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ABSTRACT:

The purpose of this thesis is to analyze the factors influencing Foreign Direct
Investment (FDI) inflows in Afghanistan. Utilizing data from 2001 to 2021, this study
applies a multiple regression model to examine the relationship between eight
independent variables and a single dependent variable. The findings indicate that
variables such as GDP, inflation, exchange rate, corruption, and unemployment rate hurt
FDI inflows. Conversely, political stability, the labor force, and foreign trade demonstrate a
positive relationship with FDI. Additionally, the analysis reveals that the correlation
between exchange rate, corruption, and labor force with FDI is statistically significant.
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INTRODUCTION:

Foreign Direct Investment (FDI)
is a critical factor in the economic
growth of nations, especially in post-
conflict economies like Afghanistan. The
country has experienced significant
turmoil, particularly due to the rise and
fall of the Taliban regime. The shift
between the pre-Taliban and post-
Taliban periods offers a distinct case for
analyzing the challenges in attracting
FDI to Afghanistan. As researcher
Michael D. Baran highlighted, "The
unstable  political  landscape in
Afghanistan has consistently deterred
foreign investors, who prioritize
stability and predictability in their
ventures." This statement succinctly
captures the primary obstacles faced by

the country over the years.

In the

Afghanistan was plagued by civil unrest

pre-Taliban era,

and external pressures, creating an
environment of uncertainty that
hindered foreign investment. Farahani
and Ebrahimi (2020) noted that "The
instability of the 1970s and 1980s
severely obstructed foreign
investments, leading to an over-reliance
on aid rather than fostering sustainable
economic development." This cycle of
dependence on external aid further
weakened the country’s governance
structures and its economic self-
sufficiency. Additionally, the lack of a
strong legal framework, coupled with
widespread corruption, exacerbated the
challenges. Noor Ali (2021) pointed out,
"Corruption became a major deterrent,

creating an environment where
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investors doubted the protection of
their interests."

The Taliban's initial rule in the
late 1990s amplified these barriers. The
regime's repressive policies and
international isolation led to a near-
withdrawal  of

complete foreign

investment. "The Taliban's
authoritarian governance, with its harsh
regulations and disregard for global
standards, effectively shut foreign
investors out," observed Ahmad Zahir
(2019). This was further emphasized by
UN reports, which stated that "Foreign
investment cannot thrive in a climate
where human rights violations are
systemic."

Following the Taliban's fall and
the U.S.-led intervention in 2001, there
was a brief period of optimism
regarding  Afghanistan's  economic
recovery and the potential for foreign
investment. However, ongoing conflict
and instability severely hampered these
efforts. As Rina K. Subramanian (2022)
remarked, "The prospects for post-war
reconstruction in Afghanistan were
repeatedly undermined by persistent
violence and political fragmentation.”
While steps were taken to establish a
democratic framework and improve the
investment climate, challenges such as
corruption, insufficient infrastructure,
threats

and continuous  security

overshadowed these initiatives.
"Foreign Direct Investment" refers to an
investment originating from outside a

country (Ouaret, 2011), and Hill (2007)

explained that FDI involves an investor
placing capital in foreign facilities to
produce goods.

Despite these persistent
obstacles, the international community
continues to stress the importance of
FDI for Afghanistan's recovery. As the
World Bank stated, "Investment is
crucial for reconstructing Afghanistan’s
economy and enhancing the quality of
life for its people." Nevertheless, until
issues such as weak governance,
security risks, and poor infrastructure
are addressed, the potential for FDI
remains stifled.

In conclusion, the pre- and post-
Taliban periods present a complicated
landscape for analyzing the barriers to
FDI in Afghanistan. The interplay of
historical context, ongoing political
challenges, and social issues forms a
multifaceted environment that requires
detailed analysis. The pursuit of
sustainable foreign investment in
Afghanistan remains burdened by
significant obstacles, making it an
important area for further study and

policy action.

RESEARCH PROBLEM:

This research work is mainly
concerned with the problem of how
social and political fluctuation or change
has impacted the Inflow of Foreign

Direct Investment (FDI) in Afghanistan.
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RESEARCH OBJECTIVES:

The motives that have induced
the researcher to research this topic are
as follows:

1. To find out whether FDI has been
promoted or demoted after the fall
of the government into the hands of
the Taliban.

2. To evaluate the effects of new
government policies on FDIL.

3. To find the berries on the path of
FDI in Afghanistan

RESEARCH METHODOLOGY:
Evaluating trends in Foreign
Direct Investment in Afghanistan is a
time series analysis where the
researcher will apply the Least Square

Regression Analysis for valid results.

