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Introduction

Background c ® O

Economic decision-making is influenced no ial literacy and resources but also by social
structures and networks. In Pakistan, a t rural populations and limited access to
formal financial institutions, informal social networks including family ties, kinship, local community
groups, and peer networks play a critical role in shaping financial behavior (Khan & Farooq, 2019).
Individuals rely on these networks for advice on investment, savings, borrowing, and consumption
decisions.

Informal networks also facilitate the exchange .of information regarding market opportunities, credit
sources, and entrepreneurial ventures. Trust and reciprocity are central to these networks, as individuals
often rely on social bonds rather than formal contracts to mitigate risks associated with economic decisions.

Problem Statement

Despite the recognized importance of informal networks, there is limited empirical evidence documenting
how and to what extent these networks influence economic decision-making in Pakistani communities.
Most research focuses on formal financial systems or broad socio-economic determinants, overlooking the
nuanced interpersonal and community-based influences on financial behavior.

Research Questions
1. How do informal social networks influence savings, investment, and consumption decisions in
Pakistani communities?
2. What is the role of trust and reciprocity within these networks in guiding economic decisions?
3. How do rural and urban contexts affect the functioning of informal social networks in economic
decision-making?
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Research Objectives
e To assess the influence of informal social networks on individual and household economic
decisions.
e To examine the mediating role of trust and reciprocity in network-driven financial behavior.
e To compare rural and urban dynamics in the use of informal social networks.

Significance of the Study
Understanding informal social networks’ role in economic decision-making can inform policymakers,
NGOs, and financial institutions aiming to improve ﬁiwyon, community development, and
economic resilience. In Pakistan, leveraging these 1 rks couldgenhance the effectiveness of
microfinance programs, saving§ schemes, and entreprencurship initiatives

Literature Review
Informal Social Networks
Informal social networks consist of non-institutionalized connections, including family, friends, neighbors,
and local community actors. These networks act as information hubs, providing guidance, resources, and
support. Granovetter’s (1973) theory of “weak ties” emphasizes that social networks facilitate information
diffusion, while Coleman (198 i the role of trust an tal in enabling cooperation.

Economic Decision-Making
Economic decision-making includes c abou s, investment, credit borrowing, and
consumption. These decisions are influ findiyi preferences, risk perception, and social
influences. In developing countries, informal orks substitute for formal institutions by providing
credit, insurance, and investment advice ( Jee & Dufl 11).

Trust, Reciprocity, and Social Capital

Trust and reciprocity are central to informal networks. Trust reduces the perceived risk of lending or sharing
resources, while reciprocal obligations ensure that support is returned, sustaining network stability. Social
capital, measured as the density, quality, and trustworthiness of networks, directly influences economic
outcomes (Putnam, 2000).

Context in Pakistan

In Pakistan, informal networks are deeply embedded in cultural and familial structures. Joint family
systems, neighborhood elders, and local committees often guide economic choices, particularly in rural
areas where formal banking penetration is limited. Studies indicate that households consult relatives or local
influential figures before making financial decisions (Khan & Farooq, 2019).

Conceptual framework:
¢ Independent variable: Informal social networks (strength, size, trust)
e Mediator: Trust and reciprocity
¢ Dependent variable: Economic decision-making (savings, investment, consumption)
e Moderator: Rural vs. urban context

Methodology

Research Design

A mixed-method approach was employed: quantitative surveys to measure network influence and financial
behaviors, and qualitative interviews to explore perceptions and social mechanisms.

Ahmed ISSN (Online): 3006-1946, ISSN (Print): 3006-1938, ISSN (CD-ROM): 3006-1954 10



Pakistan Journal of Management and Social Issues (PJMSI)

http://www.pjmsi.com/index.php/ajs
Volume 3, Issue 2 (2023)

Population and Sample
e Population: Individuals aged 18—60 in urban and rural communities of Punjab and Sindh.
e Sample size: 320 participants (180 rural, 140 urban).
e Sampling technique: Stratified random sampling to represent gender, age, and socio-economic
status.
Data Collection
Quantitative Instrument:
e Survey measuring network size, frequency of interactions, trust levels, and financial decision

patterns using a 5-point Like% /

Qualitative Instrument:
e Semi-structured interviews with 20 community leaders and 15 houiseholds explored how networks
influence specific fina

Validity and Reliability

e Content validity: Questionnaire items adapted from Coleman’(1988) and Banerjee & Duflo

(2011), reviewed by local social scientists.

e Construct validity: C :

o Reliability: Cronbach’s a: network
making = 0.88.

Data Analysis c

e Quantitative: Descriptive statistics,

moderation analysis using SPSS a
e Qualitative: Thematic analysis of mterviews to identify mechanisms and contextual nuances.
Ethical Considerations ,

e Informed consent obtained; anonymity assured.

e Voluntary participation; withdrawal allowed anytime.

e Data stored securely.

Results
Descriptive Statistics

Table 1. Descriptive Statistics

Variable N Mean SD Min Max

Informal Network Strength 320 4.12 0.54 2.0 5.0

Trust & Reciprocity 320 4.05 0.57 2.0 5.0

Economic Decision-Making Score 320 3.95 0.62 2.0 5.0
Interpretation:

e Networks are strong and frequently accessed (mean 4.12).

e Trust and reciprocity within networks are high (mean 4.05), reflecting reliance on social bonds.

e Economic decision-making scores (3.95) indicate moderate to high influence of networks on
financial behaviors.
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Correlation Analysis

Table 2. Correlation Matrix

Variable 1 2 3
1. Informal Network Strength 1

2. Trust & Reciprocity T4%* 1

3. Economic Decision-Making 68%* JJO** 1

Interpretation: \ g/
e Strong positive correlations indicate that'larger,stronger networks are associated with higher trust

and better-informed financial decisions.
e  Trust and reciprocity sttongly correlate with economic decision-
social norms mediate nétwork effectiveness.

king (r = .70), emphasizing that

Regression and Mediation

Table 3. Regression Results
Predictor SE B B t p

Informal Networks — Decision-Making 0.52 0.06 0.48 8.67 <.001

Trust & Reciprocity (Mediator) c @ 0.07 0.42 6.43 <.001
™

Interpretation:
¢ Informal networks significantly p economic ion-making (f = .48).
e Trust and reciprocity partially mediate this relationship (p = .42), showing that networks influence
decisions primarily through social norms.

Rural vs. Urban Moderation
e Moderation analysis indicates that the effect of networks is stronger in rural communities (B = .21,
p = .01), where formal institutions are less accessible.
e Urban areas rely more on formal bankingjand online platforms, reducing dependence on informal
networks. ;

Qualitative Insights
o Community elders and family play advisory roles in investment and savings.
e Peer networks help identify local business opportunities.
e Reciprocity ensures that financial help or advice is returned, sustaining network stability.

Discussion

1. Networks influence economic behavior: Strong informal networks provide guidance, advice, and
social pressure to make prudent financial decisions.

2. Trust and reciprocity mediate outcomes: Without trust, network influence is weakened.
Reciprocal obligations maintain cohesion and reliability.

3. Rural-urban differences: Rural populations rely more on social networks due to limited access to
banks, credit, and financial education.

4. Practical implications: NGOs, microfinance programs, and policymakers can leverage informal
networks for financial literacy campaigns, credit programs, and entrepreneurship support.
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