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Introduction
Banking sector does have a bloody relationship with all sectors in 

the economy and strengthening of banking system in a country would 
lead to develop the country economy otherwise the banking crises 
can affect the economy as a wholes. Since all sector pass through the 
banking service to reach their financial target, the banking crises which 
arise from credit crunch can affect all sector in the financial system. The 
bank toxic asset is the only major sources of financial crises that created 
by credit crunch lead the bank to prone lending and consequences later 
retarding the country economy. Since many sub-Saharan Africa are less 
integrated into global market, the global financial crises will affect the 
living standard of the countries and expected to lead to higher level of 
global poverty [1]. By managing credit risk, liquidity risk and interest 
rate risk banks could increase their competitive advantage which in 
turn lead then to increase their shareholder value and this could also 
keep safe the counterparty risk should the bank continue managing its 
risks which could arise in operation [2]. 

The bank risk management feasibility study is less integrated with 
the borrower’s project failures when the feasible project comes into 
reality. Uncertainty of the borrowers’ business project outcome that 
led the loan repayment to be uncertain led banks failure common in 
every country. To mitigate risk bank secure loan against collateral 
which help to cover the remaining loan amount by selling the pledge 
property publicly, however, the collateral foreclosed may not cover 
the remaining loan balance which may be latter repaid by searching 
attachable properties in the name of the principal borrower. If the 
remaining loan balance uncovered by selling the properties of the 
borrowers, the toxic asset remained in the balance sheet exposed the 
bank to fail ultimately and thereby the bank suffer from capital erosion 
and deposit run by depositors [3]. In traditional banking activities after 
loan disbursement to borrower, the loan repayment collection process 
became too long which also lead the bank to liquidity problem in short 
run.

The main cause of bank’s credit crunch and liquidity problems is 

that bank holds the customer fund as its own asset in balance sheet. 
The bank buying and selling of fund to get excessive revenue from loan 
has deprived the right of customer to get reasonable benefit from their 
deposited fund at bank. Because of these facts, bank unable to control 
dynamic credit and liquidity risk from time to time. In order to solve 
these problems banks are shifting from traditional banking activities to 
non-traditional banking activities to get noninterest income to avoid 
the risk related with credit crunch [4]. As a result, the interaction of 
demand and supply of money created a credit risk transferring market 
at which the bank exercised transferring of credit risk from originating 
and holding on balance sheet to originating and disbursing to investors 
in the market even though this has not yet solved the bank credit 
crunch and liquidity problems [5].

However, an interest rate commission agent banking business 
model can bring mutual benefit for investors, entrepreneur, depositors 
and the bank by establishing lucrative interest rate directly to fund 
providers and the bank to satisfy the demand of the entrepreneur. Since 
the bank administer the investor loan funding having collected the 
interest rate commission from investors credit price, the bank balance 
sheet doesn’t affect by the balance sheet risks such as credit risk, liquidity 
risk, market risk and operational risk. And also, the bank mobilizes 
more stable saving by paying discrete interest rate incentive. Since the 
model can work with other banking business model according to the 
organization’s incentive, structure, culture and skill of the employees, 
it can protect the bank and fund provider from windfall and permanent 
banking risks for which other business models failed to do so. Since 
the bank gets uninterrupted commission income without holding the 
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depositors’ fund as its own asset in balance sheet and without paying 
funding cost to an investor’s loan funding, the bank’s sustainability in 
market can be kept more by applying an interest rate commission agent 
banking system.

The organization of the paper designed as follows: section 4 
discusses how bank get relief from bank toxic or non-performing asset 
or contagion and liquidity problems, section 5 discuss how banking 
problems could be solved being bank as financier and commission 
agent for investor loan funding, section 6 discuss how commission 
agent bank keep bank’s sustainability in the market, section 7 discusses 
the determinants of an interest rate commission agent bank, section 8 
discusses how to transfer credit risk to investor and entrepreneur to 
solve liquidity and credit risk and Finally section 9 puts conclusion 
remark.