LITERATURE REVIEW:

Michael D. Baran (2020): Baran
highlights the persistent political
instability in Afghanistan as a key factor
that deters foreign investors. Investors
typically seek environments with
predictable and stable conditions to
minimize risks. The volatile political
landscape, marked by frequent regime
changes, corruption, and security
threats, creates an atmosphere of
uncertainty, making it difficult for
investors to trust in the long-term
security of their investments.

Farahani, S., & Ebrahimi, S. (2020):
Farahani and Ebrahimi explain how the
instability during the 1970s and 1980s

severely hindered foreign investment in

Afghanistan. The country’s political
turmoil, marked by internal strife and
external interventions, led to a reliance
on foreign aid rather than fostering
sustainable economic development. This
dependence on external assistance
created a cycle of vulnerability,
weakening the country’s autonomy and
capacity to attract long-term
investments.

Noor Ali (2021): Noor Ali underscores
the role of corruption in deterring
foreign investment in Afghanistan. A
pervasive culture of bribery,
mismanagement, and lack of
accountability erodes trust in the
government and its ability to protect
foreign investors' interests. In such an
environment, investors are reluctant to
commit capital, fearing that their
ventures will be undermined by corrupt
practices that prevent the fair
enforcement of contracts and property
rights.

Ahmad Zahir (2019): Zahir discusses
the impact of the Taliban’s governance
on foreign investment, emphasizing
their oppressive policies and disregard
for international norms. Under the
Taliban’s rule, harsh regulations, human
rights abuses, and international
isolation stifled any opportunity for
foreign capital to flow into Afghanistan.
Investors were discouraged by the lack
of rule of law, as the Taliban’s approach
to governance made the country
unappealing for any form of economic

collaboration with the outside world.
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UN Report (2020): The UN report
highlights the critical relationship
between human rights and foreign
investment. It asserts that investment
cannot thrive in an environment where
human rights abuses are systemic. In
Afghanistan, particularly under the
Taliban regime, the violation of basic
human rights, including freedom of
expression and women's rights, created
a hostile environment for investors who
require stability, fair legal systems, and
ethical governance to secure their
investments.

Rina K. (2022):

Subramanian points out that despite

Subramanian

hopes for post-war reconstruction,
Afghanistan's recovery has been
continually undermined by ongoing
violence and political fragmentation.
The lack of a unified political framework
and ongoing insurgency have eroded the
potential for peace and stability. This
continuous instability has created an
unpredictable business environment,
preventing foreign investments from
taking root and hindering efforts for
sustainable economic development.

World Bank (2021): The World Bank
stresses the importance of investment
for Afghanistan’s economic recovery,
emphasizing that foreign investment is
essential for rebuilding the nation’s
economy and improving citizens' lives.

It argues that a stable and conducive

investment  climate could drive
infrastructure development, job
creation, and long-term  growth.

However, the continued challenges of
governance, security, and infrastructure
need to be addressed to make this
vision a reality.

Khalid K. (2019): Khalid highlights the
lack of infrastructure as a significant
barrier to foreign investment in
Afghanistan. Poor roads, unreliable
electricity, and limited
telecommunications infrastructure
deter  foreign = companies from
establishing operations in the country.
The lack of essential services and
facilities raises costs for businesses and
limits their operational efficiency,
making it harder for Afghanistan to
compete with other nations in attracting
foreign investment.
Fazal Rahman (2020): Rahman
emphasizes how economic instability
and security threats overshadow the
potential for FDI in Afghanistan. The
country’s vulnerability to insurgent
attacks, political uncertainty, and the
lack of a stable financial system make it
an  unappealing  destination for
investors. Without addressing these
critical concerns, Afghanistan remains
unable to unlock its full potential as an
investment hub.

Javed A. (2021): Javed A. discusses
Afghanistan’s strategic location as a
potential advantage, positioning the
country as a transit hub for regional
trade. However, despite this
geographical benefit, FDI remains scarce
due to the challenges posed by

insecurity, political instability, and
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inadequate infrastructure. Afghanistan's
location  offers  significant trade
potential, but the country’s ongoing
crises prevent it from capitalizing on
this strategic asset.

