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1. The purpess of tlhis repor%‘is to present a thewme basic in the controversy
over the role of transnational banks and transnational corporations in develop-
ing countries witl: special refercnce to tie United Republic of Tanzania. 7This
topic has stimulated heated discussions over the last fev y2awvs in 2 aumber of
maatings. : : L
2. The issue of transnational banks in the construction of the transnational
financial sector has D=2n a hornet's nest in Africa since independence in the
early 1300s. At the international lavel, this matter lod to the recommendation
by the Commission on Transnational Jorporations to carry out a study on the
"evolution, structurs and activities of the major transnational banks, " and
secondly, the, examination of thz "internaticnal and local opsrations of trans-
national banks and their implications Tor developing countries."'if'___ ' '

3. The first and perlaps most important point is the meaning of transnational’
banks. . The Comnission on Transnational Corporations de=fimes transnational banks
as "deposit—taking baiks with branches or mazjority—dwmed subsidiariés in {ive
or moré different countries and/or Territories.” %/ This reort 2adsavours to
highlight the activitizs of these hanks together with other foreign non-trans—
national banks in the structure of the Tanzanian transnatibhal”iinancial sector,

L. The second comment on the subjsct is that, vhatever analysis is adopted,

it should be appropriate within the structure of the country concernzd and
appropriate also to the underlying purposss Ffor which the financial sector
exists, Observing transnational financial sector activities in other countries
and examiniitg the effectiveness of thase activities in industrial dzvelopment

is useful largely in the context of identifying a set of problems and solutions;
but in the end what is chosen must be suitablzs for the country concerned. There
is no right or wrong method of coantirolling activities of transnational banks,
only ways which are appropriate or inanwropriate within that country, gi{'en the
andarlying purposes an’ the political pihilosopny of the host couairy.

5e The third and ecrially important consideration, is to uaderstand that
transnational banks operate not only in one geographical location but beyond
tha frontiers of one naticn. This means that a better understanding of the
transnational financial sector implies a wider appreciation o tihie perspectives
of the global policies of transnational banks,

5o The logical starting point, thersforz, should bs this avarenszss of the
underlying purposzs for shich the transnational banks including their branches,
sunsidiaries, affiliates and representative offices, exist. This is extremzly
important because the underlying objsctive shiould be articulatad in some form so

1/ #/C.19/57, 19 April 1300,
2;/ Ib'd., p-‘j.
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that those concerned with their operations in host countries can lnow what is
expacted of them at the highest policy level to ensure that the contribution
of the transnational financial sector is not detrimental to the national
economy . ’

7 The rncon0111at10n of cowfllcths transnational activities and national
objectives frequently causes several problems. It may be difficult to determine
precisely in advance aad to think up clever ways of ensuring that transnational
banks and transnational corporations bring maximum development benefits to the
host country. ‘

5«  This paper represents an attempt to assess the role of the transnational
financial sector but lack of data limits the scope of its investigatioan and
analysis. Estimates of capital inflows generated by the transnational. financial
sector are of interest in their oun’ right as descrlptlve statistics., If-
adequate data were available, of coursz, such information would have been more
useful for detailed examination. Knowledge of country-spzcific policies such
as investment licensing,. quantltatlve restrictions ‘upon trade and import
prohibitions, price controls, remittance of dividends, profits, royaltiess
management fees and political factors have a direct bearing on the capltal
inflows arising from transnational financial sector activities. In addition,
the role of the transnational flnanclal sector is controlled by innumerable
policiés of parent transnational banks., Again, knowlaedze of their global as
well as country-specific policies for lending operations is necessary.
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CHAPTER 1T

AN ANALYTTCAL PERSPICTIVZE OF TRANSHNATIONAL FIHANCIAL SECTOR

£ There arc four aspects of the transnational banking network:
{a) Stimuli to establish branches in developing countries;
(b) * Advantages and di sadvantages;
(¢) Constraints;

(d) Consequences:

10. Many of the issues raised concerning the role of the transnational
financial sector arc related to the movement of capital across national
boundarices. The general comments made in relation to foreign banks, and
particularly those stemming from ‘the powerful 1ndustr1allzed ‘countries, are
comnected with their development impact on host countries, Pbrhaps it is
not” surprising that hitherto many of these aspects were taken for granted;
but this trend has now completely changed. All countries today are develop—
ment conscious.

(2) Stimuli

1l. From the perspective of parent transmational bénks;énd non—transnational
foreign banks, there could be several operative stimuli. The general ones
aret—

{a) Inadequate domestic margins in'thé hdmé'co&ntry induged the .
establishment of many branches abroad vhere, -at least, the margins were
‘attract1VL, =

(b) For smaller banks, overseas locations offered bptter grounds for
flourishing than the home market where competltlon with senior banks was
very lntcn51ve,

(c) Historically, activitices of transmational corporations and other
private investors in colonies which were under the major Western Powers
provided an impetus for opening branches to render services to settlers;

“(d) - Thé potential for development and the demand for loan funds in
somc developing coumntries offered strong incentives; |

(e) Liberal fiscal and monetary incentives offered by some developing
countries provided a strong tomptation for opening overseas branches‘etc.r‘

(f) The nzed to diversify 1anstment risks througn the creation of |
external buffers ageinst home fiscal or other mecasures;

I

{g) Attraction in the colonizs of low-risk profit and stable costs.ij

?/ TNIDO/10D.325: Ianternational Industrial Interprise Co—opzration.
Volume 2 provides more details.
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12, The above list is not exhaustive. There werc othgr motivations which were
of a p011t1ca1, social and cconomic naturz, -

(b) Advantages and disadvantagcs

13, The thrust of this section is to indicate the opportunitics offered by

the transnational financial sector. It is always implied that foreign banks
have the advantage of bringing into the country capital resources and also they
are well placed for external mobilization of resources., While this may be
true, it is pertinent also to ask whether the activities of 'thesec banks may
not be detrimental to host countries, Hxports of capital, for example, can

be injuriOus~to the economy‘concernedv

14+ The .operations of all forelgn banks ovufseas are backed by their home
Governments. . Home sovernments are. not therefore indifferent to the excessive
outflow of capital,from poor developing countries, It is always assumed that
the activities of transnational banks would not affect adversely the host's
donestic economy. . ' o ' v

15. The foregoing aspects are crucial to an evaluation of the performance
of the transnational financial sector and also the analysis of the cuestion
for whom foreign banks cater. Of course, a critical view of the *for whom'
issue will vary from country to countrys Conventional analysis treats this
issuc essenticlly as z matter conccrnllg the interpretation of 1mpact b" each
ountry and the paranetcrs used in evaluations :

16. Thc approach to the transnational financial sector in developing countrics
is, by and large, based on the effsctivencss of foreign banks in mobilizing
external and domestic resources for the economic development of host.countries.
Thesez two aspects constitute a useful area for the operations of transnational
and non—transnational banks. The main reservation is when domestic resources
are all exported, This was the situation prior to independence in most
developing countrics. Toﬂday, financial transictions most frequently sub ject
to regulation are repatriation of capital and profits, reinvestment profits

and borrowing by foreizn anterpriscs. ./

17. The most common advantage of the transnational financial sector is the
mobilization of foreign exchange which is deficient in almost all non-oil-
producing developing countries. It should be added that, with the establish-
ment of branches, transnational banks command an uffuctlve position for world-
wide foreign exchange mobilization.

