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Abstract

This study investigated the influence of the dimensions of mental accounting on remittance dependency
among Afghan households. Mental accounting was conceptualized as a multidimensional construct
comprising mental accounting labelling (MAL), mental budgeting (MB), and Fungibility bias (FB). Using a
quantitative research design, data were collected from 317 households through a structured 4-points Likert-
scale questionnaire. The data were analyzed using structural equation modelling (SEM) to examine the
relationship between dimensions of mental accounting and remittance dependency (RD). The findings
indicated that only mental accounting labelling exhibited a significant positive relationship with remittance
dependency (f = 0.537, p < 0.001), whereas Fungibility Bias (f = 0.096, p < 0.05) and Mental Budgeting (f
=-0.029, p = 0.708) did not illustrate statistically significant association. These findings indicate that the
dimensions of mental accounting do not contribute equally to explaining remittance dependency behavior
among the sampled Afghan households. The study also found that remittances are primarily allocated to the
consumption category of the households, particularly for daily needs, healthcare and urgent financial needs,
while only a limited proportion was allocated toward productive categories such as investment and trade.
Overall, the findings suggest that household’s mentally categorize and manage remittance income differently
from their ordinary sources of income, consistent with core theory of mental accounting. The study
emphasizes the importance of understanding behavioral biases, particularly mental accounting and its
dimensions, as well as remittance use when designing financial literacy initiatives and remittance
management policies for similar households' populations.

Keywords: Mental Accounting, Remittance, Households, Financial Decision-Making, Behavioural Finance,
Afghanistan
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1. Introduction

Remittance is a key source of financial inflows for developing and conflict-affected economies, particularly
in regions marked by poverty and high unemployment. According to the International Monetary Fund (IMF)
and the President of the World Bank, remittances are money sent by migrants to their relatives in their home
country, especially to those with low financial status (Malpass, 2022; IMF, 2009). This inflow is a
tremendous source of income for most developing countries, particularly Afghanistan, and it increases each
year. The unstable situation in Afghanistan has created many financial issues for households, most of which
live below the poverty line (Khan, 2024); they mostly rely on the financial support of family members living
abroad to cope with poverty.

Afghanistan is a country where most of the households struggling with entrenched poverty, less income, and
a lack of access to formal financial services. The latest World Bank (2026) Afghanistan Development Report
indicates that although Afghanistan's economy has seen some relative growth, the living standard of the
people has not improved due to fast population growth, reduced per capita income and increased inflation,
and poverty remains deep (world bank, 2026). In such circumstances, remittances might directly and
indirectly affect income levels, as well as macroeconomic variables such as inequality, productivity, and
poverty. It can said that it contribute positively to household welfare (Koc & Onan, 2001). Several studies
indicated that as remittances flow in, the receiving country's economy is likely to improve. In economic
downturns, remittances typically act as a countercyclical benefit, as migrants send savings to prevent
economies from collapsing. Additionally, they allow developing countries to tap international capital
markets at a lower cost of borrowing (IMF, 2007). Remittances, whether used for consumption, housing, or
investments, create economic activity and increase demand for goods and services. The pivotal effect of
remittances is not limited to macro-level indicators such as poverty alleviation, GDP growth, and overall
development but also to micro-level indicators at the household level (Pant, 2008). Because remittances tend
to be received directly by low-income families, they play a substantial role in combating poverty and are a
significant part of the poverty-reducing picture.

Despite the critical significance of remittances, the majority of Afghan households allocate and use these
inflows based on their preferences, which may not reflect the true nature of their actual life needs and are
influenced by psychological factors. Behavioral finance literature suggests that households mostly make
financial decisions based on emotions rather than rational calculation. In this regard, the role of behavioral
biases, particularly mental accounting in this study, is more influential, as proposed by Richard Thaler
(1999). Thaler suggested the dimensions of mental accounting, as mental accounting labelling, mental
budgeting and fungibility bias. This theory suggests that people categories, label and allocate money
differently, according to their source and purpose of use. Finally, this study's major focus is on these
dimensions and suggests that Afghan households may treat remittances differently from their ordinary
earnings, which will affect savings and spending behavior and may increase remittance dependency.
Remittances are an essential source of income for many families in Afghanistan, enhancing their quality of
life and supporting the national economy to a significant extent (Katseli, 2006). The mechanisms through
which these funds are utilized and their deployment should be better understood, not just as an academic
exercise, but if we are to envisage efficacious interventions in Afghanistan that can translate into better
development, poverty reduction and economic growth. Mental accounting, a core element of behavioural
finance (Zhang, 2017), offers a compelling lens for exploring these processes. It includes the cognitive
strategies people use to categories, allocate, and evaluate their resources. Through a synthesis of the
literature on remittances, the dimensions of mental accounting and the unique and specific nature of the
Afghan context, it proposes a model that summarizes how poverty, conflict, and deeply rooted cultural
norms shape remittance spending and dependency behaviours and practices. Ultimately, this paper may help
provide a more comprehensive picture of household financial flows in Afghanistan overall and is intended to
help shape policy recommendations to minimize the impact of mental accounting on remittances at both the
personal and national levels, where possible.