Nematullah A. (2022): Nematullah A.
critiques Afghanistan’s legal framework,
arguing that it lacks the strength
necessary to effectively protect foreign
investments. Without a clear,
transparent, and reliable legal system
that ensures property rights and
enforces contracts, foreign investors
remain hesitant to commit resources.
The uncertainty surrounding legal
protections significantly undermines
the confidence needed for long-term
investments.

Safiullah R. (2021): Safiullah R
identifies political uncertainty as the
primary factor discouraging foreign
investment in Afghanistan. The frequent
changes in leadership, shifting policies,
and lack of clear governance make it
difficult for investors to plan for the long
term. Political instability undermines
investor confidence, as it creates a
volatile environment where policies can
change unpredictably, threatening the
security and profitability of

investments.

DEFINITION OF FDI:

Foreign direct investment (FDI)
is an international investment in which
a firm or individual establishes or
acquires a business in a foreign country

to gain economic benefits. In simple

words, foreign direct investment (FDI)
occurs when a company takes
ownership of a business in another

country.

TYPES OF  FOREIGN
INVESTMENT (FDI):
FDI can be categorized into four main

types:
Horizontal

DIRECT

Foreign Direct
Investment:

Horizontal FDI occurs when a
company expands its operations into a
foreign country and engages in the same
activities it operates within its domestic
market. This type of FDI is when a
company sets up a similar business
abroad to produce and sell the same
goods or services. For instance, if KFC
opens restaurants in Afghanistan, this
would be a case of horizontal FDI. While
FDI is generally more costly and riskier
than options like exporting or licensing
due to the expenses involved in setting
up a business in a foreign country, it
may still be preferred over alternatives
due to factors such as transportation
costs, market inefficiencies, strategic
motives, and location advantages (Hill,
2007). Cultural differences also make
FDI more appealing, as firms can better
control operations directly rather than
face potential challenges through
licensing or exports.

Vertical Foreign Direct Investment
(FDI):
Vertical FDI involves a firm

investing in a foreign country to support

Mohammad Rafiq Mokhles

67




Young Researcher

Vol. 13 No.4/October-November-December 2024

its domestic operations by either
sourcing inputs or selling outputs. This
type of investment is linked to the firm's
core business activities but involves
different stages of production. Vertical
FDI can take two forms:

e Backward Vertical FDI occurs
when a firm invests in a foreign
industry that provides inputs for
its domestic production, such as
raw materials. This is common in
industries like mining or oil
extraction.

e Forward Vertical FDI occurs
when a firm  establishes
operations abroad to sell the
outputs produced by its domestic
business, such as setting up retail
outlets. The decision to pursue
vertical FDI can stem from
strategic behavior or to mitigate
market imperfections.

Conglomerate
Investment (FDI):
Conglomerate FDI involves a

Foreign Direct

company investing in a foreign market
in a business sector unrelated to its
primary operations. This type of FD],
while less common, occurs when a
company diversifies its portfolio into a
completely different industry abroad.
For example, if a beverage company
invests in the pharmaceutical industry,
it would be categorized as conglomerate
FDIL. This type of investment typically
comes with greater complexity and risk
but can offer opportunities for firms

seeking to explore new markets and

industries in foreign countries (Rivera-
Batiz and Oliva, 2003).
Platform Foreign Direct Investment
(FDI):

Platform FDI, or export-platform
FDI, occurs when a firm invests in a
foreign country to set up operations that
primarily produce goods for export to
other countries. This type of FDI allows
the investor to establish a base in a
foreign market to supply third-party
countries with products. The purpose is
to take advantage of favourable
production conditions abroad while
serving external markets, thereby

enhancing efficiency and lowering costs.

METHODS OF FOREIGN DIRECT
INVESTMENT (FDI):

Foreign direct investment can
take several forms, depending on the
strategy and  structure of the
investment. The primary methods of
FDI include:

Mergers and Acquisitions:

Mergers involve the combination
of two firms into one new company,
while acquisitions occur when one firm
takes control of another. In acquisitions,
the acquiring company typically buys a
majority stake, or even full ownership,
of the smaller firm. These methods
allow companies to quickly gain access
to foreign markets, resources, or

technologies.
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Acquiring Voting Stocks in a Foreign
Company:

Another method of FDI is
purchasing shares (typically 10% or
more) in a foreign company, thus
gaining the right to vote on the
company’s strategic decisions. This
allows investors to influence company
policies and operations without direct
control.

Joint Ventures:

A joint venture involves two or
more companies collaborating to create
a new business entity. The partners
share control, risks, and profits in this
venture. Joint ventures are often used
when firms want to combine resources,
expertise, or market access in a foreign
country.

