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Government Reopens 2 papers
This month, the government is looking to raise 40 billion through the reopening of a 10-year paper,
FXD2/2010/10 (3.42 years) and a 15-year paper, FXD1/2009/15 (7.40 years), for budgetary support.
The coupon rates for the papers are 9.3% and 12.5% respectively. We recommend investors to bid
between 12.0% and 12.5% for the 3.42 tenure paper and between 12.8% and 13.4% for the 7.40
tenure paper. Our bidding guides are informed by our expectations of slight oversubscription due to
high liquidity and expected reduction in inflation. Below we discuss our justifications for the expected
low interest rate environment.

Inflation
April headline inflation rose by 120 basis points to 11.48% from 10.28% in March, primarily driven by
food inflation (36% of basket), which averaged 21.0% year-on-year as compared to 18.6% in March.
This was mainly attributed to increases in prices of several food items including maize flour, Sukuma
wiki, and milk, mainly driven by unfavourable weather conditions. The transport index (8.7% of basket)
decreased by 0.22% in April compared to March, mainly on account of decreases in the pump prices of
petrol and diesel in the month of March. Crude oil prices, as measured by WTI, closed lower for the
month of April at $48 per barrel from March’s close of $53, as the market reacts to increase US shale
oil output. This should translate to lower local pump prices by the end of May.
Going forward, we expect inflationary pressure to reduce gradually back to single digit in the next few
months. The onset of the long rains is expected to provide some reprieve to food prices and also to
reduce electricity prices as water levels in hydro plants improve. This may partly offset by an expected
increase in international crude oil prices after the OPEC meeting on the 25 th of May, with OPEC and
other large non-OPEC producers likely to extend supply cuts for the 2 nd half of 2017. Below is our
revised inflation expectation for the next 3 months.
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CERTIFICATIONS AND REQUIRED DISCLOSURES BEGIN ON PAGE 4

Public finance: 2017/2018
As per the Budget statement 2017/2018, Treasury will be looking to reduce its budget deficit to 6% of
GDP in the fiscal year 2017/2018 from 8.3% estimate for 2016/2017, a target we see as ambitious
given the current economic environment. The FY18 budget accordingly aims to cut the deficit by
reducing expenditures to approximately 26% of GDP, from an estimated 28% in FY17. The Treasury is
looking to reduce the fiscal deficit and ensure the sustainability of Kenya’s debt. The government
forecasts the deficit falling to around 4% of GDP in FY20 with one-off expenditures seen in 2016/2017,
such as the Kes 19.3 bn in election-related costs not expected to recur.
Fitch Ratings estimated the deficit for 2016/2017 at 7.1%, and explained that the 8.3% estimate was
higher due to factors such increased in capital expenditures, higher-than-expected current
expenditures ahead of the election, unfavourable weather conditions and lower-than-expected
revenue growth.
Based on provisional data for the fiscal year 2016/2017, Treasury was able to meet its targeted
revenues, at Kes 1.57 trillion against a target of Kes 1.5 trillion. If the government maintains this trend
for 2017/2018 as per the budget, and also maintain its expenditure levels in check, we are likely to see
reduced borrowing pressure from the local markets over the period. This will go a long way in reducing
the market interest rates.

Liquidity
Liquidity in the money markets remained high in the month of April evident by high subscription level.
Aggregate subscription levels for T-bill auctions stood at 146% (159% in April). The subscriptions for the
May T-bill auctions so far have averaged 162%, despite an increase in amounts offered from Kes 20 Bn
per week to Kes 24 Bn per week, after re-introduction of the 182-day paper following its suspension in
March. The high liquidity in the money markets can be attributed to low private sector lending activity
and we expect this to continue in the month of May. Over the last one month, the high subscriptions
have been largely biased towards 91-day and 182-day papers, which could either mean that investors
are expecting yields to increase or that banks are anticipating an amendment in the interest rate
capping law. The interbank rate averaged 4.5% and 5.0% in March and April respectively compared to
7.8% and 6.8% for January and February.
Upcoming maturities are also expected to keep liquidity high in the coming months. The maturities for
the month of May are significantly higher at Kes 115 bn as compared to April’s Kes 74 bn.
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Upcoming Maturities Q2 2017
May
June
30.13
18.38
83.42
72.96
1.79
1.16
115.34
92.50

July
67.42
67.42

Conclusion
We expect pressure on interest rates to reduce based on our outlook for inflation, budget deficit and
liquidity. For the current auction, we expect slight oversubscription due to increased liquidity in the
market, with a bias toward the 3.42 paper due to its shorter tenure. We also expect investors to be
slightly more aggressive than in previous auctions, given that the government has less than two
months to the close of the current fiscal year and is likely to be more flexible with regards to
acceptance of high rates, especially with expected high maturities for the month of May.
In recent auctions, the government has rejected expensive bids and opted for a tap sale. We expect a
similar scenario if investors bid too high.
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Coupon

Tenor

Bidding Range

FXD2/2010/10 (reopen)

10.75%

3.42 Years

12.00% - 12.50%

FXD1/2009/15 (reopen)

10.75%

7.40 Years

12.80% - 13.30%
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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
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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