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1
The Role of the South African Reserve Bank

1.1
A country’s central bank can be likened to the veins in the body’s circulatory system.  Just as veins carry blood to the heart, the central bank undertakes a number of actions which give life to the economic system allowing it to reinforce other sectors of the economy, just as the heart pumps blood to vital organs.  Veins are considered to be very flexible, as monetary policy should be, and can respond to crises like making adjustments to the flow of blood.  The South African Reserve Bank (SARB) can and should be considered the economic veins of the real sector.

The importance of the SARB was highlighted in a communication, dated 16 February 2010, reference number M3/1/1(357-10), between the Minister of Finance, Pravin Gordhan, and the current Bank Governor, Gill Marcus.  The Minister underscores the “critical role that monetary policy and inflation management has in contributing to sustainable and balanced growth”.

1.2
Equally important, the Minister goes on to reiterate the constitutional mandate of the SARB.  In addition to the primary objective to protect the value of the national currency, the South African Rand, the SARB must perform its functions independently and without fear, favour, or prejudice.  Independent of whom, one may ask?  The Constitution goes on to state that there must be regular consultation between the SARB and the Cabinet, implying that the desired independence is from the Executive branch of government.

1.3
We urge Parliament to be mindful of the importance of both operational independence and goal independence.  The former refers to the situation in which those, who are tasked to manage the Bank, are able to do so, free from influence or coercion from all parties, which includes shareholders and the Executive branch of government.  The latter refers to the situation in which monetary policy is the result of some national consensus on the strategy for achieving economic stability and the actions undertaken by the Board are in alignment with those goals.
1.4
Job growth is widely believed to be based on investment (domestic and foreign), which itself is a function of monetary policy and, in particular, interest rates.  This information is important for citizens, both households and local investors, as it factors into their planning with regards to savings and consumption.  History has taught us that economies can stagnate solely based on negative expectations of the value of money.
1.5
The Minister goes on to write that improved communication with the public about “the role of monetary policy in supporting growth will increase the effectiveness of the Bank in achieving its mandate” and, further, that public dialogue is “constructive for the emergence of a social consensus….over the long term”.  This underscores precisely what Idasa has always advocated for, which is deeper consultations with all relevant stakeholders in public policy-making processes, as well as mechanisms which hold the country’s institutions accountable to its citizens.  The South African Reserve Bank is no exception. 
1.6
On 16 March 2010, Governor Marcus wrote to shareholders, reminding them that the SARB is a “national asset”; that profit should not be a motive for acquiring shares; that holding shares in the SARB is a “service to the nation”.  This communication was sent in the context of some shareholders acquiring votes in order to influence certain Bank policies through the directors.  However, it should be noted that shareholders have no constituency, nor may they be held accountable for not placing the national interests ahead of their own.

Based on the pivotal role of central bank operations in an economy, the constitutional mandate of the SARB, and the fact that the SARB is a privately held institution, Idasa would like to offer some perspectives on the proposed changes and potential implications of such.

2
Idasa’s Perspective on the Proposed Changes 
The SARB Amendment Bill proposes the following:
2.1
Clause 1 is an elaboration of the definitions of shareholder, close relative, elected director, employee of government, government, NEDLAC.

· We have no objections.

2.2
Clause 2 increases the number of directors to the SARB board from 14 to 15, with 8 being presidential appointees.  The remaining seven, who are currently being elected by shareholders, are proposed to be nominated by shareholders and confirmed by the Panel, a newly created entity.  The Panel consists of the Governor, a retired judge and one other person nominated by the Minister, and three persons from NEDLAC.

· The objective of this amendment, as stated in the Memorandum on the Objects of the South African Reserve Bank Amendment Bill (2010), sv060410, is to broaden the base from which independent directors are drawn.  We do not feel that this is achieved by the proposed changes.  In fact, it concentrates the majority of the nominations in the hands of the Executive and places the final authority in the Executive branch.
Having eight directors as presidential appointees also undermines the constitutionally-mandated independence of the Board, as presidential appointments are essentially political and there will inevitably be obligation of the directors to vote in favour with the Executive.  At a minimum, it shifts the weight of any Board vote to the presidential appointees, which make board decisions susceptible to political machinations.

Further, reducing the proportion of directors elected by shareholders (currently 7 of 14 and proposed to be 7 of 15) does not address the challenges associated with the principal-agent dilemma.  Democratising the ownership of the SARB does not translate into democratizing the agency cadre of the SARB.  The centre point of democracy is always the citizen.  Hence, the litmus test is whether or not citizens are more engaged in the process.
We are also of the opinion that the Panel itself is an arbitrary mechanism for vetting elected directors, and it is discriminatory in that the presumption is that the President’s nominees do not require vetting.

