police garb in official police vehicles with official-looking
guns ambushing SUVs in broad daylight.”189 Insurgents and criminals still frequently
utilize police and army uniforms when conducting attacks. In 2009, some were more
optimistic, "In Afghanistan there is a great need for commercial banks that can provide
capital for the private sector…Any bank with the right management and good corporate
governance will do great here,” said Farid Maqsudi, the founder of the Afghan
International Bank."190 Surprisingly, experts estimated that the growth in deposits had
grown tremendously since 2001. In 2009, according to Da Afghan Bank, the 17 banks
had deposits of $2 billion in January 2009, up 69% from the previous year, and total
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outstanding loans of $1 billion, up 37% year to year.191 Not surprisingly, one could also
conclude that there was a significant correlation between the amount of deposits and the
foreign troop/aid presence during these years since it peaked in 2010. Other studies
profess that simply a 1% increase of financial inclusion will lead to a 3.6% increase of
GDP.192 These numbers can be extremely misleading though as Afghanistan only has an
estimated 10% of its population directly using the formal financial system.193 Many
counterinsurgency experts like Kilcullen emphasize that “metrics must be adapted to the
particularities of the case: standardized metrics drawn from past wars in other venues will
simply not work.”194 This assumption certainly rings true for the military, but remains
extremely limited from an economic viewpoint where quantitative metrics dominate
decision-making today. Muller calls this “metric fixation,” a problematic phenomenon
caused by the belief that everything can be quantified. This can lead to the persistence of
policies and beliefs that often disregard unintended negative consequences when put into
practice.195
The concerns of financial exclusion also possess a gender dimension in
Afghanistan in ways that haven’t affected places like the US for a long time. There was a
time in fact when women in the US couldn’t own their bank account or get a loan without
a cosigning male relative which is a surprise to many today.196 Today, that perception has
changed and some scholars would argue that the best predictor of economic stability is
how well the Afghan economy treats women.197 In 2016, 74% of Afghans stated that
women should be allowed to work outside the home and 20% thought that lack of
economic opportunities for women was a significant concern.198 Afghan women
participate in the labor force as mainly teachers (29%), artisans (25%), and independent
entrepreneurs (12%).199 This represents a significant horizontal segregation in the
economy where a woman’s options for alternative employment appear limited.
Financially, these women are mostly storing cash at home and supplementing their family
income, as these positions don’t pay enough to achieve financial independence. While
Afghan culture is strongly descriptive towards women’s participation in the economy,
stronger financial inclusion can act within accepted norms that benefits both women and
the Afghan state.
Chipchase highlights the prevalence of mobile money systems that operate in
Afghanistan, but are limited in capacity due to education, technology adoption, and
access.200 Mobile money systems like M-paisa, provide greater access to credit, provide a
more secure means of storing value (physical and economic), facilitate long-distance
remittances, increase occupational choices, and increase financial savings for female-led
households.201 These effects are especially important for women as they are already more
likely to suffer adverse economic conditions caused by lack of financial inclusion.
Additionally, the ability for labor to move more freely fosters greater market efficiencies
for labor (female and male), their families, and the Afghan economy.
Gendered divisions of labor are a reality and reflect socialization of women to
often stay behind at home while men migrate for work.202 Greater financial inclusion
makes this arrangement more feasible, less risky for families, and fosters more sanctioned
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means of monetary transfers within the state and abroad. Women who remain behind
often must find work locally or within the home because of familial responsibilities.
Home-based workers (HBW) produce goods or services for the market from within or
around their homes.203 While these women are supplementing family income and
contributing to the formal Afghan economy, they are still considerably disadvantaged.
Home-based workers absorb increased risks to production, depend on unreliable public
infrastructure, are asymmetrically impacted by macroeconomic forces of material inputs,
lack legal rights and protections, and operate mostly within the informal economy.204
These conditions elicit clear gender disparities in the economic environment. Lack of
gender equality within the HBW market creates labor price distortions, where companies
are able to sub-contract home-based workers at lower wages and avoid making capital
investments in to infrastructure. For women, two major concerns are lack of ability to
negotiate fair prices and irregular electricity supply needed for production. Finally, nearly
75% of HBW rely entirely on informal work, which fosters a situation where informal
institutions are given greater legitimacy than those sanctioned by the state.
