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About Absa Asset Management Limited

Absa Asset Management Limited is a fully owned subsidiary of

Absa Bank Kenya PLC , a publicly listed commercial bank with a

rich history of offering financial services in Kenya for over 100

years.

Absa Asset Management Limited is purely focused on the

provision of investment management services in Kenya to both

institutions and individuals.
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Key Asset Classes Performance Update 



Fixed Income Market

 In Q1’20, the short-end yields dropped marginally while the
medium-long term yields edged up.

 The Central Bank of Kenya in an effort to lengthen the domestic
debt maturity profile re-opened a 5, 10, 15, 20 and 25 year papers.
The subscription rate averaged at 70.3% for these issues with a
higher subscription level coming in for the 5 year paper. The
average maturity profile for government instruments currently at 6.2
years.

 Secondary market activity was high; investors preference remained
on the shorter tenor and tax exempt infrastructure bonds issued by
Central Bank of Kenya.

 Euro bonds issued by African countries saw yields rise in the
quarter as investors demanded for higher risk premiums. The 10
year Kenya Eurobond, maturing in 2024, saw the yield jump to
8.3% from 4.3% as at beginning of the year. Commodities
producing countries such as Zambia and Angola had their Euro-
bonds yields rise even higher due to their perceived higher risk.

 The were no corporate bonds issued during the quarter.

• Outlook: With the slow-down in business activities, we expect the KRA revenue targets to be significantly impacted thus introducing further 

fiscal pressures. There is like-hood of increased domestic borrowing to cover for the shortfall. This is likely to impact upward pressure on the 

interest rates despite the expected increased appetite for Government securities
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Equity Market

 The Nairobi Securities Exchange experienced had a sustained foreign investors net outflow
position in Q1’2020. Globally, there was increased risk aversion and price drops across
most stock exchanges.

 Despite some support coming in from the local institutional investors buying the blue chips,
the NSE 20 share index and the NASI posted a -26% and -21% return in the quarter. The
NSE 20 Share Index dropped to a 17 year low of 1,958.5 points in the period. Key stocks
that lost value in the quarter were Equity and KCB Bank dropping by 37% and 35%
respectively.

 Consequently, the stock market from a valuation perspective, got cheaper trading at a NASI
P/E of 8.9X relative to a 5 year average of 13.2% as at quarter end.

 Safaricom continues to the dominant counter on the exchange, accounting for 53% of the
total market capitalization. Though the company slashed the MPESA costs for amounts
below KES 1,000, its expected that the increased usage of data & voice and higher adoption
of MPESA will cushion their earnings going forward.

 On the banking sector, several measures were taken by Central Bank of Kenya to mitigate
the adverse impact due to the pandemic through improving liquidity and facilitating lending
by banks to borrowers who have been adversely impacted. The key actions were:

a) Lowered the Central Bank Rate (CBR) to 7.25 percent from 8.25 percent.

b) Reduced the Cash Reserve Ratio (CRR) to 4.25 percent from 5.25 percent, releasing
KES.35.2 billion as additional liquidity

c) Extended REPO tenor from 28 days to 90 days to ease liquidity

d) Flexibility was given to banks with regards to requirements for loan classification and
provisioning for loans that were performing as at March 2, 2020 and whose
repayment period was extended or were restructured due to the pandemic.

Outlook: Though corporate earnings are likely to be significantly impacted in 2020, the market presents an opportune entry point for long term investors looking to allocate in high quality 
companies at good discounts.  
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Offshore

 Covid-19 impact was felt across the globe due to the hit on both the supply and demand for
goods and services globally.

 Lock-downs in some cities in China (estimated to account for at least 25% of global
manufacturing output) had a significant impact globally.

 This brought unprecedented volatility & weakness in the financial markets. Indices of the key
markets, S&P Index (US), Euro Stoxx (Euro-area), Shanghai Composite (China) lost 20%,
26% and 10% respectively.

 The global economy is projected to contract sharply, to -3% in 2020 before recovering by
5.8% in 2021, according to IMF.

 Social distancing, required to combat the pandemic, especially affected travel, leisure,
hospitality and manufacturing sectors bringing with it massive unemployment. As at early
April 2020, over 6.6 million US citizens have filed for state support.

 Oil prices dropped by more than 60% in Q1’20 to below $30 a barrel due to lower global
economic activity caused by Covid-19.

 Central banks across the world have introduced massive stimulus packages to support
businesses, citizens and financial markets. This included cuts in key rates and direct
financial support.

 However, unlike during the global financial crisis of 2008/9, most Central Banks have limited
scope for cutting key rates to stimulate growth given their key rates are already around zero.

Outlook for Q2 2020: the recovery will be determined by how long the Covid-19 pandemic will be brought under control The various actions by different

Governments to cushion the devastating effects of the pandemic will be key to support the fragile global economy.

Source: qz.com, World Bank, IMF
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Real Estate

 Office: Supply continues to outstrip demand especially in certain parts of Nairobi such as Upper Hill, Mombasa Road and Thika Road putting

pressure on rental yields. With increased remote working, there is likely to be further pressure on returns as companies re-assess their office

space needs.

