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B. Program Description (summarized from the report and recommendation of the P
 

(i) Rationale. In the 1990s, Pakistan’s economy was marred by a declining g
imbalances, weak social safety nets, and poor governance. The pove
worsened, as the number of poor rose from 18 million in 1987–1988 to 45
1999, or 33% of the population; income ine

resident [RRP]) 

rowth rate, fiscal 
rty situation had 
 million in 1998–

quality had widened; and women carried an even 
efore, was central 
an 5% of poor 

ment considered 
s constrained in 

olicy and a legal and regulatory framework, (b) few 
microfinance institutions (MFIs), (c) absence of mechanisms to integrate social capital 
formation with microfinance services, and (d) financial and organizational problems of 
commercial banks and development finance institutions. 

 
Marginalization of women, vulnerability of the poor, lack of skills for effective use of financial 
services, and inadequate basic infrastructure also inhibited the expansion of Pakistan’s 
microfinance sector. Microfinance from informal sources was intermittent and reflected the 
weak bargaining power of the poor. In addition, the number of nongovernment organizations 
(NGOs) that could specialize as MFIs were few. 

 

more disproportionate share of the burden of poverty. Poverty reduction, ther
to the Government of Pakistan’s economic planning. Because less th
households had access to affordable financial services, the govern
microfinance critical to its poverty reduction efforts. However, microfinance wa
Pakistan by (a) lack of a stated p
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estments for the 
ven households 

ity of services due 
quate capacity of MFIs. Thus, to address the issues of 

stem that 

 reduce poverty in 
d legal framework 
Is and encourage 
ce throughout the 
inance sector and 
, Khushhali Bank 
or households in 

 of whom 225,000 would be women. Funding from the Microfinance Social 
 strengthen civil 

und and Deposit 
were established 

ty in Pakistan by 
or, which was to provide financial and social services to the 

income of poor 
s associated with 

oor. The program 
ent, and outreach 

quivalent loan to 
, including social 
vide microfinance 

port 
1 

olicy framework actions and to 
stment in small income-generating 

nt loan had the 
illion equivalent to 

nhancing 
community capacity for building social capital, and (c) institutional strengthening of 
implementing and executing agencies. Through these components, Pakistan’s microfinance 

 Further, a perception of Pakistan’s limited market stimulated minimal inv
supply of microfinance services, both from the public and private sectors. E
that had access to microfinance were not assured of the continuity and qual
to the limited resource base and inade
outreach and sustainability, the government aimed to develop a pro-poor financial sy
would have a significant poverty reduction impact. 

 
(ii) Impact. The Microfinance Sector Development Program ultimately aimed to

Pakistan by helping develop the country’s microfinance sector. A policy an
for microfinance was to be developed to catalyze private investments in MF
public-private partnerships with a view to expanding the reach of microfinan
country. A lead institution, Khushhali Bank, was to spur growth in the microf
realize potential investments and institutional diversity. At full implementation
was to provide microfinance access to 560,000 clients, nearly 9% of the po
the country,
Development Fund (MSDF) and the Community Investment Fund (CIF) was to
society, particularly related to gender. Funding from the Risk Mitigation F
Protection Fund was to reduce the vulnerability of the poor. These funds 
under the program 

 
(iii) Objectives or expected outcomes. The objective was to reduce pover

developing the microfinance sect
poor. Microfinance services, at affordable rates, were to (a) increase the 
households, (b) enhance outreach, (c) build social capital, and (d) reduce risk
failed income generating activities, both farm and non-farm, faced by the p
was to initiate an integrated package of policy reforms, institutional developm
expansion to grow the microfinance sector.  

 
(iv) Components and/or outputs. The program consisted of a $70 million e

support a reform program (policy component) for the microfinance sector
capital enhancement; and an $80 million equivalent investment loan to pro
services to the poor as well as institutional strengthening. The program completion re
(PCR) on the $80 million investment loan is the subject of this validation report.
 
The objectives of the investment loan were to leverage p
provide resources for poverty reduction by increasing inve
subprojects and by generating employment among the poor. The investme
following components: (a) outreach expansion through a credit line of $68 m
support investments in farm and non-farm income-generating activities, (b) e

sector was expected to grow and to attract investors and retailers. 
 