Financial inclusion doesn’t necessarily need to be seen as being in competition
with informal institutions. Unfortunately, Afghanistan possesses a plethora of substitutive
informal institutions where actors seek outcomes compatible with formal rules, but unlike
competing institutions, they exist in environments where formal rules are not routinely
enforced.205 Rural areas are usually unbanked due to their geographic isolation, few
economic opportunities, and high illiteracy rates. This is especially significant in
Afghanistan, where the average amount of education women receive remains around 2.5
years of school.206 In these conditions, traditional forms of finance, rooted in culture and
religion, will continue to thrive. Hawala systems represent not only a trusted form of
financial inclusion, but more importantly, an integral part of the cultural landscape in
Afghanistan.207
During the last 30 years of conflict, women’s access to finance has predominantly
been through hawala. Considering the sheer amount of economic development needed in
Afghanistan, this situation presents a security-development dilemma. On the one hand,
western governments target and sanction institutions like hawala to counter the financing
of terrorism, while on the other hand, women rely on hawala as a reliable institution for
financial security. This is especially significant when remittances are primary sources of
income and hawala offers services that are culturally accepting of female clients,
efficient, and cheap. In fact, hawala often allows women to use the system, whereas
dealing directly with banks carries risks inherent with defined gender social norms.208
Western style financial inclusion looks down upon clientelistic relationships, whereby
faith should be placed in the formal institution. However, hawaladars possess family
connections, which makes them, in theory, accountable to the tribal network that Afghan
society runs on.209 This cultural norm changes very slowly, often at a glacial pace, which
should challenge assumptions of rapidly developing Afghanistan’s financial institutions
into western models. Realistically, without strong and reliable financial institutions,
women are highly reliant on tribal networks for financial security. In fact, some argue
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that those who gain greater financial independence are less likely to participate in
clientelistic politics.210 Regrettably, here we see the limits of financial inclusion towards
gender equality when the Afghan political economy still prioritizes men over women,
tribes over centralized institutions.
There are many issues concerning legitimacy that are likely to persist in the future
for Afghanistan. From the financial perspective, the prevalence of cash, role of taxation,
and lack of financial inclusion are likely issues that will consistently challenge the central
government’s legitimacy. While these issues are somewhat rooted and culturally
entrenched as I have already discussed, the occurrence of corruption and scandals pose
some of the largest stand-alone events to long-term solvency of the governing
institutions.
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Corruption of the State Flows on the River of Finance
“Despite the fact that we now have an apparently democratic state, the occurrence of corruption
is much more frequent and on a larger scale than ever before.”211-Integrity Watch Afghanistan
2007

Many counterinsurgency specialists and development experts acknowledge
corruption’s negative impact, but generally assume that it’s something to be dealt with
once stability is achieved. In Thieves of State, Sarah Chayes argues that the Afghan
government corruption was manufacturing the Taliban resurgence, and that acute
corruption must be addressed at the onset and in tandem with counterinsurgency
operations to stem the flow of violent extremism.212 Chayes is not alone in this view.
According to everyday Afghans, development experts, top commanders of North Atlantic
Treaty Organization (NATO) and International Security Assistance Forces (ISAF),
corruption posed the single greatest threat to stability and development since 2010.213 By
2012, the international community estimated $1 billion of $8 billion donated aid had been
lost to corruption.214 This doesn’t answer the “Why Corruption in Afghanistan” question
though.
Corruption, at its core is an issue of political economy, not necessarily of culture.
