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Abstract 

Access to credit via commercial and noncommercial financial institutions is vital to 

SMEs. Globally, the literature shows that the growth of the SME sector is strongly linked 

to sustainable access to funding sources. However, few studies examine the relationship 

between SME growth and access to capital in Afghanistan.   

This study identified the factors that affect SMEs‟ access to finance from Afghanistan 

financial and nonfinancial institutions, the types of loans available to Afghan SMEs, and 

the factors limiting their performance. The data was gathered using a questionnaire 

completed by 50 Afghan SMEs, and through interviews conducted with five financial 

institutions and three nonfinancial institutions.  

Findings confirmed that obstacles faced by SMEs include high-interest rates, high 

collateral requirements, limited product offerings (Islamic and conventional), long 

underwriting processes and limited government support. 

The study results showed that significant links exist between a firm's characteristics (e.g., 

size of business, business plan availability, and financial performance), owner/manager 

characteristics (e.g., experience, education, and training), and its ability to access credit. 

In addition, the study found that a significant number of SMEs were not able to qualify 

for credit from Afghanistan banks and other financial and nonfinancial intuitions due to 

infeasible business plans, limited collateral, lack of experience, and weak financial 

performance. The study offers actionable recommendations on how to develop the SME 

sector in Afghanistan and promote access to finance from financial and non-financial 

institutions.  

Keywords: Small and medium enterprises, financial and non-financial institutions, 

credit, impact, business obstacles and challenges      



iv 
 

Acknowledgements 

This thesis is the partial requirement of my Master in Business Administration at 

the American University of Afghanistan. My utmost gratitude goes to my lovely family 

specifically my lovely wife who allows me to stay away and work late at night and not 

been able to support the family where they need me. 

My sincere gratitude goes to both my loving parents, my father who was always 

supporting and encouraging and believed in me; and to my precious mother, who is 

always praying for me, supporting me and being there for me. I can say that now your 

seed is blossoming, and I could not have blossomed without both of you. 

I thank my supervisors Dr. Boris Abbey and Dr. Patricia Read-Hunter for their 

helpful and continuous advises and comments during my thesis writing process. 

I am also thankful from my classmate and close friend Mr. Ghulam Destageer 

Haidari who encouraged me not only during the thesis writing but also during the entire 

period of my studies. 

  



v 
 

Table of Contents 

AUAF Declaration of Authorship ............................................................................................................. ii 

Abstract ...................................................................................................................................................... iii 

Acknowledgements .................................................................................................................................... iv 

CHAPTER 1: INTRODUCTION ..............................................................................................................1 

1.1. INTRODUCTION ........................................................................................................... 1 

1.2. STATEMENT OF THE PROBLEM ............................................................................... 2 

1.3. OBJECTIVES OF THE STUDY .................................................................................... 3 

1.4. RESEARCH QUESTIONS ............................................................................................. 3 

1.5. SIGNIFICANCE OF THE STUDY ................................................................................ 4 

1.6. CONTRIBUTION TO KNOWLEDGE .......................................................................... 4 

1.7. SCOPE OF THE STUDY ............................................................................................... 4 

1.8. RESEARCH METHODOLOGY OVERVIEW .............................................................. 5 

1.9. STRUCTURE OF THE THESIS .................................................................................... 5 

CHAPTER 2: LITERATURE REVIEW ..................................................................................................7 

2.1. INTRODUCTION ........................................................................................................... 7 

2.2. DEFINITION OF SMEs................................................................................................ 11 

2.3. THE IMPORTANCE OF SMEs IN DEVELOPING COUNTRIES ............................. 12 

2.4. THE BUSINESS ENVIRONMENT IN AFGHANISTAN ........................................... 14 

2.5. AFGHANISTAN FINANCIAL SYSTEM ................................................................... 16 

2.5.1. Afghanistan Central Bank, Da Afghanistan Bank (DAB) ......................................... 16 

2.5.2. Afghanistan Banking System .................................................................................... 16 

2.5.3. Commercial and State-Owned Banks ........................................................................ 19 

2.5.4. Fund-based financing ................................................................................................ 19 

2.5.4.1. Conventional Loans ............................................................................................... 19 

2.5.4.1.1. Term Loans ............................................................................................................ 19 

2.5.4.1.2. Loan Size and Tenor .............................................................................................. 19 

2.5.4.1.3. Interest rates........................................................................................................... 19 

2.5.4.1.4. Loan Repayment .................................................................................................... 20 

2.5.4.1.5. Overdraft Facilities ................................................................................................ 20 

2.5.4.1.6. Overdraft Facility Size and Tenor ......................................................................... 20 

2.5.4.1.7. SME Financing ...................................................................................................... 21 

2.5.4.1.8. Size and tenor ........................................................................................................ 21 

2.5.4.1.9. Interest Rates ......................................................................................................... 21 

2.5.4.2. Loan Facilities Under Islamic Banking ................................................................. 22 



vi 
 

2.5.4.2.1. Murabaha (Cost-Plus Sale) .................................................................................... 22 

2.5.4.2.2. Size and tenor ........................................................................................................ 23 

2.5.4.2.3. Pricing ................................................................................................................... 23 

2.5.4.2.4. Mudaraba (Profit Sharing) ..................................................................................... 24 

2.5.4.2.5. Size and Tenor ....................................................................................................... 24 

2.5.4.2.6. Musharaka (Partnership) ....................................................................................... 25 

2.5.4.2.7. Ijarah (Islamic Leasing) ......................................................................................... 25 

2.5.5. Non-fund Based Financial Services .......................................................................... 26 

2.5.5.1. Letter of Credit ...................................................................................................... 27 

2.5.5.2. Bank Guarantee ..................................................................................................... 27 

2.5.6. Afghanistan Non-Banking Financial Institutions ...................................................... 28 

2.5.7. Micro Financial Institutions ...................................................................................... 28 

2.5.8. Large and Medium Sized Non-Bank Financial Institutions ...................................... 30 

2.5.8.1. International Finance Corporation ......................................................................... 31 

2.5.8.2. Afghan Growth Finance ........................................................................................ 31 

2.5.8.3. Agricultural Development Fund ............................................................................ 32 

2.5.8.4. Afghanistan Finance Company ............................................................................. 32 

2.6. Practical Steps for Applying for a Loan ........................................................................ 32 

2.7. Cycle of Practical Steps for Applying for a Loan ......................................................... 35 

2.8. The Money Exchange Dealers ....................................................................................... 36 

2.8.1. International ............................................................................................................... 38 

2.8.1.1. Transaction Volumes ............................................................................................. 38 

2.8.1.2. Speed ..................................................................................................................... 39 

2.8.1.3. Cost ........................................................................................................................ 39 

2.8.1.4. Reliability .............................................................................................................. 39 

2.8.1.5. Documentation ...................................................................................................... 40 

2.9. SME Constraints on Access to Bank Finance ............................................................... 41 

2.10. Factors Influencing Access to Finance ...................................................................... 44 

2.10.1. Supply side factors .................................................................................................... 44 

2.10.2. Demand side factors .................................................................................................. 45 

2.10.3. Characteristics of the Owner/Manager ...................................................................... 45 

2.10.4. Business Characteristics ............................................................................................ 48 

CHAPTER 3: METHODS ........................................................................................................................51 

3.1. OVERVIEW OF THE RESEARCH METHODOLOGY ............................................. 51 

3.1.1. Data Collection .......................................................................................................... 51 



vii 
 

3.1.1.1. Instrument Development ....................................................................................... 51 

3.1.1.2. Sampling ................................................................................................................ 52 

3.1.1.3. Instrument Distribution ......................................................................................... 52 

3.2. SUMMARY .................................................................................................................. 53 

CHAPTER 4: RESULTS ..........................................................................................................................54 

4.1. SURVEY DATA OVERVIEW ..................................................................................... 54 

4.1.1. Current Market Value of Firms ................................................................................. 55 

4.1.2. Annual Estimated Sales Turnover ............................................................................. 56 

4.1.3. Number of Employees ............................................................................................... 57 

4.1.4. Business Founder as Acting Manager ....................................................................... 58 

4.1.5. Gender of the Owner ................................................................................................. 59 

4.1.6. Level of Entrepreneurs Education ............................................................................. 61 

4.1.7. Business Plan or Feasibility Study ............................................................................ 62 

4.1.8. Attitudes to Various Aspects of Business Plan ......................................................... 63 

4.1.9. Business Environment Challenges ............................................................................ 65 

4.1.10. Internal Business Environment Challenges ............................................................... 65 

4.1.10.1. Gender ................................................................................................................... 65 

4.1.10.2. Owner‟s Age .......................................................................................................... 65 

4.1.10.3. Training ................................................................................................................. 66 

4.1.10.4. Level of Education ................................................................................................ 66 

4.1.10.5. Work Experience ................................................................................................... 67 

4.1.10.6. Management Skill .................................................................................................. 67 

4.1.11. External Business Environment Challenges .............................................................. 68 

4.1.11.1. Capital Availability ............................................................................................... 68 

4.1.11.2. Skilled Labor Availability ..................................................................................... 68 

4.1.11.3. Government Support ............................................................................................. 69 

4.1.11.4. Corruption.............................................................................................................. 70 

4.1.11.5. Legal Issues ........................................................................................................... 70 

4.1.11.6. Financial Support ................................................................................................... 71 

4.1.11.7. Other External Business Environment Challenges ................................................ 71 

4.1.12. Applying for Banks or other Financial Institution Loan ........................................... 74 

4.1.13. Type of Loan ............................................................................................................. 75 

4.1.14. Reason for Not Applying to Loan ............................................................................. 76 

4.1.15. Interest Rate ............................................................................................................... 77 

4.1.16. Challenges While Obtaining Loans from Afghanistan Banks or other Financial 

Institutions ................................................................................................................................. 78 



viii 
 

4.1.17. If religious is from main concerns, why don‟t you apply for Islamic loan facilities . 80 

4.1.18. Rejection of Loan Application .................................................................................. 81 

4.1.19. Reason for Rejection of Loan Application ................................................................ 82 

4.1.20. Type of Finance Preference ....................................................................................... 83 

4.2. Interview with Banks and Financial Institutions ........................................................... 84 

4.2.1. Afghanistan International Bank ................................................................................. 84 

4.2.2. Afghan Growth Finance ............................................................................................ 87 

4.2.3. OXUS Afghanistan (OXUS) ..................................................................................... 90 

CHAPTER 5: DISCUSSION ....................................................................................................................94 

5.1. INTRODUCTION ......................................................................................................... 94 

5.2. RESEARCH MAJOR FINDINGS ................................................................................ 94 

5.2.1. Available Sources of Finance for Afghanistan SMEs ............................................... 95 

5.2.2. Business Environment Challenges ............................................................................ 96 

5.3. Recommendations ......................................................................................................... 99 

5.4. Limitations of the Study .............................................................................................. 101 

5.5. Suggestions for Future Research ................................................................................. 102 

5.6. Conclusion ................................................................................................................... 102 

BIBLIOGRAPHY ...................................................................................................................................103 

Appendix B: Questionnaire for SME Entrepreneurs ..........................................................................113 

 

 



1 
 

CHAPTER 1: INTRODUCTION 

 

1.1. INTRODUCTION   

   Access to credit via commercial and noncommercial financial institutions is vital 

to SMEs, as it provides the primary platform for the economic development of a nation, 

the accessibility of financial capital is a very important for quicker and rapid 

development (Warner, 2001). Since banks and non-financial institutions better manage 

the scarce resources; therefore, studies show that banks have a vital role by operating as 

mediators between businesses and fund surplus (Warner, 2001).  

    SMEs also play a considerable role in the growth and development of any 

nation's economy as it forms the backbone of private sector. Studies show that SMEs 

makes almost 90 percent of entrepreneurs and approximately 60 to 70 percent of 

employment generation, and meanwhile, they play a significant role in mitigation of 

poverty in the world (Waked, 2016) 

   Despite the important role of SMEs in the growth and development of 

Afghanistan's economy, it is still being inhabited by many aspects such as lack of capital, 

harsh conditions on bank credit facility, poor management and weak implementation of 

government policies on SME's which hinders the development of the sector. When 

Afghanistan turned to the market economy after the US invasion in 2001, the private 

sector, of which SMEs made 85 percent, has been defined as the engine of growth in the 

country. SMEs are known to have tremendous potential for wealth creation and 

employment generation in all economies. However, the sector (SMEs) is still facing 

significant challenges and constraints with shortage of credit (loan) availability as the 

primary obstacle (Mashal, 2014). 
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The study will investigate the factors affecting small and medium enterprises 

(SMEs) access to finance in Afghanistan. The research will empower the view of 

development through financial and non-financial sector credit facility which is considered 

as the "mere tool for business development in the country."  

Studies show that credit is the largest component of the risk in the records of most 

of the banks which often caused by the failure in the management of credit risk. 

Therefore, by weakening few specific banks as financial institution, have contributed to 

unexpected financial instability and economy crash in a country, therefore, understanding 

the credit risk nature is important to each bank itself and should be governed by central 

bank of a country in order to mitigate the probable risks, which would lead to stable 

growth of SMEs as well as a country's economy itself in the long run (Waked, 2016). 

As per findings in literature review the dearth of access to finance would have an 

adverse impact on entrepreneurs from gaining sustainable growth and miss of rewarding 

opportunities. Researches show that if SMEs have easy access to external financing, it 

would often have direct positive impact on development and expansion. 

1.2. STATEMENT OF THE PROBLEM  

The literature shows that SMEs are a major source of income in a country. 

Despite their importance significant challenges face SMEs which prevent them from 

sustainable growth and expansion. A large number of SMEs have insufficient access to 

finance, thus facing difficulties to meet their financial demands. Problems in access to 

finance are caused by SMEs weak financial bases, poor credit ratings, insufficient 

movable and immovable collateral to pledge for the loan or overall poor business 

operating structure as of result financial institutions are often reluctant to lend to SMEs. 

A major problem is that banks or financial institutes have difficulties measuring loan 
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risks and SME repayment abilities. In Afghanistan, due to the high risk involved in 

lending, loan interest to SMEs is very high (Mashal, 2014).  

Very few studies currently exist that examine the impact of credit on SMEs 

performance in Afghanistan. This study focuses on challenges SMEs face to access 

finance from Afghanistan financial institutions and its impact on their growth and 

development. 

1.3. OBJECTIVES OF THE STUDY  

Objectives of this research are as follows: 

1) Identify the challenges and problems SMEs face when sourcing finance from 

financial institutions. 

2) Determine how SMEs growth and development are linked with the involvement 

of financial and nonfinancial institutions. 

3) Identify the external and internal sources of funding for SMEs in Afghanistan 

4) Identify the products and services provided to SMEs by financial institutions in 

Afghanistan. 

5) Determine the problems financial institutes face in financing SMEs in 

Afghanistan.  

The study contributes to increasing entrepreneurs‟ understanding of different 

types of loan facilities available in Afghanistan and the steps they should take to secure 

access to viable and sustainable forms of financing to grow and develop their businesses. 

1.4. RESEARCH QUESTIONS  

- What key products and services make Afghanistan SMEs demand? What products 

and services do Afghanistan financial institutes currently offer? 
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- What primary credit procedures, policies exist with financial institutions? What 

are the key requirements from SMEs while seeking finance? 

- Which key factors are influencing SMEs access to finance? 

- How does access to finance affect the SMEs performance in Afghanistan? 

- What problems do SMEs in Afghanistan face while seeking finance from 

financial institutions? 

- What other internal and external factors currently affecting SMEs performance in 

Afghanistan? 

1.5. SIGNIFICANCE OF THE STUDY 

The research focus on the impact of loans on SMEs as an important sector in 

Afghanistan, it determines the credit needs of SMEs and finds out the internal and 

external challenges the sector faces seeking credit with the aim of financing their 

operations. Therefore, the research is important as it focuses on the SMEs financing 

needs and the products and services being offered by the financial and non-financial 

institutions, and its relation on how both parties (SMEs and financial institutions) get 

maximum benefit out of it and its impact on Afghanistan economy. 

