
CHAPTER 1 

REGISTRAR’S REVIEW 

INTRODUCTION 
During the year under review, the Bank Supervision 
Department reached its tenth anniversary as part of the South 
African Reserve Bank. Although the supervision of banks 
and building societies (which have since been transformed 
into either banks or mutual banks) was officially transferred 
from the Department of Finance to the Reserve Bank only on 
24 April 1987, the Department began its work within the 
Reserve Bank on 1 October 1986. Since then, there have 
been significant changes not only to the regulatory environ- 
ment in which the Department operates, but also to the 
methodology of banking supervision employed. 

In the line with international developments, the focus of 
banking legislation in South Africa has shifted towards prin- 
ciples that are aimed at facilitating sound risk management 
and that emphasise the role of the various key players in the 
risk-management process. Initially, supervision consisted 
mainly of off-site checking of statistical information con- 
tained in the statutory returns submitted to the Department 
by banking institutions. As a result of significant and still 
ongoing advances with the computerisation of this statutory 
information, the Department’s analysts can now concentrate 
on interpreting and analysing the information, for example, 
by using graphs or time series and techniques such as ana- 
lytical review, in order to assess and form an opinion of the 
quality of banks’ risk management, instead of merely check- 
ing the validity of the information. Relevant information 
from other sources, such as banks’ audited financial state- 
ments, the financial media and rating agencies, is also incor- 
porated into the Department’s information systems. 

The supervisory approach has evolved and been broadened 
to include a much larger, and still growing, component of on- 
site supervision, which includes, inter alia, ongoing interac- 
tion and regular prudential meetings with the executive man- 
agement and risk managers of banks, annual presentations to 
banks’ boards of directors and trilateral discussions with the 
management, including the audit committee, and the ex- 
ternal auditors of banks. Increasing emphasis is also being 
placed on regional co-operation and internationally import- 
ant issues such as corporate governance and consolidated 
supervision, which include interaction with all parts of a 
banking group’s operations, locally and abroad, and with 
other local and international supervisors and regulators. 
More details of the Department’s work in all these areas are 
provided in Chapter 2 of this Report. 

GUIDELINES FOR EFFECTIVE SUPERVISION 
Since the last meeting between the Basle Committee on 
Banking Supervision and the chairpersons of regional super- 

visory groups in Stockholm, Sweden, in mid-1996, there 
have been some significant developments in international 
supervisory matters. These developments were also trig- 
gered by the communiqui issued after the meeting of the 
heads of government of the group-of-seven (“G7”) countries 
in Lyons, France, in 1996. 

Among the conclusions of the Lyons summit were that bet- 
ter prudential regulation was required and that more focused 
supervision of the financial markets was essential for pre- 
serving the stability of the international monetary and finan- 
cial system. There was also a call for the adoption of strong 
prudential standards in countries with emerging economies. 

This led to the idea of setting out core principles or guide- 
lines for a sound supervisory system. It was envisaged that 
these guidelines would be relatively short and fairly general 
and be applicable to both industrialised countries and emerg- 
ing markets. Such guidelines were to be submitted to the 
Basle Committee on Banking Supervision for approval in 
March 1997. The Basle Committee, in turn, will forward the 
guidelines to the summit of the G7 heads of state to be held 
in Denver, Colorado, in June 1997. 

Since the Bank Supervision Department has in the past com- 
mitted itself to implementing the principles set by the Basle 
Committee, the Department will compare the current status 
of its supervisory system with the principles set out in the 
aforementioned guidelines once they are published. In cases 
where adherence to any of the core principles may be lack- 
ing, a defined schedule for attaining such adherence will be 
adopted by the Department, taking account, of course of 
South Africa’s special circumstances and needs. 

