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ABSTRACT

This paper investigates the barriers and challenges restraining Zimbabwean banking institutions
in going multinational. The paper drew attention from the fact that although multinational
banking had increased drastically in the last two decades, Zimbabwean banks have failed to go
multinational.

Findings from this study indicate that cultural distance, government policy, information
asymmetry, level of technology, legal and regulatory barriers and barriers to entry are the main
challenges that restrain Zimbabwean banks from going multinational. The paper also examines
policy options to address the challenges faced by Zimbabwean banks when going multinational.
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INTRODUCTION

world becoming more integrated, not just through the movement of people but through financial flows.

An important aspect of the economic globalisation process has been the development of cross-border
banking movements. Lensink and Hermes (2003) note that multinational banking activity has grown quickly due to
the globalisation of capital markets, increased FDI activities, and the liberalisation of financial markets. Economic
globalisation has been characterized by an exceptional degree of global monetary and financial movements. Cross-
border banking movements have increased drastically and banks from developed and the developing world have
established presence in other countries (Claessens and Van Horen, 2012).

% conomic globalisation has dominated the global economy over the last two decades which has seen the

Economic globalisation has made the banking industry go into a state of transformation and the increase in
global economic integration has significantly changed the size of cross-border banking movements. Marin (2010)
held that since the 90’s, many countries undertook global financial intergration by reducing the barriers to cross-
border financial transactions and an increased participation of multinational banks. This, inter alia, has led to an
increase in cross-border banking movements. Cull and Perria (2010) states that “local profit opportunities, the
absence of barriers to entry, and the presence of mechanisms to mitigate information problems have been the main
factors driving foreign bank entry across both the developed and developing countries”. Multinational banking
provides, to the host country, an important means of capital and a means for creating a stable and long-lasting
financial source. It also serves well development, as well as growth and employment prospects. In addition, it also
promotes transfer of technology and it contributes to productivity and income growth.

Going multinational also provides banks with several benefits. Grubel (1985) notes that multinational
banking makes it possible to generate large economies of operation for the individual banks and it also provides
room for diversification of business and risk. Multinational banking presents banks with benefits in the form of
opportunities in gaining market share and improved service provision through the use of state-of-the-art technology.
These benefits will, in turn, raise the profit of the bank. However, many banks in African countries, such as
Zimbabwe, have not been exploiting these opportunities. So the question arises, “what are the barriers that
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Zimbabwean banks face when going multinational?”” A number of studies have shown that banks from developing
countries encounter many challenges when they go multinational. Mathews (2002), cited in Petrou (2007), revealed
that banks from developing countries are smaller, less international and may not possess ownership advantages
when they go multinational. Zimbabwean banks are no exception; they face huge challenges in going multinational.
Lack of expansion, by Zimbabwean banks into foreign markets, remains a problem. The question of why banks in
Zimbabwe are failing to go abroad is an empirical issue and, as a result, it needs to be investigated. This study,
therefore, seeks to investigate the barriers and challenges constraining Zimbabwean banking institutions in going
multinational.

A REVIEW OF THE ZIMBABWEAN BANKING SECTOR

The Zimbabwe’s Banking sector is relatively substantial and sophisticated. Most of the banks in the
Zimbabwean banking sector are commercial banks, but there are also merchant banks, building societies and a
savings bank. The Reserve Bank oversees, monitors and regulates the banking system in Zimbabwe. The
Zimbabwean banking sector has emerged from severe financial damage resulting from the protracted political and
economic turmoil that Zimbabwe went through between 2002 and 2009. The economy in Zimbabwe shrunk
significantly after 2002 and by 2009, Zimbabwe had been blighted by probably its worst political and economic
crisis which significantly affected every sector of the economy, including the bank sector which was near complete
collapse. Banking transactions in the local currency (Zimbabwean dollar) were depressed due to the value of the
Zimbabwean dollar which had lost its relevance as a store of value and medium of exchange. Financial and
monetary transaction in local currency, through the banking and financial system, declined significantly and the
Zimbabwean financial sector faced a crisis that nearly ruined the banking system.

