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, . , .  . . . 
1. Thz purposz o:? 'il,is report  is 'i:, present a tieme basic iil ' i i ~ . ~  controversy 
over the rol-  0:: transcational banks a i d  t ransna t ioml  corporatione i n  develop- 
ing countries wi'cli special. r e f e r ~ n c s  t o  t;ie 'Jnited .<-public 0.: Tapzxaia. O h i s  
topic  has stimula'cec7 heated discussixls  ov3r t he  l a s t  Ee:r yjai-s i X 2  ilumber o? 
m . m ~  -,. L l n p .  ' . . 

"7. 2. i,le i s s u ~  3" -::-a~snational baiks i n  t he  construc'cion of 'L:;.? t~"aiwnational 
f inaacial  sector has a hornet's nss t  i n  Africa since ii~rkpendzi?ce i n  the  
ear ly  1350s. . , A t  the. international l.zv.4, t h i s  matter 14 t o  t >e  recommeqclation 
by the  Coimissiqii on Eansnat ional  ..%I-po;-ations t o  c a r q  out a st".kly on th,e 
".evolutiiin, str~ct~1.1-e a;zd activi'ci-.s 0 7  -the ;najor transnatio;.lzl ba;&s," a& 

' ' 

s = ~ ~ n c l l y ,  the. .~~:an&atioil  .,of th.9 "i l l t~i-national and local  opzrations of trans- 
natioaal banks ah*. t k i c  .impli,ca'cioi . $0.: . developinn countries." ,&/ 

, , . . 

ii. T::e neco.w\  corm:^:: oil the subjec-b is tliat,  vrila'ceve6 a n a l y s i  is adopted, 
i - t  s!xoold be a~?roAwia te  rrithin tLe strxckure of the country colcei-i?:d and 
appropriate also t o  t k  unierlyinz prps3s for which the Tiilancial sector  
e ~ i s t s .  Observin~ trailsnational Tinaiv5.kl sector  a c t i v i t i e s  i n  o t k r  c o u d r i e s  
and examiniilg t!x eFfectivcness of E5oe  a c t i v i t i e s  i n  i d u s t r i a l  dzvelopmen'c 
is dseT.11 largely i n  tLe contei:t of idailtifying a s e t  of problems a d  solutions;  
but i n  ths end r h t  is chosen nust be sui table  for  tLe ccdntry co i~ce r~ed .  There 
is no rig!it or  wro:1- ~isthod of contiwllin:, a c t i v i t i e s  of t raasna t io la l  banks, 
only ways rri~icl: are alpropriate o r  inappropriate withii? t!ia'c coS&1try, ~ i v e n  th? 
ilndzs-lyiiq purposes and t k  uoli ' iical ~)::ilosopky of tile host cwxkry. 

5. The t h i rd  aild ec,x~ally importan-k co;lsiderztion, is t o  undsrstand tha t  
tmilsnational banks opzrate not o~13.y i n  one ~eographica l  location ' a r k  beyond 
thz f ron t ie rs  of one ;lation. T h i s  ine,xm t!:at a be t t e r  unders-l-andin2 of the 
transnational f iaai~cia. l  sector in131ies a wider appreciation of tLe perspectives 
0.5 the zlobal p o l i c i x  of t i-ansnatimsl 7xxllcs. 



t h a t  those concerned x i t h  t h e i r  opera-tiom i n  host co-antries c;*il :;.low what is 
expzcted of them a t  th- highes-t policy leve l  t o  ensui-e t ha t  t!le contribution 
of the transnatiollal f inancial  sector  is not detrimental t o  t!ie mt iona l  
ecoaomy. . . .  

. . .  . 

7. The reconcil iat ion of coaf l ic t iug transnational a c t i v i t i e s  aid. national 
objectives frequsntly causes sevcra'l problems. It may be diffio.3l.t t o  determine 
precisely i n  advance =id t o  think ap clever ways of ensurinz tha t  transnational 
b~.dcs and transnatioilal corporations bring maximum development benefits  t o  the  
host country. 

'7 . This represents an attempt to< asszss the  ro l e  of the transnational 
f inancial  'sector 'but lack of data l i m i t s  tho scope of its investigation and 
an+',ysis. Zstimates of cap i ta l  inflorro pne ra t e& by thz transnational.. f inancial  
sector  a r e  of i n t e r e s t  i n  t h e i r  o m  r igh t  a s d e s c r i p t i v e  s t a t i s t i c s .  I f  
adequate data were a v a i h b l e ,  of oours?, such i'nforhtition wwld have been more 
useful. f o r  detai lzd examination.. Knoul~dge of country-sp~cific . . pol ic ies  such 
a s  investment licensing,. quanti tat ive i-ostrict ionsupon t rade and import 
prohibitions, .price controls , ; ' re~i~cai ice  of dividends, p rof i t s ,  'royalties, 
management fees id facGors have a d i r ec t  bearing on the c sp i t a l  
inflows ar is ing fron transnational f inancial  sector  ac t iv i t i e s .  I n  addition, 
t h z  i+ole'& t h e  transnational finaiicial sector  is controlled by innumerable 
po l ic ies  of parent transnational badcs. Again, knowlcd,rre of t h e i r  global a s  
well a s  country-specific pol ic ies  f o r  lending operations is ilccessary. 

. , 

, . .  

. ~ .  
. . 

. . 



There a rc  four aspects of the  transnational banking netnork: 
. . . .  . . .  

(a)  Stimuli t o  es tabl ish braizches i n  developing countries; 

( b )  Advantages and disadvantages; 

(c) Constraints; 
- .  

(d) Consequenceo. 

10. Many of the issues  raised concerning the'  ro le  o f  the  transnational 
f inanc ia l  sector  a r e  re la ted t o  the movement of cap i te l  across national 
boundaries. The general comments mde  i n  re la t ion  t o  f o r e f p h n k s ,  and 
par t icu la r ly  those stemmin- from t h e  poirerful industrialized countries, are  
connected with t k e i r  developme+ impact on host &mitries.' Perhaps it is 
n o t  surprising tha t  hi ther to  mhy of these hs&s were taken for  granted; 
but t h i s  trend has now completely changed. A l l  countries today arc d e v e l o p  
ment conscious. 

( )  Stimuli 

11. From the  perspzctive of paren* tpansnational banks and non-transnational 
foreign banks, t h ~ r e  could be several operativa stimuli. The general ones 
are:- 

(a)  Inadsq~a te  domzstic mareis i n  the  home .country inaaced the 
establishment of many branches abroad vhere, a t  l e a s t ,  the margins werc 

' 

a t t r ac t ive ;  

(b) For snwllcr banks, overseas locations offered bet$er grounds f o r  
f lourishing than the home market where competition with senior b+s was 
very intensive; 

(c)  Cis tor ical ly ,  a c t i v i t i e s  of transnational corporations and other 
pr iva te  investors i n  colonies which wore undsr t he  major Western Powers 
provided a n  impetus for  opening branches t o  render services t o  s a t t l e r s ;  

. . . . 
, . .~ 

(d) The. potent ia l  f o r  developm2nt and the demand for, loan funds i n  
somc developing countries offered strong incentives; 

(e)  Liberal f i s c a l  and monetary incentives offered by sow developin2 
countriec provided a strong temptation f o r  opening overseas branches etc.;- 

( f )  The n - 4  t o  divers i fy  investment r i sks  through the creation of 
external buffors a j r i n s t  home f i s c a l  o r  other mcasures; 

jS) Attraction in the wlon i s s  of lorr-risk p ro f i t  and stab12 costs. 21 

3/ ' ~ ~ 1 ~ 0 / 1 0 ~ . 3 2 5 :  Ia tcrnat ional  Inrlustrial Znterprise Co+pration. - 
Volume 2 provides more detai ls .  



12. The above list is not exhaustive. There were other motivations which wcre 
of a pol i t i ca l ,  social  and economic naturz. 

(b) Advantages and disa&vantagcs 

13. The thrust  of t h i s  section is t o  indicete tho opportunities offkrea by 
the transnational f inancial  sector. It i s  always implizd tha t  f o r e i p  banks 
have the advantage of bringing in to  tlho country capi ta l  resources and also they 
are  well placed for  external mobilization of resources. While t h i s  may bz 
t rue,  it is pertinent a lso t o  ask whether t h s  a c t i v i t i e s  of t h e s e  banks may 
not  be detrimental t o  host countries. Exports of capi ta l ,  for  example7 can 
be injurious t o  the economy concernedr 

14. Tie ,operations of a l l  f o r e i m  banks overseas a r e  backed by t l ieir  home 
C~veqments. I3ome ~ovcrnments a re  no-t therefore indifferent t o  tile excessive 
outflowof c a p i t a 1 , f r v  poor devclopin,g countries. It is aIways assumed tha t  
the a c t i v i t i e s  o f t r a n s m t i o n a l  b a k s  would not a f fec t  adversely.the host 's  
eonestic economy. 

15. The foregoing aspects a r e  c m c i a l  t o  an evaluation of t13c p e r f o r m c e  
of the  transnatioaal f inancial  sec tor  and also the analysis of the csestion 
for  whom f o r e i ~ n  banlcs cator. Of coursf, a c r i t i c a l  view of the 'for nhon' 
issue w i l l  vary from country t o  countr-y. Conventional analysis tr&& t h i s  
issue e s sen t i i l l y  as  9 matter conccimi:~g the  interpretat ion of impact by each 
country and the p a r d e t e r s  us& i n  evalua~ion.  

.. . 

16. The approach. t o  the transnational f inancial  sector i n  dcvelopily countries 
is, by and l.ar;re, based on the  effectiveness o f  foreign b d c s  i n  mobilizing 
external and domestic resoilrces f o r  the economic development of host:countrizs. 
These two aspects consti tute a useful area f o r  the operations of transnational 
and non-transnational bankn. Th? main reservation is  when dornsstic resources 
a r e  a l l  exported, This  was the s i tua t ion  p r io r  to indcpondencc i n  m o s t  
developing countries. To-day, f inancial  transactions most frequently subject 
t o  regulation are  repatr ia t ion of ca$'cal and prof i ts ,  rsinvestnicni' p ro f i t s  
and borrowing by foreign enterprises. 41 

17. The most c o m i i  advantage of the transnational f inancial  sector is the 
mobilization of foreign exchange which is deficient i n  almost a l l  iloa-oil- 
producing developing countries. It should be s d d d  tha t ,  with t:.e establish- 
ment of branches, transnational banks command an effact ive posit ion for  world- 

a 1on. wide foreign exchange mobiliz t '  

4/  United Hations iIational leg is lz t ion  and regulations re la t ing  t o  - 
transnat i o n 1  corporations s~/m/5 p.4. 



