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Department have moved to FinStab, information is exchanged, albeit on a largely informal
basis.  A challenge for the future is to formalise the mandates, responsibilities, powers and
rights surrounding this continuing interaction to ensure that it is entrenched in either agree-
ments or legislation and does not remain dependent on interpersonal relationships.

The difference in the focus and responsibilities of the two departments is clear.  The Bank
Supervision Department is responsible for the day-to-day supervision of banks, in pursuit
of its objectives of the soundness of banks and, thereby, the protection of depositors.  The
Department’s focus is on the risk profiles and risk-management processes of individual
banks.  FinStab’s function, on the other hand, is to oversee the stability of the financial
system as a whole.  The purpose of FinStab is to identify inherent weaknesses and the
build-up of risks that may result in financial-system disturbances, with potential macro-
economic costs.  FinStab will use the aggregated data about the banking system that the
Bank Supervision Department provides.  Unlike the Bank Supervision Department, how-
ever, FinStab will place a special focus on non-idiosyncratic risks, that is, those risks to
which the whole banking system is exposed.  More importantly, FinStab will integrate such
aggregated micro-prudential data of the banking and financial system with other indicators
of financial-system weakness.  These indicators include certain macro-economic variables
and data such as aggregated data on Government, non-bank corporate and household
balance sheets.

Although there may be a period of ambiguity and possible overlap between the work of the
two departments, the intention is not to duplicate functions.  The Bank Supervision
Department intends to make use of the macro-prudential analyses of FinStab, whereas
FinStab does not intend to become involved at the institutional level.  The Bank
Supervision Department focuses on micro-prudential supervision in the context of reliable
information on the stability, or otherwise, of the financial system as a whole.  The inputs
received from FinStab, however, will make the system considerably more robust.

DEBATE ON REGULATORY ARCHITECTURE

As reported in the Bank Supervision Department’s previous Annual Report, there has been
a debate about alternative institutional arrangements for financial regulation in South Africa
since March 1999.  In particular, the debate has centred on whether South Africa should
establish a single financial regulator outside the South African Reserve Bank (SARB).
During the 2001 parliamentary session, the Minister of Finance specifically commented
that the Government intended establishing such a single regulator.  It is therefore deemed
appropriate to revisit some of the arguments surrounding the issue of a single financial
regulator.

The rationale for establishing an integrated financial regulator remains the following:

� Convergence in financial markets and the need for a more consistent approach to
the regulation of financial conglomerates.

� The need for greater consistency in the application of policy across different indus-
tries.

� The ability to make more effective use of scarce regulatory resources.

There are four main sources of market failure in the financial system:

� Anti-competitive behaviour - The first source of market failure gives rise to the need
for competition regulation to be designed so as to ensure that markets remain com-
petitive and contestable.
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APPENDIX 8

CIRCULARS SENT TO BANKING INSTITUTIONS DURING
2001

Banks Act Circular 1/2001 Annual withdrawal and retention of circulars

Banks Act Circular 2/2001 Completion of a compliance checklist

Banks Act Circular 3/2001 Accounting Statement AC 133:  Financial instruments:  recognition
and measurement

Banks Act Circular 4/2001 The new Basel Capital Accord:  invitation for comment

Banks Act Circular 5/2001 Warning against fraudulent use of insurance policy

Banks Act Circular 6/2001 Increase in the prescribed percentage contemplated in section 70 of
the Banks Act, 1990, and section 48 of the Mutual Banks Act, 1993

Banks Act Circular 7/2001 Warning against the risks associated with the collection of non-trans-
ferable cheques

Banks Act Circular 8/2001 Use of divisional names

Banks Act Circular 9/2001 Reissue of warning against the risks associated with the collection of
non-transferable cheques

Banks Act Circular 10/2001 Percentage of the average daily amount of a bank’s or mutual bank’s
Reserve Bank notes and subsidiary coin that may be taken into con-
sideration for purposes of the calculation of the minimum reserve bal-
ance as contemplated in terms of section 10A of the South African
Reserve Bank Act, 1989 (Act No. 90 of 1989)

Banks Act Circular 11/2001 New Basel Capital Accord: regional conference in Pretoria, South
Africa, on 20 October 2001 and 30 October 2001

Banks Act Circular 12/2001 Preference share investment schemes

Banks Act Circular 13/2001 Electronic submission of amended capital-adequacy ratio requirement
DI returns to this Office by banks and branches of foreign banks

Banks Act Circular 14/2001 Electronic submission of amended capital-adequacy ratio requirement
DI returns to this Office by mutual banks

Banks Act Circular 15/2001 Expansion of scope of on-site bank examinations


