2008: Year in Review

A look back on 2008 provides us with insights on how to learn lessons from financial
risks that were brewing within the bowels of global financial markets for a very long time.
As in the words of leading hedge fund manager - George Soros of Quantum Fund "this
crisis has exceeded my most daring expectations". This was witnessed during the year
as investors with exposures in global equity and debt markets witnessed higher
increments and volatility in equity risk premiums across both emerging and advance

economies.

As for the Pakistani markets, the year brought financial distress leading to negative
investor sentiment. Investment portfolios lost values, bank-advances slowed down within
consumer segments, insurance premiums rattled, leasing and modaraba sector saw
their cost of funds increase and some investment banks faced difficulties due to liquidity
crunch and maturities’ mismatch. The capital markets went through a process of a
general turmoil. Both stock and Debt (TFC) markets were subject to higher price risks
and volatility premiums. The KSE 100 index shed more than half of its value in terms of
market capitalization, and investors saw their outperforming stocks turn into
underperformers. On the fixed income side, TFC's which were bought to replicate rise in
KIBOR term structure lost significant market value due to rise in discount rates and
regulatory decision. However FAML funds performed very well during the recent TFC
market downturn as our exposures to this particular asset class within FSGF and FIGF
was intentionally kept at bare minimum. This enabled our unit holders to hedge against
price risks and also benefit from the risk adjusted upside available within fixed income
markets in a prudent manner. Another asset class CFS-MK-II witnessed bottlenecks
during the last quarter of FY08, where financiers were stuck in a liquidity trap due to the
floor on the stock market as well as illiquid conditions and value of collaterals declined
substantially. This further added to the systematic risk of the capital markets, however
timely intervention by the participants and regulators averted outright defaults by the

financees.



The global financial crisis can be witnessed in the illustration:
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The year 2008 saw massive losses across the global equity markets. None of the major
indices ended higher for the year, with all of the biggest markets seeing mid-to-high
double digit losses. The best performing market was Mexico, which saw a decline of

22.02%. The worst hit was Russia, which saw a decline of 67.51%.

Pakistan’s capital markets amid the IMF assistance package witnessed more stable
outlook. The focus on agriculture sector can further the GDP growth expectation for
FYO09 leading to a positive outlook on the overall liquidity and growth of capital markets

in the country.
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