


2

TABLE OF CONTENTS

Playbook 2022 Theme ........................................................................................................ 4

Macroeconomic Environment and Outlook ...................................................................... 7

Fiscal dominance will persist .............................................................................................. 10

Equities Outlook ................................................................................................................... 14

Non-Banks ............................................................................................................................. 16

Fixed Income Outlook .......................................................................................................... 20

Deficit financing dynamics .................................................................................................. 23



3

BBI—Building Bridges Initiative
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YTD—Year to date
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Two years of the Covid-19 pandemic has taught the world a valuable lesson: when it floods, only the ducks swim. Investors, 
especially in emerging and frontier markets, learnt it the hard way. But with all the damage it has left behind, the pandemic’s 
overhang on asset prices is dissipating and we see a valuation crater in emerging markets. In 2022, we believe asset prices 
will begin to retrace pre-pandemic levels and investors should take a plunge into this valuation crater. The Q4 2021 rally in 
prices provides some evidence of impending re-valuations.

Domestically, the pandemic exposed the economy’s soft underbelly: there are very few ducks. Strictly speaking, disorderly 
public finances meant there has been limited fiscal space to respond effectively to the pandemic. Furthermore, the informal 
nature of the economy meant the prolonged strict lockdown measures imposed by authorities wiped out businesses and 
livelihoods. Two surveys conducted by the CBK in collaboration with KNBS and FSD Kenya in 2021, namely FinAccess MSE 
COVID-19 Tracker Survey and the FinAccess Household Survey, revealed two critical findings:
     • 20% of businesses active pre-covid had closed by March 2021; and
     • financial health of respondents deteriorated to 17.1% in the 2021 Survey compared with 21.7% during the 2019 Survey. 

This implies that only 17.1% of those surveyed could adequately and comfortably meet their day-to-day needs, cope with 
shocks and had the ability to invest in future goals like saving for old age.

Given the unidirectional nature of domestic asset prices to the economy in terms of causality, the impacts precipitated 
through to the markets. A rally in prices in the second half of 2021 helped the benchmark NSE 20-Share Index return a 
marginal +1.6%, which, compared to the -30% posted in 2020, was a notable improvement. There was also a notable rally in 
prices in other SSA markets, which helped turn the corner on overall 2021 performance.

Buy the dips !

48.6%

6.6%

42.6%

9.5%

17.4%

6.5%

16.0%

4.4%

6.8%

0% 10% 20% 30% 40% 50% 60%

UEMOA

Egypt

Ghana

Kenya

Mauritius

Nigeria

South Africa

Tanzania

Uganda

Chart 1: SSA equities performance (local currency)

Source: Genghis Research, African-Markets.com

0

2

4

6

8

10

12

14

Q4 20
17

Q12
01

8

Q3 20
18

Q3 20
18

Q1 2
019

Q2 2
01

9

Q3 20
19

Q1 2
020

Q2 2
02

0

Q3 20
20

Q4 20
20

Q1 2
021

Q22
021

Q4 20
21

Chart 2: NSE Historical P/E (x)

Source: Genghis Research, simplywall.st



5

We see a number of risks to our ‘buy the dips’ call. Specifically, we have identified three major risks to our case.

General Elections
Kenya will hold it’s general elections on August 9, 2022. As with most elections in emerging and frontier markets, it often 
carries with it a risk of uncertainty in policy, continuity and election overhang events such as post-election violence, 
especially in a tightly contested race. This election is seemingly a two-horse race with a number of moving parts, that 
further exacerbates the already present investor uncertainty.

As the sound of rhetorics get louder, key investment decisions will take a backseat. As a result, we expect a slowdown in 
the pace of portfolio inflows into the capital markets as investors await resolution of the entire process (which will last 
anywhere between four to five weeks, including a Presidential election petition at the Supreme Court). Any resumption 
of inflows will likely crystallize in Q4 2022.

US interest rate hike
The Federal Reserve of the United States (the Fed) has already signaled a gradual unwinding of its expansionary 
monetary policy stance that has been characterized by near zero interest rates for several years. With consumer prices 
rising in the United States, the Fed is set to begin shrinking its balance sheet. We see at least two rate hikes in 2022, 
beginning March, that will likely place base USD rates close to 100 basis points. At fruition, this has the potential to 
trigger portfolio outflows out of emerging and frontier markets. In which case, an outflow may trigger discounting of 
prices.

Food supply shocks
The most recent rainfall patterns may not support sufficiently good agricultural harvests to drive food processing. 
An analysis of the October-November-December (OND) short rains by the Meteorological Department showed poor 
performance with the major food basket regions recording less than 75% of their OND long term mean (LTM). This could 
result in below average activity levels, which may trigger food supply shocks (and a rise in overall consumer prices).

Risks
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We project real GDP growth rate at 5.9% in 2022, primarily reflecting modest recovery in the pace of economic activities. 
Growth trajectory will track the future course of the Covid-19 pandemic. The discovery of the Omicron variant, and 
potentially more variants in the future, further adds to the difficulty in crystal-balling economic growth recovery in 2022.
 