4/ United Nations Ilational legislation and regulatlons relating to
transnational corporations oT/CT”/& pedie -
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15. Tae relevant financial variabl:s for any forcipn cconomic activity
ara: pepartriation of profits, dividends, remittance of earnings by
cxpatriates and so forth. The net forsign exchange impact or gain over
time arising out of thz totality of operations of foreign banks must take
into account all the outflows. The overwhelming impression of all trans—
national banks is that their inflous aro outweighe? by outflows. i/

19. Tv\ uX*Stlﬂg financial disciplinc in thc mational banking systen is
attributed to banzlnn culture 1ntroducnd by ezpatriate banks. This is an
obvious advantegze to national economics, Direct evidence of this quality is
difficult to vasure but it is known that all transnational banks operating
in developing countries adept similar credit terime and conditions inherited
Srom parent banks. This disciplinve has beon transmitted to national banks,

(¢) Constraints

20, What are the constraints to transnational banks opening branches in
developing countrizs to~day° The ma jor barrier during the colonial days was
the oligopolization’ stfucture itself vhich was suapartﬂd by the colonial ,
system. It would scem that most of the carly transnational oanks gstabllshed
in daveloping countries originated from the coleonizing home country.
2l. Today, the main coastraint is the intermaticonal business structure
itself, Within the nreovailing international structure of businoss operations,
thoere are at least three kiods of barriers: legal, cconomic and political,

22, The lczal obstaclas affect both the host and the home countries of trans-—
national and non—transnational banks. Capital export, for example, in the
form of cash is stiictly controlled by many countrics i.ce. both developed and
doveloping countries. This is probably roflective of the problem of inter—
national liquidity. The existing dirsct investment laws and regulations irn
developing countrias vary in content am! scope. Some logislation and re—
gulations do not permit the establislment of forcign banks uander the pretext
of foregign exchangs rastrictions,

23, The eccononies of most developing countrics are limited in size, Their
markets are smalls They do not require a multiplicity of large foreign banks.
The econonic barricers arise from lack of information on market structure and
possibilities for good business,

2L. Political barriers are anothor constraint. The obvious purmose is to
protect national banlis apainst competition from foreign banks in th:z doemstic
markets of host countrics. The underlying issue is a fear of possibl: political
domination by the hom: countries of transnational banks.

i/ Tais point is illustrated by the activities of foreign banks in the
Jnited depublic of Tanzania betwozn 1350 and 195¢
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(a) .Conscquenceé :

[ . .

25, The observations made in the foregoing sugpest that the role of the

7 (=]

local transnatiosal financial sector may diminish over time; but direct .
Dorrowing from parent transnational banks will continue to 2xpande. s

25, In the late 1950 and early 1970s some shocks. shoolk ffahsnational .
banks. These shocks arose frbm_nafionalizationfpdliqées and the move by
several countries to control their major m:ans of production. Thesc policies
dad an impact on the developmental expansion of the local transnational
financial sector. Indced, the scope of expansion of the domestig money.
market was diminished, SRR

27+ Using this summary as a basis for prediction, it -could bé said that
barriesrs to growth of local ‘transnational financial sector would be stronger
in- the" future. - o ' - - :
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CiAPTAR  II1T

INSTITUTIONAL SETTIHG

(a) Evolution

23« The history of transnational banks in Africa dates back 00 yezars. All
of them oriented from Western Guropc — france, the Federal Republic of

Germany and the United Kingdom. Their process of formation and involvement *
in Africa was linked To przcolonial cconcmic activities. The growth of the
market economies in African countries from relatively dispersed rudimentary
colonial z2conomies to an integrated slobal economy stimulated the expansion of
transpational banks from thé United States of America, Japan and Canada.

(%) Assessnent

294 The consensus which zmerged during the post-lar decades and particularly
in the 1350s has rzcognized the pivotal role of the transnational financial
seeotor as a powarful instrument for resource mobilization for developing
countries. 3ut expericnce has also shown that the eventual end product of
resource mobilization may not nescessarily be beneficial to the host countries,
Avidence of the export of capital from the United Republic of Tanzania dy
commercial banks shows that thers was no net inflow of ¢apital from abroad
between 1950 and 1355, é/

30. From the exampl: cited above, tho need to control transnational and non-
transnational banks is more than vital. There are substantional grounds to
believe that uncontrolled operations of %ransnational corporations in industrial
and #ervice sectors can have detrimental effects on the economizs of host
countries. Lo

31l. At the intermational level, proposals have been made to rastructure the
present international order through suiiable policies and instrumcnis that
should strengthen the negotiation capzcity of Governments in developing
countrics in thoir relations with transnational corporations,

32. What is now realized is that transmational banks, as the major capital
resources allocators, have establishiad and centralized their power to apportion
global financial resouirces over geopolitical boundaries and to direct their
flows in the direction appropriate to their global strategy and policies.

é/ The first ten years of the llational 3ank of Commerce, 1377, p.D.
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3. As in macro—cconomic planning, transnational financial scctor
planning falls under the mblic domaine. Nowever, to minimize misallocation
of capital resources to scctors of less priority in the national ecomnony,
all transnational sector financial resources nced to be incorporzted in a
compreiiensive national credit plan. This approach presupposzs suitable
working relations witn transnational banks,

3l The broadszr =ffects of transnational financial sector flows of resources
kave baen the sudjzet of much concarn and controversy. DSome of the general
criticisms against {ransnational and non-transnational foreizn banks are that:

'(a) Financing Dy transnational intermediarices has been inappropriate,
in some cases, for the general purnoses of cconomic development, Financing
of merchandise oporations, for ciamplz, al the cxpense of developmont projzcts
may not be suitable for long-~term structural change in the economy;

- {b) "Excessive cxports of capital senerated from internal resources
by transnational banks can be harmful to the host econony;

(¢} Transnational lending has sometimas been introduced to producc
industrial countries' consumption poods for use in the home country. This
type of policy can have delcterious offects in terms of tie nceds of the
majority of the population in the host country;

(d) Discriminatory lending policics have not always conformed to
national prioritizs. Thc relative low rate of profits in relation to risk
in the field of industrial investments has made transnational banks accord
low priority to indus*’,criél projects comparoced with alternative uses of
financial capital such as loans for construction, land speculation, trade
and loans for consumption purposcs.

z5. The controversy has yielded at least one gencral conclusion: the need
for sclectivity in relations and ths conditions under which the trans-
national financial scctor can be synchironized with the national cconomy's
long~term industirial strategy. So, in considering the role of the trans—
national financial sector in the formulation and implementation of devclop-
ment strategics, co-operation with transnational local. bramnches is vital.
Both quantitative and qualitative aspocts of total national rosourczs nead
to be loocked upon as one component or input for optimum usz. °

{(¢) Implications for the United Republic of Tanzania

36. In cxamining the contribution of thc transnational financial scctor
to thc economic development of th: United Republic of Tanzania, a wide.

variety of statistics would need to be colloccted and analysced, say, from
1500 to 1357 when the locally bascd transnational banks were very actives
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Such data would then be organized in profiles or norms based on a numbor
of variables such as total capital inflows and outflows; tho shars of the
banks' resources in the agricultural and manufacturing sectors; the share
of thesc two sectors in GDP; the extent of irportssubestitution arising
out of financing by thoese foreign banks; export promotion; employment
gencration;. improvement in the standard of living; growth in per capita
income, etc. ' ' :

27, - These data would naturally be descriptive statistics and would certainly
not yield insights into the real deVQlonnLnt contribution of the trans-—
national financial secetor in the c?a951cml sense;  other suitable variables
for measuring the development impzct or contrlbu51on would still be necessary.

36, The problem of undertaking o detailed analys1s of the contribution of
foreign banks in the JTnitoed Republic of Tanzania stems from a paucity of
data, In considering the impact of the transnational financial scctor an
analysis of data has to start with the ccolonial era.

