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November 2023 Treasury Bond Primary Auction Results Update

» The Central Bank of Kenya (CBK) issued a new 6.5-year amortized Infrastructure Bond
(IFB1/2023/6.5%), with a market-determined coupon to raise KES.50Bn.

*Years to maturity
Weighted average term to maturity of 4.85 years

» The period of sale was from 20th October to 8" November 2023.

= This was the third and last IFB issue in 2023 and first issue of the 2023/24 fiscal year.

» Redemption will be in three tranches, with the first franche of 50% redeemed in May 2027,
second tranche of 30% redeemed in May 2029 and the remaining 20% at expiry in May 2030.

Subscription Rates

» The auction was oversubscribed with a performance rate of 177.8%, consistent with prediction
in our November fixed income report (Figure.1).

» Thisis on account of ifs relatively attractive tenor, tax-free status, liquidity and its high potential
for capital gains.

» As expected, investors priced in the Government’s current fiscal deficit and the ensuing high
interest rate environment which led to aggressive bidding at an average of 18.1037%.

» The Weighted Average Rate of Accepted bids fell at 17.9327% with an acceptance rate of
75.4%.

Figure.1: Primary Bond Auction subscription
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Source: Cenftral Bank of Kenya


https://sterlingib.com/wp-content/uploads/2023/11/Fixed-Income-Report-November-2023-No-surprise-as-CBK-floats-the-last-IFB-of-2023.pdf
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Weighted Average Rates

»  We have compared our predicted Weighted Average Rates (WAR) ranges as indicated in
our November 2023 Fixed Income Report with the CBK's accepted WAR and observe that our
predictions were within the outcome of the auction (Table.1).

Table.1: Predicted and actual Weighted Average Rates (WAR)

CBK Accepted Bids WAR vs
SCL Predicted WAR Range
Average (Bps)

IFB1/2023/6.5 17.80-17.99 17.9327 3.8

Source: Central Bank of Kenya

SCL Accepted Bids WAR CBK Accepted Bids WAR

Domestic Debt Issue Prediction (%) (%)

Our view

1) Nairobi Securities Exchange (NSE) yield curve - The yield curve remains inverted and the results
of this auction means a further shift in the short end given that IFB1/2023/6.5 effective tenor is
4.85 years.

We note that the WAR of accepted bids for IFB1/2023/6.5 (17.9327%) is higher than those of
debt tenors of around 4.85 years by 45.5Bps (17.4777%) as at 34 November 2023.

This has been influenced by the:
a) CBR revisions - From 7% in March 2022 to 10.5% in June 2023.

b) Underperforming Government revenues which have resulted in a huge budget deficit. The
Government also remains behind both its domestic and external borrowing targets.

c) Investors demanding a higher return for capital invested due to rising inflationary pressure.

» Higheryields on the secondary bond market will prompt investors to price future primary bond
auctions upwards meaning rising rates in subsequent auctions in the short term (At least 1
year).

» The above trend combined with the need to finance the budget deficit will force the CBK to
continue accepting aggressive investor bids.

2) Market Liquidity - The CBK has solely been issuing reverse repos since the beginning of
September 2023 in a bid to boost out liquidity in the market. The latest repo and reverse repo
rates stood at 8.9% and 11.7% respectively as at 7t November 2023.

We note that the adopted interest rate corridor that pegs the interbank rate within 250Bps of
the CBR continues to be effective with the highest interbank rate hitting 12.3% thus far in
November. Higher rates confinue to be dissuaded by the CBK's discount window which
currently sits at 400Bps above the CBR (14.5%).

In layman’s terms, this means that the inter-bank rate cannot presently move above or below
13% and 8% respectively with the CBK acting as a lender of last resort through the discount
window at 14.5%.


https://www.centralbank.go.ke/uploads/mpc_press_release/207307664_MPC%20Press%20Release%20-%20Meeting%20of%20August%209%202023.pdf
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3)

4)

We confinue to note that a bulk of investor capital continues to be directed to the ?1-day T-Bill
as shown in the latest auction dated 6 November 2023.