The Government of Kenya targets to vaccinate 30 million Kenyans by the end of December 2022 (or just about 60 percent 
of the entire population). In the end, we believe Governments across the world, including Kenya, will mandate annual 
booster shots. However, we see two additional major crosswinds to our forecast. First, 2022 is an election year and the 
last two general elections (2013 and 2017) have sliced 50 basis points off real GDP growth, on average terms. And with 
podium rhetorics, that typically accompany electioneering in Kenya, expected to last until September 2022, we see an 
output gap of -8 percent in 2022.

Secondly, agriculture, which accounts for about a quarter of Kenya’s GDP, is likely to print sub-optimal performance in 
2022. The most recent rainfall patterns may not support sufficiently good agricultural harvests to drive food production. 
An analysis of the October-November-December (OND) short rains by the Meteorological Department showed poor 
performance with the major food basket regions recording less than 75% of their OND long term mean (LTM). This could 
result in below average activity levels. Consequently, food inflationary pressures may swirl for the better part of the year.

We believe, and based on recent empirical observations by South African scientists, the Omicron variant has residualized 
the Covid-19 pandemic. As a result, we no long see Covid-19 as a risk to the economy in 2022. Instead, we think the 
Government should actively underwrite the jumpstarting of the economy, for a number of reasons. 

First, demand-side remains weak, and indeed, there was an evident contraction in consumption in 2020 through to 2021. 
Private sector consumption, which usually accounts for most growth was compressed in 2020 by the pandemic. 

Chart 3: Contributions to change in real GDP y/y  (%)

Additionally, core inflation, which 
measures price growth in non-food and 
non-fuel items and therefore a better 
reflection of price levels, has remained 
muted since 2015. 
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Secondly, credit to the private sector remains weak, growing by an average of 8.1 percent in 2020 and 7.5% in 2021, a 
quantum which is not sufficient to support expansion in private sector activities (and consumption).
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In our view, credit is very vital to a post-pandemic recovery as it avails the requisite elasticity to production. As Walter 
Bagehot writes in Lombard Street, there are two core principles in as far as production is concerned. First. That as goods 
are produced to be exchanged, it is good that they should be exchanged as quickly as possible. Secondly. That as every 
producer is mainly occupied in producing what others want, and not what he wants himself, it is desirable that he should 
always be able to find, without effort, without delay, and without uncertainty, others who want what he can produce.

Simply put, credit is ‘additive,’ or additional—that is, in times when credit is good productive power is more efficient, 
and in times when credit is bad productive power is less efficient. The state of credit is thus influential, because of these 
two principles of production. In a good state of credit, goods lie on hand a much less time than when credit is bad; sales 
are quicker; intermediate dealers borrow easily to augment their trade, and so more and more goods are more quickly 
and more easily transmitted from the producer to the consumer. These two variable causes are causes of real prosperity 
as they augment trade and production.

In summary, credit produces that marginal purchasing power necessary to power supply and demand. In view of this, 
the government, in our view, needs to:
     1. Stop crowding out the private sector; and

     2. Deepen its credit guarantee mechanisms to small and medium-sized business
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Fiscal dominance will persist
Kenya’s public finances remain disorderly and the fiscal trajectory has been weak for some time now. The fiscal 
stance in the next fiscal year 2022/23, as outlined in the 2022 Budget Policy Statement (BPS), continues to convey an 
expansionary posture. As a result, we expect an aggressive deficit spending in FY2022/23. We project fiscal deficit of 10% 
in current fiscal year 2021/22, which will then rise to 11% in fiscal year 2022/23 before it begins to glide down, assuming 
authorities begin to embrace fiscal consolidation. However, there is a chance our assumption may not hold because 
the government’s fiscal consolidation measures still lack clarity and remain a mere rhetoric. Depending on the fiscal 
situation, fiscal consolidation is either about ramping up revenues or cutting down expenditures in line with revenues. 

In Kenya’s case, a robust fiscal consolidation plan ought to spell out specific expenditure cuts, given that the country 
has exhausted available headroom for ramping up revenues. Moreover, medium term budget funding gaps are still 
elevated, which is not consistent with fiscal consolidation.

Debt service will remain a pain
External debt service will continue to drain the fiscus. Overall, total debt service in the upcoming fiscal year 2022/23 
has been budgeted at slightly around KES930Bn (43% of ordinary revenues), a decline from KES1.12Trn (66% of 
ordinary revenues) in the current fiscal year 2021/22. 

Chart 6: Evolution of public debt service (% of Revenues)
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External redemptions amounting to KES351Bn (c.USD3Bn) plus a further KES138.4Bn (c.USD1.2Bn) in external interest 
payments are due in the current fiscal year 2021/22. We believe these will have to be refinanced. 
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Funding conditions in the IDMs set to tighten in 2022
Funding conditions in the international debt markets (IDMs) will tighten in 2022. The Federal Reserve of the United 
States (the Fed) has already signaled a gradual unwinding of its expansionary monetary policy stance that has been 
characterized by near zero interest rates for several years. With consumer prices rising in the United States, the Fed 
is set to begin shrinking its balance sheet. We see at least two rate hikes in 2022 that will likely place base USD rates 
close to 100 basis points. At that quantum, emerging and frontier markets, will begin to pay a premium for USD 
debt issuance. Specifically, developing economies with disorderly public finances, such as Kenya, will likely attract an 
elevated premium.

