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Equities Outlook: 

 

The equities market has seen a sweeping drop in prices (down 20.4% YTD) following the COVID-19 

pandemic groundswell that hit the country in the end of the first quarter. The market valuations have 

dropped to an attractive P/E multiple of 11.5x below the 5-year average of 13.5x indicating select 

cheap stocks for investors. We anticipate the market to close in the negative territory in regards to 

capital appreciation driven by lower earnings and subdued foreign investors’ appetite. The market has 

seen a number of companies issue profit warnings for 2020 (EABL, TPS Serena & Nation Media Group) 

with earnings expected to be 25% lower than the previous year.  

 

The performance we forecast this year is likely to wipe out all the gains that were recognized in 2019 

(market gained 18.5%) following a rally in the fourth quarter hinged on the reversal in the capping of 

interest rates. We expect a drastic drop in Dividend payout in 2020 with a probability of smaller firms 

cancelling the payout and the larger payers reducing by 50% or offering non-cash alternatives.  

 

The dip in prices has cut through the market with the large-cap stocks experiencing a substantial sell-

off from foreign investors. Foreign investors withdrew USD 216.5mn in H1’2020 compared to a net 

injection of USD 23.3mn in H1’2019 highlighting the impact of the pandemic on capital flows. The flight 

of capital has been experienced in majority of the frontier markets and select emerging markets with 

developed markets remaining investor favorites. Fixed income has been the preferred asset class in 

the local market. The dip in prices has offered attractive valuations as highlighted below, though we 

expect continued downward pressure in the remaining part of the year.  

 

 
 

The top gainer in the local bourse YTD is the Barclays Gold ETF (+58%) following some price discovery 

and diversification exploration by select clients. WPP Scangroup has gained 15% YTD largely backed 
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by a special interim dividend of KES 8.0 issued following the completion of sale of part of the business 

in the month of June. The chart below highlights the top gainers Year-to-Date: 

 
 

Stock Picks: 

 

Our stock picks are substantively unchanged from a fundamental stand point as we see value in select 

investable companies. We see value in I&M Holdings, Safaricom, EABL, Britam, ABSA, KCB & Equity 

Bank. At the current price levels, these stocks offer attractive entry positions for a medium to long-term 

investor as fundamentals remain solid despite the pandemic with the most viable option being 

accumulation. The banking sector has seen radical disruption in business models with condensed 

investment options but the sector offers a solid chance of recovery despite asset quality concerns. The 

large-cap stocks have all been on a loss position YTD as highlighted in the chart below. 
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As highlighted below, our select stocks have fallen close to their 52-week lows with the exception of 

Safaricom, which has largely maintained value. The fundamentals of these firms support a recovery in 

prices to the 52-week high levels in the next 9-18 months. 

 

Stock Current Price  52-Week Low 52-Week High 

Safaricom                    27.50                    20.10                     33.50  
EABL                 160.25                  135.00                   230.00  
Britam                      7.00                      5.70                     10.50  
I&M                    48.00                    42.50                     63.00  
KCB                     34.30                    33.75                     55.50  
ABSA                      9.00                      9.00                     13.85  
Equity                    31.85                    30.50                     55.50  

 

 

Macroeconomic Snapshot: 

 

On the macroeconomic front, we see sluggish recovery in some of the key sectors supporting the 

economy offering some optimism on output levels. The government lifted mobility restrictions including 

the partial lockdown of the two major counties to offer some support to economic activities. This came 

as the economy revealed deeper fragility, with growth declining to 4.9% in the first quarter from 5.50% 

a year earlier. Considering the size of the external sector, Kenya will be the hardest hit in East Africa. 

The IMF forecasts that growth will contract by 0.3%, a downgrade from the 1.0% growth projection in 

April and more pessimistic than our 0.2% growth forecast. 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

About NCBA Investment Bank 

NCBA Investment Bank is a subsidiary of NCBA Group. The services offered by the brokerage 

department include equities trading for listed securities, fixed income trading for both corporate 

and government bonds, Over the Counter (OTC) equity transactions as well as execution of 

equities transactions across the East African countries. Additionally, NCBA Investment Bank backs 

these activities with solid advice from the research team to enable investors meet their return 

objectives. NCBA Investment Bank deploys simple and convenient client driven technologies, 

robust risk management, highly competent and experienced staff and has the backing of robust 

research capabilities to differentiate itself from other players in the market. 