With regard to the environment required for effective super- 
vision, Dr T Padoa-Schioppa, Chairman of the Basle 
Committee, expressed the following view, with which the 
Department concurs: 

“The ability to act independently and in the best interest of 
the banking system as a whole must be a key component of 
any banking supervisory system. The supervisor must also 
be able to function free of political pressure or influences. 
Although there is an obvious need to take into consideration 
governmental objectives, banking supervisors cannot be 
expected to fulfil their responsibilities if they are subjected to 
political pressures. 

The critical role of the supervisor argues for a strong agency 
with highly qualij?ed management that clearly understands 
the business of the banking institutions being supervised. 
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The supervisory agency must develop and maintain an elite 
corps of trained and dedicated supervisors capable of inter- 
facing as equals with senior management of banks. ’’ 

REGIONALISATION OF BANKING Hi A P W A  
In line with developments in other countries and regions 
worldwide, financial markets in Africa have expanded 
beyond national borders, largely as a result of growing trade 
volumes and the increasingly free flow of foreign exchange. 
As highlighted under “Guidelines for effective supervision” 
above, the 1996 Lyons summit of the group-of-seven coun- 
tries concluded that better prudential regulation and supervi- 
sion were prerequisites for the preservation of the stability of 
the international monetary and financial system. 

The challenge for banking systems in African regions is to 
become part of the global trend to enhance bank regulation 
and supervision through increased coordination, in order to 
avoid the risk of being disregarded and, possibly, exploited 
in international financial markets. In Chapter 2 of this 
Report, particular mention is made of the need for the grow- 
ing cross-border operations of South African banks to com- 
ply with internationally accepted standards and the need for 
the harmonisation of accounting standards in the African 
region. 

A possible approach to address the challenges faced by 
banking in Africa would be for the banking systems of indi- 
vidual countries to become part of regional efforts to har- 
monise banking legislation, regulation and supervision, as 
well as other aspects of financial infrastructure. Such an 
approach would not only help to strengthen individual bank- 
ing systems at a national level, but also support increasingly 
regional financial markets in the various African regions. 

A regional approach to financial infrastructure has been 
adopted by the Committee of Central Bank Governors of the 
Southern African Development Community (“SADC”). A 
project is already underway to assist in the development and 
upgrading of payment, clearing and settlement systems in 
the SADC region. 

As regards regionally endorsed bank supervision, existing 
structures and groupings - such as the Common Monetary 
Area, which comprises Lesotho, Namibia, South Africa and 
Swaziland, or the South African Customs Union, which 
allows for the free movement of goods between the Union’s 
member countries - could possibly form the basis for the 
establishment of a regional bank supervisory authority, 
which could create a framework for agreements on, for 
example, voluntary adherence to accounting and prudential 
standards and penalties for non-compliance. In this regard, 
it is interesting to note that, in the past, self-regulating stan- 

dards have proved to be successful disciplining mechanisms, 
for example, with regard to risk-based capital-adequacy 
requirements and risk-management systems. 

A voluntary grouping of bank supervisors in the Eastern and 
Southern African region, namely, the East and Southern 
Africa Banking SupervisorS.,Group ( “ E S P ) ,  agreed in 
1994 to support a common market-oriented and risk-based 
philosophy of regulation and supervision. As reported in 
Chapter 2 of this Report, three training courses in banking 
supervision, emphasising that various key players are 
responsible for particular dimensions of risk management, 
have already been presented to ESAF member countries. 

/-- 

A consultative regional body could possibly be granted for- 
mal authority by national bank supervisors to review pub- 
licly available data on an off-site basis and to express an 
opinion thereon. Such a body could support a national bank 
supervisor’s recommendation, for example, to conduct an 
on-site examination of a bank, to close a bank, or to take any 
other action that might provoke opposition. In order for suf- 
ficient pressure to be generated for banks to conform to a 
regional body’s standards, most major banks would have to 
adhere thereto. 

Three categories of regional standards would have to be 
developed: 

Minimum reporting and prudential standards, including 
off-site statutory returns, which may be the most feasible 
area to harmonise on a regional basis, and prudential 
rules and regulations, in order to add credibility and 
strength to the common attempts of national supervisors 
to implement sound and regionally shared prudential 
policies. 