Monetary policy’s hostage situation to continue in 2022

The Monetary Policy Committee (MPC) of the Central Bank of Kenya (CBK) has maintained a neutral stance since April 
2020 (Chart 7). Inflation has generally been well- anchored in the set range (5.0%, -/+2.5%). Headline inflation averaged 
at 6% in 2021. Additionally, an accommodative stance was adopted to provide some form of policy underwriting to a 
post-Covid recovery. Furthermore, Kenya’s external position remained strong in 2021 with the current account deficit 
estimated at 5.4% of Gross Domestic Product (GDP). This lends credence to our view that the swings in USD:KES price 
is not being driven by private sector demand, but rather two other factors: 
    • Central government activities, and specifically repayment of external debts. Over the last five fiscal years, 
       the Government of Kenya’s external debt service payment totaled KES1.14Trn (c.USD10Bn) and is budgeted at 
       KES489.4Bn (c.USD4.4Bn) in the current fiscal year 2021/22 (Table 1). That is a large amount/quantum ofliquidity 
       to be externalized. 
    • The strengthening of the USD in the global markets. The dollar index has risen by nearly 7% in 2021.

Chart 7: CBR (%)

Source: CBK
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Chart 8: Inflation Trends
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Table 1: External Debt Service Payments (KES Bn)

We believe that monetary policy will continue to be held hostage in 2022 by a dominant fiscal stance (although the 
MPC seems to suggest a policy alignment). Given the weak fiscal trajectory, we see persistent deficit monetization 
(a net result of fiscal indiscipline). This will mean that monetary policy has to factor in the central government’s 
domestic borrowing costs. There seems to be an implicit fear in the committee that hiking would signal the market, 
which, in turn, can trigger a rise in government’s domestic debt costs. In essence, we see the committee trapped in 
an expansionary stance in the medium term.

That said, we see two major risks to prices in 2022: (i) rising oil prices (the price of Brent crude crossed USD90 per 
barrel for the first time since 2014) and this will in turn be transmitted into Kenya’s import bill; (ii) food supply shocks 
occasioned by below average rainfall in the food basket regions.

Focus should remain on the exchange rate channel
Prior empirical evidence has ruled out causality between money supply and prices in either direction in Kenya. This 
suggests that exchange rates, and not money supply, is a significant cause of prices. Which gives the exchange rate 
channel prominence in terms of transmission. 

We note that the Central Bank has sought to keep nominal exchange rates at particular levels with brute force, 
which, to a certain extent, we believe is justified in the context of price stability. 

Consequently, we believe that the committee should place continued emphasis on the exchange rate channel, as 
there appears to be a strong link between monetary policy and nominal variables with the effects through exchange 
rate channel dominating. In this context, we are not worried about inflation levels. Nonetheless, we see inflation 
breaching the upper band target in the second half of 2022.

 

Source: CBK 

 

 

 

 

 

Table 1: External Debt Service Payments (KES Bn) 

  FY2016/17 FY2017/18 FY2018/19 FY2019/20 FY2020/21 
FY2021/22 

Approved Budget 
Interest 35.9 137.6 265.1 101.6 128.3 138.4 
Principal 58.3 81.6 103.4 121.8 106.3 351.0 
Total 94.2 219.2 368.5 223.4 234.6 489.4 

Source: the National Treasury  

 

 We believe that monetary policy will continue to be held hostage in 2022 by a dominant fiscal stance 
(although the MPC seems to suggest a policy alignment). Given the weak fiscal trajectory, we see persistent 
deficit monetization (a net result of fiscal indiscipline). This will mean that monetary policy has to factor in 
the central government’s domestic borrowing costs. There seems to be an implicit fear in the committee that 
hiking would signal the market, which, in turn, can trigger a rise in government’s domestic debt costs. In 
essence, we see the committee trapped in an expansionary stance in the medium term. 

That said, we see two major risks to prices in 2022: (i) rising oil prices (the price of Brent crude crossed USD90 
per barrel for the first time since 2014) and this will in turn be transmitted into Kenya’s import bill; (ii) food 
supply shocks occasioned by below average rainfall in the food basket regions. 
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Equities Outlook



13

In a market that is buoyed by foreign inflows (roughly 65%, on average terms) of total turnover, we expect sustained 
outflows in the first three quarters of the year on account of (i) US interest rates hikes; and (ii) upcoming general elections 
as investors take a wait and watch approach (which is consistent with most election since the 2007 general elections). 
Consequently, we still see modest gains in prices up to September 2022. However, promising macro-economic environment 
post-elections; with the country now essentially fully reopened and private credit grown expected to pick up, business 
resumption is a positive for manufacturers and producers, as with it, employment that inadvertently builds up savings 
and disposable incomes will be a boost for the stock markets, as eventually these funds will find their way to the various 
investment vehicles within capital markets. Resultantly, a strong rally in Q4 2022, underpinned by a reversal of the outflows, 
could see equities end the year on a strong note.