Insights into the impact of mental accounting dimensions on spending and saving practices among
remittance-receiving Afghan households would be important for policymakers and financial institutions
operating in the region, as they work to promote financial inclusion and literacy to ensure economic
resilience. Much of the existing literature on remittance utilization has been macroeconomic, often focusing
on poverty reduction and economic development (Adams & Cuecuecha, 2013; Ratha, 2019). Nonetheless,
there is a gap in the literature from a behavioural finance perspective, especially in economies afflicted by
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war, such as Afghanistan. The study results may provide deeper insights into remittance management and the
role of behavioural Finance, and may also be beneficial for financial education programs and policy
interventions to improve the utilization of remittances in Afghanistan.

2. Literature Review

2.1. Mental Accounting:
Mental accounting is one of the major principles of behavioural finance, and it refers to the fact that people
do not treat all money as the same (Zhang, 2017). With the help of this concept, people categorise their
money into various "buckets," each with its own set of rules and constraints (Thaler, 1999), which was
initially presented by Richard Thaler in 1980 and later developed by him, Tversky and Kahneman (1981).
This falls within the scope of cognitive biases, as individuals utilize it to organise and assess their financial
activities by categorizing their money into distinct groups and classes, marking them as non-fungible assets
(Liu & Chiu, 2015). Subsequent to the concept of mental accounting of Thaler, Haun et al (2013) proposed
that while purchasing items, people make two mental accounts: first, the Joy of buying and second, the Pain
of paying. Three theories of mental accounting have been introduced that describe how people separate their
money into different categories: Categoryl: where they make a mental budget for cost categories; No.2
functional accounts: where consumers dedicate money for specific purposes, such as saving, emergencies,
and food; and No.3 Hedonic framing: which represents how a consumer frames the purchase based on
feelings and emotions attached to it (Zhang, 2017).
Mental accounting has a remarkable role in household financial decision-making, budgeting, spending and
investment decisions (Zhang & Sussman, 2018; Zhang & Sussman, 2017), and it encompasses behavioural
finance’s principles, such as the categorization of expenses, allocation of the purpose of money, and cost-
benefit analyses (Antonides & Ranyard, 2017). It can assist individuals in managing their finances by
simplifying their choices, increasing control over their options, and enhancing their financial management
skills (Antonides & Ranyard, 2017). This concept may not align with economic theory, but it allows people
to prioritise happy experiences and spend freely, even if it is harmful to their health and thus makes them feel
less guilty (Antonides & Ranyard, 2017). They could still be helpful in designing longer-term, sustainable
financial solutions for the poor category of society (Robinson, 2001). For Instance, Microfinance can benefit
from mental accounting, which aligns with the way how people perceive money and encourages responsible
saving and borrowing, thereby improving their financial situation. Using human mental accounting to create
products and services that align with people's money behaviour could lead to a more financially suitable
world as microfinance becomes more widely used (Robinson, 2001; Zhang & Sussman, 2018).
Researchers have also found that mental accounting directs budgeting, spending, and investments and that
the way the mind understands money profoundly affects people’s behaviours with it. People, for instance,
might more happily spend money from a separate “entertainment” account, rather than a “savings” account
(Zhang, 2017), even though the total available funds are unchanged. From a wide range of fields, there is
empirical evidence that mental accounting is a powerful factor in the decision to spend or save (Iram, 2021).
At the most complex level, the policy system includes behavioural finance, which studies how individuals
make financial decisions. The study examines how households consider money as a disposable or non-
disposable resource, as well as how mental shortcuts and biases influence decision-making. For instance, loss
aversion refers to the tendency to be angrier about losing money than gaining the same amount (Garling,
2009). Framing can significantly affect financial decisions through the phenomenon known as information
encoding bias. Neoclassical economic models assume that decision-making is rational and preferences are
fixed. Yet, the presence of mental accounting in finance suggests that these models do not have explanatory
power (Garling, 2009).
To sum up, mental accounting shows how different labels affect people's feelings towards money,
influencing their spending, saving, and financial decisions. Although complicated on the balance sheet, this
strategy helps people manage their finances in the real world. Understanding this behaviour can help
improve microfinance tools and financial solutions for low-income people.
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2.2. Role of Mental Accounting in Utilization of Remittances:
The Afghan diaspora is working in various countries of the world, earning money and send it back to their
home country to fulfil the needs of their families. The inflow of remittance is something very usual to
Afghanistan, and it has a vast contribution to the economy of the country and the financial stability of
households. As reported by the World Bank for July 2024, the inflow of remittances to the world is
approximately USD857 billion, with USD320 million flowing to Afghanistan annually (WB- KNOMAD,
2024). In the light of behavioural finance, particularly mental accounting bias, this article illustrates how
mental accounting influences the utilization of remittances among Afghan households, and to what extent
they are dependent on remittances? And where do they spend this amount?
The possibility of analyzing remittances in the context of mental accounting is too high. Multiple studies
have shown that households do not utilize the remittances in the same way as other income from different
sources. But Individuals mentally divide their income by source into "accounts" for specific purposes, so that
extra funds in one account, such as a windfall, do not simply replace money in another, such as wages (Villa,
Barrett and Just, 2011). Mental accounting is all about categorizing money by individuals and households,
which leads to different spending behaviours according to the source of funds (Thaler, 1999). Looking from
the lens of remittances in Afghanistan, it may be mostly used for the saturation of the basic needs of the
households, such as education, health, and food (Temory, 2024).
Naturally, when households receive remittances, they spend them on what they need, and they save them for
their future purposes (Adams, 2002). Another study showed that Families who get remittances from overseas
spend extremely little on household essentials like food, instead they allocate most of the funds to education
and housing (Adams, Richard & Cuecuecha, 2010). Simultaneously, it has been explored by (kozel &
alderman, 1990, and Chami, et al, 2005), who said that households use remittances for investments in a very
beneficial parts of human life, such as education, health and savings. For instance, a study showed in Crop
earnings, that the income from male-managed yam fields was primarily utilized to cover societal
requirements like educational fees and staple grains for food. Alternatively, the proceeds from other male
crops and women's plots were set aside for personal pleasures like tobacco, drink, finery, and luxury foods
(Duflo & Udry, 2004). Another example from Uganda, when the treated nets were sent directly to the
families, they made sure to save the nets for the most vulnerable members of the family, such as young
children or the sick. However, if families were given funds to buy nets instead, the nets were frequently
employed to protect the household's primary breadwinners (Hoffmann, 2007). Mental accounting can also
have an impact on household food management since it allows people to customize their food choices as
their income increases from various sources (Villa, Barrett and Just, 2011).
Mental accounting reveals the intricate ways in which households utilize remittance resources to fulfil the
various needs caused by disruption. The reasons why households classify the remittances into various
accounts might be attached with specific conditions, emotional tags, the perception of someone else’s hard
work and unexpected gifts, which are discussed by (Davis et al, 2009).
There is a term known as social transfer, which should be distinct from remittances and was articulated by
Jennifer Waidler (2016) in her essay "On the Fungibility of Public and Private Transfers: a Mental
Accounting Approach". He stated that social transfers are granted legally by the government under certain
regulations and national policies, whereas remittances are issued unofficially by family members working
abroad, usually without any specific rules, are emotionally charged, and are based on migration type. He
argued that households differentiate the income from the government and the income they receive privately
from their family members.