Establishing a Subsidiary in a Foreign
Country:

A firm may also establish a
subsidiary abroad, wherein the foreign
parent company owns more than 50%
of the business entity. This method gives
the investor more control over
operations and is often used when long-
term commitment is desired in the

foreign market.

HOW FDI BENEFITS THE HOST
COUNTRY:
Resource-Transfer Effects:

FDI plays a significant role in
boosting the host country’s economy by
transferring capital, technology, and
management expertise. These resources

are often unavailable to the host country

without foreign investments (Lipsey

2002; Li & Liu, 2005). Let’s look at each

of these resources:

e Capital: Multinational companies
(MNCs) often have access to stable
and diverse financial resources,
which might not be readily available
to domestic firms in the host
country. Due to their strong
reputation, MNCs can often borrow
capital from international financial
markets more easily than local
businesses in the host nation.

e Technology: Technology transfer is
another significant benefit of FDI. It
involves the movement  of

knowledge, designs, technical
expertise, or trade secrets from one
country to another. This transfer of
technology is crucial for stimulating
economic growth and fostering
internationalization. It can enhance
production processes (e.g., refining
oil) or be applied to the

development of new products (e.g.,

computer manufacturing). MNCs

frequently transfer advanced
technology to the host country,
which can significantly improve
productivity and innovation.

e Management: FDI helps improve
the host country’s management
practices by introducing foreign
expertise in business operations.
Foreign managers often bring
advanced management techniques
and help local staff develop

managerial skills. Additionally, these
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managers assist in training local

personnel to take up important roles

in finance, technology, and
operations, thereby improving the
local workforce’s overall capabilities.
Furthermore, foreign management
can motivate local suppliers and
competitors to adopt better
practices.

Employment Effects:

FDI contributes to job creation in
the host country, generating both direct
and indirect employment opportunities.
Direct employment occurs when MNCs
hire local workers for their operations.
Indirect employment arises when local
suppliers or industries linked to the
MNC’s activities expand due to
increased demand. For example, when
Toyota set up a plant in France, it
created an estimated 2,000 direct jobs,
with an additional 2,000 jobs in support
industries (Jack, 1997).

Balance of Payments Effects:

The balance of payments (BOP)
tracks the economic transactions
between a country and the rest of the
world. It includes the export and import
of goods, services, and financial
transactions. The BOP has two main
accounts: the current account and the
capital account. The current account
tracks trade in goods and services, while
the capital account records financial
transactions, such as the purchase or
sale of assets. In the case of FDI,
investments typically lead to an inflow

of capital to the host country, which

positively affects the capital account and
can help reduce deficits. Conversely,
imports can result in outflows that
affect the current account balance.
Through careful management, FDI can
enhance a country's economic stability
by improving its BOP.

For example, if Country A buys $100
million worth of aircraft from Country B,
the purchase is a debit in Country A's
BOP, while Country B's receipt of the
$100 million is recorded as a credit. The
overall BOP

demonstrating how international trade

remains balanced,
and investment transactions are
reflected in a country’s economic

accounts.

THE COSTS OF FDI TO HOME

COUNTRIES:

Generally, the outward FDI has
two significant impacts on the balance
of payments and employment in the
home country. First, the home country's
balance of payments suffers in three
ways.

1. There will be a capital outflow from
the home country's capital account
because initial capital is required to
finance and support FDI in a foreign
country.

2. The home country's current account
will be hit if the goal of FDI is to
serve the home market from a low-
cost production location.

3. The home country's current account
will suffer if FDI replaces direct

exports.
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Second, FDI affects employment

when it is considered a substitute for

domestic production; such FDI reduces this

employment in the home country (if the

domestic labor market is extremely

concern

employment at all.

tough). However, if the unemployment

rate is low in the home country, then

does not affect

Table 01: Foreign Direct Investment Inflow in Afghanistan from 2001 to 2021

2300
2250
2200
2150
2100
2050
2000
1950
1900
1850

Amount in Million $

Year FDI Change
2001 0.68

2002 50 49.32
2003 57.8 7.8
2004 186.9 129.1
2005 271 84.1
2006 238 -33
2007 188.7 -49.3
2008 46 -142.7
2009 56.11 10.11
2010 190.77 134.66
2011 52.17 -138.6
2012 56.82 4.65
2013 48.31 -8.51
2014 42.98 -5.33
2015 169.15 126.17
2016 93.95 -75.2
2017 51.53 -42.42
2018 119.44 67.91
2019 23.4 -96.04
2020 12.97 -10.43
2021 20.6 7.63

