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There does not appear to be a single, plausible explanation for the unprecedented decline
in the exchange rate of the rand during the last two to three months of 2001.  Among the
factors that have been mentioned are the deteriorating political and economic conditions in
some neighbouring countries, an element of non-resident risk aversion and use of the rand
as a proxy hedge for exposures in other emerging markets.   Other reasons commonly
cited by market participants include:

� The emerging-market contagion caused by the Argentinian debt crisis.  Traders cited
worries about Argentina’s financial crisis, which might affect investor appetite for
other emerging markets, as being negative for South Africa.  South Africa’s financial
markets are among the most sophisticated and liquid in the developing world, making
the rand an easy and open target.  The currencies of other emerging markets, how-
ever, have not suffered to the extent that the rand has.  For instance, the Brazilian
currency declined by only 20 per cent, despite the country being Argentina’s neigh-
bour.

� Political and economic conditions in countries neighbouring South Africa.  Despite the
South African Government’s strongly stated assurance that it would not tolerate law-
lessness similar to that evident in neighbouring Zimbabwe, the current political and
economic instability in that country negatively affected investor confidence in some
Southern African countries.

� The outstanding NOFP of US$4,8 billion.  As clearly stated on 21 December 2001,
the Government will draw down a full syndicated loan of US$1,5 billion to reduce the
NOFP further.  Since the NOFP is expected to be expunged entirely during 2002, any
effect that it may have had on the rand’s decline should be eradicated. 

� Progress with the privatisation of State assets.  Questions have been raised about the
Government’s commitment to privatisation. 

The monetary authorities became increasingly concerned that excessive volatility in the for-
eign-exchange market during the third quarter of 2001 negatively influenced inflation, busi-
ness decisions and the economy as a whole.  Therefore, the SARB issued a statement on
14 October 2001 that "the Reserve Bank stands ready to take appropriate firm steps
against trading activities inconsistent with existing rules and regulations.  The enforcement
of existing rules serves to ensure that only legitimate transactions take place in the foreign
exchange market.  This does not restrict, for example, the ability of a non-resident investor
to either hedge or repatriate the sale proceeds of an investor in South Africa.  It does, how-
ever, exclude the financing of short rand positions in the domestic markets, which is con-
sistent with the requirements that domestic borrowing by non-resident investors is subject
to certain restrictions".

Some market participants appear to have misinterpreted this statement to mean that the
stricter enforcement of existing exchange controls amounted to an effective tightening of
such controls.  It was subsequently noted that many market participants, both locally and
abroad, had become sensitive about issues relating to exchange controls.  The SARB is
communicating with the foreign-exchange market in order to explain the rationale for the
above statement and, in consultation with banks, is finalising requirements for certain com-
pliance letters to be provided to local authorised dealers.  Despite these consultations,
some offshore banks may have decided, as a precautionary measure so as to avoid finding
themselves in contravention of exchange-control rules, to reduce their level of activity in
South Africa’s markets. This may have had a negative impact on market liquidity.

The figures reported to the SARB indicate that the net daily turnover in the domestic for-
eign-exchange market declined from an average level of US$7,4 billion in October 2001 to
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APPENDIX 10

LEGISLATION REGARDING REGULATION OF 
FINANCIAL SERVICES

The following Acts fall within the ambit of the current regulatory structure in respect
of which the Policy Board for Financial Services and Regulation, established in terms
of the Policy Board for Financial Services and Regulation Act, 1994 (Act No. 141 of
1994), advises the Minister of Finance, with a view to co-ordinating the financial re-
gulation policy in respect of the entire financial services sector:

1. Banks Act, 1990 No. 94 of 1990 (A)

2. Mutual Banks Act, 1993 No. 124 of 1993 (A)

3. Bills of Echange Act, 1964 No. 34 of 1964 (A)

4. Financial Services Board Act, 1990 No. 97 of 1990 (B)

5. Participation Bonds Act, 1981 No. 55 of 1981 (B)

6. Financial Institutions (Investment of Funds) Act, 1984 No. 39 of 1984 (B)

7. Pension Funds Act, 1956 No. 24 of 1956 (B)

8. Friendly Societies Act, 1956 No. 25 of 1956 (B)

9. Unit Trusts Control Act, 1981 No. 54 of 1981 (B)

10. Long-term Insurance Act, 1998 No. 52 of 1998 (B)

11. Short-term Insurance Act, 1998 No. 53 of 1998 (B)

12. Insider Trading Act, 1998 No. 135 of 1998 (B)

13. Inspection of Financial Institutions Act, 1998 No. 88 of 1998 (B)

14. Stock Exchanges Control Act, 1985 No. 1 of 1985 (B)

15. Financial Markets Control Act, 1989 No. 55 of 1989 (B)

16. Safe Deposit of Securities Act, 1992 No. 85 of 1992 (B)

17. Financial Supervision of the Multilateral Motor 
Vehicle Accidents Fund Act, 1993 No. 8 of 1993 (B)

18. Companies Act, 1926 (Partially) No. 46 of 1926 (C)

19. Business Names Act, 1960 No. 27 of 1960 (C)

20. Companies Act, 1973 No. 61 of 1973 (C)

21. Share Blocks Control Act, 1980 No. 59 of 1980 (C)

22. Close Corporations Act, 1984 No. 69 of 1984 (C)

(A) Supervised by the Bank Supervision Department, South African Reserve Bank.

(B) Supervised by the Financial Services Board.

(C) Administered by the Registrar of Companies.