1.6. CONTRIBUTION TO KNOWLEDGE  

This research contributes to the understanding the gaps in SMEs financing needs 

and the factors affecting accessing it in Afghanistan. Very few studies currently exist that 

examine the SMEs financing needs and the impact of credit on SMEs performance in 

Afghanistan. 

1.7. SCOPE OF THE STUDY  

This study surveys fifty entrepreneurs in services and manufacturing sectors in the three 

main cities of Afghanistan (Kabul, Herat, and Mazar) and five financing institutions (two 
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banks, one micro finance institution, and one private non-bank institution) and three 

money exchange dealers. 

1.8. RESEARCH METHODOLOGY OVERVIEW  

The study research uses both qualitative and quantitative methods to collect 

primary data. This was done in face-to-face interviews, based on structured interview 

questions for collecting data from five Afghanistan financial institutions. A survey was 

conducted with a sample of fifty entrepreneurs of different SMEs sector of services, 

manufacturing, and trading, stated in three main cities of Afghanistan (Kabul, Herat, and 

Mazar). 

1.9. STRUCTURE OF THE THESIS   

This thesis has five chapters: 

Chapter 1 discusses the objectives and obstacles of the study, the significance of the 

study and scope, the research questions, and the research methodology. 

Chapter 2 reviews the literature relevant to SMEs in Afghanistan, their role and 

importance in the economy, the definition of SMEs, Afghanistan financial system 

structure, objectives of the study, SMEs constraints in regard to accessing bank and non-

bank financial institutions credit, and reasons for SMEs failure to obtain bank and non-

bank finance and factors influencing SME performance. 

Chapter 3 discusses the qualitative and quantitative methodologies and the detailed 

design and techniques used in the research. 

Chapter 4 presents both qualitative and quantitative findings from primary data and its 

analysis collected from owners and managers of SMEs using questionnaires, face-to -face 

interviews with managers in the Afghanistan finance sector. 
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Chapter 5 summarizes the study and then provides conclusions and recommendations that 

should be useful for entrepreneurs, bank and non-bank financial institutions and 

academics. 
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CHAPTER 2: LITERATURE REVIEW 

2.1. INTRODUCTION  

    Studies show that the growth and development of most countries have a direct 

link with SMEs, as SMEs could remarkably contribute to the achievement of many 

developing objectives. These objectives can be income distribution, employment 

generation, output expansion, infrastructures such as power, telecommunication, roads, 

etc. (Mahembe 2011). 

   Per the report of Stockholm International Peace Research Institute, there are 

65,000 SMEs formally registered with legal authorities in Afghanistan (Ghiasy, Zhou, & 

Hallgren, 2015). However, the report also claims that this number may not accurately 

reflect the exact number of businesses as there might be many unregistered enterprises 

that operate in the market (Ghiasy et al, 2015). 

   SMEs make the backbone of almost every country's economy. They are not there 

to just provide employment and therefore income opportunities to a significant number of 

people, but are also at the forefront of technological innovation and export diversification 

(Bouazza, 2015). 

   Many SMEs in contemporary are in modernization stages, their standard of operation 

requires intensive capital. Sometimes the SMEs' need in most of the cases is beyond the 

financial capacity and capability of them. As one of the main alternatives for availing and 

providing such capital is the financial and nonfinancial institutions (Bouazza, 2015).   

   As a financing source, banking is a very vibrant member of each country's financial 

institution. To the greatest extent, almost each nation's economic activities are related to 

and are depending on the banking institutions. Together banks and other financial 
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institutions assist and help the government in different affairs i.e. fiscal policies and lots 

of other direct economic activities (Bouazza, 2015).  

  Amongst almost all contemporary formal source of financing, the commercial banks 

have remained the most formal sources of finance for SMEs. However, the informal 

funding sources are made of personal savings, borrowing from relatives and friends, and 

comparative credits have also been identified as potential sources of financing SMEs 

(Oke& Aluko,2015). 

   For survival purposes, the same as other businesses, banks and other financial and 

nonfinancial institutions must generate reasonable revenue and then satisfactory return. 

Banks must keep reasonable liquidity to retain public trust and confidence, and 

meanwhile, they should have sufficient profit to continue their businesses. The financial 

sector, specifically the commercial banks have several ways to get involved in SMEs 

finance, from SMEs' finance investment funds to the formation of a unit for lending 

SMEs within the bank (Torre, Pería & Schmukle, 2010).  

There are various forms of services provided by banking sector to SMEs, such as: 

 Long/Short term loans, well-matched with SMEs business and income patterns.  

 Repeated loans, where full repayment of one loan brings access to another, and 

where the size of the loan depends on the client‟s cash flow. 

 Small loans or bank overdraft facilities for meeting the day-to-day financial 

requirements of small businesses. 

 Revolving loans, where after the full repayment of one loan the next loan to be 

accessed, the amount and repayment period are dependent on client's cash flow. 
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 Factoring and invoice discounting, asset finance (including commercial 

mortgages), and equity finance, all being within the framework of a customer-

friendly approach. 

 Invoice discounting and factoring, commercial mortgages, and equity 

contribution, etc. types of loans. 

 Collects the deposits of individuals and organizations  

 Islamic Products: 

o Murabaha: Murabaha has been a contract of sale in which goods are sold 

for profit. 

o Mudaraba: In a Mudaraba transaction, one party brings and inject capital 

and the other party brings personal effort (service) such as knowledge, 

skill, and experiences for managing the project. The distribution of profit 

is specified by the Mudaraba agreement; however, the loss is only at the 

cost of the capital owner. 

o Musharaka: The term Musharka means "joint venture" and "partnership,". 

In a Musharka transaction, two or more financing parties invest money in 

a project, the profit is distributed as pre-agreed. However, the loss is 

shared in accordance with the proportion of the injected capital by each 

party. 

o Ijarah: Ijarah is a contract between two parties where one owns the asset 

"owner (lessor)" and gives the possession for the use to the other party 

"the hirer" (lessee) as rental for a mutually agreed period. The ownership 

of the asset remains with lessor "seller" (bank) until the full leased amount 

is repaid by the lessee (entrepreneur).  (Kammer, Pinon, Prasad, Towe and 

Zeidane, 2015) 
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   The main sources for business organizations are not always and particularly have 

to be through banks and any other lending financial and nonfinancial institutions; 

however, to meet its asset needs for capital expansion, SMEs would seek availability of 

funds from different sources other than banks, for instance they might increase their 

capital through selling stock, asking friends and families to inject money and/or through 

merging two or more businesses (Pissarides, 1999).  

   Research in Afghanistan shows that the intermediation role of financial institutions 

and banks focus on providing credit to SMEs has been faulty due to number of reasons; 

long due diligence processes pre-loan approval and disbursement, a business is required 

to at least have 2.0x of its loan the immovable collateral, high liquidity in case the loan 

goes into default, bureaucratic and corruptive legal systems, absence of risk sharing 

between borrowers and lenders, etc.  

   The banks roles other than collecting deposits of individuals and organizations, 

their main job should be to be a connective bridge to reduce the gaps between depositors 

who owns idle money and the money needed by SMEs for investment purposes, however 

in Afghanistan, due to probable risks and limited De Afghanistan Bank (Central Bank of 

Afghanistan) legislations, the banks have been sleeping on substantial amount of idle and 

unused capitals.  

   The research work should be able to identify the factors affecting SMEs access to 

finance in Afghanistan. The analysis of data should indicate that financial institutions are 

moderately financing SMEs. 

   Conclusively, the research work would contribute to knowledge by appraising the 

various means of financing SMEs in Afghanistan in comparison with funding in other 

countries.  
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2.2. DEFINITION OF SMEs  

   The definition of SMEs differs from country to country both among academics and 

practitioners. Classifications are based on the number of employees, the firm's assets, or 

annual sales, see Table 2.1. SMEs can be defined per International Finance Corporation 

"as firms with less than 300 employees and total assets less than US $15 million. In 

smaller economies, SMEs are defined as firms with less than 20 employees” (IFC, 2012). 

The World Bank defines SMEs as any business with less than 50 employees and this 

definition is based in many countries. The United States, Italy, and France define SMEs 

as businesses up to 500 employees. Sweden considers a business as SME which 

employees up to 200 employees. Australia defines a business as SME which employees 

up to 99 employees (Waked, 2016). 

   Some countries consider and measure SMEs based on the size of their investment in 

the business. For instance, in the United States business with the total investment of up to 

$9.0 million in assets is defined as a SME. In the European Union, a business with the 

investment of up to $10.0 million in total assets is a SME, however, in India, a business 

which has invested and has less than $100,000 in total assets is considered as SME 

(Waked, 2016).  However, in China the SME definition is dependent on the production 

capacity of an enterprise. A firm with 2,000 employees with annual revenue of RMB 300 

million per annum, and assets of less than RMB 400 million (IFC, 2012). 
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Table 2.1: SME Definitions used by Multilateral Institutions and Countries 

2.3. THE IMPORTANCE OF SMEs IN DEVELOPING COUNTRIES 

The SME and entrepreneurship concept was introduced in the 1940s, with the 

targeted policies of credit subsidization, grants, tax treatment. Considering the key 

components of each countries' economy, the importance of SMEs varies country by 

country, SMEs are playing a vital role and are important for almost all countries of the 

world, especially the importance is for those developed countries (Berry, 2007). For two 

main reasons. The first is that SMEs contribute to innovation and sustainable growth. 
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Second, SMEs contribution to poverty reduction. There is a direct link between 

sustainable growth and poverty reduction (Warner, 2001). 

Since SMEs are drivers of economic growth and poverty reduction, therefore it 

must be supported using different legal sources of financials and consulting services so 

they should overcome the obstacles they face, especially during their start-up stages 

(Güttler, 2001). 

In almost all developing countries SMEs make a significant contribution of 

employment, revenue and income generation. Thus, to mitigate the obstacles to SMEs, 

government, SMEs and developing partners must address the following problems and 

challenges through (OECD, 2004): 

1. Expansion of local SME sectors by creating new innovative firms. 

2. SMEs to put a lot of efforts to become more creative in the domestic 

economy. 

3. Encouraging a portion of these local SMEs to seek direct linkage to assimilate 

with foreign entrepreneurs through export trades. 

The recent global economic crisis has hardly hit the SMEs and made them weak 

due to many reasons of (OECD, 2009): 

1. It has been very tough for them to downsize more, as most of them are created 

small 

2. They are less capitalized, therefore have weak financial structure  

3. They happened to have low credit rating or even no credit rating  

4. They have few financing options, as most of them are not eligible for credit 

acquiring 
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Considering its importance of value addition/sharing (job creation, revenue and 

income generation) through its innovation and competitiveness, SMEs are defined as the 

backbone of almost each nation's economy. 

Comparing large-scale enterprises with SMEs, SMEs have a significant amount of 

flexibility in service providing, manufacturing, and marketing, as it has close contact with 

its employees and market and it often understands their customer needs. Having specific 

policies and programs the flexibility gives them the opportunity of not being more 

affected by economic crises.  (Hidayat, Canan, Onur and Hakan., 2010). 

2.4. THE BUSINESS ENVIRONMENT IN AFGHANISTAN  

Since the establishment of new democratic Government of Afghanistan, the 

Afghan government has created numerous business opportunities with the aim of 

attracting foreign and domestic investments. 

Per the Afghanistan Central Statistics Organization and Trading Economics the 

economic indicators of Afghanistan have been ranked among the worst in the World. In 

2016, the unemployment rate was 40% and gross domestic product (GDP) per capita of 

$592 a year. The annual average GDP growth rate was 7.3% between 2007to 2016 (CSO, 

2016 and TE, 2016). 

 (See Appendix A- Table A-1 for GDP Growth Rates by Sector 2007-2016). 
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Summary GDP Growth- Afghanistan 2007-2016 

The Government of Afghanistan has attempted many options for improvement of 

economic environment and to attract foreign and domestic investments like renewing 

international trade agreements, simplification and rationalization of tax codes, reforming 

currency in 2003 happened more efficient in fighting inflation and joining the World 

Trade Organizations (WTO) has built a trust to Afghanistan Government toward doing 

business internationally (CAD, 2006) 
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2.5.   AFGHANISTAN FINANCIAL SYSTEM  

2.5.1. Afghanistan Central Bank, Da Afghanistan Bank (DAB)  

Established in 1939, DAB is a wholly government-owned financial institution and 

is the top financial system agency and the central bank of Afghanistan. 

Since its inception, DAB has played the vital role in countries monetary system 

and economic development. The primary functions of DAB are, national currency 

issuance (Afghani), supervision and regulation of all registered macro and micro financial 

intuitions, issuance of licenses and monitoring and controlling Afghanistan foreign 

exchange reserves, it also monitors off-site of financial activities and on-site inspections 

to make sure the compliance to policies and procedures with Afghan laws and regulations 

(SIGAR, 2014).  

2.5.2. Afghanistan Banking System  

As of December 2016, Afghanistan banking system was comprised of 9 domestic 

licensed private commercial banks, 3 state-owned banks and 3 branches of foreign banks. 

Total of 416 branches, of which 279 are private commercial banks, 130 state-owned 

banks, and 7 branches of foreign banks, total number of ATMs of 209, credit cards of 

1,116 and debit cards 232,568 and depositors of 3,591,580 and total borrowers of 59,378 

with total gross loans of $612 million and total deposits of $3.8 billion and total assets of 

$5.7 billion (DAB, 2016).  

A large number of Afghans remained unbanked, which is due to number of 

reasons: unfamiliarity with banking system, distrust banks (especially after Kabul Bank 

crisis in 2011) the limited number of branches in rural areas. However, Afghans more 
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rely on money service providers (Hawala) for their deposits and accessing finance (EG, 

2016)  

The Central Bank of Afghanistan (Da Afghanistan Bank) has played a vital role in 

improving banking system in the country. However, there still have been serious 

obstacles, for instance, the lack of the legal framework, capacity, and operational 

transparency.  
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2.5.3. Commercial and State-Owned Banks  

A large number of commercial and state-owned banks in Afghanistan offers both 

conventional and Islamic banking products, including fund based financing (conventional 

loans- term loans, overdraft facilities and SME financing and Islamic financing- 

Murabaha, Musharkah, Mudaraba, and Ijarah) and non-fund based financing (letter of 

credit and banking guarantees) (EG, 2016) 

2.5.4.Fund-based financing 

2.5.4.1. Conventional Loans  

2.5.4.1.1.Term Loans 

Term loans are usually offered for up to maximum three years, with fixed interest 

rate. To be eligible for this type of loan, the client must typically provide collateral worth 

two times of the loan amount. The most preferred collateral is immovable property with a 

clear legal title deed to be registered in local court under Baye Jayezi (Sale permissible) 

(AISA, 2012). 

2.5.4.1.2.Loan Size and Tenor 

Banks normally offer loans between $20,000 up to $12 million for the periods of 

6 months to 36 months (3 years). Loan terms and maturity differ sector-by-sector. Loans 

given to manufacturing, construction and trade sectors often matures between one year to 

three years, while the loans being provided to agricultural entities mature in up to 18 

months. However, one bank provides long-term loan of up to five years (AISA, 2012). 

2.5.4.1.3.Interest rates  

Considering the level of return expectancy and risk calculation of the loan being 

provided, the interest rate differs from bank to bank. Interest rates in corporates are 
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between 9 percent to 25 percent per annum, and the interest rate of individuals is 10 

percent to 15 percent (AISA 2012). 

2.5.4.1.4. Loan Repayment 

Interest is calculated based on disbursed principal loan amount whereas, the 

annual interest rate is multiplied by principal amount then divided by 365 days in a year, 

and then the result is multiplied by number of days in each month and is due and payable 

on monthly basis with the equal amount of principal.  

If the loan is borrowed by client for purchasing equipment and machinery, the 

banks often give a grace period of up to three months for principal repayment however, 

the client must pay the interest beginning month one and the principal is divided into the 

remaining months till loan maturity and the client to repay the actual principal loan with 

equal amount after the grace period is finished (AISA 2012). 

2.5.4.1.5. Overdraft Facilities 

These facilities allow the option so that the customer to withdraw in the surplus of 

their account balances up to a set amount, overdraft is being facilitated by banks by 

customers' credit worth and collateral value and type. 