1 The relev,m'i f inancial  variablzs for  any f o r i @  economic ac t iv i ty  
arz:  r sper t r ia t ion  of :x.ofits, r',ividcids, remittance of earnings by 
expatriates a d  so forth. The net Ew.-ei~n CXC:IJI@C impact o r  gain ovcr 
time a r i s ing  out of tl.;. t o t n l i t y  of opzrations of foreign banks mus'c take 
i n t o  accouxt sll t!le outflows. Th? overx:~elrning impression of,  r.11 trans- 
natioiml banks is tha t  'ilwir inflorrs arc outueighol by outflons. 5/ 

13. Ti.:, a*.stii~g finn;?cia1 d i sc ip l inc  ia thc  wt io i la l  b d i q  system is 
a t t r ibu ted  t o  bankins cultur.2 introducec! by expatr ia te  banks. 'Ti'is is an 
obvious advantzze t o  national econ~mirs.' Direct evidence of t h i s  quali ty is 
d i f f i c u l t  to masure 53t it is known the t  a l l  transnational banks operating 
i n  developing munt;.ies adopt similar credi'c terms and conditions inher i t& 
%-on parcnt banks. This discipli l ie has bein transnit-ked t o  national banks. . . 

20. '&t arz  the constraints t o  transnational banks opening Srmches i n  
dovelopin;: countrizs to-day? The w j o r  ha r r i e r  during the colonial days ries 
the  o l i g o p l i w t i o n s t ~ u c t u 2 e  i t s e l f  rrhick uas s,qpp~r%cd by the colonial  
systm.  It ~coulc! ssem t h a t  most of the ear ly  $rans ia t io i~a l  banks . established . 

i n  dzveloping co,lntries originate?. fron t l : ~  colonizing holm country. 

21. Today, th.2 main coastraint  is :-he in t c rmt iona l  busincss s t ructure  
i t s e l f .  Within tile 7~:vziling inta-national s t ructure  of busin-ss operations, 
t k r e  a r e  a t  least t!-~ree k i d s  o r  barr iers :  legal,  economic and pol i t i ca l .  

21. Thc l q a l  o b ~ t a c l : ~  affect  '00th thf host and the  home mum?:-ies of trans- 
national and non-transnational banlcr. Capital export, f o r  exmple, i n  tha 
form of cash is s t r i c t l y  cmt ro l l ed  by many countries i.c. both developed and 
dzveloping countries. 'This is probably r f l e c t i v e  of the problem of inter-  
national liquic'ii-y. 3ic  exis t ing d i r ec t  invcstwnt  laws and re,wl?.tions ir. 
developing countricis vary i n  contcnt anrl scope. Some 1::gislation m d  rci- 
gulatimzs do not penxi-i. -the establishment of forcign banks U;I&P th2 pretext 
of fo rc i -p  exci;anzc riis':rictions. 

2 .  Thc zcononies of most developing countries a m  l i a i t e d  in sizz.  Their 
markets a r e  smz.11. Thcy 50 not r 6 c ; ~ j . r ~  a mult ipl ic i ty  of l x g e  foreign banks. 
The economic b a r r i x s  a r i s e  fron lack o r  information on market s t ructure  a d  
poss ib i l i t i e s  f o r  goo? h s i n e s s .  

?A. Po l i t i ca l  'mrr icrs  a r e  anotb.?r constraint. The obvious puppose is t o  
protect  na t ioml  banks against competition from foreign banks i n  thr? doemstic 
mark-ts of liost count-rics. The uizd.erlyin3 issue is a fzar  of possibl2 po l i t i ca l  
domination by t k  horn- countries of tr;?ils;zetional banks. 

' k in  Apoint is i l l u s t r a t s d  by the  ac-tivii-ies of f o r e i p  ?m:ks i n  the  
~Jni'cec? iizpublic of Tanzania betsrczn 1359 and 1355. 



(d) . Consequences_ . . . 

25. Thc observations made i n  t he  foregoing suggest t ha t  the role  of the  
loca l  trailsnztional f inancial  sector  mzy diminish over time; 'wt d i rec t  . ' 

. . 
borroxing 'from pal1alt. t ransnational banks w i l l  continue t o  ~:ipand. 

. I n  the l a t e  ,Iw& a n d e a r l y  1970s son.;: shocks shook fp&nstional. 
banks. These shocks arose from nafionalization ..+liqjcs and t k  movz by 
sev6ral  countries t o  control t h e i r  major axms cif prduct ion.  T!iese pol ic ies  
had an i m p c t  on the developmental expansion of the loca l  transnational 
f b a n c i a l  sector. Indeed, t he  scope o:f expansion of thc dome~'c$~ ' " g~~ey ,  
market rras diminishe<. . .. . . . . 

~ . .  
~ ~ 

27. Using t h i s  sumnary as' a basis for  predict ion,  i T  .could be sniS tha t  
b a r r i m s  t o  gr9.,1th of l m a l  t r a n s n a t i o ~ l  f inanc ia l  sector.rroulcl b3 stronger 
i n  .the' future. 
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( a )  Evolution 

2.. The history of transnational banks i n  Africa dates bac's ZO years. A l l  
of them oriented from 5Iestcrn Zuropc - france, the Federal 3cpublic of 
Geraany and th- 7Jni.t-ci Kingdom. Their process of formation and involvemznt * 
i n  Africa was linked t o  precolonial ccononic ac t iv i t i es .  The ,nrorr!h of the , : 
mar:<& economies i n  African countri:&s from r d a t i v e l y  dispersed rddimentary 
colonial  zconomies t o  an  inte~rac 'od ~ l o b a l  economy s t i m u l a t d  liIia expansion of 
transpational oadcs from thc Uni-bed s - a t e s  of America, Japaii ax4 Caaada. 

29. The consznsus &ich zmergzd durin.? the  post-!.far d e c a d ~ s  a d  part icular ly  
i n  the 135'3s has  cognized th pivotal  role  of ths  transnational -Tinancia1 
sector  as  a porrcrful i n s t rmen t  f5r  resource mobilization for  developing 
countries. 3ut expcx-icnce has a lso s'norm tha t  the eventual end product of 
resource mobilization m y  not n ' z c s s a r i l y  be beneficial  t o  thc host countries. 
Evidence of the  arpoi-t of cap i ta l  Frois the k i t e d  .&public of Tanzania by 
commercial ban!cs show tha t  them :,)as no net  inflov of cap i t a l  from abroad 
between 1959 and 1355. - 5/ 

30. From the zxampl. c i ted  above, t1.s need t o  control transnational and non- 
transnational banks i s  more than v i t a l .  There a r c  substantional p-ounds t o  
believe tha t  uncontrolled operations or transnational corporations i n  indus t r ia l  
and service sectors  can have detrimental e f fec t s  on th s  econornizs of host 
countries. 

31. A t  the international l e v d ,  proposals have be? made t o  r3structure the ' 

prsscnt internat ional  order throug:7 su i tab le  pol ic ies  and instrurizn~ts tha t  
should s tmng tkm the negotiation canecity of Governments i n  developing 
countries i n  t hc i r  re la t ions  with transnafional- corporations. 

32. What is now realized i n  that- transnational banks, a s  'cha major cap i ta l  
resources allocators,  imve esta 'b l isr l~d and c e n t r a l i z d  thc ip  pwer  t o  apportion 
global f inancial  rzsoui-ces ovw ~ e o p l i ' c i c a l  boundaries and t o  d i r ec t  t h e i r  
flows i n  the  direct ion appropriate t o  t h e i r  global s t ra tegy 2nd policies.  

/ Th.2 f i r s t  t en  years of thz Jz t iona l  3ank of Commerce, 1771, p.5. - 



33. A s  i n  macro-econoinic planning, t ranwat iona l  f inancial  s x t o r  
planning f a l l s  undzr thc: p lb l i c  donain. :iovcver, t o  minimize misallocation 
of cap i t a l  resources t o  sectors  of l e s s  p r io r i t y  i n  the national economy, 
a l l  transnational sector  f inancial  msourccs need t o  be i n c o r p r ; t d  id  a 
compreiisnsive national credi t  plan. This approach presupposzs sui table  
working re la t ions  w i t h .  r a n s n ~ t i o n a l  'omkc. 

34. b m a d ~ r  . f f : x t s  of t ransna t ioml  financial  sector  floris of resources 
h.avc bzen the s C > j x t  oi' much concx-n and controversy. Some 0," tbc  ocneral 
cr i t ic isms against transnational and non-transnatianal foreizn banks a rc  that :  

(a)  F inanc iq  by transnational in-termsdiaries has been inappropriate, 
i n  sow cases? for  t hc  oeneral purpx-s  of --.co.~omic developnent. Financing 
of merchandise op~ra t ions ,  f o r  c:aapl,;l a t  th-: cxpens:z of developn,::nt pro j c t s  
may not be sui table  :lor lon@en.~ s t ruc tura l  change i n  the  econony; 

, (b) Zxcessiv- O - X ~ O P ~ S  of cap i ta l  pne ra t ed  from i n t c m l  resources 
by transnational baillis can be hzrrnCul t o  the  host econony; 

(c)  Trarsnat iond lending has somstim>s been in t roducd  t o  produce 
industr ia l  countries'  consumption goo& for  use i n  t i i 2  home couiitry. T l i s  
type of policy can have deleterious zf%cts  i n  terns  of tile nceds of th.3 
majority of the p o p l a t i o n  i n  the host co-mtry; 

(d) Discriminatory lending pol ic ies  have not always conforncd t o  
national p r ior i t i zs .  T::c r e l a t i v -  loxr r z t e  o.: p ro f i t s  i n  re la t ioi l  t o  r i sk  
i n  *he f i e l d  of indus t r ia l  investments has mde transnational ' d c s  accord 
low p r io r i t y  t o  indus'qrial pmjzc'cs cornparod w i t h  zl tornat iva uses  of 
f inancial  cap i ta l  such a s  loans f o r  construction, land npeculstion, trada 
and loans for  consumption purposes. 

25. The controversy : ~ s  yielded a t  last one general co~mlusion: the  need 
f OF sclsctivit-y i n  re la t ions  and tlic. conditions under which tlic trans- 
national f inancial  sector  can be syllchronized with the national cconony's 
long-term industr ia l  s t r a t c s .  So, i n  coilsideriIq the ro lc  of t J k  trans- 
national f inancial  s&tor  i n  the formulation and implementation of dcvelop- 
mcnt s t ra teg ies ,  co-opsration with transaational local .  braaches is v i ta l .  
30th quant i ta t ive  aild rpa l i t a t i ve  aspects of t o t a l  national r-sourczs need 
t o  be looked upon as  one component o r  input f o r  optimur:~ usz. .. 

(c)  Implications for  the k i t e d  Zepublic of Tanzania 

36. I n  examining t h e  contrilxltion of t h  transnational f inanc ia l  sector 
t o  t he  economic development of thz 3ni.tcd Republic of Tanzania, a wide. 
var ie ty  of s t a t i s t i c s  would need t o  bz c o l l x t e d  and ana lysd ,  say, from 
1900 t o  1367 when the loca l ly  'oasid transnational banks rrerc very active. 



Such data would then bz organized i n  prof i l s s  o r  noms based on a number 
of variables such a s  t o t a l  cap i ta l  inf1o:rs and o u t f l o ? ~ ~ ;  thc  shars of the 
banks' resources i n  thz agr icul tural  a d  manufacturing sectors ;  t he  share 
of these two sectors  i n  GDP; the e x t a t  of irrgort-cubntitution a r i s ing  
out of financing by t!i~se forcien janlcs; a p o r t  promotion; =mplopent 
pna -a t ion ;  improrem.~nt i n  the  standard of l iving; zroirth i n  p r  capi ta  
income, etc. 