Investment Case - We recommend the following fixed income investment strategies on
account of rising interest rates:

a) Invest in T-Bills and short-term bonds (below 3 years) to avoid locking capital for longer
periods in a rising interest environment.

The ?1-day T-Bill appears to be the most attractive investment optfion under the current
interest environment with a yield of 15.1863 per annum which is 8.5 and 25.3Bps below the
182 and 364-day T-Bill rates as at the most recent auction dated 6" November 2023.

The comparatively high increases in subsequent auctions offers a good investment case for
the 91 day T-Bill.

b) Consider investing in high yielding new Infrastructure Bonds (IFB).

c) Look out for bonds matching your maturity profile that are currently trading at huge
discounts in the secondary market.

d) Avoidrevaluationlosses (selling bonds at lower prices than their purchase prices) by holding
on to your existing bond investment portfolio till maturity if possible.

e) We advise active traders and investors with high risk tolerance and US$ liquidity to consider
buying the Kenya Eurobonds X§1028952403 maturing in June 2024 with a current yield of
15.4406% as at 9" November 2023.

Secondary market trading - We see a moderate to high likelihood of a tap sale for this debt
issue which should have a bearing on its frading patterns in the secondary market.


https://www.centralbank.go.ke/uploads/91_day_historical_treasury_bill_results/565127812_RESULTS%202550-091%202523-182%202476-364%20DATED%2006-11-23.pdf
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Research analyst certification:
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research report hereby certifies that all of the views expressed herein accurately reflect their personal views. Each
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This research report is for distribution only under such circumstances as may be permitted by applicable law. This
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specific recipient, even if sent only to a single recipient. This research report is not guaranteed to be a complete
statement or summary of any securities, markets, reports or developments referred to in this research report. Neither
SCL nor any of its directors, officers, employees or agents shall have any liability, however arising, for any error,
inaccuracy or incompleteness of fact or opinion in this research report or lack of care in this research reports
preparation or publication, or any losses or damages which may arise from the use of this research report.

Disclaimer:

This research report was prepared under the supervision of the Research Department of Sterling Capital Limited
(SCL), a company authorized to engage in securities activities in Kenya, and with partnerships in Uganda, Rwanda,
Zimbabwe, and Tanzania. Data used in this report was gathered from reliable sources, but the analyst(s) and the
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report provides the opinions, analyses and conclusions of the Research division only and is provided without any
warranties of any kind.

This report does not constitute an offer, or the solicitation of an offer, for the sale or purchase of any security. The
reader should independently evaluate the investment risks and is solely responsible for their investment decisions.
Whilst every care has been taken in preparing this report, no representation, warranty or undertaking (express or
implied) is given and no responsibility or liability is accepted by SCL or any employee of SCL as to the accuracy,
timeliness, completeness merchantability or fitness for any particular purpose of any such recommendation or
information contained and opinions expressed herein. SCL do not accept any liability for any direct or remote loss
or damage arising out of the use of all or any part of the information contained in this report.

This report is published for information purposes only and is not an offer to solicit, buy or sell any security of any kind.
This report does not provide customized investment advice. It has been prepared without regard to the individual
financial circumstances and risk and return objectives of individuals who receive it. The appropriateness of a
particular investment will depend on an investor's individual circumstances, risk tolerance and return objectives. The
investments securities referred fo in this document may not be suitable for all or certain categories of investors. The
Research Division and SCL have implemented Chinese walls procedures to prevent any conflict of interest. Other
additional information may be available at SCL.

Further disclosure regarding SCL policy on potential conflicts of interest in the context of investment research and
SCL policy on disclosure and conflicts in general are available on request. The opinions presented in this note may
be changed without prior notfice or cannot be depended upon if used in the place of the investor's independent
judgment. The historical performance of a security is not representative of the security’s future refurns. Investment in
securities can be highly risky as security prices may go down in value as well as up and you may not get back the
full amount invested. Where an investment is denominated in a currency other than the local currency of the
recipient of the research report, changes in the exchange rates may adversely affect the value, price or income of
that investment. In case of iliquid investments for which there is no organized market it may be difficult for investors
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