The overdraft facility posts its approval and availability is often used for 

unexpected expenses or any other short-term cash flow related problems. 

2.5.4.1.6. Overdraft Facility Size and Tenor 

The maximum amount of overdraft facility provided by some banks reached up to 

$12.0 million in 2012, the facility is matured in 6 months to 12 months, however its 

extendable up to 3 years with annual renewable based considering the performance and 

needs of the businesses, the interest is fixed and is calculated daily from withdrawn loan 
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amount and is payable and due on monthly basis. The interest rates are typically between 

15 percent to 25 percent (ASIA 2012). 

Some banks specify up to three different repayment dates, and the client can pay 

the full facility in any of those dates, however the clients have the prepayment option 

from day one of loan approval date with no prepayment penalty, this product is being 

used more by SMEs in Afghanistan as it gives more flexibility comparing it with term 

loan and is being provided by almost all banks. (AISA 2012) 

2.5.4.1.7.  SME Financing 

Studies show that SMEs are the backbone and main drivers of each country's 

economic sustainable growth and development, therefore, to meet its business cash flow 

(operating and investing) needs, commercial banks in Afghanistan tend to provide SME 

financing packages to this sector. SMEs usually use SME financing facility to meet its 

working capital and investment (purchasing of properties, machinery, and equipment) 

needs. 

2.5.4.1.8. Size and tenor 

The facilitation of SME financing in terms of its amount is more dependent on the 

size of the businesses, whereas the small businesses can receive from US$ 150 to 

US$3,750 with loan repayment term of 6 months to 18 months, and medium businesses 

can receive from US$4,500 up to US$75,000 with its repayment term of up to 36 months. 

2.5.4.1.9. Interest Rates 

The interest rate varies from bank to bank, however, it is19 percent on average. 

Interest is calculated on amortized (declining balance method) basis, where the interest is 

divided by 365 days and multiplied with total number of days in a month, and the result is 
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then multiplied times the outstanding loan balance during loan repayment period until 

loan maturity. 

Most of the banks provide this facility: Afghanistan International Bank, 

Afghanistan Commercial Bank, Bakhter Bank, Ghazanfar Bank, Aziz Ban. 

2.5.4.2. Loan Facilities Under Islamic Banking 

Islamic banking was introduced in Afghanistan between 2008 and 2009. Da 

Afghanistan Bank prepared the first draft law with the support of Shariah Council 

composed of Afghanistan and other Islamic countries religious scholars. The final draft 

of Islamic banking law was approved by Parliament in 2014. 

However, there is an approved set of Islamic banking law with Da Afghanistan 

Bank, but still there is not a full-fledged Islamic banking in the country. A number of 

banks which have Islamic banking licenses, most of them provide only liability-side 

products for deposits. The investment side is at its minimum level (Alam, 2011). 

All the banks with the Islamic banking licenses have a limited number of Islamic 

products usually Murabaha (asset finance), Musharaka (profit/loss sharing), Ijara (lease).  

Currently, there are five number of conventional banks with Islamic banking 

license in Afghanistan, including, Ghazanfar Bank, Afghan United Bank, Afghanistan 

International Bank and the state-owned New Kabul Bank, (REUTERS, 2015) 

2.5.4.2.1. Murabaha (Cost-Plus Sale) 

Murabaha is the most typical product of Islamic finance. Basically, Murabaha has 

been a contract of sale in which goods are sold on profit (IB, 2017).  

The seller must disclose his or her cost price and the expected profit (markup) on 

the commodity to be sold to the buyer. Studies show that between 80 percent to 90 
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percent of Islamic banks' financial operations belong to this category (Murabaha) (IB, 

2017). 

The repayment of Murabaha facility by client under Murabaha agreement would 

be made as the lump sum at the time of sale or would be divided into portions and to be 

repaid in different tranches. Murabaha product is used for purchasing of raw materials, 

machinery, and equipment (IB, 2017). 

2.5.4.2.2. Size and tenor 

The banks in Afghanistan offer clients from $50,000 to $2.0 million for the period 

of up to 12 months. 

2.5.4.2.3. Pricing 

The markup for Murabaha product is 15 percent to 20 percent on the total cost 

price of the commodity by banks in Afghanistan. 

The Murabaha transaction usually follows the below flow: 
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2.5.4.2.4. Mudaraba (Profit Sharing) 

In a Mudaraba transaction, one party brings and inject capital and the other party 

brings personal effort (service) such as knowledge, skill, and experiences for managing 

the project, the distribution of profit is specified by the agreement, however, the loss is 

only at the cost of the capital owner. The capital owner is known as "Rabal-maal" and the 

entrepreneur as "Mudarib." 

The owner of the capital has no right of interference in managing the business 

except "Mudarib," however "Rabal-maal" has every right to specify in the Mudaraba 

agreement any conditions to make sure the money invested is safe and secure. Mudarabah 

financing could be used for different purposes of project financing, short-term financing, 

import financing and SME setup (IB, 2017). 

2.5.4.2.5. Size and Tenor 

The Mudarabah facility is between $18,000 and $2.0 million in terms of size and 

is provided for up to 12 months in Afghanistan. 

Mudaraba transaction usually follows the below flow: 

     Mudarabah Agreement 

 

 

 

 

 

Personal effort (expertise) 

Entrepreneur (Mudarib) 
Capital provider (Rabul-

maal) 

100% capital  

Business partners 

Profit/loss 

Pre-agreed share 
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2.5.4.2.6. Musharaka (Partnership) 

The term Musharka means "joint venture" and "partnership," in this transaction, 

two or more financing parties inject money in a project, the profit is distributed as pre-

agreed; however, the loss is shared in accordance with the proportion of the injected 

capital by each party. Each and all parties have the right to manage the project as an 

active partner or giver the right to any specific partner or person (IB, 2017). 

Musharaka financing could be used for different purposes in project financing, 

short-term financing, import financing, working capital finance and SME setup. 

The profit sharing in Musharakah is agreed with mutual consent as per contributed capital 

of each party. The banks in Afghanistan usually charge 16 percent to 22 percent profit 

rate in Musharkah. The profit is paid on a quarterly basis. In the case of loss; the loss is 

distributed as the proportion of each party‟s invested capital (IB, 2017). 

There are two types of Musharakah. The first, the diminishing partnership, the 

second is the constant partnership, where in diminishing partnership the bank and the 

entrepreneur agree to buy and own assets. The bank will gradually sell, and the 

entrepreneur will also buy the share of the purchasing assets of the bank until the full 

ownership is shifted to the entrepreneur during a specific time frame (Moisseron, 

Moschetto., and Teulon, 2015). The constant partnership is a long or short-term 

agreement during the contract period between financier and entrepreneur (Ibrahim, 

Mohammad, Hoque, and Khan, 2014) 

2.5.4.2.7. Ijarah (Islamic Leasing) 

Ijarah is a contract between two parties, where one owns the asset "owner 

(lessor)" and gives the possession for the use of another party "the hirer" (lessee) as rental 
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for a mutually agreed period. The ownership of the asset remains with lessor "seller" 

(bank) until the full leased amount is repaid by the lessee (entrepreneur). 

Ijarah has two types: operating Ijarah and financial Ijarah (Karim & Archer 2013). 

In an operating Ijarah, the owner of the asset signs an agreement with a lessee for a pre-

determined rental for a specific period. In this type of transaction, the ownership of the 

leased asset remains with the owner "lessor" until the end of the leased contract. A 

financial Ijarah is almost similar to the operating Ijarah. However, in financial Ijarah the 

lessor has the option to sell the asset to the lessee when the leasing contract ends (Karim 

and Archer, 2013). 

Ijarah can be used for various purposes such as leasing or purchasing a building, 

machinery, vehicles, equipment. 

Ijara transaction usually follows the below flow: 

   Transfer of asset   Use of asset   

      

     Purchased price payment       Lease rental   

2.5.5. Non-fund Based Financial Services 

Non-funded based financial services are those types of credits where banks and 

other financial institutions do not use their actual cash (fund). In other words, there is no 

outflow of funds by banks or financial institutions, and the customer does not also receive 

any cash, the most common type of these services are letter of credit and bank guarantees 

(AISA, 2012). 

Vendor Entrepreneur 

(Lessee) 

Financier 

 (Lessor) 
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2.5.5.1. Letter of Credit 

A letter of credit is a document issued by commercial banks to customers and is 

used for trade finance. In particular, by the time the supplier and buyer are in different 

countries, in other words, letters of credit are designed to meet international trade 

requirements. In a letter of credit transaction, the buyer uses to a local financial institution 

(issuing bank) and asks for a letter of credit to be issued to the beneficiary bank 

(supplier's bank). Once the letter of credit is issued and is confirmed by beneficiary bank, 

the supplier ships the goods and after a quality and quantity check of goods, the buyer 

transfers the money to supplier‟s bank. A letter of credit cannot be cancelled without the 

consent and pre-agreement of issuing banks, beneficiary (client) and confirming bank 

(AISA, 2012). 

To take advantage of letter of credit, the applicant must provide cash collateral 

from 25 percent to 100 percent and an immovable property collaterals to the issuing 

bank. The cash and property collateral would be returned to the customer once the 

transaction between buyer and supplier of goods completed. Almost all local commercial 

banks issue letter of credit in Afghanistan between $20,000 to $1.0 million for the period 

of up to one year and charge 0.2 percent to 0.3 percent from the total amount of 

transaction with minimum charges of $300. (AISA, 2012). 

2.5.5.2. Bank Guarantee 

A bank guarantee is a promise being provided in a written letter by a commercial 

institution (bank) to cover the liability of its customer in case of default. (AISA 2013). 

For instance, a small firm needs to purchase machinery and equipment amounted 

$10.0 million from a vendor. To feel more confident while manufacturing and shipping 

the goods, the vendor may require the buyer to provide a bank guarantee. A bank (usually 
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the bank in which the buyer has the cash account with) issues a bank guarantee. (IA, 

2016) 

The bank guarantee is often used by firms to manage cash flow, as it avoids from 

early payment. In Afghanistan, the bank guarantee facility is often used by logistic, 

construction and real estate companies while managing their contracts with main and 

subcontractors (AISA, 2012). 

A client is required to provide 50 percent to 100 percent as cash collateral while 

using the bank guarantee facility. Banks typically charge 0.4 percent to 0.5 percent of 

total bank guarantee amount. The banks provide $20,000 up to $1.0 million for the 

periods of up to one year (AISA, 2012). 

2.5.6. Afghanistan Non-Banking Financial Institutions 

A non-banking financial institution is the institution with no banking license and 

is not authorized to accept deposits from the public; these institutions include insurance 

companies, currency exchanges, non-bank investment companies, venture capital and 

microfinance institutions. The non-banking financial institutions provide financial 

services such as money transmission, brokering, risk pooling and financial consulting 

(WBG, 2014) 

2.5.7. Micro Financial Institutions 

Micro finance intuitions are those institutions which provide financial services to 

the people with low income. Micro finance institutions try to bridge the gap between poor 

people living in rural and the financial institutions; it provides loans to villages, needy 

women families (especially women) and micro entrepreneurs (MFI, 2017). 
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Several types of institutions provide the micro finance, for instance: non-

governmental organizations, credit unions, commercial banks, state-owned banks and 

cooperatives (MFI, 2017). 

Micro finance intuitions should exist and operate in a country with their main goals of: 

 Improvement of poor people life quality 

 Fund mobilization and facilitating poor people with financial and support 

services (especially women), to assist them in income generation with the aim of 

poverty reduction. 

 Train poor people in rural areas to help them learn the utilization of available 

resources which should enhance income and employment. 

  To find out the key factors caused poverty and contribute to reducing poverty.  

However, dissimilar to other countries in Afghanistan the micro finance intuitions 

provide loans to those people and small firms who are involved in income generating 

activities, and they do not give loans consumption purposes. Part of main requirements 

while applying for some micro finance intuitions loan, a client should have operated and 

must have experience of at least six months in its business. The maximum microfinance 

loan is up to $50,000 in Afghanistan (AISA, 2012) 

As of March 2017, there were 200,838 active borrowers and US$154.6 million 

gross loan portfolio and 337,087 active savers and US$ 36.7 million of saving amount. 

The first micro finance with its presence in 14 provinces and its 38 branches has the 

highest coverage in Afghanistan  

(See Appendix A- Table- A4- All Development Finance Providers)  
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By March 2017, there have been below listed five microfinance institutions: two 

microfinance-bank and financial institutions and four community-based savings 

promoting institutions registered with „Afghanistan Microfinance Association‟ in 

Afghanistan.  

I. Microfinance Institutions 

1. OXUS Afghanistan  

2. Mutahid Development Finance Institution  

3. Islamic Investment and Finance Cooperative Group 

4. Foundation for International Community Assistance  

5. Exchanger Zone 

II. Microfinance-bank and Financial Institutions 

1. Afghan Rural Finance Company  

2. The first Microfinance Bank (FMFB) Afghanistan  

III. Community-based Savings Promoting Institutions 

1. Shelter for Life (SFL) 

2. Hand in Hand Afghanistan (HAND IN HAND) 

3. Aga Khan Foundation (AKF) 

4. Afghan Women Council (AWC) 

2.5.8. Large and Medium Sized Non-Bank Financial Institutions 

Besides commercial banks and microfinance institutions, there are large and 

medium-sized financial institutions exist which provide long term, large size capital with 

more flexible conditions. 
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2.5.8.1.International Finance Corporation 

Founded in 1956, International Finance Corporation (IFC) a member of the World 

Bank Group focuses on improving Afghanistan's infrastructure, availing increased level 

of access to finance and provide support to private sector through offering advisory 

services and investments (long-term profit sharing loans, trade finance and equity 

finance) (RF, 2013) 

The amount of loans is between 25 percent to 50 percent of the overall project 

cost, generally between $1.0 million to $100.0 million for the period of up to 12 years. 

Considering the predicted cash-flow needs of each company, IFC determines the loan 

repayment schedule and gives the grace period to companies. 

In some exceptional cases, if the loans are warranted by projects, IFC offers the 

loans up to even 20 years with long term grace periods. IFC also provides loans in the 

local currency of each country; this would help so the local companies to manage their 

currency risk. (AISA, 2012). 

2.5.8.2.Afghan Growth Finance 

Founded in 2007, Afghan Growth Finance (AGF) established by a US-based 

institution "Small Enterprise Assistance Fund (SEAF) in partnership with Overseas 

Private Investment Corporation (OPIC)- an investment management group provides 

capital and business services to SMEs." AGF works with all sectors, places special 

emphasis on providing long-term capital to manufacturing, agribusiness, energy, 

transport and service industries in Afghanistan (SEAF, 2014).  

AGF credits are with more flexible terms and conditions; this financial institution 

provides various types of loan products including conventional loans (term loan, 
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revolving loan, project finance and mezzanine finance) and Islamic finance (Murabaha 

and Ijara) (AGF, 2014). 

AGF provides pre/post-investment services and closely works with its clients to 

better manage the project, the loan sizes offered by AGF are between $100,000 to $12.0 

million (ASIA 2012). 

2.5.8.3.Agricultural Development Fund 

An estate-owned non-bank financial institution established by United States 

Agency for International Development (USAID) grant in 2010, Agricultural 

Development Fund (ADF) provides credit to commercial farmers and those 

agribusinesses which distribute agricultural inputs, produce quality crops, process, and 

export agricultural products (USAID, 2013). 

With its primary purpose of facilitating access to credit for agribusiness 

entrepreneurs, ADF provides both conventional loans and Islamic Finance (ADF, 2017). 

2.5.8.4.Afghanistan Finance Company 

Established in 2004, Afghanistan Finance Company (AFC) provides working 

capital financing, lease financing (operating lease and financing lease), factoring, rental 

services and venture capital in Afghanistan. 

AFC provides credit amounted from $8,000 to $200,000 to those firms which 

operate in the agriculture sector; the products are offered to those farmers and agricultural 

companies who need to have machinery, equipment, and vehicle and raw material, but 

they are not able to purchase (USAID, 2006).  