While culture plays a role in how corruption is perceived, there is little evidence to
suggest that any one culture is more predisposed to corruption than another. In 2004,
most of the world’s governing nations signed onto the UN Conventions Against
Corruption, as all agreed that corruption was a significant issue for all. However, if one
were to look for the definition of corruption in those conventions, one wouldn’t find it. In
fact, you would be hard pressed to make an argument that corruption was as important to
some as it was to others. Largely, the definition accepted by many is that “corruption is
an abuse of public power for private gain that hampers the public interest.”215 The
conventions mention specific instances like bribery or illicit enrichment, but leave broad
interpretation up to the various governments to decide implementation:
Article 20. Illicit enrichment
Subject to its constitution and the fundamental principles of its legal system, each State
Party shall consider adopting such legislative and other measures as may be necessary to
establish as a criminal offence, when committed intentionally, illicit enrichment, that is, a
significant increase in the assets of a public official that he or she cannot reasonably
explain in relation to his or her lawful income.216

How is it that nearly everyone agreed that corruption was a problem, but couldn’t agree
on how to define the problem? Corruption experts like Rose-Ackerman would define
“Corruption as a symptom that something has gone wrong in the management of the
state.”217 Whether you see corruption as a symptom of the state or the culture, corruption
arises when something is happening outside of an expected norm that creates significant
grievances. In a 2007 survey of Afghans:
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90% of all non-public sector interviewees stated that bribes are required for any
bureaucratic or legal formality. Thus, petty corruption in Afghanistan cannot be reduced
to “greasing the wheel” in order to get things done faster, rather it is needed to get things
done at all.218

Some may argue that corruption has cultural roots that often grease the wheels of
bureaucracy, thereby fostering efficient commerce. However, Carter argues that if bribes
are for social good, then they should be legalized and taxed. Additionally, he argues that
corruption at any level usually breeds more corruption that ultimately undermines the
legitimacy of the government, disillusions the population, and forces citizens to look for
other service providers.219
I argue, as do many scholars, that corruption is inherently a political issue and not
unique to any one culture.220 This becomes exceptionally important when we consider
how political dynamics within the developing world possess volatile implications. This
forces us to consider corruption in conjunction with the stage of development of a state or
society.221 Afghanistan is considered a developing country in almost every standard, but
its situation is unique, thus anticorruption programs should be targeted. Since 2002,
foreign forces have deployed to Afghanistan reaching peak levels of over 130,000.222
While this number has greatly diminished, the role that ISAF plays in support still
remains significant, as seen in the example of the US utilizing the Mother of All Bombs
(MOAB) in 2017.223 This can be extremely disheartening especially when the DoD has
recently classified its data on the performance of the Afghan Security Forces (ASF), a
force allegedly only in need of additional US soldiers in advisory roles.224 This data, now
classified and somewhat removed from public scrutiny, continues to raise serious
questions from SIGAR, who reported finding tens of thousands of ghost soldiers still
occupied the ASF in 2017.225 Additionally, corruption in the form of particularism
emerged that permeated throughout every institution within the state. This kind of “grand
corruption” grew exponentially during the ISAF-backed GoIRA. Based on failing of
governance in Afghanistan, international strategies for anticorruption have blossomed to
the top of development priorities. Unfortunately, the anticorruption strategies are adopted
and implemented in cooperation with the very predators who control the government and,
in some cases, the anticorruption instruments themselves. 226
“Whoever, seizes the state, seizes the day.”227 Billions of dollars flowed into
Afghanistan and incentives for deviant behavior grew as a positive correlation to cash
flow. Staffan de Mistura, a United Nations Assistance Mission Afghanistan (UNAMA)
official, links GoIRA corruption to “the intensity, quantity and short time frame of huge
investments that are coming inside Afghanistan.” He says that with so much money
floating around, the “temptation [to steal] becomes quite irresistible.”228 The Karzai
government had full support from ISAF and the amount of money flowing in reflected
that support. In fact, from 2002-2009, the US and its international partners spent more
than 90 percent of all money on military and non-ODA (Official Development
Assistance) security operations.229 Of the limited quantity of ODA that did arrive in
Afghanistan, up to 80 percent of it was spent off-budget, meaning it was not spent by
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GoIRA, but rather by NGOs, USAID programs, and PRTs.230 This situation not only
demonstrates the lack of faith in the GoIRA, but also demonstrates that there is no
incentive for Karzai to deviate from his dominant strategy given the international
communities actions. Unfortunately, even the presence of the ATFC was limited in its
ability to go after corruption as it was never its primary role.231 Bottom-up development
approaches failed to anticipate the robust vertical patronage-payment structure ensured
that money continued to flow upward.
