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Outlook:  Betting On Pakistan 
 
“Money doesn’t change people. It mainly exposes them.”  Pakistan Proverb 
 
We recently added to our positions in Pakistan.  The country’s complex buy case is neatly 
summed up in two charts (below).  Foreign investors, who come and go, already came and went, 
significantly triggered by a major MSCI “upgrade” of Pakistan to its Emerging Markets Index in 
2017, followed by a “downgrade” back to its Frontier Markets Index in 2021. Foreign ownership 
of Pakistani stocks is now near an all-time low of under 5% and below one-half of peak levels, 
with the remaining stakes mainly held by strategic investors.  
 
As a result, the valuation discount on Pakistan’s stock market versus similar small emerging and 
frontier markets is about 60%, also a near-record level, and the index’s trailing PE ratio is about 
6.  Cheap stocks abound in Pakistan. 
 

 
Source: Tellimer 
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Record Valuation Discount On Pakistan's Stocks

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

 
 
 
 
 
 

We think that Pakistan’s most compelling investment opportunity is in its technology exporters 
and the beneficiaries of increasing technology adoption.  We have held a position in Systems Ltd 
since mid-2020. Systems provides IT services to foreign companies.  As a Google job search 
illustrates, Systems’ key competitive advantage is the cost of its workers, with posted annual 
salaries for software engineers a small fraction of those in the U.S. or India at under $30,000.  
The company also benefits from a near-perfect hedge to currency risk, since it pays wages in 
Pakistani rupees and generates sales almost entirely in hard foreign currencies, so a currency 
devaluation increases profit margins and enables lower prices. After a series of upgrades to our 
forward earnings estimates, we see the shares at a PE ratio of about 17, still an attractive level 
for its compelling growth prospects.  

  

MSCI Upgrade to Emerging 

MSCI Downgrade Back to Frontier 



 

 

 
 
 
 
 
 
 
In February we added TRG to the portfolio, which is a technology play and a high-risk special 
situation with high potential upside. TRG is a holding company, with significant equity stakes in 
Afiniti, a private AI applications provider; in Ibex, a separately listed software company; and a 
cash pile equal to about one-third of TRG’s market capitalization. TRG shares plummeted after 
its prominent founder was forced out of all management roles in late 2021 due to a nasty Me-
Too scandal. Our bet now is twofold:  that TRG’s re-constituted board, composed of Pakistani 
technology figures with solid backgrounds, will successfully improve the company’s governance 
and standing with investors to put the scandal behind them, and that Afiniti, its key asset, will 
continue its phenomenal growth story.  Assuming that Afiniti maintains its pre-scandal sales 
level and is valued on nine times its sales, TRG shares would more than double from current 
levels (including a holding discount of 30%). Adding to that potential would be a future 
continuation of sales growth, which historically averaged over 50% per year. Risks to this 
scenario include unexpected scandals or legal exposures at Afiniti or TRG, a complicated holding 
company structure, unpredictable timing of sales for software companies, and possible pressure 
on Afiniti sales if its Big Tech clients decline. We like the profile of Afiniti’s new CEO, who 
formerly ran Verizon, and its natural protection against a weak Pakistan currency, with two-
thirds of its employees based there.  As a stock, TRG is a swing for the fences. 
 
We also recently added Air Link Communication to the portfolio, after it had declined following 
its IPO in September 2021.  Air Link is a cellphone distributor for Apple, Samsung and most other 
manufacturers, and they are expanding aggressively.  A meager 14% of Pakistan’s population 
currently own a smartphone, and Air Link stands to benefit from increasing consumer demand 
as internet apps are rolled out and wireless internet speeds improve. Cellphone manufacturers 
favor modern retailers like Air Link over mom & pop retailers, in order to reduce the one-third of  
the market that is imported illegally into Pakistan.  Air Link plans to multiply the number of its  
stores by 10 times by 2025, and it is now the local assembly partner for Xiaomi, a red-hot 
Chinese brand.  The PE ratio of its shares is about 12 on our forward estimates, which we see as 
attractive. 
 
Charlie Gushee 
February 28, 2022 
 
 
 
 
 
 
 
 
 
 



 

 

 
 
 
 
 
 
 
IMPORTANT DISCLOSURE INFORMATION This information is intended solely for the addressee, for 
informational purposes only, is confidential, is not intended for public use or distribution, and may not be 
reproduced or distributed without the express written consent of Kyklos Capital LLC (“Kyklos Capital”) or 
Charles Gushee. In addition, the positions discussed in this letter are being provided only for illustrative 
purposes in order to provide examples of the idea generation, research, and investment process of 
Charles Gushee. The issuers discussed in this letter do not represent all of the positions selected by 
Charles Gushee in the Fund. No representation is made as to whether or if the investment ideas 
represented in the positions discussed in this letter have been or will be profitable. It should not be 
assumed that Kyklos Capital will be able to identify similar investment opportunities in the future or that 
any such opportunities will be profitable. The information in this letter is current only as of the date 
indicated, and may be superseded by subsequent market events or for other reasons. Statements 
concerning financial market trends are based on current market conditions, which will fluctuate. This 
information does not constitute an offering of any security, product, service or fund, including interests in 
the Fund. An offer or solicitation of an investment in the Fund will only be made pursuant to a 
confidential private offering memorandum (the “Private Offering Memorandum”) and other documents 
of the Fund (the “Fund Documents”) in jurisdictions where permitted by law, and only the information in 
the Fund Documents should be relied upon when making a decision to invest. The purchase of interests in 
the Fund is speculative and suitable only for sophisticated investors for whom an investment in the Fund 
does not constitute a complete investment program and who fully understand and are willing to assume 
the risks involved in the Fund’s investment program. The Fund will employ certain trading techniques, 
such as short selling and the use of leverage, which may increase the risk of investment loss. As a result, 
the Fund’s performance may be volatile, and an investor could lose all or a substantial amount of his or 
her investment. Further, the Fund has substantial limitations on an investor’s ability to redeem or transfer 
its interests, and there is no secondary market for interests in the Fund and none is expected to develop. 
All of these risks, and other important risks, are described in detail in the Fund’s Private Offering 
Memorandum. Prospective investors are strongly urged to review the Private Offering Memorandum 
carefully and consult with their own financial, legal and tax advisors before investing. This information is 
not for distribution in isolation and must be viewed in conjunction with the Fund Documents as it is not 
intended to be a complete description of the risks of an investment in the Fund or its investment 
strategies. To the extent there is any inconsistency between this information and any of the Fund 
Documents, the Fund Documents govern in all respects. Although the information contained herein is 
believed to be accurate as of the letter date, Kyklos Capital and Charles Gushee do not make any warranty 
regarding its accuracy or completeness, and will not accept responsibility for any errors in the 
information, and undertake no obligation to update any information set forth herein. Any projections, 
market outlooks, or estimates in this document are forward-looking statements based upon certain 
assumptions, and should not be construed to be indicative of the actual events that will occur. Any 
information regarding portfolio composition or investment restrictions are intended as examples or 
guidelines which may be modified or changed by Kyklos Capital at its discretion and without notice to you. 
Further, as noted in the document, all positions discussed are positions that were held in the Account, 
which is intended to serve as the development account for the Fund, and such positions do not 
necessarily represent the positions that will be held by the Fund. 