2.6. Practical Steps for Applying for a Loan 

1. The credit department approaches the customer or vice versa.  
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2. The client is being asked to fill a formal loan application, to show that the 

customer's company is interested in the loan. 

3. The credit officer explains and shares the key terms and conditions of the loan to 

customer and provide the customer with a list of required documents and 

information 

4. Once the required documents and information are received, the credit officer 

reviews client's loan application and other information and documents with credit 

manager and then the credit terms and conditions including principal loan amount, 

interest rate, loan repayment period, etc. 

5. An inspection team is assigned to assess the internal operation and activities of 

the client and check and verify the data provided by the client is correct. 

6. The credit officers also perform due diligence of the client for its external 

business factors for instance market demand, competition, raw material supplier, 

etc. 

7. After completion of client's internal and external due diligence and assessment 

and verification of the data provided by the client, if the inspection team and 

credit officer(s) reports are positive, the credit committee approves the loan. 

8. The financial institution informs the client on the approval of the loan and 

announces the date for loan agreements signing and execution. 

9. Also, during the loan execution process, some financial institutions register the 

client's collateral in commercial court and the system of registry of security 

charges on movable property of Da Afghanistan Bank. 

10. Once the loan agreements are signed and executed, the financial institution 

disburses the loan in one or more tranches. 
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11. Post first tranche loan disbursement, the financial institution begins monitoring 

and inspection of the company's operation and activity to mitigate the risk of its 

investment. 
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2.7. Cycle of Practical Steps for Applying for a Loan 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Cycle 2.1: Practical Steps for Applying for a Loan (AISA, 2012) 
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2.8. The Money Exchange Dealers  

After more than 20 years of war in Afghanistan, the formal financial 

sector has virtually stopped, and the domestic and international payment system in 

the country was disrupted, the deposit taking and international banking 

relationships were completely stopped. The conditions were critical for the 

provision of financial services during the regime of Taliban, and the Afghanistan 

government was subject to international sanctions (Maimbo, 2003). 

Maimbo, S. M. (2003) reports that all financial institutions including Da 

Afghanistan Bank faced with at least four obstacles including outdated regulatory 

and operational system and framework for banking activities, low capacity of 

managerial and technical staff, no hardware and software banking tools and 

systems existed and poor payments telecommunication networks. These obstacles 

and constraints have resulted to severely limit the ability of financial sector in 

providing reliable and efficient financial services, mainly domestic and 

international payment systems for government and non-government 

organizations, public and commercial entities. Almost all specialized financial 

institutions including export promotion bank, construction, and mortgage bank, 

agricultural and developing bank and export promotion bank were declining. 

The absence of formal financial sector resulted so that an enormous 

informal market to be shaped in Afghanistan and the Money Exchange Dealers 

(MED)- (Hawaladars in Dari) provide a cost effective, well organized and 

appropriate type of making domestic and international payments. Basically, the 

MEDs (Hawaladars) epoch is prior to communist revolution in the 1970s, while 

the Afghan Money Market was dominated by Indian and Pakistan MEDs, 

however, following the revolution the commuting of foreigners to Afghanistan 
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resulted that the Money Market became almost solely dominated by Afghan 

MEDs who were operating from Kabul- Afghanistan but not in traditional market 

(Maimbo, 2003). 

MEDs have been traditionally providing the traders with international and 

domestic money transfer, currency conversion, deposit taking services and 

recently some communication services including fax, email, telephone and 

satellite (Faith, 2011) 

Kabul Money Exchange market is the most famous informal financial 

market, established a long the Kabul river. During 2013, there have been 300 

registered MEDs and have been following the self-regulating market, and 

estimates show that there are up to 2,000 unregistered MEDs in Kabul and around 

Afghanistan (Maimbo, 2003). 

Scope: 

A diverse range of financial and nonfinancial business services at the 

local, regional and international market level is provided by MEDs, the financial 

services include fund transfer, micro finance, trade finance, money exchange 

transactions and deposit taking and the nonfinancial services may include fax, 

email, telephone and satellite, internet services and regional and international 

trade assistance (Al-Suhaimi, 2002). 

 The local MEDs can be found in almost each community in the country, 

and other than fund transfers, these MEDs provide the community with several 

types of financial services which resulted in attracting much of attention, 

(example of these services are deposit-taking facilities for those who intend to 

save, trade finance for retailers and wholesalers, micro finance for those 

entrepreneurs who operate informally and currency exchange for personal and 
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international transactions). Money Exchange Dealing (Hawala) is recognized to 

be from one of the cheapest services offered by MEDs (Maimbo, 2003). 

2.8.1. International 

 Kabul has been the base for international dealers, who connects the 

financial system of domestic to the world. One can find the Kabul MEDs' 

counterparts in traditional trading cities on Asian sub-continent for instance Doha 

(Qatar), Tehran (Iran), New Delhi (India), Islamabad (Pakistan), Gulf cities and 

states of Riyadh (Saudi Arabia), Muscat (Oman) Abu Dhabi (United Arab 

Emirates). These dealers target international aid institutions, traders and investors, 

and NGOs disbursing development funds with the focus on rebuilding 

Afghanistan. 

2.8.1.1. Transaction Volumes 

Individually or severally, there is no set limit on the amount of funds 

transfers to MEDs, the financial flows through Money Exchange Dealing 

(Hawala) system has had a remarkable growth since fall of the Taliban regime 

(Maimbo, 2003). 

There have been more than $500,000 single transactions during 2013, 

between Kabul and Peshawar (Pakistan), at least a transaction of $200 million by 

NGOs for relief, emergency programs, individual transactions of $1,000,000 by 

larger international aid institutions and NGOs, however, the smaller companies' 

transactions have remained between $20,000 to $30,000 which is used for 

operational expenses (Maimbo, 2003).  

The domestic transactions between provinces due to security instability 

have often been between $10,000 to $20,000, and it happens by the time the 

offices have ready invoice to make the payment (Maimbo, 2003). 
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2.8.1.2. Speed 

 It often takes 6 hours to 12 hours for a fund transfer to Kabul from 

London, Dubai, and Peshawar, however, it would take few minutes of time if the 

recipient and the sender are in MEDs' offices at the same time as both the 

payment and confirmation happens simultaneously. It takes 24 hours for transfers 

between Kabul and any other regional centers, however a minor increase on the 

top of 24 hours for some payments in those remote regional locations where there 

is no offices or representatives of MEDs. 

2.8.1.3. Cost 

However, the costs are negotiable between MEDs and the clients, the 

domestic (inside Afghanistan) fund transfers costs an average of 1 percent to 2 

percent, almost the same is common in South Asian markets. Some MEDs charge 

a flat fee of 2 percent for both domestic and international fund transfer, however 

considering the volume of the transaction, the relation of clients and MED, 

location of fund transfer and risk of fund transfer a premiums and discounts are 

offered and charged by MEDs, for instance, a large international aid institution 

who transfers fund of $200,000 per month pays a smaller percentage of fee than 

an NGO who transfers $7,000 per month to cover its administrative costs. 

 In one hand, the security situation in the provinces resulted to increase the fee 

payment to MEDs, on the other hand, the entrance of new MEDs created a tough 

competitive environment which caused to adjust the fee payment and keep the fee 

charges up to 2 percent for each transaction. 

2.8.1.4. Reliability 

 Hawala is well-known as an informal but reliable mean of transferring 

fund from one location to other in Afghanistan, dealers rarely fail to effect 
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payment and the default risk is almost eliminated through different codes of 

business practices selected by Hawala dealers and operational usage procedures, 

for instance in most cases the client pays Hawaladar the value of fund after the 

recipient confirmation on the receipt of the money. 

The NGOs and international agencies have shown general satisfaction 

using the Hawala facilities; however, their rare dissatisfaction has been not the 

Hawala itself but a slightly higher fee payment they made to MEDs (Maimbo, 

2003). 

2.8.1.5. Documentation 

 Since no financial reports and external inspection are required, no standard 

documentation requirement is set to members by the Hawala association, and due 

to high-level MEDs trust among clients, the standard reporting and documentation 

are considered unnecessary. MEDs are aware and know that any failure and 

disrespect to the contracts will result in an immediate dismissal and blacklist from 

the market (Maimbo, 2003). 

 However, there is no set rule for documentations among MEDs community. Still, 

it has been many years that some procedures have been traditionally in use and 

adapted with the aim to change the business environment, these procedures 

include: 
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    Source of Debt Funding and Efforts by Afghanistan Government Agencies to 

Support SMEs  

2.9. SME Constraints on Access to Bank Finance  

Many studies show that the major obstacle to the growth of SMEs is 

accessing to finance (Beck and Demirgüç-Kunt 2006). Based on the study 

conducted by OECD (2000), access to finance has remained a major obstacle 

facing SMEs in European and Asian countries. 

Hussain et al. (2006) conducted a study on SMEs accessing to finance in 

China and UK, thirty-two business owners and managers were selected in each 

country to find out their funding sources and financial supporting provisions, the 

results show that both China and UK uses the internal sources of financing 

• The customer is usually being provided with a 
slip "the Hawala slip" which indicates the 
Hawala code or number.   

• The MEDs use the code/number to indentify 
the customer and payment and  settlement. 

Hawala slip 

• MEDs maintain copies of customer ID or 
passport in order to know: 

• the sender and recipient name and address 

• passport or ID number 

• name of counterpart dealer  

Customer identification 
document (customer ID) 

• For international aid institutions and NGOs, the 
MEDs maintain records, invoices, quotations 
and transaction   agreements and 
contracts 

• Periodically, the accounts between MEDs and 
organizations are reconciled. 

 

Accounting records 
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(personal and family savings and support) similarly during their start-up stages. 

However, by the time the SMEs are in their advanced stage of business life 

cycles, UK firms refer to financial institutions for obtaining loan whereas the 

China firms still relying on family loan supports. In the UK, the financial 

institutions especially the banks are more controlled and centralized at the time 

they provide loans to SMEs, the banks are only providing short-term credits for 

reducing their loan and overall financial risks, this approach poses obstacles to 

SMEs growth as it limits their strategic planning (WBG, 2006) 

A survey performed by Organization for Economic Co-operation and 

Development (OECD) for 20 member countries and 12 non-member countries on 

accessing to finance in 2004 resulted that obtaining funds, especially in 

developing countries have remained an obstacle, the survey revealed that due to 

problems caused by uncertainties (higher interest rates offered by banks and other 

financial institutions, agency problems, asymmetric information and selection and 

monitoring problems) makes it challenging for problematic for potential 

customers (borrowers) to access credit and funding (Waked, 2016). 

The survey results indicate that around 80 percent of SMEs in OECD 

countries are having the financial gap, while non-OECD countries are with 90 

percent financial gap (Waked, 2016). The survey compared between debt finance 
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and equity finance. (The chart below) 

The SME Financing Gap: Theory and Evidence (OECD 2006b) 

Having sufficient fund and ease of accessing to finance are considered 

from main growth factors of SMEs (Wilson 1994; Black & Gilson, 1998). 

However, SMEs are facing lots of challenges and struggling while accessing 

finance from financial institutions, which results that most of SMEs to fail due to 

dearth of capital (Smallbone, Piasecki and Rogut, 2001)  

Dabo (2006) investigated the availability of the loan to small and medium 

sized enterprises in Nigeria in the trade, manufacturing and service sectors. In the 

Dabo (2006) study, the theory of agency and information asymmetry is used to 

evaluate the relationship between loan provider (bank) and the customer 

(borrower firm) (Broecker 1990; Binks and Ennew 1996).  

Also in the Dabo (2006) study, the theory of moral hazard is also used to 

assess the loans risks to the owners (Binks and Ennew 1996; Taylor 1998). In the 

study five dependent variables are also used including: If SMEs applied for equity 

finance, if they applied for debt finance, obstacles sourcing external finance, 

acceptance of external finance offered and the usage of Islamic equity finance. 

Dabo (2006) also used some independent variables including SME and owner and 

manager's characteristics, whether a business strategy exists, whether they used 

Islamic finance or small and medium equity investment structure. The study 

results showed that there is a gap in financing SMEs in Nigeria and the Nigerian 

banks provide short term loans with higher interest rate and the study also found 

that the characteristics of lenders have its direct effect on the decision of sourcing 

the external fund from banks. 
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2.10. Factors Influencing Access to Finance  

There have been several studies conducted on the financial gap and SMEs 

access to finance (Watson et al. 2006; Carter et al. 2003; Bhaird and Lucey 2006). 

Some main factors influencing SMEs access to finance discussed below: 

2.10.1. Supply side factors 

The topic of the financial gap for SMEs has remained debatable for a long 

time among most advanced countries such as Canada, US and UK and in the EU. 

It has agreed that the main two reasons for SMEs to poor access to finance are 1: 

unavailability or scarce of funds or 2: the cost of funds to SMEs is high 

comparing it with large firms (Holmes et al. 2003). 

Unlike to large-scale firms, the financial institutions avail the SMEs with 

limited access to finance which is due to the dearth of reliable financial 

information and lack of skilled management. The financial institutions charge 

SMEs with higher interest rate because of SMEs high risk of failure and their high 

operational costs (Coleman and Cohn 1999). 

Holmes et al. (1994) research and investigation of 425 firms (both large 

scale businesses and SMEs) show that the interest and the application fee of the 

loan to SMEs are greater than to the large businesses, and it is because of high 

default risk associated in funding SMEs.   

Since SMEs apply for small loans, therefore the relationship between the 

amount of loan and loan application is negative, the costs of the application for 

small loans are often high, however for large ones the costs are low (Gibson 

2002). 
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Finally, since the interest is costly to SMEs, to decrease their solvency 

risk, SMEs borrow the loan up to the amount that they believe they can afford its 

repayment (Office of SMEs, 2001). 

2.10.2. Demand side factors 

With the aim of increasing fund availability for SMEs governments often 

intervene, however still most banks and other financial institutions are not keen to 

provide capital to those SMEs which are at the start-up stages of their business 

life cycles, to that end SMEs must be investment ready to find easy access to 

equity credit or loan (Harrison and Mason, 1996) 

Mill Consultancy (2013), describes the investment readiness as „sufficient 

information, credibility, and trust to the investor,' which should attract and 

motivate the investors and financial providers to invest in a proposition. The 

obstacles facing SMEs in accessing finance are usualy because they are not 

investment ready.  To gauge whether a firm is investment ready, one can check 

through three dimensions, 1: the readiness of business, the readiness of owner and 

manager, and the readiness of information  

2.10.3. Characteristics of the Owner/Manager 

 The readiness of owner/manager is from one of the main three dimensions 

of investment ready and is the attractive characteristics for capital providers to 

encourage them to invest in a firm. The owner/manager characteristics are four, 

including gender, age, education level and work experience which influences 

accessing to finance (Cooper, 1998). 

a. Gender 
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 Evidence shows that female owner/manager faces the problem and are 

less successful accessing debt and equity finance (Saffu and Manu 2004, Shaw et 

al. 2006). The results of a study in 2003 show that from $19.0 billion of venture 

capital only 4.2 percent (~$798 million) went to female-owned firms in the US 

(Foreign Investment Analysis Service (FIAS) 2008). However, as per other study 

Coleman (2002) show that both female and male have the same ability to access 

finance. Per the study performed by Nicola (2011), in Middle East and North 

America (MENA) countries, the female entrepreneurs have limited access to 

finance which is mainly due to their limited experience and business knowledge, 

training and collateral, which results so that the women cannot appropriately 

present their business to the investors and financial providers.  

 Although the availability of equity and debt funds increased in the US, still 

the female entrepreneurs have challenges and encounter difficulties seeking 

access to it, because of lack of lack of business experience and education (Carter 

et al. 2003).  However, on the other hand, the study performed by Irwin and Scott 

(2009), in regard to barriers raising bank finance faced by SMEs in the UK shows 

that the gender has no material effect accessing to bank finance. 

b. Education and Training  

A series of studies indicate that from the main factors considered by 

investors and financial providers while making investing/financing decisions, 

education and level of skill and business experience of SMEs owner/manager are 

the keys (Bukvic and Bartlett, 2003). Also, the education and level of skill and 

business experience of SMEs owner/manager are significantly affecting their 
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business performance and thus influencing the growth and development of 

enterprise firm.   

