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Macro tailwinds keep equities outlook positive in 2024

Equities extend rally into second consecutive year. Following a strong 2024 (+34% Y-0-Y), the equifies
market sustained its momentum in 2025 with the NASI gaining 51% Y-o-Y. Among the large-caps,
Safaricom rallied 66% Y-o-Y while Equity and KCB gained 19% and 66% Y-o-Y, respectively. With regards
to price refurn, energy sector stocks outperformed with Kengen surging 183% Y-o-Y and Kenya Power
was up 152% Y-o-Y. Within banking, KCB, DTB (+55% Y-o0-Y) and Co-op Bank (+43% Y-0-Y) outperformed
peers. Kenya's banking stocks delivered a solid performance in 2025 supported by earnings growth
expectations coming from rom margin expansion and lower risk charges.

Our View: While large-cap banks remain important, we expect incremental market returns from a
wider set of sectors. We expect continued investor appetite into undervalued counters particularly in
insurance and manufacturing sector. The positive macro backdrop including anchored inflation
expectations in TH26, stable shiling and the lower interest rate environment should sustain positive
investor sentiment. However, fiscal policy risks remain key watchpoints.

For 1Q26, we expect bank’s earnings season to drive activity on the NSE as investors take position on
dividends and management FY26 guidance.

183% 2025 share price performance (Y-o-Y)
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January 2026 stock picks

Banking

ABSA 26.05 23.62 (9.33%) 1.75 6.72% NEUTRAL
BK Group 42.80 46.80 9.35% 3.02 7.06% NEUTRAL
Coorp 24.75 19.76 -20.16% 1.50 6.06% SELL

DTB 115.00 90.67 -21.16% 7.00 6.09% SELL
Equity 69.25 61.94 -10.56% 4.25 6.14% NEUTRAL
1&M 43.60 49.20 12.84% 3.00 6.88% NEUTRAL
KCB 66.25 67.62 2.07% 3.00 4.53% BUY
Stanbic 197.25 193.50 -1.90% 20.74 10.51% NEUTRAL
StanChart 298.25 312.00 4.61% 45.00 15.09% NEUTRAL
Telecommunication

Safaricom 29.00 28.83 -0.59% 1.20 4.14% NEUTRAL
Manufacturing & Allied

BAT Kenya 463.00 493.57 6.60% 50.00 10.80% NEUTRAL
BOC Kenya 127.00 116.00 -8.66% 6.15 4.84% SELL
Carbacid 29.45 27.15 -7.81% 1.70 5.77% SELL
EABL 266.25 221.55 -16.79% 8.00 3.00% NEUTRAL
Agricultural

Kakuzi 403.75 438.41 8.58% 8.00 1.98% BUY
Sasini 18.00 18.10 0.56% 1.50 8.33% SELL
*BUY - Total expected 12-month return (incl. dividends) greater than 15%

*NEUTRAL - Total expected 12-month return (incl. dividends) between 0%- 15%

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

Our target prices are anchored on fundamental analysis. While the current market rally has lifted many counters
closer to their fair value,much of the momentum appears sentiment-driven rather than based on underlying earnings growth.

For stocks rated Neutral, we recommend that investors consult with their financial advisors to evaluate their individual investment goals.
Depending on their risk appetite and return expectations, clients may consider holding their positions or realizing gains where appropriate.

The banking sector remains a cornerstone for investors seeking a balance of capital preservation and income, underpinned
by dividend yields and improved earnings momentum. However, despite sound fundamentals, most counters are rated
NEUTRAL save for KCB. This is largely due to the market rally that has pushed share prices beyond our fair values, limiting
additional upside in the near term.

Safaricom, presents a mixed story. While it has strong fundamentals and plays a key role in defensive positioning, a downside
of -0.6% leads to a NEUTRAL recommendation at current market levels. However, it offers a trailing dividend yield of 4.14%.

A key driver for the recent market rally is the decline interest rates which resulted in fixed-income investments less aftractive
pushing investors to search for higher earnings yields from the NSE. As a result, majority of our recommendations are NEUTRAL
and SELL, signaling that while fundamentals remain intact, entry points are less attractive at current levels. We advise investors
to focus on dividend strength, earnings resilience, and stock-specific catalysts to navigate the next phase of the market.

The equities market is currently trading at a P/E ratio of 8.01x representing a 40% discount to the historical average of 11.4x.
The dividend yield stands at 6%, which is 1.3 percentage points above the historical average of 4.7%. Notably, the NASI PEG
ratio is at 0.8x, suggesting that the market remains slightly undervalued relative to its expected earnings growth. Typically, a
PEG ratio above 1.0x signals potential overvaluation, while a ratio below 1.0x implies undervaluation.

