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INTRODUCTION

The NSE Yield Curve and implied yields report are generated on a daily basis. The Implied yield
provides a list of all listed bonds at the NSE providing their key features such as; Security code,
ISIN number, Issue date, last and next coupon payment dates, Maturity date, outstanding

amounts, coupon rate, implied yield, clean and dirty prices and accrued Interest.

The main purpose of this report is to provide the market with current yield to maturity for
each bond which informs the clean and dirty price at the day. The report thus is useful for
daily bond portfolio valuation and marking to market based on the trading activity at the

Nairobi Securities Exchange Plc.

THE IMPLIED YIELDS COMPUTATION

The day’s implied yields are generated from the NSE bonds Quotation board which is a factor
of the daily average volume weighted traded yields per bond, daily average volume weighted

guoted yields per bond from market participants, and the previous day’s implied yields.
i) Yield to Maturity Rates from Primary Market Auction;

Primary market auction YTM rates are given priority over other categories during
implied yield generation. Weekly T- Bill action rates are incorporated in the
computation to cover short end bonds, Primary auction yield to maturity rates for re-
opened bonds and tap sales are incorporated in the computation for the longer

tenors.
ii) Yield to Maturity rates from Secondary Market Trading;

From the secondary market trades, daily trades for the respective trading sessions are
factored during computation. YTM rates are selected from trades with 50Million and
above face value excluding Sale Buy Back Transactions. The NSE uploads the daily bond
trade file in the quotation board system after which the average volume weighted
yields per traded bond is computed.

iii) Yield to Maturity Rates from Quotes received from Fixed Income Trading
Participants.
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To cover the bonds that haven’t traded in quantities required as provided in (ii) above,
the NSE requests for quotes from fixed income market participants through the NSE
guotations board. The Participants are expected to provide two-way bid and offers for
government benchmark bonds and all the other bonds within their portfolio. The two-
way quotes from market participants should be within a spread of 100 basis points
and the quotes should within a maximum limit of 100 basis point above and below the
previous day’s implied yields. The bond quotes are submitted before 9.00am on each
trading day. To facilitate effective contributions the NSE publishes the benchmark

bonds periodically within the bond quotations board.

The Implied Yields are generated based on the daily average traded and quoted yields on
benchmark bonds. The NSE employs a log-linear interpolation to arrive at the day’s implied

yield of all the other non-benchmark FXD bonds.

THE YIELD CURVE GENERATION

The Yield Curve depicts the relationship between the implied yields of the listed fixed rate
bonds and the tenures to maturity. The Yield Curve is generated based on FXDs implied yields.
To achieve the curve, the quotation board interpolates the implied yields to calculate an
indicative rate per tenure (i.e. 2-23 years). The one-year (364 day) bill provides the rate for

the one-year tenure.
REBALANCING

The NSE may rebalance the Yield Curve Based on actual trades on a monthly basis. This is in

the event that indicative yields are not in arm’s length with the actual average firm trades.

KEY POINTS OF NOTING

v NSE Factors traded yields of trades above Kes.50 million traded within the day.

v" NSE Factors Primary Auction activity within the day to determine the rates at the
short end of the curve (Below 364 days).

v" Market Participants contribute bond quotes by 9.00am every day which are volume
weighted and factored where a bond has not traded within the day.

v" TheYield Curve is generated based on FXDs implied yields whose yields is calculated

using log linear interpolation on benchmark bonds.
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v IFBs YTM are not factored during yield curve generation.

For more details please contact;

NSE Trading; trading@NSE.CO.KE ; tradeops@NSE.CO.KE
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