Bukvic and Bartlett‟s (2003) claim is that the prior more experience of 

business manager or owner gives more confidence to fund providers in lending 

them with money as their more knowledge and experience would highly 

contribute controlling the probable potential business risks.   

 To guarantee high performance, the managers of SMEs are required to 

keep their knowledges, experiences and skills up to date in different business 

fields through workshops and training programs, simultaneously, firms are 

required to provide their staffs with formal training courses to help them 

strengthen their job performance skills (Kazlauskaitė, and Bučiūnienė, (2008) 

c. Experience  

As per Bukvic and Bartlett (2003), the work experience of the 

owner/manager of a firm is from one of the most important factors affecting the 

financial providers' financing and investment making decision and prior business 

experience of owner/manager would give more sense of confidence to fund 

providers to lend to them as they have more knowledge and skills the way they 

manage their businesses which would significantly contribute to controlling the 

probable potential business risks. Improved business performance is often 

dependent on the significant level of managerial experience. Per Kvale (1996), the 

dearth of prior experience for many SME owner/manager substantially increasing 

the business risk, thus the firm would not be able to access external finance.  
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2.10.4. Business Characteristics 

To encourage the fund providers to invest in SMEs, the business 

owner/manager should prove the firm's debt servicing (repayment) ability through 

different financial leverage ratios (debt service coverage ratio, interest service 

coverage ratio, free cash flow to debt service coverage ratio etc.) and the business 

size (Berger and Udell, 1998). 

 The relationship between financial leverage and access to finance could 

be a better tool for analyzing the bankruptcy risk of a firm, in other words, the 

higher the debt compared to equity (higher financial leverage), the more the risk 

of default and bankruptcy (Beal and Goyen 2005; Cassar and Holmes, 2003).  

Some other studies show that some other characteristics including the business 

plan, financial strength, business growth and type of business are the essential 

characteristics which ease the access to finance. (IFC, 2012)  

a. Business Plan  

Providing sufficient information and its readiness is positively affecting to 

attract the credit providers. Inaccuracy, insufficiency or unavailability of financial 

and nonfinancial information of the business cause that the SMEs face challenges 

and obstacles while acquiring external financing (both equity and debt), therefore 

providing adequate financial information and business plans by SME has a 

positive impact on its access to finance (Holmes, 2003).  

Pinson (2008) describes the business plan as a written document which set 

out the goals of the business, describes business nature and strategies (financial 

strategy, marketing strategy) and the business plan also contains information on 

firm's team, buyers, and rivals. The banks and other financial institutions consider 
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the business plan as an important document as through which they evaluate the 

actual project and the client's repayment ability. Thus, a readily feasible business 

plan highly contributes and influences banks and other lenders to offer loans 

based on a reliable business plan. 

b. Business Size 

Studies show that size a firm often determines its ability to obtain funds. A 

significant number of SMEs due to lack of financial information and tangible 

assets for pledging it as loan collateral are not able to access finance (Coleman 

and Cohn, 1999).  

Lack of collateral reduces the probability of small firms to obtain loans 

from lending institutions as lenders and investors believe that funding the small 

firms would increase their investment risk (Berger and Udell, 1998). From one of 

the main factors that investors and financial providers are unwilling to provide 

funds to SMEs is the size of such firm (IFC, 2012).  

c. Business Growth and Profit 

Several studies report about SMEs‟ constraint accessing external finance 

(e.g. IFC 2012), those constraints and obstacles in obtaining finance affect 

business performance and growth during its economic cycle (early years and life 

of the firm). 

The study of United Nations Development Program (2011) basing the 

developed economy, examined the relationship between access to finance and US 

firms‟ productivity using a triple testing approach. The study results found out a 
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direct relation between access to finance and productivity, in other words, the 

productivity of firms increase if having reliable access to finance. 
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CHAPTER 3: METHODS 

3.1. OVERVIEW OF THE RESEARCH METHODOLOGY 

The study research uses both qualitative and quantitative methods to 

collect primary data. This was done in face-to-face interviews, based on 

structured interview questions for collecting data from five Afghanistan financial 

institutions.  

Also, a survey was conducted with a sample of 50 entrepreneurs in 

different sectors (services, manufacturing, and trading) in three main cities of 

Afghanistan (Kabul, Herat, and Mazar). 

 Structurally, the questionnaire had three sections. Section one collected 

information on the background of the firms. Section two dealt with internal and 

external obstacles. Section three was comprised questions which identified the 

obstacles SMEs faced when they want to access finance.  

3.1.1. Data Collection 

  The questionnaire and interviews were used as primary data collection 

instrument and to get a better result out of the interviews and questionnaire, the 

study followed the below three stages:  

3.1.1.1. Instrument Development 

 The questionnaire was comprised of mostly multiple choices, and close-ended 

questions format using the Likert scale.  

The aim of the interviews was to collect information from financial and 

nonfinancial institutions: first, the relationship between financial and nonfinancial 

institutions credit with owners/managers of SMEs and second, the reasons of not 

lending to SME sectors.  
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Interview questions addressed access to external finance, through assessing 

the primary requirements of financial and nonfinancial institutions on financing 

SMEs, finding out the reasons of SMEs loan application rejections and its impact 

on SME's growth and types of loans being offered by financial and nonfinancial 

institutions to SMEs. Each interview took an average of 90 minutes to 120 

minutes.  

3.1.1.2. Sampling 

Two samples were surveyed. The first sample was used to collect data 

from SMEs managers/owners. The second sample interviewed five financing 

institutions (two banks, one micro-finance institution and one private nonbanking 

institution) and three money exchange dealers. 

3.1.1.3. Instrument Distribution 

The period for collecting data was the end of May to the third week of June 

2017, following procedures: 

 Contacting (mostly phone call) SMEs managers and owners using their 

contact information from the ACCI and AISA directory; 

  Explaining to the SMEs managers and owners the purpose of this study 

and their role and importance of contribution to this study; 

 Meeting them face-to-face to collect the data.  

Eighty SMEs managers or owners were contacted, with only fifty-two 

accepted, and of total accepted fifty were interviewed. A response rate of 62.5 

percent. 
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Of total twelve planned interviews, only seven financial and nonfinancial 

institutions participated, including two banks, one microfinance institution and 

one private nonbanking institution and three money exchange dealers. 

3.2. SUMMARY 

Several studies on the factors affecting SMEs access to finance were 

reviewed to pick up the most accurate method to be applied for this study. Thus, 

for collecting the data, both methods (qualitative and quantitative) was used to 

collect the required primary data, questionnaire and interviews. The SMEs and 

financial and nonfinancial institutions were met face-to-face to source data on the 

obstacles and constraints SMEs face while accessing finance in Afghanistan and 

its impact on their growth. 
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CHAPTER 4: RESULTS 

4.1. SURVEY DATA OVERVIEW 

The previous chapter discussed the methods and foundations for this study 

whereas this chapter presents the results of the face-to-face surveys with fifty 

manager/owner of Afghanistan SME entrepreneurs, five financial (bank and 

nonbank) and three nonfinancial institutions. 

A list of eight hundred SMEs was prepared for three main cities in 

Afghanistan (Kabul, Mazar, and Herat), the AISA and ACCI directories were 

used as the main source of this information. The list of SMEs was compiled of the 

trading, service, and manufacturing. ten percent from a pool of eight hundred 

businesses were randomly selected, the final sample responded was made of fifty 

members of the Afghanistan SME sector. 

The questionnaire had three sections. Section one collected information on 

the background of the firms. Section two dealt with internal and external 

obstacles. Section three was comprised questions which identified the obstacles 

SMEs faced when they want to access finance. The primary purpose of the data 

analysis in different subsections was to realize the range of the participants 

(businesses) who participated in this study. 
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4.1.1. Current Market Value of Firms 

Figure 4.1 shows that the majority (n=21, 42 percent) of participants 

responded that the estimated current value of their business is US$1.0 million to 

US$5.0 million, the other notable portion (n=11, 22 percent) indicated that their 

estimated current value of the firm is <US$1.0 million (Figure 4.1). 

The participants (SME entrepreneurs) were asked on their firms' asset 

market values to find out if there is a relationship between this variable and 

accessing to finance from Afghanistan financial and nonfinancial institutions. 

 

Figure 4.1: Current Market Value of the Firm: 

 

 

22% 

42% 

18% 

10% 

6% 
2% 

What is the estimated current market value  

of your business 

< 1 million USD

1-5 million USD

05- 10 million USD

10- 20 million USD

20- 50 million USD

> 50 million USD



56 
 

4.1.2. Annual Estimated Sales Turnover 

The figure 4.2 illustrates that the majority (n=19, 38 percent) respondents 

indicated that their annual sales turnover is US$1.0 million to US$5.0 million, the 

other remarkable two cohorts (n= 13, 26 percent and n=13, 22 percent) were firms 

with estimated sales turnover of subsequently < US$ 1.0 million and US$5.0 

million to US$10.0 million. 

Given the definition of SMEs in Afghanistan, there were more (64 

percent) small sized enterprises than medium size (36 percent) in the sample 

(Figure 4.2) 

 

Figure 4. 2: Annual Estimated Sales Turnover: 

26% 

38% 

22% 

6% 

6% 
2% 

 What is your business annual estimated turnover 

(Revenue) 

< 1 million USD 1-5 million USD 05- 10 million USD

10- 20 million USD 20- 50 million USD > 50 million USD
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4.1.3. Number of Employees  

Per SME definition in Afghanistan SMEs defined as any enterprise with 6-

99 employees. Thus, the respondents were asked about their number of staff. 

From total 50 respondents, more than two-thirds came from small-sized 

companies (n= 22, 44 percent) had between 25-50 employees, whereas the second 

remarkable (n=9, 18 percent) had between 10-25 employees (Figure 4.3)  

 

Figure 4. 3: Number of Employees 

 

 

14% 

18% 

44% 

14% 

8% 
2% 

What is your current number  

of your employees 

< 10 10- 25 25- 50 50- 100 100-300 > 300
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4.1.4. Business Founder as Acting Manager 

Since the management plays a vital role in business growth and 

development, the respondents were asked if the owner of the business is the 

manager of the business, to realize to which extent would he be engaged in 

strategic decision makings. 

 More than four-fifth (n=43, 86 percent) of the managers are the business 

owners (Figure 4.4). 

 

Figure 4.4- Business Founder as Acting Manager 

 

 

86% 

14% 

Is the founder of the business  

acting as a manager 

Yes No
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4.1.5. Gender of the Owner 

A huge number of respondents were male comparing it with female, 

whereas (n=47, 94 percent) was male and only (n=3, 6 percent) was female, 

which indicates that the proportion of male entrepreneurs (business owners) was 

higher than female entrepreneurs (Figure 4.5) 

 

 

 

Figure 4.5: Gender of the Owner 

94% 

6% 

Gender of the owner 

Male Female
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36% 

48% 

16% 

Years of experience  

before you started the business 

<5 years 5-10 years >10 years

Experience 

Entrepreneur experience as one of the main factors plays a vital role in 

business success, the question regarding years of experience was asked to assess 

if there is any relation between this variable and SMEs access to finance from 

Afghanistan financial and nonfinancial institutions.  

It was hypothesized that there would be a positive relationship between 

this variable and obtaining fund successfully from financial and nonfinancial 

institutions, which this hypothesis was proved correct after meeting with financial 

and nonfinancial institutions. Whereas entrepreneurs' years of experience is 

counted from one of the main factors to banks by the time they lend to SMEs. 

(n=24, 48 percent) of respondents said that they had 5-10 years of experience 

when they started the business, however (n=18, 36 percent) indicated that they 

had <5 years of experience when they started business, only (n=8, 16 percent) 

stated that they had >10 year-experience when they started the business (Figure 

4.6). 

 

 

 

 

 

 

Figure 4.6: Experience 
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4.1.6. Level of Entrepreneurs Education  

The level of educations was asked from respondents to assess the 

relationship between this variable and the entrepreneurs' access to finance from 

financial and nonfinancial institutions. Figure 4.7 shows that (n=17, 34 percent) 

had bachelor degree, (n=13, 26 percent) had only high school certificate, (n=9, 18 

percent) went to vocational institutes and only (n=3, 6 percent) hold post graduate 

degree. 

   

Figure 4.7: Leve of Entrepreneurs Education 
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18% 

34% 
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The level  
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4.1.7. Business Plan or Feasibility Study 

Business plan has been from one of the most important requirements, 

SMEs to share with financial institutions when applying for loan, thus the 

respondents were asked if they had business plan before they started their 

business, (n=34, 68 percent) indicated that they had prepared business plans or 

done feasibility study before they started their businesses, however (n=16, 32 

percent) reported that they had not developed business plans or done feasibility 

studies before they started their businesses (Figure 4.8) 

 

Figure 4.8: Business Plan or Feasibility Study 

 

68% 

32% 

Did you do feasibility study and make 

 a business plan before you started the business 
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4.1.8. Attitudes to Various Aspects of Business Plan 

It was asked from respondents to show their level of agreement regarding 

a written business plan using five items with a five-point Likert scale (Strongly 

Disagree, Disagree, Not Sure, Agree and Strongly Agree) to assess and measure 

the respondents' feelings relating to each statement in the questionnaire. A huge 

number (n=27, 54 percent) showed agreement to the statement „Business plan is 

useful to clarify future vision of the firm' (n=21, 42 percent) of the respondents 

agreed with the statement „Business plan is helping to get loan', (n=19, 38 

percent) of respondents showed agreement to the statement „Business plan is 

costly and time consuming', (n=19, 38 percent) of respondents agreed with the 

statement „Business plan is helpful to determine customer needs and product 

demand' however (n=12, 24 percent) believes that business plan is useless as 

reflected in the statement „Business plan is useless in Afghanistan'. 

Due to less awareness and limited business knowledge several 

entrepreneurs even didn't know the importance and overall impact of the business 

plan, for instance (n=11, 22 percent) of respondents were not sure about the 

statement „Business plan is useful to clarify future vision of the firm', (n=10, 20 

percent) of respondents were not sure of the statements „Business plan is helping 

to get loan and Business plan is helpful to determine customer needs and product 

demand', (n=13, 26 percent) of respondents were not sure to the statement 

„Business plan is costly and time-consuming' and (n=13, 26 percent) of the 

respondents were not sure about the statement „Business plan is useless in 

Afghanistan'. The frequency of distributions to the respondents' answers 

summarized in Table 4.1. 
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Factors 

Strongly 

Disagree 

Disagree Not Sure Agree 

Strongly 

Agree  

 
Business plan is useful to clarify 

future vision of the business 

2 4 11 27 6 

 

 

4.0% 8.0% 22.0% 54.0% 12.0% 

 

 
Business plan is helping to get 

loan 

1 7 10 21 11 

 

 

2.0% 14.0% 20.0% 42.0% 22.0% 

 

 
Business plan is costly and 

time-consuming 

6 9 13 19 3 

 

 

12.0% 18.0% 26.0% 38.0% 6.0% 

 

 

Business plan is helpful to 

determine customer needs and 

product demand 

5 7 10 19 9 

 

 

10.0% 14.0% 20.0% 38.0% 18.0% 

 

 
Business plan is useless in 

Afghanistan 

4 19 13 12 2 

 

 

8.0% 38.0% 26.0% 24.0% 4.0% 

 

        

Table 4.1: Attitudes to Various Aspects of Business Plan 
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4.1.9. Business Environment Challenges 

A significant number of SMEs face various business environmental 

challenges to their sustainable growth in the world; these obstacles cause to 

weaken the business performance. The attitudes of the respondents about 

challenges to the growth of their businesses were collected using four-point Likert 

scale (major challenges, moderate challenges, fewer challenges and no 

challenges) in 19 items in two categories of 1: SMEs internal environmental 

challenges and; 2: SMEs external environmental challenges. The internal factors 

are including, manager/owner age, ethnicity, gender, education level, experience, 

business plan availability, quality of product and services and availability of 

capital. The external factors are including government support, corruption, 

government bureaucracy, financial supports, market demand, technology, 

competitors, legal issues, the high cost of labor and customer satisfaction, Table 

4.2 shows the frequency of distribution to the respondents' answers. 

