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TREASURY MARKET UPDATE 26TH MAY 2021

DOMESTIC NEWS

The Kenya shilling firmed against the dollar on Tuesday helped by
export dollar inflows which curbed expectations of a rally. In today's
session, the local unit remains exposed to depreciation due to end
month dollar demand from key sectors. However, sufficient foreign
exchange reserves, a rebounding flower exports and lower dividend
repatriation for companies continue to provide a buffer for the shilling
against extreme depreciation. By close of the day, the local unit stood
at 107.60/80, compared to the day's opening of 107.85/108.05.
Elsewhere, eyes will be on the monetary policy team of the Central
Bank of Kenya (CBK) as it meets today amid projections that inflation
would edge higher on costlier fuel against a backdrop of a fragile
economy. Kenya's year-on-year inflation slipped to 5.76% in April after
rising for four consecutive months to 5.90% in March. That said, the
slowing of headline inflation in April could be related to lockdown
restrictions instituted during the same period to curb arise in covid-19
cases. A relatively stable currency may ease price pressures in the
coming months mostly due to food and transportation base effects.

In the 2021/22 Budget, KES 26.6 Billion has been set aside to
implement a post-COVID-19 recovery plan, with KES 8 Billion to
provide liquidity to businesses. However, the benchmark rate is
unlikely to change, given the need to stimulate economic growth in
the country.

Indicative Forex Rates

INTERNATIONAL NEWS

The dollar extended its nearly two-month slide against major
peers on Tuesday as U.S. Treasury yields fell and the yield
curve flattened on U.S. Federal Reserve arguments for easy
monetary policy despite current inflationary forces. The
greenback has declined on the belief that low U.S. rates will
drive cash abroad to capture gains now that other economies
are beginning to recover more quickly from the pandemic.

Itis likely be weak against many currencies until markets see
stronger U.S. economic data and interest rates. Stronger data
could come on Friday with new readings on U.S. core consumer
prices in April and a survey of purchasing managers.

The U.S. dollar index, which measures the greenback’s strength
against a trade-weighted basket of six major currencies, fell by
0.23% to 89.63.

Euro climbed 0.32% to $1.2260 as the EU continues to step up
its pace of vaccinations. Germany, the engine of the EU
economy, reported business sentiment data for May that
topped market expectations. The outlook for the Eurozone’s
economy continues to improve, with many key economies in
the block further easing lockdown restrictions this month.

The British pound stalled at $1.4160 as though it could not
break through $1.4200 as it needs fresh evidence of British
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