3. Theoretical & Conceptual Framework:

The conceptual framework of this study is grounded in Richard H. Thaler's 1985 theory of mental accounting,
which posits that individuals do not treat their money as fungible but instead categorize it into separate
mental accounts based on its source and purpose. To explain this in depth, the behavioural Life-Cycle theory,
presented by Shafrin & Thaler in 1988, is employed to show that individuals allocate money to separate
accounts and exhibit different saving and spending behaviour across them. Finally, the prospect theory of
Kahneman & Tversky (1979) is also used to explain that cognitive biases regarding gains and losses
influence individuals’ financial decisions. Altogether, these theories, particularly mental accounting
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dimensions provide comprehensive behavioural insights into how households organize, allocate and label
income from remittances.

In this paper the three dimensions of mental accounting viz, mental accounting labelling (MAL), mental
budgeting (MB), and fungibility bias (FB) are considered important behavioral factors influencing household
financial decision-making regarding the utilization of remittances. The proposed framework examines how
households cognitively categorize remittance income based on their perceptions and mental financial
classifications.

Mental accounting is considered a multidimensional behavioral construct that shows how households
perceive, separate, and spend money according to its source. To understand this bias deeply, the paper
operationalized it into its core fragments, (MAL), (MB), and (FB), which can be used to measure the
dependency of households on remittances, and they are called independent variables in this study. This
process resulted in the further step, which shows the dependency of households on remittances.
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Hypothasis of the Study

HI1: Mentsl accounting labelling is positively associated with higher lawvel of ramittancs
depsndency among honssholds in Afghanistan.

H2: Mantal Budgsting is positively associatad with higher lavel of remittance dependency
amons housshelds in Afehanistan.

H3: Fungibilitv Bias is positivelv associated with highar lavel of remittance depandsncy
amons housshelds in Afehanistan.

Figure No.1: Conceptual framework
Objectives
The main objective of this study is to examine the influence of mental accounting dimensions, including
mental accounting labelling (MAL), mental budgeting (MB), and Fungibility Bias (FB), on the remittance
dependency among households in Afghanistan.

Research Question
How does mental accounting dimensions influence remittance dependency and the utilization of remittances
among households in Afghanistan?