C. Evaluation of Design and Implementation (PCR assessment and validation) 

 
(i) Relevance of design and formulation. The prog

strategy of the Asian Development Bank (ADB),
ram was consistent with the microfinance 

2 ADB’s country operational framework for 

                                                 
1 ADB. 2000. Report and Recommendation of the President to the Board of Directors: Proposed Loans to the Islamic 

Republic of Pakistan for the Microfinance Sector Development Program. Manila (Loans 1805-PAK [for $70 million] 
and 1806-PAK [for $80 million]); and ADB. 2008. Completion Report: Microfinance Sector Development Program 
(Investment Loan) in Pakistan. Manila (Loan 1806-PAK). A PCR for the program loan of $70 million was prepared 
separately (ADB. 2008. Completion Report: Microfinance Sector Development Program in Pakistan. Manila [Loan 
1805-PAK]). 

2 ADB. 2000. Finance for the Poor: Microfinance Development Strategy. Manila. 
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Pakistan, 3  and the government’s poverty reduction strategy. 4  ADB co
government, State Bank of Pakistan (SBP), World Bank, International Mo
various NGOs in its formulation.

nsulted with the 
netary Fund, and 
ting microfinance 
P, para. 52) and 
ara. 56). Lessons 

istan were also incorporated (RRP, para. 53). 
 investment loan.6 

nizations’ share of 
rural community 
 funds. Second, 
 the Emergency 

verestimated the 
rticipation of NGOs, and was overly optimistic about Khushhali Bank’s financial 

stment loan also 
ank’s long-term 

ushhali Bank until 

sformation of two 
of Zarai Taraqiati 
as accomplished, 

it was immaterial to the program outcome.  

re relevant had 
ali Bank’s outreach; (b) enhancing the institutional 

g that Khushhali Bank assumed the foreign exchange and 
mplicit subsidies. 

ded an adequate 
port the findings. 

(a) 

 million to support 
loan's conclusion 
llion) against the 
2006, outstanding 
raisal estimate of 

3 million).  
 

% 
target, limiting its potential for 

the investment loan 
its core lending. 

ncentrated its efforts in expanding its branch network, particularly 
in remote regions, which was in line with the government’s priorities. However, this diverted its 
attention from developing deposit products. Instead, Khushhali Bank relied only on a single 
product, microfinance loans. 

5 Its design drew from lessons in implemen
projects and projects with microfinance components in other countries (RR
from the experience of countries with mature microfinance industries (RRP, p
from other rural development projects in Pak
ADB also approved technical assistance to help the government prepare the
Thus, the process in formulating the design was adequate.  

 
 Two changes were made in the scope of the program. First, community orga

social capital formation was reduced, from 40% to 20% of the cost of 
infrastructure subprojects in December 2003, due to the lack of available
unused CIF funds and accrued income were transferred from the MSDF to
Livelihood Restoration Fund (ELRF) in April 2006. The program design o
pa
performance. The provision of low-cost sources of funds from the inve
undermined deposit mobilization that was essential to Khushhali B
sustainability. In addition, deposit-taking activities were not undertaken by Kh
2008. 

 
 Regarding the institutional strengthening component, the envisioned tran

NGOs into regulated MFIs did not occur. Also, although a portfolio audit 
Bank, formerly known as the Agricultural Development Bank of Pakistan, w

 
 This validation agrees with PCR that the investment loan would have been mo

it focused only on (a) strengthening Khushh
capabilities of SBP; and (c) ensurin
intermediation risks to enable it to price its onlending realistically, without the i

 
(ii) Project outputs (or conditions in the case of program loans). PCR provi

discussion of outputs. Sufficient data were presented and analyzed to sup
Individual component outputs are discussed as follows. 