4.1.10. Internal Business Environment Challenges 

4.1.10.1. Gender 

However, more than two-third (n=28, 56 percent) of the respondents 

believed and counted „gender‟ as no challenge and (n=11, 22 percent) as less 

challenge to their business growth, still a few (n=3, 6 percent) believed the 

„gender‟ as major challenge and (n=8, 16 percent) as moderate challenge while 

obtaining credit from financial and nonfinancial institutions. 

4.1.10.2. Owner’s Age 

Almost one-fourth (n=12, 24 percent) or respondents answer was „major 

challenge' to „owner's age, more than one-fourth (n=15, 30 percent) of 
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respondents' answer was „moderate challenge' to „owner's age' however, (n=17, 34 

percent) of respondents believed that the „owner's age' is a „less challenging 

factor' whereas (n=6, 12 percent) of respondents' answer was „no challenge' to 

„owner's age'. Those respondents who counted the „owner's age' as a major 

challenge believed that the ages between 25 to 50 years are the best period for 

owner's age, whereas they can make a wise decision. 

4.1.10.3. Training 

The „training‟ as one of the internal business environment challenge factor 

was asked from respondents to assess if there is link between this variable and 

access to finance from Afghanistan financial and nonfinancial institutions, almost 

two-third (n=23, 46 percent) ranked „training‟ as „major challenge‟, (n=17, 34 

percent) considered „training‟ as „moderate challenge‟ however 30 percent 

believed that „training‟ was less or no challenge to their business growth. 

The respondents who considered „training' as the major and moderate 

challenges to their business growth believed that innovation which often leads to 

business growth requires up to date training. 

4.1.10.4. Level of Education 

The „level of education' as one of the internal business environment 

challenge factor was asked from respondents to assess if there is link between this 

variable and access to finance from Afghanistan financial and nonfinancial 

institutions, (n=14, 28 percent) considered „level of education' as a major 

challenge to their business growth (n=21, 42 percent) of respondents believed that 

„level of education' is a moderate challenge factor to their business growth, 

however, (n=7, 14 percent) respondents counted the „level of education' as less 
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challenge on their business growth and (n=8, 16 percent) of respondents thought 

that the „level of education is not even a business challenge to them. 

4.1.10.5. Work Experience 

The „work experience' as one of the internal business environment 

challenge factor was asked from respondents to assess if there is link between this 

variable and access to finance from Afghanistan financial and nonfinancial 

institutions, (n=17, 34 percent) of respondents agreed with the lack of experience 

as „major challenge', (n=19, 38 percent) of respondents indicated the lack of 

experience as „moderate challenge', whereas, (n=7, 14 percent) of respondents' 

answer was „less challenge' to „work experience', and (n=7, 14 percent) of 

respondents' answer was „no challenge' to „work experience'. Those who 

considered the lack of work experience as major and moderate challenges 

believed that it would be tough for a business to have sustainable growth with no 

or less working experience and the firm would face with lots of obstacles while 

accessing to finance. 

4.1.10.6. Management Skill 

The respondents were asked to answer if the lack of „management skill' is 

a challenge to their business environments, (n=18, 36 percent) respondents 

indicated that lack of „management skill' was „major challenge', (n=22, 44 

percent) of respondents said that the lack of „management skill' was „moderate 

challenge' however, (n=7, 14 percent) of respondents indicated that lack of 

„management skill' was „less challenge' to them and (n=3, 6 percent) of 

respondents considered the lack of „management skills' as „no challenge'. Those 

of respondents who considered that lack of „management skill' as major and 

moderate challenges, believed that there is a direct relationship between 
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management skill and sourcing fund from financial and nonfinancial institutions, 

as this variable is from one of the factors which the lending institutions focus the 

more while access to finance. 

4.1.11. External Business Environment Challenges 

4.1.11.1. Capital Availability 

Two-fourth (n=25, 50 percent) of respondents‟ answer to „capital 

availability‟ was „major challenge‟, (n=15, 30 percent) of respondents considered 

„capital availability‟ as „moderate challenge‟, however, (n=7, 14 percent) of 

respondents believed that „capital availability‟ was „less challenge‟ and only (n=2, 

4 percent) was thinking that „capital availability‟ is „no challenge.  

Most of those respondents who considered the lack of capital as „major 

and moderate challenge' indicated that capital is from one of the primary drivers 

of the business and lack of it leads to unsustainable growth and therefore less 

growth would lessen the trust of financial providers and would make it hard to 

pass through the loan applications and access finance. 

4.1.11.2. Skilled Labor Availability 

One-third (n=16, 32 percent) of respondents' answer to „skilled labor 

availability' was' „major challenge', (n=18, 36 percent of respondents' answer to 

„skilled labor availability' was „moderate challenge', however almost one-fourth 

(n=12, 24 percent) of respondents believed that „skill labor availability' was „less 

challenge' to them and only (n=4, 8 percent) was thinking the „skilled labor 

availability as „no challenge'. The respondents who considered the lack of skilled 

labors as major and moderate challenges believed that the labor force and its skills 

are the most important business drivers and lack of it would lead to the 
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unsustainable growth of business which makes it challenging when sourcing fund 

from finance providers. 

4.1.11.3. Government Support 

A significant number (n=21, 42 percent) of respondents' answer to 

„government support' as a business environment challenge was as „major 

challenge' and (n=17, 34 percent) of respondents also believed that „government 

support' was „moderate challenge', however (n=9, 18 percent) of respondents 

considered „government support' as „less challenge' and only „(n=3, 6 percent) of 

respondents answer to „government support' was „no challenge'. Most of the 

respondents whose answers were „major and moderate challenge' to „government 

support' were indicating that the Government of Afghanistan has very limited 

contribution to their business growth and sometimes not only no contribution by 

Government of Afghanistan, but it creates the SMEs with more challenging 

business environment as an example, the respondents believed that paying taxes 

to Government of Afghanistan is important and must be paid, however they were 

not satisfied with the tax allocation percentages and some administration 

challenges by the time they pay it. Also, many of respondents were indicating that 

Government of Afghanistan has insufficient facilities to attract the foreign 

businesses to invest in Afghanistan for instance lack of security, lack of skilled 

labor, low quality and low price of goods imported, high cost of electricity, etc. all 

these factors negatively affecting SMEs business environment, therefore, this 

variable leads to unsustainable growth of firms and therefore makes it challenging 

to source external finance. 
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4.1.11.4. Corruption 

Corruption has been a growing problem in Afghanistan, in 2016 

Afghanistan was ranked 169 of 176 in „Transparency International‟s 2016 

Corruption Perceptions Index‟.  

The respondents were questioned if there is a link between corruption and 

access to finance, (n=21, 42 percent) indicated the „corruption' as a „major 

challenge', and (n=23, 46 percent) believed that the „corruption' is a „moderate 

challenge', only (n=4, 8 percent) indicated the „corruption' as „less challenge', and 

(n=2, 4 percent) was believing that the „corruption' was „no challenge' to them. 

Almost, 90 percent of respondents were considering the „corruption' as 

remarkable challenge factor to their business environment. Most of the 

respondents were claiming that however, the Government of Afghanistan has 

established the „Afghan Anti-Corruption Organizations' but no substantial and 

positive changes till 2016. 

4.1.11.5. Legal Issues 

The „legal issues' as one of the internal business environment challenge 

factor was asked from respondents to assess if there is link between this variable 

and access to finance from Afghanistan financial and nonfinancial institutions, 

(n=21, 42 percent) respondents considered „legal issues' as „major challenge', 

(n=23, 46 percent) of respondents' answer was „moderate challenge', (n=4, 8 

percent) indicated that the „legal issues' were „less challenge' and only (n=2, 4 

percent) of respondents considered „legal issues' as „no challenge. Since a huge 

number of respondents thought that the legal issues are the considerable challenge 

to a business environment, therefore they believed that legal issues have close 
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linkage with access to finance and if no proper legal framework and its 

implementation would lead to obstacles while sourcing external funding. 

4.1.11.6. Financial Support 

A considerable number (n=20, 40 percent) of respondents' answer to 

„financial support' was „major challenge, (n=18, 36 percent) of respondents 

considered the „financial support' as „moderate challenge' only (n=3, 6 percent) of 

those surveyed' answer to „financial support' was „no challenge and (n=9, 18 

percent) of respondents considered the „financial support' as „less challenge'. 

Some respondents who considered the financial support was a remarkable 

challenge (major or moderate challenge) to them believed that the business 

sustainable growth has a direct link to financial support, if the business is 

financially weak, it would not meet the industrial, financial targets and therefore 

would be defeated by rivals which would end with bankruptcy. 

4.1.11.7. Other External Business Environment Challenges 

There are some other variables (quality of products and services, customer 

satisfaction, market demand, government regulations, competitors and 

technology) which respondents considered as primary business environment 

challenges which affect access to finance, in average 30.0 percent of respondents 

answer to these variables was „major challenge', 27.3 percent of respondents 

answer was „moderate challenge' 18.7 percent of respondents' answer was „ less 

challenge' and 24.0 percent of respondents believed that these variables are „no 

challenge'. 
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Factors 

Major 

Challenges 

Moderate 

Challenges 

Less 

Challenges 

No 

Challenges 

Sex/Gender 

3 8 11 28 

6.0% 16.0% 22.0% 56.0% 

Ethnicity  

4 9 13 24 

8.0% 18.0% 26.0% 48.0% 

Owner‟s age 

12 15 17 6 

24.0% 30.0% 34.0% 12.0% 

Level of education 

14 21 7 8 

28.0% 42.0% 14.0% 16.0% 

Work experience  

17 19 7 7 

34.0% 38.0% 14.0% 14.0% 

Capital availability 

25 15 8 2 

50.0% 30.0% 16.0% 4.0% 

Skilled labor 

availability 

16 18 12 4 

32.0% 36.0% 24.0% 8.0% 

Government 

support 

21 17 9 3 

42.0% 34.0% 18.0% 6.0% 

Government 

bureaucracy 

24 15 9 2 

48.0% 30.0% 18.0% 4.0% 

Corruption  

21 23 4 2 

42.0% 46.0% 8.0% 4.0% 

Advisory services 

11 17 13 9 

22.0% 34.0% 26.0% 18.0% 
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Legal issues 

21 23 4 2 

42.0% 46.0% 8.0% 4.0% 

Government 

regulations 

29 14 5 2 

58.0% 28.0% 10.0% 4.0% 

Training 

23 17 8 2 

46.0% 34.0% 16.0% 4.0% 

Financial supports 

20 18 9 3 

40.0% 36.0% 18.0% 6.0% 

Quality of products 

and services 

5 11 12 22 

10.0% 22.0% 24.0% 44.0% 

Customer 

satisfaction 

11 18 10 11 

22.0% 36.0% 20.0% 22.0% 

Market demand 

28 15 5 2 

56.0% 30.0% 10.0% 4.0% 

Competitors  

8 15 11 16 

16.0% 30.0% 22.0% 32.0% 

Technology  

9 9 13 19 

18.0% 18.0% 26.0% 38.0% 

Management skill 

7 10 18 15 

14.0% 20.0% 36.0% 30.0% 

Table 4.2: Business Environment Challenges 
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4.1.12. Applying for Banks or other Financial Institution Loan 

SMEs often apply for the loan to expand its ongoing operations and they 

depend on financial intermediaries for instance commercial banks. The 

participants were asked if they applied for banks or other financial institutions 

loan, 82 percent of respondents indicated that they did and 18 percent responded 

that they did not Figure 4.9. 

In response to why some of the participants did not apply for the loan, it 

was indicated that few of them didn't apply due to religious issues, few due to 

collateral issues, some due to high-interest rate. 

 

Figure 4.9: Applying for Banks or other Financial Institution Loan 

 

82% 

18% 

Have you ever applied for loans from Banks or other 

Financial Institutions 

Yes No
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4.1.13. Type of Loan 

The respondents were asked if they applied for loan, what type of loan did 

they apply for, more than two-third (29 percent) indicated that they applied for 

„Murabaha‟, 17 percent applied for „term loan‟, 17 percent for „overdraft facility‟, 

12 percent for „letter of credit‟ and the rest 34 percent applied for other products 

(example: 7 percent working capital, 7 percent bid security, 5 percent for 

performance guarantee, 2 percent for Ijara and 2 percent of Musharaka). Figure 

4.10.  

 

Figure 4.10: Type of Loan 
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7% 

29% 

3% 

17% 

7% 

0% 

3% 
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5% 
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If “Yes”  

What type (s) of loan have you applied for 

Term Loan Working Capital Loan

Murabaha Musharaka

Overdraft Facility Bid Securities

Mudaraba Ijara

Letter of Credit Performance Guarantee

Qarzul Hassana Others
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4.1.14. Reason for Not Applying to Loan 

The answer in relation to the question „if the participants didn't apply for 

banks or other financial institutions loan' was, 35 percent had problem of not 

having enough collateral to be pledged for loan, 25 percent had religious issues 

whereas they were not interested in applying for conventional loans, 19 percent 

didn't apply because of high-interest rate Figure 4.11. 

  

 

 

Figure 4.11: Reason for Not Applying to Loan 

6% 

35% 

19% 

25% 

9% 

6% 

If “No”  what is the reason 

Couldn‟t meet the criteria Ask for high collateral

The interest rate is high Religious issues

 A lot of paper works Others
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4.1.15. Interest Rate 

Due to high risk of loan, almost all financial and nonfinancial institutions 

charge high-interest rate, 34 percent of respondents were charged with 16-20 

percent interest rate, 22 percent were charged 11-15 percent, 22 percent were 

charged >20 percent, 11 percent were charged 5-10 percent and only 5 percent 

were charged <5 percent Figure 4.12. 

 

Figure 4.12: Interest Rate 
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4.1.16. Challenges While Obtaining Loans from Afghanistan Banks or other 

Financial Institutions  

Of total respondents, 65 percent said „yes‟ to the question „did you face 

challenges and difficulties while obtaining the loans from Afghanistan Banks or 

other financial institutions‟ and 35 percent said „no‟ to the same question Figure 

4.13. 

 

Figure 4.13: Challenges While Obtaining Loans from Afghanistan Banks or 

other Financial Institutions 
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Main Challenges While Applied for Loan 

Loan interest rate, collateral, duration and acceptance and approval 

process of the loan were the main challenges the respondents faced at the time of 

loan application. 27 percent of interviewees were asked for high collateral, 15 

percent of respondents were asked to pay high-interest rate, 15 percent of 

respondents faced loan repayment duration challenge, and 10 percent of 

respondents had problem with the loan acceptance and approval process 

 

 

Figure 4.13: Main Challenges While Applied for Loan 

  

7% 

15% 

27% 

10% 

7% 

7% 

7% 

15% 

5% 0% 

What main challenges and problems did you face while applied for 

loans from Afghanistan Financial Institutions 

Loan processing time is too long High interest rate

High collateral A lot of paper works

Insufficient finance amount The loan process is too complicated

Charges high services fees Short loan duration

No challenges and problems Others
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4.1.17. If religious is from main concerns, why don’t you apply for Islamic 

loan facilities 

The reason for concern for not apply to loan was asked from respondents 

if it was „religious' 25 percent of respondents indicated that they were not sure if 

the credit provided is Islamic Financial Product, 25 percent of respondents were 

asked for paying high-profit amount, 37 percent were asked for high collateral, 13 

percent indicated that there were very few Islamic Products. 

 

 

Figure 4.14: If Religious is From Main Concerns, Why Didn’t You Apply for 

Islamic Loan Facilities 
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4.1.18. Rejection of Loan Application 

82 percent of respondents' loan applications were rejected by banks or 

other financial institutions, and 18 percent of respondents' loan application was 

accepted. 