4. Research Methodology

A quantitative research design is used to find the impact of mental accounting dimensions on the remittance
dependency and utilization of remittance by households in Afghanistan. The data was collected through a
structured questionnaire having 4-points likert scale and the statement of items were predefined to each
variable. Since the aim of this study is to test the hypothesized relationship and analyses the behavioral
patterns using statistical techniques, so that the quantitative research design was considered as a suitable
approach. The questionnaire consists of three sections; the first section of the questionnaire asks about the
demographics such as Age, Education, Monthly income, Family size, and province in Afghanistan. In
addition to it, the last question of the first section was asking about whither the household receive the
remittances or no? Those who select Yes, they were giving a chance to go ahead and answer the next
questions of the Google form. But those who select No, they were lead to leave the Google form, because the
Google form intended to collect the data from those who have income from the remittances. In second
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section another question was asked to show wither the person is agree to fill the form individually or he will
fill along with their family member? Those who select “Yes we are setting and filling the form together”
they were allowed to go ahead and fill the form. But those with rejecting to fill it together, they were
automatically lead to leave the form. Because we needed to collect the ideas of a household which shows the
participation of all members of a family, particularly husband and wife. The third section included the main
questions of the survey form which was categorized into sub-categories such as Mental accounting Labelling,
Mental Budgeting, Fingibility bias, questions about household’s dependency on remittance and the place
where do they spend this amount. All the questions were prepared in 4-points likert scale ranging between
“Strongly Disagree, Disagree, Agree, & Strongly Agree”.

4.1. Data collection

This paper used Primary data, collected from households residing in different provinces in Afghanistan. The
structured questionnaire were distributed to the households through online and offline methods. The total
households which the questionnaire were distributed through online mode are 800 households. Out of them a
number of 304 households responded and the remaining households rejected to respond or most of them did
not show their interest to contribute to such surveys. The summary showed that the total number of 197
respondents receive remittances from outside Afghanistan and the remaining (107) had no income from
remittances. Since the sampling unit to this study was household, where the respondents must be both
husband and wife, which will help us to find more clear result. However, among 197 households who had
income from remittance only 180 showed interest to sit with their wives and fill the survey form, the
remaining 17 respondents were not agree in the participation of their wives to such financial decisions. So a
total and net responses that we got to this paper through online mode are 180 respondents.

Moreover, we distributed the hard copy of Google form to the people in Kabul province to more than 300
households. Since we tried to convinced the households and give more clarification after their frequent
questions, a total of 137 respondents who had remittance income, showed their interest to fill the form along
with their family members. So, totally 137 responses received from offline mode of data collection. As a
whole, the total numbers of respondents form both the ways (online and offline) were 317 respondents and
have been used for the analysis after data screening.

Table 1: Mode of Data collection

Online mode Offline mode
With total People shared 1000 | With total People shared 300
Total responses received 304 | Total responses received 137
Had Income of Remittances 197 | Had Income of Remittances 137
Ready to fill the form along with 180 Ready to fill the form along with their 137
spouse spouse
Total Responses from both the ways 317
(180 + 137)

4.2. Data Analysis
In this research, we used structural equation modelling (SEM) to analyze the role of mental accounting on
the remittance dependency of households Afghanistan. The collected data were analyzed in JASP statistical
software.

Descriptive analysis

Descriptive statistics were conducted to examine the completeness of the key demographic variables,
including age, education, monthly income, and family size. The results indicate that all variables have 317
valid observations with no missing data. This demonstrates that the dataset is complete and suitable for
further statistical analysis. Table No.2 shows the demographic data of the respondents consists of Age,
education, monthly income and family size and their response rate about each category. In general, it can be
seen that the demographic profile demonstrates that the sample used is well-organized to assist in the study
of the behavior of the financial decision-making process and the use of remittances.
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Table 2: Demographics of the respondents

Demographics Category Frequency %
25-35 89 28.1
Age 35-45 109 34.4
45-55 101 31.9

Above 60 18 5.7
No Education 34 10.7
Education 127 87 274
Bachelor 114 36
Master 82 25.9

Less than 5000 48 15.1
Monthly Income Less than 12500 83 26.2
Less than 20000 89 28.1
Above 20000 97 30.6

2-3 31 9.8

4-6 112 353
Family Size 7-8 102 32.2
9-10 49 15.5

Above 10 23 7.3

Analysis of Remittance Utilization Patterns

Figure no.2 shows the spending of remittances by households on seven categories, and this shows the distinct
level of priority. The highest frequency (238) belongs to daily needs which means a great concern with
immediate consumption and short-term survival in terms of finances. This implies that the households are
mainly liquidity constrained and focus more on what they need to spend rather than planning in the long run.
The other categories that are considered the most important are health (177) and education (170), which
show some concern about developing human capital. They have lower values than daily needs, however,
meaning that these investments are secondary. Likewise, only urgent payments (161) is relatively frequently
used, which is indicative of reactive financial behavior as households react to urgent financial exigencies.
Conversely, less attention is paid to loan payment (92) and especially saving and investment (63) indicating
poor financial plans with regard to the future. The lowest level, construction (48), once again proves the
point that long-term asset-building is not a major concern. In general, the trend indicates a consumer based
financial system, where minimal focus is made on saving and investment. Behaviourally, this is in line with
present bias and mental accounting, where families are more concerned about immediate and visible needs,
as opposed to financial stability in the future.
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Figure No.2: Household’s Expenses
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Data Validity and Reliability

Table 3 presents the result of validity and reliability. Cronbach’s alpha and McDonald’s omega were used to
test internal consistency of the measurement scale. The result shows that all the constructs have a good
reliability. The MAL had five items, one item is removed and the remaining four items are resulted with
Cronbach’s alpha (MAL = 0.759), Mental Budgeting has two items and the test result shows that Cronbach’s
alpha is (MB = 0.720), as well as Fungibility bias has three items and the test result indicates that Cronbach’s
alpha is (FB = 0.750), Finally the Remittance dependency has two items and the test result shows (RD =
0.863) which is above the standard level of 0.70. It is an indication that the items in the scale are consistent
in the measurement of the underlying construct and can be further statistically analyzed.

