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ECONOMIC UPDATE 

 

Fund Manager Report 
October 2008 

 
The month of October brought some good news for Pakistan in the form of falling commodity prices all over the world including crude oil 
and thus raising hopes that pressure on Pakistan’s balance of payments would ease slightly. CPI for the 1st quarter FY09 came in at 
24.5% while the year-on-year inflation for the month of September was recorded at 23.9%.  Pakistan’s foreign exchange reserves fell to 
US$6.9 billion during the last week of October, enough for only two months of imports. Pak rupee declined further vs. US dollar by 6.6% to 
Rs. 83.5/US$ during the month. On the positive side, foreign remittances during 1QF09 rose 25% over the corresponding period last year. 
Moody's Investors Service cut Pakistan's rating on government bonds from B2 to B3 and signaled that further cuts may occur if Pakistan 
failed to improve its macroeconomic imbalances. Growth projections for Pakistan were further revised downward by various agencies 
including the International Monetary Fund (IMF). The IMF forecasted a GDP growth rate of 3.5% for Pakistan during 2009 and inflation 
rate of 23%.  The GDP of South Asia was forecasted to grow by 6.4% during the same period along with 8.8% inflation rate. Pakistan’s 
current account deficit is likely to be 6.4% of GDP, compared to 8.7% during last year. Pakistan is currently mulling over an IMF package 
of reforms and possible help from friendly countries to get short-term loans to address balance of payments problem. On the international 
scene, stock markets saw the worst month in the history as MSCI’s All Countries World Index lost 19.9% during the month. Emerging 
stock markets were hit severely as they lost 27.5% of their value during the month. Steep fall in stock markets was followed by monetary 
easing by central banks and stimulus packages all over the world. The British and the US economies contracted during 3Q2008 as 
investors start expecting a prolonged world recession. Euro lost substantially against the dollar as the Euro Area’s growth prospects 
looked worse compared to previous prospects.  Yen remained the strongest currency as it gained against all major currencies.
 
Fixed Income Market 
 
Outflow of  foreign portfolio investment from 
Pakistan continued during the month with  
foreigners withdrawing US$24.7 million from 
Pakistan’s financial markets. The total net 
investment withdrawal from Pakistan during FY09 
now stands at US$252.0 million. International 
liquidity crunch hit Pakistan seriously during the 
month as people and orgnaizations converted their 
financial assets into foreign currencies and cash.   
Except the 1-month KIBOR, interest rates of 
various tenors ended up higher by the end of the 
month though they fell briefly after the mid of the 
month as the State Bank reduced the Cash 
Reserve Requirement (CRR) from 9% to 8% and then further down to 6%. Announcement was also made to reduce the CRR to 5% by 15 
November. The Statutory Liquidity Requirement was also eased. On October 08, the cut-off yield on 3-month T-bill fell from 12.56% to 
12.55% in an auction by the State Bank; the SBP raised Rs. 51.11 billion against the target of Rs. 71.86 billion. In another auction 
conducted on October 22, the cut-off yield on 6-month T-bill fell from 12.56% to 12.55%. The cut-off yield on 12-month T-bill rose to 
12.79% from 11.84% in July. In total, the State Bank sold Rs. 62.2 billion worth of T-bills (mostly 3-month T-bills) in the auction. Market still 
shows little appetite for 6-month and 1-year tenure bills. In the backdrop of possible IMF loan package, interest rates are likely to remain 
high. 
 
Equity Market 
 
The KSE 100 Index changed only by 0.03% during 
the month due to the continued price floor set by 
the KSE Board at August 27 prices. During the 
same period, MSCI EM Asia Index was down 
24.2%. Since August, 2008, EM Asia Index has 
fallen by nearly 33%. Historic fall in international 
stock markets and inability of the Government to 
arrange financing for imports forced the KSE Board 
and the Securities & Exchange Commission of 
Pakistan to keep the floor intact. The KSE volume 
fell to historic low levels and the market 
capitalization remained essentially unchanged.  Moody's Investors Service lowered the long-term local currency deposit ratings of four 
rated Pakistani banks to Ba2 following the downgrade of the country's local currency deposit ceiling to Ba2 from Baa2.  Most of the listed 
companies declared results for the July-September quarter. Profits of commercial banks grew only about 2% over 9M2008 compared to 
9M2007; profits actually declined during the July-September quarter. Banks were able to improve net interest margins somewhat over the 
last quarter, which was mitigated by higher operating expenses. Higher oil and gas prices, denomination of revenues in dollars, and 
depreciation of Pak rupee brought significant increase in profits of oil and gas exploration and production companies. Oil refining and 
marketing companies declared unexpectedly high losses mainly due to sharply lower crude price toward the end of the month, resulting in 
inventory losses. Telecom sector results were positive but somewhat below expectation. The fertilizer sector showed mixed trend with 
Urea producers gaining and DAP producers losing. The Power sector earnings increased more than 15% mainly due to dollar-
denominated revenues. In the wake of global recession and challenging economic situation in the country, the stock market is likely to see 
some downside in the coming months.   
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ASKARI INCOME FUND 