39. Under German rule, the operatlons of ta» foreign banks were very
rudimentary. Their onerations were of a small scale and limited to the
activities of a few scttlers.

40, - The appearance of modermn transnational banks took place between

1319 and 1952 when the country was adminiutered by ‘the Tnited Kingdom as

a Mandated Territory under the Leaguc of Hations and then a Trust Territory
under the United Nations.

41, The postindependence period, 1952~1357, witnessed the emeirpgence of

a new role for the transnational finzncial sector. This was z deve lopment
period guided by specific national policies. The accent on accelerated
development was loud and very pressing. Both local and foreign funds were
needed very urgently. The Govornment itself had taken the lead ia develop—
ment financing. Looking back today, there seems little doubt that without
such push it would have been far more.difficult for the enterprises present
today to undertake the necessary groundwork. The establishment . of the
Mational Development Corporation and the Bank of Tanzania was intended to
assist thé Government in monitoring and stceering the development process,.

42, "Following thc Arusha Declaration of 5 February 1957 all large domestic
firms and foreign banks were nationalizeds The post—-Arusha Declaration '
period marked, therofors, the disappcarance of local foreign banks and
inercased requirements for extornal resources through bilatoral aid, suppliers
credits, multilateral financial institutions and direct borrw01n¢ from parent
transnational banks abroad. '
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CHAPEER - IV

EVOLITTON OF THE TRAISNATIONAL FINANCIAL SECTOR IN T:I
TIITED REPUBLIC OF TANZANIA

43. Like in most developing countries, initial development policies and
programres in the United Republic of Tanzania were formulated by the

‘colonial Powers and were carried out in the context of a predominantly

rural and retarded economy. intil tixe beginning of the twentiazth century, -
the traditional form of commercial transactions was barter trade. Investment
in enterprisces located in the country but controlied Dy residents of another
country began during the German period, The notion of money as a medium of
exchange of goods and services cffectively started when the country was under
German - oceupation, However, the cvolution of money itself had a long
history. o

44. For purposes of understanding the environment in which the trans—
national financial sector evolved, four phaszs of developments are discussed
belows '

(2} The Germzn colonial pcriod

45. Until 1913 when the Germans were defeated in the first worldw-war,
cconomie- development policies in the country were developmed primarily by
thems The structure of the ecoromy was basically rural. The major economic
activities were limited to agricultural activities.

. -

15, The German administration marked the begimning of organized enter—
prises and naturally this necessitatod the ‘introduction of a commarcial
banking systems HYith ragard to the business environment itself, the
extensive use of the Indian rupce, which were introduced by immigrants
from India, prepared tnb ground for conmercmal banklng oppra+1oﬁs. -

iy Tn addition,_the Indian immigraﬁts were mainly engaged in trade and
provided a basic scrvice to this scctors What little growth in trading
onterpriscs existed was very unevenly distributeds A number of them were
in a few towns which were easily accessible from the coastal towns,

48, Another noteworthy development was the.coming of German scttlers.
These early business pionecers were cngaged in commercial agricultural.
activities., Large-scale farming projects by the European settlers and
their combined nzeds for insurancs or guarantees had to be accommodated
ecither by banking industries from overseas or in the host country.. This
trend underlined the need for commcrcial banking.in the country.

S E e e e e ralbin i e e AT A i £
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43 Thus, 1705 constituted a milestone when the DETTSCY = OSTAFRIKANISCHE
3AK of Berlin openad a braneh in the countrys. - This branch was located in
Dar—es—Salaam and constitutad the first foreign commercial bank in the
country., The branch office was given authority by the home Govornment to
operate as a commercial bank as well as to issue its notes and 001ns.i/
Particular attention was supposed to be paid to its commercial viability.

and its cuosi-centiral banking function. The ‘govarniment authority,

csponsible for the nroctical 1np1eﬂuntat10n of its commercial aspects was .

5till being monitored from the Impirial Governme nt of "“rmany. In the area
of banking opcrations, its prlnclpal ¢lients wore German settlers. o
Technically, import programmis were workad out’ by the settlers themselves
but in close consultation with tho branel: officials and the Iﬂpurial

Germen colgaial dmlantratlon. The arrangement of issuing notes encountbred
son: oroblcns right From the start becausc the notos could noz ‘ba rcdeunud 8/
Th= consequence vas. tha c103uru of bﬂnklﬂg operatlons later in- 1905, -

50, In response to the challunges created oy the scttlbrs‘ act1v1tles and
Indian traders, a scecond bank was startoed in 1911 in Tanga where the settler
population was relatively largv hs has been qotcd, the first bank had

both commercial and central Danki.nfT functions. The recognltlon Qf the
causzs of the failurc of the first bayik had a bearing on the rol: of the
sscond bank, For this rcason, the IAIMLISBANK FUR OSTAFRIKA estcblished in
1911 a commerclﬁl branch in the country but had no powers to issuz its notes
and coins. Its sacond differcnce was tlat its policy was to provide
financial fa0111t1ps to Both Zuropean and Asian bugincssmen, The DEUTSCH ~
OSTAFRIKANISCHUE BANK had catorad mainly for the Buropean clients,

1. As the scttler population incrcasoed particularly in Tanga, demands
for loan funds to finonce enterprlsgs increased alsos The dynamics of
increased financial resource requirements was linked to deveclopment at
home and not in the host country. Thore were obvious problems and dangers
associated with the sxpansion of’ f111n01a1 sector activitics. This does
not mcan that th: procuss of o StabllSJlnC sevaral branches would have boen
without value. On the contrary, it would scem that the strongest ar'gmnent
agalnst the expansion policy of the seruian administration was that the

rprlsos in the cconomy were still very rudimentary and the monctary
s;ctor was still in its embryo. This view manifested itsclf in the raofusal
to crpate.a co=operative bank which was nroposed by some Zuropean enire—
prencurs in the 1910s,

Fe Avarences of the complex war issues in whicin the home Govormment was.
involved might havz indeed been a sccond reason for the refusal by the
Imperial authorities to allow many banks to open branches in the country.
Hevertheless, it would scem that thore was nced to justify tho esta bllshm znt

7/  Ibide, psel,
E/ Ibid., p-Z-
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of a local Savings dank for local resource mobilization.,..It is not difficult
to imagine that additional local resourcss could have been mobilized from the
local nopulation and foreigners living in the couriry. In essence, the
proposal to establish a Savings Bank-in Dar-cs—Salaam was most appropriate.
The city registered = marked growth in trading activities and arterprises with
a recognizabie enploynent generating effact.