37. . These data would natural ly  be descriptive s t a t i s t i c s  and would cer ta inly 
not yield insigkits in to  t he  r ea l  devclopnent c o n t r i b t i o n  of the  C-Paix+ 
national f inancial  sector i n  the clas'sical sense; otl?ei- su i tab lc  variables 
f o r  measuring thc deve1opmn.t i m p c t  01. contr iht io: l  would still be necessary, 

, 

38. The problem of undertaking a &tai led a n a l p i s .  of the cont-ribution of 
foreign barks i n  thz 'Jnitod &public of Tanzania stems from a paucity of 
data. I n  considering >he impact of the tr-ansnational f inancial  s cc to~ ;  an 
analysis of data has t o  s t a r t  with the colonial  era. 

t 

39. IIndrr German rule ,  t h e  operations of the foreign banks wsrc very 
rudimentary. Their o.mrations were of a small sca le  and limited t o  t he  
a c t i v i t i e s  of a few s c t t l c r s .  

~ . .  . . .. . ~, . 

40. The appearance of modern transnational banks took place k'c-ilecn 
1319 and 1952 when the  country was administered by the 'JniteZ Kingdom a s  
a Eiandatrxl Terri tory under the  Leaguz of Ilations and thcn a Trust Terri tory 
.under t he  United Nations. 

41, The postindependence period, 1952-1%7, witnessed the enerzence of ; 

a new ro le  for  the  transnational f i n z ~ i a l  sector. T k i s  was a development 
pcriod guided by spec i f ic  national p i i c i e s .  The accent on accelerated 
development was loud and very pressing. &th local  and fo re i ip  funds were 
needed very urgently. The Govsrnrnzn'i i t s e l f  had taken t h e  lead in d e v e l o p  
rflent financing. Looking back today, thcre  seems l i t t l e  doubt that. without 
such push it woulfi izave bcen far more d i c f i cu l t  f o r  t he  enterprises present 
today t o  unlertakc the necessary groundwork. The establis:me.lt.:of the ' 

I!ational Developsnt Corporation and the !%ink of Tanwniz was in tendedto  
a s s i s t  th?? Government i n  monitoring and s teer ing the development process. 

42. 'Following thc iirusha Declaration of 5 February 1957 a l l  large domestic 
films and foreign ban!cs were mtiomtlized. The post-Amsha Declara.:ion ' 

pcriod marked, therefor>, thc  disappearance of  local  fore,ign banlcs'&$ 
increased requirements for  external rcsourccs through bilateral aid, suppliers 
credi ts ,  multilateral f inancial  i n s t i t u t i ons  and d i r ec t  borrwoin from parent 
transnational banks abroad. 
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4 Like i n  most develop in^ countries, i n i t i a l  development pol ic ies  and 
programmes i n  the 311i.ked Xepublic of Tanzania were formulated by the 
colonial Powero and were carried ou* i n  t h e  context of a predominantly 
ru ra l  and retarded economy. Until thc  beginning of the twentiath century, - 
the  t rad i t iona l  form of commercial transactions was bar ter  trade. Investment 
i n  enterprises located i n  the country & controlled by residents of another 
country began during the German period. The notion of money as a medium of 
exchange of goods and services effect ively s ta r ted  when t h e  country was under 
German. occupation. Eowevcr, the evolution of money i t s e l f  had a long 
history. 

44. For purposes of understanding the environment i n  which the  trans- 
national f inancial  sector evolved, four p:-aszs of developments a r e  discussed 
below: 

(a) The G e m n  colonial p ~ r i o d  

45. Until 1913 3~h'in the  Germans ware defeated i n  the first vorld-war, 
economic-dcv&lopmerit pol ic ies  i n  t h s  country weredevclopmed primarily by 
them. ' The s t ructure  of the ccoriomy was basic+lly rural .  Thz ~ j o r  economic 
a c t i v i t i e s  :<ere limited t o  agr icul tural  ac t iv i t ies .  . 
45. The Gcrman administration mrkd  the . . beginning of organized enter- 
pr ises  and naturally this n e c e s s i t a t d  th.;. 'intmduction of a ccinm=roial 
badcing systen. H i t R  regard t o  the business environment i t s e l f ,  the 
extensive use of the  Indian rupee, ii,ich-were introduced by im7igrants 

. . from India, . prepared . t k  ground fo r  comsrcial  banking op&atioils. . , 

47. In addition, -the I d i a n  immigrants uere..mainly engaged i n  trade and 
provided a basic scrvics  t o  thissectoi..  ?hat  l i t t l e  growth i n  trading 
enterprises existed was very unevenly' distribute& A number of t h m  were 
i n  s few towns which were easi ly  accesoiblefrom the  coastal  towns. 

48. Another noteworthy developmcnt rias the-coming of German se t t l e r s .  
These oarly business pioneers were engage6 i n  commercial agricultural .  
ac t iv i t i e s .  Laigc-scale farming Orojects by the &ropean sz t t l e ro  and 
t h e i r  cohbined n+s f o r  i ~ u r a n c -  o r  guarantees had t o  be accomnodated 
e i ther  by banking industr ies  from &verseas o r  i n  the host country. ,This 
trend wulerlineci the need for  commercial banking .in t h s  country. 



I!.>. Thus,. lg!Yj consti tuted a milestone iihen the D E I T S E  - 3 S T A F K ~ J I l ~ ! %  
3,QTiC of Berlin op:~r,.~d a branch i n  th -  cowltry. - 'This bmnck. was located i n  
JJar-es4alaam and constitut-4 the f i r s t  forzign commercial 'Dank i n  the  
country. Ths branch of f ice  was given authority by tine !home Gov~~rimzrrt t o  
opsrate a s  a comwrcial bank as  i r d l  a s  t o  issue its notes 3rd coins.z/ 
Par t icular  at-Lention was supposed t o  be paid to its co rmrc ia l  i i a b i l i t y .  
a d  its quosi-central bulking function. The gov:im?ent authorityl  
rasponsibla for  t he  ~ > ~ ? c t i c a l  inplemsi~tation of it* comercia1 aspects was 
still bcing moaitorecl from th2 Impzr id  a v e r n p n t  of Gxmany. I n  the  area . . ' 
of b ~ i k i n g  opcrztioils, its principal c l i en t s  wq-9 Cennan se-ktlers. 
Teclmicdly, imp+t proFimmBs were work3d out by t h e s e t t l e r s  t'nenselves '. 
but i n  close consultatiqn with th;: b r a n d  o f f i c i a l s  and the Imperial 
German &ol,&ial a&,~inistrati&. The arraqcment of issuing notes encountered 
s o w  proG1cms r i ~ h t  :rok the stalJc becauso the not es  could no* be &deern@d,g/ ' 
T h  coxtsetpenc~ JIas t:13 closure of bankiag operations lateii i n  1305. . , . 

. . 

I . ' ii + 
53. I n  response t o  t he  challenges crcatec: by the  settlers' a c t i v i t i e s  and 
Indian traders,  a second bank was s t a r t ed  i n  1311 i n  Tanga h'here the s e t t l e r  
population xias re la t ive ly  l a r ~ .  hs !:as been noted, t h ~  f i r s t  bank had 
'mt!? conncrcial and c ~ n k r a i  bankini fuiict ioh.  The recognition . ,.~, . . of th& 
causzs of tha Eailur- of thc  f i r s t b a &  had a be,$riilg on thc  rol; ol" the  
szcond bark. For t h i s  reason, the !%?KIL;~SBAIIX F3R OSTAFXU zotcblished i n  
1311 a commcrcial branch i n  the cowtry but had no powers t o  issue its notes 
a d  coins. Its s j c o d  differ&ce I;$S tha t  its policy rras t o  provide 
f inancial  f a c i l i t i e s  t o  Eot!~. &impcan aild ~ i i a h  businessmen. Thc D2IITSCE - 
OSTAFXKANIX-3 U R I C  had catsr-ut mainly for  the European cl ients .  

1 As tho s s t t l c r  population i n c r c a s ~ d  parti.cul;rly i n  Tanga, demands 
for  loan fudds t o  f iname enterpr ises  increased also. The dynamics of 
increased financiel  resource rquiremeilts rras lidid t o  developmnt at. 
home and not i n  the. host country. Thwz iirre obvious .ard dangers 
assocint:-ul with t hc  x p n s i o n  of f i x m c i a l  sector  act ivi t ies . .  This does 
not moan thak 'chz pr.oc..ess of estahllis!xinG sevSraa1 branches would havc ,been 
zrithout valm. 011 the contrary; ' i t  ~i~ould scem tlmt the stronps.: a'r,ment 
against the 'expansion policy of t he  2 i i k n  administration was tha-t the 
ent;irpPises i n  tile cconorny were still v s y  ivdirnentary and t l i  monztary 
sector  ,was still i n  its embryo. TI-& 'vie:; manif s ted  i t s z l f  i n  t h s  r s fusa l  
t o  cre& a ao-operativz bank which rras proposed by soiile European e i~ t re -  
prcncdrs i n  t h  l 3 l O s .  

52. Awareness of the comp1e:r war issues i n  which t h e  horn- G o v e m ~ ~ n t  was. 
involved might have inrked been a second reason for  the  refusal  by the . 
Inpcr ia l  authori t ies  t o  allow many balks t o  0p.w b r a c h e s  i n  the country. 
i evwthe less ,  i t  zroul~. scem tha t  thcrc  was need t o  jus.tify tl; estzblishment 



of a loca l  Savings &nk fop loca l  reso.mc? mobilization,:: I-t is not d i f f i c u l t  
t o  imagine t h a t  Bdditiond loca l  resourc.?s could have beqn mobilized fron~ the  
loca i  nopulationand f o r e i g n e . ~ ~  Living i n  the c0un2-y~ I n  essence, the  ,, , ,  

proposal t o  es tabl ish a Savings 3ank.in Dar-es-Talaam war most appropriate. 
The c i t y  registered c marked groir'ch i n  tradiilg act ivi t icr ,  2.d a-kcrprises with 
a recognizabk ehp1oyi;ient generatizg effzct .  . . . .  . 

. . 

53. There is a signiTicant ci i-cumtantial  evidence th& the establislunent 
of these two banks 7 a s  very effect ive sinply because ':he7 focused on the ,. 

iucleus  of econbmic a c t i v i t i e s  which &ioneered the of increa%ing.the 
r o l e  of the  transnation21 financial  sector i n  the  later~'per3odd.'  One.point' 
which deserves  hasis is is the fac t  t ha t  tke  t w 3  banks carnoe be categor%zed' 
s t r i c t l y  a s  , trammational banks. Z t  seens safu to' s a y  tliat,  it l e a s t  i n  : " ' .  

Tanganyika, t he  i n i t i a t i v e s  taken by S a m a n  Ranks represented a major bred.- . . ,  

through i n  ti& concept and implemaltation of t ransna t ioG1 devdopmcnt 
ac t iv i t i e s .  ' . ' 

. . . . . . 
I 

54. Data constraints m a l r  is imponsibls t o  explore f u l l y t h e  impact of t h e  
ear ly  foreign t ransmctions i n  t he  .mmtry ,  It should alirays be remenibered 
tha t  the  emphasis dn the reg$.ation and control  of these a r l y  f o r e i p  banks , . 
was the  product of pa:.ticulSr econohic an6 p o l i t i c d  circunstances i n  the 
colonia1"countries concerned. P k n t  ban!!s and home p&tieal support was 
v i t a l  t o  the  establishment &id ' func t ion iq  of t i e s e  bani  agendies which had 

' 

very limited busi~?.ess"compa.*ed to  thc  present s i t i a t i o n ,  . . 

