Cytonn 2024 Markets Outlook

Executive Summary

Global Markets Outlook:

According to the World Bank’s Global Economic Prospects 2024, global economic growth is expected to remain
subdued for the third consecutive year, slowing down to 2.4%, from the estimated 2.6% growth rate in 2023. The
expected economic slowdown is driven by the persistent high global inflation that has in turn necessitated
tightening of monetary policies slowing down activity in most economies, subdued global trade and investment,
restrictive credit conditions, and the pre-existing supply chain constraints worsened by geopolitical tensions as
evidenced by the Russian-Ukraine conflict as well as the recent conflicts in the Middle East. The 2024 inflation rate
is expected to ease to 3.7% in 2024 as compared to the 6.9% estimate in 2023, mainly attributable to declining
commodity prices. However, despite the expected ease in inflation, global inflation will remain elevated driven by
persistent supply chain constraints and currency depreciations. Moreover, the growth in the Emerging Market
and Developing Economies (EMDEs) is expected to expand by 3.5% in 2024, 0.3% points increase from the
estimated growth of 3.2% in 2023;

Sub-Saharan Africa Regional Market Outlook:

According to the World Bank’s Global Economic Prospects 2024, growth in the Sub-Saharan Africa region is
expected to rebound to 3.8% in 2024, from the estimated growth rate of 2.9% recorded in 2023 mainly attributable
to the easing inflationary policies, reduction in prices of key imports such as fertilizers, metal and fuel, improved
fiscal support and the expected increase in domestic demand. However, the projections remain subject to key
downward risks such as the monetary policy tightening across the region to address inflation which may lead to
reduced economic activity in the region. Additionally, expected policy hikes in developed economies such as the
US are to put pressure on the region’s investment landscape as a result of increased capital outflows to more
attractive markets;

Kenya Macro Economic Outlook:

GDP Growth — Our outlook for 2024 is Neutral on GDP Growth. We are projecting the economy to register a growth
within the range of 5.0%-5.4% in 2024 supported by continued recovery of business activity, expected rebound in
the agricultural sector, and robust performance in the services sector driven by growth in information and
technology as well as accommodation and food services as a result of increased tourism. The key downside to this
growth shall be restrictive monetary policy stance, high risk of debt distress, elevated inflation, and local currency
depreciation;

Inflation - Our outlook for 2024 is Neutral on Inflation. We expect the annual average inflation rate to fall back
within the government’s target of 2.5%-7.5% coming in at an average of 6.9% as compared to 7.7% in 2023. We
expect the decline in inflation to be driven by the rebound in the agricultural sector and the expected cooling in
inflation, both globally and locally as the tightened monetary policy continues to take effect. However, we expect
inflationary pressures to remain elevated due to high electricity prices, high fuel costs, and continued depreciation
of the Kenyan shilling;

Currency - Our outlook for 2024 is Negative on Currency. We project the Kenya Shilling to trade within the range
of between Kshs 183.2 and Kshs 189.6 based on the purchasing power parity (PPP) and interest rate parity (IRP)
approach respectively, with a bias towards 16.4% depreciation against the USD in 2024. We expect the
depreciation to be mainly driven by the persistent current account deficit with Kenya being a net importer, which
will increase dollar demand in the market placing more strain on the local currency. Additionally, the increasing
debt servicing costs continue to put pressure on forex reserves given the Eurobond coupons which are falling due
ahead of the maturity of the 2014 issue in June 2024;
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Interest Rates — Our outlook for 2024 is Neutral on Interest Rates. We expect the Central Bank to maintain its tight
monetary policy stance in the short term with the intention of anchoring inflation and mitigating the depreciation
of the Kenyan shilling. However, we expect the interest rate environment to stabilize in the medium term as the
government meets the coupon payments and the eventual redemption of the 10-year Eurobond due in June 2024
with the support of concessional loans and commercial financing;

Government borrowing — Our outlook for 2024 is Negative on Government Borrowing. We expect the government
to borrow aggressively from both the domestic and foreign markets as it plans to borrow Kshs 703.9 bn in the
FY’2024/25 to plug in the fiscal deficit, which is projected to come in at Kshs 704.0 bn, equivalent to 3.9% of the
GDP. Furthermore, the government expects to receive more concessional financing from the IMF and the World
Bank, in addition to commercial loans from loans from commercial lenders such as the Trade & Development Bank
(TDB) and the African Development Bank. On revenue collection, we expect continued improvement in 2024 due
to the raft of measures taken by the Kenya Revenue Authority such as the implementation of the Finance Act 2023
which revised a number of taxes upwards and widened the tax base to include the informal sector and digital
services. The regime has also taken measures to strengthen tax administration by leveraging technology to seal
leakages, rolling out a Tax Invoice Management System (e-TIMS), and enhancing both the iTax platform and the
Integrated Customs Management System (iCMS). However, the upward revision of taxes comes at a time when
the business environment remains subdued which will weigh down on the projected revenue performance;

Investor Sentiment — Our outlook for 2024 is Neutral on Investor Sentiment. We expect the low investor
sentiments witnessed in 2023 to persist through the short term of 2024, mainly due to elevated inflationary
pressures driven by high electricity costs and high fuel costs, and continued depreciation of the Kenyan currency
as a result of increased dollar demand from importers and high debt servicing. However, we expect investor
sentiments to improve in the medium term as the country meets its coupon payments and the eventual maturity
of the USD 2.0 bn Eurobond due in June 2024. Additionally, we expect the renewed focus on Public-private
Partnerships (PPP) to finance commercially viable projects to spur growth in the private sector;

Security — Our outlook for 2024 is Positive on Security. We expect security to be maintained in 2024 with a stable
political environment, following the peaceful dispute-resolution mechanisms adopted by the current regime and
the opposition;

Fixed Income Outlook:

We expect interest rates to remain elevated on the back of the government’s increased borrowing for upcoming
external debt maturities, budgetary support, funding of infrastructure projects, and payment of domestic
maturities which stand at Kshs 620.6 bn for the second half of the FY’2023/2024. Investors should be biased
towards SHORT-TERM FIXED INCOME INSTRUMENTS to reduce duration risk resulting from the upwards trend of
the current interest rates market;

Equities Outlook:

We have a NEUTRAL outlook on the Kenyan Equities market in the short term but “BULLISH” in the medium to
long term. We expect a slight improvement in the listed sector’s earnings growth in 2024, largely driven by the
expected 5.0%-5.4% GDP growth and the improvement of the country’s business environment. The business
environment showed signs of improvement in the last month of 2023, with the Purchasing Manager’s Index (PMI)
coming in at 48.8, higher than the year’s average of 48.1. The dwindling currency and investor flight which has still
persisted in the early weeks of the year may, however, inhibit the growth of the equities market in the short-term;

Real Estate Outlook:

Residential sector: Our outlook for the Nairobi Metropolitan Area (NMA) residential sector is NEUTRAL. The
demand for housing is expected to persist in 2024, driven by positive population demographics. Increased efforts



by the government to implement its affordable housing agenda are expected to spur further growth in the sector.
Additionally, expansion and development of infrastructural projects is set to boost the sector, as well as efforts by
the government to avail low-cost loans to Kenyans through Kenya Mortgage Refinance Company (KMRC), which
are poised to enhance homeownership. Conversely, we expect the sector to be weighed down by the prevailing
tough economic environment such as the weakening Shilling, high inflation, the low penetration of mortgages, as
well as soaring cost of construction. For detached units, investment opportunity lies in areas such as Ngong,
Syokimau, and Athi River, while for apartments, investment opportunity lies in Waiyaki Way, Athi River and
Thindigua due to their remarkable returns driven by relatively high returns to investors;

Commercial Office Sector: Our overall outlook for the NMA commercial office sector is NEUTRAL. We expect a
slight increase in performance by 0.2% points, attributable to the expected increase in the overall rental rates. We
expect the improved performance to be supported by; i) increased entry of multinational companies into the
country, ii) Kenya’s continued recognition as a regional business hub which continues to attract multinational
companies expanding into the continent, iii) increasing number of start-ups, iv) gaining traction in co-working
spaces, and, v) landlords growing preference for dollar-denominated rental prices, in efforts geared towards
mitigating forex losses. However, we expect that an increased incoming supply compared to a similar period last
year and the existing oversupply estimated at 5.8 mn SQFT in the Nairobi Metropolitan Area (NMA) will weigh
down on the sector’s performance by stifling absorption rates. Investment opportunity lies in Westlands, Gigiri,
and Parklands, which continue to record high returns at 8.5%, 8.2%, and, 8.0%, respectively, compared to the
market average of 7.7%;

Retail Sector: We have a NEUTRAL outlook on the retail sector’s performance which is expected to be driven by
the; i) continuous aggressive expansion by both local and foreign retailers taking up new and existing spaces, ii)
progressive developments in public infrastructure of roads and railway projects boosting accessibility in new areas
for investments, and, iii) positive demographics facilitating increasing demand. However, sub-optimal growth in
the sector is expected to be facilitated by some negative factors such as; i) existing oversupply at approximately
3.0 mn SQFT in NMA and the rest of the Kenyan retail sector totalling approximately 1.7 mn SQFT, ii) growing
adoption of e-commerce by most retailers which continues to undermine occupier demand, and, iii) limited access
and expensive financing from financial institutions to cater for developments, expansion and improvement in
operations towards advanced technological levels geared at enhancing their efficiency by both small and medium-
sized enterprises. Investment opportunities lie in Westlands, Karen, and Kilimani with relatively higher returns of
9.9%, 10.2%, and 9.5% respectively, compared to the market average of 8.3%, attributed to the presence of high-
quality retail spaces fetching high rents, coupled with the availability of quality infrastructure services;

Hospitality Sector: We have a POSITIVE outlook for the sector as we expect the sector to continue registering
improved performance moving forward in terms of overall hotels in operations, hotel bookings, and hotel
occupancies. The direct flights from Dubai to Mombasa by FlyDubai will create a new and convenient travel
option for international tourists, potentially boosting the number of arrivals in Mombasa. Notably, there has
been a substantial 31.7% Year-on-Year (y/y) surge in international arrivals through Jomo Kenyatta International
Airport (JKIA) and Moi International Airport (MIA) in Q3'2023, reaching 451,441, as reported in the Leading
Economic Indicators (LEI) October 2023 report, compared to 342,904 recorded in Q3'2022. The ease of access
is likely to attract tourists seeking the vibrant tourism offerings in Kenya. However, we anticipate factors such
as; i) the release of cautionary statements by governments like China and Canada in December 2023, advising
their citizens against traveling to Kenya due to worries about terrorism threats, elevated crime rates, frequent
power outages, and unsafe transport systems, is anticipated to compound challenges in the sector, ii) the
weakening of Kenyan shilling against the US dollar, raising the prices of crucial inputs hence escalating
operational costs, iii) difficulty in accessing finance as lenders demand more collateral to cushion themselves
owing to elevated credit risk, and, iv) projected decline in the volumes of mergers and acquisitions within the
hospitality industry due to increased associated costs, attributable to the increase in capital gains tax in January
2023. Prime investment prospects lie in Westlands, Limuru Road, and Kilimani, where average rental yields
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stood at 10.2%, 8.2%, and 7.7%, respectively, surpassing the market average of 6.8% in 2023. This is due to
their proximity to the CBD, the existence of top-tier serviced apartments commanding premium rates,
convenient accessibility, and their closeness to international organizations, fostering a robust demand for
serviced apartments in these areas;

Land Sector: We retain a POSITIVE outlook for the land sector in the NMA which has consistently demonstrated
its resilience, affirming its position as a reliable investment opportunity. We expect that the sector's performance
will be driven by several key factors including; i) increased demand for land for development supported by positive
population demographics, ii) ongoing government initiatives to streamline land transactions leading to a more
efficient and accessible market, iii) notable increase in the initiation and completion of affordable housing projects
owing to both government and private sector involvement, iv) tax policies, and, v) rapid expansion of satellite
towns, coupled with substantial infrastructural developments resulting in higher property prices. The investment
opportunity lies in Juja, Utawala, and Rongai for unserviced land, which recorded annualized capital appreciations
of 12.3%, 11.6%, and 9.8% respectively compared to a market average of 8.8%. For serviced schemes, Ruiru-Juja,
and Ruai recorded the highest annualized capital appreciations of 6.8% and 6.0%, respectively against the serviced
average of 5.9%;

Infrastructure Sector: We have a NEUTRAL outlook for the sector as we expect to continue seeing the progress,
execution, and completion of more infrastructural developments in 2024 mainly supported by the government's
aggressiveness to; i) construct and rehabilitate roads, bridges, railways, airports, and affordable housing units,
among others, ii) increase its diplomacy and partnerships in development among neighbouring nations, and, iii)
step up on the competition for attracting regional and international investors against other countries in Eastern
Africa like Tanzania through railway connections and ports infrastructure. According to the Draft 2024 Budget
Policy Statement, the government's Infrastructure, Energy, and ICT allocation for the FY'2024/2025 is forecasted
to be Kshs 505.7 bn, representing an 8.0% increase from Kshs 468.2 bn FY'2023/2024. This increase is attributed
to an extensive array of strategic programs and interventions. However, recent budgetary cuts to the state
department for housing, and a general reduction in the country’s development expenditure will potentially hinder
optimal performance of the sector. According to the Supplementary Budget FY’2023/24, allocation to the State
Department of Roads was reduced by 8.3% to Kshs 230.1 bn from Kshs 250.8 bn. This was attributed to the
redirection of funds to other key sectors such as education, as well as to address mounting costs over debt
repayment, on the back of increasing debt obligations exacerbated by the continued depreciation of the Kenyan
Shilling. The above indicates a shift in the government’s spending priorities, signaling reduced road expenditure
in the FY’2023/24. We anticipate that Kenya’s infrastructure sector will witness a slowdown in the number of
initiated and completed road construction and maintenance projects going forward;

Industrial Sector: We have a POSITIVE outlook on the industrial sector’s performance. We expect to witness
sustained growth in the sector as investors continue to respond to the growing demand for industrial space. Data
centres, cold rooms, growth in e-commerce, and rising demand for fast-moving consumer goods will drive growth
in the industrial sector. In 2024, we expect heightened development activities in the sector with projects such as
the Africa Data Centres’ (ADC) new facility scheduled for completion in the first quarter of 2024. This facility is set
to deliver an additional 15 MW of IT load, expanding ADC's current infrastructure and addressing the increasing
demand for digital services in East Africa. Moving forward, we expect the Kenyan industrial sector will continue
on an upward trajectory supported by; i) rising demand for e-commerce warehouses in the retail sector, ii) the
rising demand for space to store goods meant for delivery to clients across the country, as more people shift
towards home delivery as a convenient and efficient way to purchase goods, iii) government's accelerated focus
on exporting agricultural and horticultural products to the international market, with an aim to improve the
quantity, quality, efficiency, and reliability of Kenya-farmed produce thereby increasing the country’s
competitiveness, iv) Kenya’s continued recognition as a regional hub hence attracting investments, and, v)
continued improvement in infrastructure through projects such as the Standard Gauge Railway (SGR), the Eastern
and Northern Bypasses connecting Jomo Kenyatta International Airport (JKIA) and other regions in the Nairobi
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Metropolitan Area, among other key infrastructural improvements which we expect will increase the output of
Special Economic Zones (SEZs) and Inland Container Depots (ICDs);

Listed Real Estate: We retain a NEUTRAL outlook for the Kenyan REIT sector, leaning towards the negative. Some
of the factors expected will continue hindering the optimal performance of the sector market include; i) low
investors’ appetite in trading and investing in the market, ii) lengthy registration, licensing, and approval process,
iii) high minimum investment amounts Set at Kshs 5.0 mn, iv) insufficient Investment Knowledge and Awareness
of the REITs market v) subdued performance in some Real Estate sectors with oversupply of spaces in Commercial
Office Sector at 7.3 mn SQFT and Retail Sector at 3.0 mn SQFT in the NMA expected to affect performance of the
instrument due to low rental yields, and, vi) high Minimum capital requirements for a Trustee of Kshs 100.0 mn.
However, we expect initiatives including; i) the proposed establishment of the Kenya National REIT (KNR), ii)
business operational restructuring strategies employed by key industry players such as Fahari I-REIT geared
towards achieving business and financial optimization as well as sustainability, and iii) the launch of the Vuka
Investment Platform towards the end of 2022 will assist neutralize and mitigate the above challenges, thereby
contributing to the overall enhancement of the sector's performance in the Kenyan Real Estate capital markets.