Erosion of Public Confidence
Afghan public confidence in their government has been dismal for the past 16
years due to corruption. Chayes describes an encounter in 2009 during a discussion
between Afghan elders and US Senator Kyl’s congressional delegation. After hours of
discussion, an Afghan man shouted angrily, “You want the truth? There is no government
here. They don’t even control their official buildings.”232 In a 2010 survey, only 7% of
Afghans trusted their government’s ability to deliver justice.233 There are many instances
where public confidence was lost due to endemic corruption, whether at the low-level or
grand level. At the low-level, over 52% of Afghans reportedly paid bribes in 2009,
totaling more than $2.5 billion or 23% of Afghanistan’s GDP.234
These occurrences happen at
every level and are difficult to
enforce through
anticorruption policies alone.
However, it’s the numerous
instances of grand corruption
in Afghanistan, despite
Afghan anticorruption laws,
that have decimated
legitimacy.
In 2009, Chayes describes a
situation in Afghanistan,
whereby a seemingly
Figure 17 Percentage distribution of bribes by requesting public officials
innocuous Border Police Chief
Sayfullah was arrested for stealing $100,000 from the Police Widow and Orphan fund.
Interior Minister Atmar attempted to dismiss the issue, but after pressure from ISAF,
agreed to allow Sayfullah’s arrest. Sayfullah’s replacement was selected, but before he
could take office, Minister Atmar notified all involved that the appointment would not
occur. According to Chayes, Minister Atmar discussed the case with President Karzai,
who then discussed it with his brother Ahmed Wali Karzai. The Karzai’s conveyed to
GEN McChrystal that pursuing the issue would cause tribal unrest, so ISAF didn’t push
the issue any further. According to Chayes, Sayfullah had no tribal ties to Kandahar, so
why would Interior Minister Atmar stake so much on the issue of a new appointment?
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Chayes argues that Sayfullah’s arrest represented something much larger that wasn’t fully
understood until 2009:
“How well the regime defended even its lowliest officials would broadcast a message
throughout the system about the strength of the protection guarantee. If Karzai failed to
uphold his end of the bargain, the whole edifice would collapse.”235

For Chayes and many, these issues were swept under the rug because foreigners assumed
that corruption was simply a side issue. Instances like this occurred all over the country,
but were certainly the norm for Afghans who experienced them daily. However, it was
national scandals that surprised many in the international community, but hardly
surprised Afghans.
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Breaking the Bank: The Kabul Bank Scandal
“Behaving ethically is both the right thing to do and, in practical terms, helps maintain
the trust the public places in those who act on its behalf. The Federal Reserve's very
effectiveness in setting monetary policy depends on the public's assured confidence that
we act only in its interest. We must act ethically, and we must demonstrate our ethical
standards in ways that leave little room for doubt.”236 – Janet Yellen, Former FED Chair

In September 2010, nearly $920 million was found to be missing from the Kabul
Bank after investigations from US treasury officials. The sum missing represented nearly
8% of the Afghanistan’s GDP, which by comparison to the percentage of US GDP in
2016, would amount to nearly $1.5 trillion. As McLeod writes, “the fallout from the
scandal seriously shook confidence in the banking system and trust in justice.”237 The
two main culprits, Khalilullah Ferozi and Sherkhan Farnood, stood at the top of a giant
Ponzi scheme that took depositors’ savings and lent it to those who were politically
connected stakeholders. McLeod explains some of the main elements of the scheme:
“The fraud was perpetrated by the bank’s maintaining two sets of accounting systems,
one the real one and the other to satisfy regulators, and creating loan files in the names of
fake companies. In addition, millions of dollars’ worth of falsified asset purchases were
set up to embezzle funds. Other money was laundered by paying for oil and gas products
from outside the country or by paying inflated prices for goods and services. Much of the
money was laundered to Dubai through the Shaheen Exchange, which was owned and
operated by Farnood.”238

Lending examples included nearly $4 million to President Karzai’s re-election campaign
for free, $160 million spent on 35 luxury villas in the Palm Jumeirah of Dubai, and
Mahmoud Karzai given
$22 million of to reinvest
the Kabul Bank’s own
money toward buying the
third largest share of the
bank.239 The extensive
scheme across the elites
of the country further
illustrated just how elites
were robbing the country
blind. When Ferozi was
asked where all the
money went, he simply
Figure 18 Bank Run on Kabul Bank September 2010
pointed across the street
from the bank at the Gulbahar Centre, a giant building of shops and unfinished
apartments and said, "We invested $35m in that and it is now worth $350m…The money
is not lost, it is sitting right in front of you!"240 Ferozi’s comments are quite telling in that
they reflect a common practice in Islamic finance to invest in the real economy. In this
case, he was making investments into real estate as part of the Ponzi scheme, which is
consistent with sharia compliant ways of investing. While there were also pragmatic
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reasons for investing in local and foreign real estate, Ferozi’s decision also reveals how
financial culture can influence where fraudsters place their money.
