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Abstract

The globally-prevalent crisis of financial exclusion ails millions especially in developing

countries, by trapping low-income households in a vicious cycle of poverty. One public

policy measure to address this is through the provision of low-cost microfinance under

countrywide financial inclusion programs. This paper explores one such financial inclusion

program launched as a public-private partnership (PPP) across Pakistan in October 2021,

titled “Kamyab Pakistan Program” (KPP). More specifically, it explores the role of AIM, a

high-impact Pakistani microfinance organization, as one of the implementing partners under

this PPP, and posits this as an ideal PPP with potential for success. This hypothesis generating

case study is analyzed through a principal-agent framework by identifying the factors under

which the expected success of this PPP is predicated on. Resultantly, three hypotheses are

generated that identify the following three factors: 1) ideological confluence between the

government-led Program and the microfinance institution, 2) past involvement in design of

the Program by the microfinance institution, and 3) creation of subjectively perceived social

responsibility by the microfinance institution. This paper reaches the conclusion that a

public-private partnership of the nature explored in the case-study – such that there is a

certain level of confluence between both parties involved in terms of both a philosophical

basis as well as operational processes – is an effective method by which to achieve financial

inclusion, which is aimed specifically at poverty-reduction.
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Introduction

Financial inclusion has increasingly been hailed as “a key enabler to reducing poverty and

boosting prosperity” (The World Bank, 2021) of a region, and as a tool for poverty and

inequality reduction (Demirguc-Kunt, Klapper, & Singer, 2017). For this reason, it has been

prioritized as a policy-objective for governments and multilateral institutions globally in

recent times (Arun & Kamath, 2015). Since 2011, over 1.2 billion previously unbanked adults

have gained access to a formal bank account and as a result, 68% of adults now have bank

accounts globally (The World Bank, 2021). Despite this global trend of increased access to

banking, Pakistan lags far behind, with 53% of the population financially excluded (State

Bank of Pakistan, 2021). To address this concern, the Government of Pakistan over the last

decade has launched various nation-wide initiatives to mainstream the provision of financial

services, including the Prime Minister’s Interest-Free Loan Scheme (2014) and the National

Financial Inclusion Strategy (2015). While these aforementioned programs are ongoing and

have met with some success, this paper will explore a different initiative, the “Kamyab

Pakistan Program” (KPP). Launched in October 2021, the KPP is the Pakistani government's

most recent, and ambitious, umbrella initiative yet (Haider, 2021). The KPP aims to be the

largest of its kind in the world (Ministry of Finance, Government of Pakistan, 2021), and is

envisioned to provide PKR 1.4 trillion in microfinance loans to 3.7 million households across

Pakistan over the next five years (Haider, 2021). The KPP is one model of a public-private

partnership, by which the government of Pakistan will be the prime financier and manager,

and various private-sector organizations will be the implementers in a bid to reach

marginalized populations (Business Recorder, 2021).

This paper posits that a dedicated public-private partnership (PPP) in which both the

financing and implementing parties share common values and operational methods is the

ideal manner to approach financial inclusion, which is aimed at poverty-reduction. This

addresses the ongoing crisis of financial exclusion that is exacerbated by the COVID-19

pandemic with consequences including unstable and stressful living, especially for low

income households (Arun & Kamath, 2015), and many others that are beyond the scope of

this paper. In addition to this public policy contribution of the paper, the aim of this paper is

also to provide a theoretical contribution in the form of generating novel hypotheses for



future studies on the subject. Since this is a new area for PPP solutions and financial

inclusion, this paper is based as a hypothesis generating case study, which will be explained

further in the next section.

The reason that PPP was chosen to address poverty resulting from financial exclusion for

very low income households – hereafter referred to as “the PPP Solution” – over a

fully-government-implemented solution or fully-private entity (usually, a Non-Governmental

Organization) solution was due to reasons of inefficiencies occurring in either case, which is

discussed in the literature review; this paper takes-off from this plateau of literature.