Company Updates

Investment Updates:

e Weekly Rates:

e Cytonn Money Market Fund closed the week at a yield of 15.72% p.a. To invest, dial *809# or
download the Cytonn App from Google Play store here or from the Appstore here;

e Cytonn High Yield Fund closed the week at a yield of 17.95% p.a. To invest, email us
at sales@cytonn.com and to withdraw the interest, dial *809# or download the Cytonn App from
Google Play store here or from the Appstore here;

e We continue to offer Wealth Management Training every Monday, from 10:00 am to 12:00 pm. The
training aims to grow financial literacy among the general public. To register for any of our Wealth
Management Trainings, click here;

e Ifinterested in our Private Wealth Management Training for your employees or investment group, please
get in touch with us through wmt@cytonn.com;

e Cytonn Insurance Agency acts as an intermediary for those looking to secure their assets and loved ones’
future through insurance namely; Motor, Medical, Life, Property, WIBA, Credit and Fire, and Burglary
insurance covers. For assistance, get in touch with us through insuranceagency@cytonn.com;

e  Cytonn Asset Managers Limited (CAML) continues to offer pension products to meet the needs of both
individual clients who want to save for their retirement during their working years and Institutional clients
that want to contribute on behalf of their employees to help them build their retirement pot. To more
about our pension schemes, kindly get in touch with us through pensions@cytonn.com;

Real Estate Updates:

e For more information on Cytonn’s real estate developments, email us at sales@cytonn.com;

e Phase 3 of The Alma is now ready for occupation and the show house is open daily. To join the waiting list
to rent, please email properties@cytonn.com;

e For Third Party Real Estate Consultancy Services, email us at rdo@cytonn.com;

e Forrecent news about the group, see our news section here;

Hospitality Updates:
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e We currently have promotions for Staycations. Visit cysuites.com/offers for details or email us at
sales@cysuites.com;

A. Global Markets Outlook

Global Economic Growth:

According to the World Bank’s Global Economic Prospects 2024, global economic growth is expected to remain
subdued for the third consecutive year, slowing down to 2.4%, from the estimated 2.6% growth rate in 2023. The
expected economic slowdown is driven by the persistent high global inflation that has in turn necessitated
tightening of monetary policies slowing down activity in most economies, subdued global trade and investment,
restrictive credit conditions, and the pre-existing supply chain constraints worsened by geopolitical tensions as
evidenced by the Russian-Ukraine conflict as well as the recent conflicts in the Middle East. The 2024 inflation rate
is expected to ease to 3.7% in 2024 as compared to the 6.9% estimate in 2023, mainly attributable to declining
commodity prices. However, despite the expected ease in inflation, global inflation will remain elevated driven by
persistent supply chain constraints and currency depreciations. Moreover, the growth in the Emerging Market
and Developing Economies (EMDEs) is expected to expand by 3.5% in 2024, a 0.3% points increase from the
estimated growth of 3.2% in 2023.

Growth in 2024 shall be shaped by the following four key themes:

i. Tightened Monetary Policies

In line with inflation targeting strategies, we expect most of the Central banks to continue raising their interest
rates as they monitor inflation levels given the persistent high fuel prices as well as food prices, especially in
developing economies. Key to note, the past two years have seen one of the fastest monetary policy tightening
initiatives in history. The tightening of monetary policy will be driven by the need to control the heightened
inflation by reducing the money supply and easing the upward cost pressures. Additionally, the interest hikes will
be adopted driven by the need to anchor local currencies from aggressive currency depreciations following
increased benchmark rates in developed economies. Notably, most Central banks raised their benchmark interest
rates in 2023 with the intention to anchor inflation, however, the tightened monetary policies led to reduced
economic activity translating to a subdued global demand. while interest rate hikes are anticipated to continue at
a more moderate pace, they are expected to exert a dampening effect on economic performance due to the
resulting tighter financial conditions. This, in turn, will impede both production and consumer spending, ultimately
contributing to a decline in global trade.

In their latest meeting, the USA Federal Reserve maintained the tightened monetary stance at 5.25%-5.50% in a
bid to anchor the high inflation level having increased by 0.2% points to 3.4% in December 2023, from 3.1%
recorded in November. However, the Fed noted that their efforts to anchor inflation through monetary policy
tightening were still transmitting in the economy as inflation had eased by 3.1% points from the 6.5% inflation
recorded in December 2022. Additionally, in their most recent sittings, China, England, Canada, and the Euro Area
also kept their tightened monetary policy rates unchanged. As such, Central Banks, particularly in emerging
markets, will have to perform difficult balancing acts in order to avoid stifling economic growth and post-pandemic
recovery. In our view, we expect the coming rate hikes to be gradual as economies seek to adopt accommodative
policies that we see inflation ease while avoiding stifling economic growth.

The table below highlights the policy stance adopted by the Central Banks of major economies
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Cytonn Report: Monetary Policy Stance Adopted by Central Banks in Select Economies

Country Central Bank Previous Rate Current Rate Margin
1 USA Federal Reserve 5.00%-5.25% 5.25%-5.5% Unchanged
2 Australia Reservej Bank of 4.35% 4.35% Unchanged
Australia
3 Malaysia Bank Negara Malaysia 3.00% 3.00% Unchanged
4 China Bank of China 3.45% 3.45% Unchanged
5 England Bank of England 5.25% 5.25% Unchanged
6 Canada Bank of Canada 5.00% 5.00% Unchanged
7 Euro Area European Central Bank 4.50% 4.50% Unchanged

1. Easing Commodity Prices

In 2023, most of the commodity prices were on a downward trajectory and are projected to ease further in 2024.
According to the World Bank’s report, the recent conflict in the Middle East has so far had only a muted impact
on commodity prices as most of the prices weakened to varying degrees, however, remaining above pre-pandemic
levels as shown in the table below:

Cytonn Report: Average Commodity Prices (USD)

Commodity Index 2023 SRR Jun-23 LT
change Change

Fertilizers 235.7 153.5 (34.9%) 138.3 119.4 (13.7%)
Energy Prices 152.6 106.9 (29.9%) 95.2 99.5 4.52%
N -

on-energy 122.1 110.1 (9.8%) 107.7 107.2 (0.4%)
commodities
Metals & Minerals 115.0 104.0 (9.6%) 101.2 102.4 1.15%
Agriculture 119.3 110.7 (7.2%) 109.1 108.9 (0.2%)
Precious metals 136.8 147.3 7.70% 147.4 153.4 3.83%

Oil prices have been under downward pressure declining by 29.9% in 2023, a reversal form the 60.0% increase
which was recorded in 2022, amid weak global economic activity coupled with slowed global demand on the back
of the easing supply chain constraints which had been worsened by the Russia-Ukraine conflict. Qil prices are
expected to decline further in 2024 but remain above the pre-pandemic levels on the back of supply disruption
concerns in the aftermath of the Middle East conflict, Slower-than-expected growth, and the extension and
deepening of production cuts by OPEC+. Prices of metals and minerals also exhibited a decline of 9.6% in 2023
and are expected to decline by 5.0% in 2024 mainly on the back of a sharper slowdown in activity among advanced
economies and China, which could further weaken metal demand in 2024, coupled with trade restrictions and
other policy actions. Food prices, which is the biggest component of the agriculture World Bank Commodity index
fell by 10.1% in 2023 and is expected to decline by 1.0% amid the ample supplies with prices of oils and meals,
and grains having declined by 22.1% and 13.0% to USD 118.9 and USD 133.0, from USD 154.2 and USD 150.4
respectively, an indication of better agricultural productions globally. However, Key upside risks to food prices
include increases in energy costs, adverse weather events, further trade restrictions, and geopolitical uncertainty,
as this will further constrain the supply chain and hence exert pressure on prices.

. Global Trade
The World Bank projects the global trade growth to improve to 2.3% growth in 2024 from the 0.2% growth rate in
2023 on the back of projected growth in global output. Goods trade is expected to start expanding again, while
the contribution of services to total trade growth is expected to decrease, aligning more closely with the trade
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composition patterns observed before the pandemic. However, growth in global trade remains subdued mainly
due to the persistent supply chain constraints worsened by the Russian-Ukraine conflict, and the tight monetary
policies adopted by economies especially developed economies leading to massive capital outflows from emerging
and developing economies. Key to note, the ongoing geographical conflicts in the Middle East remain a key risk in
2024 and could potentially disrupt the recovering global supply chains hence slowing down global trade.
Additionally, uncertainty unfolds as major global economies such as United States, United Kingdom, and Russia as
well as other key Emerging Markets nations such as India, Taiwan, Mexico, and South Africa are expected to
conduct their general elections in 2024 which can lead to great policy regime shifts and hence affecting global
trade. In our view, global trade will remain subdued in the near term due to the elevated global inflationary
pressures despite global inflation projection coming in at 3.7% in 2024, 3.2% points below the 6.9% recorded in
2023, inflationary pressures still remain significantly above the pre-pandemic (2015-2019) average of 2.3%.

V. Public Debt

High debt levels especially in Emerging Markets and developing economies (EMDEs) are expected to persist in
2024 mainly on the back of widened current account deficits and surging debt service costs due to declining global
trade and currency depreciation in most economies, coupled with tighter financial conditions undermining
economic growth. According to the Global Debt Monitor by (IMF), the global public debt (public and non-financial
private debt stocks) came in at 238.0% of the GDP, (USD 235.0 tn) in 2022, translating to 10.0% points decline
from 247.0% of the GDP recorded in 2021. Similarly, public debt stock as a percentage of GDP declined by 3.6%
points to 92.0% in 2022, from 96.0% recorded in 2021. However, given the perceived interest hikes in 2024,
especially in developed economies such as the US that have strengthened the dollar, global public debt is expected
to increase significantly due to the increase of debt servicing costs with a huge chunk of the external debt in most
economies being dollar-denominated. In our view, global cooperation is needed to address debt sustainability
concerns, particularly in regard to countries already at risk, given record-high debt levels and growing debt-
servicing costs.

Below is a summary of the regional growth rates by country as per the World Bank:
Cytonn Report: World GDP Growth Rates

Region 2019 2020 2021 2022
1. India 4.0% (6.6%) 9.1% 7.2% 6.3% 6.4%
2. Kenya 5.0% (0.3%) 7.6% 4.8% 5.0% 5.2%
3. China 6.0% 2.2% 8.4% 3.0% 5.2% 4.5%
4. Sub-Saharan Africa* 2.5% (2.0%) 4.4% 3.7% 2.9% 3.8%
5. Middle East, North Africa 0.9% (3.6%) 3.8% 5.8% 1.9% 3.5%
6. United States 2.3% (2.8%) 5.9% 1.9% 2.5% 1.6%
7. Brazil 1.2% (3.3%) 5.0% 2.9% 3.1% 1.5%
8. South Africa 0.1% (6.3%) 4.7% 1.9% 0.7% 1.3%
9. Japan (0.2%) (4.3%) 2.6% 1.0% 1.8% 0.9%
10. Euro Area 1.6% (6.1%) 5.9% 3.4% 0.4% 0.7%

Global Growth Rate 3.1% (3.2%) 6.2% 2.9% 2.6% 2.4%
*Including South Africa

Global economic growth is forecasted to decline to 2.4% in 2024, from an estimate of 2.6% recorded in 2023 on
the back of the persistent inflationary pressures, high global fuel and energy prices, continued geopolitical conflicts
in Ukraine and the Middle East, and the sustained monetary policy tightening by most economies. Growth in China
and USA is expected to slow down in 2024 to 4.5% and 1.6%, from 5.2% and 2.5% in 2023, respectively. The
expected slowed growth in China is attributable to the Subdued investor sentiments which is expected to weigh
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on consumption as well as the persistent strains in the property sector due to the decline in property prices and
sales in the country. Additionally, growth in Emerging Markets and Developing Economies (EMDEs) is projected to
remain subdued at about 3.5% in 2024 and hence weigh down global growth on the back of the tighter financial
conditions, heightened uncertainties brought by surging debt levels in the EMDEs, and the aggressive currency
depreciation.

B. Sub Saharan Africa Regional Market Outlook

According to the World Bank’s Global Economic Prospects 2024, growth in the Sub-Saharan Africa region is
expected to rebound to 3.8% in 2024, from the estimated growth rate of 2.9% recorded in 2023 mainly attributable
to the easing inflationary policies, reduction in prices of key imports such as fertilizers, metal and fuel, improved
fiscal support and the expected increase in domestic demand.

However, the projections remain subject to key downward risks such as:

= Monetary Policy tightening across the region to address inflation which may lead to reduced economic
activity in the region. Additionally, expected policy hikes in developed economies such as the US are to put
pressure on the region’s investment landscape as a result of increased capital outflows to more attractive
markets,

= Persistent global inflationary pressures, which may lead to the deterioration of financial conditions in the
region and high cost of living due to the high prices necessitating aggressive policy rate hikes in the region,

= The high debt levels in the region as borrowing persists in the region due to the ever-present fiscal deficits
in the region. Additionally, the increased debt servicing costs due to the sustained currency depreciation
of the local currencies against the Dollar are expected to put more pressure on the region’s growth as most
of the region’s debt is dollar-denominated, and,

= Further rise in global or regional instability, such as the possible escalation of the conflict in the Middle
East, which could drive up global energy and food prices which would in turn affect growth in the Sub-
Saharan Africa region considering that most of the countries in the region are net importers.

In Nigeria, the region largest economy, growth is projected to accelerate 3.3% in 2024, from the estimated growth
of 2.9% in 2023 attributable to the increase in oil production as witnessed in 2023 However, services growth
weakened partly driven by a disruptive currency demonetization policy in the first quarter of 2023. Additionally,
growth in South Africa is expected to increase slightly to 1.3% in 2024, from the estimated growth of 0.7% in 2023.
The slowed growth in South Africa is attributable to the weaker demand in the context of weak job creation, high
prices, and monetary policy tightening in the country, coupled with the persistent energy crisis with power outages
hitting record highs in 2023, holding back manufacturing and mining production. Moreover, growth in the region
is expected to be hampered by the high debt levels, stifled demand, persistent depreciation of local currencies as
well as the increased cases of corruption in the region as indicated by the Corruption Perceptions Index. Growth in
the Eastern African region is expected to remain subdued due to the witnessed political clashes in Ethiopia, South
Sudan and the Democratic Republic of Congo, coupled with persistent unfavourable weather conditions which
continue to stifle agricultural production.

The table below highlights the real GDP forecasts of select Sub - Saharan Africa countries;

Cytonn Report: Real GDP Forecasts of Select Sub - Saharan Africa countries

Country ‘ 2023e
Senegal 4.1% 8.8%
Rwanda 6.9% 7.5%
Ethiopia 5.8% 6.4%
Uganda 5.3% 6.0%
Tanzania 5.1% 5.5%
Kenya 5.0% 5.2%



https://openknowledge.worldbank.org/server/api/core/bitstreams/08b387d9-cc44-496e-8e78-e311c88185d7/content
https://www.transparency.org/en/cpi/2022

Mauritius 5.0% 4.6%
Nigeria 2.9% 3.3%
Angola 0.5% 2.8%
Ghana 2.3% 2.8%
South Africa 1.9% 1.4%
Average 2.9% 3.8%

Note: e - estimate, f — forecast. Data Source: World Bank

C. Kenya Macro Economic Outlook

a. Economic Growth

According to the Kenya National Bureau of Statistics (KNBS) Q3’2023 Gross Domestic Product Report, the Kenyan
economy recorded a 5.9% growth in Q3’2023, an improvement from the 4.7% expansion recorded in a similar
period in 2022. The performance in Q3’2023 was mainly driven by the 6.7% growth in the agricultural sector due
to favourable weather conditions, which led to a rebound in agricultural output. Consequently, the economy
recorded an average growth of 5.5% in the first 3 quarters of 2023, a slight decline from the 5.6% average growth
recorded in a similar period in 2022. The average GDP growth rate for 2023 is expected to be 5.2%, an
improvement from the 4.8% expansion witnessed in 2022.

In 2024, we expect the economy to continue its recovery trajectory with the projected GDP growth to come in at
a range of 5.0% - 5.4%.