Unfortunately, while both of them and some of their cronies were prosecuted and
convicted amidst colossal international pressure, justice was hardly served. Both enjoy
relative free living on house arrest while they serve their sentences. In fact, Ferozi
remains able to conduct business in an agreement with the new GoIRA government in
order to repay the $137 million he owes.241 “It sends a very negative political signal to
the Afghan people and the world: that anyone can loot, but if they invest in Afghanistan,
no one will question the legitimacy of the investment,” said Yama Torabi, a member of
the anticorruption committee. “It perpetuates the culture of impunity.”242 While Torabi’s
comments are correct, the issue of countering Illicit Financial Flows (IFF) and asset
recovery are complex. This is especially true when there were herculean efforts to
establish a credible formal financial system where foreign investors and Afghans could
gain confidence in the new Afghan government.
One of the central elements to how Ferozi and Fernood were able to attain their
positions and behave in that way, relates back to their political connections. In Ferozi’s
case, the connections that he amassed through insider lending enable him even today to
promote projects that turn profits. Both men’s connections with President Karzai expose
a raw reality that has occurred within Afghanistan’s banking system. Unfortunately, by
2014, the new Afghan President Ghani was faced with a difficult decision of whether to
work with these crooks in order to recover the assets or risk alienating more corrupt
elites. The Kabul banking scandal represented one of the most difficult challenges with
anticorruption efforts. Unfortunately, while the GoIRA determined that these villains
were necessary to retrieve the stolen assets from abroad, the damage done to public
confidence is staggering and has several ramifications.
First, the loss of millions of dollars in mainly depositors’ money caused Da
Afghan Bank to step in and provide $825 million in order to cover depositors.243 Bank
runs can be especially dangerous events, and financial scandals often cross just about any
line of the political debate. Even today, evidence can be seen in Iran where financial
mismanagement and corruption are some of the main causes of nation-wide unrest in
January 2018.244 Today, Da Afghan Bank has an Afghan Deposit Insurance Corporation
(ADIC), which acts similar to the US Federal Deposit Insurance Corporation (FDIC);
however, the ADIC was not present prior to the scandal in 2010. Banks rely on capital
and liquidity in order to make investments, which doesn’t bode well if ordinary Afghans
remain suspicious of whether or not the government will reimburse their deposits. A loss
of confidence in the banking system inherently increases the risk perception of
depositors.
Second, if we assume that depositors are risk-averse, then they will be less likely
to move into the formal financial system. A choice to abstain from the formal financial
system, as mentioned previously, leaves people with fewer financial options for access to
credit, wealth management, and economic opportunities. Afghans are then more likely to
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turn towards the informal, where not only criminal and terrorist elements operate to
conduct their business, but in essence, provide financial services for those
disenfranchised and disaffected by the formal financial system. Once people have
become excluded, we could argue that their risk shifts from risk-aversion to risk-seeking
behavior, because their options become limited while their demands for financial services
are likely to either remain constant or increase.
Finally, while in some instances, informal finance helps welfare outcomes, its
performance and robust existence ultimately erodes the legitimacy of the state when the
very building of the state is in progress. This is particularly important for developing
nation-states, but considerably more so for those nation-states forged by an ongoing
conflict. Informal financial behavior also directly competes with the state’s legitimacy to
collect taxes in a way that avoids tribal patronage systems. The betrayal of public trust
with the Kabul Bank was such a blow to centralized governance prospects in
Afghanistan, it’s likely to take a long time before Afghans trust all of the bureaucratic
changes that have been made since the scandal. At the time of the scandal, the Kabul
Bank was also being used by the US for the payroll of the Afghan police and military. In
order to cover the lost liquidity of depositor money, bank executives took ISAF and US
dollars, earmarked for security forces salaries, which resulted in late payments to soldiers
in the field.245 While many improvements have been made regarding banking oversight,
regulations, and compliance, the fact of the matter is, as this paper had argued, ethical
banking is a matter of political will and one that cuts across all sectors of society.
