policies and arumsa), propaniy at exoiviar
arices, and deducting the money at the time

or point of payment.

five-year-old son, Richard Thole. He fell into a
disused mine shaft and his body has not bean

Balhaliphiceho Naledi
Soweto

. anks have long

| been experisin
maodelling ihe risks
that most cbviously

" affect theil

financial sonndness — such as

the rislks they face if interest

or exchenge raies go the

wrong way or their cusiomers

s fake flight.
Bui the ricks they face it

among the interesi rate or
currency ivaders in global
henles’ dealing rooms or the
calespeople selling pension
products, that in the
post-crisis period has tended
io do the most damage (0
hanlce globally, denting their
reputations, their share prices
and their profiis.

GA, too, now has
competition regulaiors
invesiigating alleged
rnisconduct by iraders in the
ofishore rand-dollar foreign
exchange market.

Historically, the huge global
forex rmarkei was hardly
regulaied. Bui fhe world hag
changed, heve ag elsewhere.
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And in SA’s new regime of
financial regulation, conduct
and the operational risks of
rnisconduct will have io be
much higher on the list of
prioriiies than in the past
Ranks will have io streich
their models to iry io tale
account of ihe possibility of
really bad behaviour — and {0
ensure they have safegnards
againstit.

The era of Twin Peaks is
upon us, after the 280-page
Financial Sector Regulation
Bill went throngh the Nadonal
Assembly in December 2016,
maldng it likely that the Twin
Peals institutions — the newr
marlet conduct regulator and
the prudential regulator, as
well ag a new ombud council
— will finally be esiablished
this year.

There's been a ity of
interest in Twin Peales lately,
not leasi becanse of the fovex

allegations. The Treasury
emphasised in its response in
February that the allegations
of collusion, if proved correct,
poinied to poor market
conduct practices — precisely
the type of abuse the Treasury
had in mind when it proposed
ihe new market conduct
vegulator in 2011, to ensure
institutions reat customers
fairly and behave ethically.

Twvin Peaks is not just
shout consumer profeciion,
but about everything from
financial stability to
iransformation (and the
muldple and poteniially
competing objectives could
hecome an issue one day).

But sorne of the simplest
explanations I have heard
were offered by the Treaswry
and Financial Services Board
(FSB) officials at a
Sowetan/FSB dialogue where
the focus was on consuimers
and how the fivst of the paaks,
ihe new conduct anthority,
will have the tools to ensure
better behaviour in the
financial sector, while the
second pealt — the new
prudeniial regulator — will
ensure the safety and
soundness of all financial
imgiimtions.

Alongside themn is a new
ombud council thai will bring
consistency and provide 2
central point of entry io the
various sector watchdogs.

Before, SA had a banking
supervisor housed in the
Reserve Banlc, which loolced
after the financial soundness
of banks, while the FSB
watched the financial
soundness and the conduct of
insurers, pension funds,
markets such as the ISE and
others. Now, the Regerve Banl
expands its bank supervisory
funciion to take over
prudential regniaiion of
everyone in the secior, aboui
250 companies in ioial.

The FSB, in turn, expands
its regulation of market
conduct to cover the banks —
and to catch all those aciivities
that previously tended io fall
between the cracles of SA's
muliiple and someiiines
competing pieces of financial
and consumer legislation.

it is the FSB that will

yecomne the new marlet
conduct regulator, with
jurisdiction over more than
10,500 companies, and a new
“pre-empiive, proactive and
infrnsive approach’, as the
FSR’s Cavoline da Silva puis it

Anonymous correspondence will not be publisnea.
Writers should include a daytime number.
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The new conduct regulator,
which must present its
sirategy sixz months afier it is
established, will be more
engaged with the business and
writh the governance of ihe
financial fivms it regulates, and
can take much sivicter
deterrence measuves.

That's in the industvy’s own
interest, says Da Silva. “An
industry that has the tust and
confidence of its customersis
an industry thai grows and is
sivong and delivers for the
Souih African economy.”’

1t’s ideally also an industvy
where there’s better control
over potential rogue raders,
or rogue salespeople.

It's ceriainly time the
long-imooted new system
finally gets going, but there are
clearly risks. An infrusive
regulator with new powers
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could be fine if it is well
gkilled and well run, as well ag
being of unquestioned
integrity and independence.
Given the way banking has
been politicised in SA lately,
there are no guaraniees. We
will just have to hope.

That's particularly so given
that the new regulator has a
mandatie that, for the first time
also includes transformation
and financial inclusion, so we
will have to see how the new
regulators strike a balance
beiween their mandates — aru
howr they reconcile these, if
conilicts arige, with the apex
priovity of aintaining
financial stability in SA.

There v7ill be the nitty
gritty, too, of setting up the
new regulatory aniiies,
shifting people around and
skilling up for nevw mandates
How they pursue (hese will b
crucial to wheilier they
succeed in ensuring fairer
treatment and good conduct,
along with financial siability.

They will have (o ensure
firms don’t just tick the
compliance boxes but buy in
the culivre and objectives
Twin Peaks hag in mind.

Joffe is editor-at-large.
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