 
Khushhali Bank’s outreach expansion  

 
 Through the investment loan, Khushhali Bank was given a credit line of $68

its microfinance outreach expansion. Actual loan disbursements at the 
(February 2006) for credit outreach totaled PRs5.51 billion ($93.66 mi
appraisal estimate of PRs9.29 billion ($165.90 million). As of 31 December 
loans totaled PRs2.65 billion ($43.50 million), significantly lower than the app
PRs9.760 billion ($15

 Based on program design, Khushhali Bank was to generate customer deposits to finance 20
 of its lending. The bank, however, was unable to achieve this

lending and disbursements. The availability of low-cost funds from 
undermined the incentive for Khushhali Bank to mobilize deposits to fund 
Further, Khushhali Bank co

                                                                                                                                                             
3 ADB. 1999. Pakistan: Country Operational Framework, 1999–2000. Manila. The country operational framework for 

Pakistan specifies microfinance as one of the interventions for greater poverty reduction impact.  
4 Government of Pakistan. 2001. Pakistan Interim Poverty Reduction Strategy Paper. Islamabad. 
5 In particular, the microfinance group that was sponsored by the Aga Khan Foundation and the Asia Society.  
6 ADB. 1997. Technical Assistance to the Islamic Republic of Pakistan for the Rural Microfinance Project. Manila 

(approved on 12 December 1997 for $600,000). 
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 As of 31 December 2007, Khushhali Bank had 283,695 active subborrowers
of the 560,000 targeted households. PCR posited that this was due to the
resulting from the 20% cap on repeat borrowers. In addition, it was due to th
take o

, only about 50% 
 high attrition rate 
e bank’s failure to 

ver existing microfinance programs of various rural support programs, including their 
design (RRP, 

ity and debt from 
k has not yet faced 

0%. However, 
o be sustainable 

d liquidity gap.  

 40.0% women. 
en. Further, the 
 due to the 2003 

ere actually users of loan 
 being used as 

tives. This policy 
an instrument of 
inesses.  

same borrowers. 
 repaid by its due 

e after the due date were not taken into 
s, Khushhali Bank 
rition rate among 
er than the target 
e improvement of 
xpected recovery 

ably solvent, and 
expanded from 26 in 2001 to 113 

that included some of the most marginalized areas in the country. 
cts envisaged at 
Bank was mainly 
s Special Funds 
g its early years.8 
onlending rate of 

 

ue to duplicate 
on. Under this 
ct development, 

ection methodology, microfinance orientation, and supervision of customer services—
occurred and was satisfactory. Pertinent operational manuals were also prepared using 
internal staff resources. Comprehensive banking software was installed that served as a 

loan portfolios, staff members, and facilities as envisioned in the program 
para. 72).7  

 
 Khushhali Bank’s funding sources were long-term and low-cost through equ

the investment loan, and all of its lending has been short-term. The ban
liquidity problems and has been assured of an interest spread of 18%–2
repayment of the ADB loan began in 2009, which will create a liquidity gap. T
in the long term, Khushhali Bank needs to raise funds to bridge this anticipate

 
 Among Khushhali Bank’s subborrowers, the investment loan targeted

On average, only 24.5% of Khushhali Bank’s subborrowers were wom
percentage of women declined from 32.1% in 2001 to only 15.7% in 2007
change in the gender-targeting policy, in which only women who w
funds would qualify for lending. This was done to prevent women from
surrogate borrowers for loan funds that were actually used by male rela
change reflected Khushhali Bank’s commitment to use microfinance as 
poverty reduction among women who actually owned and managed their bus

 
 Khushhali Bank’s delinquency rates increased with repeat loans to the 

It followed a strict definition of delinquency in which any loan that was not
date was declared delinquent. Repayments mad
account for the calculation of the collection ratio. To control the delinquencie
capped repeat loans at 20% starting in 2005, which lead to a higher att
customers. Khushhali Bank’s average subloan recovery rate was 81.5%, low
of 90.0%. Although its efforts to achieve a high-quality portfolio resulted in th
the portfolio at risk from 7.84% in 2003 to 1.51% in 2007, the lower-than-e
rate did not significantly affect Khushhali Bank’s portfolio quality. 

 
 Khushhali Bank’s financial performance indicated a fast-growing, comfort

highly liquid institution (PCR, para. 13). The branch network 
in 2007, covering 88 districts 
The network of branches exceeded the target of 34 branches in 30 distri
appraisal. PCR explained that the solvent and liquid position of Khushhali 
attributable to its access to low-cost and long-term funding from ADB’
resources, which facilitated the strengthening of its financial condition durin
The low cost of borrowing from the government of 1.28%–4.33%, and an 
20.00%–23.00%, provided Khushhali Bank with a significant interest spread. 