CFA analysis, which was conducted to evaluate the measurement model by examining the relationship
between the latent constructs and the observed indicators (Hair et al., 2022; Kline, 2016). The factor loading
outcomes of the indicators show that the majority of measures load considerably and strongly on their
intended constructs, supporting the adequacy of the measurement model. All retained factor loadings were
statistically significant (p <.001) and thus each of the indicators is a meaningful contribution to its latent
construct.

The MAL construct shows a strong relationship, with factor loadings between 0.712 and 0.751 (excluding
MALS, which has a loading of 0.303), implying it is of little significance in the analysis. The Mental
Budgeting (MB) construct shows strong loadings, particularly MB2 (0.892) and MB1 (0.732), which remain
acceptable. Similarly, the Fungibility Bias (FB) construct shows good loadings: FB1 (0.798), FB2 (0.751),
and FB3 (0.839), indicating good reliability. The remittance dependency constructs have indicated a strong
representation of the latent variable loadings of the Remittance Dependency construct (RD1 = 0.894; RD2 =
0.849). The study used Average Variance Extracted (AVE) and Composite Reliability (CR) to evaluate
convergent validity. The table's findings show that all constructs' CR values fall between 0.864 and 0.798,
while the AVE values for MAL (0.536), MB (0.666), BF (0.635), and RD (0.760) all surpassed the suggested
cutoff point of 0.5. Taken together, the significant factor loadings, acceptable CR values and sufficient AVE
values confirm that the constructs exhibits good reliability and satisfactory convergent validity. The result of
the analysis are in the Table No.3:

Table No.3: CFA Factor Loading result

L. . Composite , , | Converge
Construct Illtl;;asl IF;leI:::: Item | Loading | AVE reliability l\:c(]))l(:;al: C:(Kllb?lzh nt validity
(rho c¢) g P (CV)
MALI 0.751
MAL MAL2 0.714 )
4 . 811 712 . tisfact
5 MAL3 0.750 0.536 0.8 0.7 0.759 satisfactory
MAL4 0.712
MB MBI 0.732 .
4 2 MB2 0.892 0.666 0.825 0.726 0.720 satisfactory
FB1 0.798
FB 4 3 FB2 0.751 0.635 0.889 0.768 0.749 satisfactory
FB3 0.839
RD1 0.894 .
RD 2 2 RD2 0.849 0.760 0.900 0.828 0.863 satisfactory
Correlation

Pearson’s correlation has also been used to find the relationship between all dimensions of mental accounting
and remittance dependency of households. In addition, the descriptive statistics and discriminant validity of
the variables are shown in Table 4. The mean calculation indicated a variation (FB = 2.394 to RD = 3.192),
and the standard deviations (SD) of responses were (0.700 to 0.877), which were acceptable. Furthermore,
the results of Pearson's correlation analysis indicated that all constructs were statistically and significantly
positively correlated (p < 0.001) with one another, as shown in the table. Specifically, Mental accounting
labelling (MAL) is positively related with Mental budgeting (MB) (r = 0.563), Fungibility bias (r = 0.432)
and Remittance dependency (r = 0.469). Likewise, Mental budgeting (MB) is positively correlated with
Fungibility bias (FB) (r = 0.598) and with RD (r = 0.350). Similarly, Fungibility Bias showed a positive
correlation with RD (r = 0.334). Furthermore, the square root of (AVE) was calculated to obtain the inter-
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construct correlation of the correlation matrix, which ranges from 0.732 to 0.872, suggesting all the values
are higher than the inter-construct correlation. Hence, discriminant validity is supported according to the
Fornell-Larcker criterion.

Table 4: Descriptive Statistics, Correlations, and Discriminant Validity

Variables Mean SD MAL MB FB RD
MAL 2.949 0.700 0.732

MB 2.785 0.725 0.563*** 0.816

FB 2.394 0.776 0.432%%* 0.598%** 0.797

RD 3.192 0.877 0.469%** 0.350%** (0.334%%* 0.872

Structured Equation Model (SEM):

A structural equation model has been used for the statistical analysis of this study. Researchers widely use
this analysis to test and demonstrate the direct and indirect relationships within the model. The following
table indicates an excellent fit of the data to the model, as all fit indices exceeded the recommended
thresholds shown in Table No. 5.

