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Key Bond Features for the Treasury Papers — FXD2/2019/5Yr and FXD2/2019/15Yr

Overview:

Treasury Bond 5-Year Paper 15-Year Paper
Issue No. FXD2/2019/5 FXD2/2019/15
Tenors 5-Years 15-Years
Coupon Market determined Market determined
Opening Date 17th April 2019 17th April 2019
Closing Date 07th May 2019 07th May 2019
Minimum Amount (KES) KES 50,000 KES 50,000
Taxation 15% 10%
Auction Date 08th May 2019 08th May 2019
Secondary Trading 14th May 2019 14th May 2019
Bidding Guide...

Paper Conservative ~ Aggressive

FXD2/2019/5 10.60-10.70 10.70-10.90

FXD2/2019/15 12.45-12.55 12.55-12.70

Our rates are backed by the need for CBK to maintain some form of yield

stability and the improved liquidity in the market which has continued

lowering the interest rates.

Conservative bids are suitable for holding for longer periods until rates are

Aggressive bids risk rejection from CBK.

ideal for trading or Holding to Maturity option (HTM).
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The treasury has issued two treasury papers — FXD 2/2019/5Yr and
FXD2/2019/15Yr with a target of raising KES 50Bn for budgetary support.
The paper’s coupon rates will be market determined, and attracts 15% and

10% withholding tax respectively as allowed by the income tax Act.

The market has witnessed active participation in the secondary market on
both the medium and long end of the curve. We anticipate a relatively
moderate subscription on the 15-year due to the higher appetite for short

term papers and an oversubscription on the 5-year paper.

Banks are usually attracted by short-dated papers due to their higher
liquidity needs, thus much of the subscription is expected to come from
them for the short-dated paper as other investors such as pension funds

and insurance companies rush for the 15-year paper.

Last week; 15, 20 and 25-year papers accounted for the bulk of the trades in

the secondary market, buoyed by heavy interest from

investors. Subscriptions will also be supported by high liquidity across the

market .



Inflation Edges Closer to the Upper Limit at 6.58%, Interbank Rates Dip to 2.98%...

Inflation Rates and CPI Trend
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Inflation for the month of April ticked up to 6.58% compared to 4.35% recorded in March
2019. This was driven by a rise in food prices due to the prevailing drought conditions in the
month of April. Food and Non-Alcoholic Drinks’ Index increased by 6.86% on account of a
rise in prices of some foodstuffs outweighing decreases recorded in others. Housing,
Water, Electricity, Gas and Other Fuels’ Index, rose by 0.93% in April 2019 compared to
March 2019 mainly due to higher cost of some house rents and electricity. Transport index
increased by 0.86% on account of rises in pump prices of petrol and diesel. Going forward,
headline inflation is expected to remain within the target range in the near term mainly

due to expected lower food prices as a result of the onset of long rains.

The monetary policy committee met on 27" March 2019 and opted to retain the bench
mark rate at 9.00%, supported by well anchored inflation expectations and a stable
currency. Private sector credit grew by 3.4% in the 12 months to February 2019, compared

to 3.0% in January.

The interbank rate has come down from a high of 8.01% as at December 2018 to 2.98% as at
April 2019, largely attributed to the high liquidity in the market. The total volumes traded
in April rose to KES 172.14Bn from the total volumes of KES 108.09Bn in March. We expect
the overnight rates to be kept at a low as there are no imminent shocks in the market and
CBK interventions through the reverse repos will continue filtering out any negative

effects on the interbank rates.



Adequate Forex Reserves, Narrowing Current Account Deficit Offer Support to the
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Shilling ...

Official data from the CBK indicates that foreign reserves stood at USD 8.12Bn as at 25™ April 2019,
equivalent to 5.22 months of import cover (minimum-4 months, a significant rise from last month). The
reserves have averaged USD 8.174Bn in 2019 with the months of import cover averaging 5.32 compared to
USD 8.357Bn [5.57months of import cover as at 2018. The forex reserves have been supported by robust
diaspora remittances (30% growth in 12 months to Feb), strong growth of our exports especially horticulture

(14% growth in 12 months to Feb) and slower growth of imports.