(b) Enhancing institutional capacity 
 
 SBP did not use the funding set aside for enhancing institutional capacity d

grant funding from the Swiss Agency for Development and Cooperati
component, however, training of Khushhali Bank staff members—on produ
debt coll

                                                 
7 This explanation was provided by the PCR for the program loan.  
8 There was also additional implicit subsidy to Khushhali Bank in view of the depreciation of the Pakistani rupee 

against the special drawing rights between 2001 and 2007 by 23.3%. The Borrower bore the exchange risk and 
relent the loan funds to Khushhali Bank based on average weighted cost of deposits during the preceding months 
in the banking industry. The cost of depreciation of the rupee was not passed on to Khushhali Bank, hence, the 
implicit subsidy.  



5 

central processing unit to consolidate all back-office processing. Appropria
vehicles were purch

te equipment and 
ased to implement and manage Khushhali Bank’s outreach expansion in 

 The transformation of two NGOs into MFIs did not occur, as they were not ready for the shift in 
 audit of Zarai Taraqiati Bank was also accomplished.  

0,468 community 
eaders of these 

ment courses. 
., 1,240 women for 10-day leadership 

men activists for 
e of the targeted 

nanced jointly by 
the balance of CIF 

funds was diverted to the ELRF following the October 2005 earthquake. PCR attributed the 
in remote areas; 
skills required of 
een at subproject 
. 

ements, borrower contribution, and conformance to schedule 
re $115.1 million, 
plained that this 

it, (b) lower-than-
ortion of the loan 

sented a detailed 

ulated at appraisal was realistic. Initial disbursement began 
8.7% of subloans 

gthening (except 
 SBP funded its 
 for Development 
st account, direct 

payment, and development finance institution procedures to effect an efficient implementation 

 to be completed 
 component was 

 April 2008 to facilitate disbursements 
under its noncredit components that were committed before the closing date as well as under 
the new fund (ELRF). The extension did not impinge on the timely implementation of the credit 
outreach component. 

 
(iv) Implementation arrangements, conditions and covenants, related technical assistance, 

and procurement and consultant performance. Implementation arrangements formulated at 
appraisal were followed and were satisfactory. SBP, as the executing agency, established a 
program management unit. Khushhali Bank, as the implementing agency, established a 
program implementation unit. Submission of reports was generally punctual. Claims and 
requests for reimbursements were reviewed and paid without delays. 

remote areas. 
 

institutional status. A portfolio
 

(c) Enhancing community capacity 
 
 PCR reported that results from this component were mixed. A total of 9

organizations were formed, exceeding the appraisal target of 24,750. L
community organizations were trained in 4-day community skills manage
However, the other training programs envisaged (i.e
management training, the 24,750 team leaders for 2 days, and 12,412 wo
3 days) were not carried out due to the absence of available trainers. Non
1,409 workshops were conducted due to lack of adequate resources.  

 
 Of the 4,500 targeted community infrastructure subprojects, only 1,600 fi

community organizations and the CIF were undertaken. This was because 

component’s shortfalls to (1) delays in holding seminars or workshops 
(2) difficulties in standardizing training curricula, given the divergence in 
clients spread geographically over a wide area; (3) cost increments unfores
preparation; and (4) the decision to divert the balance of the CIF to the ELRF

 
(iii) Program cost, disburs

(as relevant to program performance). Actual costs of the investment loan we
lower than the estimated cost of $217.2 million at appraisal. PCR ex
discrepancy was due to (a) lower-than-expected demand for microcred
expected outputs for capital building, and (c) nonutilization of a significant p
budget for institutional strengthening (para. 15). Appendix 2 of PCR pre
breakdown of costs. 

 
 The disbursement schedule form

5 months after loan effectiveness. By the fifth year of implementation, 9
under the credit line component were disbursed. Funds for institutional stren
for equipment and vehicles) remained relatively unused, mainly because
institutional strengthening from grant funds provided by the Swiss Agency
and Cooperation. ADB also used appropriate measures such as an impre

of the investment loan (PCR, para. 26). 
 