Source: World Bank Group 2021

Graph 01: FDI Inflow in Afghanistan from 2001 to 2021
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Statistical Analysis of Table 01

Regression Statistics
Multiple R 0.318355
R Square 0.101350
Adjusted R Square 0.054053
Standard Error 6.034814
Observations 21.000000
ANOVA
df Ss MS F Significance F
Regression 1.000 78.039 78.039 2.143 0.160
Residual 19.000 691.961 36.419
Total 20 770
Lower Upper | Lower | Upper
Coefficients tStat | P-value | 95% 95% 95.0% | 95.0%
Intercept | 2013.33 | 2.07 974.90 2009.01 | 2017.65 | 2009.01 | 2017.65
FDI -0.02 0.02 -1.46 -0.06 0.01 -0.06 0.01

EVALUATION OF REGRESSION ANALYSIS, ANOVA, AND COEFFICIENT TABLES:

1. Regression Analysis Table:

[: The regression analysis table provides
an overview of the relationship between
the independent variable (year) and the
dependent variable (FDI inflows). The
key metrics in this table are Multiple R,
R Square, Adjusted R Square, and
Standard Error.

II: Multiple R (0.318355): This value
measures the strength of the linear
relationship between the year and FDI.
A Multiple R-value of 0.318 means that
the linear relationship between the year
and FDI is weak. This suggests that year-
to-year changes in FDI inflows are not
strongly explained by the trend over

time, indicating the presence of other

influencing factors not captured by this
simple model.

III: R Square (0.101350): This is the
proportion of the variance in FDI that is
explained by the model. With an R
Square value of 0.101, the model only
explains about 10.1% of the variance in
FDI inflows. This is quite low, meaning
that the linear trend alone doesn’t
provide a strong fit to the data, and
other factors (like security, political
stability, global trends, etc.) likely play a
significant role in influencing FDI.

IV: Adjusted R Square (0.054053):
The Adjusted R Square accounts for the
number of predictors in the model and

adjusts the R Square value accordingly.
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The very low adjusted R square of 0.054
indicates that even when accounting for
the number of observations, the model
doesn’t improve much in terms of
predictive accuracy.

V: Standard Error (6.034814): This
value represents the average distance
between the observed values and the
regression line. The higher the standard
error, the less reliable the predictions
are. A standard error of 6.03 suggests a
moderate degree of variability in the
data relative to the regression model's
predictions.

In summary, the regression model
suggests that the year-to-year trend
does not explain much of the variance in
FDI inflows, and the predictive power of
this model is relatively weak.

2. ANOVA Table:

ANOVA (Analysis of Variance) helps
assess the overall fit of the regression
model by comparing the variance
explained by the model to the variance
that remains unexplained (residual
variance).

o df (degrees of freedom): In the
regression model, there is 1
degree of freedom for the
regression (1 predictor, which is
the year), and 19 degrees of
freedom for the residual (which
accounts for the error term or
unexplained variance).

e SS (Sum of Squares): The
regression sum of squares
(78.039) represents the variance

explained by the model, while

the residual sum of squares
(691.961) represents the
unexplained variance.

MS (Mean Square): The mean
square is the sum of squares
divided by the respective degrees
of freedom. The regression mean
square (78.039) is compared to
the residual mean square
(36.419) to determine how much
of the total variance is explained
by the regression model.
F-statistic (2.143): The F-
statistic measures the ratio of
explained variance to
unexplained variance. The F-
value of 2.143 suggests that the
model does not explain much
more variance than random
noise, as higher values of F
(typically above 4 or 5) indicate a
stronger model.

Significance F (0.160): The p-
value associated with the F-
statistic, 0.160, indicates that the
model is not statistically
significant at typical significance
levels (such as 0.05). This means
there is insufficient evidence to
suggest that the year (as an
independent variable) has a
statistically significant
relationship with FDI inflows.

In conclusion, the ANOVA table
shows that the model is not
statistically significant, as the F-
statistic is low and the p-value is

greater than the  typical
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threshold of 0.05. This means the
regression model does not

provide a good fit to the data.

3. Coefficients Table:

The coefficients table provides

the estimated values for the intercept

and

slope (the coefficients of the

regression equation), as well as their

statistical significance.