The key factors that shall support growth include:

Continued growth in Services and Agricultural sectors: The resurgence in the agricultural sector
witnessed in 2023 is expected to continue into 2024 following continued support by the government
through fertilizer and seed subsidy programs with the State Department for Crop Development getting
the highest increase in budget allocation by 28.9% to Kshs 60.2 bn from Kshs 46.7 bn in the Supplementary
Budget for the Fiscal Year 2023/24. The service sector is expected to register robust performance driven
by growth in information and technology as internet connectivity increases, as well as accommodation
and food services as a result of increased tourism,

Gradual Increase in Access to Credit: During the first 10 months of 2023, private sector credit growth rate
averaged 12.1%, slightly higher than the 11.5% average growth rate recorded over the same period in
2022. The expansion of credit to the private sector is anticipated to sustain its momentum, driven by
current policy initiatives such as the MSMEs Credit Guarantee Scheme and the ongoing economic revival.
Additionally, we expect the renewed focus on Public-private Partnerships (PPP) to finance commercially
viable projects to spur growth in the private sector. Furthermore, the Hustler Fund has continued to inject
affordable credit to the private sector having disbursed Kshs 42.0 bn as of December 2023, and is expected
to offer specific financial products starting January 2024. Despite the banking sector registering an
increase in gross non-performing loans ratio to 13.1% in Q3’2023 from 12.2% in Q3’2022, the banks
continued to advance credit to the private sector following the adoption of risk-based lending. The chart
below shows 5-year private sector credit growth;
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Cytonn Report: Private Sector Credit Growth
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However, key risks threaten economic growth including:

High Risk of Debt Distress: According to International Monetary Fund and the World Bank, Kenya is
currently at risk of high debt distress with the country’s debt to GDP ratio coming in at 72.6% as at Sep
2023, 20.1% points above the recommended IMF threshold of 50.0% for developing countries.
Additionally, Kenya’s debt stood at Kshs 10.6 tn as of September 2023, 21.7% higher than the Kshs 8.7 tn
debt recorded over a similar period in 2022. Consequently, the government will face significant pressure
to service the existing debt with the debt service to revenue ratio standing at 55.0% as of December 2023,
25.0% points above the 30.0% threshold recommended by the IMF. Economic growth potential
diminishes when debt levels are high because a significant part of the revenue is allocated towards
servicing the existing debt, leaving less for developmental spending,

Tightened Monetary Policy — In 2023, the Monetary Policy Committee (MPC) raised the Central Bank Rate
(CBR) by 375.0 bps from 8.75% in January to 12.5% in December, in a bid to anchor the inflation rate
within the CBK'’s target range of 2.5%-7.5% from the 7.7% average registered in 2023 and also to support
the Kenyan shilling which lost 26.8% of its value against the US Dollar in the year 2023. The high CBR is
expected to stifle economic growth, and,

Elevated Inflation —The country’s inflation rate averaged 7.7% in 2023 above the CBK'’s target range of
2.5%-7.5%. Despite the overall headline inflation remaining within the CBK’s target range in the second
half of 2023, the inflation rate is expected to remain in the upper bound of CBK’s target range in the short
term and will weigh down on the business environment.

b. Currency:

The Kenya Shilling depreciated by 26.8% against the US Dollar to close at Kshs 156.5 in 2023, compared to Kshs
123.4 at the end of 2022, adding to adding to the 9.0% depreciation recorded in 2022. The depreciation was partly
driven by the aggressive hike in the US Federal interest rates by 100 bps in 2023 from a range of 4.25%-4.50% in
December 2022 to a range of 5.25%-5.50% in July 2023. Going forward, we expect the shilling to trade against
the US dollar within a range of Kshs 183.2 and Kshs 189.6 by the end of 2024, based on the purchasing power
parity (PPP) and interest rate parity (IRP) approach respectively. The Kenyan shilling will be supported by:

Improving diaspora remittances standing at a cumulative USD 4.2 bn for the year 2023, representing a
4.0% y/y increase from the total remittances of USD 4.0 bn recorded in 2022. Notably on a m/m basis,
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the remittance for the month of December 2023 increased by 5.0% to USD 372.6 mn, from USD 355.0 mn
recorded in November 2023. In 2024, diaspora remittances are set to improve further, mainly driven by
the recovery of the global economy, increasing Kenyan population in the diaspora, and advancing
technology that has facilitated easier transfer of money,

Expected dollar inflows from both commercial and concessional financing, boosting the country’s forex
reserves. On 17t January 2024, The Executive Board of the International Monetary Fund (IMF) concluded
the 2023 Article IV consultation with Kenya together with the sixth reviews allowing for the immediate
disbursement of USD 624.5 mn (KES 100.4 bn) under the Extended Fund Facility (EFF) and the Extended
Credit Facility (ECF) arrangements and USD 60.2 mn (KES 9.7 bn) under the Resilience Sustainability
Facility (RSF). In the same week, Kenya secured a USD 210.0 mn loan from the Trade & Development Bank
(TDB), with the National Treasury expecting more financing from the TDB, World Bank, and the African
Development Bank,

The high interest rates, with the Monetary Policy Committee increasing the CBR to 12.5% in its last sitting,
signalling a tightening stance to support the shilling and tame inflation. According to the MPC, the
increment was made to tame the local currency depreciation, which the Committee noted had a
significant contribution to the country’s inflation, contributing 3.0% of the 6.8% inflation rate recorded in
November 2023, as well as the high cost of debt service. Interest rates on government securities remain
high which are attractive to foreign investors, especially the infrastructure bond which is also tax-free,
and,

The Government measures to stabilize the foreign exchange market which includes the Government-to-
Government petroleum supply arrangement. According to the Draft 2024 Budget policy, this
arrangement was mainly intended to address the US Dollar liquidity challenges and exchange rate
volatility caused by the global US Dollar shortage and spot market reactions that were driving volatility
and causing a false depreciation.

The Kenyan shilling will however face the following challenges:

An ever-present current account deficit estimated at 3.5% of GDP in Q3’2023, an improvement from the
6.4% deficit recorded in a similar period in 2022. The persistent current account deficit reflects the
country’s reliance on imports and with the high global commodity prices, it has resulted in increased
demand for foreign currency which continues to put more strain on the local currency,

Dwindling forex reserves, having declined by a significant 11.0% to USD 6.7 bn (equivalent to 3.6 months
of import cover) in December 2023, from USD 7.5 bn (equivalent to 4.0 months of import cover) in a
similar period in 2022. The drop is largely attributed to increased debt service obligations due to the
continued depreciation of the Kenyan shilling. Notably, the country faces a USD 2.0 bn Eurobond maturity
in June 2024, piling pressure on the country’s forex reserves,

Elevated risk of increase in global crude oil prices as a result of supply chain constraints following the
rising geopolitical tension in the Middle East. Consequently, the rise in global oil process is set to increase
demand for the US Dollar by oil and energy importers, as well as manufacturers against a low supply of
US Dollar currency, and,

The increasing debt servicing costs which continue to put pressure on forex reserves given the Eurobond
coupons which are falling due ahead of the maturity of the 2014 issue in June 2024. Notably, the debt
service to revenue ratio stood at 55.0% as of December 2023, 25.0% points above the 30.0% threshold
recommended by the IMF.
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We expect the shilling to remain within a range of Kshs 183.2 and Kshs 189.6 against the USD by the end of 2024
based on the purchasing power parity (PPP) and interest rate parity (IRP) approach respectively, with a bias
towards a 16.4% depreciation by the end of the year.

c. Inflation:

In 2023, the average inflation rate in the country was 7.7%, a marginal increase from the average inflation rate of
7.6% witnessed in 2022. Key to note, the overall inflation eased to 7.3% in July 2023, falling within the Central
Bank’s target range of 2.5% and 7.5% for the first time in 14 months, and remained within target range during the
latter half of 2023. Despite the improvement recorded towards the end of 2023, we expect the inflation rate to
remain elevated in the medium term given that the current tightening of the fiscal policy does not address the
cost-driven inflation.

We expect inflation to average 6.9% in 2024, within the government target range of 2.5% - 7.5%. Key risks driving
inflationary pressure are the high electricity prices, elevated fuel costs, and continued depreciation of the
Kenyan shilling.

d. Interest Rates:

The Central Bank is expected to continue with the restrictive monetary policy stance in the medium term with the
intention of supporting the depreciating shilling and lowering the inflation rate. Given that the 12.5% Central Bank
rate set in December 2023 is the highest since September 2012, we expect the CBK to maintain the interest rates
in the short term as it monitors the performance of the local currency and the country’s inflation rate. However,
we could see a downward revision of the CBR in the medium term if the performance of the Kenyan shilling
stabilizes.

Despite the projected decline in borrowing by 20.6% to Kshs 703.9 bn in FY’2024/25 from Kshs 886.6 bn in
FY’2023/24, Kenya still has an ever-present fiscal deficit, projected at 3.9% in FY’2024/25. As such, we expect the
government to continue borrowing aggressively from both the domestic and foreign markets. The escalating debt
service due to further borrowing will persistently burden the government, compelling it to borrow more to cover
the maturing debts. Among these impending maturities is the 10-year USD 2.0 bn Eurobond due in June 2024.
Consequently, the increased borrowing will continue to exert upward pressure on the yield curve in the short term
as investors seek recompense for potential losses. However, the interest rate environment is expected to stabilize
in the medium term as the government receives a boost from concessional loans from the IMF and the World
Bank, improving the country’s credit outlook.

The table below summarizes the various macroeconomic factors and the possible impact on the business
environment in 2024. With two indicators being negative, four being neutral and one being positive, the general
outlook for the macroeconomic environment in 2024 is NEUTRAL.
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Cytonn Report: Macro-Economic & Business Environment Outlook

2024 Outlook

On the domestic front, we expect the government to borrow aggressively from the domestic
market as it aims to plug in the fiscal deficit, which is projected to come in at Kshs 704.0 bn in the
FY’2024/25 budget, 3.9% of the GDP. The government intends to plug this fiscal deficit through
Kshs 326.2 bn in external financing and Kshs 377.7 bn in domestic borrowing. Borrowing
domestically is less costly for the government than acquiring debt denominated in foreign
currencies, which not only carry higher interest rates but also come with the added risk of currency
fluctuations.

In our view, the level of foreign borrowing will also increase in 2024 due to the following reasons;
i) Need to service the upcoming maturities such as the 10-year USD 2.0 bn (Kshs 226.0 bn)
Eurobond maturing in June 2024 with the government being locked out of the international
Eurobond market due to high yields demanded by investors, (ii) Disbursement of concessional
loans from the IMF under the Extended Credit Facility arrangement (EFF/ECF) and the Resilience
Sustainability Facility (RSF) programme, coupled with funding from the World Bank under the
Development Policy Operation (DPO) arrangement, and (iii) Disbursement of commercial loans
from commercial lenders such as the Trade & Development Bank (TDB) and the African
Development Bank.

On revenue collection, we expect continued improvement in 2024 due to the raft of measures the
new administration has put in place to boost tax collection such implementation of the Finance
Act 2023 which revised a number of taxes upwards and widened the tax base to include the
informal sector and digital services. The tax regime has also taken measures to strengthen tax
administration by leveraging on technology to seal leakages, rolling out a Tax Invoice Management
System (e-TIMS), and enhancing both the iTax platform and the Integrated Customs Management
System (iCMS).

The government is also employing a raft of measures to boost revenue collection through non-tax
channels by streamlining its services to the public e.g. Citizen services, the Ministry of Lands and
Immigration services. However, the upward revision of taxes comes at a time when the business
environment remains subdued, underpinned by the elevated inflationary pressures and the
aggressive depreciation of the Kenyan shilling that has suppressed business production levels
weighing down on the projected revenue performance.

Exchange Rate

We expect the shilling to remain within a range of Kshs 183.2 and Kshs 189.6 against the USD by
the end of 2024 with a bias towards a 16.4% depreciation by the end of the year. In 2024, the
shilling is likely to face continued pressure due to: i) Persistent current account deficit resulting in
increased demand for foreign currency hence putting more strain on the local currency, ii) The
increasing debt servicing costs which continue to put pressure on forex reserves given the
Eurobond coupons which are falling due ahead of the maturity of the 2014 issue in June 2024, and
iii) Elevated risk of increase in global crude oil prices as a result of supply chain constraints
following the rising geopolitical tension in the Middle East, and iv) Elevated USA Fed interest rates
which continue to strengthened the US dollar against the Kenya shilling. However, we expect
improved diaspora remittances to support the shilling coupled with expected dollar inflows from
both commercial and concessional financing, boosting the country’s forex reserves.

Interest Rates

Given the restrictive policy stance utilized in 2023, we expect the same to be maintained in 2024
as the Monetary Policy Committee evaluates the effect of the high CBR on the country’s inflation
rate and local currency performance. Additionally, the yield curve is expected to remain elevated
in the medium term as the government compensates investors for the increased risks of currency
depreciation and elevated inflation. However, we expect the interest rate environment to stabilize
in the medium term as the government meets the coupon payments and the eventual redemption
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of the 10-year Eurobond due in June 2024 with the support of concessional loans and commercial
financing.

«  We expect inflation to average 6.9% in 2024, within the government target range of 2.5% - 7.5%
Inflation due to inflationary pressure arising from high electricity prices, elevated fuel costs and continued
depreciation of the Kenyan shilling.

«  We anticipate the economic growth to continue on its recovery trajectory in 2024, with the GDP
growth rate ranging between 5.0% - 5.4%. We expect the GDP growth to be supported by the
continued recovery of the agricultural sector and a robust performance in the services sector

GDP driven by growth in information and technology as well as accommodation and food services as a

result of increased tourism. However, there are several risks could potentially hinder this growth

such as the high risk of debt distress, elevated inflationary pressures, currency depreciation, and

a restrictive monetary policy stance.

«  We expect the low investor sentiments witnessed in 2023 to persist through the short term of
2024, mainly due to; i) Elevated inflationary pressures driven by high electricity costs and high fuel
costs, and ii) Continued depreciation of the Kenyan currency as a result of increased dollar

Investor demand from importers, especially for oil and energy sectors against a lower supply of hard

Sentiment currency and high debt servicing. However, we expect investor sentiments to improve in the

medium term as the country meets its coupon payments and the eventual maturity of the USD

2.0 bn Eurobond due in June 2024. Additionally, we expect the renewed focus on Public-private

Partnerships (PPP) to finance commercially viable projects to spur growth in the private sector.

«  We expect security to be maintained in 2024 with a stable political environment following the
Security peaceful dispute resolution mechanisms adopted by the current regime and the opposition.

The change from last year’s outlook is:

a) Interest Rate to Neutral from Negative necessitated by the restrictive monetary policy which is expected
to be maintained in the short term of 2024 to anchor the elevated inflation and stabilize the depreciating
shilling. However, we expect the interest rate environment to stabilize in the medium term as the
government meets the coupon payments and the eventual redemption of the 10-year Eurobond due in
June 2024 with the support of concessional loans and commercial financing.

Out of the seven metrics that we track, four have a neutral outlook, two have a negative outlook and one has a
positive outlook; from last year where three had a neutral outlook, three had a negative outlook and one had a
positive outlook. Our general outlook for the macroeconomic environment remains NEUTRAL for 2024,
unchanged from 2023,

D. Fixed Income Outlook

The government is currently 34.0% behind its prorated domestic borrowing target, having borrowed Kshs 181.2 bn
domestically, against the pro-rated target of Kshs 274.5 bn, going by the government domestic borrowing target
of Kshs 471.4 bn, mainly on the back of the high debt maturities. However, we expect the government to catch up
with its prorated domestic borrowing target, especially with the new infrastructure bond issue targeting to raise
Kshs 70.0 bn. In order to meet the domestic borrowing target, the government has to borrow an average of Kshs
179.8 bn on a monthly basis, in the 2" half of the current fiscal year. We expect upward pressure on the interest
rates as the government will need to borrow aggressively from the local market to plug in the deficit projected to
end at 5.5% of GDP for the FY’2023/2024, given that the international capital markets remain challenging as
investors continue demanding for high yields, coupled with the local currency depreciation that has increased debt
servicing costs.
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Below is a summary of treasury bills and bond maturities and the expected borrowings over the same period. The
government will need to borrow Kshs 179.8 bn on average each month for the rest of the fiscal year to meet the
domestic borrowing target of Kshs 471.4 bn for the FY’2023/2024, and cover T-bill and T-bond maturities, as
illustrated in the graph below:

Cytonn Report:FY'2023/2024 Government Borrowing Schedule (Kshs Bn)
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Fig: Schedule of Treasury bills and bonds maturities and the expected target borrowings in the 2023-2024 fiscal year to cater for
the maturities and additional government borrowing.

