Mutual Funds

Private collective investment schemes such as Mutual Funds are relatively a new
phenomenon in Pakistan. Pakistani market has seen different types of funds so
far including equity funds, fixed income or money market funds, index funds,
Islamic funds and even sector funds. Although the mutual fund market dates
back to the 60’s in Pakistan but the privately managed funds became popular
only a few years ago. Majority of the large financial institutions do not have their
own asset management companies in place. Only a few banks in Pakistan have
launched their set of mutual funds to date. National Investment Trust (NIT) is the
largest mutual fund in Pakistan which is government owned. This fund is being
privatized this year to assist with the growth of the private asset management
sector in Pakistan. The size of NIT is roughly around 64295930000 rupees.

Globally mutual fund markets have matured in the developed countries. In the
United States of America there are over 14,000 mutual funds totaling an
approximate investment of over 9 trillion dollars. In Europe there are even more
mutual funds available totaling over 29000 funds. The size of funds in European
market is over 5.5 trillion dollars. In Asia over 1.8 trillion is managed in over
11,000 mutual funds. In Africa this number is only 52 billion dollars totaling over
550 funds. Pakistani mutual fund market size is roughly around 138 billion
rupees or approximately 2300000000 dollars. This represents only 5% of the
bank deposit base in the country. In India over 18% of bank deposits are
invested in their mutual fund industry. In the United States this number is well
over 120% of bank deposits.

Pakistani mutual fund market initially saw a few closed-ended funds being
offered to the customers. Currently the market dynamics have changed and
companies are offering open-ended mutual funds. Open-ended funds give
customers immediate liquidity without a holding period restriction. The success
of Pakistan’s recent economic policy has had its positive impact on the country’s
major stock market, Karachi stock exchange, KSE. KSE has been one of the
best performing markets in the past three years. This has also led to the
increase in interest in mutual funds in Pakistan. Commercial banks and other
financial institutions in the country are forming new asset management
companies.

Mutual fund industry in Pakistan is now poised for high growth. Private sector
funds are outperforming their counterparts in the region. This reflects the growth
of the country’s economy and its equity markets. The government has also
made policy changes to increase foreign investment as well as the domestic
interest in the capital markets. Central bank of the country recently allowed
mutual funds to invest up to 15% or $30 million in foreign investment options.
This would enhance hedging strategy implementation along with and increase in
the investment interest from foreign funds. The government also announced
foreign listing of country’s largest oil & gas sector company OGDC. This would
certainly enhance the interest and confidence in country’s corporate sector. This
would also lead to further listings of Pakistani corporations on the global
exchanges. This is an effective method to become a part of the global
investment community. Pakistan is one of the fastest emerging markets in the
region and this emergence is well reflected from its capital markets and the
growth of asset management industry.



