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Successful Public Offering and Listing of UTP-Capital Protected Fund (CPF) concluded 

UTP-CPF, Pakistan’s first ever open-end capital protected equity fund, was successfully offered to the public and listed on the Lahore Stock 
Exchange, raising PKR 1.14 billion from both retail and institutional investors. 
 

JS ABAMCO proposes to launch UTP-Capital Protected Fund (CPF) II (Second tranche of UTP-CPF) 
 

Based on the success of the public offering of UTP-CPF, JS ABAMCO is preparing to launch the second version called UTP-Capital Protected 
Fund II, to meet the growing appetite of investors seeking low risk investments. 
 
FUND OBJECTIVE 
100% capital protection through the fund’s investment structure and the potential to significantly beat term deposit returns through exposure into 
equity markets with an aggressive asset allocation strategy. 
 
UNIQUE ASPECTS 
 Open end capital protected fund 
 100% security of initial investment on maturity 
 Exposure to Pakistan’s equity markets 
 Potential to earn more than term deposits of the same tenure 
 Diversification of portfolio 
 Tax exemption under income tax law 
 Minimum holding period of 2 years and 6 weeks from the last day of IPO 

 
PRODUCT CONCEPT  
UTP-CPF II will invest a significant portion (min. 75%) of the fund as term deposit with a scheduled commercial bank with a minimum credit 
rating of AA at the time of placement to achieve capital protection for the investors. The remaining funds will be used to gain exposure into the 
equity markets through an aggressive asset allocation strategy. The fund may also invest the remaining portion in any other SECP permissible 
investments other than equities to maximize returns for investors if the market situation changes in any way. 
 
PRODUCT SUMMARY 
Fund type  Open end 
Asset Manager  JS ABAMCO Limited (formerly ABAMCO Ltd.) 
Financial YE  June 30 
Par value   PKR 100 per unit 
Offer price  NAV plus 3% front end load 
Minimum holding period 2 years and 6 weeks from the last day of IPO 
Minimum investment PKR 50,000 to be followed by multiples of PKR 10,000 
Front end load  3% (included in offer price) 
Back end load  5 and 4% of NAV, on a sliding annual scale basis on early redemption only 
Trustee   Central Depository Company (CDC) 
Auditors   Ford Rhodes Sidat Hyder & Co. 
Risk profile  Low Risk 
 
MORE INFORMATION 
For more information, please call our friendly investment advisors at 111 222 626 or visit our website www.abamco.com or visit any of our 
branches across Pakistan. 
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Financial Markets Review - Feb 2007 
February’s first half was a continuation of last month’s investor 
euphoria; however, it was short lived and soon a technical correction 
coinciding with unimpressive earning announcements and regional 
equity slump thwarted returns. In the first half of the month, high 
investor confidence, foreign portfolio investment and attractive re-
gional valuation helped the index near 12,000 levels. However, after 
appreciating by 5.28% initially, KSE 100 index closed at 11,180 
points losing 0.82% MoM (negative 2.41% YoY).  
 
This equity market correction towards the end of February was a 
world-wide phenomenon, after swift appreciation since the start 
2007. Triggered by the Chinese government’s concern and possible 
administrative measures to curb speculative buying leading to an 
equity bubble, the Chinese A Stock Index plunged by 8.85% re-
cording the steepest one day slip in a decade. The Chinese market 
malaise extended to Asia, US and European markets on concerns of 
over valued stocks. Most analysts perceive this market correction as 
a healthy sign following the recent surge in major indices/scrips seen 
as “too quick and too much”. The spill over effect was felt at our local 
bourses as well, when selling pressure mounted in the latter half of 
the month.  
 
Figure 1a: Global indices 
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Figure 1b: Regional indices 
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Source: JS ABAMCO Research, Bloomberg 
 
However, despite global equity sell-off, positive net foreign flows 
were recorded for the month. Net SCRA stood at USD 557mn year 
to date, with net in-flows of USD 176mn in February recording 
69.22% MoM improvement. Moreover, net inflows of USD 26mn 
recorded after the Asian market sell-off substantiates our positive 
stance on equity market growth potential. Increased foreign portfolio 
investment and JP Morgan resuming its equity brokerage operations 
in Pakistan, foreign activity should be significant in determining future 
market direction. 
 