53, There is a signhificant circumstantial evidence that the establluhment
of these two banks was very offective simply because “hey focused on the
nucleus of economic activities which pionceered the process of increasing' the
role of the transnational financial sector in the lafer periodd,” One.point’
which deserves emphasis is the fact that the two baﬂks cannot be cafegorlzed‘ '
strictly as transnational banks. It scems safe to® say that, at least in: E
Tangany1ka, ‘the 1n1t1at1ves taken by German Banks represented a major breal-
through in the concept and implementation of transnational devalopment
activities. o ' :

! L
54. Data constraxnts maks it impossible to explore fully‘the impact of the’
early foreign transnactlons in the country. It should always be remembered’
that the emphasis on the regulatlon and -control of these : zarly foreizn banks -
was the product of particulat economic and political clrcuﬂstances in the
colonial “countries concerned. Parent banks and home poliuleal support wa
vital to the establishment aﬁd functioning of these bank apcn01es whi ch had
very limited business’ compa:ed to the present 51tuat10n. :

55. General aevclopment in the foreipgn flnan01a; sector during the German
period indicate that private ‘foreign direct inves iménts were minimale In
addition, what little growtl occurred ras ve:y unevenly distributed. A

large portlon of the country was - cut of £ from commsrcial and industrial '
investment financing. = Host of the ear rly developnients ook place aleng the
coast and the immedidte hinterland.’ Thce reasons for the small contribution of
private investors and privaté foreign lending from the colonial home conntry
were threefold: first, prlvate direct foreign 1nvestm°nt in the country was -
certainly percelved by investors from furope as a rlsky operation; second, :
the transnational banking systen was b901nn1ng to shape up but had no previous
experience in operating away from the headquarters of thea rain banks; ‘third,
the war during this period hampered foreign investmen® aciivities on any
significant scale both at home and overseas. :

(v) The United Kingdom colonial p 1od :

56, Whén Tanganylka was entrusted to the United Kingdom following the defeat
of the Germars after the First World War, sevorel reforms =rore introduced in
the commercial banking structurz. The precise ccope of actions was intended to
stimulate economic activitiss in the country. ‘
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57. On: very important stop taken after the country was handad over to the
Onited Kingdom Government was to wind up all the banking operations of the
previous Administration. Accompanying this move, was the immediate introduction
of branches of Tnited Kingdom which woere already operating actively in hbnya

and Uganda. In this transnational period three main nited Klngdom banks werc
opencd in tho country., These werci—

(i) Hational Bank of India or ilational and Grindlays 3ank;
(fi) Hational Bank of South of Africa or Barclays Banlg
(iii) Standerd Bank of South Africa or the Standard Bank.gf

58, Recognizing that financing services were virtually absent in all upcountry
towns, these banks opened branchos in several other towns in the country. The
main task was to fostcer savings mobilization from the local people and enter—
prises, The process of developing such financial strength was dosirable for
the promotion, strengthening and development of trade and industrial activities,

59. The financial arrangements and instruments developed in the United
Kingdom and other Hestern countries in the lage ninettenth and early twenticth,
century, came into being to serve the much broader cconomic nced of develop-
ing raw material-oriented industries which fod the home industries. There
was, however, a necd for financing. tiade in ordér to promote the market of
manufactured goods {rom th: cosmopolitan industries,

50. An important clement of finance provided by thesc branches of trans—
national banks was that their financial facilitizs were offered on terms
comparable to the terms of credit made available to their own industrial
capital goods produccrs at homc. While these branches would finaneo trade

and industrigs, their sccond main task would be to foster resource mobilization
through local savings. It must bc recognizoed, however, that all the profits
generated from thesc operations wore siphoned off to the home basc. '

51. In the context of the expansionary process of thc monetary scetor in

the country, a number of new forcign banks were established during this
period. The Bancquc du Congo belge, a Belgian bank, was allowed by the United
Kingdom Govermment to open onz or two branches in Tanganyika. At the time

of nationalization of banks on 5 February 1367 the following banks were
operating in thce coumtry:-

- National and Grindlays Bank

~ Standard Bank Limitead

~ 3arclays Bank D.C.0.

- Algemene Bank Hederland H.7.

~ Bank of India Limited

— Bank of 3Zaroda Limited o

9/ 1Ibid., p.2e
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w~  Commercial 3ank of African Limited
~ HNatiomnl 3ank of Pakistan Limitod 10/
~ Tanzania Bank of Commercs Limited.s

62, The network of foreign banks provided for the sharing of cxperience from
Zurope and Asia. The structure of thes:s banks was broadly international

but from the standpoint of an extensive transnational petwork system only
Standard 3ank, 3arclays 3ank and Iational and Grindlay'’s Bank wer: trusly
transnational banks. The most obvious foature of these banks was deposit-
taking and advancing of mediug— and short—term credits to individuals and
enterprises in the country. Their principal source of subscribed eapital
was from home—-bascd transnational banks, Th2 thrust of their operations was
to mobilize local savings cheaply and to lend at high morgins which. provided
thei with very rcasonable profits, s most of these foreign banks were )
started with very little capitsl. The bulk of their lending oporations were.
funded by locally gencrated savirgs.

53, ‘The establishment of transnational banks between 1920 angd 1957 rapresented,
in part, an attempt to mobiliz¢ maximn resources for trade financing mor:

than for devclopment purposes. To the extont that these banks promoted trade
and a handful of other cconomic activities such as housing financing, thoy
played an important catalytic role in development financing. Conditions
associated with their lending policics did not differ very significantly

among the banks. In tecrms of competition, Standard Bank, Barclay's Bank and
Uational and Grindlay's Bank were l2zding in the country.

{c) Independence period

6Ls The cstablishment of transnational brenches in Tanganyika was motivated
by several factors vwhich made investments in the colonies mors attractive
than at home. The gencral deveioppent situation in the loss industrialized
countries demanded cnormous resources in order for the Governments to meet
the requirements for industrial, apgricaltural and infrastractural neesds. Jut
the major tasks o7 these Zovornments usually extended beyond those mentioned
above., It was, therefore, natural to exneet the transnational financial
sector in the United Republic of Tanzania to play a significant role after
the country's independence in: 1961,

55, In the independence period there as no new foreign banks but cxisting
ones increascd the volume of their activities., Because of definitional
problems, a discussion on the establishment of foreign insurance agenciss

has been deliberately omitteds In the field of insurancé activities, several
transnational insurance agencies were started during.this period. '

10/ 1Ibide, pe2e
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556. A study of the branches of these banks shows that their operations were
located in the northern trunk of tho country where investments were strongly

concentrated in zones 90 por cent controlled by foreign investments. Certoinly

evidence indicates that the powarful settior influence in the northern zone
provided the basis for incredible expansion of the transnational finoncial -
sector during the pre—indcpendence periods ‘

57. The third phasc of growth of the transnational financial sector beginning
in 1920 and continuing up to 1957 was one in which foreign tradc and invest— -
ment were internalized in the transnational corporations in most colonial
countries. : o :

56, In this phase, anrcfore, the international economy as such was
characterized by competition emanating from the groving oligopolization of
markets and rapid incrcase in the concentration of power across markets
mainly by France and the United K%ngdom. These developments were not eonfined
to manufacturing. ZIxtractive industries, trade and finally agriculfure.
itself were pullad into the network so that no-aspect-of ecconomic activity
today can claim to be free from transnationalization, which alSo gxtended to
the financial sector. The evidence observed so far suggests that the
colonial Powers supported all sorts of 'voyages of commercial eiploration'
whose basic purpose was to obtain greater suppliérs of: species and raw
materials and to increase the size of markets fop‘the home industries,

59 Hence the transnational financial sector grew markadly. Certainly

rmuch of its structure is associated with the initial pattern of financing
the colonial eccnomy in which colonial political support played a major role.
In terms of the actual groundwork in the critical formative period of the
transnational financial scctor transnational banks based in the United
Kingdom assumed a very large rola.

(d) The Post-Arusha Declaration period

70. Measures to streangithen national economic capabilities in all sactors
have precoccupied the policy makers in the United Republic of Tanzania since
the early 1950s. 3Broad arcas of policy to bz examined by thc politicians
ranged from educationzl and scicnce structures, the setting of the broad
industrial strategy, the control of direct investment, mobilization of
resources for accelerated industrial development and so forth. Clearly,

most of these dependec on social, political and economic factors much broader
than toe issue of promoting the role of the transnaticnal financial sector.