The case study chosen to explore this thesis is the case of the public-private partnership

between the Government of Pakistan and Akhuwat Islamic Microfinance (AIM) under the

Kamyab Pakistan Program (KPP), and the only aspect of financial inclusion explored is

through interest-free microloans (AIM’s model). AIM is a non-bank microfinance

organization – which is therefore inherently more motivated by its poverty-alleviation

mandate, which AIM also works to synonymize with its name, rather than profit-gain from

beneficiaries who already belong to very low income households and may be unbanked in the

first place.

In this case, the government is the financing party and AIM – the world’s largest interest-free

microfinance organization (Games, 2020)– is the implementing partner. The shared values

include the philosophy behind their approach to the program (a social-welfare model shared

by the Government of Pakistan and AIM, as explored in the section ‘Shared Values and

Goals’ in the case-study section), and the shared operational methods include the process by

which microloans are disbursed. It merits mentioning that the contribution of this paper

through the case-study method is not just identification of certain factors in a specific case

but rather their larger applicability to the “PPP solution” studied through the lens of the

principal-agent theory.

To put it clearly, this paper serves a dual purpose, with the first being to provide

policy-makers working on KPP in specific, and the PPP solution in general, with a

prescriptive analysis for designing their own most effective PPP solutions. The second

purpose is to generate hypotheses through discussion (hypotheses are therefore presented



towards the end of the paper) for the PPP solution in financial inclusion programs, which can

then be tested in future studies.

Methodology and Case Selection

This paper is based on a case study approach in which KPP is used as a starting point to

engage with literature on the two separate topics of financial inclusion and PPP. The KPP

case is uniquely positioned in this sense as it bridges the gap between the two topics while

also yielding both theoretical and public policy insights. From a public policy perspective, the

case is used as a reference point to identify the ways through which a government-led

financial inclusion program can be best synergized with a private, high-impact microfinance

organization, in which the former provides the overarching framework and financial capital

while the latter is the executing agency (or implementer).

From a theoretical perspective, this paper is a hypothesis generating case study in which the

single case of KPP-AIM partnership is qualitatively analyzed for identifying factors that

suggest causal relationships for the successful implementation of the PPP for a country-wide

financial inclusion program. A hypothesis generating case study is different from a

hypothesis testing case study since in the case of the former, the aim of the researcher is to

look for “relationships and patterns, and then… [propose] hypotheses which may then be

tested in subsequent study” (Hartwick & Barki, 1994, p. 447), while in the latter, the

hypotheses that are already specified are put to test using a new data set or empirical evidence

(ibid.). Therefore, the various aspects of the KPP-AIM partnership case are sifted closely for

revealing novel aspects of the partnership that would contribute to the success of the PPP, and

those novel aspects would be presented in the form of three hypotheses that will be generated

at the end of this paper. Since these hypotheses are being generated within the limitations of

this study at this early stage of the KPP’s implementation, and in addition to this paper

serving as a reference-point for policy-makers, it will be interesting to note how these

predictions fare as KPP progresses. It is hoped therefore that this article can also provide

insights into how theory is translated into practice in real-time by laying the groundwork for

future study.



Since this is a hypothesis-generating case study, the case of AIM-KPP partnership is chosen

because it is an extreme case (Gerring, 2008), which refers to a situation in which items of

inquiry such as shared values and goals, process and model effectiveness, and extended

network of the microfinance institution are present in their extreme values. Here, extreme

values do not imply that the explanatory variables identified are simply rare. Rather, it means

that in this particular case they are present in such a clear manner that they are very close to

the ideal types by which ‘concepts are often defined’ (Gerring, 2008, p. 653). An extreme

case illuminates causal pathways involved and allows the researcher to clearly identify the

crucial determining factors in the case. This, in turn, enables the development of hypotheses,

which can then be tested in other studies with multiple cases that contain the explanatory

variables identified here to develop theory. This naturally means that through close inspection

of the case, this paper will generate hypotheses that stem from it towards the end.

The overarching framework of analysis in this paper is the principal-agent problem as

developed by Ross (1973) according to which the agent, who acts on behalf of the principal,

cannot be actively monitored due to information asymmetry between the two. The principal

in this case is the government of Pakistan (financier for KPP), while the agent is AIM

(implementer). The problem here arises with the uncertainty of the microfinance institution

disbursing the loans under KPP in accordance with the original vision and objective of the

government in its design of the KPP. The case study shows how the features identified here

overcome the principal-agent problem, thereby expressing this papers empirical contribution

to a theoretical problem.