We maintain a bias towards value stocks with robust earnings growth and those trading below their intrinsic value.
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Global equities review - Asia outperforms in 2025

Global equities closed 2025 on a positive note supported by easing inflation, lower interest rates, and
recovery in risk appetite. Earnings growth across large-cap technology, healthcare, and consumer
sectors supported performance in developed markets. In the US, Artificial Intelligence (Al) was the
dominant investment theme with technology stocks accounting for the bulk of the S&P 500's gains.

Europe: European equities also ended the year on a positive note driven by gains in banking and
defence stocks. A combination of declining interest rates, Germany's commitment to fiscal expansion
and investors diversification from U.S. tfechnology stocks also drove gains on selective equities. Inflation
cooled faster than expected raising expectations for further rate cuts in and room for selective equity
re-rating.

Asia: Asian equities outperformed most regions driven by recoveries in manufacturing, fechnology,
and trade. Markets such as India, Japan, and parts of Southeast Asia benefited from domestic
demand and investor rotation foward growth-oriented sectors including Al-linked tfechnology supply
chains. South Korea was among the best performing markets globally supported by pro-market
corporate governance reforms.

Emerging Markets: EM delivered mixed performance through the year reflecting uneven economic
recoveries and varying policy decisions. Counftries with stronger fiscal positions and robust export
sectors particularly in Asia, while others continued to face currency pressures and tightening funding
conditions. Nonetheless, improving global liquidity prospects and moderating US yields contfinue to set
more constructive tone for EM flows going forward.

Global Benchmark Indices 2025 return (Y-0-Y)
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Regional equities review — Ghana tops USD return in 2025

Regional equity indices recorded a strong positive performance with Ghana recording the highest USD
return in 2025 of 152% Y-o-Y. The cedi's 40% appreciation against the USD drove outperformance against
other African markets. Higher global gold and cocoa prices improved Ghana's balance of payment
position and boosted FX reserves. Improving macro conditions including disinflation triggered aggressive
policy rate cuts. Furthermore, better-than-expected GDP growth in 2Q25 and 3Q25 created positive
investor sentiment for corporate earnings.

Nigeria followed with a 63% Y-o-Y USD refturn on improved macro stability, government reforms and
easing inflation which prompted the first policy rate cut in five years. Furthermore, the CBN lowered banks
cash-reserve ratio from 50% to 45% increasing banks liquidity fo drive credit growth. South Africa
delivered a 57% Y-o-Y dollar return on a stronger rand from higher metal prices.

East Africa: Within East Africa, Kenya recorded the highest USD return in 2025 at 52% on improving
macro condifions including stable inflation and currency which drove policy rate cuts. In Tanzania,
banking stocks (CRDB and NMB) drove equity market performance (+27.5% Y-0-Y) while gains on
Stanbic Bank Uganda and MTN Uganda drove the USE's performance.

Kenya: Kenyan equifies strengthened further in 2025 supported by the stable shilling, easing inflation
and improving earnings momentum in banks and select blue-chip counters. Local institutional investors
remained the primary source of liquidity as foreign participation stayed cautious but gradually
improved alongside macro stabilization. With valuations still discounted and policy conditions steadier
the market enters the new year with a more constructive tone.

Regional equities - 2025 USD return (Y-o-Y)
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Source: Bloomberg, NCBA IB Research
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Local market performance

In Kenya, the NASI maintained upward momentum with gains across a decent number of counters.
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NSE stock performance

Top Gainers - December 2025 Top Decliners - December 2025

Home Afrika

(4.2%) Wiliamson Tea
(4.6%) Uchumi

Limuru Tea

EABL (5%) Flame Tree Group

Olympia Capital (5%) E.A.Portland

Umeme (5%) Nation Media
ABSA Kenya (5%) KenyaRe
NSE (5%) Centum
KCB (8%) KenGen
KPLCpref (8%) Sasini

(12%) Car & General

Kapchorua Tea

Source; NSE, NCBA IB Research
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Stable macro in 2025

Currency: The Kenyan Shilling remained stable against the US Dollar in 2025 with a marginal Y-o-Y
appreciation of 0.23%. This stability is expected to be sustained by the Central Bank of Kenyad's
interventions through Open Market Operations along with support from diaspora remittances and
tourism inflows.

Currency Performance

Period USD/KES GBP/KES EURO/KES
Dec-25 129.01 173.65 151.43
Y-0- (0.23%) 7.06% 12.40%

Source: CBK, NCBA IB Research

Inflation: Headline inflation remained unchanged in Dec-25 at 4.5%. Overall consumer price Index
ticked up by 0.6% to 148.02 in December.

