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Agenda

• What constrains Western FIs in servicing Africa

• What can be done to resolve this
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Low demand: The African phenomenon of ‘Arm chair Banking’
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Asset composition of banking sector, Dec-08
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Funding constraints: the role of DFIs

Loans

Other

(SME) loans 
not everywhere 

perceived as 
attractive risk-
return assets

term assets



Funding constraints: the role of DFIs

Low Supply: Required base rates and margins are high

The dollar margin of an AA bank 
Increases with the T-bill rate

Margin

Source: Central Banks, Wells Fargo, FMO calculations

Wells Fargo’s long-term debt cost

6M

T-bill



Demand and supply struggle to meet each other on pricing

Interest

rates

T-bills

Lending

Demand and supply for Tanzanian banks, Q3-09

Derived demand for funding

Derived supply of funding
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Term 

(years)

T-bills

Source: Bank of Tanzania average rates for 2006, FMO calculations

… while supply 
is at a spread 
above T-bill

Demand is at a 
spread below 

lending rates …



Currency, price and process: main hurdles to match demand 
and supply

Demand from
African Financial Institution

Supply from
International investors

Hurdles?

Foreign currency 
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Currency

Price

Red tape

Local currency

Local market 
circumstances

Fast process and 
tailored requirements

Foreign currency 
(USD/EUR)

International markets 
and alternatives

Full compliance and 
legal coverage



First step to solve the currency hurdle is further developing 
hedging markets

Hedging market should further developed
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TCX offers hedging

TCX not able to offer hedging (yet)



Pricing: For Africa specifically there may be a diversification 
advantage

Annual real GDP growth per region
Correlation with 

Euro Area
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Source: IMF World Economic Outlook Apr-09
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Pricing: first align investors’ perception of risk and actual risk

WEF Global competitiveness indicator -
Soundness of banks 2008

1 Canada

15 South Africa

17 Namibia

1 Canada

6 South Africa

7 Namibia

WEF Global competitiveness indicator -
Soundness of banks 2009
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17 Namibia

38 Botswana

40 United States

48 Malawi

64 Kenya

67 Zambia

87 Nigeria

92 Mali

94 Tanzania

122 Zimbabwe

127 Chad

7 Namibia

31 Malawi

47 Botswana

53 Zambia

61 Kenya

92 Nigeria

105 Mali

107 Tanzania

108 United States

124 Chad

131 Zimbabwe

Source: WEF – Executive opinion survey: Banks in your country are (1 = insolvent and may require a government bailout, 7 = generally healthy with sound balance sheets)



Overcoming the investment hurdles

Currency Further develop hedging market

Leverage portfolio diversification
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Price

Red tape

Take diversification advantage into account

Align risk perception with reality

Take the required risk to earn a return

Adjust compliance requirements to fit the individual institution

Align reporting requirements to local circumstances



Thank you!Thank you!


