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Government issues a 12 year Infrastructure Bond
This month, the government is looking to raise 30 billion through the issuing of a 12 year infrastructure
bond. The paper has a coupon rate of 12.5%. The Bond will be tax free as is the case for all
Infrastructure Bonds. The proceeds have been ear marked for partial funding of infrastructure projects
in Roads, Energy and Water sectors. We recommend investors to bid between 13.50% and 13.99%.
The last bond primary auction held a month ago saw Central Bank cancel the whole issue. Central bank
later in response to our enquiries said that bids were too high for Treasury. It is not clear though on the
participations rate, but we also suspect that it was lower than their projections owing to tight liquidity
at the time. For this auction we still expect investors to bid aggressively as far as yield is concerned.
Inflationary expectations are still on the rise, Shilling is expected to depreciate further in the near term
and fiscal deficit is expected to widen further in the coming financial year.

Consumer prices continue to rally
Headline inflation in January came in at 6.99% up from 6.35% recorded in December beating our
projection by 400 bps. This was mainly on account of steep increase in food prices. Food inflation came
in at 12.5% year-on-year compared to 11.2% in December 2016. The ongoing drought is expected to
put more pressure on food items and energy costs. Fuel Pump prices are also on the rise in line with
international crude prices. Crude oil prices are expected to remain elevated following supply cuts by
major producers. We thereby revise our inflation expectation for February and March to 7.3% and
7.6% respectively. With high inflation, it is expected that investors will bid aggressively in order to
maintain their real return. See chart below for our inflation projection for the quarter.
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Public finance: Expected wider fiscal deficit
During the cabinet meeting held on 9th Feb 2017, the Cabinet approved a budget of Kes 2.62 trillion.
The government is expecting to raise Kes 1.72 trillion from taxes implying a deficit of Kes 900 billion.
The National Treasury, through the 2017/2018 budget policy statement had earlier estimated that
Kenya would spend Kes 2.275 trillion in the financial year 2017/2018. Tax revenues were then
estimated at Kes 1.6 trillion. This move by cabinet, if approved by the parliament will see the fiscal
deficit increase from Kes 515.8 Bn (7.4% of GDP) to Kes 900 bn (12% of GDP). This move is expected to
push interest rates upwards as government increases the level of local borrowing
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Rates remain stable despite liquidity fluctuations
Short-term interest rates have remained fairly unchanged in 2017 despite some liquidity fluctuation in
the money markets. Subscriptions the T-bill auctions have improved significantly in February with a
bias towards the 182 and 364 papers. Theoretically this should imply investor expectation of interest
rates falling in the near term. The interbank rate declined to an average of 6.8% for the first 3 weeks of
February compared to 7.8% in January.
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Conclusion
In our last fixed income note we expected aggressive bidding as far as interest rates are concerned at
the primary bond market owing to some changes in economic fundamentals. We think the
environment will remain the same in the coming few months. High inflation, a strengthening dollar and
a fairly tight interbank market are expected to drive interest rates higher.






We believe the paper is attractive to foreigners due to the high liquidity nature of IFBs,
attractive yield and the tax free nature of IFBs.
With a possible fiscal deficit widening in the future, interest rate outlook in the medium term
remain elevated.
The cancellation of the previous Primary auction due to aggressive bidding is seen as a signal of
the unwillingness of treasury paying high interest rates. We however believe economic
fundamentals will remain the key drivers to interest rate directions.
Current 12 year papers are trading at 13.8%.
We recommend that investors bid between 13.50% and 13.99% for the paper.
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Research Disclosure
Though utmost care has been taken in the preparation of this report, we do not guarantee the accuracy or completeness of the information
contained herein nor will AIB Capital Ltd be held liable for the information contained herein.
The views expressed in this report are solely those of the Research Department and are subject to change without notice.
The information in this report is not an offer for the sale or purchase of any security. This document should only be considered a single factor
used by investors in making their investment decisions.
This publication may not be distributed to the public media or quoted or used by the public media without prior and express written consent of
AIB Capital Ltd.

NOTICE TO US INVESTORS
This report was prepared, approved, published and distributed by AIB Capital Limited Company located outside of the United States (a nonUS Group Company”). This report is distributed in the U.S. by LXM LLP USA, a U.S. registered broker dealer, on behalf of AIB Capital Limited
only to major U.S. institutional investors (as defined in Rule 15a-6 under the
U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 and any transaction effected by a U.S.
customer in the securities described in this report must be effected through LXM LLP USA.
Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the
Financial Industry Regulatory Authority, Inc. (“FINRA”) or other regulatory requirements pertaining to research reports or research analysts. No
non-US Group Company is registered as a broker-dealer under the Exchange Act or is a member of the Financial Industry Regulatory
Authority, Inc. or any other U.S. self-regulatory organization.
Analyst Certification. Each of the analysts identified in this report certifies, with respect to the companies or securities that the individual
analyses, that (1) the views expressed in this report reflect his or her personal views about all of the subject companies and securities and (2)
no part of his or her compensation was, is or will be directly or indirectly dependent on the specific recommendations or views expressed in
this report. Please bear in mind that (i) AIB Capital Limited is the employer of the research analysts responsible for the content of this report
and (ii) research analysts preparing this report are resident outside the United States and are not associated persons of any US regulated
broker-dealer and that therefore the analysts are not subject to supervision by a US broker-dealer, and are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with US rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading securities held by a research analyst account. Important US
Regulatory Disclosures on Subject Companies. This material was produced by Analysis AIB Capital Limited solely for information purposes
and for the use of the recipient. It is not to be reproduced under any circumstances and is not to be copied or made available to any person
other than the recipient. It is distributed in the United States of America by LXM LLP USA and elsewhere in the world by AIB Capital Limited or
an authorized affiliate of AIB Capital Limited. This document does not constitute an offer of, or an invitation by or on behalf of AIB Capital or its
affiliates or any other company to any person, to buy or sell any security. The information contained herein has been obtained from published
information and other sources, which AIB Capital Limited or its Affiliates consider to be reliable. None of AIB Capital Limited accepts any
liability or responsibility whatsoever for the accuracy or completeness of any such information.
All estimates, expressions of opinion and other subjective judgments contained herein are made as of the date of this document. Emerging
securities markets may be subject to risks significantly higher than more established markets. In particular, the political and economic
environment, company practices and market prices and volumes may be subject to significant variations. The ability to assess such risks may
also be limited due to significantly lower information quantity and quality. By accepting this document, you agree to be bound by all the
foregoing provisions.
LXM LLP USA assumes responsibility for the research reports content in regards to research distributed in the U.S. LXM LLP USA or its
affiliates has not managed or co-managed a public offering of securities for the subject company in the past 12 months, has not received
compensation for investment banking services from the subject company in the past 12 months, does not expect to receive and does not
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intend to seek compensation for investment banking services from the subject company in the next 3 months. LXM LLP USA has never owned
any class of equity securities of the subject company. There are not any other actual, material conflicts of interest of LXM LLP USA at the time
of the publication of this research report. As of the publication of this report LXM LLP USA, does not make a market in the subject securities.
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