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Development Bank in 2002 to support the operations of Khushhali Bank and to promote the 
microfinance sector in Pakistan. Khushhali Bank obtained a US$70 million component of this 
loan for microloans to the poor—particularly to women of the country's rural and urban 
areas—and a US$10 million component allocated toward institutional capacity building. 
Another US$70 million component has been allocated to support policy reforms of the 
microfinance sector in Pakistan. 

By the end of 2005, KB had 63 branches and employed 1,576 people. KB reported that in 
2003, it provided loans to 100,000 households. It aimed to reach 700,000 households by 
2007. The bank's line of products includes short-tenure microloans, up to US$500 for 
working capital and asset purchase, as well as training and consulting. It does not offer 
deposit services. Its lending is based on the Grameen model, i.e., it loans to community 
groups without collateral. To ensure that the loan reaches the target segment (e.g., the 
poor), KB has limited the loan size to about US$150, an equivalent of 36% of the per capita 
GDP, an amount in which wealthy people would not have interest. In practice, however, 
different members of the same household often borrow in tandem, rendering the small loan 
limit an ineffective deterrent. Khushhali Bank also uses another method of targeting: ranking 
poor prospective borrowers by tracking the economic status of their beneficiaries. This 
approach, however, is not adopted rigorously and suffers from subjectivity since participating 
households generally self-select themselves as poor. Moreover, the very aims of the 
Khushhali Bank—obtaining group guarantees for repayment and maintaining a close 
scrutiny of monthly cash flows to determine the repayment capacity of potential clients—can 
potentially exclude the poor, a priori.  

A Khushhali Bank survey was conducted by the Asian Development Bank Institute in May-
June 2005. The survey covered 2,881 households, of which 1,416 are KB borrowers and 
1,465 nonborrowers. Additional data on loan characteristics such as purpose, duration, 
installments, and interest rate were provided by Khushhali Bank. When matching survey 
data and KB data on borrowers, 18 observations were lost due to unknown reasons and thus 
data from 1,398 client households were used in the final analysis. The survey covered KB 
borrowers from 11 regions: 8 rural and 3 urban. Table 1 shows that out of 2,881 households, 
2,126 (74%) were rural households and 726 (26%) were urban households.  

This sampling of rural versus urban households is consistent with Khushhali Bank’s portfolio, 
in which around 75% of Khushhali Bank’s lending goes to the rural population. To be 
representative, the survey design covers the same distribution with 74% of rural households.   

Table 1: Survey Participants by Region 

Region Urban Rural Total
DG Khan 363 363
DI Khan 248 248
Jacobabad 312 312
Karachi 392 392
Kohat 242 242
Lahore 208 208
Loralai 208 208
Muzaffarabad 260 260
Nawabshah 262 262
Quetta 132 132
RY Khan 254 254

Total 732 2,149 2,881  