Banks
We still see long term value in banks. For us, the valuation elasticity in banks somehow makes them a must-have in a 
growth/defensive portfolio. Long term value creation will be driven by two factors: 
   1. Perpetual demand for money: Commercial banks account for over 90% of domestic money supply, which they then 
       allocate to both the private sector and central government. Depending on the balance of credit risks and opportunities 
       between the two off-takers, commercial banks decide on allocation priorities. This simple principle underpins banks’ 
       balance sheet growth. Since 2017, the balance of risks has been concentrated on the private sector; as a result, 
       allocation pendulum has been swinging towards central government. Indeed, by the close of Q3 2021, the share of 
       government debt in commercial banks’ asset books had risen to an all-time high of 30%. We expect this ratio to rise to 
       35% by the close of 2022, in which case NIMs will soften to around 7%. However, we expect commercial banks to 
       begin picking up risks in 2023 as demand-side picks up.

    2. Lower funding costs: Broadly, commercial banks create value from the liability side of their balance sheets, which 
        means funding costs are critical to earnings. We expect blended funding costs for Tier I banks to hover around 3-4% 
        and 5-7% for Tier II and Tier III banks. The lack of deployment of liquidity for the past three years has meant 
        downward pricing. Indeed, at the close of Q3 2021, average industry liquidity ratios rose to 60%, which is one of the 
        highest. We expect the ratio to remain at the same levels in 2022.

A rally in prices in the second half of 2021 helped the benchmark NSE 20-Share Index return a marginal +1.6%, compared to 
the -30% posted in 2020. The All-Share Index returned 9½% performance. We link the soft performance in benchmark prices 
to sustained foreign portfolio outflows. In 2021, net outflows amounted to KES 10 Bn (c.USD90m), which was a reduction 
compared to the KES 28.6 Bn (c.USD280mn) in outflows recorded in 2020. Additionally, foreign investor participation levels 
remained at below 60% levels for the second year running (Chart 9 below).
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However, we expect 2022 earnings to be driven by write-back of loan impairments recognized in 2020 and 2021. As 
we observed in Q3 2021 earnings, Tier I banks doubled their net earnings year-on-year on the back of write-backs. In 
essence, banks’ communication to investors is that the worst of the pandemic is over on their obligors. 

A major challenge for banks will be balancing between the cost of funding and the returns on assets. If the cost 
of funding remains sticky while the yields on assets fall, as has been the case since 2017, then potentially business 
margins will continue softening (which is why we expect NIMs to hover around 7%). This is the major reason why 
banks have lately been unable to return their cost of equity. With returns on equity plunging to below 15 percent in 
2020 against cost of equity of around 18%, economic returns on bank capital have been negative. Capital adequacy 
hit 19% in Q3 2021, against the minimum of 12 ½ percent. We opine that bank shareholders have seemingly deployed 
excess capital to guarantee less capital-intensive banking activities; as buying Treasury bills and bonds requires zero 
capital allocation (and is a very inefficient use of capital). Consequently, we make a strong case for banks to return 
the large capital piles back to their shareholder, in the form of dividends, if they are still unwilling to move up the risk 
curve.

Table 2: Banking Sector RecommendationsTable 1: Banking Sector Recommendations 

Banking Sector 
Coverage 

Market Cap 
(KES Bn) 

Target 
Price (KES) 

Upside 
Potential 

(%) 
ROE 

(%) P/B (x) PE (x) Rating 
Equity Group 190.6 61.8 22.38 14.5 1.2 9.6 BUY 
KCB Group 157.3 55.3 22.89 13.8 1.0 7.6 BUY 
Absa Bank 64.1 14.3 20.68 15.1 1.2 15.4 BUY 

*Based on market prices as at January 31, 2022 

Non-Banks 

Safaricom (BUY) – Target Price KES 45.04 

 

We strongly believe that M-Pesa will remain key to the company’s profitability. M-Pesa’s trajectory looks strong 
with revenues now set to cross USD1 Bn in revenues. We expect increased utilization and see 30-day active users 
at 29.88 million in FY26. We also forecast FY26 M-Pesa ARPU and EBITDA at KES390.33 and KES 81.2Bn 
respectively. We also hold the view that shareholders will unlock more value if M-Pesa is spun off and listed as a 
separate entity. The rationale behind this is that M-Pesa presents a more elastic valuation trajectory compared 
to the telecommunications business. At historical price-to-EBITDA ratio of 11x, we are looking at potential 
valuation target of KES 893Bn for M-Pesa alone.  

The boom in the number of daily active Fuliza customers (+63.8% y/y/ in 1H22) is a positive growth indicator for 
this revenue line - considering the sustained repayment vs disbursal rate (c.99%). We believe that FY22 Fuliza 
revenues will cushion the declining revenues from the lending businesses resulting in a general rise in earnings 
realized from the company’s lending and savings arm. 