Common measures for the enforcement of rules and reg- 
ulations, since a regional approach to enforcement may 
be of more benefit than the rules themselves. 

A harmonised structure for national banking legislation, 
which would have to conform to common regional norms 
and which would have to cover aspects ranging from the 
authority of the bank supervisor to the definition of the 
business of a bank. 

The central theme of regionally harmonised legislation, reg- 
ulations, standards and the supervisory approach itself 
should be the importance of corporate governance and finan- 
cial risk management, aspects highlighted in Chapter 2 of 
this Report. 
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OPERATION OF THE BANK OF ENGLAND’S 
SUPERVISION AND SURVEILLANCE DIVISION 
In the wake of the Barings collapse, the Bank of England 
(“BE’), during October 1995, commissioned the accounting 
firm of Arthur Andersen to review the operations of the BE’s 
Supervision and Surveillance Division. 

\ 

One of the findings of this review was that there was a need 
for a more systematic approach to the supervision process. 
This should include a formal periodic risk assessment of 
each institution supervised. Furthermore, much more use 
should be made of information technology, the experience of 
the staff involved in the risk assessment should be upgraded 
and a more stimulating working environment should be cre- 
ated. 

In brief, the Arthur Andersen report made the following re- 
commendations: 

Recommendation 1 

The BE should formalise and communicate a statement 
of objectives and standards of supervision. The report 
acknowledged that the prevention of all bank failure was 
not, and could not be, the objective. It was, however, 
clear from ongoing public debate and discussion that 
there was a lack of clarity about the nature and extent of 
protection that supervisors offered depositors. The ques- 
tion was raised whether supervisors could fulfil public 
expectations about the degree of protection afforded. 

Benefit to depositors was said to be a key objective, and 
line supervisors required a clear statement on what their 
objectives were and how those objectives were to be met 
operationally. 

The report stated that if the documented objectives were 
indeed what the supervisors were aiming to achieve and 
if they drove the process of supervision, then these 
should be made known more widely, in the interests of 
greater transparency and influencing public expectations. 

Recommendation 2 

As regarded the actualpractice of supervision, the report 
commented that there was an unnecessary variety of 
supervisory practices. Some groups performed risk 
assessments, whereas others routinely performed analy- 
ses of strengths, weaknesses, opportunities and threats. 
The report recommended that the BE should introduce 
formal risk assessments and designed and outlined such 
an approach, called RATE (Risk Assessment Tools and 
Evaluation). The report further recommended that super- 

visors should spend more time visiting the institutions 
being supervised, in order to give supervisors an oppor- 
tunity to learn more about the business of, and the wider 
risks faced by, each institution. Although favouring the 
adoption of a systematic risk-based approach, the report 
did not recommend that each institution be given an 
overall risk rating (as is the case in the United States of 
America, where the CAMEL system - whereby capital, 
asset quality, management, earnings and liquidity are 
rated - is used). 

In discussing various supervisory tools, the report 
squarely faced the difficulties in making an assessment 
of the adequacy of internal controls, a major breakdown 
of which was found to have occurred in most bank fail- 
ures. With regard to the Section 39 reports used in the 
United Kingdom Supervisory System (that is, the reports 
in terms of Section 39 of the Banking Act 1987, which 
gives the BE powers to instruct institutions to appoint 
accountants to report on the systems and controls of insti- 
tutions and on the accuracy of their prudential returns), 
the finding was that the reports were not as effective as 
had been envisaged. There were doubts about the quali- 
ty of the work done by the reporting accountants, and the 
report suggested various improvements to the existing 
system. 

Recommendation 3 

With regard to the supervision of international financial 
conglomerates and the need for effective co-operation 
between supervisors, the report recommended that the 
BE should document the reliance that it placed on other 
supervisors. 