Physical Address  

NCBA Annex,  

Hospital Road, Upper Hill, 

Tel: +254 20 2884444 

Mobile: +254 711 056444/+254 732 156444 

  

Certification  

The following analyst(s) who prepared this research report: Dennis Kariuki hereby certifies(y) that: 

(i) all of the views and opinions expressed in this research report accurately reflect the research 

analyst's(s') personal views about the subject investment(s) and companies (y) and (ii) no part of 

the analyst’s(s’) compensation was, is or will be directly or indirectly related to the specific 

recommendations or views expressed by the analyst(s) in this research report.  

  

Rating Definitions  

STRONG BUY – Total expected 12-month return (incl. dividends) greater than 20%  

BUY-Total expected 12-month return (incl. dividends) between 10%- 20%  

HOLD – Total expected 12-month return (incl. dividends) between 0%-10%  

SELL – Total expected 12-month return (incl. dividends) less than 0%  

 

Disclaimer 

Any opinion or other information in this document is not an invitation to buy or sell any asset class. 

Legally binding obligations can only arise for or be entered into on behalf of NCBA Group by 

means of a written instrument signed by a duly authorized signatory. You are cautioned to ensure 

that you have made an independent decision in accordance with your own objectives, 

experience, operational and financial resources and any other appropriate factors including 

independent professional advice. No guarantee, warranty, or representation is made in respect 

of the performance or return on any transaction.  

  
Key Contacts: Research                                     

Dennis Kariuki: Research Analyst 

Dennis.Kariuki@ncbagroup.com 

  

Diana Thomas: Research Analyst 

Diana.muthike@ncbagroup.com 

 

Key Contacts: Dealing 

Dealing@ncbagroup.com  

+254 20-2884770 / 20-2888448 
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Research Disclosure  

Notice to US Investors  

This report was prepared, approved, published and distributed by NCBA Investment Bank 

Company located outside of the United States (a non-US Group Company”). This report is 

distributed in the U.S. by LXM LLP USA, a U.S. registered broker dealer, on behalf of NCBA 

Investment Bank only to major U.S. institutional investors (as defined in Rule 15a-6 under the U.S. 

Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 

and any transaction effected by a U.S. customer in the securities described in this report must be 

effected through LXM LLP USA.  

Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal 

requirements or the Financial Industry Regulatory Authority, Inc. (“FINRA”) or other regulatory 

requirements pertaining to research reports or research analysts. No non-US Group Company is 

registered as a broker-dealer under the Exchange Act or is a member of the Financial Industry 

Regulatory Authority, Inc. or any other U.S. self-regulatory organization.  

  

Analyst Certification  

Each of the analysts identified in this report certifies, with respect to the companies or securities 

that the individual analyses, that (1) the views expressed in this report reflect his or her personal 

views about all of the subject companies and securities and (2) no part of his or her compensation 

was, is or will be directly or indirectly dependent on the specific recommendations or views 

expressed in this report. Please bear in mind that (i) NCBA Investment Bank is the employer of the 

research analyst(s) responsible for the content of this report and (ii) research analysts preparing 

this report are res-ident outside the United States and are not associated persons of any US 

regulated broker-dealer and that therefore the analyst(s) is/are not subject to supervision by a US 

broker-dealer, and are not required to satisfy the regulatory licensing requirements of FINRA or 

required to otherwise comply with US rules or regulations regarding, among other things, 

communications with a subject company, public appearances and trading securities held by a 

research analyst account.  

  

Important US Regulatory Disclosures on Subject Companies  

This material was produced by NCBA Investment Bank solely for information purposes and for the 

use of the recipient. It is not to be reproduced under any circumstances and is not to be copied 

or made available to any person other than the recipient. It is distributed in the United States of 

America by LXM LLP USA and elsewhere in the world by NCBA Investment Bank or an authorized 

affiliate of NCBA Investment Bank. This document does not constitute an offer of, or an invitation 

by or on be-half of NCBA Investment Bank or its affiliates or any other company to any person, to 

buy or sell any security. The information contained herein has been obtained from published 

information and other sources, which NCBA Investment Bank or its Affiliates consider to be reliable. 

None of NCBA Investment Banks’ analysts accepts any liability or responsibility whatsoever for the 

accuracy or completeness of any such information. All estimates, expressions of opinion and other 

subjective judgments contained herein are made as of the date of this document. Emerging 

securities markets may be subject to risks significantly higher than more established markets. In 

particular, the political and economic environment, company practices and market prices and 

volumes may be subject to significant variations. The ability to assess such risks may also be limited 

due to significantly lower information quantity and quality. By accepting this document, you 

agree to be bound by all the foregoing provisions. 