Anticorruption Measures in Afghanistan
Afghanistan signed the UN Conventions Against Corruption in 2008 and has
adopted several laws that are traditionally used to stem corruption. The two most
common sets of laws are Anti-Money Laundering (AML) and Counter Financing of
Terrorism (CFT). Law enforcement experts in the West have been using the “Follow the
Money” approach since the FBI charged Al Capone with tax evasion instead of murder.
However, some argue today that such measures are in fact counterproductive and often
misleading, ultimately pushing terrorists to stay outside of the financial system.246 Since
1984, when the US criminalized money laundering, there has been pressure for other
developed countries to adopt similar measures. While there is much debate about whether
or not AML and CFT laws actually achieve their directed goals, there is consensus that
they are effective at reducing predicate crimes like terrorism, corruption, and
trafficking.247 GoIRA also possess a number of specialized authorities to fight corruption.
Sadly, according to experts, most of these laws and institutions appear highly superficial
and lack both the political will and capability to successfully combat corruption.248
Anticorruption has always played second fiddle to the security or economic development
in Afghanistan, and this was evident over the number of cases stated earlier. Additionally,
even if the GoIRA was more willing to enforce these laws, there are significant hurdles
that face every developing country when it comes to controlling Illicit Financial Flows
and corruption.
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Do AML policies work and why do countries adopt them? Sharman argues that
AML policies are adopted simply because as a sovereign country, it’s something you are
expected to do.249 Prior to 2000, only countries in the Organization for Economic
Cooperation and Development (OECD) criminalized money laundering, which
demonstrates a large shift in the Post 9/11 era. Organizations, like the Financial Action
Task Force (FATF), were created in essence to help enforce standards across
international borders based upon the fact that capital was moving at ever accelerating
speeds. Afghanistan adopted AML and CFT laws in 2004, but were they successful at
curbing corruption? Transparency International and the IMF are among many agencies
that have closely scrutinized Afghanistan’s efforts to combat corruption since 2009 and
have given less than stellar marks.
The fact that, nine years after the fall of the Taliban regime and six years after the entry
in force of the CFT LD, no individuals or organizations have been sanctioned for terrorist
financing constitutes a major failure of the Afghan law enforcement and judiciary. It also
raises serious concerns with respect to Afghanistan’s role in the global fight against
terrorism. The lack of expertise in the fight against economic crime at all stages of the
criminal process and pervasive corruption may both be factors that impede the effective
implementation of the terrorist financing offense. 250

While it’s convenient for the world to acknowledge that Afghanistan has AML/CFT laws
with institutions designed to enforce it, we should not assume that they are actually
functioning. Additionally, the AML law doesn’t distinguish between predicate offences
committed within and outside of Afghanistan.251 Bribery is classified as a predicate
offense, and with nearly 52% of the population admitting to having paid bribes of $1000
or more within the last year, it stands to reason that laws are neither enforced nor
respected.252 Illicit enrichment is not criminalized in the Afghan legislation. In full
disclosure, various high level officials, like the President, ministers, and members of the
Ministry of Justice, are required to disclose their assets to the High Office of Oversight
and Anti-Corruption (HOA). HOA is required to determine and refer for prosecution
those officials whose standards of living “logically do not match with their legal income,”
according to the Attorney General Office (AGO).253 Furthermore, Afghanistan’s
standards fell far short, pertaining to criminalizing the collection of funds for and their
provision to terrorist organizations and individual terrorists.254 While these safe measures
were written into law, it was evident that those who didn’t believe in the law felt that it
had no dominion over their nefarious actions.
While the corruption situation in Afghanistan today seems bleak, there still
remains a light at the end of the tunnel; Afghanistan does have AML and CFT framework
put in place and laws to begin prosecuting crimes. In fact, since President Ghani has
come to power, some elites have been removed from power specifically on the basis of
corruption.255 Others have “voluntarily” stepped aside amidst gross negligence like the
former Minister of Defense in 2017.256 Whether or not this represents a changing of the
tide is still anyone’s guess though as corruption perceptions remain high. The emphasis
needs to shift towards more pressure on the elites to enforce the laws. Transparency
International claimed this year that the GoIRA lacks a clear vision for fighting corruption,
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and they have shown little interest in the past towards supporting independent institutions
that could act as a bulwark against corruption in society.257 Mungiu-Pippidi claims that
“the first step toward exiting the vicious cycle of particularism is to organize the losers in
this system against the status groups and the predatory elites.”258 ISAF’s continued
presence in the region should provide an appropriate vehicle for international pressure on
GoIRA, but corruption has become so pervasive in the society that a bottom-up approach
must also occur.