Relieving Bank from Toxic Asset, Nonperforming Asset 
or Contagion

The bank faces solvency problem as a result of holding toxic 
or impaired asset which can be the source of financial crises [6]. 
As the toxic asset of the bank increases the bank profitability will 
decrease. Since toxic asset has an inverse relationship with capital, 
the sensitivity to change capital of the bank will positively affect the 
bank’s profitability. In order to refill the liquidity gap, banks lend fund 
to similar financial institution to develop interbank market without 
considering their counterparty losses and credit worthiness that can 
expose to bank toxic asset. Since contagion is a financial institution 
disease that can be transfer to countries across border can be created 
by lending and borrowing loan among financial institutions without 
having studied counterparty risks [7]. Proper management of the bank 
loan and deposit from conception to an end in a compatible manner 
will lead to achieving the profit maximization and reduces bank toxic 
asset as aimed at earlier [8].

In traditional banking theory bank collect deposit from customer 
to disburse it to entrepreneur to get lucrative interest rate by holding 
the disbursed loan to entrepreneur as its own asset in balance sheet 
and thereby it takes higher credit risk and liquidity risk. The source 
of bank credit crunch is the bank lending and borrowing using client 
fund having born the risk associated with it. To solve these banking 
problems bank shall to work as financier and commission agent bank 
as the market permits to avoid bank toxic asset and liquidity problem. 
Applying an interest rate commission agent banking system increases 
the profitability of the bank by avoiding bank toxic asset and increasing 
bank solvency by managing the customer fund for customer benefit 
and mobilizing deposit by incentivizing the customer deposit an 
interest rate. 

An interest rate commission agent bank is a system to be adopted 
by bank in managing the investor loan funding to an entrepreneur by 
collecting reasonable interest rate commission from investor credit 
price. So the bank as an agent holds the disbursed loan and investor 
deposit on liability side of the balance sheet and the net effect of the 
loan transaction on the balance sheet will be nil. Since the agent bank 
work for mutual benefit of the bank, investor and entrepreneur by 
transferring credit and liquidity risk to investor and entrepreneurs, the 
bank toxic asset will be alleviated. 

So that banks can avoid bank toxic or non-performing asset or 
contagion and liquidity problem permanently by transferring credit 
risk to an investor and entrepreneur and by mobilizing loan and deposit 
using investor’s loan funding and discrete market interest rate incentive 

for deposit mobilization respectively. The selected commission agent 
bank can disburse loan to entrepreneur directly using stable fund if 
the individual depositor’s interest is to get discrete market interest rate.

The Bank Role as Financier and Commission Agent 
Bank

In administration the investor loan funding to an entrepreneur 
the bank will collect an interest rate commission and the excesses 
above this interest rate commission will be credited into investor’s 
account at same bank. It is the basic fact that an interest rate can 
create a link among investor’s loan funding, deposit mobilization, and 
entrepreneur. In conventional banking the loan interest rate depends 
only on the past trend of the deposit interest rate [9]. Whereas in the 
interest rate commission agent banking system the determination of 
the loan and deposit interest rate based on the past trend of both loan 
and deposit interest rate. An interest rate commission agent banking 
system bases on the notion that as interest rate increases the demand 
of fund supplier also increases [10,11]. As the credit price increase 
the demand of investor to supply fund for loan either in group or in 
single having the bank as an agent in administrating the loan funding 
after disbursement increases. By an interest rate commission agent 
banking system the loan granted by an investor to an entrepreneur 
could never be hold as an asset on the bank’s balance sheet and the loan 
disbursement effect by transferring the loanable fund from an investor 
account to an entrepreneur account on the liability side of the bank’s 
balance sheet. 

An interest rate commission agent bank administers the investor 
loan funding to entrepreneur by collecting an agreed interest rate 
commission from investor loan funding credit price. The agent bank 
commission can be fixed percentage or as per the agreement between 
the fund provider and the agent bank depending on the central bank 
rules and regulations If the fund provider wishes to receive discrete 
market interest rate incentive, the bank can use the fund for own 
investment by mobilizing deposit applying discrete market interest 
rate incentive on the depositors account. If the fund provider wishes 
to receive credit price in between, the bank will start to calculate the 
interest rate commission on the loan disbursed amount by ceasing 
calculating deposit interest rate on the fund disbursed to entrepreneur 
and the fund provider displaces to receive credit price in terms of 
discrete market deposit interest rate. Managing loan and deposit as 
financier and agent bank will keep benefiting the majority of unbanked 
and banked population in the society.