Recommendation 4 

As regarded supervisory actions to be taken when insti- 
tutions infringed the rules or disregarded guidance, the 
report held the view that supervisors were not making 
appropriate or sufficient use of the actions available to 
them. Supervisors had the options of restricting or 
revoking a banking licence, but did not make enough use 
of immediate levers, such as target or trigger ratios, or 
more intensive supervision. The report recommended 
that the delegation of authority for supervisory decisions 
should be reviewed and communicated in revised inter- 
nal policy guidelines. 

The report, however, paid tribute to some extremely positive 
aspects, reflecting the BE’s standing, history and tradition. 
These aspects included the feeling that people were involved 
in a public service and were working for the greater good, as 
well as the intellectual rigour and academic thoroughness of 
their approach and their dedication to their work. The report, 
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however, called for more staff, an overhaul of the organisa- 
tional structure and a substantial increase in the experience 
level of staff. 

The BE’s response to the Arthur Andersen report 

In response to the report, the BE announced the creation of 
three new divisions and the reorganisation of existing divi- 
sions in the supervision and surveillance area. The proposed 
changes will require significant increases in the BE’s super- 
visory resources. Some persons, notably a group of senior, 
recently retired bankers with experience of current market 
practice, are to be recruited from outside. There will also be 
a significant increase in training programmes, including 
external secondments, and information technology support 
for line supervisors. Key elements of the changed supervi- 
sory programme include: 

Clarification of the standards and processes of supervi- 
sion and how these are linked to the overall objectives of 
supervision. 

Development of a more systematic model of risk assess- 
ment, which will drive the supervisory programme for 
each bank. 

Review of the Section 39 reporting accountants regime. 

Reorganisation of the Supervision and Surveillance 
Division into a larger number of line divisions, and the 
creation of an operations division, which will include 
training, information technology and other support func- 
tions. 

Establishment of a quality-assurance function, which 
will be headed by an outsider. 

To a large extent, the practices and procedures followed by 
the Bank Supervision Department in South Africa are 
already in line with the recommendations of the Arthur 
Andersen report, as evidenced, inter alia, by the 
Department’s broadened supervisory approach, which was 
highlighted in last year’s Annual Report. 

QUALITATIVE VERSUS QUANTITATIVE 
SUPERVISION 
As banks offer and trade an increasingly diverse range of 
financial products across a wide spread of markets and coun- 
tries, the business of banking is becoming increasingly com- 
plex. The task of safeguarding the safety and soundness of 
the banking system, by ensuring that risks are properly mon- 
itored and controlled, is presenting the banking supervisor 
and regulator with new challenges each day. Increasingly, 
traditional financial information is already outdated and no 

longer indicative of current risk exposures by the time that it 
becomes available to the supervisor. At the same time, more 
is being expected of supervisors, particularly since there is a 
tendency to expect supervisors to prevent all bank failures. 
In such circumstances, it follows that the supervisor will 
have to rely less on analysis of financial information and 
more on evaluation of the risk-management process, neces- 
sitating a shift in emphasis from quantitative to qualitative 
supervision. As observed elsewhere in this chapter, the 
Arthur Andersen report in the aftermath of the Barings col- 
lapse has highlighted the need for such a shift, and this 
Department is closely following all relevant developments in 
this regard. 

The Department is, however, encouraged by the fact that the 
broadening of its supervisory approach to include, inter alia, 
comprehensive prudential discussions with the executive 
management and risk managers of banks, as well as its grow- 
ing use of computerised information systems, has given it a 
headstart in the shift in emphasis towards qualitative super- 
vision. Already, the Department’s analyses of and guidance 
to banks have moved away from mere processing of statisti- 
cal information and narrow prescriptions of compliance 
toward pro-active identification of new risk areas and the 
dissemination of sound practices for managing such risks. 