55. 'General dev.zlopmc?nt i n  the  foreign f inancial  sector during the  Geman 
period indicate *%at pr ivate ' forei& d i rec t  inveslments wex minimal. I n  
addieion, what l i t t l e  y o w t l - '  o c c q ~ r e d  i& ve;y ,ur.evenly distributed.  . A . 
large portion d f  .the cbxntry was ,cut. off  From ddmmwcia'l an6 indus t r ia l  
investmant fin+ncinz. I,fo,st of Ch'c es r ly  devel3pm&ntb fnok place along the. 
coast and the h z d i ' a t e  hinterland.: Thc. reasqns f o r t h 6  small contribution of 
pr ivate  investors '+ztd privat& .forei& l c d i n i  from the colonia?. hone conntry 
were threefold: f i r s t ,  private .d i rect  f o r e i p  investment i n  thz  country was 
cer ta inly perceived by iti&sto& from duroope ,as a r isky operation; second, 
t he  t r a r s ~ t i o n a l  ban!<ing systenrras  bq i iming  t o  shape up but had no previous 
experience i n  operating away f rowthe  hendquarte-6 of th2 r a i n  banks; th i rd ,  
-the war during t h i s  period haapered foreign investment a c t i v i t i e s  on any 
significant scalc  both a t  homo and ovmseas. 

(b) Thz United Kiil&om colonial  perioc! 

56. ::ki&n Tanganyika was .ent&ted t o  thz  United Kingdom fol loruiq the  defeat  
of the Gei-mar-: iC'cer the F i r s t  !$orld Xar, sevzrc.l 're5vmc -!<re introduced i n  
the commercial bmlcin,~ strdc5wa. The p'renisz ;.cope 05 n-';ions :]as intended t o  
st imulate economic a c t i v i t i z s  i n  t5s country. 



, . 

57. One very important s t c p  takcn a f t e r  th? country was handd over t o  the 
United Kingdom c&verm?nt was t o  ;rind up a l l  the  banking operations of the 
previous fidministration. Accompanying t h i s  move, was the i m d i a t e  introduction 
of branches of -Jnitzd Kingdom which ri-re already operati32 act ively i n  Kenya 
and iiganda. i n  t h i s  transnational pcriod three main h i t a d  Kingdom banks we& 
opensd i n  t hc  country. Thew wrc:-  

( i )  IJational 3ank of lndia  or  ;rational and Zrindlays h n k ;  

(ii) Ilational h k  of Sout!? of AErica o r  Sarclays aank; 

( i i i )  Standzrcl %nk of South Africa o r  the  S t anhrd  aan!:. 2!/ 

58. Recognizing tha t  financing services wcrc v i r tua l ly  absent i n  a l l  upcountry 
towns, these banks opcned branck:s i n  scvzral  other towns i n  tho country. The 
main task  was t o  fo s t e r  savings mobilization from the loca l  pcople and enter- 
prises.  Thc process of developing such financial  strength was desirable f o r  
the  promotion, strcngthcning znd devclopnent of t rade and industr ia l  ac t iv i t i es .  

59. The financial  arrngements and instruments developed i n  the  kited 
Kingdom and other Wcsi-,xn countries i n  t he  l a t e  ninettenth and ear ly  twentieth, 
century, came in to  being t o  servo th:: much broader economic need of develop- 
ing raw material-orientcd industri,swhich fed the home industries. There 
ms, however, a need ?or: financing t rade i n  order t o  promots the  '~.mrk&t of 
manufactured goods ?con th:? cosmopolitan industries. 

50. An important clement of finance provided by these branches of , t r+ns-  
m t i o n a l  banks was tka t  t he i r  f inancial  f a c i l i t i z s  were offered on terms 
comparable t o  the  terms of c rzd i t  mad2 available t o  t h e i r  own industr ia l  
c sp i t a l  goods producers a t  home. While these branchos would. finance t rade 
and industries,  t h e i r  second main tas!< r~ould be t o  fo s t e r  resource mobilization 
through loca l  savings. It must bc rccognizcd, howwer, t h a t  a l l  the p ro f i t s  
generated from these operations m r c  siphoned o f f , t o  the home basz. 

51. I n  the context of the  expansionary process of thc inonetar7 scCtor i n  
thc  country, a number of new foreian banks w-re established during t h i s  
period. The ;knwe ds Congo belp.c, a 33el.Jian bank, was allowed by the "Jnited 
Kingdom Government t o  open onz o r  t ao  branches i n  Tnnganyika. A t  the time 
of nationalization of banks on 1'3 February 1367 the following banks were 
operating i n  th- cou11try:- 

- iiational and Grindlays Jank - Standard 3ank Limitxi 
- 3arclays '3ank D.C.O. 
- Algcmene 3ank IIederland K . 7 .  - %nk of India Limited 
- 3ank of b r o d a  Liinitzd 



- Commzrcial Jx?k of hSrican Limited - National 3anlc of Pakistan Lixitzd lo/ - Tanzania 3nnIc of &mun:>rcz Limit&.- 

62. The network of forzien b~i~x.5 ?rovii ld for  t he  sharing of cxperiencc from 
Europe and Asia. The s t ructure  o? ti-ies- janks u2s broadly intcrnztional 
but from the starrdpoint of an extensive transnational networEc systan only 
Standard Jank, jarclays 3ank and I?ational an6 ?rindlay's J a i k  ~~~~~2 t m e l y  
traizsnational banks. The most obvious f ca t .~ rc  of these banks was deposit- 
taking and advancing of mcdiun- aid short-term cred i t s  t o  i id iv idua ls  and 
enterpr ises  i n  the  coun-try. Their principal source of subscribed c rp i t a l  
was from homc-bascd t ~ ~ s n a t i o n a l  'Jan!:s. Tlls th rus t  of t h e i r  op:~rations was 
t o  mobilize loca l  savinL:s cheaply a id  t o  l a x i  a t  high m q i n s  wbich provided 
thd with very rcasonablc: prof i ts .  TFlcs nost of these f o r c i p  banks were 
s ta r ted  with very l i t t l e  capitnl. Ths k l k  of t h e i r  lending operations wsre.. 
fun&? by loca l ly  ,:enorated savings. 

.; 
93, Thc establish~nent of transnational Smks between 1'320 and 19?? rzprcscnted, 
i n  par t ,  an attempt t o  mbil izc:  ma::imz resources f o r  t rade f inanc iq  mor.: 
than for  developmnt purposes. To the extent tha t  t h f sc  bai-h promoted trad.2 
and a handful of o t i ~ e r  economic a c t i v i t i e s  such as  housin,~ financing, thJy 
playcd an impoptant ca t a ly t i c  ro l e  i n  development financing. Conditions 
associated wit5 t hz i r  lendilig p o l i c i ~ s  Zid not d i f f e r  very s ign i f ican t ly  
among the banks. 31 tornls o-." competi5on, Standard %nk, &1rclay1s Sank and 
Xational and Grinfilny's b n k  were 1c:zdiq i n  the  country. 

(c)  Independence period 

64. The 2stablisiailcnt of transnation21 brmchcs i n  Tanganyika was motivated 
by several  factors which mdc investments i n  the, colonies morc: a t t r ac t ive  
than a t  home. The general dcvzlopr:~m+ s i tua t ion  i n  tha l e s s  inchrl~trialized 
countrizs demanded cnormous resources i n  orc'er for  th:: Cbvcrnmnts t o  mect 
the requirements for  indus t r ia l ,  q r i c u l t u r a l  and inf ras t rac tura l  needs. Jut  
thc major tasks o: tness  Govxnments usually extended beyond thoss w t i o n e d  
above. I t  was, therefore, natural  t o  expect i"hz transnational f inancial  
szctor  i n  the United Republic of Tawzania t o  play a s ignif icant  a f t e r  
the  country's i n d e p d s n c e  in:igtil. 

55.  I n  the indcpendcncc period there  rrss no new foreign banks but existifie 
ones incrzascd the volume of t h e i r  ac t iv i t i s s .  Because of def in i t iona l  
problms, a discussion on the establishm.xt of foreign i n s u r ~ n c e  agencies 
has been deliberately omitted. I n  the f i e ld  of insuranci! a c t i v i t i ~ s ,  scveral 
t r a n s a ~ t i o n a l  insurance agencies werc s t a r t ed  durin:;this pzriod. 



Tr- 
JJ. A study of thi? branckcs of these ba&s shows tha t  t h c i r  operations were 
located i n  the nor'ihern trunk of t h  country % h e r  investmentc were strongly,,.  
concentrated i n  zonzs 30 pcr cent e o i ~ t m l l d  by Eoreign i&vestments. Ccrt?.lrity 
evidence indicates t ha t  the  powzrfsul scttim inf1uenc.e i n  the  northern zone 
provided the basis for  incredible expansioil of the  t ransnat ional .Eimncia1 
sector  during t h e  pre-independence period. 

5'7. The th i rd  phase of zrowth of the  transnational f inanc ia l  s e c t w  beginning 
i n  1920 a n d  continuin;: up t o  1957 was one i n  vh ich  foreign t rade and inyest- 
meilt were internalized i n  t h e  t rans ia t iona l  corporations i n  mst colonial  . . 

count'ries. 

,. ̂ 

58. I n  t h i s  phase, L-hersfore, the internat ional  economy a s  such was 
characterized by conpetition emanatins from the grotring o l i p p o l i w t i o n  of 
markets and rapid increase i n  the  concentration of power across markets 
mai-dy by France and the  'Jnited. ~ipgdom. These developments were not confined 
t o  manufacturinz. %::tractive inddstries,  t rade and f i n a l l y  agr icul ture .  
i t s e l f  were p u l l 4  i n t o  t he  networlc so  t:iat no  a spec t  of economic ac t iv i ty  
today can claim t o  be f ree  from transnationalization,  which also cx t eded  t o  
the  f inancial  sector.  The evidence observed so  f a r  suggests tha t  the  
colonial  Powers supported a l l  s o r t s  of 'voyages of connercial e;?loratiorll 
whose basic purpose was t o  obtain rester supp l i e r so f -  species and raw 
m t e r i a l s  and t o  increase the s i z e  oE m r k e t s  f o r  the home industries.  

'39 !4ence the transnational f inancial  sector,  grear mark.?dly. Certainly 
much of its s t ruc ta re  is associated with the i n i t i a l  pat tern of financing 
t h e  colonial  economy i n  which colonial  po l i t i ca l  support played a major role. 
I n  te rns  of the  ac ' i i~al  groundwork i n  the c r i t i c a l  fornative p?ricd of the  
transnational f inancial  sector  transnational bmks based i n  the k i t e d  
Kingdom assumed a v c r j  l f r g e  mle .  

