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duce overall economic efficiency and result
in wasted resources.

+ Lack of Exposure to Global Markets:
Restricting imports may prevent domestic
enterprises from accessing international
markets, limiting their exposure and growth
opportunities. This can slow Afghanistan's
ability to expand, innovate, and compete
globally.

Conclusion and Recommendations:

Import substitution is a policy aimed at foster-

ing Afghanistan’s economic development by

reducing dependence on imports and encour-

aging domestic production of previously im-

ported goods. While it may enhance self-

sufficiency, it can also restrict access to ad-
vanced technology.

Import substitution offers several benefits.

First, it creates a favorable environment for

the growth of national industries and ensures

Additionally,

these policies aim to replace imports with do-

steady economic expansion.

mestic production to spur innovation, gener-
ate employment, reduce foreign currency de-
pendence, and enhance self-reliance in critical
sectors such as food and defense. Historically,
import substitution in Afghanistan has been
associated with increased resource utilization
and improved living standards. It can also
boost economic competitiveness and mitigate

risks from external shocks and trade imbal-
ances.

However, import substitution has notable
drawbacks. Domestically produced goods of-
ten come at a higher cost compared to cheaper
imports, increasing expenses for consumers.
Additionally, a lack of competition and limited
access to raw materials can lead to inefficien-
cies and high production costs. Other disad-
vantages include reduced competitiveness and
efficiency, restricted access to technology, reli-
ance on government subsidies, trade barriers,
and limited exposure to global markets.
Afghanistan’s economic policy should not fo-
cus solely on import substitution but should
incorporate complementary strategies such as
export-driven growth and foreign investment
to ensure long-term economic stability. Rather
than relying on protectionist policies, the
country should promote free trade, innova-
tion, and specialization to achieve sustainable
economic success. Weighing the risks and
benefits of different approaches will help Af-
ghanistan tailor its policies to its unique eco-
nomic needs.

Prepared by: Abdul Waheed Amozgar
Position: Senior Economic Researcher
Department: Monetary Policy Department
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oped nations, potentially leading to fi-
nancial instability and weakening the

overall economy.

VIII. Decreases Domestic Prices: Import
substitution can contribute to lower
prices for goods and services. Afghani-
stan can reduce import-related costs by
producing goods domestically, such as
customs duties and shipping expenses.
As a result, the overall cost of products
may decline, making them more afford-
able for the local population.

Disadvantages of Import Substitution in

Afghanistan:

Import substitution has several disadvantages.

Below are a few shortcomings of import sub-

stitution in Afghanistan:

+ Reduced Competition and Efficiency:
One of the major disadvantages of import
substitution is the lack of domestic compe-
tition. Restricting imports removes the
pressure on local producers to compete
with multinational companies, leading to
lower efficiency and innovation. With less
incentive to improve, consumers may face
higher prices and lower-quality products.

+ Limited Access to Technology: Limited
access to technology occurs when individu-
als cannot connect to or use certain tech-
nologies due to service failures, poor cover-
age, or restrictive login verification proce-
dures. Import substitution can further re-
strict access to advanced technology and
knowledge, delaying the global competitive-
ness and innovation of Afghan industries.

+ Dependence on Government Sup-
port: Government subsidies and protec-
tionist policies are often used to promote

import substitution. However, excessive re-
liance on government intervention can hin-
der market efficiency. While import substi-
tution typically requires support through
protective legislation, tax cuts, and subsi-
dies, these measures, though beneficial in
the short term, are not sustainable in the
long run. The government may lack the fi-
nancial resources to continue supporting
domestic industries, and if subsidies are
withdrawn, local businesses may struggle to
grow.

Reduced Export Competitiveness: Im-
port substitution may weaken Afghanistan's
export competitiveness by prioritizing do-
mestic production over international trade.
This can slow export-led growth and reduce
the benefits of global commerce.
Inefficient Production: Import substitu-
tion in Afghanistan can lead to inefficient
production due to protectionist policies and
a lack of competition. This may result in
higher consumer prices and lower-quality
products.

Limited Market Access and Trade
Barriers: Import substitution policies of-
ten introduce trade barriers such as tariffs
and quotas, making it difficult for foreign
companies to enter the domestic market.
Additionally, restricting market access can
limit the supply of goods and services, re-
ducing consumer choices and driving up
costs.

Inefficient Allocation of Resources:
Import substitution prioritizes domestic
production over market demand or com-
parative advantage, potentially leading to
inefficient resource allocation. This can re-




II.

IIL.

IV.

the development of new technologies,

further strengthening the economy.
Protects Domestic Businesses: One
of the most significant advantages of im-
port substitution is its capacity to protect
domestic enterprises from imported
items. Import substitution can support
the growth of Afghan domestic industries
by increasing local manufacturing, ena-
bling them to compete with imported
products. Additionally, as globalization
accelerates, traditional industries and
cultural practices may be jeopardized.
Increases Self-sufficiency: Import
substitution increases self-sufficiency by
reducing reliance on foreign goods and
services, which is one of its key advan-
tages. This can strengthen Afghanistan's
self-reliance and reduce its vulnerability
to external shock to the economy. Pro-
ducing goods domestically reduces the
need to import them from other nations,
lowering the outflow of foreign curren-
cies. This, in turn, helps to improve Af-
ghanistan's trade balance as well as over-
all economic stability.