UNIVERSAL BANKING VERSUS 
CONGLOMERATE BANKING 
Financial systems around the world are based on either spe- 
cialist or universal banking principles. This depends on 
whether a formal separation is made between different areas 
of finance, resulting in each function being conducted by a 
specialist institution, or whether the different functions are 
undertaken by universal banking institutions. The question 
is whether management and capital are dedicated to different 
areas of business, or whether some activities are provided by 
subsidiaries. 

Financial institutions, and banks in particular, have steadily 
diversified into the traditional territories of other institutions, 
and demarcations have been eroded. This trend has seen 
diversification of banks into securities trading and into 
linked unit-trust products, which resemble insurance prod- 
ucts. The driving force for change has come less from for- 
mal changes in regulation than from increased competitive 
pressures, developments in information, trading and delivery 
technology and the evolving strategic objectives of financial 
institutions. 

According to Prof David Llewellyn, the universal banking 
model implies that banks can offer the full range of financial 
services - commercial and investment banking, securities 
trading and broking, derivatives trading, underwriting, fund 
management and insurance - to corporate and personal 



clients. The model implies the absence of regulatory barriers, 
which generally restrict the allowable range of banks’ busi- 
ness and which force a compartmentalisation of functions 
and institutions. 

In South Africa, banks conduct the full range of securities 
business. Business in equity securities is required to be con- 
ducted through wholly owned subsidiaries with dedicated 
capital, a requirement imposed not by the Banks Act, but by 
the relevant exchange. Similarly, just as insurance business 
can legally be conducted only by insurance companies, 
banks that diversify into the area of insurance have to do so 
by creating clearly defined insurance subsidiaries, as separate 
subsidiaries of the bank controlling company. South African 
banks do not take equity stakes in their corporate customers 
and do not have voting rights (either directly or by proxy) in 
the governance of companies. South African banks have 
only debt contracts with their customers. 

Four main factors account for the corporate structure of a 
financial conglomerate often being preferred to the pure uni- 
versal banking model: 

Regulatory requirements have in some cases dictated that 
certain activities of banks - for example, securities trad- 
ing and insurance - have to be conducted through sub- 
sidiaries with dedicated capital, in order to ring-fence 
different types of risk. If a bank has the option of either 
supporting or not supporting a subsidiary that is in diffi- 
culty, even though the subsidiary has contributed profit 
and business opportunities while it was successful, the 
relationship between the bank and the subsidiary may be 
deemed to be asymmetric. 

Regulators may also seek a conglomerate structure in 
order to guard against actual or perceived potential con- 
flicts of interest that may act against the interests of cus- 
tomers. 

It is easier to operate functional regulation, whereby the 
functions are regulated and supervised irrespective of the 
type of institution conducting the business, when there is 
corporate separateness than is the case when all functions 
are undertaken within a single, integrated business unit. 

The culture or management style of different aspects of 
the business may be sufficiently different to warrant the 
different types of business to be conducted on an opera- 
tionally autonomous basis, with separate management. 
On the other hand, this may have the effect of limiting 
the benefits of any economies of scale to be derived from 
conducting a wide range of business. 

The major public-policy interest in favour of more diversifi- 
cation is that it enhances competition in financial service, 

thereby placing existing firms in subsectors of the financial 
system under greater pressure to raise efficiency. There is 
also a public-policy interest in the minimisation of risk 
through optimum diversification and unimpeded selection of 
optimum portfolios. 

An argument in favour of the universal banking model is that 
a portfolio of different services can be produced and market- 
ed more cheaply by a bank than is the case when each ser- 
vice is provided by separate entities. 

The main case against diversification of an organisation is 
that economies of scale are likely to be limited by the 
increased difficulty of efficiently managing a complex, non- 
focused organisation. Only for standard financial products is 
convenience the ovemding consideration; corporations and 
high net-worth individuals will be willing to make an addi- 
tional trip to deal with a high value-added supplier of finan- 
cial products. Problems and conflicts may arise because of 
the different cultures, traditions and working practices of dif- 
ferent facets of a financial conglomerate - each may conta- 
minate the other, to the detriment of all. 