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Final Thoughts and the Way Forward
There already exists a number of studies, papers, and analyses concerning various aspects
of the American intervention into Afghanistan. Numerous critiques of the intervention range
from strategic overreach to lost opportunity narratives. One critique often cited is that Americans
were not culturally attuned enough to understand the complexities in Afghanistan in order to
appropriately address the population. A lack of cultural knowledge almost entirely focused on
Afghanistan’s languages, religions, gender norms, and history. We should more broadly see
finance as part of this deficit in knowledge because it bisects every other shortcoming of cultural
competence. This paper sought to explore in better detail the financial elements of the
intervention and how they influenced military operations within the backdrop of building a new
Afghan government.
One of the most vocal and critical within the US government, SIGAR publishes quarterly
and special reports on a variety of topics like corruption, business and contracting practices, and
security sector assistance activities that all seek to better understand the experience of US
government efforts in Afghanistan. Interestingly, the issue of the informal economy, Afghan
business norms, and informal finance have been present in every report, albeit as supporting
evidence. This paper took an interdisciplinary approach to specifically explore financial culture
with the other elements as supporting evidence. While various agencies would be tasked
appropriately to implement these recommendations, nevertheless, they are all interconnected
through financial culture. Here are some recommendations and ways moving forward in both
Afghanistan and in future interventions that more adequately recognize financial culture as a key
determinant.
1) Financial Inclusion is a Strategic Priority in Afghanistan
Getting people into the financial system should be seen as a national priority for the
government and for the US military. As I have argued in this paper, financial inclusion affects
security outcomes and is especially relevant towards enticing international business investment.
Some argue that the government could provide subsidized access to financial services for the
poor.259 Additionally, the costs associated with “banking” people deemed too risky could be
offset by subsidies and force commercial banks to take more customers. Unfortunately, the
limitations of this recommendation are based on the fact that people still don’t trust the financial
institutions in Afghanistan. The majority of the population remaining outside of the formal
financial system still remains significant problem since 2001, but is exacerbated by the fact that
the country is still embroiled in nation building efforts in 2018. Thus, future interventions or
missions that seek to bolster central governance require more resources and attention towards
ensuring a trustworthy financial system.
2) Reform the Concept of Money as a Weapon System (MAAWS)
Any future MAAWS program should be expressly done in coordination with the central
government, in direct coordination with commercial financial institutions, and be explicitly listed
as a line of effort at the strategic level in military operations. The central government should be,
at the very least, informed about the amount of money allocated to MAAWS through a
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coordination mechanism, especially when the government’s capacity is limited. Financial
institutions should be in partnership with military units that can oversee both the financial
transactions and the physical security of the financial institutions. MAAWS also needs to be
directly incorporated into strategy development and be seen as an independent line of effort. This
is highly relevant in order to determine impact of large-scale cash transfer programs like CERP,
and ultimately its effectiveness towards achieving sustainable security objectives. Lastly, the
military should consider the creation of Fintech products that specifically can be used to disperse
funds and monitor spending patterns across the area of operations. While cash remains highly
relevant in conflict settings, further introduction of it at large scale only diminishes the prospect
of central governing authority and contributes to the already cash-starved informal and
underground economy.
3) Revamp the Threat Finance Cells (TFC)
The operational environment has become more and more complex amidst the expanding
array of missions that the military is being asked to solve. The ad hoc nature TFCs greatly
enabled the use of finance as a tool for military-decision making, but failed to institutionalize its
relevance to the military’s mission more broadly. TFCs should be stood up immediately during
unified land operations to provide commanders with financial or economic situational awareness.
TFCs at the brigade level would benefit from the direct relationship between the boots on the
ground and the commander’s warfighting staff, thereby enabling them with financial expertise.
