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The stock market continued its downward trajectory on abysmally low trading volumes during the month of December 2011 
extending the previous month’s losses. Concern on the Pak-US relations, uncertainties in the local politics, mounting 
downside risks to the external accounts and challenging global economic outlook weakened investors’ con�dence in the 
market. Further, in the absence of the positive triggers, local investors were swayed by the foreign selling. Moreover, investors 
also kept from taking fresh positions in the key sectors facing structural problems which also contributed to the lagged 
performance of the market.  The month started with KSE- 30 Index at 10800 levels and after touching a low of 10,154 closed 
the month at 10,179 levels. Overall, during the month KSE-30 Index lost around 5.8%.
 
Post last monetary policy announcement by the SBP interest rates have started inching up, indicating a possible monetary 
tightening going forward. Widening current accounts de�cits and monetization of the yawning �scal de�cits are feeding the 
in�ationary expectations. Widening external accounts, growing structural issues and stalled foreign in�ows are clouding the 
economic outlook.  During the outgoing month, trading activity reduced to unprecedentedly lower level adding to the 
worries of the investors. Average Daily Trading volume for the month was recorded at around 42 million shares versus 45 
million shares during the month of November. 

The Oil & Gas, Food Producers, and Non-Life Insurance Sectors were among the out- performing sectors while Chemicals, 
Construction & Materials and Financial Services sectors lagged the market. Strong expected earnings growth of Oil & Gas 
Exploration companies resulted in out-performance of the Oil and Gas sector. Acute gas curtailment facing key fertilizer 
companies kept the investor from the sector. Lower dispatches of the cement due to slowdown in the construction activity 
weakened investors’ con�dence in the sector. Unabated selling resulted in the lagged performance of key companies in 
Electricity and Banking sectors. 

Going forward, in our view, key drivers of the stock market will be: Foreign Portfolio Investment (FPI) activity, US-Pakistan 
diplomatic relationships, Economic and interest rates outlook and domestic political situation.

The Calendar Year 2011 started with Discount Rate at 14% and ended with the Rate at 12%. 3-Months T-Bills cut-off rate in 
the �rst auction in January was 13.37%, while it was 11.83% in the last auction of December. 6-Months KIBOR on January 
1 was 13.62%, while it was 12.02% on December 30, 2011. Year on Year CPI was 13.9% in January and was 10.2% in 
November 2011. But is all of this sustainable? We have serious reservations. Total Government debt at June-end 2010 was Rs 
10.3 trillion, while at September-end 2011 it was Rs 12.5 trillion, an increase of 21% in �fteen months. Current account 
de�cit during July-November 2010 was USD 589 mln (0.7% of GDP), while it is USD 2,104 mln (2.1% of GDP) during the 
same period this year. PKR/USD was 85.82 on December 31, 2010, while it is 89.97 at December 30, 2011, a depreciation 
of around 4.8%. After remaining stable for the next few quarters, the interest rates may start going up due to vulnerability of 
Fiscal and Current Accounts. 

On the corporate debt sphere, market volumes reported by MUFAP remained thin in December as well. Total traded value 
reported by MUFAP for December 2011 was Rs 870 mln, as against a value of Rs. 757 mln in Nov 2011. Banking sector 
bonds accounted for 60.89% of the traded value.

Average YoY in�ation (CPI) for July to November 2011 was 11.1%, while average month-on-month in�ation (CPI) during the 
same period was 1.08% which translates into an annual in�ation number of 12.96%. This suggests lower YoY CPI presently 
is due to base effect, which would likely dilute in coming months and lift YoY CPI. In the latest available M2 (Money Supply) 
data of the current �scal year, net Government borrowing from scheduled banks has risen by 46%, including 28% one time 
conversion of energy sector related circular debt from loans to Government Securities, and net Government borrowing from 
SBP increased by 17.4%.   

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 three funds in �xed income category launched by NAFA, namely NAFA Savings Plus Fund, NAFA Riba Free 
Savings Fund and NAFA Financial Sector Income Fund, are also performing well posting double digit returns. In the current 
economic environment as mentioned above, the returns of these funds are expected to remain attractive, considering their 
very low credit risk pro�le and �oating rate linked investments.