Some of the regulatory concerns about financial conglomer- 
ates in general and specific aspects of diversification in par- 
ticular include the following: 

b A bank may become contaminated by risks elsewhere in 
the group of which it forms part. A concern in this regard 
is that the social costs of bank insolvency may exceed the 
private costs. Because banks are special in that they are 
the main depository for the general public’s liquid funds, 
and because there may be potential for a run on a bank, 
even when fire walls have been established, the regulator 
is always aware of the risk of contagion. 

A banking group, including a bank in the group, could be 
undermined by non-banking activity. This could result in 
lender-of-last-resort assistance being extended, by the 
central bank, to a wider range of activities, which, in 
turn, raises issues of competitive neutrality, since such 
assistance is not normally made available to specialist 
suppliers of some of the services provided by bank-based 
financial conglomerates. 

Although the probability of failure may not be higher, 
and may even be lower, for a financial conglomerate than 
for a specialist institution, any failure of a financial con- 
glomerate may be more serious, since a wider range of 
activities is involved. There might even be a multi-con- 
tagion problem in several sectors of the financial system. 

When functional regulation is applied, problems may 
arise as to which regulatory agency is responsible for the 
total financial conglomerate. 
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The potential for an undue concentration of power, 
together with the resultant impairment of competition, 
could be regarded as a reason for not allowing financial 
conglomerates. 

Nevertheless, a choice has to be made between, on the one 
hand, the benefits to be derived from allowing competitive 
markets to evolve optimum business structures, with resul- 
tant consumer benefits, and, on the other hand, possible reg- 
ulatory hazards. In the absence of evidence that such haz- 
ards are real, the balance of analysis and experience argues 
in favour of conglomerate structures. 

The debate on banking structures is ongoing, and the matter 
will be discussed in depth during 1997. In practice, financial 
conglomerates will not displace specialist institutions. A few 
major bank-based financial conglomerates will evolve, but 
so will a much larger number of more specialised financial 
institutions. In the final analysis, the choice will be made 
by the market and clients of banks, and not by the regulator. 

INTERRELATIONSHIP BETWEEN ECONOMIC 
AND FINANCIAL STABILITY 
A question that tends to provoke much debate is whether 
bank regulation and supervision are required in a market-ori- 
ented economy. Banks’ demand deposits are the most 
important means of payment in the economy. If distrust in 
such deposits were to develop, or if depositors were to dis- 
cover that their deposits had been wiped out or frozen, 
numerous chains of transactions would be sabotaged, and the 
economy would grind to a halt. For these reasons, the sta- 
bility of the banking system is of special concern to govern- 
ments, and resources are devoted to regulating banks. 
Failure of a bank not only has an impact on the particular 
bank and its clients, but also has strong third-party effects. 
In protecting the stability of the banking system, bank regu- 
lators and central banks should, however, avoid two 
extremes: 

standing back and allowing banks to fail until a systemic 
crisis develops; and 

never allowing a bank to fail or a depositor to lose 
money, since the zero risk implied thereby would create 
serious moral hazard problems and result in a misalloca- 
tion of resources. 

Another question deserving some attention is why a sound 
economy is important for financial stability. 
Mismanagement of macro-economic policy can destabilise 
the banking sector and may burden regulators with insur- 
mountable problems. An unduly expansionary fiscal and 
monetary policy may lead to inflation rising to, say, 50 per 
cent per annum. Interest rates are likely to follow inflation 

to very high levels, resulting in banks’ cash-flow sensitive 
bonbwers suffering hardship. Bad debts are also likely to 
rise sharply, possibly to a level at which there may be a threat 
of numerous bank failures. In the interests of systemic sta- 
bility, the central bank may refinance such banks, thereby 
creating more money, which, in turn, will lead to inflation 
rising even further, as well as a further cycle of deterioration. 

