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üEconomic and Political Risk is nothing new, itôs been around 

throughout history. We can try and learn lessons but there is 

no perfect solution ïwe can only manage risk.

üThe uncertainty emanating from economic and political 

turmoil generates both risk and opportunities. 

üWe can try and identify opportunities but we cannot time 

markets, thus we are usually not able to move timely enough 

to sell one asset and buy another ïwe must accept our 

limitations.

üEmpirical data (history) gives us a fair assessment of the 

behaviour of different asset classes.

Background
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üWe may be invested in some prime real estate; have 

some investment in gold; some in the bluest of blue chip 

shares; some in gilt edged government bonds; some 

money on deposit with a government backed bank and 

on top of that have some money safely tucked away 

abroad.

üWe would probably feel comfortable with the investments 

and enjoy carefree sleep night after night.

üHowever, we can go disastrously wrong if we tend to 

forget that a major risk is being invested in the wrong 

asset class relative to our needs. (Please note that I use 

the plural, i.e., NEEDS)

The risk of misallocation amongst asset 

classes
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üLetôs take PIBs (long-term Government Bonds)

üPIBs can mistakenly be deemed risk-free, but in reality they 

carry a high risk of price volatility due to interest rate 

movements. 

üIf a Provident Fund (long-term investor) holds these, it 

needs to mark the values to market at the close of each 

financial period and a retiring member is paid on that basis. 

Such a person could be hit with a major price knock. (The 

10-year PIB saw a price drop of 27% during the six month 

period June to December 2008)

No asset class is risky or risk-free in itself - I 



Asset Manager Rating ñAM2òArif Habib Investments Limited
(formerly: Arif Habib Investment Management Limited)

üTo avoid price volatility, the best instrument is the three-

month Government Treasury Bill; it is considered the safest 

of investment avenues. 

üTreasury Bills have no credit risk of the Government not 

paying back and there is an insignificant price volatility risk 

(interest rate risk). 

üHowever, if we put our pensions savings into such 

instruments, we are almost assured of underperforming 

inflation. It is akin to sacrificing one piece of bread today and 

saving the money for your retirement but discovering that you 

can afford only half a bread with your accumulated savings 

once you retire.

No asset class is risky or risk-free in itself - II 
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ü TFCs are normally issued with coupons that are re-fixed

every six months based on the prevailing KIBOR. 

ü Thus good quality TFCs (say rated AA and above) should be 

of relatively low risk from the credit point of view and suffer 

a very small interest rate risk (given the six monthly rate 

fixing).

ü However, liquidity risk can penalise you if quick disposal is 

needed. These also carry a mark to market risk for 

institutional investors (including Provident Funds). 

No asset class is risky or risk-free in itself - III 
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ü Shares offer better returns than other financial investments 

but price volatility and at times liquidity can become a serious 

issue.

ü Real estate is once again a very good long term investment 

but can suffer periods of illiquid market conditions, which 

can force one into distress selling.

ü Investing abroad has legal issues and very importantly, as 

last year demonstrated, serious risk of losses.

No asset class is risky or risk-free in itself - IV 
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ü Gold is doing wonderfully well these days but there have 

been periods of stagnant prices under performing inflation.

ü Those who bought gold at around $700 in 1979 would have 

had to wait almost 30 years to see the price recover

No asset class is risky or risk-free in itself - V 
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The key is the 

RIGHT ASSET ALLOCATION

for each investment objective

(each of our needs)
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üThe solution is not in having a nicely diversified portfolio 

spread out over the asset classes and in hoping that just this 

diversification will look after you.

üThe solution lies in first determining each of your investment 

objectives very clearly and then making the optimal asset 

allocation for that objective.

RIGHT ASSET ALLOCATION - I
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ü If your objective, as a corporate treasurer or on your 

individual account, is to invest money which you may 

need at short notice to meet cash flow needs that are 

difficult to forecast, then you are best off with some money 

in a current account (with hopefully a strong bank) and 

some in the short term treasury bills. 

ü These are likely to underperform inflation but given the 

short term horizon the impact is not significant.  But we 

cannot allocate all or most of our wealth for meeting 

emergencies. 

RIGHT ASSET ALLOCATION - II
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üIf you are responsible for investing money for a 

retirement/provident fund, no matter how you allocate 

amongst asset classes within the pool of assets, you are not 

likely to have an optimal allocation as each of the 

beneficiaries of the fund are likely to have different 

investment horizons. 

üYou cannot simply allocate the assets based on the long 

term nature of the retirement/provident fund - beneficiaries 

are joining and leaving all the time; you need to 

recognise this fact and have a structure suitable for this fact 

of life. 

ü(I will be discussing the solution based on optimal asset 

allocation and reallocation over time for each individual).