Weekly Market Performance;

Money Markets, T-Bills Primary Auction:

During the week, T-bills were oversubscribed for the fourth consecutive week, with the overall oversubscription
rate coming in at 102.0%, albeit lower than the oversubscription rate of 147.0% recorded the previous week.
Investors’ preference for the shorter 91-day paper persisted, with the paper receiving bids worth Kshs 16.6 bn
against the offered Kshs 4.0 bn, translating to an oversubscription rate of 414.0%, lower than the
oversubscription rate of 639.0 % recorded the previous week. The subscription rate for the 182-day paper
decreased to 52.4%, from 61.9% recorded the previous week, while the subscription rate for the 364-day paper
decreased to 26.7%, from 35.3%, recorded the previous week. The government accepted a total of Kshs 21.9
bn worth of bids out of Kshs 24.5 bn of bids received, translating to an acceptance rate of 89.5%. The yields on
the government papers continued to rise with the yields on the 364-day, 182-day and 91-day papers increasing
by 3.1 bps, 7.5 bps and 5.6 bps to 16.5%, 16.4% and 16.3%, respectively. The chart below compares the overall
average T-bill subscription rates obtained in 2018, 2022, 2023, and 2024 Year-to-date (YTD:
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Cytonn Report: T-Bills Subscription Rates
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In the primary bond market, the government is seeking to raise additional Kshs 70.0 bn for infrastructure projects
support in the FY’2023/24 by issuing the new 8.5-year bond IFB1/2024/8.5 with a tenor to maturity of 8.5 years.
The bidding process opened on 24th January 2024 and will close on 14™ February 2024, with the coupon rate to
be determined by the market. The bond’s value date will be 19th February 2024, with a maturity date of 9th August
2032 and will be tax free as is the case for infrastructure bonds as provided for under the Income Tax Act. We
anticipate the bond to be oversubscribed, given that it is tax free in nature, however, investors are expected to
attach higher yields as they seek to cushion themselves against future losses on the back of the government’s debt
sustainability concerns. Notably, the last infrastructure bond to be issued was the 7-year IFB1/2023/6.5 in October
2023 which sought to raise Kshs 50.0 bn. The bond registered an oversubscription rate of 177.8% at a yield of
17.9%. Based on trading of bonds of similar tenor and nature, we expect the IFB1/2024/8.5 to price at 21.5%-
22.3%;

Money Market Performance:

In the money markets, 3-month bank placements ended the week at 13.5% (based on what we have been
offered by various banks), and the yields on the 364-day and 91-day papers increased by 3.1 bps and 5.6 bps
to 16.5% and 16.3%, respectively. The yields of the Cytonn Money Market Fund remained unchanged at 15.7%
recorded the previous week, while the average yields on the Top 5 Money Market Funds increased by 4.2 bps
to 16.3%, from 16.2% recorded the previous week.
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The table below shows the Money Market Fund Yields for Kenyan Fund Managers as published on 26 January
2024:

Cytonn Report: Money Market Fund Yield for Fund Managers as published on 26t January 2024

R:n Fund Manager Effective Annual Rate
1 Etica Money Market Fund 17.2%
2 Lofty-Corban Money Market Fund 16.6%
3 Nabo Africa Money Market Fund 16.1%
4 GenAfrica Money Market Fund 15.8%
5 Cytonn Money Market Fund (Dial *809# or download the Cytonn App) 15.7%
6 Apollo Money Market Fund 15.2%
7 Madison Money Market Fund 15.2%
8 Kuza Money Market fund 15.0%
9 Enwealth Money Market Fund 14.8%
10 GenCap Hela Imara Money Market Fund 14.7%
11 Co-op Money Market Fund 14.6%
12 Sanlam Money Market Fund 14.1%
13 Jubilee Money Market Fund 14.0%
14 Absa Shilling Money Market Fund 14.0%
15 Mayfair Money Market Fund 13.7%
16 KCB Money Market Fund 13.6%
17 Old Mutual Money Market Fund 13.1%
18 Orient Kasha Money Market Fund 12.9%
19 Dry Associates Money Market Fund 12.8%
20 CIC Money Market Fund 12.0%
21 ICEA Lion Money Market Fund 12.0%
22 Mali Money Market Fund 11.7%
23 Equity Money Market Fund 11.5%
24 British-American Money Market Fund 10.2%
25 AA Kenya Shillings Fund 7.1%

Source: Business Daily

Liquidity:

During the week, liquidity in the money markets marginally tightened for the second consecutive week, with
the average interbank rate increasing by 2.3 bps, remaining relatively unchanged from 13.7% recorded the
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previous week, partly attributable to the tax remittances that offset government payments. The average
interbank volumes traded decreased by 24.3% to Kshs 15.9 bn from Kshs 21.0 bn recorded the previous week.

The chart below shows the interbank rates in the market over the years:
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Kenya Eurobonds:

During the week, the yields on Eurobonds recorded a mixed performance, with the yields on the 7-year
Eurobond issued in 2019 increasing the most by 0.5% points, to 11.2% from 10.7% recorded the previous week,
while the yields on the 10-year Eurobond issued in 2014 decreased by 0.5 bps, remaining relatively unchanged
from 14.3% recorded the previous week. The table below shows the summary of the performance of the

Kenyan Eurobonds as of 25 January 2024;

Cytonn Report: Kenya Eurobonds Performance

2014 \ 2018 2019
Tenor 19-year ‘ 19-year 39-year 7.-year 1.2-year

issue issue issue issue issue
’(‘S;I';‘;“t Issued 2.0bn ‘ 0.9 bn 1.2bn
Years to Maturity 0.4 \ 3.4 8.4
Yields at Issue 6.6% \ . 7.0% 7.9%
1-Jan-24 13.6% 9.8% 10.2% 10.1% 9.9% 9.5%
2-Jan-24 14.2% 10.0% 10.3% 10.3% 10.0% 9.6%
18-Jan-24 14.3% 10.2% 10.4% 10.7% 10.1% 9.7%
19-Jan-24 13.7% 10.0% 10.3% 10.4% 10.0% 9.6%
22-Jan-24 13.5% 9.9% 10.3% 10.4% 10.0% 9.6%
23-Jan-24 13.8% 10.3% 10.5% 11.0% 10.3% 9.9%
24-Jan-24 13.9% 10.3% 10.5% 11.0% 10.3% 9.9%
25-Jan-24 14.3% 10.4% 10.6% 11.2% 10.4% 9.9%
Weekly Change (0.0%) 0.3% 0.1% 0.5% 0.2% 0.2%
MTD Change 0.8% 0.6% 0.4% 1.1% 0.5% 0.4%
YTD Change 0.8% 0.6% 0.4% 1.1% 0.5% 0.4%

Source: Central Bank of Kenya (CBK) and National Treasury
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Country

To note, with the recent Eurobond issue by Ivory Coast, which raised a total of USD 2.6 bn, at an average
coupon rate of 7.9%, we expect to see more sovereigns in the Sub-Saharan Africa (SSA) region tapping into
the international capital markets in 2024. However, debt sustainability concerns continue to persist in the
SSA region in 2024 amid a slow post-pandemic recovery, domestic currency depreciation and elevated
inflationary pressures with many counties in Sub-Saharan Africa (SSA) being on the verge of debt distress,
with Zambia, Ghana and Ethiopia having defaulted on their debts. According to IMF Economic Outlook-Sub-
Saharan Africa, debt-to GDP ratio largely stabilized at 60.0% in the region, mainly on the back of increasing
spending and reduced revenue collection during and after the COVID-19 pandemic. The table below shows
the SSA countries that have issued Eurobonds and their respective risk of debt distress;

Debt to GDP

Ratio (2022, IMF)

Sub-Saharan Africa (SSA) Eurobond Countries

Cytonn Report: Sub-Saharan Africa Eurobond Countries

Debt to GDP
Ratio (2023, IMF
Projected)

Debt Service
to Revenue
Ratio

Risk of overall
debt distress (
Joint IMF & Word
bank DSA)

Current Situation

Ext I Debt
Zambia 98.5% 98.3% 61.0% xternal e
Restructuring Ongoing
External and domestic
Ghana 92.4% 84.9% 97.1% debt restructuring
ongoing
Angola 66.7% 84.9% 19.5% H!gh risk of debt No 'debt restructuring
distress ongoing
Senegal 76.6% 81.0% 21.7% Moderlate risk of No .debt restructuring
debt distress ongoing
South Africa 71.1% 73.7% 36.2% H.|gh risk of debt No .debt restructuring
distress ongoing
Kenya 66.7% 70.1% 55.0% H.igh risk of debt No .debt restructuring
distress ongoing
High risk of debt No debt tructuri
Namibia 69.8% 67.6% 13.8% /g risk ot de O aebt  restructuring
distress ongoing
M isk of N i
Gabon 57.7% 64.9% 48.9% odergte risk o o) .debt restructuring
debt distress ongoing
M isk of N i
Rwanda 61.1% 63.3% 30.1% odergte risk o o) .debt restructuring
debt distress ongoing
High risk of debt No debt restructurin
Seychelles 61.5% 60.8% - 'en . dcturing
distress ongoing
Moderate risk of No debt restructurin
Ivory Coast 56.8% 56.8% 34.0% ae 1 _ dcturing
debt distress ongoing
Benin 54.29% 53.0% 64.7% Moderlate risk of No .debt restructuring
debt distress ongoing
Tanzania 42.3% 42.6% 14.9% Moderlate risk of No .debt restructuring
debt distress ongoing
Cameroon 45.5% 41.9% 51.6% Moderlate risk of No .debt restructuring
debt distress ongoing
Moderate risk of Domestic Debt
Nigeri 39.69 38.8 57.19
'geria % & % debt distress Restructuring
Ext I Debt
Ethiopia 46.4% 37.9% 16.8% xterna . . €
Restructuring Ongoing
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https://www.imf.org/en/Publications/REO/SSA/Issues/2023/10/16/regional-economic-outlook-for-sub-saharan-africa-october-2023?cid=sm-com-tw-AM2023-REOAFREA2023002

Average

62.9% 63.8% 41.4%

Sources: International Monetary Fund (IMF) 2023 economic outlook & Joint Debt Sustainability Analysis (DSA), World Bank

Key take-outs in the table include

The average debt to GDP ratio for the above countries came in at 62.9% in 2023 and is projected to end
2023 at 63.8%, high above the recommended International Monetary Fund (IMF) threshold of 50.0% to
developing economies,

Three countries already defaulted on their debt: Ghana, Zambia and Ethiopia are already in debt distress,
and have already initiated different forms of debt restructuring, especially at the G20,

The average debt servicing consumes above 41.4% of the total revenue collected, translating to less
allocation for development purposes, and,

iv. Although Kenya’s debt to GDP ratio is projected to increase to 70.1% in 2023 from 66.7% in 2022, the
government’s debt appetite might push the ratio higher, having recorded a debt to GDP ratio of 70.2% as
of June 2023, despite the current administration’s initiatives towards fiscal consolidation

Kenya Shilling:

During the week, the Kenya Shilling depreciated against the US Dollar by 0.2% to close at Kshs 160.6, from Kshs
160.3 recorded the previous week. On a year-to-date basis, the shilling has depreciated by 2.3% against the dollar,
adding to the 26.8% depreciation recorded in 2023. We expect the shilling to remain under pressure in 2024 as a
result of:

An ever-present current account deficit which came at 3.5% of GDP in Q3’2023 from 6.4% recorded in a
similar period in 2022,

The need for government debt servicing, continues to put pressure on forex reserves given that 67.5% of
Kenya's external debt was US Dollar denominated as of September 2023, and,

Dwindling forex reserves, currently at USD 7.0 mn (equivalent to 3.8 months of import cover), which is
below the statutory requirement of maintaining at least 4.0 months of import cover.

The shilling is however expected to be supported by:

Diaspora remittances standing at a cumulative USD 3,817.4 mn as of November 2023, 4.0% higher than
the USD 3,670.6 mn recorded over the same period in 2022, which has continued to cushion the shilling
against further depreciation. In the November 2023 diaspora remittances figures, North America remained
the largest source of remittances to Kenya accounting for 57.2% in the period, and,

The tourism inflow receipts which came in at USD 268.1 mn in 2022, a significant 82.9% increase from USD
146.5 mn inflow receipts recorded in 2021, and tourist arrivals improved by 34.1% in the 12 months to
October 2023, compared to a similar period in 2022.

Key to note, Kenya's forex reserves increased by 3.0% during the week to USD 7.0, from USD 6.8 bn recorded
the previous week, equivalent to 3.8 months of import cover higher than 3.7 months of import cover recorded
the previous week, and remained below the statutory requirement of maintaining at least 4.0 months of import
cover. The chart below summarizes the evolution of Kenya's months of import cover over the years:

21



Cytonn Report: Kenya months of import cover and Forex reserves
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Weekly Highlights:

. Cote d’lvoire Raises USD 2.6 Bn from New Eurobond Issues

During the week, Ivory Coast (Cote d’lvoire) became the first Sub-Saharan Africa (SSA) country to tap into the
international capital markets, issuing two bonds with respective maturities of 8.5 years and 12.5 years, maturing
on 30% January 2033 and 30t January 2037 respectively. This was the first issue in the SSA region since 2022, when
rising global interest rates and geopolitical tensions made foreign currency debt prohibitively expensive for most
African borrowers. Notably, the sovereign raised a total of USD 2.6 bn from the two tranches, with the two issues
recording an oversubscription of over USD 8.0 bn. The coupon rates for the 8.5-year (maturity 2033) and the 12.5-
year (maturity 2037) were fixed at 7.625% and 8.250% respectively, with the coupons being payable semi-annually
in arrears. Notably, both issues will be redeemed in two equal installments payable in January 2032 and January
2033 for the 8.5-year (2033 maturity), while the installments for the 12.5-year (2037 maturity) will be due in
January 2036 and January 2037. Also, this was the first dollar-denominated issue by the sovereign in seven years,
having most of its international debt in Euros. However, the country also executed a dollar-euro currency hedge
operation, covering the entire issued amount, which will reduce the currency risk for the Ivory Coast, which
operates within the West African Economic and Monetary Union (WAEMU) whose currency is pegged to the Euro.

Cote d'lvoire’s finance ministry announced that the funds will be utilized to refinance the existing Eurobond issues,
noting that the country has outstanding Eurobond issues maturing in 2024, 2025, 2028, 2030, 2031, and 2032. In
addition to that, funds from the new issues will also be used to restructure and refinance the country’s international
bank loans, which will in turn help the country lower its debt servicing costs and extend its debt maturity profile.

Notably, Cote d'lvoire’s issuer ratings according to Moody’s, S&P Global, and Fitch stand at Ba3 (positive), BB-
(stable), and BB- (stable) respectively, indicating that the country has the ability to meet its financial commitments
despite substantial credit risk being present. Kenya's issuer ratings according to Moody’s, S&P Global, and Fitch
stand at B3 (negative), B+ (negative), and B (negative) respectively. In comparison, Kenya’s credit rating ranks six
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positions lower than that of Cote d'lvoire, implying that the country is able to meet its financial commitments but
there is a material risk of default due to deteriorating business and economic environment. Additionally, Kenya’s
debt to GDP ratio stood at 70.1% in 2023, 13.3% points above that of Cote d’lvoire indicating a higher debt burden
for Kenya. As such, if Kenya was to issue a Eurobond, the state would need to propose a higher coupon rate to
successfully issue a 10-year Eurobond. We estimate that this would be in the range of 10.5% and 12.5%, given that
Kenya’s credit rating ranks six positions lower than that of Cote d'lvoire, coupled with the higher debt to GDP ratio,
which necessitates investors to attach higher risk to Kenya because of increased risk.

The Ivory Coast Eurobond issue 2024 is a significant milestone for the country and the continent, as it demonstrates
the resilience and attractiveness of African debt markets amid global challenges. Additionally, it signals a shift by
investors from the investment grade bonds offered by developed countries, to the emerging markets such as Africa,
as investors expect the US Fed to cut its interest rates in 2024. However, it also poses some risks and challenges,
such as the sustainability of the debt burden, the volatility of the exchange rates, and the uncertainty of the global
economic outlook.

Il January 2024 Inflation Projection
We are projecting the y/y inflation rate for January 2024 to come in at the range of 6.3%-6.6% mainly on the back
of:
i. Reduced Fuel Prices — Fuel prices reduced by 2.5%, 2.4% and 2.3% to retail at Kshs 196.5, Kshs 194.1, and
Kshs 207.4 respectively, from Kshs 201.5, Kshs 199.1 and Kshs 212.4 per litre for Diesel, Kerosene and
Petrol respectively, according to the latest EPRA report, following a decline in global fuel prices with landed
costs registering an average 5.3% decline in December. The government also on September 2023 made
efforts to stabilize fuel prices by extending the existing oil supply deal with the three Gulf-based companies
namely; Emirates National Qil Corporation, Abu Dhabi National Oil Corporation, and Saudi Aramco until
December 2024. The decrease in fuel prices will consequently aid in easing inflationary pressures as it
provides a stabilizing effect on consumer purchasing power as well as business operational costs, and,

ii. Increasing of Central bank rate from 10.5% to 12.50% — In December, the Monetary Policy Committee
(MPC) increased the CBR rate by 200 bps to 12.50% from 10.50%, mainly to tame the free fall of the shilling
as well as contain the heightened inflation, which stood at 6.8% for the month of November, remaining
with the upper bound of the CBK preferred range of 2.5%-7.5%. However, the effect of an increase in CBR
rate might be muted given that the current inflation is cost-driven and not demand-driven,

Going forward, we expect inflationary pressures to ease in the short term while remaining in the CBK’s
target range of 2.5% to 7.5% aided by easing in global commaodity prices like fuel. Additionally, the increase
in Central Bank Rate from 10.5% to 12.50% in the Month of December, is meant to continue reducing
money supply, in turn easing inflation in the short to medium term. We also expect the measures taken by
the government to subsidize major inputs of agricultural production such as fertilizers, coupled with the
ongoing sufficient rainfall across the country, to support the easing of inflation in the long term as a result
of decreased prices of farm produce.

