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ECONOMIC UPDATE 

 

Fund Manager Report 
January 2009 

 
After a difficult start to FY09 when most economic indicators showed a deteriorating trend, the economy has finally managed to show 
signs of improvement. The Consumer Price Index of Dec08 decreased by 0.50% over Nov08 but increased by 23.34% corresponding 
month of last year. The balance of payments showed a surplus of USD708mn in Dec08 for the first time in six months. This surplus is 
attributed to record remittances of US$674mn (an increase of 8.6% over last month) and healthy Foreign Direct Investment (FDI) inflows 
of US$708mn. Current Account deficit has been reduced to US$458mn in Dec from the peak of US$2.07bn in October while Dec trade 
deficit shrank to US$800mn from high of US$2.23bn in April. During the month, Pakistan received US$500mn from China to help build 
foreign reserves and also US$101mn from the United States for logistical support for campaign against militancy. Pakistan's total liquid 
foreign reserves stood at US$10.21bn on  Jan 24, 09 - the foreign reserves held by State Bank of Pakistan (SBP) figured US$6.9bn and 
the net foreign reserves held by banks other than SBP amounted US$3.3bn. On Jan 31, 09 SBP kept the key discount rate unchanged at 
15% as expected, although economic growth was set to fall to 3.7% in the fiscal year, the slowest since 2000/01. Sovereign credit ratings 
worldwide remained under threat amid global economic downturn and Moody’s and S&P retained their negative outlook for Pakistan’s 
foreign currency debt .  Macroeconomic vulnerabilities have reversed from their worst Inflation, twin deficits and balance of payment risk 
have been diluted with structural macro adjustments and international commodity price meltdown. Sharp reversal in policy rate and fiscal 
stimulus would be required for an immediate economic recovery which can only be achieved through fiscal and monetary discipline. On 
the international scene, Barack Obama became the first black US president on Jan20, making history before a sea of people and 
declaring the United States in the midst of a crisis that can be defeated with a united sense of purpose. The Fed (US Central Bank) 
announced to keep the interest rate between zero and ¼ %. Central Europe's economies continued to contract in January - lead by their 
manufacturing industries - under the combined weight of a credit crunch and a slump in demand for their exports. The IMF cut its growth 
forecast for China's economy to 6.7% from 8.5% and called upon Beijing to focus on boosting domestic demand. Given the dramatic 
developments over Sep08 to Jan09, the depth of the ongoing recession is difficult to gauge; however the recent fall in commodity prices 
and the global slowdown are likely to ease the severity of crisis over time, and indeed, a shift toward monetary accommodation is now 
under way to mitigate the growth- dampening effects of the financial crisis. 
 
Fixed Income Market 
 
Foreign portfolio investment continued to flow out from 
Pakistan. The month saw a net US$150 million outflow 
during the month. The total net investment withdrawal from 
Pakistan during FY09 now stands at US$327 million. 
Rupee-Dollar parity remained range bound as foreign 
reserves and remittances increased during the month. 
KIBOR decreased during the month with 6 months call rate 
closing at 15.10% p.a. at the end of Jan 08 (Dec08 6-month 
KIBOR @ 15.70%). Yield on long term bonds continued to 
decrease during the month. The yield on benchmark 10-
year PIB decreased to 15.46% from 16.18%, and the 3 and 
5-year PIB rates were moved to 14.48% and 14.82 %.  The SBP held two auctions inJanuary to sell T-bills. At the first auction on Jan14, 
the Bank received bids worth Rs.190bn against a combined pre-auction target of Rs.70Bn. Cut-off yields stood at 13.98%, 14.01% and 
14.26% for 3M, 6M and 12M respectively. In another auction conducted on Jan28, the Bank received bids worth Rs.200bn against a 
combined pre-auction target of Rs70.Bn. The cut-off yield on 6M Treasury bills was held intact at 14.01%, on the 3M paper it dropped to 
13.76% and on the 12M paper it decreased to 14.21%. The average rates of CFS MK-II decrased to 18.18% compared to last month's 
average rates of 66.17%, while CFS MK-II total value stood at Rs.0.40bn from last month's close of Rs.1.31bn. 
 
Equity Market 
 
The KSE 100 fell 8.3% during the month of January to close 
at 5,377 points as compared to 5,865 points in December. 
After losing 36% in only 9 trading sessions since Dec15, 
several steps were taken to revive investor’s confidence. At 
the start of the month, NIT launched the Rs20bn NIT State 
Enterprise Fund (NIT-SEF) to invest in eight eligible stocks, 
namely OGDC, PSO, PPL, SNGPL, SSGC, KAPCO, NBP 
and PTCL.  As part of market support measures, the apex 
regulator unveiled the much-awaited changes in buy back 
rules to allow companies to buy back shares as treasury 
stock. National Investment Trust (NIT) set the threshold of 
investing Rs.300mn in Karachi Stock Market on daily basis to lend a hand to the stock market. The Voluntary CFS Mk-II Square-up 
Scheme was completed whereby money obligations and shares deliveries were dully settled. The CFS Mk-II open position of Rs 6.6 billion 
was settled out of total open position of Rs.9.8bn through this scheme, which was agreed by all stakeholders. Activity picked up during the 
last week of the month when the State Bank allowed the banks to take 30% benefit of forced sale value (FSV) for pledged stocks and 
mortgaged properties on non-performing loans (NPLs) effective Dec 31, 2008, a partial reversal of the previous FSV regulation in Oct 
2007. The availability of FSV benefit was expected to improve 2008 earnings by around 18-20%. Insurance and transport as well as autos 
were among the worst-performing sectors whereas IPPs, Fertilizer and Consumer Paper were the top performers. 
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ASKARI INCOME FUND 

 

NAV 95.87 
Fund Manager Report 

January 2009 
 
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 
 
The annualized return for the month of January was 
25.6%, which is the second best return for any fixed-
income fund for the month of January.  This return is 
also the fund’s best monthly performance since its 
inception nearly three years back.  The performance 
was mainly driven by upward price revaluation in the 
TFC portfolio as high credit quality TFCs started 
moving higher towards their fair values.  This was a 
direct result of the easing liquidity conditions in the 
market with banks and DFIs increasing their purchase 
of high quality TFCs for their investment portfolio.  We 
expect this trend to continue for a period of time, which 
should translate to higher returns going forward.  
 