Looking ahead into 1H24, we expect inflation to remain below central bank’s midpoint target on stable FX,
lower global oil prices and increased food supply.

tatistic Change (bps)
CBR 9.00% 9.25% (25.00)
Inflation (CPI) 148.02 147.08 63.91

Source: CBK, NCBA IB Research

Liquidity conditions: Liquidity conditions eased during the month. Indicatively, the overnight
inferbank rate declined by 15.3bps month on month to close at 92.09%.

Statistic

Change (bps)

Average Kesonia Rate

9.09%

9.24%

(15.25)

Source: CBK, KNBS, NCBA IB Research

Interest rates: Short-term rates continued their downward trend with the 91-day and 364-day papers
declining m/m. Going forward, we expect the pace of decline to be more gradual compared o the

aggressive easing observed in 2025.

Prevailing rates Dec-25 Nov-25 M/M change (bps)
91 Day 7.78% 7.78% 0.32

182 Day 7.80% 7.80% -

364 Day 9.21% 9.38% (16.86)

Source: CBK, NCBA IB Research
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Yields on longer-dated government securities were also on a downward trajectory. Overall, we
anficipate a continued downward trend in the yield curve albeit at a slower pace. However, we expect
the curve to fick upwards in the medium term given the fiscal pressures to cover the budget deficit.

Government Securities Yield Curve
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Source: CBK, NCBA IB Research

Notable themes in 2025

= Significant changes in shareholding structure:
e In Dec-25, Safaricom announced that Vodafone Kenya will acquire the government’s 15%
shareholding which will see Vodacom SA emerge as the majority shareholder in Safaricom.
The government’s partial divesture is part of the broader SOE privatizations aimed at raising
revenue amid high fiscal pressures.

e Diageo also announced the sale of its 65% shareholding in EABL to Asahi Group marking a
further step in its strategy to exit the beer business in Africa. Diageo has been offloading beer
assets across several markets including Guinness Ghana Breweries, Guinness Nigeria, and
Meta Abo in Ethiopia. Asahi Group has a wide international footprint with operations in
multiple countries across Asia and Europe.

= Corporate issuances surge: Safaricom launched a KES 40Bn Medium-Term Note (MTN) Programme
re-igniting activity in Kenya's corporate debt market. EABL also returned to the bond market early
in the year. Rising investor appetite for high-grade corporate credit reflected stronger confidence
in issuers.



State-linked counters stay active: Government-driven actions were notable:
e Follow-through on the privatization Programme kept counters like KenGen, KPLC, EAPC in
play.
e Periodic government communication triggered trading spikes.
e Investors speculated around valuation resets, debt restructuring and governance reforms.

Macro environment turned from headwind fo stabilizer: Kenya's macro environment in 2025 was a
tailwind for equities in almost three years driven by shift in monetary and external position. With
inflation firmly within target and FX pressures muted, the CBK initiated a gradual policy-rate
reduction lowering yields on medium-term government paper and slowly redirecting liquidity back
toward equities and corporate bonds. The shilling remained far more stable than the volatility seen
in 2023-2024. Global rate-cut cycles by the Fed and ECB also revived appetite for frontier-market
exposure.

Furthermore, softer global oil prices reduced import costs and improved the current account
position. Overall, these dynamics combined strengthened investor confidence and significantly
enhance foreign demand for Kenya's risk assets.

Rare surge in new listings: 2025 saw a spike in IPOs/listings with three new firms listed - the highest
number in a decade. Among them: Shri Krishana Overseas (SKL) and an infrastructure-asset backed
security fied to construction of a national stadium.

Roll-out of new sector index: The NSE launched a dedicated Banking Sector Index in late 2025 to
frack all major listed banks, aiming to improve transparency for sector-focused investors and pave
way for potential ETFs or index-linked instruments.
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1. General Disclaimer
This research report (Report) has been prepared by NCBA Investment Bank (NCBA-IB) and contains detailed

industry analyses, stafistics and forecasts exclusively for informational purposes and is infended solely for the use of
NCBA-IB clients and may not be distributed, published, or reproduced, in whole or in part, nor may its contents be
disclosed to any other party without the express written consent of NCBA-IB. While this Report contains analyses
and insights aimed at assisting customers in making investment decisions regarding various securities, it does not
constitute an offer, solicitation, or recommendation to buy or sell any securities, and it is not infended to provide
the basis for any evaluation of the securities discussed herein. NCBA-IB expressly disclaims any responsibility for errors
and omissions in this Report. The Information set forth in this Report has been obtained from sources believed reliable
and developed through the application of independent judgement, but NCBA-IB does not warrant ifs
completeness or accuracy. Opinions expressed in this Report are current viewpoints as of the date of issue and are
subject to change without noftice. Furthermore, NCBA-IB is under no obligation to update or keep the information
current. While every effort has been made to ensure the accuracy and completeness of the information provided,
no representation or warranty, express or implied, is made as to the accuracy or completeness of the information
contained herein, and nothing contained herein is, or shall be relied upon as, a promise or representation as to the
future performance of any securities or financial product and market conditions which may change and this might
materially impact the accuracy and validity of such analysis.