For the telecoms business, we believe that the company is well positioned to absorb shocks from matured 
business segments (Voice and SMS) as data business remains sturdy. We expect 16.98% growth in mobile data 
revenue in FY22 on the back of increased usage of smartphone devices. This is partly due to remote working 
arrangements and entertainment adopted during the pandemic.  We believe that the growing prevalence of 
over-the-top-technologies (OTTT) will favor this revenue line in the long term. However, a surge in competitive 
pressure in mobile data segment is expected to see a steady softening of mobile data ARPU in the long term 
despite an increase in consumption per user.  

Fixed service revenue is expected to continue on a strong growth trajectory against the backdrop of Fibre- to-
the-home (FTTH) network roll-out. We believe that the work from home arrangements necessitated by the 
current environment is a major tailwind to the segment with a long term impact. We project Safaricom’s market 
share in the segment to steadily rise to 50.5% in FY26. 

We view current political risks in Ethiopia as a headwind to medium term earnings. Already, the crystallization 
of Ethiopia’s political risks has seen an erosion of premium attached to the venture. The stock rallied by nearly 
30% after the venture plans were unveiled. The market has since withdrawn slightly over half of that premium. 
That said, we broadly believe that the company’s fundamentals are strong. Consequently, we maintain a 
cautiously optimistic view on the counter’s ability to weather the election cycle. 

 
Bamburi Cement Limited (Buy) – Target price KES 54.58 
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Non-Banks

Safaricom (BUY) – Target Price KES 45.04
We strongly believe that M-Pesa will remain key to the company’s profitability. M-Pesa’s trajectory looks strong 
with revenues now set to cross USD1 Bn in revenues. We expect increased utilization and see 30-day active users at 
29.88 million in FY26. We also forecast FY26 M-Pesa ARPU and EBITDA at KES390.33 and KES 81.2Bn respectively. We 
also hold the view that shareholders will unlock more value if M-Pesa is spun off and listed as a separate entity. The 
rationale behind this is that M-Pesa presents a more elastic valuation trajectory compared to the telecommunications 
business. At historical price-to-EBITDA ratio of 11x, we are looking at potential valuation target of KES 893Bn for 
M-Pesa alone. 

The boom in the number of daily active Fuliza customers (+63.8% y/y/ in 1H22) is a positive growth indicator for this 
revenue line - considering the sustained repayment vs disbursal rate (c.99%). We believe that FY22 Fuliza revenues will 
cushion the declining revenues from the lending businesses resulting in a general rise in earnings realized from the 
company’s lending and savings arm.

For the telecoms business, we believe that the company is well positioned to absorb shocks from matured business 
segments (Voice and SMS) as data business remains sturdy. We expect 16.98% growth in mobile data revenue in 
FY22 on the back of increased usage of smartphone devices. This is partly due to remote working arrangements and 
entertainment adopted during the pandemic.  We believe that the growing prevalence of over-the-top-technologies 
(OTTT) will favor this revenue line in the long term. However, a surge in competitive pressure in mobile data segment 
is expected to see a steady softening of mobile data ARPU in the long term despite an increase in consumption per 
user. 

Fixed service revenue is expected to continue on a strong growth trajectory against the backdrop of Fibre- to-the-
home (FTTH) network roll-out. We believe that the work from home arrangements necessitated by the current 
environment is a major tailwind to the segment with a long term impact. We project Safaricom’s market share in the 
segment to steadily rise to 50.5% in FY26.

We view current political risks in Ethiopia as a headwind to medium term earnings. Already, the crystallization of 
Ethiopia’s political risks has seen an erosion of premium attached to the venture. The stock rallied by nearly 30% after 
the venture plans were unveiled. The market has since withdrawn slightly over half of that premium. That said, we 
broadly believe that the company’s fundamentals are strong. Consequently, we maintain a cautiously optimistic 
view on the counter’s ability to weather the election cycle.

Bamburi Cement Limited (Buy) – Target price KES 54.58

Valuation metrics at discounted lows. We believe that the counter is trading at a deep discount, pushed down by an 
aggressive sell-off period that began in 2018 (-26.9% y/y) to 2020 (-42.4%y/y). In addition, its price to book (P/B) ratio 
stands at 0.46x and EV/EBITDA at 2.0x, one of its lowest points. The share price weakness could be attributed to the 
dip in dividend payments coupled with the absent dividend payment in 2019. As evidenced by its 1H21 results, earnings 
are on the road to recovery as evidenced by the growth in both its top line (+21.0%y/y) and profit before tax (PBT) 
(+4.2x). 

Cost optimization strategies to boost margins. Clinker generally constitutes 50%-90% of local cement products, 
making it a key consideration in terms of cost management. We anticipate cost savings once the firm’s 1.6mta clinker 
plant located in Kwale becomes operational (expected in Q4 2023). Management noted that clinker and energy costs 
(coal and electricity) have been on an upward trend, adding pressure to the company’s margins. Consequently, we 
believe the anticipated 33.0% reduction in electricity tariffs will be a welcome relief in the bid to tame costs (-19.5% y/y). 
Bamburi’s anticipated diversification of energy use into solar energy is expected to cut energy costs as well.



16

Government infrastructure projects to support the use of premium cement. In 2021, cement consumption has boomed 
by an average of +26.2% y/y each month as the economic activity rebounds. We opine that the pipeline of infrastructure 
projects in both Kenya (Big-4 Agenda projects) and Uganda (key oil and gas projects) will act as a tailwind to revenue. 
This is on the back of the premium/specialized cement required by these projects. We foresee a positive impact on 
average selling prices as a result of this change in the product mix. 