 The investment loan was to be implemented over 6 years and was expected

by 30 June 2007. By 31 December 2006, 98.7% of the credit outreach
disbursed. However, the loan was not closed until 22
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and agreements. 
 of field offices to 

d 
f having women 

dvising ADB of any 
ded sufficient 

CR, para. 32).  

rtfolio audit. SBP 
satisfied with the outputs of the international consultants, which 

estment loan for 
and information 

 but no evaluation 
esulting in a loan 

e a specific rating 
orming its role as 
actory. Khushhali 
y, with which this 
ntry. However, its 

unity organizations and training clients in the 
as rated by PCR 

partly satisfactory 
m completion and 
ole, this validation 

(vi) Performance of the Asian Development Bank. This validation agrees with the PCR’s partly 
to the government’s request for changes in the 

B review missions 
dterm review was 
nce and financial 
n of outreach and 
cy. 

 Khushhali Bank complied fully with most of the loan covenants 
The covenants that were partially complied with were (a) maintaining a ratio
borrowers of 1:700, (b) outsourcing community development to NGOs, (c) training an
mobilizing NGO and community staff members, (d) meeting the target o
comprise a minimum of 40% of the microfinance beneficiaries, and (e) a
changes in Khushhali Bank’s charter or board membership. PCR provi
discussion on the factors explaining partial compliance on these covenants (P

 
 The program used consultancy services only for the Zarai Taraqiati Bank po

and Zarai Taraqiati Bank were 
were consistent with their terms of reference. Procurement financed by the inv
the institutional capacity component comprised vehicles, equipment, 
technology systems for Khushhali Bank.  

 
 The program was formulated with program preparatory technical assistance

of it was presented in PCR.9 ADB specifies that “a project preparatory TA r
should be evaluated in the PCR for the loan project.”10 

 
(v) Performance of the borrower and executing agency. PCR did not provid

on the performance of SBP, but it highlighted SBP’s effectiveness in perf
executing agency. This validation rates the performance of SBP as satisf
Bank’s operational performance was rated by PCR as generally satisfactor
validation concurs. Outreach was expanded, even in remote areas of the cou
ability to harness NGO services in forming comm
use of loans did not meet expectations. The bank’s financial performance w
as satisfactory; however, this validation rates its financial performance as 
because Khushhali Bank did not achieve financial self-sufficiency at progra
failed to mobilize deposits as envisaged in the program design. On the wh
rates the performance of Khushhali Bank as partly satisfactory. 

 

satisfactory rating. ADB responded promptly 
program scope and was also pragmatic in reallocating funds. However, AD
were ineffective in making Khushhali Bank tap public deposits. Also, no mi
undertaken, which could have examined Khushhali Bank’s subsidy depende
sustainability. Apparently, the review missions concentrated on the expansio
disbursement, giving little attention to Khushhali Bank’s financial self-sufficien

 
D. Evaluation of Performance (PCR assessment and validation) 

 
t 

rk for Pakistan, 
ortcomings in its 
ati Bank, which 
bout the role of 

sidized 
funding, which reduced the urgency to mobilize deposits. Specific measures were not taken to 

(i) Relevance. This validation concurs with the PCR’s partly relevant rating.11 The investmen
loan was consistent with ADB’s microfinance strategy and operational framewo
and with the government’s poverty reduction strategy. However, there were sh
design. First, the investment loan included a portfolio review of Zarai Taraqi
was inconsequential to the loan’s success. Second, it was overly optimistic a
NGOs in social capital formation. Third, Khushhali Bank was allowed to access sub

                                                 
9 ADB. 1997. Technical Assistance to the Islamic Republic of Pakistan for the Rural Microfinance Project. Manila 

(approved on 12 December 1997 for $600,000). 
10 ADB. 2009. Project Completion Report. Project Administration Instructions. PAI 6.07A. Manila (Appendix 2, 

para. 12). This requirement is reiterated in ADB. 2009. Technical Assistance Completion Report. Project 
Administration Instructions. PAI 6.08. Manila (para. 6). 

11 The parallel program loan was rated relevant by the Independent Evaluation Department, because the program 
loan was able to establish the much-needed enabling policy and regulatory environment for the microfinance sector 
as envisaged in the program design.  
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address these issues during implementation.  
 