 

NAV 102.34 
Fund Manager Report 

October 2008 
 
Investment Objective 
 
The objective of the Fund is to provide investors a broad 
range of asset classes so as to diversify fund risk and to 
optimize potential returns. The fund invests in a variety of 
fixed-income instruments including spread transactions, a 
range of debt instruments, short maturity securities and 
certificates of investment with the view of seeking high 
yields while balancing risk.  This offers the investors the 
liquidity and the facility to invest in or redeem from the 
fund at their convenience. 
 

Fund Performance 
 
AIF’s annualized return for the month of October was 
12.3%, which was 70bps higher than last month’s 
return and nearly 100bps higher than August’s return. 
The annualized return for AIF since inception (March 
2006) stands at 10.7%. 
 
The money market experienced very tight liquidity 
conditions during the month as banks experienced major 
withdrawals from their customers and interbank lending 
nearly grind to a halt.  As a result, overnight lending rates 
shot up to nearly 40% for a brief period.  The SBP, in 
order to ease the liquidity situation, slashed CRR by 4% 
and SLR to zero for long-term deposits.  6-month KIBOR 
crossed the 15% mark as the market started pricing in a 
1%-2% discount rate hike in the coming months. 
 
Fixed-income funds experienced very high redemptions 
as a knee jerk reaction to the freeze of equity funds by 
SECP.  AIF also received higher than usual 
redemptions during the month, but due to prudent 
liquidity management, was able to meet all these 
redemptions in a timely manner.  Keeping in view our 
investment objective of balancing return and risk, we 
will intensify our focus on maintaining the high credit 
quality of the fund in the coming months.  At the same 
time, we will ensure that we keep ample liquidity to 
counter any similar situation in the future.  The portfolio 
composition remained essentially the same during the 
month with the TFC exposure increasing slightly due to 
the decrease in fund size. 
 
We continue  to focus on providing the best returns in the 
market within our risk management parameters, without 
compromising on credit quality. The weighted average 
credit quality of the fund is AA- with all of the instruments 
in the portfolio rated higher or equal to A-.  We are 
currently reviewing all investments in instruments rated A 
and A- and will strive to reduce the exposure to these 
instruments. 

General Information 
Minimum Investment Rs 5,000 
Sales Load None 
Management Fee 
Benchmark 

1.5% 
3-month KIBOR 

Risk Low 
Manag’nt Company Rating AM3 by PACRA 
Performance Rating 5-Star by PACRA 
 

Fund Size and Growth 
 Oct 31 08 Sep 30 08 
Fund Size Rs 5.0 billion Rs 6.7 billion 
NAV* 102.34 103.71 
* Dividend of Rs.2.37 paid as of September 30, 2008 
 

Fund Performance 
Return 1-Month 3-Month  6-Month Since IPO 

AIF  12.3% 11.6%     10.4% 10.7% 
Benchmark*        14.6%             14.2%           13.7%      10.6%   
*Monthly Average 

 
Standard Deviation* 1.64% 
Sharpe Ratio** (0.6) 
Duration (months) 2.5 
Expense Ratio 1.78% 
* On monthly basis – last twelve months 
** Risk-free Rate is 3-Month Treasury Bill Rate 
 

Economic Data 
 Sep/07 Dec/07 Mar/08 Jun/08 Oct/08 
KSE100 Index 13,351.8 14,075.8 15,125.3 12,289.0 9,182.9 
6M KIBOR 9.97% 10.00% 10.32% 14.19% 15.10% 
CPI Inflation 8.37% 8.79%  14.12%  21.53% - 
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Investment Objective 
 
The fund seeks to maximize long-term total return 
(stocks plus income) while incurring lesser risk than a 
fund comprising entirely of stocks. The asset universe of 
the fund includes stocks, term finance certificates, 
Government bonds, treasury bills, certificates of 
investment, continuous funding system, and spread 
transactions (Redi-Future), etc. The fund seeks to 
provide its investors with returns that are 5% higher than 
the benchmark (KSE-100 index). 
 