KIBOR decreased during the month as the liquidity 
situation started to ease and the market started pricing in 
a rate cut in the second half of the year. 6-month KIBOR 
decreased by 60bps to 15.1%. Yield on long term bonds 
also continued to slide during the month.  Although, core 
inflation remains stubborn around the 18.5%-19.0% mark, 
headline CPI continues to decrease, albeit at a very slow 
pace.  We expect the rate of decline to increase faster in 
the next few months as the higher base effect of CPI 
starts to catch up.  
 
We continue to monitor the portfolio credit quality very 
closely as we feel that in the current environment credit 
risk far exceeds interest rate risk especially as the cycle of 
hikes in discount rate nears its end.  We continue to 
reduce exposure in sectors (investment banks, cement, 
leasing, etc.), which may be affected more going forward. 
The weighted average credit quality of the TFC portfolio is 
AA- and we hope to maintain the portfolio rating at this 
level.  
 

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 
 Jan 31 09 Dec 31 08 
Fund Size Rs 3.5 billion Rs 3.5 billion 
NAV* 95.87 94.03 
* Dividend of Rs.2.37 paid as of September 30, 2008 
 

Fund Performance 
Return 1-Month 2-Month   6-Month Since IPO 

AIF*    25.6%    13.0%      -6.9%     7.0% 
Benchmark*          14.4%            14.9%           14.3%       11.0%   
* Annualized Return 

 
Sharpe Ratio**   (0.3) 
Duration (months)                         1.7 
Expense Ratio 1.77% 
** Risk-free Rate is 3-Month Treasury Bill Rate 
 

Economic Data 
 Mar/08 Jun/08 Sep/08 Dec/08 Jan/09 
KSE100 Index 15,125.3 12,289.0 9,179.7 5,865.0 5377.4 
6M KIBOR 10.32% 14.19% 14.52% 15.70% 15.10% 
CPI Inflation  14.12% 21.53%    23.90% 23.34%  
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NAV 45.7593 
Fund Manager Report 
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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 
 
The trading volume remained extremely low and price 
discovery mechanism was not truly working. In light of 
these exceptional circumstances, to protect the interest of 
the unit holders of Askari Asset Allocation Fund (AAAF), 
the Company decided to continue with the suspension of 
issuance and redemption of units of the said fund in 
pursuant to the SECP Circular No.23 Dated October 7th, 
2008 till further notice. However, when price discovery 
was restored and adequate volumes were witnessed 
during the month, the Company decided to withdraw the 
suspension in dealing of units of Askari Asset Allocation 
Fund (AAAF). Normal dealing of units of AAAF became 
effective from 6th January, 2009.  
 
Since resumption of trading in AAAF units, the fund has 
outperformed the KSE 100 index by 7.8%. Improved 
market sentiment amid FSV benefit and market support 
measures including the launch of NIT-State Enterprise 
Fund (SEF) have improved volumes during January. The 
State Bank of Pakistan kept its benchmark policy discount 
rate constant at 15%, bringing an end to its aggressive 
monetary tightening campaign. With most of the IMF 
targets met, the worst seems to be over for the Pakistan 
economy. It is further expected that interest rates will be 
decreased in the next monetary policy review in March. 
We believe the market to remain fairly stable for now 
barring any political shocks. This will in turn prove 
beneficial for AAAF as 63% of the fund is invested in 
equities.  
 

 
 

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 
 Dec 31 08 Jan30 09 Dec 31 08 Sep 30 08 Aug 31 08 June 30 08 30 Apr 08 29 Feb 08 
Fund Size Rs 323 mn Rs 250 mn Rs 323 mn Rs 335 mn Rs 344 mn Rs 498 mn Rs 539 mn Rs 642 mn 
NAV* 61.6566 45.7593 61.6566 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  3-Month Since Inc.      FY09 

AAAF  -25.87% -52.27% -47.78% 
KSE 100  -41.44% -58.42% -56.00% 
 

Portfolio Details 
P/E (FY09) 3.97 
Beta 0.82 
R2 73.98% 
Max Drawdown (DD) 39.85% 
Number of days in DD 535 
Standard Deviation* 6.61% 
* On monthly basis 

 
Economic Data 
 Mar/08 Jun/08 Sep/08 Dec/08 Jan/09 
KSE100 Index 15,125.3 12,289.0 9,179.7 5,865.0 5377.4 
6M KIBOR 10.32% 14.19% 14.52% 15.70% 15.10% 
CPI Inflation  14.12%   21.53%  23.90% 23.34%  

 
Top Ten Holdings of the AAAF 
 

Pakistan Oil Field Limited 
Pakistan Petroleum Ltd. 
Pakistan State Oil 
Oil & Gas Dev. Co. 
Fauji Fertilizer Bin Qasim 

Arif Habib Securities Ltd. 
Engro Chemical 

Packages Ltd. 
JS Investments Ltd. 

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