(ii) Effectiveness in achieving outcome. PCR rated the investment lo

It highlighted Khushhali Bank’s growth and emergence as the largest provid
services in Pakistan, with the widest geographical coverage. Further, it cited
study that reported positive impacts on both monetary and social indicators o
employment and income-generating activities from participation in K
microcredit programs.

an as effective. 
er of microfinance 

 an independent 
f welfare, and on 
hushhali Bank’s 
, many expected 

wers was not met; 
lized; (c) deposit 

rtaken during the program period; (d) the targeted recovery rate was 
d (f) the capacity-
lidation rates the 

th the PCR’s less 
et, and financial 
Khushhali Bank’s 

e 
ADB loan than to efficient intermediation. This validation estimates that the operating cost ratio 

atively inefficient 
entation was on 

l implementation 

odel adopted by 
rs. Financial data 

e has not achieved financial self-sufficiency after 8 
ts to partially fund 
ough its access to 
continue to do so, 
ased on an SBP 
inder its ability to 

r equity to support its outreach.  

 was to leverage 
e socioeconomic 

vestment, income, 
ct on poverty after 

program life. However, an evaluation of the impact on poverty was not carefully planned for, 
nor built into, its design.  

 
). Based on the 

rogram had positive impacts on participants in 
st impact was in 
es—were higher 

for those who had greater access to the program. PCR for the program loan component cited 
another independent study that was unable to confirm any beneficial impact on the 

 

12   However, based on the design and framework
outcomes were not achieved: (a) the envisaged target of 560,000 subborro
(b) the projected financial self-sufficiency of Khushhali Bank was not rea
mobilization was not unde
not achieved; (e) social capital formation did not reach a significant scale; an
building components had mixed outcomes. In view of these shortfalls, this va
investment loan as less effective.  

 
(iii) Efficiency in achieving outcome and outputs. This validation agrees wi

efficient rating of the investment loan. Recovery rates were below targ
intermediation was not efficient in view of the failure to mobilize deposits. 
solvency and high liquidity positions were mainly due to access to subsidized funds from th

of Khushhali Bank’s microfinance program is 31%, indicating a rel
operation.13 Nonetheless, the disbursement schedule was realistic, implem
track, the scope was not changed frequently, and the institutiona
arrangements were never changed.  

 
(iv) Preliminary assessment of sustainability. PCR rated the business m

Khushhali Bank as unlikely to be sustainable, and this validation concu
indicated that Khushhali Bank’s performanc
years of operation. Khushhali Bank was unable to generate customer deposi
its lending. Its profitability position is mainly due to interest margins made thr
subsidized funding. The bank began to repay the ADB loan in 2009, and to 
it must raise deposits to at least 20% of outstanding loans. However, b
assessment, Khushhali Bank has poor corporate governance, which may h
raise additional funds o

 
(v) Impact (both intended and unintended). The investment loan’s objective

policy actions for significant poverty reduction impact. Improvements in th
status of the poor, especially women, were to be achieved by increasing in
and employment. Given this objective, it was important to determine impa

 PCR used an independent study to analyze the program impact (footnote 14
results of the study, PCR pointed out that the p
terms of monetary and social indicators of welfare and employment. The highe
the agricultural sector, where most outcome variables—assets, inputs, and sal

                                                                                                                                                             
12 Montgomery, H. 2005. Meeting the Double Bottom Line-Impact of Khushhali Bank’s Microfinance Program in 

Pakistan. Tokyo: ADB Institute. This study was not funded by the program.  
13 The operating cost ratio measures cost relative to the average loan portfolio, and tracks the operating cost of 

maintaining a rupee of loan. Successful MFIs demonstrate an operating cost ratio of 15%–25%. This validation 
used data from Khushhali Bank’s income statement and portfolio report to calculate the ratio.  
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 household’s food consumption, healthcare and educational expenditu
accumulation of durables.

res, savings, or 
at used the same 

ogies, PCR for the program loan viewed the impact on 

' impact on both 
dings on certain 
mery’s estimates 
 also found that 

ibuted to income-generating activities, such as 
 the results of 

hali Bank's microfinance 

14 Hence, based on the two independent studies th
survey data but different methodol
poverty as inconclusive.  

 
(vi) This validation notes that there were common findings on some variables

studies, but their degree of significance differed. At the same time, the fin
variables were contradictory. Setboonsarng and Parpiev found that Montgo
on all variables tested for income generation were overestimated. They
Khushhali Bank's lending program contr
agricultural production, and in particular, animal raising. On the whole,
Setboonsarng and Parpiev showed lower degrees of impact of Khush
program. This validation rates the impact as significant. 