On the other hand, sound and effective bank regulation and 
supervision, as well as early action to prevent systemic 
crises, will help to stabilise the macro-economy and to pre- 
vent extreme swings in key macro-economic policy vari- 
ables, such as the Bank rate or government expenditure. 
Bank crises can have several effects on‘the economy: 

Monetary economy 
Statistics on, for example, credit extension and interest 
rates become unreliable, targets such as money multipli- 
ers show large peaks and shifts during crises, and mon- 
etary policy instruments do not act as expected. 

Fiscal economy 
The cost of a bank crisis will ultimately be reflected as a 
drop in the growth of gross domestic product (“GDP) 
and will be measured as a percentage of GDP. 

gxternal economy 
There will be a “flight to quality”, affecting the country’s 
balance of payments and the exchange rate. 

Real economy 
aanks cannot always respond in the expected ways. 

Clearly, the banking sector is an important conduit for mon- 
etary policy, and banks may be regarded as the micro-eco- 
nomic dimension of monetary policy. The question arises 
whexe the line between monetary policy and bank stability 
should be drawn. For instance, the objective of monetary 
poliqy may be to stabilise exchange and interest rates and to 
reduce inflation by reducing bank credit, an objective that 
may be achieved by increasing the Bank rate. 

TRANSFORMATION OF THE STAFF 
CO~PLEMENT 
Since the Bank Supervision Department plays an important 
role in South Africa’s financial sector as a whole, the 
Depqrtment regards itself as a key indicator of the progress 
madq by the South African Reserve Bank (“SARB”) with the 
transformation of the SARB’s workforce in order to become 
more representative of South Africa’s population. The 
Department, therefore, believes it has a duty to implement 
the SARB’s transformation policy and diversity programme 
as speedily and comprehensively as possible. 



Amongst other envisaged actions, the Department intends, 
wherever possible, to give preference to filling future vacan- 
cies with suitable persons from the target group identified by 
the SARB’s transformation policy, in order to achieve the 
objectives of this policy. In view of the demands of the 
Department’s activities, it is, however, essential that a high 
level of staff competency be maintained. Sound recruitment 
practices will have to be maintained, since it will be neces- 
sary to ensure that new employees have the personal attrib- 
utes to cope with the challenging and demanding environ- 
ment to which they will be exposed. New employees should 
therefore as a minimum have the potential to be trained 
rapidly and become productive members of the Department 
within a short time. 

Since the Department requires employees of high quality, its 
staff members are given the necessary training opportunities 
in order to enable them to develop their knowledge and skills 
and to enable them to stay abreast of ongoing developments 
in the financial markets. In order to ensure that there is suf- 
ficient succession planning and to enable staff members to 
acquire intimate knowledge of all disciplines within the 
Department, the current strict programme of staff rotation, 
which was reported in the 1995 Annual Report, will continue 
to be applied. 

In order to prepare the work environment for increasing 
diversity, virtually all members of the Department, from the 
most junior to the most senior level, participated in diversity 
workshops during 1996. The uncertainties and fears of indi- 
viduals who are not part of the transformation target group 
have also received, and will continue to receive, attention. 
Although these various efforts are already showing benefits, 
more opportunities to transform the work environment and 
to adjust the atmosphere and perceptions about the process, 
as well as to allay fears in this regard, will be created in due 
course. 

Particular actions that the Department envisages taking in 
order to address potential obstacles to the implementation of 
transformation initiatives include the following: 

Provision of management assurances regarding the bene- 
fits of diversity in work teams, particularly in order to 
resolve potential problems of low motivation to perform 
amongst staff members who do not form part of the tar- 
get group. 

Honest feedback on developments with regard to trans- 
formation of the SARB’s workforce, in order particularly 

to address any negative perceptions amongst the above- 
mentioned staff members regarding their future in the 
SARB . 
Presenting experienced staff members who do not form 
part of the target group with sufficient challenges in, for 
example, research on, and the implementation of, new 
bank supervisory approaches and methods. 