Sustainability of an Interest Rate Commission Agent 
Bank

An interest rate commission agent banking system can directly 
increase profitability of the bank since no saving interest rate can be 
paid on the loan disbursed amount from an investor account. As deposit 
interest rate increases the bank deposit mobilization will increase. 
Since increasing deposit interest rate increases deposit mobilization, 
applying discrete market interest rate incentive also expected to 
increases the deposit mobilization. As the credit price increases, 
investor loan funding expected to increase which in turn increase the 
bank’s loan mobilization. Since an interest rate commission agent 
banking system totally transfer the bank credit risk to an investor and 
entrepreneur, and increases liquidity by incentivizing interest rate on 
deposit account, the bank never expected to meet credit risk, liquidity 
risk and interest rate risk. 

In administrating the investor loan funding to entrepreneur, 
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interest rate commission agent bank receives non-volatile and 
uninterrupted interest rate commission from investor loan funding 
credit price by ceasing calculating interest rate on the fund disbursed 
amount, the bank can maximize profitability by alleviating funding 
cost. The bank as an interest rate commission agent bank can alleviate 
banking credit risk and liquidity by transferring credit risk to investor 
and entrepreneur, and mobilizing deposit incentivizing interest 
rate on the customer deposit account respectively. So that, the bank 
sustainability in the market will reliable and viable.

Determination of an Interest Rate commission of Agent 
Bank 

Bank as a financial institution accepts money for deposit to 
lend the deposited amount to an entrepreneur. Since the deposit at 
bank does have uni-directional with loan, in traditional banking the 
determination of loan interest rate bases on the preceding trend of 
deposit interest rate [12]. To mobilize deposit, bank pays low interest 
rate into depositor’s accounts for loan disbursement to entrepreneurs 
to gather loan interest rate more than twice of the interest paid into 
depositors’ account [13]. Disbursing fund to entrepreneur holding 
the disbursed loan as the bank’s asset led the banking business to be 
affected by credit risk, liquidity risk and interest rate risk. 

To solve banking risks, several credit risk transferring bank’s 
business models adopted by banks earlier were a catalyst for financial 
crises for more than a decade [5,14-18]. Because of this fact, money 
depositors at bank have not fully exercised their right to get full benefit 
of their money deposited rather than receiving unreasonable deposit 
interest rate that forced them to join informal market [19]. The bank 
deposit mobilization affected by informal financial system where major 
of currency circulate out of bank to avoid government tax and to use 
money laundering [20,21]. So by applying discrete market interest rate 
at deposit account using an interest rate commission agent banking 
system enable to mobilize more stable saving from informal sector [13].

To increase an interest rate commission of the agent bank benefiting 
investors credit price as per the rules and regulation permit by central 
bank of the country will increase the demand of investors to supply 
more loanable fund sustainably. Since an interest rate commission 
agent banking system administer the investor loan funding to 
entrepreneur, benefiting investor credit price will lead all banked 
and unbanked society to get more into banking system. Though the 
determination of loan interest rate in traditional banking based on the 
preceding trend of the deposit interest rate, credit price of the investor 
loan funding determined by an interest rate commission agent bank 
based on the interaction of demand and supply of loan in the market 
having kept the rules and regulation of the central bank of a country. If 
the fund provider target to receive credit price in the long run but wish 
to receive now discrete market interest rate incentive, the agent bank 
use the fund for own investment by paying discrete market interest rate 
incentive into depositors account which later cease calculating interest 
rate on deposit account when the fund provider request in between the 
bank to lend the fund to entrepreneur. After the fund provider and the 
bank have agreed, the bank become an agent for inventor loan funding 
by receiving interest rate commission in terms of credit price which 
then after will be paid into investor account.

So investor loan funding, deposit mobilization incentivizing 
interest rate on depositors account, the credit price of the investor loan 
funding, the demand and supply of loan in the market, and informal 
financial sectors are the determinant of an agent bank’s interest rate 
commission.