71. 1In the context of cconomic development, the general political thinking
in the late 19G0s was that the relationships between control of major means
of production and self-reliance were intertwined.
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72 A strategy begins with the capability to identify thc sectors and
activities which suit the achievement of the objectives. This, in turn, is
necessarily related to two critical and essentially political variables: :
(a) +the institutions that can undertake projcct identification and have the
pover to implrment projects and (b) the institutions to provide funds
according to national priorities and criteria., HMore specifically, foreign
controllers of funds which owned the transnational banks and foreipn investors
normally invested their resources in activities which best fittoed their global
strategy of maximizing benefits. Any dependency on such a process of develop-
mant was. considered by the policy makers to be fraught with difficulties.,

The development that had taken ploce since the colonial period was rather
unsystematic and unco~ordinated, It was considered that the development of
social ecconomic stratogies reculrﬁd diff erent polltlcal imperatives., .

73, 1In the arez of development financing whlch was very pressing, the view
was that it covered a widoe speectrum of arcads for discussion and could not
be divorced from government control. The range of issues wer:s innumerable
and complex. Some of them awre indicated belows—-

— mobilization of domestic sources of funds, (capital, loans, dep051ts)
and tho problems involved in raising these resources;

~ effect of the structurc of interest rates and other government
policics on resource mobilization; policy changes necdod

~ transformation of short=term and medium-term ioans; the scope of
~integration of commarcial and develOpment banking systoms;

-~ financial iastruments rhat can be used for: topping the capital
market;

- various external sources of forcign funds, their advantages and
disadvantages;

- financing by international commercial banking, potentlal and -
_problems, techniques of ﬂOblll_atloﬂ' variable ratzs of inferést;
‘matching maturitics of liabilities with those of assets;

governmnent rogulations or procedures which inhibit foreign
investrent or borrowings; . otler policy changes nﬂcpssary to, attract
foreign sources of fundings ' :

-~ affect of foreign exchange risk on repayment obligations; how to
handle this risk; ' :

— the impact of disbursement policics and practices of multilaterial
agencies and forecign commercial banksi

— mobilization of third~party resources for specific projects
‘(parallel or joint financing, underwriting, deferred nuymcnts oy
suppliers of machinery, participation cartificates; :

—~ mixed enterprises and joint ventures:

- assessment of protfolio risk and its implications for financial
policy of a davelepment bank and so forth,

i s g
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7. These facters have considerable bearing on development finsncing
strategies of enterpriscs and for this reason it was considapad useful to
werstand their impect on decision meking. It was realized that the
eritical aspects could not be reviewed in a fragnented fasition, Thus,

in the implemantation of the Arusha Declearation which nationalized the
conmanding heights of the cconomy, all commercial banks eperating in the
United Republic of Tanzania were placed undsr the lational Bank of Comnerce
which is owned and controlled by the Government, "The Hational 3Bank of .
Commerce was cipected to ensure barmeny betweea the country's political

and cconomic policies and also full commitment in the diversification of
its lending activities, particularly in fevour of the rural sector which is
the backbone of the country's developmant policy". ll/

75. The disapvearance of the forzign Banks mceant also the end of the era
of thz transnational loeal financial sactor ercated local braiachas ¢f
foreign transnational banks,

e Thz development inn the demestic financial secteor which took place
betwecen 1957 and the present witnessaed the birth of the mew non-forcign local
financial scctor. Rezcontly, the World Benk appraisal uission to the
Tanzonia Investmont 3ank remarked that in torms of appropriate institutional
financial structurc, the country's financial system has been rated well
devaloned, l&/ There are in all ten financial institutions including the
Central Bank comprising the financial sector today: tho llational Bami: of
Commerce with branches and agoncies covering the whole country; Tanzania
Investment Bank; Tanzania Rural Development 3ank, Bank of Tanzaniaj
Tanganyika Devclopment Finance Company, which is jointly ownoed by the
Governnent and bilateral aid agencics of the United Kingdom, the Federal
Republic of Germany and the Hetherlands; the East African Dovelopment Bank
(ZADB), the majority of whose shares are held jointly by the Jnited Republic
of Tanzania, Jganda and Konyaj; Post Office Savinpgs 3ank, Tanzania Housing
3ank; the Yational Provident Fund and theo llational Insurance Corporation,

77« Of these institutions, six carry out development lending operations.
Thesc ar: Tanzania Investment 3ank, Tanpanyika Development Finance Company
Limited, Zast African Development 3ank, Tanzania Rural Dovelopment 3ank and
the Hational Bank of Commercce Th: Tanzania Fousing Bank (THB) provides

for commercizl and residential buildings including low—cost housiang. TRDB
concentrates mainly on the rural scetor. The bank normally makes shart-term
loans for seasonal inputs and also providoes medium— and long-term loans for
nachinery, transport, storage and livestock.

!._];/ Ibldn ’ P 90
i&/ The World 3ank: Appraisal of the Tanzania Investment Bark, August 1977,

ANMNSHE e
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78 Modium— and long=term financing for the modern industrial sector including
tourism, transpert, agro-business, etc. are provided by ZADB, TDFL and Ti3.
There is very closse co=ordination among these institutions. Resocurca
mobilization from the public and private sectors is carried out by five
institutiomns, namely, W3C, TH3, TPUSZ3, HIC and NPF,.

79, The rationals for the development of this new financial sector is very
clear, The basic reasons arci—

(a) To pool resources including investment capital and ¥inaneial
technological knowledgs'; ' ' :

(b) To channel rcsources in tiz priority productive facilities in a
concentrated and co-ordinated rather than:in a fragmented fashion; - .

(e¢) To distributc the banking benefits through the mechanism of
loan financing:

(¢) To influence industrial location directly through financial = |
instruments, o ‘ B —

i F e
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CEAPTER V¥
PRE—IHDEPENDENCE:ACTIVITIES OF TEE FOREIGHN BAHKS
80, Prior to independence fdllowiﬁg chéracteristics were noticeable: 'l v

(a) Absence of pr1Vate markets for ralslng equlty and long-term
leoan capitalj; -

{b} “xlstbnce oA conmerelal oanks unwllllng to provide even short—
and medium~tern 1oans- to any but ‘well established foreign and domestic -
firms;

(c) Relatively low rate of profits in relation to risk in the field
of manufacturing industries companed to alternative uses of financial
capital such as constructlon, land speculatlon, trade and loans for
consunption purposes;

(d)} Unfavourabl: climate for foreign investments owing to the lack
of economic infrastructure and small markets;

(e)' Shortage of skilled'labouf, technicians and managerial
competence; ' N

(f) Absence of 1nst1tut10ns to conduct pre~investment surveys and
to assess the viability of industrial projects.

81. Ia the light of the foregoing, all existing commercial banks were

thus oriented to financing foreign trade., Specifically, credit finaneing
was geared towards exports of agricultural commodities and imports of
consumer goods. In other words, the credit financing pattern was that of -
the import and e¢xport trade. Limited local markets and high industrial
production costs coatributed to the insignificant level of domestic trade.

It is primarily because of this that all foreign commercial banks gave very
low priority to domestic trade and industrial financinge. The result was that
there was virtually no flnan01ng in this direction durlng “the period under
reviev.

€2. 1In the sphere of credit evaluation, the criteria of credit worthincss
and profitability vere as rigid for local borrowers as they were for investors
in the United Kingdom. HNaturally, this did not encourage the establishment

of many local manufacturing units. Seen from the perspective of the banker,
the approach could be a way of ereating very high standards of integrity in
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banking operations right from the start and thereby avoiding the problem of
dealing with loan defaultors and providing a big cushion or provision for bad
debts. It was also one way of ensuring that expanding returns on ecquity
investments were not jeopordized by marginal projects.