Reopening of Rwanda-Uganda border to boost Hima Cement’s revenues – Rwanda and Uganda have reopened their 
land borders in January 2022 after a three year closure. We anticipate revenues will receive a shot in the arm once cement 
exports resume (Exports accounted for approximately 30.0% of Hima’s revenue before the border closure).

Product diversification to help maintain a competitive edge. Bamburi remains innovative in its product offering to 
its varied range of clients. We see a return to normalcy in the firm’s ready-mix and precast cement business especially 
in the construction of high-density residential projects and large-scale projects. As consumers become increasingly 
environmentally conscious, we anticipate progressive uptake in its soon to be launched Tector range of mortar products 
used in 3D printing. We believe this will help diversify Bamburi’s revenue streams as the Government targets to deliver 
500,000 units in 5 years through its affordable housing project.

Key downside risks for the price target:
- An unexpected delay in the completion of the clinker plant expansion project would compress margins as the price of 
   imported clinker rises (clinker prices rose c.24.4% in 1H21 on supply chain disruptions). In the event the proposed 
   increase of clinker import duty taxes from 10.0% to 25.0% is passed, Bamburi will face additional input costs. As at 2020, 
   Bamburi was already utilizing 100.0% of its capacity and additionally imported 15.0% of the total national imports.

- A decline in average selling price on unfavourable product mix in the event of delayed disbursement/payments for 
  infrastructure projects.

- Political disruptions may suppress revenue growth (-5.4% y/y in 2017 partly due to prolonged electioneering period)

EABL (BUY) – Target Price KES 207.50
The skew of capital expenditure (capex) towards capacity expansion presents a strong case for healthy topline 
numbers and a softened operating cost environment in the long run. The rationale behind this is simple; as production 
increases, cost per unit abates whilst margins increases. From our fixed asset estimates, we still see a high capex spend 
in the near term as the company focuses on establishing a strong foothold in the region. Our back-of-the-envelope 
calculation suggest that capacity expansion will underpin healthy topline numbers – considering the nature of the 
business.

We expect the stock to ride on base effects in this financial year as the company navigates the new normal. In 1H22, 
Kenya registered a growth of 27% y/y in net sales. This was partly due to suppressed numbers registered the previous 
year (-10% y/y in 1H21) on account of COVID-19 operating environment. In 2H22, we anticipate a strong print from Uganda 
on the back of a rise in demand following the lift of curfew.

However, we are more bullish on Tanzania. The market’s 5-year CAGR print stands at c.15.32% signaling sustained 
performance by net sales. We project net sales to stand at KES 15.4Bn in FY22 with its revenue contribution rising to 16.8%. 
We believe that the vibrancy of Serengeti Brands coupled with the company’s restructuring of Serengeti Breweries’ 
capital base in Q4 2020 will be key to the near term revenue play (indeed, as a result of the restructure, EABL’s effective 
economic interest in the subsidiary increased from 77.5% to 92.5%, while the legal shareholding increased from 55% to 
85%). That said, we project a parity in revenue contribution for the Uganda and Tanzania businesses in FY24 (at c.21.05%), 
as the Kenyan market contribution declines to c.57.9% on the back of faster growth in the aforementioned markets.
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We expect a rebound in earnings per share by c. 93.41% y/y this financial year. We peg this projection on two factors: 
(i) growth in revenues (+8.91% y/y to KES 93.62Bn) against the backdrop of broad based growth across all markets; and 
(ii) higher gross margins. We believe that despite the cost of sales remaining elevated, the gross margins will register a 
healthy growth on account of revenues growing faster than the cost of sales.

Aside from low business expectancy in the first three quarters of 2022, primarily due to the risk of August 2022 elections 
in Kenya unthawing business activities, key cyclical risk is random tax adjustments by Kenya which is expected to 
dampen revenues from the spirits portfolio. Alcoholic beverages have been a soft target for excise tax adjustments as 
the government increasingly seeks funding for its deficit. 

Valuation metrics suggest that the stock is trading at a discount, with its P/E ratio - of 11.82x - falling below the industry’s 
median of 28.7X. Forward EV/EBITDA is down to 5.77X below the industry median of 12.38X despite its historically superior 
ROE (currently at c.95.95% vis-à-vis a peer median of c.12.24%). From a relative valuation stand point, we see an attractive 
upside potential on the stock.



18

Fixed Income Outlook



19

The corporate bond market was equally active. There were three primary issuances of corporate medium term notes, 
namely:
      1. East African Breweries Ltd (EABL), which offered KES 11Bn and recorded a 345% oversubscription;
      2. Centum Real Estate, which offered KES 4Bn and received a 75% performance rate;
      3. Family Bank, which offered KES 4Bn for the first tranche of its KES 8Bn medium term note programme and     
          received a 147% performance rate (KES 4.42Bn).
  