In 2009, the government introduced a multi-currency system which brought stability in the financial sector.
Initially, the multi-currency system did not produce significant results in the banking business. Trust in the financial
sector had eroded due to the political and economic crisis. However, as the economy of Zimbabwe recovered from
its protracted crisis, the public restored their confidence in the banking industry and started to keep their money
inside the formal banking system which led to an expansion in the deposit base. Despite these positive changes, the
Zimbabwean banking sector still faces a number of problems. The Reserve Bank of Zimbabwe (2013) concurs and
states that “liquidity shortages, together with the absence of an active inter-bank market, limited access to affordable
external credit lines, and absence of Lender of Last Resort still compounds the domestic operating environment for
banks”. In addition, adverse economic developments, together with banking mismanagement at several banks,
provide a ground for liquidity problems. In January 2013, there were 22 banking institutions in Zimbabwe. The
composition of the Zimbabwean banking sector is shown in Table 1.

Table 1: Structure Of The Zimbabwean Banking Sector

Type of Institution Number
Commercial Banks 16
Building Societies 3
Merchant Banks 2
Savings Banks 1
Total Banking Institutions 22

Source: Reserve Bank of Zimbabwe (2013)

Table 1 shows that there are only three building societies, two merchant banks and only one savings bank,
which is the Post Office Savings bank. The bulk of Zimbabwe’s banks are commercial - 72% fall under this
category. Commercial banks offer current and deposit account facilities and provide loans and overdrafts to needy
business organizations and individuals. They also offer foreign exchange facilities, including accepting foreign
exchange deposits. Table 2 shows some of the commercial banks in Zimbabwe.
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Table 2: List Of Some Of The Registered Commercial Banking Institutions In Zimbabwe

Bank Name Da_te of Number Of Number Of
Establishment Employees Branches
Barclays Bank of Zimbabwe Limited 1896 1115 34
Agricultural Development Bank of Zimbabwe 1999 913 24
Allied Bank 2005 302 19
African Banking Corporation 1965 151 2
CBZ limited 1991 748 24
Ecobank 2002 106 6
FBC Bank Limited 1997 460 14
Interfin Bank 1999 N/A 12
Intermarket Banking Corporation 2002 64 1
Kingdom Bank Limited 1997 495 25
MBCA Bank Limited 1956 260 5
NMB Bank Limited 1992 279 9
Stanbic Bank Zimbabwe Limited 1965 631 18
Standard Chartered Bank Zimbabwe Limited 1892 852 24
Trust Bank 1995 177 9
ZB Bank Limited 1989 963 38

Source: Reserve Bank of Zimbabwe (2013)

The majority of banks in Zimbabwe fall into the private sector, which is wholly owned by companies and
individuals. The Zimbabwean banking sector has been dominated by local banks - twenty of them indigenous. There
are only five foreign banks which are Standard and Chartered, Stanbic, Barclays, Merchant bank of Central Africa
(MBCA), and the Central African Building Society (CABS). The bulk of local banking institutions have not gone
international.

LITERATURE REVIEW

Studies have identified several factors that influence cross-border banking movements. Blandon (1998)
notes that Ball and Tschoegl (1982) are some of the pioneers in investigating factors that influence banks in going
multinational. Findings from their study showed that multinational banking was determined by bank size, its
experience in multinational business operations, and the distance between the host country and the bank’s country of
origin. Similar results were found by Ursacki and Vertinsky (1992) who investigated multinational banking in Korea
and Japan. Results from their study supported Ball and Tschoegl’s (1982) findings. Results from their study showed
that bank size and multinational banking experience were important determinants of multinational banking.
Multinational banking experience constitutes an advantage in encouraging multinational banking. Literature by
Blandon (1998) suggests that when firms acquire more international experience, the uncertainty levels regarding
operating in foreign markets will reduce. In another study, Di Antonio, Mariotti and Piscitello (2003), cited in
Herrero and Simén (2003), saw international multinational banking experience as significantly important for banks
to invest in foreign banking markets.