Literature Review

A distinction can be made between two types of modern states in terms of their provision of

public goods: the interventionist state and the regulatory state. While the former centralizes

administration and directly engages in the provision of public goods, the latter “relies on

extensive delegation of powers to independent institutions” (Majone, 1999, p. 1). For the

regulatory state, PPPs provide a unique advantage in the provision of public goods, as the

state is able to benefit from the efficiencies afforded by the private-sector, such as avoiding

the strict “line of hierarchical control by the departments of central government” (1999, p. 2),

without foregoing the regulatory oversight provided by state institutions. Numerous other



benefits of public private partnerships highlighted in literature include replacement of

centralized planning with better metrics of economic viability (Glaister S., 1999), shared

goals that optimize partnership (Wang, Xiong, Wu, & Zhu, 2018), and diversification of

responsibilities and risks by distributing them between the public and private sector entities

(Koppenjan, 2005).

However, where the efficiencies arising from PPPs have been valorized in academic

discourse, there is also literature suggesting the contrary. For instance, Barnard (1968) argues

that an incongruence of goals between parties engaged in a PPP may lead to issues in

cooperation, which has the potential to jeopardize its success Similarly, Savas (2000)

suggests that regulatory glut by greater government involvement may create a disincentive

for private organizations to engage in PPPs. Another potential inefficiency of PPPs may arise

where the high costs of regulatory oversight may offset the expected benefits of lower-cost

service delivery by the private organization (Sparer, 1999). Despite the potential

inefficiencies including the aforementioned, the promise of PPPs still largely holds in

discourse and the debate has moved in favor of the results that such partnerships can

potentially foster.

Financial inclusion refers to “the process by which access to and the use of formal financial

services are maximized, whilst minimizing unintended barriers, perceived as such by those

individuals who do not take part in the formal financial system”, and has been abundantly

discussed in relevant literature (Zulfiqar, Chaudhary, & Aslam, 2016). Approaches to

financial inclusion usually begin with a discussion from the ethical lens. For instance, Figart

(2013) treats financial inclusion as an instrumental freedom borrowing from Amartya Sen’s

capability approach to development (Sen, 1999) . Another approach concerns the debate over

the effectiveness of financial inclusion in poverty alleviation, as explored by many including

Bateman and Chang (2012) who claim that microfinance results in disconnected, disparate

and duplicated growth of enterprises which do not contribute to the overall growth of an

economy which is usually based on mutually reinforcing networks of industries which enjoy

economies of scale. However, this position has been countered by theorists including

Demirguc-Kunt, Klapper, and Singer (2017), who instead stress that financial inclusion does

in fact play a positive role in poverty alleviation by “helping people invest in the future,



smooth their consumption, and manage financial risks” (Demirguc-Kunt, Klapper, & Singer,

2017, p. 2).

In this regard, this paper suggests that financial inclusion leads to poverty-reduction in two

prime respects: firstly, by leading to “education, increased self-employment and human

development” (Zulfiqar, Chaudhary, & Aslam, 2016), and secondly, by allocating resources

more efficiently. Conversely, financial exclusion actively both discourages economic growth

and leads to increases in income inequality. The paper also holds that financial inclusion must

be considered a public-good for the onus of provision to be on the government, which is then

further made more efficient through a public-private partnership. In summary, Ozili

(2020)suggests that in order for financial inclusion to be considered a public good, it must:

1.       Be available to all in an unrestricted manner

2.       Not exclude anyone from access

3.       Be accessible to all without payment

Any costs that arise as a result of providing these services must therefore be borne in the form

of subsidies by the government (Ozili, 2020).

As previously stated, this paper stands at a nexus between literature on financial inclusion

and PPP – research and writing on which is sparse – and works towards the second aim of

serving as a starting point for further studies.

