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PRESENTATION OUTLINE

 BENEFITS OF CAPITAL MARKETS TO THE PENSION FUND INDUSTRY

 BENEFITS OF PENSION FUND INDUSTRY TO CAPITAL MARKETS

 RISKS THAT PENSION FUNDS POSE TO CAPITAL MARKETS

 A SNAPSHOT OF KENYA’S PENSION INDUSTRY

 PENSION FUNDS INVESTMENT IN THE KENYAN CAPITAL MARKET

 CAPITAL MARKETS STRATEGIES

 MAIN FINDINGS AND RECOMMENDATIONS OF THE JUST CONCLUDED FIRST 
INFRASTRUCTURE CONFERENCE
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BENEFITS OF CAPITAL MARKETS TO THE 

PENSION INDUSTRY

Corporate Governance

Choice of Investment Products

Enhanced Transparency through disclosure rules 

and regulations

Diversification of Risk in Pension portfolio
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CHOICE OF INVESTMENT PRODUCTS

Equity

Corporate Bonds

Treasury Binds

Asset backed securities

- Infrastructure Bond, Municipal Bonds etc

Collective Investment Schemes

REITs (Future)

Derivatives (Future)
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BENEFITS OF THE PENSION INDUSTRY 
TO THE CAPITAL MARKET

 Specialization in the financial sector 

 Develops the market for long-term Government and 

Corporate bonds - increases possibilities of Public Debt 

management

Positive impact on the term structure of interest rates, 

the stock market and growth
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FOOD FOR THOUGHT: POLICY DILEMMA

Should we improve capital market 
regulations to speed up the 
development of local securities 
markets, or loosen pension fund 
portfolio restrictions?
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SNAPSHOT OF KENYAS PENSION 

INDUSTRY ðDECEMBER 2007

Pension industry funds ïKshs 280 bn (5% of GDP & 
projected to hit Kshs 300 bn in asset value in the 
next 2 years)

Pension Industry asset portfolio ïKshs 264 bn

Number of occupational schemes ï1350

Number of individual RB schemes ï14

Fund Managers ï16

NSSF pension funds ïKshs 82.2 bn (29.4% of total 
industry funds)
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PENSION FUND INVESTMENT REGULATIONS/GUIDELINES

Categories of Assets Maximum % of 

aggregate market value 

of total scheme assets

1 Cash and Demand deposits 5%

2 Fixed deposits, Time deposits and certificate of deposit 30%

3 Commercial paper, corporate bonds, mortgage bonds 

and loan stocks

30%

4 Kenya Government securities and CIS’s 70%

5 Publicly quoted preference and ordinary shares in EA 

and CIS’s

70%

6 Unquoted shares of Kenyan companies and CIS’s 5%

7 Offshore investments; bank deposits, government 

securities, quoted equities, rated corporate bonds and 

offshore CIS’s

15%

8 Immovable property and units in property trust schemes 30%

9 Guaranteed funds 100%

10 Any other assets (commodities, CDO’s etc)10%
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PENSION FUNDS INVESTMENT IN 

KENYAN CAPITAL MARKET

AInvestment portfolioðKshs 182.4 bn

AInvestment in equities ðKshs 95.2 bn (10.8% of
Market Capitalization)

AGovernment Securities (outstanding)ðKshs 71 bn
(10.7%)

AOffshore investmentsðKshs 9 bn

AImmovable PropertyðKshs 7.4 bn

ARate of ReturnðAverage 10-16%

ANSSF ðKshs 38.8 bn in equity (4.4 % of market
capitalization; 40.8% of pension industry investment
in equity).
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PARTICIPATION OF FUND MANAGERS IN THE PENSION INDUSTRY IN 

THE KENYAN CAPITAL MARKETS

Holding of Corporate Bonds by Class of Investor as at 

September 2008

54.6%7

5.36%

28.95%

4.6%
6.43%

Banks Insurance Fund Mangers Inv. Companies individuals
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PENSION FUNDS AND INFRASTRUCTURE 

DEVELOPMENT

Foreign capital flows has resulted into infrastructure 
projects facing severe foreign exchange risks.