 Hospitality: Several hotels across the country have been closed due to reduced business flow. This is likely to persist in the short-medium term
given the sector’s heavy reliance on tourism and MICE (Meetings, Incentives, Exhibitions and Conferencing).

 Residential: Prime residential market continues to soften reflected in a reduction in transaction volumes and a drop in sale and rental values
across the country. The affordable housing segment targeting the lower income bracket is still massively underserved. Government is working
with various stake holders to address the supply-demand imbalance including instituting investor friendly policy & measures such as VAT and
stamp duty exemption on locally produced or imported goods targeting this sector and buyers for these products respectively.

 Retail: Social distancing has reduced the traffic flow to the malls. Customers have resorted to using alternative channels to access goods and
services leaving mall owners will less leverage. Some malls have resorted to holding off rental escalations or giving rental holidays to tenants.

 Industrial: Companies especially retailers/manufactures are likely to accelerate decentralization of their supply chains centres and look to use
more of the logistical centers for their distribution efficiency. The running costs for this sector are lower thus higher yields for Grade A offerings.
Use of robotics and automation will be key to maintain the edge. We have seen several projects such as Tatu City, Tilisi, Infinity targeting the key
transport nodes come into the market.

 Land: Going forward, its expected that the appreciation of land is likely to moderate with well located and serviced land maintaining good values
driven by increased urbanization, limited investment opportunities and population growth.

Outlook: With the current economic shocks, the Real Estate sector is likely to experience slowed growth. In the recovery phase, we are likely to see above average returns 

being achieved in the Affordable Housing and Grade A Industrial sub-sectors. 
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Opportunities for Pension Schemes post Covid-19

Asset Class Opportunities

Fixed Income

There is an expectation that the tax revenues will fall short of target for FY19/20. This is mainly due to the significant slow-down in the business activities and job losses.

Government has also announced that it intends to increase funding to the more priority areas such as health funding and support for the vulnerable sectors of the

economy. We are of the view then that fiscal pressures are likely to rise in such an environment, requiring more borrowing from both the domestic and international

markets/organizations. Though there is likely to be sustained appetite for government debt, investors may demand higher yields going forward.

Opportunities:

• Short to medium term government securities at competitive yields

• Post Covid-19 there is a possibility that some corporates may raise funds through the Capital markets. To replace the maturing corporate bonds in the portfolios,

some investment grade quality issues carrying the relevant credit enhancements can be considered on a case by case basis

Equities

There has been a significant correction in the local market as investors are worried about the Covid-19 impact on the listed corporates earnings in 2020. Despite the

overall market conditions, we think that there is long-term value in some select companies. Market valuation has become cheaper trading at below 9X Price Earning ratio

relative to the historical average of above 13X.

Opportunities:

Since pension schemes are long-term in nature, the current situation presents an opportune time to cautiously accumulate in companies with strong fundamentals at

lower prices. It’s also an attractive point to cost average on the holding cost for portfolios. We particularly favour the telecommunication sector and also banking sector

exposure in well capitalized banks with superior digital offerings

Offshore

Most major global markets have been heavily impacted by the global economic slow-down. Governments have put in place various stimulus packages to cushion

businesses and their citizens. As a result, we have started to see some early signs of some form of recovery though the markets will continue to be volatile and recovery

could take time to come back to the prior levels.

Opportunities:

With diminishing investment opportunities in the local capital market an offshore investment should be considered for diversification purposes. Some of the

opportunities include the Kenyan Euro-bonds and an allocation to key offshore equity markets, especially the developed markets, where recovery is likely to be faster

given the scale of the stimulus package that has been instituted to support the economies and markets.
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Opportunities for Pension Schemes post Covid-19

Asset Class Opportunities

Property

The office, retail and the hospitality sectors are likely to be more negatively impacted by the pandemic in the short-term.

Opportunities:

We see opportunities in warehousing/logistical centres as online shopping gains traction and supply chain centres get decentralized.

On the residential sector, affordable housing could generate high than average returns especially where schemes already have land and can now build for their

members update. This follows amendment of the Retirement Benefits Act to allow members to use a proportion of the money saved through a retirement benefits

scheme to purchase a residential home on such terms as may be prescribed in regulations made by the Cabinet Secretary.

Private Equity

Private Equity Funds investing in the wider Eastern African region are able to offer exposure to growth sectors than are not represented in the local stock market e.g the

Medical and Education sectors. The effects of the pandemic are likely to encourage more entrepreneurs to seek funding, diversification and some technical support

which Private Funds offer. These Funds are now likely to have cheaper entry points into these companies implying better exit multiples.

Opportunities:

Private Equity Funds run by Private Equity teams that have demonstrated a good track record of value creation and history of successful exits.

Other Assets

The investment markets will continue to be volatile and thus important to have assets in the portfolio whose returns are not closely correlated with other financial

assets. One such asset is gold.

Opportunities

Direct purchase or through the Gold Exchange Traded Funds
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Disclaimer:

The views in this publication are those of the Absa Asset Management Ltd (AAML) and are subject to 

change, and AAML has no obligation to update its opinions or the information in this publication. If 

this publication contains recommendations/outlook, those recommendations/outlook reflect solely 

and exclusively those of the AAML Team and such opinions were prepared independently of any 

other interests, including those of Absa and/or its affiliates. 
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