Kamyab Pakistan: The Case for a Successful Public-Private Partnership

Akhuwat Islamic Microfinance (AIM), the world’s largest interest-free microfinance

institution (Games, 2020), has made immense strides in poverty alleviation, including in its

role as an implementation partner for various government of Pakistan initiatives over the last

two-decades of operations. AIM operates on the principle of zero-interest. Its immense

success is evidenced by data: AIM has thus far disbursed over 4.8 million interest-free loans

amounting to over PKR 145 billion (approximately USD 850 million), with a sustained

loan-repayment rate of 99.9% (AIM, 2021).



The Kamyab Pakistan Program (KPP) has five Programs under its umbrella, namely:

Kamyab Kissan, Kamyab Karobar, Naya Pakistan Low-Cost Housing, Kamyab Hunarmand

and Sehatmand Pakistan. However, the programs most relevant to this paper include the first

three, which deal with the provision of microloans (Ministry of Finance, Government of

Pakistan, 2021). The Program is intended to generate employment, encourage economic

activity, work towards poverty alleviation, encourage Gross Domestic Product growth and

most pertinently for this paper, encourage financial inclusion of the un-banked and very low

income households – in other words, poverty-alleviation.

There are several factors which have the potential to foster success for the KPP - evaluated

only to the extent of AIM’s role, in this paper - and they will be discussed below.

Shared Values and Goals

Ideological confluence between a principal and an agent naturally reduces information

asymmetry due to an alignment of the incentive structure between the two parties. More

concretely, if the overarching belief system is one that is shared, the agent is intrinsically

motivated to achieve the same results as the principal. As this ideological confluence exists

between the government and AIM, it is reflected in the KPP. The KPP is underpinned by

Prime Minister Imran Khan’s vision of “Naya Pakistan,” the hallmark philosophy of

Pakistan’s ruling party, the Pakistan Tehreek-i-Insaf. The KPP reflects Prime Minister Khan’s

vision of “Riyasat-e-Madina,” a welfare-state model originating from nascent Islamic history

in present-day Madina, Saudi Arabia. This welfare-state model is vital to Prime Minister

Khan’s philosophy of “Naya [New] Pakistan” (Hoodbhoy, 2018).

Shared philosophical leanings inspired by Islamic understandings of fraternity between AIM

and the government’s “Riyasat-e-Madina” outlook work to underpin the KPP in a shared

ideology. A defining feature of AIM is the concept of “Mawakhat,” an Islamic concept

loosely translated to “fraternity.” Mawakhat is based on the welcoming of the Mujahideen

(people of Mecca) after they fled Mecca to escape religious persecution by the Ansars

(people of Medina) in which they shared their resources with them (Khan, Siddique, &

Muhammad, 2018). Mawakhat stresses upon a shared bond of solidarity in which the

financially more affluent help the financially constrained members of the society. The very



act of loan disbursement is presented as a practical manifestation of the concept that binds the

borrower in a subjectively perceived spiritual relationship with the organization in addition to

the formal contractual relationship.

There is considerable overlap between Riyasat-e-Medina and Mawakhat, for which reason

there is ideological confluence between the two parties engaged in this PPP solution. At the

level of the state, the ideology of Riyasat-e-Madina is an overarching value system in which

KPP is one of many welfare state oriented policies achieving redistribution of wealth. This

overlap has also publically been announced by Prime Minister Imran Khan in a tweet in

which he recognized AIM as a move in the direction of “creating a welfare state based on

Riasat e Madina Model.” (Khan I. , 2021).

This complementary relationship of harmonized ideological beliefs and instrumental

manifestation of those beliefs is expected to create a confluence on the goals of the principal

and the agent, therefore aligning incentive structures and decreasing friction on the subject of

the agent acting on behalf of the principal.

Synergies Through Process Overlap

In addition to the ideological confluence, there is also considerable operational overlap

regarding the requirements of borrowers and in the loan-disbursement process itself, between

AIM’s model and KPP. This process overlap makes the operational relationship between the

principal and the agent more streamlined, as it obviates the need to create new processes

solely for KPP. The reason for this overlap is because the KPP is inspired by the Akhuwat

model (Khawar, 2021).

