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During the month of April the stock market continued upward trend with a lot of volatility amid better-than-expected 
corporate earnings announcements & healthy payouts, promulgation of newly introduced CGT regime, and healthy foreign 
portfolio investment activity. However, deadlock on the Pak-US diplomatic relations and uncertainty on the domestic 
political front towards the end of the month dampened investors’ con�dence in the market. The month started with KSE-100 
Index at 13,761 levels and closed the month at 13,990 levels. Overall, during the month KSE-100 Index advanced by 1.7%.
 
In its monetary policy announcement in April 2012, State Bank of Pakistan kept discount rate unchanged at 12%. Key 
highlights of the decision were unexpected and excessive government borrowing from SBP and commercial banks to �nance 
�scal de�cit, muted foreign �ows, and higher in�ation expectations. Lower private sector investments are badly affecting the 
productive capacity thus contributing to the in�ation. In our view, materialization of the budgeted foreign �ows will be key 
determinant of in�ation and interest rate outlook.

Industrial Engineering, General Industrials, Construction & Material and Automobile & Parts sectors performed better than 
the market. On the other hand, Oil & Gas, Banking, Electricity, Personal Goods and Chemicals sectors lagged the market. 
Strong earnings announcements and improved outlook resulted in the out-performance of the Construction and Material 
sector. Investors shed position in selected banking stocks following downward earnings revision due to increase in minimum 
deposit rate on savings account by the SBP. Investors kept from taking position in Chemical sector due to subdued off-take 
numbers of fertilizer during the outgoing quarter. Elevated energy related circular debt clouded the outlook of the electricity 
sector.  

Based on our estimates, the stock market is valued at 7.3 times forward earnings, offering dividend yield of 7.9%. Key drivers 
of the market in our view will be: (i) domestic political climate, (ii) Pak-US relations, (iii) implementation of newly 
announced CGT regime, and (iv) in�ation and interest rate outlook, and (v) Foreign Portfolio Investment (FPI) activity.

For the �rst nine months of FY12, the average annual CPI has been 10.8% against 14.0% during the same period last year. 
YoY Core In�ation as measured by Non-Food Non-Energy (NFNE) and Trimmed are noted at 10.9% and 10.5% respectively. 
Workers’ remittances have shown sustainable growth during the year, with a 21.5% increase during July-March period (Rs 
9.7 bln vs Rs 8.0 bln). However, Current account de�cit as a % of GDP is 1.1% this year against 0.1% the previous year. 
Government borrowing from SBP and scheduled banks is feeding in�ationary expectations. Money markets are reacting by 
participating in 3-month or 6-month T-Bills’ auctions and avoiding 1 year T-Bills, signaling an uptick in interest rate. 

Trading activity of TFCs remained healthy during the month. Total traded value reported by MUFAP for April 2012 was Rs. 
1,235 mln. This is 46.31% more than the average of the �rst nine months of FY12. Search for yields after some let-up in 
interest rates is the key factor for this positive development.

NAFA Government Securities Liquid Fund is the only ‘AAA(f)’ rated money market fund in Pakistan greater than Rs 10 billion 
in size. The last four funds in �xed income category launched by NAFA, namely NAFA Savings Plus Fund, NAFA Riba Free 
Savings Fund, NAFA Financial Sector Income Fund and NAFA Money Market Fund are also performing well posting double 
digit returns in the year to date and since inception periods. The returns of these funds are expected to remain attractive, 
considering their very low credit risk pro�le and investment in securities and instruments with short maturities and �oating 
rate coupon rates.