Table No.5: Fit Indices

Fit Indices Value Threshold Description

CFI 0.944 >.95 Acceptable Fit
TLI 0.919 >.95 Acceptable Fit
NFI 0.917 >.90 Acceptable Fit
NNFI 0.919 > .95 Acceptable Fit
RMSEA 0.075 <.06 Acceptable Fit
SRMR 0.047 <.08 Good Fit

GFI 0.946 >.95 Acceptable Fit
v*/df (Normed Chi-square) 2.82 <3 Good Fit

The fit indices show that the proposed model has a generally acceptable to good fit to the observed data. The
Comparative Fit Index (CFI = 0.944) is above the generally accepted threshold of 0.90, indicating a good
model fit. Tucker-Lewis Index (TLI = 0.919) and Non-Normed Fit Index (NNFI = 0.919) are above 0.90,
indicating an acceptable, although marginal, fit. Moreover, the normed Chi-square (¥*/df) is 2.82, indicating
a good model fit. Overall, these indices indicate that the model fits the data quite well.

Moreover, Table No. 6 indicates the output of SEM modelling and hypothesis testing. JASP software was
used to test the relationship between remittance dependency and the dimensions of mental accounting using
structural equation modelling (SEM). Mental accounting dimensions were treated as exogenous latent
variables that directly affected households' remittance dependency. The bootstrapping results indicated a
strong positive effect of MAL on RD (B = 0.537, SE = 0.082, t = 6.518, p < 0.001), thus supporting H1.
Conversely, Mental Budgeting did not have an impact on Remittance Dependency ( = -0.029, SE = 0.076, t
=-0.375, p = 0.708); thus, H2 was not supported. Similarly, Fungibility Bias has a positive but insignificant
impact on Remittance Dependency (B = 0.096, SE = 0.092, t = 1.040, p = 0.299), leading to the rejection of
H3. Overall, the SEM results indicate that among the three dimensions of mental accounting, only mental
accounting labelling (MAL) significantly predicts remittance dependency; the other two dimensions have no
impact.

Table No.6: Hypothesis result

. CI Lower | CI Upper | Decision
Hypothesis Std. B | Std. Error | t-value | p-value 959 959,
MAL - RD 0.537 0.082 6.518 <.001 0.494 0.697 Supported
MB - RD -0.029 | 0.076 -0.375 0.708 -0.179 0.121 Not
Supported
FB > RD 0.096 0.092 1.040 0.299 -0.085 0.276 Not
Supported
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5. Findings

This study examined the relationship between the dimensions of mental accounting, such as MAL, MB, and
FB, and remittance dependency behaviour in households by using correlation analysis, confirmatory factor
analysis (CFA), and structural equation modelling (SEM) at the household level in Afghanistan. The
demographics of the respondents indicate that the majority of them were aged between 35 - 45 years old
(almost 34.4%); 31.9% of the respondents belong to the 45-55 year-old category; and 28.1% belong to the
25-35 year-old category, with only 5.7% of the respondents belonging to the above 60 category. Most of
them, almost 36%, have a bachelor's degree; around 27.4% have only graduated from 12th grade; 25.9% are
master's degree holders; and around 10.7% have no formal education. Moreover, through the lens of monthly
income, the majority of households earn more than 20000 AFN, representing 30.6% of respondents,
followed by 28.1% earning less than 20000 AFN and 26.2% earning less than 12500 AFN per month. The
analysis found that the majority (35.3%) of the households consisted of 4-6 members, and (32.2%) of the
respondents showed 7-8 members, which depicts a large family structure that receives regular remittance
income.

The result describes the correlation between the study's independent and dependent variables and indicates a
significant positive correlation among all variables. MAL showed a stronger association with remittance
dependency (r = 0.469, p < 0.001), followed by MB (r = 0.350, p < 0.001) and FB (r = 0.334, p <0.001). The
relationship between MB and FB was also significant (r = 0.598, p < 0.001). Confirmatory factor analysis
(CFA) was conducted to assess the model's fit. The model demonstrated that it is fit and acceptable after a
few weak items were removed. The results (CFI = 0.944, TLI =0.919, NFI = 0.917, NNFI = 0.919, RSMEA
= 0.075, and SRMR = 0.047) indicate that the model is satisfactory and well-fit. Moreover, the study
examined and reported the confirmation of convergent validity and reliability. AVE values ranged between
0.536 and 0.760, while the composite reliability values ranged between 0.811 and 0.900, and the factor
loadings ranged between 0.712 and 0.894. The structural equation model (SEM) was applied to examine the
relationships among all variables. The result of the model was statistically significant for MAL and indicated
a strong positive effect on remittance dependency (B = 0.537, p < 0.001), but not for MB (p = 0.029, p =
0.708). FB could not illustrate a significant effect on remittance dependency (B = 0.096, p = 0.299).
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6. Discussion

This paper investigates the influence of mental accounting dimensions on remittance dependency, examining
how this bias affects the utilization of remittances among Afghan households. The study aimed to test the
hypothesis, “The dimensions of mental accounting have a significant influence on remittance dependency
among households in Afghanistan," by examining three dimensions of mental accounting: mental
accounting labelling, mental budgeting, and fungibility bias. The study's outcomes reveal the important roles
of psychological factors and cognitive biases in shaping household’s remittance dependency.