With regard to process overlap in this case study, for both AIM and under KPP, the

prospective borrower is expected to have a valid CNIC, a valid bank account, be a resident of

Pakistan, and meet certain financial requirements. Additionally, and for illustrative purposes,

the following is a generalized and simplified process for both AIM and KPP: the prospective

beneficiary first expresses their interest in availing a loan, following which staff (either AIM

or KPP-implementing partner) then verify the case by checking documentation and screening

potential borrower, as well as by conducting what may be loosely classified as social and

business appraisals. The funds are then disbursed and loan recovery begins the following



month (Ministry of Finance, Government of Pakistan, 2021). This process overlap also

results from the fact that microfinance institutions provide a model for the government to use

as guidelines for their own financial inclusion programs. Even if the models of microfinance

institutions are not replicated exactly in government programs, technical input through

participation in steering committees finds its way into the design of these programs. For

example, the Founder of AIM (Dr. Ajmad Saqib) was a member of the steering committee

constituted by the government on KPP for providing “support in design, launch and

implementation of KPP at the technical side” (Ministry of Finance, Government of Pakistan,

2021, p. 22), which naturally creates synergies, thereby further solidifying the grounds on

which this PPP has the potential to translate to future success.

Moral Hazard and Adverse Selection

When it comes to financial inclusion programs run by the government, the risks of moral

hazard and adverse selection are amplified. This is because of the incentive structure created

by the low-cost loans provided by the government with a number of features. First, it is

reasonable to expect that borrowers are less likely to invest low interest loans wisely (Harper,

2012). This moral hazard of risky spending behavior thereby increases the chance of default.

Second, if the borrower also has borrowed money through either informal channels of

microfinance institutions that charge higher interest rates, then they can be expected to give

precedence to repayment of those loans as they incur higher costs as compared to the low

interest loan thereby creating another moral hazard (ibid). Finally, in the absence of an

elaborate web of specialized microfinance networks for disbursing funds, government

executed financial inclusion programs run the risk of attracting those borrowers most likely to

default as low or zero interest loans are more likely to be taken by those who are most

financially constrained. In essence, government owned institutions are likely to do

“inefficient credit allocation that results in high credit losses” (Beck, 2015, p. 4).

These issues of moral hazard and adverse selection are addressed through AIM’s group

lending used in KPP. While traditionally it is believed that group-lending models increase the

risk of moral hazard, AIM’s experience over the last twenty years has certainly shown

otherwise through its sustained loan-repayment rate of 99.9% (Ahmed, 2021). The case

illustrates certain intrinsic factors at play which have contributed to AIM’s past success, and



which is predicted by this paper to have the same impact in the KPP Program thereby making

it an effective PPP. The first is the sense of ownership fostered in AIM’s borrowers, resulting

from AIM’s principle to convert borrowers into donors. This subjectively perceived

responsibility in the borrower ascribes to the loan a social value that cuts across conventional

systems of checks and balances. Another such factor stems from the sense of religious value

instilled in the borrowers from the start of the process by holding disbursement ceremonies

for microfinance loans in places of religious worship (mosques, churches, others). However,

this does not mean that loans are restricted to those who belong to these religions – even

though they account for approximately 99% of Pakistan’s population (Fuchs & Fuchs, 2020)–

AIM is a religiously impartial organization, for which reason this is not a point of concern

(Akhuwat, 2022). When combined with the expectation that borrowers will use their loans to

help themselves and ultimately those around them and remain honest in their dealings, this

mechanism fosters a kind of normative pressure which is reflected in AIM’s remarkable

success. The unique advantage conferred onto AIM by its strategic social value and dynamic

incentive structure for its borrowers is predicted to have a positive impact on the outreach,

impact and sustainability under KPP as it rolls out across Pakistan in the years to come.

Finally, KPP is also predicted to solve the issue of adverse selection through AIM’s extensive

network of over 800 microfinance branches in over 400 localities across Pakistan (Akhuwat,

2021) .This naturally provides the kind of on-ground expertise which ensures a check on

borrowers thereby reducing the risk of default. Moreover, this is also undergirded by an

extensive social network that creates an additional linkage with borrowers and obviates

adverse selection.