The foreign exchange market has remained balanced supported by narrowing of the current account deficit
to 4.7%. The KES has weakened significantly to 101.55 against the USD in the last couple of weeks but still
trading within our target range. This may have been caused by the rising imports cost as a result of the
surge in oil prices. We still expect the soft currency pressures to be maintained , hence continue trading
range bound against the dollar between 100.00 - 102.00 This will also be largely supported by a narrowing

current account deficit, robust forex reserves and Central Bank of Kenya (CBK) interventions.

The foreign reserves will continue to provide a buffer for the shilling against short-term shocks. We
anticipate resilient tea and horticulture exports, stronger diaspora remittances and continued recovery in

tourism to boost the forex reserves in the long-term.

Stability of the local unit will mainly be determined by the government’s ability to refinance existing external
debt (a syndicate loan and a 5-year Eurobond) which is set to mature in 2019. The repayments are also
anticipated to cut down CBK’s forex reserves although this could change if the government is successful in

issuing another Eurobond which is already in talks.



Higher Redemptions from Maturities and Coupon Payments Suggest Pressure for Fiscal Agent

T-bills redemptions % Estimated redemptions in the month of May-2019 for both T-bonds and T-bills sum up to KES 169.95Bn
10007 vs. the targeted issues worth KES 170Bn in both T-Bills and bonds. Amounts equal to the redemptions
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Evolution of the Yield Curve
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Source: CBK, Kingdom Research % The bond yields could continue flattening as a consequence of Kenya’s

monetary policy stance, with a possible upward pressure from

government borrowing.

% Active managers should consider reducing their bond portfolio duration
by investing mainly in short term bonds to outperform and also reduce

the maturity risk .



Research analyst certification: The research analyst(s) primarily responsible for the preparation and content of all or any identified portion of this research report hereby certifies that
all of the views expressed herein accurately reflect their personal views. Each research analyst(s) also certify that no part of their compensation was, is, or will be, directly or indirectly,
related to the view(s) expressed by that research analyst in this research report.

Terms of use - Disclaimer

This research report has been prepared by Kingdom Securities Limited and is for information purposes only. This research report should not be construed as an offer or solicitation to
sell or buy any investment or product.

Any opinions expressed herein reflect the analyst's judgment at the date of publication and neither Kingdom Securities Limited, nor any of its affiliates or employees accepts any
responsibility in respect of the information or recommendations contained herein. Unless otherwise stated, the opinions contained in this material are as of the date indicated and are
subject to change at any time without prior notice. Past performance is not a guarantee or indication of future results.

The information and opinions contained in this Material have been derived from sources believed to be reliable and in good faith or constitute Kingdom Securities’ judgement as at the
date of this research but no warranty is made as to their accuracy and any opinions are subject to change and may be superseded without notice. In no circumstances will Kingdom
Securities or its employees be liable to you for any errors or omissions in this report or for any losses you may incur in following any recommendations in the report. Kingdom
Securities is a Subsidiary of Co-operative Bank of Kenya.

Research Department
Kingdom Securities Ltd - A subsidiary of Co-operative Bank Limited.
Co-operative Bank House- 5th Floor, P.O Box 48231- 00100 Nairobi, Kenya
Office: 0711049540/0711049956
Email: kingdomresearch(@co-opbank.co.ke/ mgatebi@co-opbank.co.ke/fmwireri(@ co-opbank.co.ke

Trading queries: Herine Ogutha : hogutha(@co-opbank.co.ke
Joseph Ndungu : jndungu(@co-opbank.co.ke



mailto:kingdomresearch@co-opbank.co.ke/
mailto:hogutha@co-opbank.co.ke