This situation underscores the importance of 
developing domestic sources of long-term capital. 
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CONTé

The major and sometimes only sources of domestic 
long-term capital are local pension fund resources. 

It is imperative that these resources be tapped by 
infrastructure projects. If they are to tap their 
resources successfully, project developers and the 
international project finance industry must be aware 
of the special needs of local pension funds. 
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CAPITAL MARKET STRATEGIES

Reforms in the contractual savings sector to allow 
pension funds to directly invest in private 
infrastructure projects

Review the Policy and Regulatory Framework

Sensitizing Investors on opportunities in the Capital 
Markets
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STRATEGIES

Tax incentives to invest in private 
infrastructure securities;

Risk mitigation strategies such as requiring 
credit ratings for infrastructure securities;

 Credit enhancement- insurance, letters of  
credit, guarantees etc
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CONTé

If regulations of pension funds were to be 
relaxed to allow investments in private 
infrastructure projects and, in turn, these 
projects adapted their financial instruments to 
the needs of those pension funds, both 
parties would be able to reap significant 
tangible and intangible benefits.  
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Vision 2030

In laying the foundation for the 
economic pillar of the Vision, there is 
need to build an enabling environment 
for the private sector in order to fully 
unlock its potential and to become 
globally competitive. One of the key 
elements in the Medium Term Plan for 
this strategy is:

CONCLUSION
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CONTé

Accelerated   rehabilitation and expansion of 
our infrastructure and basic amenities
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CONTé

THE KEY SECTORS TO ACHIEVE THIS ARE

CAPITAL MARKETS;

BANKING;

PENSIONS;

INFORMAL FINANCE; AND

INTERNATIONAL CAPITAL.
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FIRST INFTRASTRUCTURE 

BOND CONFERENCE-

HIGHLIGHTS

Held in Nairobi on October 27-28, 2008

Opened by the President and closed by the 
Prime Minister of Kenya

Attracted over 350 potential issuers of 
infrastructure bonds- mainly state 
corporations, local authorities

Also attracted transaction advisors-mainly 
investment banks and stockbrokers
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MAIN FINDINGS

Kshs 360 billion required to meet infrastructure 
development in Kenya

Treasury unable to infrastructure financing -hence  
encourages Private-Public Sector Partnership

The Capital Markets Authority provides an existing 
robust Regulatory framework for issuance of 
Infrastructure Bonds- Public Offers Regulations 2002 
(Fixed Income Securities), Asset Backed Securities 
Regulations 2007 and Credit Rating Guidelines 2002
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MAIN FINDINGS

A number of state corporations already meet  
eligibility requirement e.g. Kenya Airports Authority, 
Kenya Pipeline Corporation

Local Authorities do not qualify-main reason includes 
legal form, organization structure and corporate 
governance challenges- it is not known who the real 
issuer is and where liability falls

Need to restructure Local Authorities and many 
State Corporations to allow them to establish a 
Special Purpose Vehicle (SPV)
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MAIN FINDINGS

Whether local authorities/state corporations 
have poor balance sheets, they could still 
target  profitable departments 
/subsidiaries/sectors within their enterprises 
whose quality receivables could be ring-
fenced for purposes of issuing ABS- as has 
been done in Malaysia.

Targets include Kenya Railways Corporation, 
NHC and several Local Authorities
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MAIN FINDINGS

Credit enhancement is crucial for ineligible but 
potential issuers. The Government is considering 
guarantee for meritorious cases such as NHC

There are sufficient tax incentives for pension funds 
to invest in Infrastructure Bonds - e.g corporate 
bonds of more than three years tenor attract NO tax 
on interest income; capital gains tax repealed in 
Kenya more than 15 years ago; mandatory credit 
rating for issuers for ABS
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MAIN FINDINGS

With regulatory and policy framework in 
place, there exists an enabling environment 
for the pension sector to invest in 
Infrastructure Bonds
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