Hypotheses

The Hypotheses generated from this case study have multiple applications. For instance, they

may act as tentative theoretical guidelines for analyzing the KPP as a PPP which addresses

the crisis of financial exclusion. Additionally, they hold prescriptive value for analyzing the

PPP solution for financial inclusion in other cases. Therefore, their public policy value is

relevant beyond the limitations of the case study. They also act as a set of predictions for KPP

which gives both policy professionals and academics qualitative parameters to track the

success of the program, by a process-tracing study for instance. Theoretically, these



hypotheses ultimately provide generalizable predictions for the PPP solution for financial

inclusion. This is also a starting point for future studies that can test these hypotheses.

The first hypothesis generated in this paper stems from the ideological confluence between

the underlying principles of AIM and the government’s overall guiding philosophy. As

illustrated in this case study, this confluence comes very close to an ideal-type concept level

agreement. Placing this in the theoretical framework of the principal-agent relationship, the

first hypothesis generated in this paper is: Ideological confluence decreases the impact of

information asymmetry of the principal-agent relationship by aligning the incentive structure

of the government and the microfinance institution.

The second hypothesis generated in this paper works at implementation-level by the agent

identifying the role of involvement in process design of the financial inclusion Program by

the microfinance institution. Here, instead of making a causal claim, the factor of

involvement in design of the financial inclusion Program by the microfinance institution is

claimed to have an intervening role of increasing process overlap between the financial

inclusion Program and the microfinance institution that would consequently increase the

chance of smooth execution thereby contributing to successful implementation. The second

hypothesis is therefore: past involvement in design of the financial inclusion Program by the

microfinance institution acts as an intervening variable for successful implementation by

creating process overlap between the Program and the microfinance institution.

The third hypothesis generated in this paper relates to the creation of a relationship between

the borrower and the microfinance institution to address the risk of moral hazard and adverse

selection that may exist in government-led financial inclusion programs. Borrowing from

AIM’s own model that uniquely addresses these issues, the hypothesis is: Creation of

subjectively perceived social responsibility in loan repayment decreases chance of default for

government-led financial inclusion programs.

Conclusion

Government-led financial inclusion programs are an essential part of poverty alleviation

strategies of developing countries. Access to finance remains a prime hurdle for the often



low-income and financially excluded to overcome this crisis by investing in sustainable and

self-determined means out of poverty. This paper therefore has made a policy relevant

contribution by identifying features of a PPP that are predicted to achieve successful

implementation of a financial inclusion program, in the sense of providing an analysis of this

particular case which can be used by policy makers for further action. Furthermore, this paper

has posited that the PPP of the Government of Pakistan with AIM to provide financial

inclusion as a public good holds promise for a large-scale and efficiently-delivered

intervention with potential for scalability and international replication in countries, which

face resource-constraints similar to Pakistan.

At the theoretical level, this paper has bridged the gap between literature on PPPs and

financial inclusion. It has made a theoretical contribution by generating hypotheses for a PPP

aimed at financial inclusion, paving the way for future studies to explore financial inclusion

through the lens of PPP in a systematic manner by using the hypotheses generated here as a

starting point. Fundamentally, this paper’s use of the principal-agent framework acts as a

guideline on future work that may take place on the subject. Its hypotheses will also

contribute to understanding other such cases of PPPs for financial inclusion programs around

the world, specifically in the context of developing countries.

Furthermore, this paper is a unique attempt at setting the stage for seeing how theory is

translated into action. It extracts theoretical principles from a case during the start of a

Program under study thereby giving a starting point for a future study to see how these

principles turn out towards the end of the Program. This has a great deal of relevance to

public policy because it illuminates the relationship between theory and practice, and how

they influence each other. Specific to the case, this paper has provided a theoretical guideline

for both policy professionals and academics to understand the KPP and focus on explored

factors as they evolve over the course of its implementation.

Finally, it merits mentioning that this paper is bound by limitations which leaves a gap for

future studies to fill. While financial services hold immense potential, as explored, large-scale

and publically-available data remains outdated and scarce; future studies conducted after a

new census may allow for better monitoring and evaluation, as well as more effective

post-program analysis. Further, such studies may also factor into account disparities between



genders, and rural and urban areas for a more “inclusive” approach. Specifically for studies

on KPP, it may be productive to note the impact of charging interest on microloans, as

according to some Islamic beliefs (presumably held by a majority of KPP beneficiaries),

charging interest is prohibited (Germani, 2012).
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