Ml February MPC Meeting

The Monetary Policy Committee (MPC) is set to meet on Tuesday, 6" February 2024, to review the outcome of its

previous policy decisions and recent economic developments, and to decide on the direction of the Central Bank

Rate (CBR). We expect the MPC to maintain the Central Bank Rate (CBR) at 12.50% with their decision mainly
being supported by;

i The ease in y/y inflation in December 2023 to 6.6%, from 6.8% recorded in November 2023 marking

the sixth consecutive month that inflation has fallen within the CBK target range of 2.5%-7.5%.

However, the risk lies on the back of elevated fuel prices despite a decrease in global prices mainly on
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the back of the depreciating Shilling. As such, we expect the MPC to maintain the CBR as the current
monetary stance still transmits in the economy,

ii. The need to support the Shilling from further depreciation as other Central Banks maintain high rates,
is expected to remain a key factor in maintaining the CBR rate elevated. The Kenya Shilling has been
on a free fall, having depreciated by 4.9% since the last MPC meeting on 5™ December 2023, to close
at Kshs 160.8 on 26™ January 2024. The depreciation of the shilling is mainly on the back of a high
demand for foreign currency by importers, decline in foreign exchange reserves, which are currently
below the statutory requirement, widening current account deficit and global markets uncertainty. As
such, a decrease in the CBR rate would possibly weaken the Shilling further by reducing its demand,
and,

iii. The need to support the economy by adopting an accommodative policy that will ease financing
activities. The Purchasing Managers Index (PMI) has for the last four months remained below the 50.0
no change threshold, with the December 2023 PMI coming in at 48.8, an indication of deterioration
in the business environment. An additional hike in the CBR rate might curtail economic growth given
the current macroeconomic and business environment, which cannot accommodate further hikes

For a more detailed analysis, please see our February 2024 MPC note.

Rates in the Fixed Income market have been on an upward trend given the continued high demand for cash by
the government and the occasional liquidity tightness in the money market. The government is 34.0% behind of
its prorated net domestic borrowing target of Kshs 274.5 bn, having a net borrowing position of Kshs 181.2 bn
out of the domestic net borrowing target of Kshs 471.4 bn for the FY’2023/2024. Therefore, we expect a
continued upward readjustment of the yield curve in the short and medium term, with the government looking
to maintain the fiscal surplus through the domestic market. Owing to this, our view is that investors should be
biased towards short-term fixed-income securities to reduce duration risk.

E. Equities Outlook

In 2023, the Kenyan equities market was on a downward trajectory, with NASI, NSE 20, and NSE 25 declining by
27.7%, 10.4%, and 24.2%, respectively. The equities market performance was driven by losses recorded by large-
cap stocks such as KCB Group, Safaricom, EABL, Equity Group, Diamond Trust Bank Kenya, Absa Bank, and Co-
operative Bank Kenya of 42.9%, 42.2%, 32.9%, 25.3%, 9.6%, 6.1%, and 5.8% respectively. The performance was,
however, supported by gains by large-cap stocks such as Bamburi Cement, Standard Chartered Bank, and Stanbic
Bank of 14.0%, 11.7%, and 6.6% respectively. The performance during the year was mainly attributable to
increased sell offs by foreign investors as they exited the market, ending the year at a net selling position of USD
92.0 mn. Additionally, interest rate hikes in developed economies such as the United States caused dollar
investments to be more appealing and thus lowering their appetite for risky investments in emerging markets such
as Kenya.

Following the poor performance in the equities market in 2023, the market valuation closed the year at a price-to-
earnings ratio (P/E) of 5.1x, 24.0% lower than the 6.7x recorded at the end of 2022 and 57.7% below the 12-year
historical average of 12.1x. On the other hand, the equities market closed the year at a dividend yield of 9.4%,
5.0% points above the historical average of 4.4%. Additionally, equities turnover declined by 18.3% to USD 0.6 bn,
from USD 0.8 bn recorded in FY’2022. Foreign investors remained net sellers, with a net outflow of USD 296.3 mn,
compared to net outflows of USD 204.3 mn recorded in 2022. The year also saw 15 companies issuing profit
warnings in 2023, as compared to 11 companies in 2022. The increase in the number of companies that issued
profit warnings in 2023 highlights the tough macroeconomic environment occasioned by the continued
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depreciation of the Kenyan Shilling against other global currencies. The situation was worsened by the reduction

in purchasing power of consumers occasioned by the elevated inflationary pressures and increased taxes in

addition to disruption of the global supply chain due to the challenging geopolitics resulting in high production

costs. Key to note, companies are required to issue profit warnings if they project a more than 25.0% decline in

profits year-on-year. For more information, see our Cytonn Annual Markets Review-2023.

Kenyan 2024 Equities Outlook

In 2024 we project the following factors to affect the direction of the Kenyan equities market:

Vi.

Corporate Earnings Growth: We expect a slight improvement in the listed sector’s earnings growth in
2024, largely driven by the expected 5.0%-5.4% GDP growth and the improvement of the country’s
business environment. The business environment showed signs of improvement in the last month of 2023,
with the Purchasing Manager’s Index (PMI) coming in at 48.8, higher than the year’s average of 48.1.
Additionally, the growth in Corporate Earnings is expected to be boosted by the successful expansion of
operations into the Ethiopian telecommunication industry by Safaricom, which currently boasts of over
4.1 mn customers as of September 2023. Further, we anticipate growth in the banking sector’s earnings
following the significant earnings in Q3’'2023,

Attractive valuations: The market valuations remained below the historical average, with NASI closing the
year at a price-to-earnings ratio (P/E) of 5.1x, 57.7% below the 12-year historical average of 12.1x, and a
dividend yield of 9.4%, 5.0% points above the historical average of 4.4%. Given these cheap valuations, we
expect investors to take advantage of this and buy into the market,

Listing of state-owned enterprises: The government through the privatization bill of 2023, is set to start
the process of listing some state parastatals in the Equities market, 11 companies have already been
identified, but the matter is still in court. Given the go-ahead, this listing would inject capital into the
market, with investors expected to take advantage of the listings. It is our view that the initiative to
increase the number of listings would result in increased liquidity in the market by increasing the volume
of securities available for trading and improved depth in the capital market through the increase in
products offered at the exchange, consequently attracting investors,

Capital Markets Investor Sentiment: We expect the equities market to register muted foreign interest in
2024, attributable to the uncertainties in the Kenyan macroeconomic conditions occasioned by the
runaway currency depreciation. The tough economic environment resulted in high capital flights in 2023
as investors sought less risky investments such as government papers and other investment alternatives.
On the flip side, we believe pockets of value still exist in the equities market due to the attractive
valuations, with NASI trading below its historical average,

Private Capital Inflows: According to the European Investment Bank (EIB), Kenya ranked 2™ highest in
Africa for Private Capital Investment, after South Africa. The financial services sector attracted the biggest
share of private capital at 40 percent, along with industrials, consumer products, information technology
(IT), renewable energy, healthcare, conventional energy, and telecommunications. We expect these
inflows and the attractiveness of the Kenyan market to continue into the next months if the Capital
Markets Authority (CMA) lives up to its commitment to attract foreign portfolio inflows through corporate
and sovereign Shariah-compliant capital markets products, green finance, and carbon markets,

Diversification of Capital Markets: We expect a number of activities to be undertaken by NSE in 2024 with
the Capital Markets Authority already indicating that more effort will be put into revitalizing the Open
Counter system of trade to enhance market liquidity, and,
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vii. Monetary Policy Direction: In 2023, the Monetary Policy Committee (MPC) raised the Central Bank Rate
(CBR) by 375.0 bps from 8.75% in January to 12.5% in December, in a bid to anchor the inflation rate within
the CBK’s target range of 2.5%-7.5% from the 7.7% average registered in 2023 and also to support the
Kenyan shilling which lost 26.8% of its value against the US Dollar in the year 2023. We expect the MPC to
continue raising the CBR rates in the medium term in a bid to stabilize inflation within the government’s
target range and also anchor the Kenyan shilling from further depreciation after recording a 26.8%
depreciation in 2023. An increase in the CBR will result in higher yields in the fixed-income market, which
will in turn make government bonds more attractive compared to equities. An increase in the CBR will also
result in lower liquidity in the market, leaving investors with less disposable income to invest.

Below, we summarize the metrics used in coming up with our 2024 Equities Outlook;

Cytonn Report: Equities Outlook Summary

Equities
Market Outlook for 2024
Indicators

Current
View

We are projecting the economy to register a growth within the range of 5.0%-5.4% in 2024
supported by continued recovery of business activity, expected rebound in the agricultural sector,
and robust performance in the services sector driven by growth in information and technology as
well as accommodation and food services as a result of increased tourism. Additionally, the
Central Bank of Kenya’s Monetary Policy Committee’s decision to hike the Central Bank Rate (CBR)
in a bid to curb inflation and maintain price stability is expected to curtail economic growth

e The key downside to this growth shall be the restrictive monetary policy stance, high risk of debt
distress, elevated inflation, and local currency depreciation. However, we expect the agricultural
sector to be supported by the long rains witnessed across the country at the end of the year,
coupled with recent fiscal policies such as subsidizing costs of crucial farm inputs such as fertilizers
that will enhance growth in the sector

Macro-
Economic
Environment

e We expect a slight improvement in the listed sector’s earnings growth in 2024, largely driven by
the expected 5.0%-5.4% GDP growth and the improvement of the country’s business
environment. Corporate earnings growth is projected to come in at 12.5% for 2024 compared to
the projected 10.6% growth in 2023,

Corporate e  Additionally, the growth in Corporate Earnings is expected to be boosted by the successful
Earnings expansion of operations into the Ethiopian telecommunication industry by Safaricom, which
Growth currently boasts over 4.1 mn customers as of September 2023 and continues to control the largest

bourse in the Nairobi Stock Exchange,

e  Further, we anticipate growth in the banking sector’s earnings as a result of the expected increase
in lending with the continued adoption of risk-based lending as well as revenue diversification
strategies by banks

e  With the market closing the year 2023 at a P/E of 5.1x, 57.7% below the 12-year historical average
of 12.1x, and a dividend yield of 9.4%, 5.0% points above the historical average of 4.4%. This

Valuations ) ! o
represents a potential upside of 32.2% compared to historical levels
e We expect the equities market to register muted foreign interest in 2024, attributable to the
Investor T . o, .
X uncertainties in the Kenyan macro-economic conditions occasioned by the runaway currency
Sentiment

depreciation. This caused high capital flights in 2023 as investors sought less risky investments

and Securit
J such as government papers and other investment alternatives
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e Onthe flipside, we believe pockets of value still exist in the equities market due to the attractive
valuations, with NASI trading below its historical average

Out of the four metrics that we track, two have a “neutral” and one a “positive” outlook while one also has a
“negative”. Compared to 2023, we have maintained our positive outlook on the valuations of the market. In
consideration of the above, we have a “NEUTRAL” outlook on the Kenyan Equities market in the short term.
However, we maintain our bias towards a “BULLISH” equities market in the medium to long term, with the
expectations of a slower growth in corporate earnings and the cheap valuations currently in the market.

Weekly Market Performance
During the week, the equities market was on a downward trajectory, with NASI declining the most by 3.2%, while

NSE 20, NSE 25, and NSE 10 declined by 1.2%, 2.4%, and 2.7% respectively; taking the YTD performance to losses
of 1.7%, 0.7%, 0.7% and 1.1% for NASI, NSE 20, NSE 25 and NSE 10, respectively. The equities market performance
was driven by losses recorded by large-cap stocks such as EABL, Safaricom and KCB Bank of 11.4%, 6.1%, and 6.0%
respectively. The losses were, however, mitigated by gains recorded by large-cap stocks such as Bamburi, Coop
Bank, and Equity of 7.8%, 5.7%, and 1.6% respectively.

During the week, equities turnover decreased by 11.3% to USD 3.4 mn, from USD 3.8 mn recorded the previous
week, taking the YTD total turnover to USD 13.1 mn. Foreign investors remained net sellers for the third
consecutive week, with a net selling position of USD 0.5 mn, from a net selling position of USD 0.04 mn recorded
the previous week, taking the YTD foreign net selling position to USD 1.0 mn.

The market is currently trading at a price-to-earnings ratio (P/E) of 5.1x, 58.0% below the historical average of
12.1x. The dividend yield stands at 9.6%, 5.2% points above the historical average of 4.4%. Key to note, NASI’s PEG
ratio currently stands at 0.7x, an indication that the market is undervalued relative to its future growth. A PEG
ratio greater than 1.0x indicates the market is overvalued while a PEG ratio less than 1.0x indicates that the market
is undervalued. The charts below indicate the historical P/E and dividend yields of the market;
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L. East African Breweries Plc (EABL) H1’2024 Financial Performance

Oct-.H

During the week, East African Breweries Plc (EABL) released their H1'2024 financial results for the period ending
315t December 2023, recording a 22.1% decline in the Profits After Tax (PAT) to Kshs 6.8 bn in H1'2024, from Kshs
8.7 bn in H1'2023. The decline was mainly attributable to a 10.8% increase in Indirect Taxes to Kshs 52.5 bn in
H1’2024, from Kshs 47.4 bn in H1'2023, coupled with the 36.6% increase in operating costs to Kshs 15.5 bn, from
Kshs 11.3 bn in H1’2023 that offset the 13.8% growth in Gross Sales to Kshs 119.1 bn in H1'2024 from Kshs 104 bn
in H1'2023. The tables below show the breakdown of the Group’s financial performance;

Cytonn Report: East African Breweries Plc (EABL) Summarized Income Statement

H1'2023 H1'2024
Income Statement Y/Y Change

Kshs (bn) Kshs (bn)
Gross Sales 104.7 119.1 13.8%
Indirect Taxes (47.4) (52.5) 10.8%
Net Revenue 57.3 66.5 16.2%
Cost of Sales (30.7) (37.0) 20.6%
Gross Profit 26.6 29.5 11.1%
Operating Costs (11.3) (15.5) 36.6%
Net Finance Costs (2.4) (4.0) 65.7%
Profit Before Income Tax 129 10.1 (21.5%)
Income Tax Expenses (4.2) (3.3) (20.1%)
Profit After Tax 8.70 6.78 (22.1%)
Earnings Per Share-Annualized 17.3 13.8 (20.0%)

Source: East African Breweries Plc (EABL) H1°2024 financial statements
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https://www.eabl.com/sites/default/files/documents/EABLF24HalfYearResultsPressAd.pdf

Cytonn Report: East African Breweries Plc (EABL) Summarized Balance Sheet

H1'2023 ‘ H1'2024
Balance Sheet P Y/Y Change

Kshs (bn) ‘ Kshs (bn)
Current Assets 45.4 50.1 10.5%
Non-Current Assets 80.2 92.9 15.9%
Total Assets 125.6 143.1 13.9%
Short term borrowings 13.3 5.2 (61.2%)
Other Current Liabilities 41.7 42.0 0.7%
Total Current Liabilities 55.0 47.2 (14.3%)
Long term Borrowings 35.1 49.4 40.5%
Other Non-Current Liabilities 7.3 7.8 6.6%
Total Non-Current Liabilities 42.5 57.2 34.7%
Total Liabilities 97.5 104.4 7.0%
Total Equity 28.1 38.7 37.9%

Source: East African Breweries Plc (EABL) H1°2024 financial report
Key take outs from the financial performance include;

i. Netrevenueincreased by 16.2% to Kshs 66.5 bnin H1’2024, from Kshs 55.7 bn recorded in H1’2023, mainly
driven by increased consumer demand as the group adopted a strong and expanding portfolio with
brilliant commercial execution. Notably, Uganda, Kenya and Tanzania subsidiaries recorded strong growth
registering 31.0%, 10.0% and 9.0% increases in net revenue, respectively. Additionally, beer and spirits
revenues grew by 18.8% and 13.0% respectively,

ii. Indirect Taxes increased significantly by 10.8% to Kshs 52.5 bn, from Kshs 47.4 bn attributable to multiple
increases in excise duty taxes in Kenya during the period of review,

iii. Cost of sales increased by 20.6% to Kshs 37.0 bn, from Kshs 30.7 bn in H1’2023, mainly attributable to
increased cost of inputs occasioned by heightened inflationary pressures coupled with the strained
business and entrepreneurial environment in the group’s region of operation,

iv. The Group’s short-term borrowing decreased significantly by 61.2% to Kshs 5.2 bn, from Kshs 13.3 bn
recorded in H1'2023, While the long-term borrowings increased significantly by 40.5% to Kshs 49.4 bn,
from the Kshs 35.1 bn in H1’2023 an indication of the group’s strategic shift in its debt financing, and,

v. Annualized Earnings per share decreased by 20.0% to Kshs 13.8, from Kshs 17.3 in H1°2023, largely driven
by a 12.4% decrease in total comprehensive income attributable to equity holders to Kshs 7.0 bn, from
Kshs 7.9 bn in H1’2023. Additionally, the board of directors has recommended an interim dividend of Kshs
1.00 per share expected to be paid by 26™ April 2024.