 
E. Overall Assessment, Lessons, and Recommendations (validation of PCR asse
 

(i) Overall assessment. This validation rates the investment loan as partly su
partly relevant, less effective, less efficient, and unlikely to be sustainable. A
Bank has become the largest provid

ssment) 

ccessful.15 It was 
lthough Khushhali 

er of microfinance services in Pakistan with the widest 
geographical coverage, it was unable to achieve the targeted number of subborrowers, failed 

members also did 
ach a significant 
 transformation of 

eded for 
rbated Khushhali 

 agrees with PCR 
ent should have 
uacy ratio, loan–
 foreign exchange 

li Bank to make it more 
for more realistic 
uld undertake the 
d any experience 
Khushhali Bank’s 
the portfolio audit 

elated to any loan objectives, these funds should have been 
ufficiency. 

sider issuing a 
 2009. However, 

at the same time, Khushhali Bank must improve its corporate governance to draw investor 
he development 
xpected liquidity 

 
 ADB needs to assess Khushhali Bank’s financial viability as an intermediary in future 

microfinance credit lines in Pakistan. Subsidized interest rates distort the market and 
undermine the viability of the institution receiving the subsidy. This validation also concurs with 
the PCR’s recommendation that institutions should undertake and bear the costs of social 

to mobilize deposits, and is financially unsustainable. All training of its staff 
not occur. Further, the envisaged capacity-building components did not re
scale, SBP did not use funds set aside for institutional strengthening, and the
two NGOs into regulated MFIs was not realized.  

 
(ii) Lessons. PCR presented three crucial lessons. First, institutional sustainability is ne

microfinance delivery. The government’s explicit and implicit subsidy exace
Bank’s complacency in funding its operations independently. This validation
that to ensure Khushhali Bank’s financial sustainability, the loan agreem
stipulated covenants for Khushhali Bank, such as a certain capital adeq
deposit ratio, and return on assets ratio. Also, this validation agrees that the
risk of the investment loan should have been passed on to Khushha
conscious of the need to be financially viable. Second, there was a need 
assumptions regarding NGO capability. The design assumed that NGOs co
task of building social capital of communities, but in reality, NGOs hardly ha
of completing such tasks, especially in remote areas. Third, ensuring 
financial sustainability should have been a focus. As the subcomponent for 
of Zarai Taraqiati Bank was unr
used to provide advisory support to Khushhali Bank to achieve financial self-s

 
(iii) Recommendations. PCR recommended that the Khushhali Bank board con

one-time 7-year certificate of deposit to bridge its expected liquidity gap in

confidence. This validation further recommends that Khushhali Bank intensify t
and rollout of savings products and raise additional equity to address the e
gap and to achieve financial sustainability.  

                                                 
14 Setboonsarng, S. and Z. Parpiev. 2008. Microfinance and the Millennium Development Goals in Pakistan: Impact 

Assessment Using Propensity Score Matching. Discussion Paper No. 104. Tokyo: ADB Institute.  
15 The overall weighted average score, based on Independent Evaluation Department ratings, is 0.8, which is the 

lowest score for a partly successful overall rating.  
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capital formation and add these to their financial intermediation cost in determining interest 
the institution.  

ADB consider the 
be used as part of 

 MFI performance. Furthermore, 
the Poor, in which 
 

rates. This promotes appropriate pricing of products and services offered by 
 
 In addition, this validation recommends that in future microfinance projects, 

use of performance-based funding. Performance indicators and targets may 
project covenants or agreements to ensure strong and viable
projects must use guidelines developed by the Consultative Group to Assist 
ADB actively participated, in formulating the design of microfinance projects.16

 
F.  Monitoring and Evaluation Design, Implementation, and Utilization (PCR

validation) 
 

Khushhali Bank esta

 assessment and 

blished a central processing unit for the consolidation of all back-office 
Bank’s 

rformance, and to 

but no systematic 
program’s impact 

on poverty and social dimensions. PCR used the results from an independent study (footnote 12) 
s. 

processing. For this purpose, comprehensive banking software was installed. Khushhali 
monitoring system has been able to track the bank’s operational and financial pe
generate necessary reports.  
 