B3s From the perspective of the host couniry, the requirement of a high
standard of integrity in these 'local branchos similar to the parent banks
in the United Kingdom, the insistcnce on conventional loan securities other
than land and the ninimum rate of return based on the averagce obtained in
the United Kingdom were quite inappropriate to the pressing development
nceds of the country. With regard to land as the' only vreal asset for
Securlty, again, the problem was thet it was not, in most cases, surveyeds
The combination of these problems tOHuth@P with the lack of a branch network
system in the country made the expansion of local credit 1mpossxb1e.

84. Fragmentation of the banks' efforts resulted in lack of co-ordination
and conscious effort to promote the evolution of an efficient transnational .
financial sector for industrial develomment. It was left to each bank to
decide what institutional arrangements for credit advances would best suit
requirements of its parent bank. policics.

85, A common weakiness of these foreign banks was the absence of doquately
orsanized and co~ordinated efforts for the collection and utilization of
relevant information for credit evaluation. Such a system could have provided
co-ordination, information sharing among banks and fccdback of the micro—

and macro—economic levels of 1nVestmnnt analysis,

5, As there uas no in~house capacity, it sccmed advisable for thoese banks

to play safe and to apply credit -practices used -in the nited Kingdom which
representedy. thersfore, .an investment quality and standard of tha Hestern
business community. It is, however, accepted that approaches to credit
gvaluation could be gloval and conmprebensive, but national and detailed
specific norms to reflzct local conditions are always essentiale

{a) The East African Currency Board

87. One instrument which was used to promote the evolution of the transnational
financial scctor for the whole of Rast Africa was the Dast African Currency
Board. This financial innovation was intended to facilitate financial trans-
actions betwecn the nited Kingdom and th: East African countries together

with what was then Aden. This innovative monctary mechanism designed.in
accordance with the concept of a central banking function was intended. to
facilitate uninhibited convertability of the East African shilling iato N
sterling and vice versa, in unlimited cuantities. In this respect, it was
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necessary to carry out the conversion process on the basis of a fixed parity
between the pound sterling and the Izst African shilling which was issued by
the dast Africen Currency Boards In so far as the currency was tizd to the
British pound sterling, any transfer of currcency between Hast Africa and the
Tmited Kingdom was suitably insulated from the vagaries of intarmational

liquidity or exchangc risks.

T

83, It is evident that this innovative mechanism introducced an clement of
capital outflow from the commercial banks operating in East Africa. Through
such a sct up, banks were encouraged to transfer their funds to the United
Kingdom without fear of foreign exzchange risks.

85. The absence of foreign exchande control further agpravated the situation

beeause these banks could transfer their sunds out in unlimitoed cuzntities.

50, In commorcial transaction terms, this flexibility provided an impetus
for the cstablishment of transﬁational banks in Hast. Africa._ In the more
complex 2conomic perspecetiva of the host country, this financial innovation
lhad a negative impact. In so far as the system of ‘flovis was excessively
fluid and generous to the foreign banks, it served as an instrument for the
transfer of cawnital at the cxpens: of the country's dcévelopnent. The method
and mechanisms of thes® mevements of funds discussed in the.forezoing were - .
nov oriented to staollshlnp a‘transnational flnanc1al sector to operate as
a catalyst and as an inStitutional vehicle for cconomic dévelopment. H

91, Tt is evident thidt the structurc was deterwental to the countrye. The
practice, for cxarplc, of covéring total liabilities in the country by
assets held in the United Kingdem pmlmarlly survgd tha 1nterusts of the b-.-ks
rather than the host ecuntry. :

El

92, To the extent that decisions on the management of surplus funds
generated: from local -pasources were éxelusivély and comprehensively: govérned
by the home-based transnational banks, the economic benefit contonts of these
banks to tha host country were marginaly, non-ecxistant or questionable,

T

() Inve sstment of fund§’ -

93. It is their size, worldwhkde distribution, financial knowledgé and human
and physical capital that make transnational banks: the most powerful
institutions for development capital. The major banks discussz=d in this
report were of United Kingdom origin with a world wlde distribution notwork.



ST/J_...n/uu /i:;.
Page 22

Sh. A dlSCUgSlOﬂ of t“eSb bénks in Tanganyika 1nev1lab1y focusses on the
channel throuvh which their ﬁuads were utilized. These banks had the ability
to attract resources from overseas for channelling them into the productive
activities in the country, Howeve er, it is also this strcngth that 2nabled
them to mobilize local savingse.

35. The vast savings mobilized from internal banking operations were not
reinvested in the country. The main issue regarding the activities of these
banks in the country arose from the fact that all their investments: were
made abread rather than in Tanganyika. Most of these entities were far from
being development — oricnted. 7o take one example, total deposits in Dast
Africa in 1938 amounted to "shillings 80 million; - the ratio of loeal
carning assets to total assets was less than 40 per cent, the remaining 50
per cent being accounted for by cash and external balances", 13/ Local ‘
lending operations werc refused in preference to transferring “these savings
to parent banks in London. The policy principle that emerge from this
illustration is that these financial entities operated en the policy of
riskless investment decisions.

G6. The question whether incrcased surplus funds should be reiavested
locally in some productive facilities was never the concern of these banks.
The pattern of surplus generatiom from the local banking operations and the
composition of industrial output were far from being compatible.

$7. On both the supply and the demand sidesy issues of finance for
industrialization caunot be ea31ly separated from issues of: finance for

the rest of the economys Consequently, financial se¢lf-reliance partlcuIar;y
after the :drusha Deaclaration had to be a matter of miational rather than -
segmented sectoral or foreign bank economic policy.

97. A discussion on the 1npact of th: foreign banks focuses also on the
growth of lending trends through which resources were channelled into the
cconomy. HNavertheless, it is carta1n1y conceivable ‘for the banks to play a
significant role in particular industrial branches or economic activities
without necessarily influencing the overeall pattern of cconomic growth.
Morcover, if their contribution is consciously controlled and limited in
ways that do not increase domestic capacities, it is obvious that they would
malke an absolutely 1n51gn1flcant contribution to national self-reliance -
which is the gU1d1n0lpr1n01ple in the Uhlted ?upub11c of Tanzanlaa

9. A cursory glance at the pattern of lending trends in'East Africa during
the period under roview shows that Tanganyika registered an impressive
rceord as demonstrated by the "ratio of local earnings to toftal assets which
was 0.52 for this country and 0.39 only for the rest of East Afriea".lh/

13/ The First Ten Years of the National Bank of Commerce, OpeCite, pede
14/ 1bid., peh.
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The trend of lending in Tanganyika by the commercial banks in

relation to the rest of Zast Africa was summarized by the National 3ank of
Commerce as follows:i—

W

"The advent of World War II and the accompanying import restrictions
led to the creation of permancnt export surpluscs and 2 decline

in the expansion of local credits. This was duc to the fact that
import restrictions and the accompanying bulging export surpluses
resulted in 2 decrecased opportunity for local bank lending. Thore
was also a goeneral decline in the ratc of investment and in consumar
goods coupled with almost complete concentration of commodity exports
'in Government hands. By 1945, the ratio of local carnings assets

to total assets had fallen to 0.10 for this country and to 0,13 for

- the rest of Hast Afrvica, This is imdicative of thc extent to which

local capital was boeing exported to Britain during the War and the
resultant starvation of the loecal econony in respect of loanabls
funds. After 1350 significant chenges started taking place in the
commercial banking ficld. Deposits as well as londing started to
expand rapidly. The period betweon 1950 and 1955 was . the most
significant era in the laying the groundwork for modern cormercial
banking in this country. It is therefore appropriate to examine
this period fully and to cbscrve what. changes took placz". lﬁ/