Transformation of the workforce is regarded as the 
Department’s most important human-resource strategy, and 
the Department’s management team has a collective resolve 
to ensure that there is progress in this regard. The challenge 
will be to maintain a balance between increasing diversity, 
on the one hand, and continuing to fulfil the Department’s 
obligations in terms of the banking legislation, on the other 
hand. The Department is, however, pleased with the 
progress made thus far with transforming the composition of 
its staff complement. 

ISSUES THAT WILL RECEIVE PARTICULAR 
ATTENTION DURING 1997 

During 1997, the Department will focus on, inter alia, the 
following issues, which are discussed in more detail in 
Chapters 2 and 4 of this Report: 

0 Finalisation and promulgation of regulations pertaining 
to the capital-adequacy requirements in respect of banks’ 
securities trading activities. 

0 Follow-up discussions with banks on particular issues 
relating to off-balance-sheet risks, in order to ensure 
adherence to sound risk-management principles. 

0 Further work on foreign-exchange settlement risk, in 
order to address any shortcomings in the risk-manage- 
ment information flows of banks. 

0 Monitoring of, and discussions on, the implementation of 
information-technology “year 2000” compliance projects 
by banks, in order to ensure that any potential problems 
are resolved during 1997 and 1998. 

0 Follow-up visits to certain foreign operations of South 
African banks and their host regulators, in order to 
enable the Department to gain a comprehensive under- 
standing of these operations and, thereby, enable it to ful- 
fil its responsibilities as the home-country supervisor of 
local banks’ foreign operations. 
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0 Drafting and implementation of a co-operation pro- 
gramme on the specific roles, objectives and actions of 
the Financial Services Board and the Department, 
respectively, in order to enhance the co-operation and 
interaction between the two institutions. 

0 Full implementation and refinement of the Department’s 
consolidated supervision manual. 

0 Further investigation of a possible legal dispensation for 
the micro-finance sector. 

0 Holding of a workshop in order to determine a legal 
framework for the micro-lending industry in South 
Africa. 

0 Issuing of regulations pertaining to the furnishing of pre- 
scribed information by the representative offices of for- 
eign banks. 

0 Addressing the provisions of the Mutual Banks Act, 
1993, in order to bring about conformity between conso- 
nant provisions of that Act and the Banks Act, 1990. 

0 Ongoing efforts to enhance investor protection, including 
the launch of the first investor-awareness programme. 

0 Hosting and presentation of the fourth Course in Banking 
Supervision for members of the East and Southern Africa 
Banking Supervisors Group, in pursuit of regional 
enhancement and harmonisation of supervisory standards. 

0 Provision of further training assistance to the Bank of 
Mozambique and other central banks in the South 
African Development Community region, as part of the 
Department’s commitment to regional co-operation. 

0 Implementation of a pilot project for the electronic trans- 
fer of statutory information between banks and the 
Department, in order to enhance the efficiency of data 
transfer. 

CONCLUSION 

I wish to record my sincere appreciation to both the Minister 
and the Deputy Minister of Finance, for their valued inputs 
to requests in terms of statutory requirements, and for the co- 
operation and support received from the Chairman of the 
Policy Board for Financial Services and Regulation, the 
Governor and Deputy Governors of the South African 
Reserve Bank, the senior executives of banking institutions, 
the Council of South African Banks and the banking associ- 
ations, the Standing Committee for the Revision of the 
Banks Act, 1990, the staff of the South African Reserve 
Bank and the many organisations and individuals, locally 
and internationally, with whom this Department has had con- 
tact during the past year. Once again, a special word of 
thanks is extended to the staff of my Department who con- 
tinued to handle their ever increasing workload with dedica- 
tion. 

I am confident that my staff and I will continue to receive the 
co-operation of everyone involved in the banking industry, 
both in the private and the public sector, to enable us to meet 
the diverse challenges that lie ahead. 

C F Wiese 
Registrar of Banks, and General Manager: Bank 
Supervision Department 
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