Additionally, one of the major critiques by those in TFCs was that they lacked the ability to
address other systemic financial issues in the operational environment. Limited resources, time
and mandate constrained TFCs towards missions focused directly against insurgents, thus they
were unable to expand further into courses of action that addressed the larger environment
dominated by the informal and underground economy. This larger environment was critical to
address because it facilitated the system in which insurgents and bad actors mingled with the
majority of the population. Expanding the resources and personnel of TFCs also allows them to
nest a commander’s priorities with oversight and engagement of local financial institutions. In
light of the Kabul Bank being the primary means of paying Afghan security forces salaries, the
2010 scandal directly impacted military operations. TFCs that have more attention towards these
kinds of issues are better placed to keep commanders informed of how these kinds of financial
scandals could impact the security environment. Lastly, TFCs should incorporate more Civil
Affairs, Special Forces, or Psychological Operations personnel who are more attuned to
assessing the human terrain and can provide larger insight into enhancing the larger economic
and financial landscape. Using intelligence personnel constrains the potential capacity of TFCs
because their expertise is often confined to enemy-centric analysis, which may constrain courses
of action when it comes to addressing financial issues that affect the larger population.
4) Addressing Corruption at the Local Level
Integrity Watch Afghanistan (IWA) was established in 2005 by a pair of student civic
actors “to put corruption under the spotlight by increasing transparency, integrity and
accountability in Afghanistan through the provision of policy-oriented research, development of
training tools and facilitation of policy dialogue.”260 IWA utilizes the power of nonviolent
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resistance strategies to mobilize communities around a unified vision of change. The group
started out small and, by 2014, they mobilized over 400 community action programs to tackle
corruption. IWA estimates that nearly 33% of civic initiatives were successful through strong
community pressure.261 In the cases where community pressure is not enough, ISAF and
international pressure could potentially step up. From a financial perspective, watchdog groups
like IWA should be encouraged to monitor financial institutions. While the Consumer Financial
Protection Bureau is somewhat controversial today in the US, its purpose amongst the variety of
other watchdog organizations, is specifically to protect the society from excessive greed and risktaking in the financial sector.
Civil Support Organizations (CSO) like IWA have the best chance of success towards
pressuring corrupt elites to go straight for several reasons. First, they employ social pressure en
mass through mobilizing members of the community through nonviolent means. Second, they
create a situation where the government can be seen as an ally instead of a competitor for
transparency and fairness. This provides corrupt officials a means of saving face and avoiding
being seen as an enemy or obstacle. Third, IWA distinguishes between building community
capacity versus controlling or directing it. IWA’s co-founder, Lorenzo Delesgues, stated that
“CSO’s decision-making focused on overall strategy, while villages had control over monitoring
initiatives and took their own decisions on the ground.”262 This approach builds ownership by
creating value where there originally was none, instead of creating aid money to siphon. There
are some inherent risks with this approach though. Namely, these processes take time and are
voluntary, which makes mobilizing difficult if corrupt officials are seen as too monolithic by
community members. However, nonviolent resistance strategies have been proven effective
against corruption and are able to gain mass participation from community activism strategies.
5) State-led Expansion of Rural Banks and Impact Evaluation
There are number of studies that demonstrated that financial services placed in rural areas
increased welfare outcomes for the population. One study specifically, by Burgess and Pande in
2005, found that a multi-decade, state-led expansion of banks to rural areas increased welfare
outcomes for people in India.263 Their study specifically looked at state-led expansion efforts that
placed pressures on conventional financial institutions to open branches to underserved and rural
areas. The government implemented licensing regulations requiring banks to build four new rural
branches for every one new urban branch. This coercion forced commercial banks to expand into
rural areas and provide services that they otherwise would not have. This approach should be
considered in Afghanistan because access to formal credit, banking legitimacy, and widespread
poverty are still a large issues, banks are almost entirely based in urban centers and
overwhelmingly in Kabul, and the central government is suffering from legitimacy issues. A
potential policy of coercing rural bank expansion may help satisfy many of the demands that
people have for the informal economy dependence, enhance the central government’s perception
of legitimacy, and entice better financial inclusion as a means of developing Afghanistan’s
economy. To determine the feasibility of this approach, an impact evaluation should be
commissioned and a pilot program should be attempted before taking the implementation to
scale.
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