Intercept  (2013.33):  The

intercept represents the
estimated FDI inflow when the
year is zero (which is a
theoretical value and not
meaningful in this context). In
practical terms, it is not directly
relevant but helps in
understanding the regression
equation. The positive value of
2013.33 s

compared to actual FDI inflows,

relatively  high

which is expected in the linear
model, as it is based on
extrapolation rather than real-
world data.

FDI coefficient (-0.02): The
slope of the regression line
indicates the change in FDI
inflow for each unit increase in
the year. A slope of -0.02
suggests a very small negative
relationship between the year
and FDI inflows. This means that,
on average, FDI inflows are
slightly decreasing over time, but
the magnitude of the change is

extremely small. In other words,

FDI inflows have been declining,
but at a very slow rate.

T-Stat (-1.46): The t-statistic is
used to test if the coefficient is
significantly different from zero.
A value of -1.46 indicates that the
coefficient is not statistically
significant, as it is far below the
typical threshold of 2 for
significance at a 95% confidence
level.

P-value (0.16): The p-value for
the FDI coefficient is 0.16, which
is higher than the standard
significance threshold of 0.05.
This means that the slope
coefficient for the year variable is
not statistically significant,
implying that there is no strong
evidence to suggest that the
passage of time significantly
affects FDI inflows.

Confidence Intervals: The 95%
confidence intervals for the
intercept and the slope show the
range in which we are confident
the true values of the coefficients
lie. For the slope, the confidence
interval ranges from -0.06 to
0.01, indicating that the effect of
year on FDI could be negative or
positive, but the effect is small
and uncertain.

In conclusion, the coefficient
table shows that both the
intercept and the slope are not
statistically significant, and there

is no strong evidence of a
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meaningful trend in FDI inflows

over time.

FINAL EVALUATION OF THE
STATISTICS:

Overall, the regression model
does not provide a robust explanation
for FDI trends in Afghanistan. The R
Square and Adjusted R Square values
are low, indicating that the year alone is
not a strong predictor of FDI. The
ANOVA results suggest the model is not
statistically  significant, and  the
coefficients table shows that there is no
clear, significant relationship between
year and FDI inflows. This analysis
implies that FDI inflows in Afghanistan
are likely influenced by many factors

beyond the mere passage of time.

FINDINGS AND RECOMMENDATIONS:
The fluctuation in Foreign Direct

Investment (FDI) in Afghanistan from

2001 to 2021 can be attributed to

several socio-political, economic, and

institutional factors that have influenced

the investment climate. Here are 10

valid causes for the fluctuations:

1. Political Instability and Security
Concerns (2001-2021):
Throughout this period, Afghanistan
experienced fluctuating levels of
political instability, including
conflicts with the Taliban,
insurgencies, and changing
governmental structures. The
constant uncertainty and security

concerns discouraged foreign

investors, particularly during
periods of heavy violence (e.g.,
2006-2008) and the resurgence of
the Taliban (e.g., 2014-2021).

. Post-War Reconstruction

Challenges (2001-2010): After the
fall of the Taliban in 2001,
Afghanistan focused on
reconstruction. While there were
substantial inflows initially, the lack
of infrastructure, political
fragmentation, and weak institutions
led to inconsistent FDI inflows.
Investors were uncertain about the
sustainability of reconstruction

efforts.

. Corruption and Governance

Issues (2001-2021): Corruption
remained pervasive in Afghanistan,
creating an environment of mistrust
for foreign investors. The lack of
transparency in business dealings
and governance structures
contributed significantly to the

fluctuation in FDI.

. Legal and Institutional Weakness

(2001-2021): The legal framework
to protect foreign investments was
weak and unreliable throughout the
period. The absence of robust
property rights protection and a
dependable judicial system made
foreign investors reluctant to

commit capital.

. Security Deterioration Post-2014

(2014-2021): The security situation
dramatically worsened after 2014,

when NATO forces withdrew, and
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the Afghan government struggled
with the Taliban resurgence. This led
to a sharp drop in FDI from 2014
onward, especially as investors
feared potential losses in a war-torn
environment.

. Economic Instability and Inflation
(2001-2021): The Afghan economy
experienced significant fluctuations,
particularly inflation, currency
depreciation, and a volatile financial
system. These  macroeconomic
uncertainties discouraged long-term
investments.

. Dependence on Foreign Aid and
Lack of Economic Diversification
(2001-2020): Afghanistan's heavy
dependence on foreign aid rather
than sustainable economic growth
further discouraged private foreign
investment. This reliance on aid
undermined the potential for the
country to establish a competitive
and diversified economy.