(d) The Poet4rusha Declaration ~ e r i o d -  

70. ikasures t o  strengkhen netional economic c a p b i l i t i e s  i n  a11 sectors  
have preoocupicd the policy makzrs i n  thc  'Jnited Reptblic of Tanzaaia since 
t h e  ear ly  1950s. 3road areas of policy t o  bz examined by thi? po l i t i c ians  
raneed from educational and science structures,  the s e t t i ng  of the broad 
i d u s t r i a l  s t ra teey,  the control  of d i r ec t  investment, mobilization of 
resources for  accelemted indus t r ia l  development and so forth. Clearly, 
most of these d~pendec'. on social ,  po l i t i ca l  and economic factors  imch broader 
than t:c issue of promoting the role  of t hc  transnational f inancial  sector. 

1 I n  t h e  context of economic development, the  general po l i t i ca l  thinking 
i n  the  l l t e  1953s was tha t  t he  relationships betwesl control  of major mans 
of production and self-reliance were intmtwined. 



72, A s t ra tegy  begins rrith tho capsbi l i ty  t o  iden t i fy  thc  sectors  and 
a c t i v i t i e s  which s u i t  the  achievement of t h c  objcctives. This, i n  turn, is 
necessarily re la ted t o  two c r i t i c a l  and essen t ia l ly  po l i t i ca l  variables: 
(a)  .the insti twtions that  can rundertake projcct  iden t i f ica t ion  and have the 
power t o  implr:men'c p r o j ~ c t s  and (b) the  i n s t i t u t i ons  t9 provide funds 
according t o  national p r i o r i t i e s  and c r i t e r i a .  Ib re  specif ical ly ,  foreign 
control lers  of funds which owned t.hc transnational banks and Coreis investors 
normally invested t h e i r  resources i n  ack iv i t ies  which best f i t t e d  t h e i r  globel 
s t ra tegy of maximizing benefits. Any dependwcy on such a process of develop- 
m a t  was. considered by tho policy mlccrs t o  be fraught with clifficul'cies., 
The development -that had t a k a  plccc since the colonial  period was ra ther  
unsptematic  iu?d .~ncoardinated.  It was considered tha t  t hc  devclopient of 
socihl  economic s t r a t eg i e s  r e q u i r ~ l .  d i f fe ren t  po l i t i ca l  impcratives. 

73. i n  the area of development f i n a n c i n ~ ,  which was very pressing, th? view 
was tha t  it covered a wido spcctrum af area+s for  discussion and could n o t '  . 

be divorced from govenvnent control. Thc range of issues  werz innumerable 
and complex. Somc of them are  indicate<: bc1ow:- 

mobilization of domestic sources of funds, (capi ta l ,  loans, deposits) 
and th- problems involvlvl i n  ra i s ing  these resources; 

e f fec t  of the  s t r u a t u r ~  of i n t e r e s t  r a t e s  and other govcrment 
polici-s oil rcsourcc mobilization; policy ckanges necdx: 

transformation of short-term and medium-tern loans; the  scope of 
integration of commzrcial and development banking systems; 

f inancial  instruments t ha t  can be used for  topping the  can i ta l  
markct; 

various external sources of foreign funds, t h e i r  advantages and 
disadvaatages; 

financing by international comrercinl . bankin& . po6enti-d. _ and 
. problems, techniques of mobilization; variable ra t -s  or'?nEer&st; 
m a t c h i q  matufiities of l i a b i l i t i e s  with those of assets;  
govcxnment r cgda t ions  o r  procedures which inh ib i t  forseigl 
inves tmat  o r  borrowings; . o-&cr policy changes necsssary t o ,  a t t r a c t  
foreign so3xces of funding; 

zffect  of Foreign exchange r i sk  on repayment obligations; how t o  
handle t k i s  r i sk ;  

t he  impact 0.' disbursement ~ l i c i c s  and pract ices  of  ; rmlt i la ter ia l  
agencies and foreign cmmcrcial banks) 

nobil ikation of third-party resavurces f o r  spec i f ic  projscts  
(para l le l  o r  joint  financinz, .~nderwriting, deferred peyxcnts. by 
suppliers of machinery, p a r t i c i p t i o n  c '>r t i f ica tes ;  . . , 

mixed enterpr ises  and joint ventures; 

assessment o: protfol io  r i s k  and its implications f o r  f inancial  
policy of a d-velopqent bank a d  so  forth.  



'71. Thcsc factors !-.?v? consir lmble  b-:x-ing on devclopncn-t f imncing  
s t r a t&&ies  of Jnt.ePpYis& and fo r  *?:is reason it Was conSide~3d use5d  t o  
uldsrstind t i le i r  imprct on decision ndcing. I t  was i*:=alized tha'c the  
c r i t i c a l  aspects coi:ld not bc revie:.r-.d i n  a Era~.cntcc~. fasirion. Thus, 
i n  t:>c implemcqt&ion of thc  iirusha ~ e c l z a r a t i b n  s~hich k t ioml i z3c ;  the  
comlnanling h,5ghts of t h s  2conoiy, a l l  comerdial '  banks operating i n  4zI-a 
'JnitcS liepilblic of Tan-mia >rere placxl un&r the Ilational % d c  of Com.~erce 
which i s  o~~rned and controlled. by t i z  'Gr~onurnent. "The t!ational 3mk of 
Comilerce was e,upecter' -to ensure !-~aimony between the.country's po l i t i ca l  
an6 economic policies a.nd also fill1 com;litnent i n  t he  divers i f icat ion of 
i t s  lcnding activit-ies, p a i - t i c u l ~ l y  i n  Cz.vour of tbz  ru ra l  s c h r  which is 
thz  backbone of the  cww~try's deve1opm::nt p,.alicy". 21 ' . 

75. The ~!is&~e&-ance o: t he  for.ci@- Y a n i t s  m-ant a l so  the cid of -tbt era 
of thz transnatibiial local  finailcia1 s ~ c t o o  crcated loca l  br&~oh:s of ' . ' 

foreinn t ransna t i3ml  banks. 

75. Th3 deve1opmcm.t i n  th:: doms t i c  f inancial  sector  which 'aok place 
between 1%/ ai12 t h ~  present witnessx'! t h e  b i r th  of. the  new non-foreign local  
f inancial  sector. 3?cmtly,  the  Yorlc; 3x13 appraisal  i.iission t o  the 
Tanzmia I n v e s t r . ~ ~ t  3nk rzmrkcc! 'i!?r'c i n  t-rms of appropriz-te i idc i tu t iona l  
f inancial  structur:, the country's : ~ i m ? c i s l  systeci has h e n  rz'ccd well 
dev~loped. Thcrc are i n  a l l  t en  financial  imt ibu t ions  izcluSing the 
Ckntral 3d. conprisinz the  fiwixxLal sector  to&y: t5:: :Iatioilal sad.: of 
Comwrce with branches and agmcies c o v ~ i i i g  the whole cmntry;  Tanzailia 
Investnent W; Tmzaiua l b r a l  Devclopncnt sank, 3ank o: Tmzar?ia; 
Tanganyi!ca Devclopmnt Financ;: Conpz~y, c:::ich is joint ly  omwd by the 
Csverment am:. b i l a t e r a l  air? agencics o.* the ;Init& Kingdom, t h r  ?cderal 
Republic of G-.many and th.2 i !c th~r1~1ds ;  the  Zast African Dwelopr,axlt &I& 
(zAW), tho majority of whose shares a r z  held joint ly  by the k i t e d  Republic 
of Tanzania, llgancla and Kmya; Post Office Savings 3ank, Tanzania Kousing 
3 n k ;  tiie !.!atioml Provident a(! t h s  i?ational Iilsurancz Corporation. 

'77. O f  these i m t i t u t i o n s ,  s i x  carry out dzvelopment lending operations. 
Thesz a r ?  Tanzania Investment Janir, Tancanyika Dcvclopnent Fiilznce Gonpany 
Limited, &st African Devclopmzilt 3a&, Tanzania a r a l  Dwolopn~en'c ? I  and 
the i ia t ioml Bank of Com~erce. T i -  'Tanzania Kousim h l l c  ( E 3 )  provid-s 
f o r  commercial an,:. res ident ia l  bwildinzs including low-ost housing. TRDB 
concentrates miil ly on the rural  sector. i'li;. bank normally makes short-term 
loans $or seasonal inputs and also pmvides medium- and lons-tern 13ans for  
machinery, transport, storags aid livestock. 

111 w., p.3. - 
12/ Thz Yorld 3auk : Appraisal of thz  Tanzania lnvzstnznt &.k, August lyn,  - 
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78. kdiun-  and lone-t-E,I f inanci~lg f o r  the  n d e r n  indus t r ia l  sector  including 
tourism, transport, agro-busin.?ss, 2tc. a r c  providd  by -ISJ)B, TDFL and TIa. 
There is very clos? co-ordination among these inst i tut ions .  Resourc- 
mobilization frnn th2 public and pr ivate  sectors  is carrizd out by f i ve  
ins t i tu t iops ,  namely, HZ, TE3, TPU.33, IliC and HPF. 

79, Ths~ r a t i o n a l  f o r  the developnznt of t h i s  new financial  sector  is very 
clear.  The basic reasons are:- 

(a)  To pool r.-sources including investment cap i ta l  and !fin-.ncid 
technological knorildgi'  ; 

(b) To channel resources i n  ti12 p r io r i t y  praductiv- f a c i l i t i e s  i n  a 
concentrated and coordinated ra ther  than i n  a fragmented fashion; 

. .  . 
(c) To d is t r ibu te  t he  banking b m c f i t s  through thc nechanism of 

lorn financing; 

(6) To influence indus t r ia l  location d i r ec t ly  through f i runc ia l  
, instruments. 



80. Prior  t o  independence followirig character is t ics  were noticeablz: 

(a) Abscnce of private markets fo r  ra is ing equity and long-tsrm 
loan capi ta l ;  

(b) Existence o< conmercial banks unwilling t o  provide even short- 
a id  medium-term loans t o  any but well established foreign and doaestic 
f i n n s ;  

(e) Relatively low r a t e  of p ro f i t s  i n  re la t ion  t o  r i sk  i n  the f i e ld  
of manufacturing industr ies  c&mpar&d. t o  a l te rna t ive  uses of financial  
cap i t a l  such a s  c o ~ t ~ & t i o n ,  l ind  speculation, trade and loans for  
consumption purposes; 

(d) unfavourabl- climate for  foreign investments owiq  t o  the lack 
of economic infrastructure  and small markcts; 

(c)  Shoptag- of s k i l l x i  labour, technicians and managerial 
compdmce; 

( f )  Abscnce of i n s t i t u t ions  to '  conduct pre-investment surveys and 
t o  assess t h e  v i ab i l i t y  of indus t r ia l  projects. 

81. I n  the l i gh t  or" t h , ~  foregoing, a l l  exis t ing commercial banks were 
thus oriented t o  financing forei'gn trade. Specifically,  c red i t  financing 
was geared towards eq5orts o f - ag r i cu l tu ra l  commodities and imports of 
consuner goods. In other -~rords, the c red i t  financim pattern was t~kt of . . 

the  import and d&3rt ti-ade. Limited local  markets and high industr ia l  
production costs coatributed t o  the  insignif icant  level  of domestic trade. 
It is primarily because of t h i s  t ha t  a l l  foreign commercial banks gave very 
low p r io r i ty  t o  c!onestic t rads  aad i i d u s t r i a l  financing. -Th? resu l t  w a s  t ha t  
there was vir t i la l ly  no financing i n  t h i s  direct ion during the  pcri& under 
review. 