2. Use of Information
The information presented in this Report is infended solely for informational purposes and is not a comprehensive

freatment of the topic at hand. NCBA-IB makes every effort to use reliable, comprehensive information, but we do
not represent that the information is accurate or complete. NCBA-IB is not responsible for errors or omissions nor for
results obtained from the use of this information. All information is provided "as is", without warranty of any kind,
express or implied.

3. No Guarantees on Performance
NCBA-IB, its affiliates, employees, or any associated entities provide no guarantee, warranty, or representation

regarding the potential performance or expected outcomes of any investment or financial fransaction referenced
within this document. Investment values can fluctuate, and the past performance of a security, industry, sector,
market, financial product, frading strategy, or individual investment does not guarantee future results or returns.

4. Independent Decision Making

Recipients of this Report are strongly advised to make investment decisions based on their own investment
objectives, careful consideration of their financial situation, operational capacity, and the availability of resources.
It is recommended that all clients conduct thorough due diligence and, where appropriate, consult independent
financial, legal, tax, or other professional advisors to assess the suitability of any potential investment.

5. Limitation of Liability

The Bank, its affiliates, and their respective officers, directors, employees, or agents accepts no liability whatsoever
for any direct or consequential loss or damage arising from the use of this Report or the information contained
herein. Past performance is not necessarily indicative of future results, and NCBA-IB does not undertake that the
recipient of this report will obtain profits or avoid incurring losses. This Report does not constfitute a personal
recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in these reports is suitable for
their particular circumstances and, if necessary, seek professional advice, including tax advice.

6. Authority to Enter Contracts
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Please be advised that legally binding obligations on behalf of NCBA-IB can only be established through formal
written agreements, duly signed by authorized representatives of NCBA-IB. No electronic communications or
implied agreements through informal communications shall be considered binding under any circumstances.

7. Disclosure Statement
NCBA-IB may, from time to time, participate orinvest in transactions with the companies mentioned herein, perform

services for or solicit business from company(s) mentioned, and/or have a position or effect fransactions in the
securities or options thereof. Members of NCBA-IB, its principals or affiliates, may have a financial interest in securities
of the companies mentioned in this report.

8. Conflicts of Interest
NCBA-IB may engage in fransactions in a manner that is inconsistent with the recommendations made in this

Report, and it may have commercial relationships with entities mentioned in this Report. NCBA-IB may have
provided advice or investment services relating to the investments concerned or a related investment to any
company mentioned in this Report prior to its publication. Further, NCBA-IB may receive compensation for these
services and acts as a market maker or liquidity provider in the securities that are the subject of this report. NCBA-
IB does not prepare research on entities within its corporate group ("the NCBA Group") or other entities where a
real or perceived conflict of interest may exist.

9. Confidentiality

This Report is confidential and is intended only for the person or entity to which it is addressed. It may contain
confidential, proprietary, or legally privileged information. No confidentiality or privilege is waived or lost by any
misdelivery or fransmission errors. If you are not the intended recipient, please immediately delete it and all copies
of it from your system, destroy any hard copies of it, and notify the sender. You must not, directly or indirectly, use,
disclose, distribute, print, or copy any part of this report if you are not the intended recipient.

10. Intellectual Property Rights

All content, data, analyses, graphics, and logos provided in this Report are the exclusive property of NCBA-IB and/or
its affiliates, unless otherwise noted, and cannot be copied, distributed, tfransmitted, displayed, published, or
broadcast without the prior written permission of NCBA-IB.

11. Regulatory Compliance

This Report is also subject to regulatory restrictions and obligations that may affect its use. NCBA-IB produces
research reports which adhere to regulatory standards. This document may not be distributed in any jurisdiction
where its distribution may be restricted by law, and persons into whose possession this document comes should
inform themselves about, and observe, any such restrictions.

12. Use and Distribution
These materials are intended only for clients of NCBA-IB, and may not be reproduced, redistributed, or copied in
whole or in part for any purpose without the express written consent of NCBA-IB

© 2024 NCBA-IB. All rights reserved. This document contains intellectual property belonging
to NCBA-IB. Unauthorized use is prohibited. For further information regarding the
methodologies used or data in the report, contact NCBA-IB at
ncbaresearch@ncbagroup.com

10


mailto:ncbaresearch@ncbagroup.com