Sovereign Primary Issuance Review and Forecasts
In calendar year 2021, the National Treasury offered KES 708Bn worth of Treasury Bonds, out of which it received bids 
worth KES 1Trn and eventually accepted KES 834.65Bn worth of bids. Issuances comprised  three infrastructure bonds 
(IFBs) and the rest were FXDs. A notable development was the lengthening of the average maturity profile of issued 
bonds. Indeed, the average tenor of issued bonds in 2021 averaged at 13.73 years, compared to the 11.84 years recorded 
in 2020. This reflects the National Treasury’s deliberate strategy of implementing the benchmark bond programme 
aimed at lengthening the debt maturity profile.

Table 3: Refinancing risk profile of Kenya’s public debt

2021 Secondary Market Review
2021 was a good year for the secondary fixed income market. For a second year running, the fixed income market 
registered more activity than the equities market. Statistics from the CMA  shows that the bond market in 2021 had a 
turnover of KES 956.97Bn compared to KES 691.83Bn in 2020, representing a 38.33% increase. This significant change was 
partly due to attractive infrastructure bonds issued during the year that spurred investor participation owing to their 
good returns and tax-free nature. For example, the September 2021, Infrastructure bond issue seeking to raise KES 75Bn 
recorded a performance rate of 201.67% after bids worth KES 151.26Bn were submitted.

The corporate bond market was equally active. There were three primary issuances of corporate medium 
term notes, namely: 

1. East African Breweries Ltd (EABL), which offered KES 11Bn and recorded a 345% 
oversubscription; 

2. Centum Real Estate, which offered KES 4Bn and received a 75% performance rate; 
3. Family Bank, which offered KES 4Bn for the first tranche of its KES 8Bn medium term note 

programme and received a 147% performance rate (KES 4.42Bn). 

 

Sovereign Primary Issuance Review and Forecasts 

In calendar year 2021, the National Treasury offered KES 708Bn worth of Treasury Bonds, out of which it 
received bids worth KES 1Trn and eventually accepted KES 834.65Bn worth of bids. Issuances comprised  
three infrastructure bonds (IFBs) and the rest were FXDs. A notable development was the lengthening of 
the average maturity profile of issued bonds. Indeed, the average tenor of issued bonds in 2021 averaged at 
13.73 years, compared to the 11.84 years recorded in 2020. This reflects the National Treasury’s deliberate 
strategy of implementing the benchmark bond programme aimed at lengthening the debt maturity 
profile. 

Table 2: Refinancing risk profile of Kenya’s public debt 

 End 2018 
Actual End 
Dec 2020 

2021 MTDS 
Targets 

Debt Maturing in 1 year (% of total debt) 27.4 15.5 12.3 
ATM on External Portfolio (years) 10.1 11.2 12.5 
ATM on Domestic Portfolio (years) 4.7 6.3 8.8 
ATM on Total Portfolio (years) 7.4 9.1 10.8 

Source: The National Treasury 

The 2021 MTDS, which covers the period FY2021/22- FY2023/24 over which an optimal debt portfolio is to be 
achieved, envisions a further lengthening of the maturity profile of public debt (Table 2). Consequently, we 
expect issuance of longer-tenored papers in 2022 as part of this broad strategy. 

In terms of currency, total public and publicly guaranteed debt 52.0% external and 48.0% domestic debt at 
the close of June 30, 2021. The National Treasury appears to be diversifying the foreign currency mix of the 
external debt portfolio away from USD. Instead, the proportion of external debt held in USD declined from 
67.3% in June 2020 to 66.0% at the close of June 30, 2021. Further, the share of Euro denominated external 
debt rose to 19.4% as at end June 30, 2021, from 18.0% a year earlier (Chart 7).   

Chart 7: Currency composition of External Debt-end June 2021 vs end June 2021 
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The 2021 MTDS, which covers the period FY2021/22- FY2023/24 over which an optimal debt portfolio is to be achieved, 
envisions a further lengthening of the maturity profile of public debt (Table 3). Consequently, we expect issuance of 
longer-tenored papers in 2022 as part of this broad strategy.

In terms of currency, total public and publicly guaranteed debt 52.0% external and 48.0% domestic debt at the close of 
June 30, 2021. The National Treasury appears to be diversifying the foreign currency mix of the external debt portfolio 
away from USD. Instead, the proportion of external debt held in USD declined from 67.3% in June 2020 to 66.0% at the 
close of June 30, 2021. Further, the share of Euro denominated external debt rose to 19.4% as at end June 30, 2021, from 
18.0% a year earlier (Chart 10). 

Chart 10: Currency composition of External Debt-end June 2020 vs end June 2021
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On this note, we expect the National Treasury to proceed with the second issue of One Billion Dollar-denominated 
Eurobond by end of Q1 2022. The first issue was the successful issuance of the 12-year USD 1Bn Eurobond debt in June 
2021. 
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Deficit financing dynamics
We estimate net domestic borrowing at KES 414.8Bn in the fiscal year ending June 30, 2022; implying that the amount to be 
raised between January and June 2022 will be KES 202.0Bn. Nonetheless, the borrowing quantum remains a moving target 
in our view. The expected FY2021/22 Supplementary Budget I Estimates has been priced in (2022 Budget Policy Statement –
BPS, adjusts Net domestic borrowing quantum downwards to KES 616.8Bn). The FY21/22 budget deficit is expected to widen 
further as the original approved ministerial budget jumps by KES 126.3Bn (+6.5%). The increased government spending is due 
to the August 2022 General Election expenditure, fiscal support/bailout to state-owned enterprises (SOEs), petroleum levy 
fund amongst others. We believe the Government plans to fund the deficit by setting a higher revenue target on the positive 
performance recorded in the first half of the year. Nonetheless, we opine the domestic market will be the primary avenue 
for the sourcing of additional funding.  