The performance for selected years is indicated bolows

Table 1. Ratio of local carning asscets to total asscts of commercial bank

Year end Tanganyika gast Africa -
1338 Q.52 -0.39
1945 0,10 0.12
1955 0.7 0.77
1965 0,57 0.01

101. 1% has been observed in this report that there was a pressing need for
export commodities particularly during the Second World #dar. Prices for
agricultural commodities soared dramatically. In recognizing that
agricultural production during the war period offered great scope for expansion

and guaranteed rsturns, other things being equal, the general cxpectation was

that commercial banks operating in Tanganyika would naturally give preat
attention to the promotion and financing of viable agricultural projects

15/

Ibide, peSe

o G A R A
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which wo 1d provids essential export commoditics. This general mood was in
large part rcofleetad in the demand for loeal credit. - Yot the banking sdetor
did not respond to these demands. Investing in the country was still
gencrally held to invelve high risks. Investment of the banks' licuid asscts
was still concentrated aborad where the protection against foreign exchange
risks provided the strongest attraction, ‘ :

107, A further arpgument by the banks for not investing in local productive
facilities was that the money and security markets in the country wers non—
existant. Thus, surplus funds from the country, for the most part denominated
in pounds sterling, were recycled throuzh the norhtern transnational banks
both in London and other Hestern capitals.

103, It is self evident from tha figures below that commércial banks in
the country had engagsd themselves very actively in the export of capital
particularly between 1950 and 1955 = with no net inflow of capital from
the parent banks or network system.

Table 2, Commercial banks' net foreipn surpluses or aeficits
(in million of shillings)

Year end - - - - Tanganyika' : Rest of Rast Africa f

1950 o é"}o o o Gé@
; 1 he
:]iggz | 9% 5 33
1953 " 92 | .55
1254 | -85 - 574
1958 ‘ 54 212
1957 12 170
1958 25 252
1959 42 242
1950 2 , S =120
1951 .

1352 ' N 2? 122
1953 _ ‘ 5O ~48
1954 118 | 175
1965 Y =3

Source:—  NBC report, 1377.
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(e} Deposits growth

204 In economies with high growth potential, deposit—tekin: can be
extremely profitables Furthermore, by recycling a significant part of.

these deposits to productive act1V1t1Ls, the country can increase thz
potential multiplier effect of these funds for real capital formation. .
Forecign commercial banks were not concerncd with capital formation in the
country, All their capital surplus arising from local deposite was invested
in financial assets in London.

173, The figures below indicate that thare was a steady growth in such
deposits. The increase can be attributed to three factors, namely, (a) expan-
gion of. the netvork of banks in the country; (b) growth in the agricultural
sector, and (¢) a boom in the export commodity prices.

Table 3. Commerecial bonk deposits in Tanganyika

Deposits Growth rates (in percentages)

Year end (in wmillions
shillings) Annual .| 5-year From 1945
1945 130 -
1347 153 -
1245 250 _ 39
1949 2 1
1950 350 33 36 85
1252 400 14
1953 420 -1
1954 415 : -1 : !
1355 Le2 1 - 21 124
1955 Lok L -
1957 453 : 12
1958 452 : 2
1959 515 11 140
1950 L70 ~11 11
19561 553 39
19352 725 ) 11
1963 - . 815 BN N -3
1964, Sl ' b 30 349
1965 . 809 e S .
Average growth rate 3%

Sources HW3C report, 1377.
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CEAPTIX VX

POCT-TEPAIDINCE  ACTIVITIES OF TEE  BANKS

105, In the contert of zconomic development particularly during the post—
independence period, capital resources were critical to industrialization.
The consensus of thought amerging durlng the post-independence decade was
that all commercial banks operating in the country would pay more atteation
to promoting hariwonization in the economic development of the country.

107. Particular attention was expected to be given here to pgranting
preiferential treatment to financing industrial enterprises and larse-—scale
agricultural activities, It was evident that the thrust on these two major
sectors had to be viewed as a long~term process and one which required . -
assistance through. thz provision of adequate funds. In order to give effect

to the concept of natiopal priorities, the nesd to prepare a development plan .

was felt as early as 13561, In other words, it was. suggested that a public
national plan would enforce the concept of a national devilopuent effort,.

(a) Investnent attitude

195, There were substantial grounds for believing that! independence did not
mean’ any change in policies or-stylc of uonagement to most foreisn commercial
banks operating in the country, Their operational financial picturce did not
refleet the new perspectives of th: country., As observed in table 3, their

capital export activities intensificc betueen_lQSl and 1955,

103. It seems undcniable that the initial independence period was actually
a prelongation of pre-independence period in which the commerceial banks in
the country continuad to play thhe role of a sleeping partner in industrial
deve 1opnbnto .

110, It is well knowm that transnational enterprises in the early days of
independence in Africa had no confidence in the Governments which assumed
power., This naturally meant that expatriate institutions and entorprises
were not attracted to invest in thes: countries except in peripheral
activities which zuaranteasd them ¢uick roturns for remtriation overseas.

111. Irrespective of the foregoing, Ln important element was observed
concerning the eipansion of the banks' credits particularly during peak
periods. This process was facilitated by inter-bank borrowings from other
bramches in Zast Africa and also from their balances abroad, The table below
provides a picturg of the tranpactions during the peak period in:Zast Africa,
i.ce between 1951 and 1955.
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Table 4o  Sourcss of finance for peak cradits in Tast Africa

Year Dast Africa Inter-bank : Fbreign'balances Total highdst

' ' ' ' credit

: i 1

{961 L 15 -l 2
1862 3 42 R . 50 .
1963 2 Lo | Y-
19354 2k 28 - ot 52 .
1955 15 L {- . 90

Source: W3O report, 1277.

112+ Undoubtedly, the picturs portraybd from the fighres above ﬁenonstrates
the responsivenczss to some extent of ths banks to the domestic economy's
financial requirements for devylopm“n+

113+ From the point of view ©f the transaction structure of the banks,

there was no important global. difference between the pre-—independence and
post—independence periods. The most important aspset of the banks' manage-—
ment was to pursue a policy of investing their surplussz in Loadon where the
funds still continuod to be insuiated ageinst foreipn” sxchange risks. This
type of pguarantez was actually not changed until the dissolution of the Tust
African Currcncy Board in 1954, Credit scrutiny continued to be very rigorous.
Thz banks' lending proccdures and practices were certainly not in consonance
with the pressing development needs of tle country, :

(b) Domestic money market

114, In a general vay .the fa11arn to develop the donbst1c Money markat and

to expand the transnatlonal financial sector was attributed by the unwarranted
policy of .these banks of countlnulng to pursue inflexibily their capital export
policy. This meant that these banks were still being managed and monitored
from the Lendon parent banks which regularly issued directives on monetary
policy. Lastly, although it was easior to make these monctary policy
dircctives from London, the developmental harm inflicted on the economy
including the penalties on the growth of the internal market, in these
circumstances, was Very enormous.
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(c) Monetary policy

115, -In view of thesc unsuccessful cipiriences in terms of harmonizing
operations of foraign commercial banks with the developmontal requirements
of the country and the difficulties of finding a consensus with the parent
bapks, it became eiminently clear that a structural chang. in the banks'
operations was nceessary, Thus, the Government initiated a process of
changa in the direction of monetary poliecy in order to control the country's
scarce financial resources., First of all, it seemed desirablc to create the
central bank in 1955 in order to control the adwministration of menetary
issues in the country. With thz creation of 3ank of Tanzania a brake was
placed on the capital export.