Following the challenging macroeconomic environment arising from elevated inflationary pressures, sustained
currency depreciation and the high tax measures by the government, EABL has experienced a strained financial
performance as evidenced by the significant decline in profitability by 22.1% as well as the 20.0% decline in
earnings per share in H1’2024. Key to note, EABL realized a significant 1004.8% increase in foreign exchange losses
owing to the aggressive depreciation of the local currencies in the Group’s region of operation. For instance, the
Kenyan shilling, Uganda Shilling and the Tanzania Shilling depreciated by 11.3%, 3.1% and 2.2%, respectively
against the US Dollar for the period under review. In our view, the Group’s earnings will be supported by the
group’s continued diversification efforts as evidenced by the commissioning of a Kshs 1.2 bn Microbrewery with
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new production facilities created to explore innovation and experimentation in Kenya. The launch of the
Microbrewery has seen the business extend its innovation capability, to meet consumers’ changing tastes and
preferences. Additionally, EABL’s outstanding advertising and promotions through various channels is expected to
continue supporting revenue growth. Moreover, the Group’s announcement of an interim dividend of Kshs 1.00
per share for the period ending 315 December 2023 is expected to boost investors’ confidence in the Group’s

stock.

Universe of Coverage:

Cytonn Report: Universe of Coverage

Price as at Price as at w/w YTD Target  Dividend Upside/ P/TBv

Recommendation

KCB Group™*** (6.0%) | (7.1%)

Jubilee Holdings 190.0 180.8 (4.9%) (2.3%) 260.7 6.6% 50.8% 0.3x
Kenya Reinsurance 1.9 1.8 (2.7%) (2.2%) 2.5 11.0% 49.7% 0.1x
Sanlam 7.6 7.0 (7.6%) 17.0% 10.3 0.0% 46.6% 2.0x
Diamond Trust Bank*** 44.8 44.8 0.0% 0.0% 58.5 11.2% 41.9% 0.2x
NCBA*** 38.0 37.2 (2.2%) (4.4%) 48.3 11.4% 41.5% 0.7x
1&M Group*** 17.5 17.5 0.0% 0.3% 22.1 12.9% 39.1% 0.4x
ABSA Bank*** 115 11.7 1.3% 0.9% 14.6 11.6% 36.9% 0.9x
Stanbic Holdings 110.0 110.0 0.0% 3.8% 132.8 11.5% 32.2% 0.8x
CIC Group 2.1 2.0 (5.2%) | (12.2%) 2.5 6.5% 30.8% 0.6x
Standard Chartered*** 164.0 160.3 (2.3%) 0.0% 185.5 13.7% 29.5% 1.1x
Co-op Bank*** 11.4 12.0 5.7% 5.7% 13.8 12.5% 27.5% 0.6x
Equity Group*** 36.5 37.1 1.6% 8.5% 42.8 10.8% 26.1% 0.8x
Britam 5.5 5.1 (7.3%) (0.8%) 6.0 0.0% 17.1% 0.7x
Liberty Holdings 5.2 5.1 (1.9%) 31.6% 5.9 0.0% 16.5% 0.4x
HF Group 3.7 3.6 (2.4%) 4.3% 3.9 0.0% 8.3% 0.2x

We are “Neutral” on the Equities markets in the short term due to the current adverse operating environment
and huge foreign investor outflows, and, “Bullish” in the long term due to current cheap valuations and
expected global and local economic recovery.

With the market currently trading at a discount to its future growth (PEG Ratio at 0.7x), we believe that
investors should reposition towards value stocks with strong earnings growth and that are trading at
discounts to their intrinsic value. We expect the current high foreign investors sell-offs to continue weighing
down the economic outlook in the short term.

F. Real Estate

In 2023, the general Real Estate sector witnessed considerable growth in activity in terms of property transactions
and development activities. Consequently, the sector’s activity contribution to Gross Domestic Product (GDP)
grew by 5.4% to Kshs 785.9 bn in Q3'2023, from Kshs 743.4 bn recorded during the same period in 2022. In
addition, the sector contributed 10.5% to the country’s GDP, a 0.5% increase from 10.0% recorded in Q2'2023.
Cumulatively, the Real Estate and construction sectors contributed 16.6% to GDP, a 1.1% improvement from
15.5% in Q2'2023, evidencing their growing contribution to Kenya's economy. Additionally, the escalation of
selling and rental prices persisted, propelled by ongoing inflationary pressures and a depreciated shilling against
the United States dollar, leading to an increase in the costs of construction materials. The graph below highlights
the Real Estate and Construction sectors’ contribution to GDP from Q1’2022 to Q3'2023;
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Cytonn Report: Real Estate and Construction Sectors Contribution to GDP (Q1'2022 - Q3'2023)
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Source: Kenya National Bureau of Statistics (KNBS)

In terms of performance in the Nairobi Metropolitan Area (NMA), the Residential, Commercial Office, Retail,
Hospitality, and Mixed-Use Development sectors realized average rental yields of 5.5%, 7.7%, 8.3%, 6.8%, and
8.4%, respectively in FY’2023. This resulted to an overall rental yield of 7.3%, 0.5% points higher than the 6.8 %
recorded in FY’2022. The table below is a summary of the thematic performance of average rental yields in FY’2023
compared to FY’2022;

Cytonn Report: Real Estate Rental Yields in FY’2023 - FY/2022
‘ Rental Yield FY’2022 Rental Yield FY’2023 y/y Change

Residential 5.1% 5.5%
Commercial Office 7.6% 7.7%
Retail 7.9% 8.3%
Hospitality 6.2% 6.8%
Mixed-use Developments 8.4%
(MUDS) 7.4%

Grand Average 6.8% 7.3%

Source: Cytonn Research

We had a NEUTRAL outlook for the overall Kenya Real Estate sector in 2023 supported by several factors such as;
i) increased and consistently growing demand for Real Estate developments facilitated by the country’s positive
demographic profile, ii) government’s continued focus on provision of affordable housing, iii) initiation and
implementation of various infrastructural improvements opening up new areas for investment and boosting
property prices, iv) renewed investor confidence in the hospitality sector as a result of continuous recovery, as
evidenced by increased international arrivals, v) efforts by the government through the Kenya Mortgage Refinance
Company (KMRC) to provide affordable home loans to buyers, vi) initiation and implementation of infrastructure
projects, vi) aggressive expansion efforts by both local and international retailers, and, vii) continued recognition
of Kenya as a regional business hub, attracting foreign investments. However, rising construction costs, existing
oversupply of physical space in the commercial office and retail sectors, slow delivery of affordable housing
projects, recently issued travel advisories by multiple governments, impacting tourism, the deteriorating business
environment, and, low investor appetite for REITs continued to hinder the optimum performance of the sector.
For a detailed review of the sector’s performance during 2023, see our Cytonn Annual Markets Review — 2023.

In 2024, we expect the key drivers of Real Estate to be as follows:

i Government’s continued Focus on Affordable Housing: The Kenyan government has continued to put
its best foot forward towards delivering affordable housing to its citizens. Currently, the AHP pipeline
boasts an estimated total of 838,876 housing units under construction by both the government and
private sector. This is according to the Architectural Association of Kenya (AAK’s) Status of the Built
Environment Report 2023. In addition, the government is attempting to develop a pool of resources
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geared towards the provision of affordable housing through the re-introduction of the affordable
housing levy, which the Affordable Housing Bill 2023 is seeking to regularize,

ii. Infrastructural Development: In general, infrastructure development continues to be a factor
supporting the growth of the Real Estate sector through opening up areas for Real Estate investments.
The government has continually prioritized infrastructural development in efforts aimed at positioning
the country as a regional hub through the implementation of several key projects including, Makupa
Bridge, Nairobi Expressway, Nairobi Western and Eastern Bypasses among others. Notable projects
expected to be delivered in 2024 include phase two of the Dongo Kundu bypass project,

iii. Provision of Affordable Mortgage Financing: Kenya Mortgage Refinance Company (KMRC) has
continued to drive the availability and affordability of home loans to Kenyans by providing single-digit
fixed rate, and long-term finance to Primary Mortgage Lenders (PMLs) such as banks and SACCOs. As
of August 2023, KMRC had disbursed Kshs 7.2 bn to nine PMLs,

iv. Aggressive Expansion pursued by Retailers: The retail sector has continued to grow, with both local
and international retailers such as Naivas, QuickMart, and Carrefour pursuing aggressive expansion
strategies in a bid to increase their dominance in the market, and replace distressed and exited
retailers such as Choppies, Nakumatt, Tuskys, and Uchumi. Additionally, the continued entry and
expansions witnessed by global retail brands into the country such as Adidas, Puma, Aldo, Micheal
Kors, among others, is expected to further promote the sector’s performance,

V. Continued Recognition of Kenya as a Regional Business Hub: Kenya continues to enjoy recognition as
a regional business hub. As a result, foreign entities have continued to open business operations in
Kenya, boosting the demand for both commercial and residential Real Estate. Increased business
activity has driven up demand for office space, apartments, and housing near business hubs, leading
to development of new projects, increased property values, and job creation in the construction
sector,

vi. Positive Demographics: With relatively high urbanization and population growth rates of 3.7% p.a and
1.9% p.a, respectively, against the global average of 1.5% p.a and 0.8% p.a, respectively, as at 2022,
there is a sustained demand for more housing units in the country, and Real Estate in general,

vii. Recovery of the Hospitality Sector: The hospitality sector has seen resumed investor confidence
evidenced by positive volumes in hotel mergers, expansions, and acquisitions. Furthermore, the
number of international arrivals into the country registered a 28.7% year-to-year (y/y) increase to
1,238,330 persons as of October 2023, from 962,157 persons recorded during a similar period last
year. Notably, the Hotel Chain Development Pipelines in Africa Report 2023 by W Hospitality Group
highlights that 25 global hotel brands are considering opening new facilities in Kenya as of 2023. This
translates to an additional 3,729 new hotel rooms ranking Kenya at position seven and among the top
ten hotspots for upcoming luxury hotels, and,

viii. Alternative Real Estate Markets: The alternatives market, particularly the rising popularity of purpose-
built student residences, health and data centers, and consular housing, presents a promising avenue
for growth of the sector in 2024. In 2023, Grit Real Estate Income Group disclosed plans to invest in a
hospital and data center in Kenya. Additionally, the firm expressed its dedication to constructing a Kshs
14.0 bn cutting-edge healthcare equipment production plant at Tatu City in collaboration with FullCare
Medical Limited, an Asian medical equipment manufacturer. The project is expected to be completed
by the end of 2024. These asset classes position the sector to remain resilient in a rapidly evolving
economic and technological landscape.

Despite the above drivers, the sector’s optimal performance is expected to be hampered by the following factors
in 2024:
i Rising Construction Costs: In 2023, construction costs increased by 27.0% to an average of Kshs 71,200
per SQM from an average of Kshs 56,075 per SQM recorded in 2022. The rise is primarily due to the
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hike in prices of key construction materials such as cement, steel, paint, aluminum, and PVC on the
back of rising inflation. These higher costs are expected to impede development activities in the sector,
Existing oversupply of physical space in select sectors: With approximately 5.8 mn SQFT in the NMA
commercial office market, approximately 3.0 mn SQFT in the Nairobi Metropolitan Area (NMA) retail
market, with the rest of the Kenyan retail market having an oversupply of approximately 1.7 mn SQFT.
This has led to prolonged vacancy rates in the respective Real Estate sectoral themes,

Subdued REITs Market: The REITs market in Kenya continues to be subdued owing to various
challenges such as the large capital requirements of Kshs 100.0 mn for trustees which limits the role
to banks, prolonged approval process for REITs, only a few entities capable of incorporating REITs, high
minimum investment amounts set at Kshs 5.0 mn which discourage investments and lack of adequate
knowledge of the financial asset class by investors, and,

Tough Micro-Economic Conditions: These include high inflation and rising interest rates which have
led to eroded purchasing power and expensive borrowing respectively. This impacts the Real Estate
sector negatively as developers enjoy less profit margins due to the inflated construction costs.
Additionally, increased interest rates make borrowing more expensive, further dampening demand for
mortgages and lending to developers,

Constrained financing to developers: Lenders continue to tighten their lending requirements and
demand more collateral from developers as a result of the high credit risk in the Real Estate sector.
This is evidenced by a 20.9% surge in gross Non-Performing Loans (NPLs) in the Real Estate sector,
reaching Kshs 96.0 bn in Q2"2023, up from Kshs 79.4 bn recorded during the same period in 2022, and,
Underdeveloped capital markets: It is difficult to develop pools of capital focused on projects,
particularly in the private markets, to supplement government efforts in providing housing. Banks in
Kenya are the primary source of funding for real estate developers, providing nearly 95.0% of funding
as opposed to 40.0% in developed countries. This means that capital markets contribute only 5.0% of
Real Estate development funding, compared to 60.0% in developed countries as shown below;

Cytonn Report: Construction Financing in Kenya vs Developed Economies
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Source: World Bank, Capital Markets Authority

The table below summarizes our outlook on the various Real Estate themes and the possible impact on the
business environment in 2024;

Thematic Performance Review and Outlook

Cytonn Report: Thematic Performance Review and Outlook

2023 Performance \ 2024 Outlook

During FY’2023, the NMA residential sector recorded |  The demand for housing is expected to persist in 2024,
a slight downtrend in performance, with the average driven by positive population demographics. Increased
total returns to investors coming in at 6.1%, a 0.1%- efforts by the government to implement its affordable

Neutral
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point decline from 6.2% recorded in FY’2022. The
performance was attributed to a decrease in the
residential average y/y price appreciation which
came in at 0.5% in FY’2023, 0.6%-points lower than
the 1.1% appreciation recorded in FY’2022, driven by
slowed property transactions during the year

On the other hand, the average rental yield came in
at 5.5% in FY’2023, recording a 0.4%-points uptick
from the 5.1% rental yield recorded in FY’2022. This
was driven by an increase in the average rent per
SQM by 10.9% to Kshs 599, from Kshs 540 recorded
in FY’2022, as landlords sought to cover increased
expenses

housing agenda is expected to spur further growth in the
sector. Additionally, expansion and development of
infrastructural projects is set to boost the sector, as well as
efforts by the government to avail low-cost loans to
Kenyans through Kenya Mortgage Refinance Company
(KMRC) which is poised to enhance homeownership
Conversely, we expect the sector to be weighed down by
the prevailing tough economic environment such as
weakening shilling, high inflation, the low penetration of
mortgages, as well as soaring cost of construction

For detached units, investment opportunity lies in areas
such as Ngong, Syokimau, and Athi River, while for
apartments, investment opportunity lies in Waiyaki Way,
Athi River and Thindigua due to their remarkable returns
driven by relatively high returns to investors

Commercial
Office Sector

In FY’2023, The average rental yield remained stable,
registering 0.1% points increase to 7.7% in FY’2023
from 7.6% recorded in FY’2022, due to improved
rental and occupancy rates.

The improvement in performance was mainly driven
by; a high number of Grade A offices which are highly
preferred especially by multinational companies, high
demand for quality offices by embassies,
international organizations and multinational
companies in these areas and availability of
infrastructural capital such as Nairobi Expressway
which has increased accessibility to areas such as
Westlands.