02. I n  the  sphere of c red i t  evaluation, the c r i t e r i a  of c red i t  worthifless. 
and p ro f i t ab i l i t y  vere a s  r ig id  fo r  local borrowers a s  they were for  investors 
i n  the Onited Kingdom. Maturally, t h i s  did not encourage the establishment 
of many local  m u f a c t u r i n e  units. &sn from the perspective of thc banker, 
the approach could be n way of c r a t i n g  very high standards of integrity i n  

. . 



banking operations r ight  from the stzrt and thereby avoidin2 the problem of 
dealing with loan dcfaultors and providing a big cushion o r  provj.sion fo r  bad 
debts. It was also one m y  of ensuring tha t  expandin3 returns on equity 
investments were not jzopordizec! by marginal projects. 

83. From the perspectivz of the host country, the  requiremmt of a high 
standard of in tegr i ty  i n  these ' lcca l  br&ct-.-s similar t o  t h e  parent banks 
i n  t h e  U ~ t e d  Kingdom, the insistcncc on conirentional loan secur i t ies  other 
than land and tha ainimum r a t e  of return based on the  average obtained i n  
the  'Jnited Kingdom wcrc qui te  inappropriate t o  the  pressing d:velopmen-t 
needs of the country. With regard t o  land as  the only r ea l  asset  for  
security,  again, the  problem was t1v:t it was not, i n  most cases, surveyed. 
The conbination'of these problems togeth&r k i t h  the  lack of a branch network 
system i n  the corntry mde the e-.nsion of local c red i t  impossible. 

84. Pramentation of the banks' e r fo r t s  resulted in ' lack of co-ordination 
and conscious e f for t  t o  promote the  evolution of an e f f i c i en t  transnational 
f inancial  sector for  industr ia l  devdopment. It was l e f t  t o  each bank t o  
decide  hat ins t i tu t iona l  arrangments f o r  credi t  advances would best s u i t  
requirements of its parent b& politics. 

$5, A common wealci~ess of t h , ~ s e  foreign banks was the absence of adequately 
orzanized and coordinated e f fo r t s  for  the co l l fc t ion  and u t i l i za t ion  of. 
rclavant infornation for  credi t  evalxuation. Such a system could have provided 
co-ordination, i idor~mt ion  shaling amonz banks and feedback of thz  micro- 
and nacro-economic levels  of investment analysis. 

. , 

85, As there r n s  no in--house capacity, it seenad advisable f o r  thzse banks 
t o  play safe  and t o  apply credi t  practices used - in  the 'Jnitzd Kin~Aorn which 
represented, thcrzfore, .an investnwnt qual i ty  and standard of thz %stern 
Lusinsss conmnity. It is, however, accepted tha t  approachas t o  credi t  
evaluation could be global and comprehensive, but national a.nd detailed 
specif ic  norm t o  r e f l e c t  local  conditions a r e  always essential .  

(a)  The &st African Chrrencv Board 

87. One instrument which was used t o  promote the  evolution of the t ransnat ioml 
Tinancia1 sector fo r  t h e  whole of Last Africa was the  Zast African a r r e n c y  
h a r d .  This financial  innovation was intended t o  f a c i l i t a t e  fi iwncial  trans- 
actions betwezn tbe united Kingdom and t h 2  East African countries together 

' 

with what was then Aden. This innovative monetary mechanism designed i n  
accordance with the  concept of a cent ra l  banking function was intended t o  
f a c i l i t a t e  u n i n h i b i t d  convertabil i ty of the  ~ a s t  African sh i l l i ng  in to  
s t e r l i ng  ancl vice varsa, i n  unlimited q u a d i t i c s .  I n  t h i s  respect, it was 



neczssary t o  carry out thc: conversion process on the bas i s  03 fixcd par i ty  
betireen the pound s t z r l i n g  and the  ikst African sh i l l i ng  which was issued by 
the  Last irfric2.n Guri-ency &arc\. I n  s3 fcr a s  the currency was ti'?$ t o  the 
3ritisl; pound s t z r l i n ~ ,  any t ransfer  ofcurrency between %as* Arrica and tile 
ZTnikd Kingdom was su i tab ly  insul?.tnd from the vagaries of i n t ~ m a t i o n a l  
l i qu id i ty  o r  exchanzc: r isks.  . 

88. It is evident tkt t h i s  innovntivc r?,=chanis~:i i n t roducd  an element of 
cap i t a l  outflorr from thz cormilercial banks o p r a t i n ~  i n  East Africa. Thrw~gh 
such a s e t  up, banks vere encoura& t3  tr<ansfor t h e i r  funds t o  the  3nited 
ICingdom without fear  of forzign exchange risks. 

89. Thc absenc- of forzign exchanp conti-ol fur ther  aggravated tkc  s i t ua t ion  
bec>.us-. these 'banks could t ransfer  t hn i r  3mds out i n  u n l i n i t d  guanti t ies.  

. . 

SC. I n  comxercial trai~si?ction tcrno, t h i s  f i e x i b i l i t y  provided a n  impetus 
for  the  establishment of trau.&atioml bnnlis i n  East Africa., In tha more 
c ~ r ~ ~ p l e x  .rrconornic p c r s p c c t i v  of thc  host country, t h i s  f inancial  innovation 
I-iaci a negative impact. I n  so f a r  as  the  systen of 'flows was excessively 
f l u id  and generous t o  t he  foreign b.Acs, it served a s  an instma--l't for  the  
transf c r  of ca~i'w.1 a t  the expens:: o: 'chz country's cl2velopnent. 'The nzthod 
&id ixch,anisms of thcs.> movements of funds discuss& i n  t h e  f o r q o i n ~ :  were 
not  oriented t o  i s t a b l i s h i $ ~ ~ a : % r a n s r ~ t i o n a l  f inancial  sector  t o  operate a s  

~. . a ca ta lys t  and a s  in i i a t i t u t i o n s l .  vc l ic lz  for  zcononic l6velopment. ; / 

91. It is evident- .tli?.'i the ~ t r u c @ ~ r c  rias detan;lental t o  the coantry. The 
' .  

practice, '  ?or cxa~~p lc ,  of coviring ' m t d  l i a b i t i t k s  i n  t he  comtry by . .  

assets  held i n  t!le 'dni'ccdKin@om'pi-i&%<.l-ily served the  in t e r e s t s  of t he  's-.-ks 
ra ther  th& thz .host country. 

" . . . .  . . 

92. To the  e::tteilt t ha t  decisions on the managsmcnt of s u r p h s  funds 
,generated from loc r l  -Pusourczs rrcre 6:mlusively undcomprahzl~sively governed 
by the homc-baszrl transnational banks, t h e  economic b a c f i t  contznts of these 
banks t o  t h s  host coime-ry w e r e  m r & l a l ,  nonk:iistant o r  quest ionabl~.  

.. . 
, , 
, . . - 

(b) Invsimcnt ol" futtds , , 

, . 
93. It is t h e i r  sizl, worldwide dis t r ibut ion,  f inancial  kno+:ldgc aid human 
and physical cap i ta l  tha t  mkc transnational banks the  m6st poirerful 
ins t i tu t ions  for  development capitcl .  Thz inajor banks discussed i n  t h i s  
report  were of 3nYced ICingdom origiil with a worldwide d is t r ibu t ion  nztwork. 



. . 

34. h discussiori o r  these banks i n  Tanpnyika i n e v i a b l y  focusses on the  
cbannel through which t h e i r  f u ~ d s .  lame ut i l ized.  These banks had the  a b i l i t y  
t o  a t t r a c t  resources from oversfas for  channellikg them in fo  the productive 
a c t i v i t i e s  i n  the country. Iiowzvilr, it is a l so  t h i s  strength t h a t  snabled 
them t o  mobilize local  savings. * 

35, Th-  vast savings mobilized from internal  banking operations lrere not 
reinvested i n  the comtry. The m i n  issue regarding thz a c t i v i t i e s  of these 
:>anks i n  t h e  country arose from thz fac t  tha t  a l l  t h e i r  investments:were 
mads abroad rather  than i n  Tanganyika. Nost of these e n t i t i c s  ?re&? f a r  from 
being development - orimted.  To take one example, t o t a l  deposits i n  East 
Africa i n  1938 amowted t o  "shi l l ings  80 million; the r a t i g  of loca l  
earning asse t s  t o  t o t a l  a s se t s  was l e s s  than 4Oper cent, the  remaining50 
per cent being accounted f o r  by cash and external balances". u/ Local 
lending opcrations wer3 rcfuscd i n  prefsrence t o  t r a n s f e r r i n  these savings 
t o  parent banks i n  London. Tht policy principle t ha t  merge from t h i s  
i l l u s t r a t i on  is tha t  these f i n a n ~ i a l  e n t i t i e s  operated on the  policy of 
r i sk l e s s  investment decisions. 

56. The question whether increased surplus funds should be reiimestzd 
loca l ly  i n  some productive f a c i l i t i e s  was ncvcr the  concern of these banks. 
Thz pat tern of surplus generation from the loca l  banking operations and th'e 
composition of inchs t r ia l  output uerc f a r  from being compntiblc. 

57. On both the supply and the demand sides,  i ssues  of finance for  
industr ia l izat ion czmot. be ea s i ly  separated from issues  of: finance f o r ,  
t he  r e s t  of the  e60nomy. Consequently' f inancial  self-reliance particuIa~.-y 
a f t e r  the  i w s h a  D=claration had t o  be a matter of national ra ther  than 
segn~entcd sectoral  o r  foreign bank economic policy. 