The results of the descriptive analysis indicate that the sampled afghan households in Afghanistan belong to
economically active, relatively large households, receive regular remittance inflows, and play a critical role
in their financial stability. Despite the moderate educational levels of most respondents, households
demonstrated behavioral income categorization, indicating the presence of mental accounting bias among
them. However, the findings further reveal that the dimensions of mental accounting do not contribute
equally to explaining remittance dependency. The outcomes indicate that only mental accounting labelling
was significantly related with remittance dependency among sampled households in Afghanistan,
particularly in Kabul. This finding provides an important evidence regarding households’ financial behavior,
while acknowledging that, due to the sampling characteristics, it should not be generalized to all Afghan
households.

The significant positive relationship between mental accounting labelling and remittance dependency
strongly supports Richard Thaler's mental accounting theory, which argues that individuals violate the
fungibility characteristic of money by assigning psychological labels to their income based on its source and
intended recipients. Therefore, remittances in the context of Afghanistan may be perceived as a “special-
purpose” income that is mentally allocated for household expenditures in a particular domain of their lives,
ultimately leading to increased remittance-dependency behaviour. Once remittances are psychologically
labelled for urgent usage purpose, households become more likely to rely on them continuously. This finding
suggests that the psychological categorization of remittance income plays an important role in reinforcing
remittance dependency beyond purely economic considerations. Moreover, the CFA results confirmed that
the constructs effectively measured the behavioural dimensions of the household's finances. Additional
theoretical and practical insights have been provided after the application of SEM analysis. This means that
mental accounting labelling had a strong positive impact on remittance dependency, indicating that the
psychological segregation of remittance income largely shapes families' financial dependence on it.

Conversely, households' remittance dependence was not significantly influenced by fungibility bias and
mental budgeting, leading to the rejection of corresponding hypotheses. This paper presents plausible
explanations to this reason, that budgeting practices do not necessarily determine whether households
become dependent on remittance income; rather, they reflect how households manage limited financial
resources after remittances have been received. In Afghanistan, where remittances are primarily used for
basic needs of households such as food , healthcare and other urgent need, budgeting functions mainly as a
short-term financial management tool rather than a determinant of long-term dependency. This
interpretation is also consistent with the Behavioural Life-Cycle Hypothesis, which suggests that
mental budgeting is more effective when households possess sufficient financial flexibility to
allocate resources across competing goals. The findings suggests that it might be due to the prioritization
of immediate financial needs over formal budgeting practices, or to a focus on short-term expenditure
management tools rather than mechanisms that affect long-term dependency behaviour. This means that
when remittances are primarily allocated to needs such as food, healthcare and education, the behavioural
distinction among different categories of money may be reduced. Another reason could be the prioritization
of urgent financial needs over structured budgeting discipline, which leads to a weak influence of mental
budgeting. In addition, the inconsistent flow of remittances, considerable family size, collective decision-
making structures, and the volatile economic environment could be factors leading households to allocate
more resources to urgent needs instead of engaging in regular, systematic budgeting to create a stable
budgeting system that lessens the use of personal budgeting methods.

Similarly, Fungibility Bias did not serve as a significant predictor of remittance dependency. One possible
explanation is that remittances are typically perceived as an independent income source designated for
specific household expenditures, rather than as funds that can easily replace other financial assets. Given that
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remittances are mainly allocated for essential household needs, households may have regarded them as non-
fungible assets with established psychological significance. The tendency to replace remittance income with
alternative revenue sources is of diminished significance in elucidating dependency. The substantial
influence of mental accounting labelling suggests that the initial psychological classification of remittance
income is more powerful than concerns about its fungibility. The predictive capability of Fungibility Bias is
reduced when remittances are psychologically allocated for essential household expenses, resulting in limited
alternatives for households to reallocate these resources.

Moreover, the long-term economic instability, poverty, unemployment and financial uncertainty in
Afghanistan may override some of the behavioural aspects of mental accounting. Such structural economic
constraints limit the discretion of households in their financial decisions. Households therefore prioritise
immediate consumption over structured budgeting or the substitution of different income sources. Thus,
Mental Accounting Labelling was the only behavioural dimension significantly linked with remittance
dependency. However, Mental Budgeting and Fungibility Bias were not significantly associated with
remittance dependency. To summarise, our findings suggest that remittance dependency results from both
structural economic conditions and behavioural financial processes. Structural constraints account for the
dependency of households on remittances, while Mental Accounting Labelling explains how households
psychologically sort and manage remittance income after receipt. Thus, this study adds to the growing
literature on behavioural finance by extending Mental Accounting Theory to the context of remittance-
dependent households in a conflict-affected economy such as Afghanistan.

7. Policy Implication

The findings of extant research suggest a range of policy implications for Afghanistan. Since this study
examines the influence of mental accounting dimensions on households' remittance dependency behaviour, it
suggests that remittance dependency depends not only on income-related factors but is also deeply shaped by
psychological and behavioural factors, such as mental accounting and its dimensions. So the policies must be
accountable for responding beyond traditional income-support methods and for employing behavioural
finance theories and concepts in the financial policies of households in Afghanistan.