We expect a slight increase in performance by 0.2% points,
attributable to the expected increase in the overall rental
rates. We expect the improved performance to be
supported by; i) increased entry of multinationals
companies into the country, ii) Kenya’s continued
recognition as a regional business hub which continues to
attract multinational companies expanding into the
continent, iii) increasing number of start-ups, iv) gaining
traction in co-working spaces and, v) landlords growing
preference for dollar-denominated rental prices, in efforts
geared towards mitigating forex losses. However, we
expect that an increased incoming supply compared to a
similar period last year and the existing oversupply
estimated at 5.8 mn SQFT in the Nairobi Metropolitan Area
(NMA) will weigh down on the sector’s performance by
stifling absorption rates

Investment opportunity lies in Westlands, Gigiri and
Parklands, and which continue to record high returns at
8.5%, 8.2%, and, 8.0%, respectively, compared to the
market average of 7.7%

Neutral

Retail Sector

The sector recorded 0.4% points increase in average
rental yields to 8.3%, from 7.9% in 2022. Average
rents and occupancies also increased by 0.9% and
1.8% points to Kshs 177 per SQFT and 79.2%,
respectively

The improved performance was due to; i) an
increased presence of quality retail spaces which
attract high rents such as the Global Trade Centre
(GTC) in Westlands, ii) aggressive expansion by local
and international retailers, iii) increased
infrastructure developments promoting accessibility
to retail centres, and, iv) positive demographics
facilitating demand for spaces, goods and services

We expect a slight increase in rental yields by 0.3% points
as a result of; i) increased rental charges of retail spaces and
demand for existing supply amid the aggressive expansion
by retailers taking up new and previously occupied spaces,
i) infrastructure developments opening areas for
investments, and, iii) positive demographics. However,
oversupply of physical space, increased adoption of e-
commerce, and a tougher economic environment for
businesses are expected to undermine the performance of
the sector in turn affecting rental yields of the sector during
the year

Investment opportunity lies in areas such as Westlands,
Karen, and Kilimani which continue to record impressive
returns. This is in addition to the undersupplied regions of
the country such as Mount Kenya, western and the Coast

Neutral

Hospitality
Sector

In 2023, serviced apartments’ year-on-year (y/y)
performance improved, with occupancy rates
increasing by 0.5% points to 66.3%, from 65.8%
recorded in 2022. Monthly charges per SQM
increased by 10.9% to Kshs 3,045 in 2023, from Kshs
2,716 per SQM recorded in 2022. Additionally,
average rental yields increased by 0.6% points to
6.8% in 2023, from 6.2% recorded in 2022

We expect the sector to continue registering improved
performance moving forward in terms of overall hotels in
operation, hotel bookings, and hotel occupancies. The
direct flights from Dubai to Mombasa by FlyDubai will
create a new and convenient travel option for international
tourists, potentially boosting the number of arrivals in
Mombasa. Notably, there has been a substantial 31.7%
Year-on-Year (y/y) surge in international arrivals through
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The sector’s overall performance improved
attributable to increasing number of hotels in
operation, hotel bookings and bed occupancies
during the year, in addition to aggressive local and
international marketing of Kenya’s tourism industry

Jomo Kenyatta International Airport (JKIA) and Moi
International Airport (MIA) in Q3'2023, reaching 451,441,
as reported in the Leading Economic Indicators (LEI)
October 2023 report, compared to 342,904 recorded in
Q3'2022. The ease of access is likely to attract tourists
seeking the vibrant tourism offerings in Kenya. However,
we anticipate factors such as; i) the release of cautionary
statements by governments like China and Canada in
December 2023, advising their citizens against traveling to
Kenya due to worries about terrorism threats, elevated
crime rates, frequent power outages, and unsafe transport
systems, is anticipated to compound challenges in the
sector, ii) the weakening of Kenyan shilling against the US
dollar, raising the prices of crucial inputs hence escalating
operational costs, iii) difficulty in accessing finance as
lenders demand more collateral to cushion themselves
owing to elevated credit risk, and, iv) projected decline in
the volumes of mergers and acquisitions within the
hospitality industry due to increased associated costs,
attributable to the increase in capital gains tax in January
2023

Prime investment prospects lie in Westlands, Limuru Road,
and Kilimani, where average rental yields stood at 10.2%,
8.2%, and 7.7%, respectively, surpassing the market
average of 6.8% in 2023. This was due to their proximity to
the CBD, the existence of top-tier serviced apartments
commanding premium rates, convenient accessibility, and
their closeness to international organizations, fostering a
robust demand for serviced apartments in these areas

Land Sector

The Nairobi Metropolitan Area (NMA) land sector
recorded an average annualized capital appreciation
of 2.9% in FY’2023

The overall asking prices for unserviced and serviced
land in the satellite towns of the NMA recorded the
highest average capital appreciations of 8.8% and
5.9%, which came in 5.9% and 3.0% points higher
than the market average of 2.9% respectively

This was mainly attributed to an increased demand
resulting from their affordability, having recorded
average selling prices per acre at Kshs 16.4 mn and
Kshs 18.9 mn compared to the market average of
Kshs 128.6 mn in FY’2023. Moreover, infrastructure
developments enhancing accessibility to these areas,
availability of amenities and high concentration of
learning institutions around and within the areas
necessitating demand land for development of
student housing particularly in Juja and Rongai
contributes to the sustained demand for land in these
areas

In 2024, we expect the performance of the sector to
remain positive, with an expected annual capital
appreciation of 3.0%, fueled by anticipated high prices in
satellite towns. We expect the positive performance will
be supported by; i) the completion of major
infrastructure  projects, ii) rising demand for
development land in satellite towns, and, a general
increasing demand for land

However, we anticipate that the average selling prices
for land in the NMA will continue to experience a
slowdown and decline slightly to come in at Kshs 128.5
mn in FY’2024, from Kshs 128.6 mn recorded in FY’2023.
We attribute this to factors such as increased
uncertainty, eroded purchasing power, and a
deteriorating business environment, which may impact
demand and contribute to a moderation in land prices
Investment opportunity lies in Juja, Utawala, and Rongai
for unserviced land, which recorded annualized capital
appreciations of 12.3%, 11.6%, and 9.8% respectively
compared to a market average of 8.8%. For serviced
schemes, Ruiru-Juja, and Ruai recorded the highest
annualized capital appreciations of 6.8% and 6.0%,
respectively against the serviced average of 5.9%

Infrastructure
Sector

The government continued to make considerable
efforts in advancing infrastructural developments
across the country amid focus on achieving the Vision
2030 and Big Four Agenda

In the FY’2023/2024, Infrastructure, Energy and
Information and Technology (ICT) budget saw an

In 2024, we expect to continue seeing the progress, and
completion of more infrastructural developments in 2024
mainly supported by the government's aggressiveness to; i)
construct and rehabilitate roads, bridges, railways, airports,
and affordable housing units, among others, ii) increase its
diplomacy and partnerships in development among

Neutral
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increase of 12.4%, totaling Kshs 468.2 bn from Kshs
416.4 bn in FY’2022/2023

Some of the key projects implemented in 2023
included; construction of new roads (3,805 km),
construction of 73 bridges, repair of roads (240 km),
revitalization of the Kisumu-Butere (69 km), Leseru-
Kitale (65 km), and Gilgil-Nyahururu (78 km) rail
branch lines

neighbouring nations, and, iii) step up on the competition
for attracting regional and international investors against
other countries in Eastern Africa like Tanzania through
railway connections and ports infrastructure
e  Some of the projects in the pipeline such as; Riruta —Lenana
— Ngong Railway Line, phase | of Nairobi Railway City, the
Meter Gauge Railway (MGR) Link from Mombasa SGR
Terminus to Mombasa MGR Station, and the Railway Bridge
across Makupa Causeway
e  According to the Draft 2024 Budget Policy Statement, the
government's Infrastructure, Energy, and ICT allocation for
the FY'2024/2025 is forecasted to be Kshs 505.7 bn,
representing a 8.0% increase from Kshs 468.2 bn
FY'2023/2024. This increase is attributed to an extensive
array of strategic programs and interventions
e Upon completion, the projects are expected to open up
more areas for penetration of Real estate investments
across all select sub-sectors, tapping into new opportunities
and demand for properties, goods and services
However, recent budgetary cuts to the state department for
housing, and a general reduction in the country’s development
expenditure will potentially hinder optimal performance of the
sector. According to the Supplementary Budget FY’2023/24,
allocation to the State Department of Roads reduced by 8.3% to
Kshs 230.1 bn from Kshs 250.8 bn. This was attributed to the
redirection of funds to other key sectors such as education, as
well as to address mounting costs over debt repayment, on the
back of increasing debt obligations exacerbated by the
continued depreciation of the Kenyan Shilling. The above
indicate a shift in government’s spending priorities, signaling
reduced roads expenditure in the FY’2023/24. We anticipate
that Kenya's infrastructure sector will witness a slowdown in the
number of initiated and completed road construction and
maintenance projects going forward

Industrial
Sector

In 2023, the sector was on an upward trajectory,
supported by rising demand for e-commerce
warehouses in the retail sector as well as increased
demand storage space for perishable goods.

Several players in the industry made significant
investments in the sector including Perishable
Movements Kenya Limited, Fresh Handing Kenya
Limited, Improvon among others in setting up
production factories and storage facilities. This was in
efforts to localise sourcing of raw materials and
production of goods, on the back of a depreciating
local currency against major trading currencies which
has drastically increased the costs of importing inputs

e We expect continued growth in the sector as investors
continue to respond to the growing demand for industrial
space. Data centers, cold rooms, growth in e-commerce
and fast-moving consumer goods will drive growth in the
industrial sector

e In 2024. we expect heightened development activities in
the sector with projects such as the Africa Data Centres’
(ADC) new facility scheduled for completion in the first
quarter of 2024. This facility is set to deliver an additional
15 MW of IT load, expanding ADC's current infrastructure
and addressing the increasing demand for digital services in
East Africa

o  We expect the Kenyan industrial sector will continue on an
upward trajectory supported by; i) rising demand for e-
commerce warehouses in the retail sector, ii) the rising
demand for space to store goods meant for delivery to
clients across the country, as more people shift towards
home delivery as a convenient and efficient way to
purchase goods, iii) government's accelerated focus on
exporting agricultural and horticultural products to the
international market, with an aim to improve the quantity,
quality, efficiency, and reliability of Kenya-farmed produce
thereby increasing the country’s competitiveness, iv)
Kenya’s continued recognition as a regional hub hence
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attracting investments, and, v) continued improvement in
infrastructure through projects such as the Standard Gauge
Railway (SGR), the Eastern and Northern Bypasses
connecting Jomo Kenyatta International Airport (JKIA) and
other regions in the Nairobi Metropolitan Area, among
other key infrastructural improvements which we expect
will increase the output of Special Economic Zones (SEZs)
and Inland Container Depots (ICDs)

Listed
Estate

Real

e Anticipatedly, the Kenyan REIT market is poised to
experience minimal activity throughout 2024. ILAM
Fahari I-REIT is planned for delisting from the Main
Investment Market Segment of the Nairobi Securities
Exchange (NSE) and subsequent quoting on the USP. This
strategic move is part of the ongoing operational
restructuring strategy employed by the REIT manager,
e In the Nairobi Securities Exchange, Fahari I-REIT ICEA Lion Asset Management. Consequently, Fahari I-
continued to underperform closing the year 2023 at REIT is set to join the Acorn REITs in trading on the USP.
Kshs 6.3 per share, representing a 68.5% Inception- Notably, LAPTrust’s Imara I-REIT continues to trade on
to-Date (ITD) loss from the Kshs 20.0 price the Main Investment Market of the NSE, under the
e  The underperformance of the Kenyan REIT sector is Restricted Segment. It is important to highlight that
attributable to various factors such as; i) lack of recent developments in the sector have limited
sufficient investor awareness regarding the potential investment in the asset class to high-net-worth
of REITs as an investment tool, ii) lengthy approval individuals or professional investors capable of
procedures for establishing REITs have hindered their purchasing units worth Kshs 5.0 mn and above. This
formation and deployment in the market, iii) high trend runs counter to the sector's primary goal of
minimum capital requirement of Kshs 100.0 mn for facilitating access to the capital markets to retail
trustees which restricts the involvement of non-bank investors
entities in the role of trustees, and, iv) steep [¢ In addition, we expect the sector will continue to lag
minimum investment amount of Kshs 5.0 mn behind in comparison to other African countries such as Neutral
discourages potential investors from engaging in South Africa, attributable to several challenges facing the
REITs. These factors have impeded the optimum sector such as; i) lack of sufficient investor awareness
performance of the sector regarding the potential of REITs as an investment tool, ii)
e In the Unquoted Securities Platform, Acorn D-REIT lengthy approval procedures for establishing REITs have
and I-REIT traded at Kshs 25.3 and Kshs 21.7 per unit, hindered their formation and deployment in the market,
respectively, as of 1t December 2023. The iii) high minimum capital requirement of Kshs 100.0 mn
performance represented a 26.6% and 8.3% gain for for trustees which restricts the involvement of non-bank
the D-REIT and I-REIT, respectively, from the Kshs entities in the role of trustees, and, iv) steep minimum
20.0 inception price. The volumes traded for the D- investment amount of Kshs 5.0 mn discourages potential
REIT and I-REIT came in at 12.3 mn and 30.7 mn investors from engaging in REITs.
shares, respectively, with a turnover of Kshs 257.5mn [  However, we expect initiatives including; i) the proposed
and Kshs 633.8 mn, respectively, since inception in establishment of the Kenya National REIT (KNR), ii)
February 2021 business operational restructuring strategies employed
by key industry players such as Fahari I-REIT geared
towards achieving business and financial optimization as
well as sustainability, and iii) the launch of the Vuka
Investment Platform towards the end of 2022 will assist
neutralize and mitigate the above challenges, thereby
contributing to the overall enhancement of the sector's
performance in the Kenyan Real Estate capital markets

With 3 themes having a positive outlook and 5 neutral, the general outlook for the sector therefore is NEUTRAL.
The sector’s performance will be supported by; i) infrastructural development, ii) government and private sector
focus on daffordable housing, iii) focus on mortgage financing through the KMRC, iv) improved investor
confidence amid recovery of the hospitality sector, v) aggressive expansion by both local and international
retailers in a bid to maintain market dominance, and, vi) Kenya's positive demographics driving housing
demand. However, factors such as increased construction costs on the back of inflation, constrained financing
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to developers with increased underdeveloped capital markets, oversupply in select sectors, and low investor
appetite in Real Estate Investment Trusts (REITs) are expected to continue impeding the performance of the
sector.

For the detailed real estate market outlook report, see our Real Estate Sector 2024 Markets Outlook Note.