The Fund was launched (Pre-IPO) on June 2, 2007 and 
the IPO took place between Sep 10 and September 13, 
2007. 
 
Fund Performance 
 
There was a change of mere 0.03% in KSE 100 Index 
during the month as the price freeze applied by KSE 
Board on August 27 remained in force. Market’s hope of 
having a bail out package all dashed to ground. The 
fear of market plunge and default of brokers’ in case of 
lifting of floor, forced KSE Board to continue with freeze. 
The volumes fell to all time low.  The financial crisis had 
all international stock markets reeling down. At the end 
of the month the Fund was invested 58% in equities and 
42% in TFC and cash. 
 
During the month of October, MSCI EM Asia Index was 
down 24.2%. The rupee shed against all major 
currencies. The Government of Pakistan has 
approached IMF for the bail out of the present 
unfavorable economic situation and negotiations are 
moving ahead. Pakistan will need US$ 5-6 billion 
upfront to tackle the menacing balance of payment 
position. IMF will want Government of Pakistan to 
accept and start implementing certain conditions under 
which the loan will be granted. Pakistan's foreign 
currency reserves have been falling at a rate of nearly $1 
billion a month, and the central bank has barely enough to 
cover six weeks of imports. Pakistan needs $10 billion to 
$15 billion of support from foreign lenders to cover its 
current account financing gap and undertake economic 
adjustments over the next two years. 
 
Inflation in Pakistan is running at close to 25 percent, the 
budget deficit is unsustainable, government borrowing 
from the central bank has squeezed liquidity in the 
banking system and international bond prices have priced 
in the risk of a debt default. Earlier this month, S&P 
reduced Pakistan's rating to CCC-plus from B. The current 
rating, which is seven notches below investment grade, 
could be lowered further, it warned. 

General Information 
Minimum Investment Rs 5,000 
Sales Load 2.5% front-end, 0.0% back-end 
Management Fee 3.0% 
Risk Medium 
Manag’nt Company Rating AM3 by JCR-VIS and PACRA 
 
Fund Size and Growth 
 Oct 31 08 Sep 30 08 Aug 31 08 June 30 08 30 Apr 08 29 Feb 08 
Fund Size Rs 336 mn Rs 335 mn Rs 344 mn Rs 498 mn Rs 539 mn Rs 642 mn 
NAV* 61.7269 61.6323 61.4770 87.8845 96.4405 99.8324 
* Dividend of Rs. 1.99 paid as of June 30, 2007 

 
Fund Performance 
Rolling Return 1-Month 3-Month Since Inc.      FY09 

AAAF 0.41% -17.20% -36.31% -29.76% 
KSE 100 -0.28% -13.23% -29.00% -25.28% 
 

Portfolio Details 
P/E (FY09) 6.95 
Beta 0.90 
R2 86.29% 
Max Drawdown (DD) 39.85% 
Number of days in DD 444 
Standard Deviation* 7.15% 
* On monthly basis 

 
Economic Data 
 Dec/07 Mar/08 Jun/08 Sep/08 Oct/08 
KSE100 Index 14,075.8 15,125.3 12,289.0 9,179.7 9,182.9 
6M KIBOR 10.00% 10.32% 14.19% 14.52% 15.10% 
CPI Inflation 8.79%  14.12%   21.53% 23.91%  

 
Top Ten Holdings of the AAAF 
 

Arif Habib Securities Ltd. 
Pakistan Oil Field Limited 
Adamjee Ins. Co. Ltd. 
Sui North Gas Co. Ltd. 
JS Investments Ltd. 

Fauji Fertilizer Bin Qasim 
Engro Chemical 

Lucky Cement 
Oil & Gas Dev. Co. 

Packages Ltd. 
  
Lucky Cement Sui Northern Gas Pipelines 
Arif Habib Securities Pakistan State Oil 
Engro Chemical Pakistan Petroleum 
 