Protects Infant Industries: Import
substitution can support new and emerg-
ing industries by enabling them to be-
come more competitive against foreign
enterprises. This strategy fosters the
growth of domestic industries and en-
hances their ability to compete in global
markets. If the Afghan government
adopts the infant industry argument, it
can protect domestic industries from in-
ternational competition by implementing
high tariffs and import quotas. This ap-

VL

VII.

proach promotes economic self-
sufficiency and creates employment op-
portunities.

Improves Balance of Trade: Import
substitution can help Afghanistan to im-
prove the country's balance of trade by
reducing imports. Afghanistan can turn
its trade deficit into surplus by making
significant investment in export-oriented
manufacturing or mine extraction sec-
tors. It is also advised to achieve a trade
surplus by imposing higher tariffs on im-
ported goods.

Enhances Food Security: Afghani-
stan's agricultural sector also benefits
from import substitution. Agriculture
plays a vital role in the economy, contrib-
uting approximately 34-40% of the
country’s GDP. By increasing domestic
agricultural production, import substitu-
tion can reduce reliance on food imports,
enhancing national food security.
Strengthening Afghanistan’s capacity to
produce sufficient food for its population
lowers the risk of food shortages. Addi-
tionally, this approach can drive the
growth of agro-based industries, further
strengthening the economy and generat-
ing employment opportunities.
Stabilizes the Exchange Rate: Af-
ghanistan must sustain a stable inflow of
foreign exchange to manage the external
value of its currency and maintain its po-
sition in the global economy. If the coun-
try imports significantly more than it ex-
port, its currency will depreciate. Such
economic imbalances can be particularly
detrimental to developing or underdevel-
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Advantages and Disadvantages of Import

Substitution in Afghanistan

Economic growth requires diversification of
production. This should include both the grad-
ual substitution of certain importing com-
modities with domestically produced goods
and the development and improvement of new
products for exports. Import substitution has
advantages and disadvantages as a strategy for
promoting economic growth and develop-
ment. While it can help domestic firms achieve
self-sufficiency, it can also lead to wasteful
production techniques and limited access to
technologies.

Advantages of Import Substitution:
Import substitution provides various advan-
tages that can contribute to the development

= L T

of Afghanistan. The following is a brief expla-

nation of these advantages:

I.  Promotes Domestic Industries: Im-
port substitution enhances the quality of
domestic products, generates employ-
ment opportunities, and stimulates eco-
nomic growth. By producing goods do-
mestically, Afghanistan can retain more
financial resources within its economy.
This approach fosters the expansion of
local industries, leading to increased em-
ployment and income stability, which, in
turn, encourages consumer spending.
Moreover, the growth of domestic indus-
tries can drive innovation and facilitate




DAB, MoF Ink MoU on Digital Payments

Da Afghanistan Bank (DAB) and the Ministry of
Finance (MoF) signed a memorandum of under-
standing (MoU) regarding the transparent collec-
tion of revenues, Emirate expenditures, and digital
payment of salaries.

In light of the recommendations of Amirul Momi-
neen Hafidzahullah, such an MoU is considered an
important step towards progress, transparency,
and accountability in the country’s financial sector.
According to the MoU, Da Afghanistan Bank's
Automated Clearing Settlement System (ACSS)
and Afghanistan Payment System (APS) will be
integrated with the Ministry of Finance’s systems,
including ASYCUDA, SIGTAS, and AFMIS.

In the press conference held at the DAB’s head of-
fice, DAB’s Deputy Governor Sediqullah Khalid
considered the initiative an important step to-
wards advancing the country’s financial and bank-
ing system. He added that with the integration of
these systems, revenues will be transparently col-
lected, Emirate expenditures will be regulated via
digital payments, employees' salaries will be paid
on time, and facilities for traders in customs and
banking will improve.

”Utilizing its internal capacities, Da Afghanistan
Bank has rebuilt the payment systems, which is a
significant step towards achieving financial inde-
pendence,” Khalid said.

He further added that the MoU will not only in-
crease transparency in revenue collection, Emirate
expenditures, and salary payments, but also con-
tribute to preventing financial corruption, improv-
ing accountability, developing banking services,
and facilitating private sector affairs, which ulti-
mately, will strengthen the country's economic sta-
bility and financial system.

Speaking at the press conference, the head of the
MoF’s Revenue Department, Hafiz Mawlavi Shah
Hussain Hussaini expressed his satisfaction that,
following the return to power, the national budget
is now funded annually through national revenues.
He hoped that all ministries and Emirate institu-
tions would collect revenues transparently from
existing sources and prevent loss.

Hussaini stated that ministries and Emirate insti-
tutions in the capital and the provinces previously
collected national revenues through banks, and
others were collected in cash, which posed chal-
lenges in the physical collection of revenues.
According to him, national revenues will, be col-
lected transparently and electronically within a
specified timeframe for the first time under this
MoU and transferred to the MoF’s single account.
It is worth mentioning that integrating systems
and the function of the electronic payments system
will enhance the efficiency of financial operations
and expand financial services. The process is ex-
pected to improve transparency, accountability,
and the overall strength of standardized financial
systems, ultimately contributing to the country’s
economic stability and development.

Previously, these systems were developed by for-
eign companies at a high cost. However, their op-
eration was halted following the Islamic Emirate of
Afghanistan takeover. DAB transformed this chal-
lenge into an opportunity by rebuilding these sys-
tems using its internal capacities.

These systems are now fully owned by DAB. More-
over, their reconstruction was completed without
additional costs, and they no longer require any
annual maintenance expenses.
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