. Regulatory Challenges and
Bureaucratic Delays (2001-2021):
Complex and inconsistent regulatory
frameworks, along with bureaucratic
inefficiencies, caused delays and
hurdles for investors. Investors often
faced difficulties in securing permits
and navigating the legal system.
Global and Regional Geopolitical
Factors (2001-2021): Regional
instability and global economic
trends, including the 2008 financial
crisis, had significant effects on FDI

inflows. The impact of these external

factors exacerbated the challenges
within Afghanistan’s economy and
discouraged investment.

10. Change in Investor Sentiment and
Strategic Behavior (2010-2021):
Shifting investor sentiment,
influenced by a series of political
changes, economic uncertainty, and
security concerns, caused sudden
drops in FDI, especially after 2010,
when the outlook for stability and

growth became more pessimistic.

SUGGESTIONS FOR IMPROVING FDI
INFLOW TO AFGHANISTAN:

In light of the socio-political
conditions in Afghanistan from 2001 to
2021, here are some valuable

suggestions to attract more FDI to the

country:
1. Enhance Political Stability and
Governance: The Afghan

government needs to prioritize
stability by fostering a peaceful
environment and reducing internal
conflicts. Long-term peace efforts
and stronger governance will create
a more predictable and secure
environment for foreign investors.

2. Combat Corruption and Improve
Transparency: Addressing
corruption and improving
transparency in both government
and business operations will help
create a trustworthy investment
climate. Strengthening anti-

corruption measures and improving
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public sector efficiency can attract
more FDI.

Strengthen the Legal Framework
for FDI Protection: Afghanistan
needs to establish and enforce a
more robust legal framework that
protects foreign investments. This
includes ensuring stronger property
rights, resolving disputes efficiently,
and enhancing the protection of

investors' interests.

Improve  Infrastructure and
Connectivity: Investment in
infrastructure, including roads,

energy, and telecommunications, is
crucial to reducing operational costs
investors.

for foreign Improved

connectivity will enhance the
attractiveness of Afghanistan as a
potential investment destination.

Foster Economic Diversification
and Reduce Dependence on Aid:
should

diversifying its economy, especially

Afghanistan focus on

in sectors like agriculture,
manufacturing, and services.
Reducing reliance on foreign aid will
create a more resilient and attractive
market for FDL

Address Security Concerns and
Establish Special Economic Zones:
Providing security guarantees for
investors, particularly in high-risk
regions, and setting up special
economic zones (SEZs) with reduced
taxes and regulatory burdens can

help attract FDI.

7.

10.

Promote Technology Transfer and
Innovation: Encouraging
technology  transfer and the
development of innovation hubs
within the

country will make

Afghanistan more appealing for
technology-driven investments.
Supporting the tech sector can
diversify and modernize the
economy.

Offer Incentives for Sustainable
Investment Projects: The Afghan
offer tax

government  could

incentives, subsidies, or other
benefits for companies investing in
sustainable industries like

renewable energy, green technology,

and  agriculture. This  would
encourage  socially  responsible
investment.

Strengthen the Financial System
and Facilitate Capital Flows: A
more stable and reliable financial
system is essential for attracting FDI.
The government should work on
building a strong banking system
that enables easier capital flows and
provides better services for foreign
investors.

and Global
Trade Agreements: Strengthening

Enhance Regional

regional and international trade

agreements can enhance
Afghanistan's position as a strategic
hub for

investment.

international trade and
This

relations

include
with

would
improving

neighboring countries and joining
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international

organizations that

promote trade and investment.

REFERENCES:

1.

Azam, M. & Lukman, L.
(2010).

foreign direct investment in

Determinants of

India, Indonesia and
A Quantitative

Journal of

Pakistan:
Approach.
Managerial Sciences, 4(1), 31-
44, Retrieved from
https://www.qurtuba.edu.pk
/jms/4 1.htm

Alalawneh, M., & Nessa, A.
(2020). The impact of foreign

direct investment on

unemployment:

Panel data approach. Engineering
Science Journal, 4(4), 228-242.
ISSN 2610-9182. Retrieved from
https://www.ijournalse.org/inde
x.php/ES]/article/view/387
Anwar, Z., & Afza, T. (2014).