 

Figure 4.14: Rejection of Loan Application 

  

82% 

18% 

Has your loan application ever been rejected by banks or 

other financial institutions 

Yes No
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4.1.19. Reason for Rejection of Loan Application 

From total participants, 27 percent loan applications were rejected due to 

„lack of collateral', 24 percent of loan applications were rejected because they 

were „start up business', 12 percent of application was rejected due to „poor 

business operation performance', 15 percent of applications were rejected due to 

„no accounting and financial system' 10 percent of applications were rejected due 

to poor financial performance, 7 percent of application was denied because of 

„insufficient business planning' and 5 percent of respondents' loan applications 

were rejected as they didn't meet the financial institutions' requirements Figure 

4.15. 

 

Figure 4.15: Reason for Rejection of Loan Application 
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4.1.20. Type of Finance Preference 

Since more than 99 percent of Afghanistan population are Muslims, 63 

percent of respondents preferred Islamic financing over conventional loans, 18 

percent preferred conventional loan over Islamic financing; however, 20 percent 

of respondents preferred both Islamic financing and conventional loans Figure 

4.16. 

 

 

 

Figure 4.16: Type of Finance Preference 
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4.2. Interview with Banks and Financial Institutions  

4.2.1. Afghanistan International Bank 

Established in 2004, Afghanistan International Bank (AIB) with its 32 

branches across the country facilitates the banking services. 

An interview was conducted with the head of business banking and trade 

finance and Islamic banking on the 25
th

 of May. During the interview, he 

provided the following answers (per AIB policies).  

Q.1: Does AIB give loan? If yes, please explain the amount of loans, interest rate 

and the types of loans AIB give. 

Yes, AIB gives credit. AIB provides and facilitates different kinds of loans 

to different businesses at the various stages. The bank offers credit in two 

currencies of United State Dollars and Afghani (the home currency)  

 The loan amounts differ based on business sizes, AIB facilitates credit from 

$20,000 up to $7.5 million.  

Loan Sizes 

- Up to $7.5 million to large scale businesses  

- Up to $100,000 to medium scale businesses  

- Up to $75,000 to small scale businesses  

- Community banking from $20,000 up to $500,000 Dollars. 

Loan Type 

However, AIB provides different types of loans, but the most famous ones 

who make a big portion of the portfolio are „Term Loans and Overdraft facility.' 

Interest Rate 

The interest rates differ considering the type of the business, the currency 

of the loan given and the risk of the businesses. AIB encourages loan in Afghani 
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currency as it costs the client with lower interest rate. The interest rate for the 

local currency is between 10 percent to 16 percent, however, its 12 percent to 18 

percent in US$. 

Q.2: What are the main requirements of your bank for business to get the loan? 

The main requirements for a business to get the loan are: 

- The client must pledge an immovable property with legal clear title deed 

worth 2x (200 percent) of the principal loan amount, while per the policy 

of De Afghanistan Bank, the collateral to be pledged is 1.2x (120 percent) 

of the principal loan amount. 

- The business should be a registered business, and it should be active 

- Copy of updated business license and tax identity number  

- A summary of the business plan and profile of the company 

- Historical financial statement for at least last six months 

- A copy of bank statement should include at least one-year transactions 

- List of buyers and suppliers (if any) 

- Property evaluation report (the third party provides this report) 

- Aging report for account receivable and accounts payable   

Q.3: Does every firm who apply for a loan is considered for the loan?  

Not really, he indicated that out of 100 clients who apply for loan 95 of 

them are rejected, the reason for the rejection is that most of the applicants do not 

have collateral, proper business plan, history financial report, bank account, the 

proper plan for usage of the fund, etc.  

Q.4: Which companies are easy to have access to loan? Men owned or women 

owned? 
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Gender does not matter to AIB while gives the loan. Therefore, both men 

and women owned businesses can access AIB loans (if meet the bank loan criteria 

and provide the required for the loan documents on time. 

 

Q.5: Does AIB offer Islamic products? If yes, please explain the types of your 

Islamic products. 

Yes. AIB offers different types of Islamic products such as, Current 

Account with no profit, Saving Account (Mudarabah) and the profit is paid to 

customers on quarterly basis and Term Deposits with the period of 6 months and 

12 months and the profit is paid on quarterly basis to customers based on 

60%/40% profit sharing (60% of total profit to customer and 40% to bank, this 

profit sharing is applicable for both Saving Accounts and Term Deposits). 

Q.6: Do firms apply for Islamic products?  

Yes, of course, he added that since Afghanistan is a religious and 

traditional country, there is high demand for Islamic products. 

Q.7: What are the main criteria for AIB‟s Islamic products? 

No significant variations of criteria required for Islamic loan comparing it 

to conventional, however, Islamic products offering are based on Shariah law, the 

rest requirements are the same. 

Q.8: Does AIB have defaulted loans? If yes, please explain the reason. 

Yes. AIB as any other bank in Afghanistan and the world has defaulted 

loans, the main reasons for default are insecurity, improper business planning and 

the owner mindset issues and other factors. Luckily, there is no default in Islamic 

finance of AIB yet. 

Q.9: How AIB would avoid the loan defaults in the future? 
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In a country like Afghanistan, due to security and economy instability, it is 

hard to pre-measure the probable future defaults, however there are still ways that 

AIB practices in order to reduce the default rate including selecting right 

customers and right businesses (example the customer (should have knowledge, 

skill, ability, and experience, should adapt to the changes in the market   place and 

understand the needs of clients, there should be  proper business plan, exact usage 

of fund details, accounting, and finance systems). 

Q.10: What can businesses do to improve and become eligible for AIB loan? 

His suggestions to those companies which are eager to obtain loans from 

AIB and are yet not eligible are, they should adopt proper financial system, know 

how to efficiently manage their inventory, create proper sales channels, they 

should be severe while doing business, have wise and clear strategic business plan 

for the growth of the business, use the historical financial data and perform 

analysis for future business activities and planning, should have experienced top 

management structure, qualified employees and select the right product and 

service.  

He continued saying that most of the Afghan business owners do not know 

or not listening to the customer needs, they simply start their businesses by 

copying other firms in the market. 

4.2.2. Afghan Growth Finance 

Founded in 2007, Afghan Growth Finance (AGF) established by a US 

based institution "Small Enterprise Assistance Fund (SEAF) in partnership with 

Overseas Private Investment Corporation (OPIC)- an investment management 

group provides capital and business services to SMEs." AGF works with all 
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sectors, places with emphasis on providing long term capital to manufacturing, 

agribusiness, energy, transport and service industries in Afghanistan. 

Summary of AGF visit: 

Q.1: Does AGF give loan? If yes, please explain the amount of loans, interest rate 

and the types of loans AGF provide. 

Yes, AGF provides credit. AGF offers different kinds of loans to different 

businesses at the various stages. AGF offers both conventional and Islamic 

financings to firms in Afghanistan, AGF loans begin from $100,000 up to 

$4,000,000 and in some exceptional cases, up to $11.5 million. The interest rate is 

not fixed its more dependent on the type of business, the amount of loan, 

repayment term of loan and overall risk of repayment. 

 

Q.2: What are the main requirements of your bank for business to get the loan? 

The main requirements for a business to get the loan are: 

- To mitigate the risk of the loan, the client must pledge an immovable 

property with legal clear title deed worth at least 1x (100 percent) of the 

principal loan amount. 

- The business should be a registered business with government, and it 

should be active 

- Copy of updated business license and tax identity number  

- A summary of the business plan and profile of the company 

- Historical financial statement for at least last 12 months 

- A copy of bank statement should include at least one-year transactions 

- List of buyers and suppliers (if any) 

- Property evaluation report (the third party provides this report) 
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- Details for exact usage of fund  

- Aging report for account receivable and accounts payable 

Q.3: Does every firm who apply for loan is considered for the loan? 

No. Those clients who meet the criteria of AGF loan are accepted, others 

are rejected, the reason for the rejection is that most of the applicants do not have 

an appropriate business plan, historical financials, bank account, a proper plan for 

usage of the fund, etc. 

Q.4: Which companies are easy to have access to loan? Men owned or women 

owned? 

Like most of other financial institutions, gender does not matter to AGF 

while gives the loan. Therefore, both men and women owned businesses can 

access AGF loans (if meet the institution's investment criteria and provide the 

required for the loan documents on time). 

Q.5: Does AGF offer Islamic financing? If yes, please explain the types of your 

Islamic financing. 

Yes. AGF offers Islamic financing, for instance, AGF provides Murabaha 

finance to clients whereas AGF procures goods to customers and sales it back to 

them with a markup on cost price. 

Q.6: Do firms apply for Islamic finance?  

Yes. Since Afghanistan is a religious and traditional country, there is high 

demand for Islamic products. Therefore, businesses often ask for Islamic finance. 

Q.7: What are the main criteria for AGF‟s Islamic products? 

No significant difference is comparing it with the conventional loan. 

Q.8: Does AGF have defaulted loans? If yes, please explain the reason. 
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Yes. AGF as any other banks and financial institutions in Afghanistan and 

the world has defaulted loans, the main causes for default are insecurity, improper 

business planning and the owner mindset issues and other factors. Luckily, there 

is no default in Islamic finance of AIB yet. 

Q.9: How AGF would avoid the loan defaults in future? 

In a country like Afghanistan, due to security and economy instability, it is 

hard to pre-measure the probable future defaults, however there are still ways that 

AGF practices in order to reduce the default rate including selecting right 

customers and right businesses (example the customer (should have knowledge, 

skill, ability, and experience, should adapt to the changes in the market   place and 

understand the needs of clients, there should be  proper business plan, exact usage 

of fund details, accounting, and finance systems). 

Q.10: What can businesses do to improve and become eligible for AGF loan? 

- Should have a practical business plan. 

- Know the business environment of Afghanistan 

- Should have a proper financial and accounting system to know 

o Cash inflow and outflow of the business 

o Profitability of its business  

o Receivable, inventory and payable turnovers  

- Experience managers and employees  

4.2.3. OXUS Afghanistan (OXUS) 

Oxus Afghanistan, a micro finance institution, was established in 2007 to 

provide collateral free loan to small business and individuals twenty-one of its 

branches in Afghanistan. 
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Visited a loan officer of Oxus Afghanistan on the 8
th

 of June 2017 in her 

office, for an interview to understand their operation and the facilities they offer 

to businesses. 

Q.1: Does OXUS Afghanistan give loan? If yes, please explain the amount of 

loans, interest rate and the types of loans OXUS Afghanistan provide. 

Yes, OXUS Afghanistan was established with the goal of facilitating none 

collateral small and medium size loans to businesses and individuals. OXUS 

Afghanistan offers different types of collateral free SME loans, group loans, 

personal loans, social loans, staff salary loans, gold back loans and agricultural 

Murabaha loans. 

OXUS Afghanistan is with the aim of facilitating the micro finances to 

those customers where banks cannot penetrate, OXUS Afghanistan mission to 

develop and participate in the economic development of the country, OXUS 

Afghanistan offers loan from US$150 up to US$30,000, it charges low rate for the 

loan, OXUS Afghanistan interest rates are from 2 percent to 12 percent, the 

higher the predictable risk of loan the higher the interest charge to customer but 

not more than 12 percent.  

Q.2: What are the main requirements of OXUS Afghanistan for a business to get 

the loan? 

The main requirements for a business to get loan are: 

- The business should be a registered business with government of 

Afghanistan, and it should be active 

- Copy of updated business license and tax identity number  

- At least six months of the business operation 

- Two people to guarantee the owner for repayment (guarantors) 
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Q.3: Does every firm who apply for loan is considered for the loan? 

OXUS Afghanistan offers loan to all types of businesses operate in 

Afghanistan as far as it's in the coverage of OXUS Afghanistan operations. 

Q.4: Is every firm which applies for loan, they are considered for the loan? 

No. Businesses which are not located in the coverage area of the OXUS 

Afghanistan offices are rejected. Companies and individuals who cannot provide 

the guarantors are also rejected. And there are many other reasons causing the 

rejection of the loan applications. 

Q.5: What are the main issues with the companies which their loan applications 

are rejected? 

Those applicants who cannot provide the required to loan documents for 

instance: Applicants who cannot provide the necessary document and guarantors 

cannot be considered, applicants who are not in the coverage area of the Oxus are 

not considered for loans. 

Q.6: Which companies are easy to have access to loan? Men owned or women 

owned? 

All types of the businesses are easy to work with, OXUS Afghanistan 

vision is to provide financial access to area not served by the banks and other 

financial institutions, to develop lively hood and support the job creation.  

Q.7: Does OXUS Afghanistan offer Islamic products? If yes, please explain the 

types of your Islamic products. 

Yes. OXUS Afghanistan supports the local traditions and beliefs; 

therefore, we offer Agricultural Mudarabah financing.  

Q.8: Do firms apply for Islamic products?  
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Yes.  Since OXUS Afghanistan operates in remote villages, villagers are 

eager to have Sharia based Islamic financing facility. 

 

Q.9: What are the main criteria for OXUS Afghanistan Islamic products? 

It‟s the same as the conventional loan. 

Q.10: Does OXUS Afghanistan have defaulted loans? If yes, please explain the 

reason. 

Since OXUS Afghanistan works with the community, therefore it doesn‟t 

have any defaulted loans.  

Q.11: How to avoid the future loan defaults? 

A thorough study of the applicants‟ loan request and implementing OXUS 

Afghanistan's credit criteria would avoid our institute's loans default. 

Q.12: What can businesses do to improve and become eligible for OXUS 

Afghanistan loan? 

OXUS Afghanistan has a set of process to be completed before granting the 

loan to its clients. Applicants are required to fulfill the requirements, normally the 

loan process of OXUS Afghanistan is, screening the loan request, site visit of 

client's business, visit client's home, analyze the business plan and business 

viability, presenting the result to investment committee, decision to be made for 

disbursement, post investment monitoring, and client reporting.  
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CHAPTER 5: DISCUSSION 

5.1. INTRODUCTION 

Chapter 4 discussed and presented the data analysis with the intention of 

addressing the study questions, this chapter includes three main sections; the first 

section discusses the findings in relation to the objectives of the study and other 

related theories, the second section is the recommendations on accessing to 

finance to SMEs in Afghanistan, and the third section includes suggestions for 

future researches and ends with main findings of the study. 

5.2. RESEARCH MAJOR FINDINGS 

The main research objective is to identify the factors affecting SMEs access to 

finance in Afghanistan, therefore four important issues were considered during 

research these issues are including, the effect of obstacles in obtaining finance 

from Afghanistan financial and nonfinancial institutions, the effect of external and 

internal factors on SMEs performance, the characteristic of business, SMEs 

managers/owners and financial and nonfinancial institutions on SMEs accessing 

to finance and, availability of Sharia compliant investment products to SMEs. In 

order to reach this objective 50 Afghanistan SME entrepreneurs were surveyed by 

having face to face interviews using questionnaires and also the study includes 

interviews with five financial institutions and three nonfinancial institutions of 

total interviews, the interview of 1 bank, 1 micro finance, 1 nonbank financial 

institution and 1 nonfinancial institution (Money Exchange Dealer) as sample 

from each is incorporated in this research paper in chapter 4. 
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5.2.1. Available Sources of Finance for Afghanistan SMEs 

SMEs often apply for loan to expand its ongoing operations and they rely 

on financial intermediaries for instance commercial banks. Per research, 82 

percent of Afghanistan SMEs applied for loan where 18 percent did not, the 

reason for not applying loan was that 35 percent had problem of not having 

enough collateral to be pledged for loan, 25 percent had religious issues whereas 

they were not interested in applying for conventional loans, 19 percent didn't 

apply because of high-interest rate 

More than two-third (29 percent) indicated that they applied for 

„Murabaha‟, 17 percent applied for „term loan‟, 17 percent for „overdraft facility‟, 

12 percent for „letter of credit‟ and the rest 34 percent applied for other products 

(example: 7 percent working capital, 7 percent bid security, 7 percent bid security, 

5 percent for performance guarantee, 2 percent for Ijara and 2 percent of 

Musharaka)  

Due to high risk of the loan, almost all financial and nonfinancial 

institutions charge high-interest rate, 34 percent of respondents were charged with 

16-20 percent interest rate, 22 percent were charged 11-15 percent, 22 percent 

were charged >20 percent, 11 percent were charged 5-10 percent and only 5 

percent were charged <5 percent. 