9?,. A discussioi  on  the impact of t l i :  foreign banks focuses a l s o o n  the 
growth of lending trends through which resources bier- channcllcd in to  t he  
economy. :Jzvwtheless, it is cer ta in ly  aonceivable for  the  banks t o  play a 
s ignif icant  ro l ?  i i l  par t icular  i d u s t r i a l  branches or  economic a c t i v i t i e s  
without necessari ly influencing the ovek-all pattern of zconomic growth. 
Floraover, i f  t h e i r  contribution is c ~ ~ s c i o u s l y  control ledacd limited i n  
ways tha t  do not incroase dormstic capacit ies,  it i s  obvious t h a t  t h y  would 
make an absolutely insignif icant  con-t r iht ion t o  n i t idna l  sel f - rol imce - 
which is the  guiding pr inciple  i n -  ti12 'k i ted  Republic of ~anzan ia ,  

. . .  
39. A cursory glance a t  the  pa t te r2  of 1 - d i n g  trends i n  East Africa during 
t h e  period under revisw shows thz t  Tanganyika registered an imprsssive 
record as  demonstrated by the " ra t io  of local  earnings t o  t o t a l  assets  which 
was 0.52 for  t h i s  country mi! 0.33 only f o r  the r e s t  of East i i f r i ~ a " . ~ ~ /  

13/ The F i r s t  Ten Years o r  the  Uational h n k  of Comrce :  ~J.L. p.4. - 
14/ m, p.4. - 
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100. The trend of lending i n  Tanganyikn by the comcrcial  b a s  i n  
r e l a t i on  t o  the r e s t  of 3ast Africa ?as su~mnarized by thz  National 3ank of 
Commercc as  follows:- 

"The advent of World War I; and thc accompanying import r o s t r i c t i o m  
led t o  the creat ion of p c m a n a ~ t  export surpluses and a decline 
i n  the expansion of loca l  credit .  This was due t o  t h s  f ac t  t ha t  
import r e s t r i c t i ons  and the accompanying b u l g i n ~  export surpluses 
resu l tx i  i n  a decreased opportunity f o r  loca l  bank l c d i n z .  Ticre 

w was also a e n c r a l  decline i n  thc  r a t c  of investment and i n  consunzr 
goods coupled a r i t h  almost conpl&e concontration of com~odity exports 
i n  Sovernncnt hands, 3y 1945, the r a t i o  of local  earnings assets.  
t o  t o t a l  assets  had fa l len  -to 0.10 f o r  t h i s  country and t o  0.13 f o r  
the r e s t  of East Africa. This is indicat ive of the  extent t o  which 
loca l  cap i ta l  was b c i q  export&. t o  3 r i t a i n  during th+ VJar and the 
rcsultailt s tarvat ion or  the local  sconomy i n  rcspec.t of loanablz 
funds. After 1350 significan-t changes s t a r t ed  taking place i n  the 
comcrcial  banking f ie ld .  Dcposits a s  well a s  lcnding s tap t id  t o  
expand rapidly. Thc: period bettlccn 1950 and 1.355 w a s t ! : ~  most 
s ignif icant  era  i n  the laying the groundwork f o r  nodern cormercial 
banking i n  t h i s  countrj. I-t is thereforeappropria te  t o  examine 
t h i s  period f u l l y  and t o  obscnr,: rrhat.changcs took placz". s/ 

Thz pcrfomancu f o r  sclectcd yzars is indicated below: 

Tablc 1. Ratio of loca l  carning a s s ~ t m  t o  t o t a l  assets  of cormercial bank 

Year c d  I Tangany ika Z a s t  Africa 

0.33 

101. It has been observed i n  t h i s  report  thxt there was a pr,zssing need f o r  
export commodities par t icular ly  during the Second World War. Prices for  
agr icul tural  comodit ies  soared dramatically. I n  recognizing that  
agr icul tural  production during the war period offered great  scope for  expansion 
and guaranteed returns., other things being equal, the general expectation was 
tha t  comercial  banks operating i n  Tanganyika would naturally give great  
a t tent ion t o  the promotion and financing of viable agr icul tural  projzcts  



which w o  i d  p r o v i d  e s s ~ n t i a l  cxp01-t commoditix. This general mood was i n  
l a r g ~  par t  r c f l c c t d  i n  tho d e m d  f3i- local  credit,. Yct th banking sector  
did not respond t o  thcce demands. Investii?g i n  the  camtry  was still 
generally held to involvs high risks.  Invcstmcnt of thc banks' l iquid a s se t s  
was still concentrated aborad 3,rhcr.;. the protection against foreign exchange 
r i sks  provid~d the strcngcst  a t t ract ion.  

102, A further argument by the  banks f o r  ;lot invest ins  i n  local  productive 
f a c i l i t i e s  was tha t  the  money and secdri ty  mrkc t s  i n  the co.~ilt~-y wer5 non- 
existant.  Ths~s, silrplus funds from tke country; f o r  the most par t  denominated 
i n  pounds s te r l ing ,  were recycled ~ L T o L I - ~ .  t h ~  norhtern t ransint ional  banks 
both i n  London and other Vlesten? capi ta ls .  

par t icu la r ly  betireen 1.350 and 1355 - rrith no net inflov of cap i t a l  fmm 
the parent banks or  netwoi-k systen. 

Table 2. Commercial banks' net foreitm surpluses or  d e f i c i t s  
( i n  n i l l i o n  of ghilli,ngs) 

. . .  . . . . . . , . .  . . . .  .. 
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Source:- P I X  report ,  1377. 



(c) Deposits ~jrowtin 

117:;. In  economies with high growth potential ,  d e p o s i t - M d q  can bc 
errtrcaely profitable. Furthemore, by pecyc1ing a s ignif icant  part  of 
these deposits t o  p r d u c t i v e  a&ivi t ies ,  the country can increase th-  
potent iaI  multiplier e f fec t  of th&e.funds f o r  r e a l  c a ~ i t a l  formation. 
Foreign commercial banks were not conc.?rn~d w i t h  cap i ta l  formztioi? i n  the 
country. A l l  t he i r  cap i ta l  surplus ar is ing fron local deposits was imes ted  
i n  f inancial  assets  i n  London. : 

175. The figures bclox indicate tha t  i-;I-re was a steady grovrth i n  such 
deposits. The increase can be attri'uuted t o  thrae factors,  namely, (a) expan- 
s ion of tlm natrrork of banks i n  tho country; (b) grorsth i n  the agricul tural  
sector,  and ( c )  a horn i n  the export cpnnodity prices. 

Tab15 3. Conm-rcial bmk dzposits i n  Tanganyika 

Deposite 
( in  millious 
sh i l l i ngs )  

Growth r a t e s  ( i n  

. . 



i'35. I n  t he  context of xonomic 6evdopnent par t icular ly  durins th;? post- 
inckpendencc period, capi ta l .  resources were c r i t i c a l  t o  industr ia l izat ion.  
The consensus of t!-ou@ m e r g i n ~  daring the post-independence decade was 
t h a t  a l l  commercial banks. operatint: i n  tl?e country would pay molore a t ten t ion  
t o  promoting harmoniution i n  the economic development of the soun'czy. 

3 .  Particu1z.r a t ten t ion  xas expecte6 t o  be given here t o  zranting 
prc?erantial  ti-catncnt t o  financing indus t r ia l  en t t rpr i ses  and larze-scale 
a ~ r i c u l t u r a l  ac t iv i t i e s .  It wao evident t ha t  the th rus t  on these two major 
sec tors  had t o  be viewed a s  a l o n p t e m  process and one which rccpirzd 
assistance thr.ou& t h  provision of adequate funds. I n  order t o  cive efxect 
t o  t he  concept of national p r i o r i t i e s ,  the  need t o  prepare a development. plan 
was f e l t  a s  ear ly  as  1951. I n  other korr1.s, it was suegosted tha t  a publ ic  
national plan would enforce thc  concept of a national devdopnent effort .  

. . . . . . .  
(a)  Investment a t t i t uck  

. .  -. . . . . . . . . . .  . . 

19% There wsre subs tsn t ia l  grouilcls E?i. believing thee :independence did not 
maan' any c h a n ~ e  i n  pol ic ies  o r s t y l c  of r:wnagenent t o  .most fore i s1  comercial  
banks operating i n  the  country. Their operational f inancial  pictui-c did not 
r e f l ec t  the new pe.rspectives of tb.2 country. A s  observed i n  tab lc  3,  t h e i r  
cap i ta l  export a c t i v i t i e s  i n t e n s i f i 4  betrreen 1951 and 1965. 

103. It seems undeniable tha t  the i i l i t i a l  indepiindence psriod was actual ly  
a prolongation of prz-idependence ixr iod i n  which the c o m r c i a l  banks i n  
the  ,muntry continuccl t o  play tile rolo  of a sleepin2 partner i n  indus t r ia l  
clevolopr.wnt. 

113. It is %:ell knom t h a t  trans%ational enterpr ises  i n  the ear ly  days of 
independmcc i n  Africa had no confi.'..zi~cc i n  the  Sovenvnents which assumed 
power. This m t u r a l l y  w a n t  t ha t  expatriate i n s t i k t i o n s  and ;?nt.~rprises 
w r e  not z t t rac tcd  t o  invest  i n  thcs- c o u n t r i ~ s  except i n  peripheral 
a c t i v i t i e s  which zuarante-r! then +uic!c r2turns f o r  r e a t r i a t i o n  overseas. 

1:l. Irrespective o: the  foregoing, an important element was ebsen rd  
conc~rning thc expansion of the banks' cred i t s  par t icu la r ly  during peak 
periods, This process was f ac i l i t a t ed  'by inter-bank borrowings fmn other 
brariches i n  ;?a& W-ice n n ~  also from t h e i r  balances abroad. Ric tab le  below 
pl-otides a picturz of thc  t r anRaa t i~ns  during the peak period in::Iast Africa, 
i.c; between 1951 a d  1955. 

. . .  . . . . . . . . . . . . . . . .  . . . . .  



Tablo 4. Sourczs o" finance for  peak cr-clits i n  Zast Africa 

Source: ?JYJ report, 1277. 

1 I L  'Jndoubtedly, t h~e  picturz  portrayzd from the  figures above demonstrates 
t he  responsiven=ss t o  some extent o f t i i s  banks t o  the domestic aconomy's 
f inancial  requirements for  d e v e l o p ~ ~ ~ l t .  

113. From the point of view .of t!ie transaction s t ruc ture  of' t he  banks, 
there  was no iapor t ln t  ~;lobaLdif*'eronce h t n e e a  thepre-inl-perdence and 
post-independence periods. Thz most iinportalt aspect of the banks' manage- 
ment was t o  p r s u e  a policy of inv,:s'cing t!leir s u r p l u s x  i n  London where the 
funds still continu~ci t o  bc i n s u i a t d  a ~ c i a s ' i  ~ ~ T C L B I ~  oxcha~ge risks.  This 
type of s a r a n t e s  was actual ly  not changed u n t i l  the  dissolution s_C tihe &st 
African Currcncy & a r i  i n  1954. Cr-dit scrut iny continued t o  b-. very rigorous. 
Th2 banks' lcncliny: proc~durcs  a d  practises vore cer ta in ly  not i n  consonance 
with the pressins development needs oC t ; c  count*. 

(b)  Domestic money mqrket 

. . 
114. I n  a general :ray . the f a i ' l u r e  t o  develop tile cloiiestic noncy market and 
t o  ex&* .the transnational'  f i nanc ia l  sector  was a t t r ibu ted  by t!le ulwarranted 
policy of..thcse banks of count inu in~  t o  pursue i i lf lexibily t h e i r  cap i ta l  export 
policy. This meant tha t  Vhese banks were +ill being, managed and nonitored 
from the Lcmlnn parent ;?arks which re?da&ly issued direct ives  on monetary 
policy. Lastly, alth&&h it was easier ' to make t h s c  mon-tary policy 
d i rec t ives  from London, the developmental harm in f l i c t ed  on the economy 
including tho penalt ies on the grotith o t he  internal  market, iil these 
circumstances, was very enormous. 



(c) Monetary policy 

115. ..Ln view of. thesr~ unsuccessful e;:p:rienccs i n  terms of ha-rnonizing 
operations of f o r . - i s  cor~nercial banks with the developmental iwpi renents  . , ~  

of t he  country and the d i f r i c u l t i e s  of finding a consensus with -the parent 
banks, 2t became uainently c lear  t ha t  a s t m c t u r a l  chary. i n  t he  banks' 
operations was necessary. Thus, tile 2 o v m f n t  i n i t i a t e d  a p r v c e ~ s  of 
ahan@ i n  the direct ion of monetary policy i n  order t o  control  t1;o country's 
scarce f inancial  resources. F i r s t  of a l l ,  it seened desirabla t o  create  the  
central  bank i n  i n  order t o  control the aar?lzinistration of monetary 
issues  i n  the  country. With thz c r a t i o n  of &ink of Tanzania n brake was 
placzc! on thz cap i ta l  export. 