Another line of literature supports the “follow the customer” approach. This line of literature stresses that
banks go abroad to follow their customers. Nigh et al. (1986) showed that United States banks that went
multinational did so in an attempt to cater to the needs of United States firms that operated abroad. A similar result
was found by Hultman and McGee (1989) who showed that foreign banks operating in the United States penetrated
the United States banking market to offer financial services to their home country customers. Berger et al. (1995),
cited in Hryckiewicz and Kowalewski (2008), argue that larger banks have diversified customers globally and
therefore they have an incentive to follow these customers when they move abroad. Lee (2003) found that foreign
banks, before the financial crisis in Asia, primarily supported clients from their home countries.

Ownership-specific advantages have also been seen to play a huge role in cross-border banking. Guler and
Guillén (2009) ascertain that firms with “technological capabilities, marketing know-how, branding skills, and/or
organizational capabilities” are likely to be successful when entering foreign markets. Literature has also
emphasised that banks coming from more modern and sophisticated banking systems compete better in foreign
markets (Blandon, 1998). Miller and Parkhe (1998), however, found that banks are likely to invest in countries
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where the banking system is well developed, as a means to develop and improve their services. Cultural differences
can act as either an incitement or a deterrent for cross-border banking movements. Kessapidou and Varsakelis
(2002) showed that national cultural differences influenced both the entry mode and the perceived difficulty
surrounding the intergration of foreign personnel in the operation. Banerjee and Tiwari (2009) bring in additional
support to these findings establishing that on Emergence of Indian Multinationals in Germany, major challenges that
firms faced included cultural differences between India and Germany.

Foreign regulatory framework can also have a large bearing on multinational banking decisions. Naaborg
(2007) finds that institutional factors are a determinant of multinational banking. These institutional factors,
according to Naaborg (2007), include financial regulation issues, the quality of the law enforcement, information
costs, and the host country’s openness toward foreign bank entry. Focarelli and Pozzolo (2000) found judicial
efficiency as a determinant of foreign bank entry. Globerman and Shapiro (2002) found that better governance leads
to more foreign direct investment inflows. Galindo et al. (2003) found that countries with less corruption attract
foreign bank participation. Dixit (2012) notes that corruption, together with legal features such as the rule of law and
the regulatory environment, receive much publicity and, as a result, they have an effect on the attitude of banks in
making decisions regarding investing abroad.

METHODOLOGY

This section provides an outline of the research methodology used in this study and discusses the scope of
the study, population and sampling, data collection and analysis procedure.

Scope Of The Study

The study was carried out in the city of Harare, encompassing Zimbabwean banking institutions only.
Harare has been chosen because it carries the hub of the head offices of banking institutions. The time period
covered by the study was between 2005 and 2012.

Research Population And Sampling Method

According to the Reserve Bank of Zimbabwe (2013), there are 22 banking institutions in Zimbabwe and
they employ over 8,000 people. However, most of the staff in the banking sector have no knowledge of
multinational banking and, as a result, they could not participate in this study. Bank directors and marketing
managers were then considered to participate in the study. A judgemental sampling technique was used to select
respondents who had multinational banking knowledge. This technique made it possible to use judgment to select
respondents that best answer the research questions and meeting of objectives (Creswell, cited in Chikoko, 2014).
Bank managers and bank marketing managers were considered to be the respondents of the study.

Data Collection Instruments

The study used both primary and secondary data. Primary data sources are those that provide information
concerning the issue at hand and are collected by going into the particular field of study. Secondary data research
involves gathering of information that already exists, which, in this case, included journals, newspapers and the
internet.

Primary Data

The study used questionnaires and interviews. The research was carried out through the use of structured
questionnaires. The targeted population was easy to control through the use of questionnaires, as they gave
guidelines to the respondents. Self-completion of questions helped to generate more reliable and valid information.
They were also economic in terms of time management, as they were drop and pick instruments. The study also used
a structured interview to gather information. Interviews were used to gather information that the questionnaire could
not capture adequately, and interviews also clarified some issues on the perceptions of multinational banking by
local banking institutions.
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Secondary Data

A significant amount of information was gathered from secondary sources of research. Information was
sourced from journals, RBZ, government publications, banking bulletins and internet sources. Information that was
obtained from secondary sources was used to construct the questionnaires and interviews.