However, the program was conceived with poverty reduction as a key objective, 
socioeconomic data were collected that can be used to monitor and assess the 

in drawing out the impact of the program on participating household
 
G. Other (e.g., safeg d anticorruption; fiduciary aspects; government 

assessment of the ap R a

issues were r s fiduciary aspects, or other concerns. 

uards, inclu
 project, as 

ing governance and 
plicable) (PC ssessment and validation) 

 
No aised by PCR on safeguard , 

 

H.  Ratings 

Program 
Completion 

Report 

Ind
Ev
De

R
agreement and/or 

mments 

ependent 
aluation 
partment 
eview 

Reason for Dis
Co

Relevance Partly relevant Partly relevant  
Effectiveness in 
achieving outcome 

Effective Less d outcomes, key 
met, including the 

borrowers and 
Khushhali Bank’s financial self-
sufficiency. Deposit mobilization was 
not undertaken by Khushhali Bank. 
Average subloan recovery rate was 
below the envisaged target. Social 
capital formation did not reach a 
significant scale. Capacity-building 
components also had mixed outcomes. 

 effective From the expecte
targets were not 
target of 560,000 sub

Efficiency in achieving Less efficient Less efficient  
outcome and outputs 
Preliminary assessment 
of sustainability 

Unlikely Unlikely  

                                                                                                                                                             
16 Consultative Group to Assist the Poor. 2006. Good Practice Guidelines for Funders of Microfinance. Washington, 

DC (second edition).   
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ower and executing 
agency 

Satisf artly
satisf

id not achieve 
ficiency at program 

ged in the loan 

 

Borr actory P  
actory  

Khushhali Bank d
financial self-suf
completion and failed to mobilize 
deposits as envisa
design.  

Performance of the 
Asian Development Bank 

Partly 
satisfactory 

Partly
satisf

w was undertaken. 
 were not effective in 

hushhali Bank to take 
g the issues of 
inancial 

 
actory 

No midterm revie
Review missions
impressing K
actions in addressin
deposit taking and f
sustainability.  

Impact Positive  Signi dies—while there 
gs—differ on 

 significance. Overall, the 
results of Setboonsarng and Parpiev 

gree of impact than 
.  

ficant Two independent stu
are some common findin
the degree of

showed a lower de
those of Montgomery

Overall assessmen Partly Partl
ccessful 

 t 
successful su

y 

Quality of program 
completion report 

 
 satisfactory technical assistance t

loan.  

Partly PCR did not assess the preparatory 
hat resulted in the 

    
I.  Comments on Program Completion Report Quality 
 

PCR was clear, concise, and well written. The analyses of program performance
adequate, and findings

 and issues were 
 were supported with sufficient data. Lessons and recommendations were 

 projects.  

Appendix 1 provided an excellent presentation of Khushhali Bank’s operational and financial 
er if the appendix also included the 

ch would have shown the goals and targets versus the actual 
uts. 

 satisfactory, also because it failed to assess the preparatory technical 

derived from the findings and are valuable for future designs of ADB microfinance
 

performance. However, it would have been helpful to the read
program framework, whi
accomplishments and outp
 
The PCR quality is partly
assistance. 

 
J.  Recommendation for the Independent Evaluation Department Follow-Up 
 

No follow-up actions are required. 
 
K. Data Sources for Validation 
 

Back-to-office mission reports, PCR, RRP, minutes of the management review meeting on the 
program, minutes of the staff review committee meeting, and independent impact studies. 

 
 
 
 
 

 
 

 

 
 

 



 

REGIONAL DEPARTME  THE PROGRAM COMPLETION REPORT 

gram 
e Independent 

comments from the Financial Sector, Public Management and 
Trade Division of the Central and West Asia Department on 7 September 2009. All comments 
were duly incorporated in the final report. 
 

NT’S RESPONSE TO
VALIDATION REPORT 

 
 On 26 August 2009, the Independent Evaluation Department circulated a draft pro
completion report validation report for interdepartmental comments. Th
Evaluation Department received 
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