Key Highlights during the Week:

. Industry Report
During the week, the Central Bank of Kenya (CBK) released the Quarterly Economic Review Q3’2023 Report, which
highlighted the status and performance of Kenya’s economy of the period under review. The following were the
key takeouts from the report, with regard to the Real Estate and related sectors;

i.  Theyear-on-year (y/y) gross loans advanced to the Real Estate sector increased by 8.6% to Kshs 507.0
bn in Q3’2023, from Kshs 467.0 bn in Q3’2022. The advanced loans also represented a 2.4% quarter-
on-quarter (g/q) increase from Kshs 495.0 bn realized in Q2’2023. The increase was mainly on the back
of increased construction activities in select Real Estate sectors particularly the residential sector,
fueled by private firms, individual homebuyer demand, and government’s continuous drive to provide
affordable housing to its citizens and addressing the housing deficit which is estimated to be at 80.0%,

ii. The gross Non-Performing Loans (NPLs) in the Real Estate sector realized a g/q increase of 2.0% to
Kshs 97.9 bn in Q3'2023, from Kshs 96.0 bn in Q2’2023. On a y/y basis, gross NPLs advanced to the
Real Estate sector increased by 29.5% to Kshs 97.9 mn from Kshs 75.6 mn recorded in Q3'2022. This
was attributed to; i) delayed repayments as a result of a challenging operating environment occasioned
by elevated inflationary pressures, ii) rising rates on existing taxes and introduction of new taxes in the
economy, iii) increasing interest rates on loan repayments on the back of hikes on Central Bank lending
rates, and, iv) continuous weakening of the Shilling against foreign currencies. The graph below shows
the Gross Loans advanced to the Real Estate sector against Non-Performing Loans in the sector from
Q1’2019 to Q3'2023;

Cytonn Report: Real Estate Sector Gross Loans and Non-Performing Loans (NPLs) in Kshs bn
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The graph below shows the percentage of Non-Performing Loans (NPLs) to Real Estate sector Gross Loans from
Q1’2019 to Q3'2023;
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The gross loans advanced to the hospitality sector increased by 7.0% y/y to Kshs 122.0 bn in Q3'2023,
from Kshs 114.0 bn in Q3’2022. On g/q basis, the performance also represented 1.7% points increase
from Kshs 102.0 bn recorded in Q2°2023. The increase was attributed to increased need for
operational capital in the sector driven by; i) increased operational expenses due to rising inflation on
the back of supply chain disruptions, and weakening of the Kenyan Shilling, ii) completion of
acquisitions and mergers amid expansionary efforts by players seeking market dominance in the
sector, iii) increased costs associated with mergers and acquisitions as a result of increased Capital
Gains Tax (CGT), iv) aggressive marketing initiatives both locally and internationally by industry players
through initiatives such as the annual Magical Kenya Travel Expo, and, v) increased need for financial
infusion, following the reopening of hotels and facilities in order to ensure sustain business towards
recovery to pre-COVID levels,

Gross NPLs in the hospitality sector reduced on a y/y basis by 38.7% to Kshs 11.7 bn in Q3’2023 to Kshs
19.1 bnin Q3’2022 and 3.3% reduction from Kshs 12.1 bn in Q2’2023. The performance was attributed
by; i) the sector expansion by 26.0% in Q3’2023 at the back of increased international arrivals through
Jomo Kenyatta International Airport (JKIA) and Moi International Airport (MIA) on y/y basis by 13.3%
to 317,196 in Q2'2023, from the 279,981 recorded in Q2'2022. This was on the back of receding
adverse effects of COVID-19 pandemic leading to increased tourism activities in the sector. The graph
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below shows Gross Loans advanced to the Hospitality sector against Non-Performing Loans in the
sector from Q1’2019 to Q3'2023;

Cytonn Report: Hospitality Sector Gross Loans and Non-Performing Loans (NPLs) in Kshs bn
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The graph below shows the percentage of Non-Performing Loans (NPLs) to Hospitality Sector Gross Loans from
Q1’2019 to Q3'2023;

Cytonn Report: % Non-Performing Loans (NPLs) to Hospitality Sector Gross Loans in Kshs bns
(Q1'2019-Q3'2023)
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V. Gross loans advanced to the building and construction sector recorded a y/y growth of 11.9% to Kshs
160.0 bn in Q3’2023, from Kshs 143.0 bn in Q3’2022. This also represented a 5.3% qg/q increase from
Kshs 15020 bn recorded in Q2°2023. The performances were mainly driven by continuous construction
activities particularly in the housing and infrastructure sectors by both private and public sectors.
Furthermore, construction costs per SQFT increased by 27.0% averaging at Kshs 9,365 in Q1'2023,
from Kshs 5,210 in 2022, necessitating the need for more funding, and,

vi. Gross NPLs in the building and construction sector increased by 29.5% on a y/y to Kshs 42.1 bn in
Q3’2023 from Kshs 32.5 bn in Q3’2022 basis at the back of operational challenges such as project
delays in the Real Estate and hospitality sectors. These challenges were exacerbated by economic
challenges, including inflationary pressures and the weakening shilling, which have impacted the
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ability of businesses in the building and construction sector to service their loans. The performance
represents a 17.3% q/q increase from Kshs 35.9 bn recorded in Q1’2023 amid delays in approval of
construction projects by the relevant authorities.

vii. The graph below shows Gross Loans advanced to the Hospitality sector against Non-Performing Loans
in the sector from Q1’2019 to Q3’2023;

Cytonn Report: Building and Construction Sector Gross Loans and Non-Performing Loans
(NPLs) in Kshs bn (Q1'2019-Q3'2023)
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The graph below shows the percentage of Non-Performing Loans (NPLs) to Building and Construction sector
Gross Loans from Q1’2019 to Q3'2023;
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. Residential Sector

a. World Bank Launches Slum Upgrading projects in Migori County
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During the week, the World Bank launched Pand Pier and Jiw Dendi slum upgrading projects aimed at benefitting
residents in the two informal settlements in Migori County. The projects form part of World Bank’s initiative
dubbed ‘Kenya Informal Settlement Project (KISIP)" which envisages improving living conditions in the informal
settlements in the selected areas. The projects aim at achieving this through enhancing security of tenure and
improving infrastructure. The project was originally budgeted at Kshs 173.0 mn however, it ultimately secured
funding amounting to Kshs 148.8mn. Notably, the State Department of Housing and Urban Development was
designated as the implementing agency under the initiative.

The first phase of the project will cover over 11 areas, where beneficiaries will be issued with lease documents
after planning and survey. The program aims at issuing 200 titles to Pand Pieri land owners and 500 titles to Jiw
Dendi estate landowners. Cumulatively, the two estates are estimated to have a population of 20,800 residents,
with Jiw Dendi hosting the majority at 15,000 residents. The project will mainly encompass the provision of
associated physical infrastructure including a 14.0-Km road traversing both estates, lighting, water supply and
waste management.

We expect upon implementation, the project will; i) help reduce urban sprout which is taking up land meant for
agriculture which poses a food security concern, ii) assist in solving the existing housing supply challenge in the
country, iii) create job activities both directly and indirectly, thereby improving livelihoods as well paving way
more economic activities, and iv) improving the quality of life of the residents and opening up the area for future
investment opportunities.

Going forward, we expect to witness more activities from government and private players, as they work
collectively in helping solve the current housing problem in the country. We also expect the affordable housing
agenda to continue gaining momentum as the government aims at delivering 250,000 housing units annually to
Kenyans.

b. President William Ruto Launches Timau Affordable Housing Project

During the week, President William Ruto launched the construction of the Timau affordable housing project. This
ambitious project, situated in Buuri, Meru County, aims to deliver 320 housing units, contributing not only to the
region's housing needs but also creating substantial economic impact. The units will be distributed across social
housing, affordable housing and market rate housing categories as follows; 80 units under the social housing
category, 160 units under the affordable housing segment and the remaining 80 units will be sold under the market
rate category incorporating one-bedroom, two-bedroom and three-bedroom typologies. The development is set
to generate over 4,000 jobs, injecting more than Kshs 230.0 mn into the local economy. The Timau affordable
housing project aligns with the broader vision of providing affordable housing solutions while stimulating economic
growth and job creation in the community.

As the Affordable Housing Program (AHP) continues to take shape in the country, we expect to see consistent
project initiations and completions of affordable housing projects, in line with the government’s agenda on
housing.

. Retail sector
During the week, Naivas Supermarket opened its latest outlet located at Mwanzi Road in Westlands, Nairobi. This
new addition brings the retailer's total number of outlets in the country to 102. The outlet is strategically
positioned, with close proximity to Westgate Mall, and comes a month after the retailer opened its 101st outlet
in Kakamega County. This establishment signifies the retailer's market dominance ahead of competitors such as
Carrefour and Quick Mart, who have 59 and 22 outlets, respectively. The opening of this outlet not only
strengthens the supermarket’s extensive network but also increases its impact in the market, establishing Naivas
as a formidable presence in the retail sector. The continued expansion signifies Naivas' adept adaptation to market
trends and consumer demands, boosting its competitive advantage and strengthening its customer base. This
move will help market the brand while also increasing the retailer’s impact in society by offering job opportunities.
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Name of
retailer

Additionally, global retailer Panda Mart opened its first outlet in Kenya at Garden City Mall in Nairobi. The retailer
invested about USD 7.0 mn (Kshs 1.1 bn) to set up the outlet, acquiring 8,956 SQM within the mall. Subsequently,
the acquisition significantly boosted the mall’s occupancy to 92.0%. The retailert aims to broaden its presence in
other heavily frequented locations throughout the country. In support of this, the retailer also revealed plans to
open another outlet later in the year as it joins Carrefour as the second anchor tenant at Garden City. Notably, the
space taken up by Panda Mart was previously occupied by South Africa retailers; Shoprite and Game who closed
after running into financial crisis and exited the Kenyan retail market in general

Panda Mart, primarily based in South Africa has its presence in more than 12 countries in Africa and other markets
globally. Panda Mart joins other international players in market such as Carrefour, Naivas and QuickMart pursuing
vibrant expansive strategies with the aim of establishing market dominance and obtaining the larger share of the
market. The following table outlines the current store counts of major local and international supermarket chains
operating in Kenya and international supermarket chains operating in Kenya;

Cytonn Report: Main Local and International Retail Supermarket Chains

Branches
opened
in
FY’2024

Branches
opened
in
FY’2023

Branches
as at
FY’2022

Branches
as at
FY’2021

Branches
as at
FY’2020

Branches
as at
FY’2019

Branches
as at
FY’2018

Closed
Branches

Category

Current
Branches

I Naivas Hybrid* 46 61 69 79 91 9 2 0 102

quickmart | Hybrid> | 10 | 29 | 37 | 48 | s5 | . s | o | o | 59 |
Chandarana Local 14 19 20 23 26 0 0 0 26
Carrefour International 6 7 9 16 19 3 0 0 22
Cleanshelf Local 9 10 11 12 12 1 0 0 13
Tuskys Local 53 64 64 6 6 0 0 59 5
Game Stores International 2 2 3 3 0 0 0 3 0
Uchumi Local 37 37 37 2 2 0 0 35 2
Choppies International 13 15 15 0 0 0 0 15 0
Shoprite International 2 4 4 0 0 0 0 4 0
Nakumatt Local 65 65 65 0 0 0 0 65 0

| PandaMart | International | o | o | o | o | o | o | T o | 1

" e 257 | 313 | a4 | 189 | a1 | o | | 181 | 230 |

*51% owned by IBL Group (Mauritius), Proparco (France), and DEG (Germany), while 49% owned by Gakiwawa Family (Kenya)

**More than 50% owned by Adenia Partners (Mauritius), while Less than 50% owned by Kinuthia Family (Kenya)

Source: Cytonn Research

Going forward, we expect to continue witnessing more retailers implementing aggressive expansion strategies as
the aim to extend their reach in the market while capitalizing on the gaps left by major retailers such as Uchumi,
Shoprite, Game Stores, and Choppies supermarkets. Additionally, we expect the performance of the sector will be
supported by increased foreign investments into the Kenyan retail market.
Iv. Infrastructure Sector

During the week, President William Ruto launched road construction projects spanning 43.2 kilometers in Meru
County. This strategic endeavor, including the upgrading of key routes like Kwa Mumero-Kithithina Primary-Mia
Moja, Timau-Rugirando-Ngusishi, and Makutano-X Lewa-Mbuju-Ngare Ndare to Bitumen standards, was unveiled
during the President's three-day state tour of the region. Under the auspices of the Kenya Rural Roads Authority
(KeRRA) and valued at Kshs 1.7 bn, the project is set to revolutionize regional connectivity. With an anticipated
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completion period of 30 months, the initiative holds the promise of significantly improving the transportation of
farm produce to markets in nearby towns.

This comprehensive road infrastructure project strategically connects vital marker centers, such as Kithithina,
Rugirando, Kiambogo, and Ngusishi, to the A2 highway, aiming to unlock not only economic advantages but also
social and educational opportunities. The envisioned improvements in access to churches, schools, and health
facilities are poised to foster regional economic growth and enhance service delivery in the areas traversed by the
road. In parallel, President Ruto commissioned the tarmacking of the 11 km Thanatu Bridge-Kagwata-Mulika
Market Road, reinforcing efforts to streamline the movement of farm produce, especially towards the Mulika
Market. Collectively, these strategic interventions underscore the steadfast commitment to comprehensive
development, positioning Meru County for sustained economic progress and heightened regional connectivity.

V. Regulated Real Estate Funds
a. Real Estate Investments Trusts (REITs)
In the Nairobi Securities Exchange, ILAM Fahari I-REIT closed the week trading at an average price of Kshs 6.3 per
share. The performance represents a 0.9% decline from Kshs 6.4 per share recorded last week. On a Year-to-Date
(YTD) basis, the performance remained relatively unchanged from the price recorded on 2" January 2023.
Additionally, the performance represents a 68.5% Inception-to-Date (ITD) loss from the Kshs 20.0 price. The
dividend vyield currently stands at 10.3%. The graph below shows Fahari I-REIT’s performance from November
2015 to 26 January 2024;

Cytonn Report: Fahari I-REIT Perfomance (November 2015 - 26th January 2024)
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In the Unquoted Securities Platform, Acorn D-REIT and I-REIT traded at Kshs 24.4 and Kshs 21.7 per unit,
respectively, as of 26" January 2024. The performance represented a 22.0% and 8.3% gain for the D-REIT and I-
REIT, respectively, from the Kshs 20.0 inception price. The volumes traded for the D-REIT and I-REIT came in at
12.2 mn and 30.6 mn shares, respectively, with a turnover of Kshs 257.5 mn and Kshs 633.8 mn, respectively, since
inception in February 2021.

REITs provide various benefits like tax exemptions, diversified portfolios, and stable long-term profits. However,
the continuous deterioration in performance of the Kenyan REITs and restructuring of their business portfolio is
hampering major investments that had previously been made. The other general challenges include; i) inadequate
comprehension of the investment instrument among investors, ii) prolonged approval processes for REITs
creation, iii) high minimum capital requirements of Kshs 100.0 mn for trustees, and, iv) minimum investment
amounts set at Kshs 5.0 mn, continue to limit the performance of the Kenyan REITs market.

b. Cytonn High Yield Fund (CHYF)
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https://www.nse.co.ke/wp-content/uploads/26-JAN-24.pdf
https://www.nse.co.ke/wp-content/uploads/Unquoted-Securities-Platform-Ibuka-Weekly-Summary_26-01-2024.pdf

Cytonn High Yield Fund (CHYF) closed the week with an annualized yield of 17.2%, representing a 0.8% points
decline from the 18.0% recorded the previous week. The performance represents a 0.8% points decrease from
the 18.0% recorded on 1%t January 2024, and 1.5% points Inception-to-Date (ITD) increase from the 15.7% vyield.
The graph below shows Cytonn High Yield Fund’s performance from November 2019 to 26" January 2024;

20.0% - Cytonn Report: Cytonn High Yield Fund Yield Performance (October 2019 - 26th January 2024)
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Notably, the CHYF has outperformed other regulated Real Estate funds with an annualized yield of 17.2%, as
compared to Fahari I-REIT and Acorn I-REIT with yields of 10.3%, and 2.8% respectively. As such, the higher yields
offered by CHYF makes the fund one of the best alternative investments asset classes in the Real Estate sector.
The graph below shows the yield performance of the Regulated Real Estate Funds;

Cytonn Report: Real Estate Regulated Funds Yield Performance January 2024
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Source: Cytonn Research

We expect the performance of Kenya’s Real Estate sector to be driven by; i) sustained demand for Real Estate
development, increased efforts by the government to implement its Affordable Housing Agenda, ii) increased
investments by foreign investors in the retail segment, and, iii) increased infrastructural development in the
country. However, factors such as rising costs of construction, limited investor knowledge in REITs, and, existing
oversupply in select Real Estate sectors will continue to hinder optimal performance of the sector by limiting
developments and investments.
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Outlook Summary

Cytonn Report: Fixed Income and Equities Outlook for 2024

The government is 34.0% behind of its prorated net domestic borrowing target of Kshs 274.5 bn, having
a net borrowing position of Kshs 181.2 bn out of the domestic net borrowing target of Kshs 471.4 bn
for the FY’2023/2024. Therefore, we expect a continued upward readjustment of the yield curve in
the short and medium term, with the government looking to maintain the fiscal surplus through the
domestic market. Owing to this, our view is that investors should be biased towards SHORT-TERM
FIXED-INCOME SECURITIES to reduce duration risk

We are NEUTRAL on the Equities markets in the short term due to the current adverse operating
environment and huge foreign investor outflows, and, BULLISH in the long term due to current cheap
valuations and expected global and local economic recovery.

With the market currently trading at a discount to its future growth (PEG Ratio at 0.7x), we believe
that investors should reposition towards value stocks with strong earnings growth and that are trading
at discounts to their intrinsic value. We expect the current high foreign investors sell-offs to continue
weighing down the economic outlook in the short term.

Cytonn Report: Real Estate Outlook Summary for 2024

The overall outlook for the real estate sector is NEUTRAL, supported by; i) infrastructural development,
i) government and private sector focus on affordable housing, iii) focus on mortgage financing through
the KMRC, iv) continued recovery of the hospitality sector, v) aggressive expansion by both local and
international retailers in a bid to maintain market dominance, and, vi) Kenya's positive demographics
driving housing demand. However, factors such as increased construction costs on the back of
inflation, constrained financing to developers on the back of underdeveloped capital markets,
oversupply in select sectors and low of investor appetite in Real Estate Investments Trusts (REITs) are
expected to continue impeding optimal performance of the sector

Disclaimer: The views expressed in this publication are those of the writers where particulars are not warranted.
This publication, which is in compliance with Section 2 of the Capital Markets Authority Act Cap 485A, is meant for
general information only and is not a warranty, representation, advice or solicitation of any nature. Readers are
advised in all circumstances to seek the advice of a registered investment advisor.

For more information, please see the Cytonn 2023 Markets Outlook Full Report.
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