Data Coding And Analysis

The data were transcribed, translated, coded and entered in SPSS (Version 18). Descriptive statistical
functions were used to calculate percentages of response in favour of particular characteristics both in the
questionnaire and interviews.

DATA PRESENTATION AND ANALYSIS

The primary objective of the research was to analyse the barriers and challenges that Zimbabwean
multinational banks face in going multinational. The findings indicate that several factors act as barriers to
multinational banks in them going multinational. This section will present the study’s findings.
Analysis Of Response Rate

The research got a 77 percent response rate from both questionnaires and interviews from a sample of
marketing personnel and branch managers. The other 23 percent of the respondents were either very busy during the
course of the research and could not - although willing - be available to provide information or were unwilling to
release information with reasons that it was confidential. Table 3 shows the response rate.

Table 3: Response Rate

Respondent Category Sample Respondents Response Rate
Bank Managers 15 12 80%
Marketing Personnel 20 15 75%
Total 35 27 7%

Source: Primary data
FINDINGS

The main focus of this study was to investigate the challenges and barriers that multinational banks in
Zimbabwe face in going multinational. Findings from the study are herein to be presented in the form of pie charts,
tables, and graphs as preferred.

Desire To Exploit Foreign Markets

Findings from this study ascertained that most of the banking institutions in Zimbabwe want to become
multinationals. Figure 1 shows what several Zimbabwean banks would want to establish if they go multinational.

As a means of introducing themselves to foreign markets, 30.2% of those banking institutions that have
never entered foreign markets revealed that they would choose representative offices. The choices were supported
by the overriding advantage of being the entry strategy that allows the bank to taste the waters in multinational
banking without huge capital investments. The findings concur with Blandon’s (1998) assertion that “the
representative office is the most economical of overseas banking organizational forms”. Representative offices,
correspondent banking and agencies require low-cost start up capital. Branch banking and correspondent bank were
the next better preferred strategies, the reason being that correspondent bank requires relatively low-cost start up and
branch banking allows the bank to fully participate in the banking activities of the host country.

These finding are, to some extent, consistent with what has been found by previous studies. For instance,
Cerutti (2007) asserts that among all of the organizational forms of representation abroad, the subsidiary and the
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affiliate bank are generally the two that make it possible for MNBs to constitute quickly, such a network. However,
it should also be noted that the choice of the subsidiary depends heavily on the availability of an important network
of potential customers in the host country.

|

O N 20.9%

e I ., 2%
branch R 27.9%
agency _ 7%

subsidiary 4%

Source: Primary data
Figure 1: Banking Offices By Aspirants

Challenges Faced In Multinational Banking

This section presents factors that were cited by respondents as the main challenges that banks face in going
multinational. Respondents cited three main challenges that hinder them in entering foreign markets - adjusting to
the foreign environment, political risk, and banking mismanagement. Figure 2 shows the challenges that banks faced

in going multinational.

100
90
80
70
60
50
40
30
20
10

0

Percentage Respondents

Adjusting to the environment Political risk

Challenges

Mismanagement

Copyright by author(s); CC-BY

Source: Primary data

Figure 2: Challenges In Multinational Banking

302

The Clute Institute



International Business & Economics Research Journal — March/April 2015 Volume 14, Number 2

Some local banks have not made attempts to penetrate foreign markets due to challenges faced in going
multinational. The question on challenges got an outstanding response and, as shown in Figure 2, the following are
the challenges that were cited:

. Adjusting To The Foreign Environment And Lack Of International Experience - All the respondents
cited this as a challenge and also mentioned the fact that it’s a challenge faced by several businesses
moving from their home country. The lack of experience in multinational banking may cause an
inexperienced bank to be out-performed by well-established international banking institutions. Blandon
(1998), Mutinelli and Piscitello (2001), and Di Antonio, Mariotti and Piscitello (2003) also saw
international experience as crucially important for banks to expand abroad.