Transferring Credit Risk to Investor and Entrepreneur 
to Solve Liquidity and Credit Risk

In order to keep mutual benefit of the bank, investor/depositor and 
entrepreneur using an interest rate commission agent banking system 
model to mitigate banking risks, banks shall consider separation of 
service selling and buying money to sell in order to maximize profit 
[22]. In traditional banking activities, banks are limited to buy deposit 
from clients to sell it to an entrepreneur at the credit price, whereas, 
in non-traditional banking activities banks are involved in selling 
their service to their client according to terms and tariff of the bank. 
Though interest income is non-volatile than non-interest income, the 
systematic risk associated with non-interest income is higher than 
interest income [23]. 

However, the agent bank that collects interest rate commission 
income from investor’s loan funding credit price by administrating 
investor loan funding to an entrepreneur is non-volatile and continuous 
up to loan settlement. Unless the bank use the investor fund for its own 
investment purpose the agent bank cease calculating deposit interest 
expense on the fund disbursed amount from an investor’s deposit 
account. Since an interest rate commission agent banking system 
model transfer credit risk to investor and entrepreneur and collects 
non-volatile interest rate commission from an investor loan funding 
credit price, the sustainability of the bank in the market will be more 
viable and reliable than those bank applied other business models in 
same market.

Bank as an agent administers the investor’s loan funding to an 
entrepreneur based on the central bank’s rules and regulation as the 
terms and conditions permits between an investor, entrepreneur 
and the bank. Since the system gives full right benefit to an investor 
and an entrepreneur, they will be principal motivators of the bank. 
Maintaining mutual benefit of the bank, investor and entrepreneurs 
creates an opportunity for growth of an individual/organ economy in 
the society and thereby lead to develop the country economy as whole. 

An interest rate commission agent banking system does not hold the 
customer deposit as its own asset in the balance sheet, the transaction 
of loan disbursement and collection will be completed on the liability 
side of the balance sheet and thereby the bank transfer credit risk to 
investor and entrepreneur by managing loan for an investor with or 
without pledging collateral according to the agreement between an 
investor and entrepreneur.

Conclusion 
Applying an interest rate commission agent banking system 

maintains mutual benefit of an investor, entrepreneur and the bank 
by attracting unbanked and more banked society into banking 
system. It also increases the investment by narrowing the gap between 
informal and formal financial market. Banks that apply an interest rate 
commission agent banking system will maximize their profitability and 
thereby increase their sustainability in the market. Since the model nil 
the financial cost of the fund disbursed, the bank simply maximizes 
profitability by collecting an interest rate commission continuously up 
to the settlement of the loan. The bank as an agent administer the loan 
disbursed rather than holding the loan as an asset in its balance sheet 
and hence the bank could never be affected by credit risk. To increase 
liquidity the bank can mobilize deposit by applying discrete interest 
rate incentive on the depositor’s account. So that, the bank can directly 
finance loan to an entrepreneur to collect credit price. Therefore the 
bank can work as an agent as well as direct loan financier.
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So investor loan funding, deposit mobilization incentivizing 
interest rate on depositors account, the credit price of the investor loan 
funding, the demand and supply of loan in the market, and informal 
financial sectors are the determinant of an agent bank’s interest rate 
commission.

To avoid banking credit crunch and liquidity problem the agent 
bank can transfer credit risk to investor and entrepreneur and 
mobilize deposit by incentivizing interest rate on the customer deposit 
respectively. An investor can provide fund to the agent bank either 
to receive credit price now by disbursing loan to an entrepreneur or 
a discrete market interest rate incentive. If the fund provider wishes 
to receive discrete interest rate incentive on the fund deposited, the 
bank will disburse it to entrepreneur to get credit price but if the fund 
provider request the bank in between to receive credit price instead of 
deposit interest rate on the fund already disbursed to an entrepreneur, 
the bank immediately cease calculating deposit interest rate on the 
fund disbursed amount and receives interest rate commission in terms 
of credit price by administrating the loan on behalf of the investor.

Generally applying an interest rate commission agent banking 
system can enhance investment, the fund provider and borrower will 
be the principal promoter of the agent bank rather than the bank get 
into society advertising its product with high cost, money laundering 
and informal financial market will be alleviated, banking problems 
such as bank toxic asset or contagion and liquidity problems will be 
alleviated.
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