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The Pricing of Loansin the Tanzanian Market
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\The Pricing of Loansin the Tanzanian Market
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Loan (1) =Risk Free (i) + Credit Risk Premium

Loan (1) = Interest Rate Paid by Borrower
Risk Free (i) = One Year Treasury Bill rate

Credit Risk Premium = C+C+C+C (the four C's of
credit risk)
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A Risk Free (1) =1 Year Treasury Bill rate
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A Credit Risk Premium = C+C+C+C
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The Four Csof Credit Risk

v Character — Integrity of management and their
commitment to repay the loans

v’ Capacity — The availability of cash to repay loans

v Collateral — The value of assets offered as security
for loans

v Covenants— Thetermsand conditionscontained in
the lending agreement
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Loan (1) = Treasury Bill (1) + Credit Risk Premium
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Non-performing Loans % vs. Credit Risk Premium
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Non Performing Loans % vs. Credit risk premium
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v Non Performing Loans% - Thisisahisorical
reflection on the four Csof credit risk in the Tanzanian
economy. Currently 3.7 % of all loans become non
performing

v’ Credit risk premium — Thisisthe credit risk
premium charged by banks after analyzing and
evaluating the four C’s. Currently banks charge on
average 5.2 %

v’ Profit Soread — Thisisthe margin left after providing
for the non performing assetsthat banks can useto
cover operating expenses. Currently only 1.5 % G\
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Non Performing Loans % vs. Credit risk premium
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v' Thereisadownward trend in both the Non
Performing Loans % aswell asthe credit risk premium
charged by banks.

v  Thisisan indication that the private sector’s
performance in termsof the four C'sof credit risk is
continuoudy improving.

v On the other hand banks have recognized this
Improvement by reducing the credit risk premium
charged accordingly.
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Credit Risk Premium TZ vs. Credit Risk Premium SA
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Credit Risk Premium TZ vs. Credit Risk Premium SA

.
v The credit risk premium paid by the private sector
In TZ compared to the credit risk premium paid by the
private sector in SA showsthat the premium in
Tanzaniaiscurrently 1.9 % higher.

v Thisshould be seen in context. The Non performing
asset % in TZ isaso ggnificantly higher than the same
Index in SA.

v'The aboveisan indication that thereissill some
room for improvement by the private sector with
referenceto the four Csof credit risk in order for usto
compete on level playing fieldswith our counterparts
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A Total Loansvs. Total Deposts
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Money Market Qurplus
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Money market surplus
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v Qurplus— Currently amoney market surplusexiss.
Therefore supply isbigger than demand i.e. depost
baseislarger than loansto the private sector

v' What happensto the surplus ?— Banks place surplus
money with off shore banksand with the Bank of
Tanzaniaat relatively low yieldsbut at the same time at
lower credit risk.

v’ Effect on deposit rates— Like with any commodity an
oversupply will reault in the price of the commodity
being depressed.
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What impactson the level of depodt rates?
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v Qurplug Deficit — Currently the majority of banks
have surplusfundsasexplained in previousdides. An
over supply resultsin lower depogt rates.

v' Term of depodts— Banksrun aliquidity risk having
to lend long-term money funded by shorter term
deposts. Thisresultsin banksbeing willing to pay
higher rateson longer term depostsbut lower rateson

short term deposts.
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|
What impactson the level of depost rates
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v Credit rating of Banks— Bankswith higher credit
ratingswill offer lower depost ratesastherisk of
default to the cusomer islower. Same principle asthe

four C'sapproach used to analyze credit risk of Loans.

v Operating cost — The cost of making deposited funds
available to clientsby means of delivery channelsi.e.
branch networks, Atm’sand internet banking will
Impact on depogt rates. The bigger and the more
sophigicated the delivery channel infrastructurethe
higher the cos of delivering the serviceto theclient. In
return the customer hasaccessto funds 24/7 aswell as
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A The Liquidity Risk of Banks
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Depodgt trendsin the Tanzanian Market
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v' Bankshave sarted increasng the interest
percentage payable on term depost. Unfortunately the
level of term deposits have not increased sgnificantly
Indicating depostors preference to keep money at
lower ratesaslongasit ison call.

v Term depodt ratesare now higher than the inflation
rate resulting in apodgtiverea return for depostors
willing to place money on term deposit.

v’ Cdl deposit ratesremain low in linewith
International practice asbanksrun aliquidity risk on
these funds.
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A The end.
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Thank you.

Thefloor isopen for discusson under the Chairmanship of
Ambassador C.M. Nyirabu.
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