Full year and half year corporate result announcements failed to 
stimulate a buying rally as key stocks including OGDC, POL, PSO, 

NBP and PTCL announced results below analysts’ expectations 
albeit improved. OGDC’s result fell short of market expectations due 
to lower international oil prices, coupled with increased exploration 
expenditure which would improve future reserves, thus profitability. 
Revised gas well head prices, 70% acquisition of Guddu block and 
the removal of USD 36 cap for oil and gas wellhead prices would 
deem beneficial for not only ODGC but for E & P sector as well.  
 
In CFS market, 25% MoM surge in the demand for equity financing 
reaching PKR 50.59bn improved average CFS rates by 66 bps, 
recording 14.96% for this month compared to 14.30% in the previous 
month. Average CFS volumes also recorded 11.26% MoM improve-
ment at PKR 488mn for the month. Following major result an-
nouncements, futures counter became active and futures ADV more 
than doubled for the month to record 87.34mn (54.92% MoM im-
provement). Leveraged buyers opted to participate in the ready 
market to benefit from dividends and bonus shares announced, 
reducing the MoM ready future spreads by 349 bps (9.64% to 
6.15%). Consequently, ready market ADV depicted a staggering 
71.72% MoM improvement at 270mn shares traded for the month 
(45.01% YoY decline). 
 
We reiterate our view of fundamental long term growth potential in 
fertilizer and insurance sectors; while banking sector still holds short 
term growth potential vis-à-vis interest rate spread maintained on 
fresh loans issued. However, its growth trajectory would be clearer 
after detailed 2006 results are available. Cement scrips would be 
under pressure in the short run especially after the capacities of 
DGKC and MLCF come online; however, cement price agreement 
between the government and manufactures at PKR 230 per bag will 
improve sector earnings for the ongoing fiscal year. Textile’s export 
growth has recovered for the period July-Jan 2007 and with the 
government’s textile relief package due to be announced shortly, 
reduced financial charges and gas tariffs would help exporters recu-
perate lost market share. 
 
With more investment potential unlocked during the month, we con-
tinue to remain positive on market performance in the near term. 
Foreign portfolio investment, implementation of Client Level netting 
(CLN), and progress on privatization front would be the main index 
drivers, though slight erosion of gains might be seen along the way.  
 
Figure 2: KSE-100 Index & Volumes 
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Core Concerns 
Inflation is a phenomenon that touches all our lives, and maintaining 
“stable and low inflation” is the foremost target of monetary policy.  
Some degree of accuracy in measuring and projecting inflation is there-
fore instrumental in understanding the direction in which monetary policy 
and the overall economy are heading.  
 
Worldwide, the consumer price index (CPI) has come to symbolize the 
foremost benchmark of inflationary pressures in the economy, though 
producer prices and price deflators are also calculated regularly. After 
experiencing various supply shocks, however, most central banks have 
concluded that the headline CPI on a stand-alone basis is a flawed 
benchmark. Being measured from a basket of goods; CPI inflation 
suffers from the problem of potentially emitting excessive “noise” that 
masks the underlying inflationary “signal.” The statistical euphemism for 
this phenomenon is that CPI prices are usually not normally distributed, 
and extreme volatility results in fat tails.  
 
Hence the need arises to refine CPI inflation to make it less “noisy” and 
enhance its predictive value. In most country’s, central banks resort to 
calculating a core inflation, the purpose of which is to remove some of 
the excess price volatility and capture the “persistent and permanent 
inflation.” We do wish to clarify that CPI remains the benchmark meas-
ure of an economy’s inflation, and maintaining headline CPI inflation at a 
desired or targeted level is one of the primary objectives of central banks 
 
Core inflation measures are a means to an end; by improving the infla-
tionary signals, they help in formulating a pro-active monetary policy. 
SBP calculates two core inflation measures, the NFNE (non-food non-
energy) and the trimmed mean measure. The NFNE is basically a fixed 
basket that removes certain items like food, diesel, electricity, petrol, 
CNG, and kerosene from the CPI. The intuitive logic of the NFNE is that 
as food and energy prices fluctuate widely, and their movement is mod-
estly influenced by monetary policy, they should be excluded in core 
inflation calculations.  
 