First, mental accounting labelling results showed that Afghan families psychologically Classify remittance
income differently from their ordinary monthly income. And mostly, they consider it as a unique amount to
be used for a specific purpose. This attitude can prolong dependence on remittances and reduce interest in
investing. Therefore, policymakers should develop comprehensive financial literacy and public awareness
programs for households in urban and remote areas to encourage them to save or invest a large share of
remittance income. This can increase people's financial awareness, leading to greater savings, investment,
entrepreneurship, agriculture, and SMEs. Eventually, households will transition from permanent consumers
to small investors who can contribute to society in the production process. Second, the fungibility bias result
shows that Afghan households do not treat their income sources equally, which is contrary to classical
economics, but rather view each as separate and with different values. This means that the flow of
remittances is separated from the worker's labor income and spent differently. To prevent this type of
household behaviour, Da Afghanistan Bank (DAB), microfinance institutions, and other non-governmental
organizations (NGOs) should develop a range of remittance-related financial products, such as savings
accounts, micro-investment schemes, and commitment-based savings mechanisms. According to
international studies, integrating remittances into formal financial services increases household financial
resilience and reduces reliance on overconsumption.

Third, this research highlights the critical need for financial inclusion in Afghan society. As the World Bank
report shows, nearly 85% of Afghan adults do not have a bank account (World Bank); financial literacy and
trust in financial institutions remain very low. To address the financial literacy gap, the Afghan government,
in collaboration with the World Bank, announced a national strategy for access to financial services in 2019
(World Bank, 2019). This is one of the basic needs of Afghan society, and there is an urgent need to
accelerate the use of formal financial services and online payments (World Bank Blogs). The current study
supports this policy effort by demonstrating that behavioural money management practices strongly
influence household financial behaviour. Therefore, expanding digital payment systems and formal money
transfer channels may not only improve financial access but also help households adopt a more structured
and transparent approach to financial management. Fourth, the use of remittances in the agricultural sector,
the establishment of small businesses, vocational training for youth and women, and in general the growth of
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innovation will move Afghanistan, which relies on foreign aid, towards self-sufficiency. If families only wait
to receive and spend remittances, we can say with certainty that production levels will decline and
unemployment will increase in society. Policymakers should propose plans that both encourage and promote
family growth. This means that efforts should be made to ensure that people spend their remittances in these
areas. The experience of other countries shows that when remittances are used in the manufacturing and
productive sectors, the economy is strengthened and the risk of long-term dependence is reduced.

Finally, the study suggests that designing future policies to reduce poverty and promote financial
development in Afghanistan should also consider the impact of behavioural finance concepts. Because
policies proposed based on traditional economics often assume that household and individual decisions are
logical and rational. However, the findings of this paper depict that households' financial decisions are often
influenced by psychological biases such as mental accounting. Therefore, policymakers and other relevant
agencies should strive to include a range of bonuses and opportunities, such as behavioural incentives,
budgeting skills, and encouragement of household savings, when conducting financial literacy programs and
remittance management to encourage better financial behaviour and reduce remittance-dependent behaviour
among Afghan households.

8. Conclusion

This study investigated the influence of mental accounting dimensions on the remittance dependency of
afghan households to identify the remittance utilization of sampled households in Afghanistan. The research
concentrated on one behavioural bias, “Mental Accounting,” with its three dimensions, viz., mental
accounting labelling, mental budgeting, and fungibility bias, as an independent variable, and remittance
dependency of households as a dependent variable. Correlation analysis, CFA, and SEM modelling are used
for data analysis. The outcomes indicate that mental accounting makes a significant contribution to shaping
financial behaviour and remittance dependency among households in Afghanistan. More specifically, only
Mental Accounting Labelling exhibited a strong and positive impact on households' remittance dependency,
where families behaviourally categories their remittances differently from other income. However,
Fungibility bias and mental budgeting have not contributed to this behaviour, and the evidence shows that
remittances are not treated as a separate, non-fungible resource alongside other income sources. These
outcomes could expand the theoretical and practical value of mental accounting for remittance-dependent
households in a conflict-affected, economically backward region such as Afghanistan. The study concluded
that remittance dependency is not only due to financial requirements, but also highly influenced by
behavioural factors and psychological biases. Therefore, policymakers are requested to suggest integrating
this phenomenon with financial literacy and remittance management skills in publicly funded financial
awareness programs.

9. Limitations of the Study & Future Research

Despite suggesting options for future research, this study has limitations. For instance, the study adopted a
cross-sectional research design, which limits the ability to establish a causal relationship between variables.
Therefore, a need to employ a longitudinal research design or comparative studies across rural and urban
regions to understand the effects of these biases on remittance utilization and households' financial behaviour
is highly warranted. Moreover, the data were collected from a limited number of respondents, and the
majority responded from Kabul, the capital city of Afghanistan. This reason can reduce the likelihood of
generalizing the effect of outcomes to other regions within Afghanistan. To make a general decision, future
research can use more geographically diverse and nationally representative samples to improve the
generalizability of the results in Afghanistan. Another limitation of this research is the focus on only mental
accounting bias, given the limited research in the field of behavioral finance. Future research may extend the
study by incorporating additional biases, such as financial literacy, overconfidence, and self-control...etc.
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