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Investors’ headache over proposed Kenya, Uganda oil pipelines
MARKETS REVIEW
ALY KHAN SATCHU

Africa plays catch
up with equities
performance

CONSTANT MUNDA / The decision by investors
to sink money into the proposed Kenya or
Uganda crude oil pipeline will depend on how
risk factors will be addressed, economists at
pan-African lender, Ecobank, have said.
The economists, in an outlook report, see
the size of reserves, net present value of
the reserves, the cost of building pipelines,
field development costs and the stake the
government will take as major factors likely to
shape investment decision.
“The engagement of the government has
been mixed and it is tricky. If you ever try to

build a pipeline, you’ve got to bring everyone
on board,” Ecobank’s head of research Edward
George said. “Naturally, we have rivalry
intentions between Kenya and Uganda...that’s
very difficult in terms of investor: how do you
balance?”
Kenya decided to continue with plans to build
a crude oil pipeline from oilfields in south Turkana
to the proposed Lamu port at an estimated cost
of $2.1 billion (about Sh217.08 billion). This was
after Uganda in April 2016 pulled out of the initial
plan to jointly build the pipeline from Hoima
oilfields to Lamu via Lokichar at an estimated

cost of $5 billion (about Sh516.85 billion).
Uganda opted for connection to Tanga port
in Tanzania at an estimated cost of $4 billion
(Sh413.48 billion), largely citing insecurity
in northern Kenya and land compensation
concerns.
“Uganda’s pipeline
is probably more
economic, but Tullow and its partners have
various options in Kenya,” Goerge said. “They
could rediscover more reserves and monetise
these for other companies via the pipeline, link
pipeline to South Sudan and Ethiopia or reestablish pipeline link with Uganda.”

D

eveloped markets stock markets have been on a
roll for a few months now. The US Dow Jones is at a
record, the Nasdaq is back at 1999 highs, and from
Europe to Asia we are at records.
The rally has been relentless with the EMBI [Emerging
Markets bond Index] at its tightest spread for about three
years. Emerging markets have come back into favour with
Narendra Modi’s India leading the charge.
Of course, the US is tightening, but the equity markets
appear to be comfortable with the Federal Reserve’s
incremental and gradualist approach of 25 basis points a
pop.
Valuations are stretched on a P/E basis but what I have
learnt is that momentum is a powerful beast and right
now it continues to point higher. South African assets had
also been on a roll until President Jacob Zuma decapitated
Pravin Gordhan [former Finance minister] in his midnight
strike, and the rand promptly reversed course.
The rest of Africa had badly lagged this global rally. Here
in Nairobi, the All Share crashed -10.11% from the start of
the year through March 8. The Nairobi NSE20 slumped
-12.467% through January 30 when it closed at a multiyear low.
Everyone I spoke to was ready to throw in the towel.
Over on the West side, Nigeria’s All Share was -8.53%
through March 6 of this year. Ghana has been a stand-out
this year, but overall the sub-Saharan Africa’s markets
started the year seriously in the doldrums.
Well, we have seen quite a meaningful rebound of late.
The Nairobi All Share is now +3.34% in 2017 and at a sixmonth high, the NSE-20 Share Index is also at a six-month
high. The Nigerian All Share is now +4.9% in 2017 and at
a nine-month high and just came off an eleven session
winning streak. There has been a significant mood change.
These deadline numbers, however, veil an even more
extreme performance at the individual stock level. Sure
you can buy the indices, but you would have missed some
simply alpha and exponential gains. Safaricom has rallied
+26.9875% off its 2017 closing low, while KCB is +45.8% off
its 2017 lows. Kenya Airways is +16.23% in 2017.
Of course you still have to exercise a strict stockpicking discipline because there are some counters which
increasingly look like they have entered a death spiral
[Mumias Sugar is an example]. Local institutions have been
driving the rally in Nigeria, and here local institutions [with
some exceptions] are massively underweight at the equity
market.
They have been snaffling up government bonds for a
number of years now. Soon, they will have no option but to
re-enter the equity markets, otherwise their performance
will be woeful in the comparison. So I am expecting
momentum to build. Of course, with an election in August
and food inflation at 21% year-on-year, Caveat Emptor still
applies.
Aly-Khan is a financial analyst.
www.rich.co.ke

An investor monitors prices on the trading board at the
Nairobi Securities Exchange on January 13 /FILE

INFRASTRUCTURE DEVELOPMENT

Kenya seeks cash from
China for key city roads

Macharia says government will fast-track a major infrastructure
development programme aimed at decongesting Nairobi

PAUL ILADO IN BEIJING/ The government has requested China to provide
fresh financial support for the expansion of two key roads that were built
three years ago to ease traffic congestion in Nairobi.
Transport CS James Macharia, currently accompanying the President in
China for a major infrastructure conference dubbed Belt and Road Forum,
told journalists on the sidelines that
there is urgent need to expand the
Eastern and Northern Bypasses.
The plan, he said, is to convert the
two roads to dual highways because
the traffic has grown tremendously
since they were opened.
“If you look at our situation today,
we have more vehicles than we should
have,” Macharia said.
The Northern Bypass runs from
Ruaka to Ruiru, while the Eastern one
runs from Mombasa Road through Cabanas, Pipeline, Njiru and Thika Road
onwards.
The Southern Bypass, is from Ki-

kuyu to Mombasa Road, through
Ngong Road
The new initiative will be part of the
wider plan to decongest Nairobi.
Macharia also announced that the
government will fast-track a major infrastructure development programme
aimed at decongesting Nairobi in the
next two years.
Apart from starting the construction of a new light rail system, the government plans to develop a new road
on top of Mombasa road to Kangemi,
and will also build the new Western
Bypass from Ruiru to the Nairobi-Nakuru highway.
While in China seeking fresh funding commitments for the new projects,
Macharia said that the government already has cash for most of the projects
it is undertaking.
“These projects are at the tail end
of planning and financing sourcing.
Once the paperwork is completed, you
will see massive construction work
across the city that will dramatically

change the face of the city,” Macharia
said in an interview.
The CS said construction work
on the light rail will start within six
months, with a Chinese company
building a new line from Syiokimau to
Jomo Kenyatta International Airport.
The next big project will be the
construction of the new road from
JKIA, on top of Mombasa road to James
Gichuru.
According to Macharia, the first
phase of this project has already begun
from Rironi to James Gichuru where
the contractor is already on site.
Phase two which will cover James
Gichuru and Ole Sereni, will start early next year while the final phase, from
Ole Sereni to JKIA will start around
June next year.
With the expansion and dualing of
Outering road almost complete, the CS
announced that the government was
now looking for money to dual the
Northern and Eastern Bypasses which
have heavy traffic.
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