In 2021, commercial banks were risk-on towards domestic debt, with domestic debt holdings advancing by KES 298.2Bn (Nov 
20-Nov 21). Banks generally avoided lending to the real economy due to elevated credit risks. The uncertain environment and 
the large maturities imply that demand for government securities will remain the dominant theme in the year.

The subscription levels will nonetheless depend on prevailing liquidity levels. 2022 has seen the year start with mainly liquidity 
injection via reverse repos by the CBK. We believe liquidity will tighten further as funds are withdrawn from the market for 
campaigns, coupled with an anticipated slowdown in business activities during the electioneering period. 

Domestic T-bond redemptions (cumulative at KES 154.8Bn in 2022) will not pose significant headwinds to curtail internal 
borrowing. However, we expect pressure to arise from T-Bills redemptions (cumulative KES 328.4Bn in 1Q22). This implies 
that the government might have to borrow more from the domestic market to repay these maturities.In our assessments, 
the net effect of the widening fiscal deficit and debt obligations is envisaged to push the yield curve upwards (+25bps in 
1Q22). Additionally, we believe aggressive bidding will persist due to election period uncertainties. 

Foreign investors are additionally expected to quote higher yields to cover for any foreign exchange risk as the shilling 
continues facing pressure from a strengthening dollar. As part of the IMF facility schedule, Kenya is on course to receive 
another USD 258.4Mn after the third review and approval in May 2022. This may not enough to put brakes on domestic 
borrowing activities. With a hike in US interest rates in the offing, Kenya’s sovereign bond yields could witness an uptick as 
investors shift to the perceived safer market in light of the aforementioned.  

However, to counter this potential outflow of portfolio from the fixed income market, we expect the CBK to sell more 
infrastructure bonds (usually a favorite of foreign investors due to its tax-free nature). In terms of activity, we see heightened 
activity on the shorter term papers as holders seek to reduce risk exposure (mainly financial institutions). Conversely, fund 
managers are seen to continue investing in longer-term papers as they aim to reduce exposure on short term papers (longer-
term papers tend to have higher returns).

We also expect two sub-sovereign primary issuances in 2022, namely 
     1. Laikipia County Bond (expected to offer KES 1.2Bn);
     2. Kisumu County through Lakefront Development Corporation (expected to offer around KES 1.2Bn); and

We expect these sub-sovereign primary issuances to be priced at around 12%, a slight premium above benchmark sovereign 
offerings.
Recommendation: We think investors should play on the short end of the curve while also increasing exposure to IFB 
offerings.

Corporate issuances will slow down
Typical of an election year, corporate capital spending (capex) plans remain frozen until the resumption of normalcy. 
Additionally, the expected rise in the Government’s borrowing costs will keep a number of corporates away from the market 
as the uptick will premiumize any corporate issuance(s). Consequently, we see a slowdown in corporate debt issuances 
in 2022. That notwithstanding, we see one corporate issuance: the Kenya Mortgage Refinance Company (KMRC)- which is 
expected to offer an initial KES 1.4Bn at 12½%. Over the medium term (and especially post-elections), we see a resurgence in 
corporate issuances.
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Recommendations guide:  
Buy (B): The stock’s total return* is expected to be more than 15% (or more, depending on the perceived risk) over the next 12 
months from date of report publication. 
Hold (H): The stock’s total return* is expected to be in the range of -15% to +14% over the next 12 months from the date of report 
publication. 
Sell (S): The stock’s total return* is expected to be less than -15% over the next 12 months from the date of report publication. 
Speculative Buy: GCL may issue a “Speculative Buy” when the Research Analyst covering the company is of the view that the risk/
return tradeoff is somewhat less compelling than that of a BUY rating. These companies tend to have very high upside potential, but 
also a high degree of risk or uncertainty with regard to future financial results or economic conditions 
 

Disclaimer: The content provided on this document is provided as general information and does not constitute advice or recommen-
dation by Genghis Capital Ltd and should not be relied upon for investment decisions or any other matter and that this document does 
not constitute a distribution recommending the purchase or sale of any security or portfolio. Please note that past performance is no 
indication of future results. The ideas expressed in the document are solely the opinions of the author at the time of publication and 
are subject to change without notice. Although the author has made every effort to provide accurate information at the date of publi-
cation all information available in this report is provided without any express or implied warranty of any kind as to its correctness. You 
should consult your own independent financial adviser to obtain professional advice before exercising any decisions based on the in-
formation present in this document. Any action that you take as a result of this information, analysis, or advertisement is ultimately 
your responsibility. 
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