In recent years, however, many central banks have claimed that the 
NFNE core inflation measure does not capture the general inflation 
pressure in the economy. Broadly, the reason for this is that food and 
energy prices are not always the most volatile among the CPI basket, 
and at times when they are not, the NFNE measure is not removing 
outlier volatility but just a fixed basket of goods. The problem is com-
pounded in Pakistan by the fact that food and energy expenditure ac-
counts for a very significant chunk of average household expenditure, 
which is reflected in the CPI as well, as the NFNE basket represents 
only 51% of the total CPI while the rest of the weight (49%) comprises 
“food and energy components.”  The US CPI, for example, puts a much 
lower weight of 24.8% on food and energy subgroups.  
 
In response to the weaknesses of the NFNE measure in the context of 
some countries, central banks have adopted a trimmed mean measure 
for core inflation as well. For example, the SBP uses a 20% trimmed 
mean measure in which all 374 items of the CPI are ranked according to 
price changes and then 10% of the extreme volatility from each side of 
the price distribution is removed to calculate the trimmed mean inflation. 
This approach seeks to remove excessive and outlying price volatility 
regardless of source. The end objective is to remove the fat tails that 
may distort headline CPI numbers.  
 
The debate over which core inflation measure the SBP does/should 
follow is not only engaging from a theoretical standpoint, but also rele-
vant in forming expectations about the future path of monetary policy. As 
many private sector economists have been pointing out in recent 
months, the NFNE core inflation is subsiding rapidly in FY07, having 
fallen from 6.29% in June 06 to 5.30% in Jan 07. On the other hand, the 

trimmed mean measure has declined only slightly in the aforementioned 
period, from 6% in June 06 to 5.93% in Jan 07. This raises the critically 
important question of why this divergence in trend is occurring, and what 
possible implications this could have on monetary policy formulation.  
 
On why the divergence is occurring, the price distribution of the CPI 
needs to be considered. One source of the difference could be that in 
FY07, the greatest price volatility has been in food items. By this we 
mean that food items have accounted for both the greatest increase and 
decrease in the CPI basket. On a monthly basis, some food items show 
a sharp acceleration, and others have shown a sharp deceleration. That 
is discounted for by both the NFNE and the trimmed mean, although to 
varying degrees. Whilst the NFNE by definition removes the entire food 
basket, the trimmed mean can remove upto a maximum of 20% of the 
food subgroup weight age. As “food and beverage” accounts for 40% of 
the overall CPI, even if all of the 10% extreme upside volatility comprises 
food items, and all of the extreme downside volatility also comprises 
food items (a phenomenon that has been a regular feature in FY07) it 
still leaves more than 20% of food prices within the trimmed mean calcu-
lation. Another reason for the divergence between NFNE and the 
trimmed mean are energy prices. In FY07, domestic energy prices for 
consumers have remained relatively flat and non-volatile, and they have 
featured on neither the extreme upper or extreme lower end of the price 
distribution. Thus, while the NFNE by definition removes the energy sub-
basket from the CPI, the trimmed mean measure has usually included 
the non-volatile energy prices, expect in Jan 07 when pump prices were 
reduced by the GOP.  It stands to debate that if energy prices have not 
exhibited excessive volatility, is their removal from the CPI excluding 
“noise” or “signal?”  
 
Of course, the ultimate objective of core inflation is to track as closely as 
possible headline CPI inflation. Figure 1 below stacks the two cores 
against headline CPI. The first conclusion we can draw is that the 
trimmed mean measure has tracked headline CPI better than the NFNE 
one, except in FY06, in which the opposite was true. In FY07 to date the 
trimmed mean measure has been closer to headline inflation than the 
NFNE has, although both measures are significantly lower than headline 
CPI due to the recent sharp rise in food prices.  
 
Figure 1: Headline CPI versus the two Core Measures 
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In terms of representation, the trimmed mean represents 80% of the CPI 
basket while the NFNE represents only 51%. And as the figure above 
shows, the trimmed mean has historically tracked headline CPI more 
closely than the NFNE. Any conclusive answer on the issue of which 
measure of core inflation is better suited to Pakistan’s context, however, 
has to come from the SBP itself. Tell such time as it does, it would be 
prudent to analyze the trend in both NFNE and the trimmed mean. 