(a) Development financing

AR

15, The Government was not happy with the development performance of the
commarcial banking sector.  There 7as a strong feeling that the country
necded a reorientation of the banks to match the efforts to prowote o
accelerated economic development. The result of this development tempo was
the docision to nationalize all commzreial banks on 6 February 1957 and

to create the National Bank of Commcrece which took over all the lending and
resource mobilization aectivities. in the country from tic former private
commercial banks. The banks which were nationalized were:

{(a) tHational and Grinklays Bank

(b) Barclays Bank D.C.O. '

(¢) Standard 3ank Limited

Ed; Algenene Bank FMederland H.V,.

Bank of india

(f) Bank of Baroda Limitad: :

(g) Commercial 3ank of Africa Limitaed
(h) Uational Bank of Pakistan Linited

(i) Tanzaniz 3ank of Commerce Limited,

1i/. This policy decision was necessai'y in order to ensure greater efficiency
and centralize planning in the direction of monetary and fiscal policies.

The creation of the [lational Bank of Commerce was intended to harmonize
political and economic policy objectives particularly in lending activities
which were in line with the country's development policy suclh as rural :
development and the oromotion of small-scale industries.

P oy o et
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o CHAPTER Vil

-CONCLUSIONS AR RICOMMENDATTIONS

113, ThlS report has Focused on a number of issues of intercst to Jovernmgnts
concarning the rolc of the transnational financial sector. This report Las
oviewed the experionec of foreign banks in the United Republic of Tanzania
up to, the tine -of the Arusha Declarztion in 1957. The obscrvations made in
the report have indicated severzl deficicneies in the oouratlon of these
banks. Thé most 1nportant ones wers! o

(a) Tao much congantration of domeétic credit in the féréign.trgde
sector; -
: (B)“ Extremely low levels of finance to the dOemgtic‘sector;
(¢) Strict and discriminatory loan security requiremcnts; R
(a) Scanty offorts to mobilize local savingss

e) Frports of ca01tal from the country for investment abroad

— p—
L

¥

St

- Pependence on metropolltun head offices;

(g) Lack of effective financial support for the government dmf101t.

119, In the light of the above and in order to cnsure effective performance

in the financial scetor, all private forsign commercial banks were nationalized

on & February 1957 and the National Bank of Commerce was: establlshﬂd by ‘an Act
of Uarllament to carry out th; following functionsy

(a) Mobilization of donestic savings for natlonal development ;

- {b) Provision of maximum scrvices to the poasants and workers throuch
an &:panded network of branches and agenc1cs throughout the country; Lo

(¢) Provision of werking capital finance to varioug sectors of tha
scononmy, particularly the priority scctors;

(d) Financing of foreipgn trade, particularly the export—orientad
production act1V1tles To.promote incraased fOP»lgﬂ exchange DarnJ.nL,S ;or
achieving self-reliance

(¢} Promotion of the countrf 5 ﬂrvolopmﬂnt flnanclng, namely, through
the purchase of pgovernment paper, dircect cquity participation in selected
viable nublic and co-operative enterpriscs, provision: of bridging finance to
other developnient activities; pending receipt of their contractual funds from
the Government and other sources for the re socctlvb pro;ects'

(f) Implcmentation of the Government's fiscal and monﬂtary oollcles'
sspecially as embodiod in the Government's creidt plang .

(g) Provision of facilitices for transfer of funds betizen persous and/
or firms;

(h) Provision of .consultancy servicas on investment, export promotion
etes s : T . L :
(i) Provision of trustee and exccutor services;

(j) Provision of various kinds of information related to trade
transactions through status reports.
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120. The establishment of other specialized financial institutions was a
subsequent development fo increase efficiency in domestic lending operations.
Optimal performance of transnational banks operating in a developing country
depends to a considerable degree on the capability of operators in working
out arrangements which would provide an environment for co-opcrative develop—
ment performance and mutual advantagee This task is highly complicated. It
involves the establishment of mechanisms which can guarantec and ensure that -
both parties share costs and benefits. Of considerablce importance would be
the establishment of strategies and methods directed at financing projects on
the basis of sound financial and cconomic criteria. In-bult flexibility in
credit cevaluation, however, would need othoer mechanisms which are subtle and
which allow procedurally for a continuous flow of projects for domestic and:
external. financings As observed from the foregoing, the United Republic of
Tanzania ceased to be a host to transnational banks® local opcrations since
the Arusha Declaration on 6 February 1357; but the country still remains an
external borro¥ier from the parent transnational banks in the United Kingdom,
the United States of America, Japan, Canada and Europe.

121, From the foregoing analysis of the role of transnational financial
sector in cconomic developmeht, it would scem a programme to facilitate
and promote co—operation with transnational and non-transnationzl banks in
the 1980s would call for a number of actlons. The main recommendations of
this report for considerations arc '

(a) Host countries should:

~

(i) Indicate precisely what are their development priorities and what
are the pre—conditions for financing projects;

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

(iii) Establish and monitor contacts and co—operation with transmational
banks local management for an exchange of vicws and .experiences on develop-
mental 1ssues' 5

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

(v) Provide guarantees for stability of contractual conditions and
fair compensation in cascs of rnationalizationg

(v1) Improve thelr capac1ty for intcrnational loan nﬁgotlatlons with
transnational banks;

(vii) Compile information on specific loan negotiations of other
countries as reference material for future use in loan negotiations with:
other banks; and '

{(viii) Set up rclevant information systems on various financing options
and establish suitablc training programacs for loan negotiation specialistse
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(b) Transnational panks should:

(i) Improve their responsivencss to the nieds of the host domestic
SCOnomy ; ' o -
(ii) Use less stringent credit evaluation criteria which would not -
discard bankable projects;
(iii) Apply financing prineciplcs and procedures which arc compatible
with the stage of development of the country's econony;
(iv) Lend to projccts based on national prioritics;
(v) Act as catalysts in promoting national projects through their
facility of financial assistance;
(vi) Be flexible in providing teclinical assistance to the host
countries on somc specific projects of nmational importance;
(vii) Should act as mobilizers of domestic and foreign resources needed
for to economic development by the host Governments;

(viii) Assist in promoting strategic industries such as iron and steal,
pulp and paper, fertilizers etce which are cssential in promoting industrial
self~reliance;

(ix) Shoulder responsibilitics with host Covernments in promoting
regional industrial co-operation, multinational industries, joint technolo—
gical research activities, cetc.; and

(x) Assist in the process of transfer of technology, rescarch and
development.,

121. The foregoing is, however, one side of the complex aspect of the
rclationship between the host country and transnational banks. There could
be other indirect forms of co-operation which are cqually important.

(¢) The home country

122¢ The success of transnational branches, subsidiaries, affiliates or
representative offices depends essentially on strong support from the parent
countries of transnational banks. It seems useful that homc countries should:

(i) Establish liberal policics for assisting transnational banks to
open offices in developing countries;

{ii) Provide subsidies and relax policics on tied credits on a selective
basis;

(iii) Provide reasonable incentive schemes for their transnational banks
operating in difficult environments; and

(iv) Compile data and information concerning the background of developing
countrics which are potential locations for transnational branches.
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Internaticnal institutional sctting

123. Action by thce international community in pooling resources and rectify-
ing the international imbalance in the transfer of resources is vital. In
addition to international programmes for co~financing mechanisms, the inter—
national community is obliged to promote proper development system for the
transnational financial sector in a host developing country which would
facilitate suitable channels for the transfer of resources,

124, The current international turbulence in the monetary system calls for
concerted action by the intermational community to provide solutions. These
problems affecet transnational banks' strategies and their lending programmes
to developing countries where the risk element is very high.
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