Impact of terrorism, gas

shortage and political
instability on FDI inflows in
Pakistan. Science
International, 26(1),507-511.
Baha, A.Z., & Wani, N.UH.
(2018).

inward

Determinants  of
foreign direct
investment evidence from
Afghanistan. Kardan Journal
of Economics and
Management Science, 1(4), 1-
11.

https:/doi.org/10.31841/KJE
MS.2021.71

. Basij, A, & Hanif, M. M.

(2019). The role of foreign
direct investment to
strengthen the economy in
Afghanistan. International
Journal of Creative Research
Thoughts, 7(2), 1-8. Retrieved
from

http: //www.ijcrt.org/viewful

Lphp?&p id=IJCRT1807464

. Denisia, V. (2010). Foreign

direct investment theories:
An overview of the main FDI
theories. European Journal of
Interdisciplinary Studies, 2(2),
104-110. ISSN 2067-3795.
Retrieved from

https://www.ejist.ro/

. Devajit, M. (2012). Impact of

foreign direct investment on
Indian economy. Research
Journal of  Management
Sciences, 1(2), 29-31. ISSN
2319- 1171. Retrieved from
http://www.isca.me /IJMS /Ar
chive/v1/i2/5.ISCA-R]MgtS-

2012-020.php

. Eryigitt M. & Shafag, A.Q.

(2021). Factors
foreign direct investment:
The Afghanistan Case. Studies
of Applied Economics, 39(2),
1-13. ISSN 1133-3197,
https://doi.org/10.25115 /ee

a.v39i2.3351

affecting

Mohammad Rafiq Mokhles

78


https://www.qurtuba.edu.pk/jms/4_1.htm
https://www.qurtuba.edu.pk/jms/4_1.htm
https://www.qurtuba.edu.pk/jms/4_1.htm
https://www.ijournalse.org/index.php/ESJ/article/view/387
https://www.ijournalse.org/index.php/ESJ/article/view/387
https://www.ijournalse.org/index.php/ESJ/article/view/387
https://www.ijournalse.org/index.php/ESJ/article/view/387
http://dx.doi.org/10.31841/KJEMS.2021.71
http://dx.doi.org/10.31841/KJEMS.2021.71
http://dx.doi.org/10.31841/KJEMS.2021.71
http://www.ijcrt.org/viewfull.php?&p_id=IJCRT1807464
http://www.ijcrt.org/viewfull.php?&p_id=IJCRT1807464
http://www.ijcrt.org/viewfull.php?&p_id=IJCRT1807464
https://www.ejist.ro/
https://www.ejist.ro/
http://www.isca.me/IJMS/Archive/v1/i2/5.ISCA-RJMgtS-2012-020.php
http://www.isca.me/IJMS/Archive/v1/i2/5.ISCA-RJMgtS-2012-020.php
http://www.isca.me/IJMS/Archive/v1/i2/5.ISCA-RJMgtS-2012-020.php
https://doi.org/10.25115/eea.v39i2.3351
https://doi.org/10.25115/eea.v39i2.3351

Young Researcher

Vol. 13 No.4/October-November-December 2024

10.Rina K. Subramanian (2022),
World Bank (2021).

11.Grace, G. (2019). Factors
affecting inward foreign
direct investment: Case of
Asean countries. Info Artha,
3(2), 119-132. ISSN 2581-
0839.

12. https://doi.org/10.31092 /jia.v3i
2.588

13. Nematullah A. (2022).

14.Hill, C. W. L. (2007).

International Business:

Competing in the Global
Marketplace (6th ed.).
McGraw-Hill. ISBN
9780071106719.

15.Khalid K. (2019), Ahmad Zahir
(2019).

16.Fazal Rahman (2020), UN
Reports (2020).

17. UN Reports, World Bank (2021).

18. Fazal Rahman (2020).

19. World Bank (2021).

20. Rina K. Subramanian (2022).

21. UN Reports (2020).

22.Farahani, S, & Ebrahimi, S.
(2020).

23. Michael D. Baran (2020).

24. Noor Ali (2021).
25. Nematullah A. (2022).
26.Farahani, S. & Ebrahimi, S.
(2020), Fazal Rahman (2020).
27.Farahani, S. & Ebrahimi, S.
(2020), World Bank (2021).

28. Nematullah A. (2022), Michael D.
Baran (2020).

29.Javed A. (2021), UN Reports
(2020).

Mohammad Rafiq Mokhles

79



https://doi.org/10.31092/jia.v3i2.588
https://doi.org/10.31092/jia.v3i2.588