. Managing Political Risk —Since banks have no control over political risk, respondents cited this as a major
challenge in multinational banking since it may lead to poor performance or takeover of the unit established
in the foreign country. The results concur with those of Spremann et al. (2000), cited in Hamadou (2012),
who stressed that political instability does not encourage MNBs to establish themselves abroad through
branch forms. Azzimonte and Sartre (2007), Buthe et al. (2008), Iloiu (2008), and Aguiar et al. (2011) also
stressed that the presence of a proven political risk has been an issue that multinationals worry over when
considering investing abroad.

) Bank Mismanagement — Respondents admitted that local banks still had problems with managing their
own businesses. Mismanagement in banks has been a source of concern in the Zimbabwean financial
sector. The RBZ (2013) stressed that there is mismanagement in some local banks which has created
problems. Mismanagement in banks resulted in several banks being placed under curatorship by the RBZ.
Since 2004, more than 20 banking institutions have collapsed because of bank mismanagement. Poor
corporate governance, overstatement of capital, abuse of depositors’ funds, poor risk management systems,
and chronic liquidity challenges are management factors that are affecting the banking sector (Njanike,
2009; Mphambela, 2012; Tsarwe, 2014).

Barriers To Multinational Banking

This section presents empirical findings in reference to the barriers to multinational banking. The five
major factors were noted as barriers and are shown in Figure 3.

Figure 3 shows that entry barriers, legal and regulatory barriers, and government policies are the dominant
factors as briefly explained below.

Cultural Distance

Respondents argued that they would prefer to offer their banking services to customers in countries that
typically share cultural similarities with Zimbabwe. The respondents stressed that only a handful of countries had
cultural similarities with Zimbabwe. One respondent argued that people in Muslim-majority countries are used to
the culture of Islamic banking and they do not want any other form of banking other than Islamic. This makes it very
hard to penetrate the banking markets in Muslim-majority countries. It can, thus, be said that higher cultural distance
will make cross-border banking movements less likely to occur. Kessapidou and Varsakelis (2002), Buch and De
Long (2004), Muza (2007), and Wu (2008) also determined that culture influences matter in multinational banking.
Muza (2007) proved, in Zimbabwe, that Zimbabwean banks encountered cultural barriers when entering regional
markets, which hindered their cross-border movements.

Information Asymmetry

Banks may face acute difficulties in gathering the sort of information that may be needed in multinational
banking. Respondents said that information asymmetry may lead to adverse selection by the foreign banks, which
may ultimately lead to poor credit decisions. Zhang, Shan and Wang (2013) found that asymmetric information,
inter alia, is a significant determinant of foreign banks’ location strategies. Earlier, Wu, Jeon and Luca (2010) had
revealed that the unfavourable information asymmetry that foreign banks face also affects the establishment of
foreign subsidiaries. In addition, Coval and Moskowitz (1999) had earlier found that information asymmetry causes
biases in the investment of market participants and had negative implications on multinational business operations.
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Figure 3: Barriers To Multinational Banking

Government Policies

Respondents stressed the role of government policies in influencing the decision to establish banking
offices abroad. Respondents argued that local governments usually implement policies that benefit local institutions
at the expense of foreign institutions. In this case, government policies may act as a deterrent to multinational
banking. The findings of this study concur with those of Dixit’s (2012) study which found that government policies,
such as outright expropriation of foreign firms, tax regimes, rule of law, and corruption, can make foreign firms
insecure in various ways. Several other studies have shown that government policies are a significant determinant of
foreign banking locational strategies. Boot (1999), cited in Hryckiewicz and Kowalewski (2008), also, to a larger
extent, support the findings of this present study. Boot (1999) cited in Hryckiewicz and Kowalewski (2008) that
governments may want to have the largest banks in their countries to be owned by locals. This can be a hindrance to
the entry of large foreign banks.

Legal And Regulatory Barriers

It was realised from the respondents’ responses that regulatory barriers can act as a hindrance to
multinational banking. If the regulator in the host country implements a stricter regulatory framework, this may pose
challenges to new entrants, especially foreign banks. Respondents also noted that regulatory framework being used
in some of the countries is more tough on foreign entities; for example, foreign banks in some countries are forced to
comply with higher minimum capital requirements as compared to domestic banks with lower capital requirements
to follow. Our results corroborate those of Galindo et al. (2002), Cerutti (2007), and Naaborg (2007).