Of total surveyed SMEs, 65 percent faced difficulties while obtaining the 

loans from Afghanistan Banks or other financial institutions‟ while 35 percent 

faced no significant challenges. The interest rate, collateral, duration and 

acceptance and approval process of the loan were the main challenges, whereas 

27 percent were asked for high collateral, 15 percent were asked to pay high-
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interest rate, 15 percent faced loan repayment duration challenge, and 10 percent 

of SME entrepreneurs had problem with the loan acceptance and approval process 

Of total loan application, 82 percent of SME entrepreneurs loan 

applications were rejected by banks or other financial institutions whereas only 18 

percent were accepted. From total rejected, 27 percent were rejected due to „lack 

of collateral‟, 24 percent were rejected because they were „start up business‟, 12 

percent rejected due to „poor business operation performance‟, 15 percent were 

rejected due to „no accounting and financial system‟ 10 percent were rejected due 

to poor financial performance, 7 percent were rejected because of „insufficient 

business planning‟ and 5 percent of loan applications were rejected as they didn‟t 

meet the financial institutions‟ requirements  

Since more than 99 percent of Afghanistan population are Muslims, 63 

percent SME entrepreneurs preferred Islamic financing over conventional loans, 

18 percent preferred conventional loan over Islamic financing; however, 20 

percent of respondents preferred both Islamic financing and conventional loans. 

5.2.2. Business Environment Challenges 

A significant number of SMEs face various business environmental 

challenges to their sustainable growth in the world; these obstacles cause to 

weaken the business performance and make it challenging to SME entrepreneurs 

access to finance from financial and nonfinancial institutions. A few these 

challenges included: 

Level of education: 28 percent of SME entrepreneurs considered this 

variable as major challenge to their business growth, 42 percent believed that 

level of education is a moderate challenge factor to their business growth, 
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however, 14 percent indicated the level of education as less challenge on their 

business growth and 16 percent thought that the level of education is not even a 

business challenge to them. 

Work experience: 34 percent of SME entrepreneurs indicated the lack of 

experience as a major challenge, 38 percent said that the lack of experience as 

moderate challenge, whereas, 14 percent indicated the lack of experience as less 

challenge and 14 percent of SME entrepreneurs‟ answer was no challenge to work 

experience. Those who considered the lack of work experience as major and 

moderate challenges believed that it would be tough for a business to have 

sustainable growth with no or less working experience and the firm would face 

with lots of obstacles while accessing to finance. 

Skilled labor availability: 32 percent of SME entrepreneurs answer to 

skilled labor availability was major challenge, 36 percent indicated that lack of 

skilled labor was a moderate challenge to them, however 24 percent believed that 

skill labor availability was less challenge to them and only 8 percent was thinking 

the skilled labor availability has no impact on their businesses. The respondents 

who considered the lack of skilled labors as major and moderate challenges 

believed that the labor and its skills are the most important business drivers and 

lack of it would lead to unsustainable growth of business which makes it 

challenging when sourcing fund from finance providers. 

Government Support: 42 percent SME entrepreneurs‟ answer to 

government support as a business environment challenge was as major challenge, 

and 34 percent believed that government support was moderate challenge to them. 

However, 18 percent considered the government support as less challenge and 
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only 6 percent of respondents answer to government support was no challenge. 

Most of the respondents whose answers were „major and moderate challenge' to 

„government support' were indicating that the Government of Afghanistan has 

very limited contribution to their business growth and sometimes not only no 

contribution by Government of Afghanistan, but it creates the SMEs with more 

challenging business environment as an example, the respondents believed that 

paying taxes to Government of Afghanistan is important and must be paid, 

however they were not satisfied with the tax allocation percentages and some 

administration challenges by the time they pay it. Also, many of respondents were 

indicating that Government of Afghanistan has very limited facilities to attract the 

foreign businesses to invest in Afghanistan for instance lack of security, lack of 

skilled labor, low quality and low price of goods imported, high cost of electricity, 

etc. all these factors negatively affecting SMEs business environment, therefore, 

this variable leads to unsustainable growth of businesses and therefore makes it 

challenging to source external finance. 

Financial Support: 40 percent SME entrepreneurs‟ answer to financial 

support was major challenge, 36 percent of considered the financial support as 

moderate challenge only 6 percent indicated that the financial support was no 

challenge and 18 percent considered the financial support as less challenge. Those 

SME entrepreneurs who considered the financial support was the remarkable 

challenge (major or moderate challenge) to them believed that the sustainable 

business growth has direct link to financial support, if the business is financially 

weak, it will not meet the industrial, financial targets and therefore would be 

defeated by rivals which would end with bankruptcy.  
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There have been some other variables (quality of products and services, 

customer satisfaction, market demand, government regulations, competitors, and 

technology) which SME entrepreneurs considered as main business environment 

challenges which affect access to finance, in average 30.0 percent of respondents 

answer to these variables were „major challenge', 27.3 percent of respondents 

answer was „moderate challenge' 18.7 percent of respondents' answer was „ less 

challenge' and 24.0 percent of respondents believed that these variables are „no 

challenge'.  

5.3. Recommendations 

The SME sector as one of the important in Afghanistan plays a vital role 

in the growth and development of economy as through which the private sector 

backbone is being formed. As per studies, SMEs make almost 90 percent of 

entrepreneurs and approximately 60 to 70 percent of employment generation, and 

meanwhile, they play an important role in mitigation of poverty in the country. 

Thus, the Government of Afghanistan needs to pay more attention to SMEs 

through facilitating an appropriate business environment for growth. This study 

proved that a significant number of owners/managers face obstacles while 

sourcing finance (accessing finance) from Afghanistan financial and nonfinancial 

institutions, further the financial institutions are reluctant to provide loans, not 

only the problems arise due to SMEs weak financial bases, credit rating problem, 

insufficient collateral but also due to high security risks and boreoarctic legal 

systems in the country. The poor and incomplete information provided by SMEs 

causes that financial institutions to charge them with higher interest rate and make 

them pledge property as collateral with higher value. Therefore, to promote access 
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to finance and develop SME sector in Afghanistan this study makes some 

recommendations. 

   The findings of the study indicated that there are several factors that hinder 

Afghanistan SMEs access to finance from Afghanistan financial and nonfinancial 

institutions which negatively affects the sustainable growth of their businesses. 

Thus, the ability of SMEs' owners/managers to successfully obtain credit from 

financial and nonfinancial institutions is based on, well-formulated business plan, 

creditworthiness proves, audited financial statements and business experiences 

and management competency. Also, based on this study a significant number of 

owners/managers of SMEs are not aware of some fund sources, therefore they 

need to enhance their awareness in regard to different funding opportunities 

available, and select the most appropriate fund which is having better repayment 

terms and low cost to finance its project.  

   The findings of the study also indicate that owners/managers face difficulties 

with customer satisfaction, competitor and sales which are the most important 

business success factors, therefore SMEs owners/managers need to promote their 

products and services, enhance their marketing skills and increase its number of 

customers. Also, the SMEs owners/managers need to increase their knowledge of 

finance and accounting; they need to know how to input accounting data, prepare 

financial statements (statement of profit and loss, statement of cash flow and 

balance sheet). 

   Financial and nonfinancial institutions should make its process of loan 

offering in a simplified manner and make some practical lending criteria to 

finance SME sector rather than pushing the SME entrepreneurs for high amount 

of collateral, high-interest charge rate and having a complex loan procedure. They 
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can think of some custom-made loan packages to meet the financing needs of 

SMEs. To increase its revenue and profitability, financial institutions due to 

religious and traditions of Afghan community should offer more Islamic finance 

products that are Sharia compliant. This study suggests one Islamic finance 

product- Murabaha to be considered by banks and financial institutions. 

   The study also found that most SMEs in Afghanistan face difficulties due 

to corruption, government regulations and bureaucracy, therefore Afghanistan 

government needs to bring fundamental systematic changes in its offices through 

placing up to date technology, recruit young generations who have high 

competency of working in key governmental departments, train the staff through 

workshops, seminars and courses. 

   The study findings also indicate that a significant number of financial 

institutions do not provide loans to startup businesses, therefore the financial 

institutions need to amend its loan criteria to make it also easier for startup 

businesses to access finance. Lastly, since banks and other financial and 

nonfinancial institutions charge SMEs with high-interest rates, Government of 

Afghanistan should introduce some interest rate supported programs to facilitate 

SMEs to obtain funds in Afghanistan with lower interest rates.  

5.4. Limitations of the Study 

The same as other studies, there are some limitations to this study, which 

these limitations do not reduce the significance of the finding. For instance the 

study focuses only on SMEs located in three main cities (Kabul, Herat, and 

Mazar) of Afghanistan, therefore the implications are more focused and limited 

SMEs located in these three cities, as SMEs located in other cities could not be 



102 
 

accessed due to security problems and time constraints, thus it was hard to 

researcher to contact and meet SMEs in other cities of Afghanistan.  

5.5. Suggestions for Future Research 

Future research may study an increased sample size for each three sectors of 

service, manufacturing, and trade and may not be limit to only three cities of 

Afghanistan however, and increased number of SMEs would be interviewed in all 

cities of Afghanistan in order to explore the significance and generality of the 

findings and address in more detail the objectives of this study. 

5.6. Conclusion 

The study provided empirical evidence on SME sector face obstacles in 

obtaining finance from Afghanistan financial and nonfinancial institutions. It 

suggested practical ways to encourage Afghanistan financial and nonfinancial 

institutions to provide financing to SMEs. Some factors are related to SME 

entrepreneurs (owners/managers) characteristics which affect them to obtain fund 

from Afghanistan financial and nonfinancial institutions. The study also 

concludes that obstacles SMEs face accessing finance are remarkably linked to 

the financial performance of SMEs in Afghanistan.  

At the conclusion, this study should help and enable Afghanistan financial 

and nonfinancial institutions and policy makers to pay attention and have high 

contribution in the success of SMEs. The study should also help owners/managers 

using some key factors to help develop their businesses.  
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Table A-2, Quarterly Financial Sector Financial Statistics 
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All Development Finance Providers 

 

Table A-4, All Development Finance Providers 
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APPENDIX B: QUESTIONNAIRE FOR SME ENTREPRENEURS  

Questionnaire- SME Entrepreneurs 

I. Background Information: 

1. What is the name of your firm? 

 

2. Basic Business Info: 

a) Business Type? 

        Wholesale 

        Retail 

         Manufacturing  

         Service 

 Other ___________________ 

b) What is the estimated current market value of your business? 

       < 1 million US$          05- 10 million US$     20- 50 million US$  

       1-5 million US$           10- 20 million US$           > 50 million US$ 

c)  What is your business annual estimated turnover (Revenue)? 

       < 1 million US$       05- 10 million US$     20- 50 million US$  

       1-5 million US$            10- 20 million US$             > 50 million US$ 

d) What is your current number of your employees? 

       < 10              25- 50                  100-300  

       10-25                       50- 100       > 300 

e) Is the founder of the business acting as a manager? 

        Yes 

         No 

f) Gender of the owner? 
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        Male                                            Female  

g) Years of experience before you started the business? 

        <5 years 

        5-10 years 

        >10 years 

h) The level of your education? 

                      High School    Post graduate  

                      Vocational Diploma    Others (please specify)  

                      Bachelor 

i) Did you do feasibility study and make a business plan before you started 

the business? 

        Yes 

        No 

j) How do you agree or disagree on the following statements in regard to 

business plan? (please tick mark). 

 Strongly 

Disagree 

Disagree Not 

Sure 

Agree Strongly 

Agree 

Business plan is useful to 

clarify future vision of 

the business 

     

Business plan is helping 

to get loan 

     

Business plan is costly 

and time consuming 
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Business plan is helpful 

to determine customer 

needs and product 

demand 

     

Business plan is useless 

in Afghanistan  

     

II. Business Challenges  

a) What are your business challenges?  

No. Factors 

Major 

Challenges 

Moderate 

Challenges 

Less 

Challenges 

No 

Challenges  

1 Sex/Gender     

2 Ethnicity      

3 Owner‟s age     

4 Leve of education     

5 Work experience      

6 Capital availability     

7 Skilled labor 

availability 

    

8 Government support     

9 Government 

bureaucracy 

    

10 Corruption      

11 Advisory services     

12 Legal issues     
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13 Government 

regulations 

    

14 Training     

15 Financial supports     

16 Quality of products 

and services 

    

17 Customer satisfaction     

18 Market demand     

19 Competitors      

20 Technology      

21 Management skill     

 

b) Do you have a strategic plan for your business? 

        Yes 

        No 

c) What is your market share? 

      < 5 percent            11- 15 percent                > 25 percent  

       5-10 percent            16- 25 percent   

 

d) What is your growth rate/annum? 

      < 5 percent            11- 15 percent        > 20 

percent   

       5-10 percent            16- 20 percent    

e) Does your firm have accounting and financial system? 

        Yes 
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        No 

f) Is your firm reporting its financial transactions on monthly basis? 

        Yes 

        No 

g) Do you often make annual budgeted cashflow for your firm? 

        Yes 

        No 

h) Which fund sources did you use when you started your business? 

         Shareholder‟(s)‟ Capital               Relatives and Friends  

         Commercial Banks    Islamic Banks 

         Venture Capital      Money Exchange Dealers  

         Foreign Grant      Others (please specify) 

…………………… 

i) Does your firm have any financial and/or loan liability to banks or any 

other financial institution? 

        Yes 

        No 
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Accessing Finance  

a) What source(s) of finance did you use after establishment of your 

business? 

         Own money         Loan from Relatives and Friends  

         Loan from Commercial Banks       Borrowed from Islamic Banks 

         Venture Capital      Borrowed from Money Exchange Dealers  

         Foreign Grant      Others (please specify) 

…………………… 

b) What did you need the financing for? (You can choose one or more than 

one) 

        Working Capital      To Expand Business   

        Purchasing Machinery     To Cover Direct Costs 

        Purchasing Equipment & Tools   To Cover Indirect Costs  

        Purchasing Land and Building   Others (please specify) 

…………………… 

c) Have you ever applied for loans from Banks or other Financial 

Institutions? 

        Yes 

        No 

d) If “Yes” What type (s) of loan have you applied for? (Select all that apply) 

       Term Loan     Overdraft Facility          Letter of Credit  

       Working Capital Loan    Bid Securities        Performance Guarantee  

       Murabaha       Mudaraba              Qarzul Hassana   

       Musharaka      Ijara                Others…… 
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e) What was the interest rate for your loan? 

      < 5 percent            11- 15 percent               > 20 percent   

       5-10 percent            16- 20 percent   

  

f) Did you face challenges and difficulties while obtaining the loans from 

Afghanistan Banks or other Financial Institutions? 

        Yes 

        No 

g) If “Yes”, has this affected the performance of your business? 

        Yes 

       No 

h) If “No” for the Question for III- c, what is the reason? 

         Couldn‟t meet the criteria   Religious issues  

         Ask for high collateral      A lot of paper works 

         The interest rate is high    Others (please specify) 

……………………   

i) If religious is from main concerns, why don‟t you apply for Islamic loan 

facilities? 

         Ask for high profit    I am not sure if its Islamic 

financial product  

         Ask for high collateral      Others (please specify) 

…………………… 

         Very few Islamic financial Products 

j) What main challenges and problems did you face while applied for loans 

from Afghanistan Financial Institutions? 
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         Loan processing time is too long  The loan process is too 

complicated  

         High interest rate                Charges high services fees  

         High collateral                  Short loan duration 

         A lot of paper works               No challenges and problems   

         Insufficient finance amount                    Others (please specify) 

…………………… 

k) Has your loan application ever been rejected by banks or other financial 

institutions?   

       Yes 

       No 

l) If “Yes”, what was the main reason? 

         Startup business     No accounting and financial 

system 

         Lack of collateral                 Insufficient business 

planning   

         Poor financial information               Don‟t meet the requirements    

         Poor business performance              Others (please specify)  

 

m) Which type of financing do you prefer for your business activities? 

       Islamic financing           Conventional loans                Both 

 

THANK YOU SO MUCH FROM YOUR SUPPORT AND TIME 

 