RIGHT ASSET ALLOCATION ïIII
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ü If you are managing an endowment fund of Rs. 10 million 

earning 12% per annum (i.e. Rs. 1.2 million per year) and 

it is able to support the education of say 100 children 

at Rs. 1,000 per month; we also assume that inflation is at 

10% per annum; then five years down the road we will be 

needing Rs. 1,610 per month; based on this investment 

strategy, the Endowment will need to reduce the number 

of beneficiaries as it will now be able to support only 62 

children.  

RIGHT ASSET ALLOCATION ïIV
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ü Managing oneôs retirement income from investments can 

suffer similar issues as in the case of endowments, except 

you cannot reduce the number of mouths to feed unless of 

course through Divine intervention one of the dependents 

on the income ceases to be one. I will suggest a solution 

that attempts a happier solution.

RIGHT ASSET ALLOCATION ïV
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ü Good quality TFCs are available at very attractive prices; 

those who can buy and hold these to maturity can be very 

well rewarded.

ü Shares of several good companies are trading below 

their long term fair values (values based on a 

reasonably realistic estimation of their future earnings).

ü Treasury bills are yielding better than what many banks 

are offering on their deposits.

ü Long term Government Bonds are likely to result in 

capital gains going forward.

ü But do not try to make a quick turn; invest according to 

the asset class fundamentals

Opportunities resulting from the market 

turmoil 
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Empirical record of Asset Class 

Returns and using Asset Allocation as 

an investment tool
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EQUITY RETURNS 

18

ÅProbability of Loss in Equity 

Investments is reduced over long 

term investment horizon

ÅHistoric data of KSE-All shares 

index (source: SBP) supports the 

fact 



Asset Manager Rating ñAM2òArif Habib Investments Limited
(formerly: Arif Habib Investment Management Limited)

KSE-ALL SHARES INDEX

1-YEAR HORIZON (1970-2008)
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KSE-ALL SHARES INDEX

5-YEARS HORIZON (FY 1970-2008)
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KSE-ALL SHARES INDEX

10-YEAR HORIZON (FY 1970-2009)
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CASH FUNDS

Annualised Returns (%)
C¸Ωлф

όWǳƭΩлу-WǳƴΩлфύ
CYTD

όWŀƴΩлф-{ŜǇΩлфύ
FY10TD

όWǳƭΩлф-{ŜǇΩлфύ

Income/Cash Funds (with No TFCsexposure)

1 Pakistan Cash Management Fund (PCF) 11.94 11.68 10.85 

2
Industry Average - Income/Cash Funds ( with No TFCs
exposure) 11.00 12.52 10.21 
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FIXED INCOME FUNDS

Annualised Returns (%)

FY09 (Julô08-

Junô09)

CYTD (Janô09-

Sepô09)

FY10TD (Julô09-

Sepô09)

Govt. Sec. based Funds

1
MetroBank Pakistan Sovereign Fund -

Perpetual
13.95 18.23 8.11 

Income Funds

1 Pakistan Income Fund 8.81 19.92 17.92 

2 Pakistan Income Enhancement Fund 18.39 22.65 15.76 
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PAKISTAN STOCK MARKET FUND
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PSM KSE-100

PSM

FundVS. Index 
(11th March 2002 ς30th September, 2009)

Annualized 
Return %

CAGR%
Total 

Return %
Pakistan Stock Market Fund 76.81 28.87 580.77 
Karachi Stock Exchange 52.80 23.70 399.26 
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SMART PORTFOLIO
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PSM PIF SP KSE-100

Fund Name
(11th March 2002 ς30th Sept2009)

Annualized 
Return %

CAGR %
Total 

Return %

Pakistan Stock Market Fund 76.81 28.87 580.77 

Karachi Stock Exchange 52.80 23.70 399.26 

Pakistan Income Fund 14.48 10.28 109.52

Smart Portfolio 25.25 15.17 190.82

Smart 

Portfolio
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Voluntary Pension Funds ïIndivisualized asset allocation

Å VPS comprises of three sub-funds:

ïEquity Sub-fund

ïDebt Sub-Fund

ïMoney Market Sub-fund

ïAdditional funds like Real Estate 
and International Investments may 
be added in future

Plans Equity 

Sub-Fund

Debt Sub-

Fund

Money 

Market

Aggressive 65% - 80% 20% - 35% Nil 

Balanced 35% - 50% 40% - 55% 10% - 25% 

Conservative 10% - 25% 60% - 75% 15% - 30% 

Very 

Conservative

Nil 40% - 60% 40% - 60% 

Aggressive 

Life Cycle

Starts with equity investment allocation 

of 80% for a young individual till the age 

of 50, which  is then transferred to Debt 

and Money Market sub-funds to reduce it 
to only 20% at the age 60.

Progressive 

Life Cycle

Starting with a higher equity investment 

allocation for an individual aged 20, the 

equity allocation is progressively 

transferred to Debt and Money Market 
Funds till the age of 60.

Å AHI offers two types since 
2007:

ïPakistan Pension Fund 
(Conventional)

ïPakistan Islamic Pension 
Fund  (Shariah compliant)

Presently allocation Schemes 

are:

26