Copyright by author(s); CC-BY 304 The Clute Institute



International Business & Economics Research Journal — March/April 2015 Volume 14, Number 2

These studies also provided evidence that regulations matter in determining the pattern of multinational
banking. For instance, Naaborg (2007) found that financial regulations and quality of law enforcement were among
other factors that act as determinants of the choice of going abroad by banks.

Level Of Technology

Respondents cited that the level of technology may hinder foreign expansion. This is usually the case when
the bank’s home country is lagging behind in terms of technology as compared to that of the foreign country. The
bank will be forced to adapt to the new technology in the foreign markets which presents a major challenge since it
is costly to adopt and implement new technology. This is usually the case when a bank’s home country is
undeveloped and it intends to penetrate markets in developed countries for the first time. The findings from this
study are consistent with both economic theory and empirical literature (Ursacki and Vertinsky, 1992) and Guler and
Guillén, 2009). Guler and Guillén (2009) ascertain that firms with organizational capabilities, marketing know-how,
technological capabilities, and branding skills tend to be successful when entering foreign markets. Literature has
also emphasised that multinational banks from countries with more competitive banking systems are able to compete
abroad.

Barriers To Entry

Respondents cited barriers to entry as a decisive factor that influences their decisions whether or not to go
multinational. Government-created barriers, such as capital requirements and other stringent measures, were
examples that acted as barriers to Zimbabwean banks in going multinational. These barriers are created by the host
country to make it hard for foreign banks to penetrate their financial markets. The findings are supported by
literature of Cerutti (2007) and, to a lesser extent, Miller and Parkhe (1998). Cerutti (2007) asserts that restraints
imposed on multinational banks, by both the host and home countries, negatively affect the choice of the
organisation form of representation. Put differently, barriers to entry can negatively and significantly affect the form
of representation that the bank wishes to establish. Barriers can be government-created; for example, some
governments can impose stringent measures in issuing business licenses to foreign firms and stringent capital
requirements. Earlier, Miller and Parkhe (1998) proved that countries with less stringent and lower taxes were
preferred by multinational banks.

CONCLUSION

The main objective of this study was to investigate the barriers and challenges constraining Zimbabwean
banking institutions in going multinational. An analysis of the Zimbabwean banking sector was done and revealed
that it faces a number of problems, such as lack of liquidity, lack of corporate governance, and several other
problems. Various studies have shown that MNEs from developing countries face huge difficulties when they go
multinational. Literature conducted on the challenges that MNBs face when they go international listed a number of
factors that affect banks. Financial regulation, language barriers, cultural differences, and economic reasons were
cited as the challenges that banks face when going multinational. To achieve its objective, the study used
questionnaires and interviews to obtain information on why Zimbabwean banks do not go multinational. Findings
from the study showed that adjusting to the foreign environment, managing change within the organisation, and
managing political risk are the barriers that banks faced in going multinational. The study further revealed that banks
face challenges such as cultural differences, information asymmetry, government policies, legal and regulatory
barriers, level of technology, and government policies.

POLICY RECOMMENDATIONS

Based on the findings, the study recommends the following measures. There is need, by the Reserve Bank
of Zimbabwe, to develop and implement sound financial policies that allow for an efficient domestic banking
system. Such financial policies create a platform that facilitates the development of stable institutions that can
compete on regional and international markets. The establishment of a strong banking sector that competes on
international platforms requires both government support and conducive financial sector policies. The government
should also assist banks when they want to go multinational. There are several ways in which the Zimbabwean
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governments can do so. First is information gathering and dissemination. The government should gather and
disseminate information to local banks about attractive destinations, both regionally and internationally. Second, the
government can liaise with regional countries on regional platforms for the promotion of regional financial market
integration. Regional integration has the potential to help banking institutions reduce the challenges and barriers that
banks face when going multinational.
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