(d) Development rinancinp, 

I . .  The CbvsrnnxPt was not happy with the development performance of the 
connzrcial banking ,sector. There xis 2 strong fee l ins  tha t  t he  cw~n t ry  
needed a reor ientat isn oE the baidcs t o  match the e f fo r t s  t o  pronote 
accelerated econoxic developm&t. Th;: r e su l t  of t h i s  development tempo was 
the  d ~ c i s i o n  t o  nationalize a l l  comn;.rci+l banks on 6 February 1967 and 
t o  create  the  IJztiond 3ank of Co:mzrcc rrhich took over a l l  the  lending and 
resource-mobilization a c t i v i t i e s  i n  'cht. country fron tila former private 
commercial banks. The banks which wcrc nationalized were: 

. . 

(a)  lletional and Grinklays h n k  
(b) Zarclays Dan!! D.C.O. 
(c)  Standard 32Ac LLmited 

. . iilgenenz 3ank Xederlaad. 3.8. 
%d< of i ~ & i i  

( f )  &nk of 3aroda Linitzr! 
( g )  Commercial 3& of Africz Limit.ed 
(h) National 3an4 of Pakistan Limited 
( i )  Tanzai~iz Jank of Conmercs Lin ikd .  

. . 

1 '  This policy decision was neccssai-y i n  ordzr t o  ensure greater efficiency 
and central ize  pl-nning i n  t h s  diredtisi l  of monetary a id  f i s c a l  policies. 
The creation of the tlational &nk OF Commerce was intended t o  ilarmonizc 
p o l i t i c a l  and economic policy objectives par t icular ly  i n  l e d i n g  a c t i v i t i e s  
which were i n  l i n e  arith t he  countxy's clevdopment policy sue:: a s  rura l  
rlevelopment and th.2 pronotion oE small-scale industrien. 



., r, . This report  has focused on a nimb2r of issues of i n t e r z s t  t o  ~Govemments 
con-rning tha rol-  of th-. transnz.tionc1 "nancial sector. This report :.as 
reviewedthe experizrcc of foreitzn bmks i n  t he  'Jnited Xepublic of ~ i n z a n i a  
up t b t h e  t i f i e o f  tile Arusha Declaration i n  1357. The observations madein 
the  report have indicate8 s s v c r d  6 ~ f i c i c n c i e s  i n  the  operation o'P thesa 
banks. 'i'hh most inportant onvs w r e :  

, , 

(a) Too mtc!i coilcontration of d ~ m c s t i c  c r ed i t  i n  thf forsign t rade 
sector;  

' (b)" Ext re~i le l~  low leve ls  of finance t o  the  d o a s t i c  sector! 
. . 

(c)  S t r i c t  an<: discriminatory lozm security h p i r e m c n t s ;  

(d) Scanty e f fo r t s  t o  mobilize h e a l  savings; 
. ,. . . .  

(e) ~ x p b r t s  .of cap i ta l  from the country for  imrestmcnt abroad; 
. - -  .-. . , . . 

( f )  Dependonce on metropolit.an head off ices;  

( g )  Lack of c?foctivc financial  support fo r  tho government def ic i t .  

U g r  I n  t he  l i g h t  of th-. above and i n  or+r t o  imsurc effectiv~,.pgrfo+nce 
i n  the  f inancial  sector ,  a l l  private far,2ign commarcial banks were nationalized 
on 6 Februzry 1957 and the i!ational &n!< of f ~onmce ccias established by '& Act 
of Parliament t o  carry e ~ t  the fo1lo:rin~; functions':' 

, 

(a)  Mobilization of..donestic savinzs for  national development; 

(b) Provision of :aa:rimun s-rvicss t o  tho, p a s a n t s  a d  workcrs through 
. . 

an r&anded network of branches and a rc ic ies  throughout t!le country; i . . 
(c)  Pnv i s ion  of working cap i t a l  finance t o  various sectors of the 

economy, particu1s"ly tho p r io r i t y  scctors;  
(d) Finaacin,j of f o r z i p  trade, par t icular ly  t he  emort-oriantsd 

production a c t i v i t i e s  'co.promot= incr.:ased foreign cxc !~m~c  ca rn iws  for  
achieving self-reliance; 

(2) Prolilotioa of the  country's dwclopment financing, namely, through 
the purchase 01: govenmsnt p p s r ,  ciirzct equity par t ic ipat ion i n  selccted 
via.ble ?ublic an? coape ra t ive  cntzrprises,  provision. of bridging finance t o  
othcr developncnt activit ies:pending, wce ip t  of t h e i r  contractual funds from 
thc? ,%venunent and other sources for  th- respective projects;  

( f )  Implzmentation, of t he  s&ve~me;lt 's  f i s c a l  am3 monetary o l i c i e s  
especially as embodid i n  tha Gpveri~nent's c r s id t  plan; 

(g) Pmvioioa of f a c i l i t i c s  f a r  t ransfer  of funds betrrecn p - m a n s  and/ 
or  f i m s  ; 

(h) Provision of consul'caqcp servicss  o n  investmat ,  x p o r t  promotion 
etc, ; . . 

(i) Provision of t rus tee  and exzcutor services; 

(j) Provision of various kinds of information re la ted t o  trade 
transactiono throilo;:~ s t a tu s  repoi-ts. 
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120. The establishment of ot1mr specialized financial institutions was a 
subsequent development to increase efficiency in domestic lending operations. 
Optimal performance of transnational banks operating in a developing country 
depends to a considerable degree o~i -the capability of operators in working 
out arrangements which would provide an environment for co-op~rative develop 
ment performance and mutual advantage. This task is highly complicated. It 
involves the establishment of mechanisms which can guarante- and ensure that 
both parties share costs and benefits. Of considerable importance would be 
the establishment of strategies and methods directed at financing projects on 
the basis of sound :!inqmial and economic criteria. In-bult flexibility in 
credit evaluation, however, would nsed other mechanisms which are subtle and 
which allow proccdurally for a continuous flow of projects for domestic and. 
external financing. As observed from the foregoing, the United Republic of 
Tanzania ceased to be a hdSt to transnational banks' local opcrations since 
the krusha Declaration on 6 Februzry 1357; but the country still remains an 
external borrofier from the parent transnational banks in the "Jnited Kingdom, 
the United States of hrica, Japan, Canada and Europe. 

122. From the foregoing analysis of the role of transnational financial 
sector in economic development, it would seem a programme to facilitate 
and promote cooperation with transnational and non-transnationel banks in 
the 1980s would call for a number of actions. The main recornendations of 
this report for con6iderations arc: 

(a) Host countries should: 

(i) Indicate precisely what aro their development priorities and what 
arc the pre-conditions for financing projxts; 

(ii) Prepare pre-feasibility studies of pipeline projects which would 
facilitate the continuous flow of projacts for external financing; 

(iii) Establish and monitor contacts and co-operation with transnational 
banks local manageinent for an exchange of views and-experiences on develop 
mental issues; 

(iv) Spccify in detail the conditions for capital transfer and re- 
patriation, imports of raw materials and capital goods, exports of products, 
utilization of domcstic capital and natural resources; 

(v) Provide guarantees for stability of contractual conditions and 
fair compensation in cases of nationalization; 

(vi) Improve their capacity for international loan nzgotiations with 
transnational banks; 

(vii) Compik information on specific loan negotiations of othzr 
countries as rcferencz material for future use in loan negotiations with 
other banks; and 

(viii) Sct up rdevant information systems on various financink options 
and establish suitab1,c training . . programzs for loan negotiation specialists. 

, . . .  . , 
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(b) Transnational banks should : 

(i) Improve t h z i r  responsiveness to the  n x d s  of thc host domestic 
economy; 

(ii) Use l e s s  s t r ingent  c red i t  dvaluation c r i t e r i a  which would not 
discard bankablc projzcts;  

(iii) Apply financing principl-s and procedures which are  conpatible 
with the stage of development of the country's economy; 

( iv )  Lend t o  projccts based on national p r io r i t i e s ;  

(v) Act a s  ca ta lys t s  i n  promoting national projects  through t h e i r  
f a c i l i t y  of finz.ncia1 assistancz; 

(v i )  Be f lex ib le  i n  providiiq technical assistance t o  t h ~  host 
countries on som spec i f ic  projects of national importance; 

( v i i )  Soul*. ac t  as  m b i l i z c r s  oS domcstic and forcign rssourccs needed 
f o r  t o  econonic dcvzlopmmt by the host  Governments; 

( v i i i )  A s s i s t  i n  pronoting s t r a t o , ~ i c  industr ias  such as  i ron  and s t c s l ,  
pulp and paper, f e r t i l i z e r s  etc. which a rc  essznt ia l  i n  promoting indus t r ia l  
self-reliance; 

( i x )  Shoulder responsibilities :rith host Governments i n  pronoting 
regional indus t r ia l  co-operation, fiiultinational industr ies ,  joifit technolo- 
g ica l  research a c t i v i t i s s ,  etc.; and 

(x) A s s i s t  i n  the process of t ransfer  of technology, r c s a r c h  and 
devdopnent. 

121. The foregoing is, however, one s idc  of ti12 c o n p l x  aspect of t hc  
re la t ionship between the host country 2nd transnational banks. There could 
be other indirect  for.- of co-opsration which are  equally important. 

(c)  The home country 

2 The succzss of transnational branches, subsidi2ries,  af ' i l iates o r  
representative o f f i ce s  depends essent ia l ly  on strong support rron the parent 
countries of transnational banks. I k  szems uscful tha t  homi countries should: 

( i )  Establish l i b e r a l  pol ic ies  for  a s s i s t i ng  transnational banks t o  
open of f  ices  i n  developing countries; 

(ii) Provid* subsidies and re lax  pol ic ies  on t i ed  c r ed i t s  on a select ive 
basis; 

111) ovldc reasonable i n c ~ n t i v c  schemes for  t h c i r  transnational banks ( " '  P' . 
operating in  d i f f i cu l t  environments; and 

( iv )  Compile data and inForrnation concerning the background of developing 
countries which a rc  potent ia l  locations f o r  transnational branches. 
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International i n s t i t u t i ona l  s ~ t t i n , ~  

123, Action by thc international cormunity i n  pooling resources and rectify- 
ing the intern~t-ion21 imbalance i n  the transferof'~esourcesis'vi~a1. I n  
addi t ion  t o  internat ional  programmes for  co-financing mechanism+,- the inter-  
national community is obligcd t o  promote proper developmnt system for  thz  
transnational f inancial  sector  i n  a host developing country which would 
f a c i l i t a t e  sui table  clmnnels f o r  the t ransfer  of resources. 

1711, The current international tur'oulcncc i n  the monetary system c a l l s  for  
concerted act ion by -the international cornunity to  provide solutions. These 
problems a f f ec t  transnationalbanks'  serategies  and t h e i r  lending programmes 
to  developing countries wherc the r i sk  element is very high. 
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