It also appears that Parliament is too far removed from the management and, thus operations, of the SARB.  A broadening of the representation on the SARB Board is insufficient.  The country should also aim for deepening the representation, which allows for all segments of society to participate in the process and that is best accomplished through Parliamentary proceedings.

With reference to the number of directors, generally, an odd number is more convenient for deliberations and voting purposes.  However, there is no benefit to society by increasing the number of Directors to 15, as there is no greater efficiency achieved and it increases the cost to taxpayers.

2.3
Clause 2 goes on to specify the appropriate qualifications of those Directors, elected by shareholders, but not by the President.  Of the seven directors nominated by shareholders, two must be from commerce or finance, two from industry, and one each from agriculture, labour, and mining.
· We find the sector allocations not completely representative, and in the pursuit of broadening the base of representation, all directors must have allocations, not just those elected by shareholders.

2.4
Clause 2 also eliminates government employees, ministers and deputy-ministers, parliamentarians, those who are financially insolvent, the mentally ill, and those convicted of crimes from serving as directors.

· We have no objections.
2.5
In Clause 3, the amendment bill outlines the main duties and responsibilities of the Board, including sound accounting administration, approving the budget, reports to the Minister and Parliament, remuneration policy and retirement funds, and authorizing acquisitions and transactions by the Bank.

· We have no objections.

2.6
Clause 4 of the amendment bill discusses the terms of office and conditions of re-appointment.  The Governor and Deputy Governors, all of whom would be presidential appointments, would serve five years and may be re-appointed by the President.  The other four directors, appointed by the President, would serve three years.  The seven directors, nominated by shareholders, would serve from the time of their election, to the third calendar year following their election.  Elected directors would have to be reconfirmed by the Panel.

· We have no objections to the five year terms of office of the Governor and Deputy Governors.  We, however, fail to see the basis for the distinction made between the other directors, those who are presidential appointments and those who are elected by shareholders.  We also feel that the absolute nomination and re-appointment power of the President violates the Constitutional clauses concerning operational independence.

2.7
Clauses 5 and 6 discuss succession issues in unforeseen circumstances and delegation of responsibilities.

· We have no objections.

2.8
Clauses 7 and 8 stipulate the maximum number of shares that may be held by shareholders and the subsequent limitations to voting rights.

· We have no objections

3
Recommendations
Based on the reservations above, we would like to propose changes to the Amendment, for the consideration of Parliament:

3.1
The number of directors, including the Governor, on the Board of the SARB should be reduced to thirteen (13).  Six (6) director positions are reserved for shareholders.
3.2
All nominations to the Board of Directors of the SARB, including the Governor, must be vetted and confirmed by the South African Parliament.  Further, there is no need for distinction between appointed directors and elected directors, as they will all be subject to the same process.  Parliament must confirm all re-appointments.
3.3
Nominations to the Board of Directors of the remaining seven (7) slots may come from all segments in South African society, including the President and NEDLAC.  The call for which should be gazetted three (3) calendar months before the meeting at which Parliament confirms the nominations.

3.4
All nominees must meet the minimum qualifications as set out in Clause 2 of the Amendment bill.

3.5
With regards to the economic sectors that nominees should be drawn from, it is proposed that one (1) allotment each be given to Health Services, Infrastructure Services, Education Services, and a Civil Society Organisation, specializing in public finance, be added.  It should also be stipulated that the Board represent the gender composition of the country.
3.6
With regards to the length of service, there is no need for distinction between Directors.  All directors will serve for a period of three (3) calendar years.

3.7
Unaddressed by the SARB Amendment Bill is the issue of monitoring and evaluation.  It is proposed that Parliament adopt an annual review of SARB performance beyond a reporting exercise.  The table in Annex 2 is borrowed from De Haan, Amtenbrink, and Eijiffinger (1999), and it is meant to assist Parliament in dealing with the challenges of goal independence, asymmetric information and transparency, and final accountability.
	Reservations with the SARB Amendment Bill
	Alternative Recommendations

	Clause 2 increases the number of directors to the SARB board from 14 to 15, with 8 being presidential appointees.  The remaining seven, who are currently being elected by shareholders, are proposed to be nominated by shareholders and confirmed by the Panel, a newly created entity.  The Panel consists of the Governor, a retired judge and one other person nominated by the Minister, and three persons from NEDLAC.
	The number of directors, including the Governor, on the Board of the SARB should be reduced to thirteen (13).  Six (6) director positions are reserved for shareholders.
Nominations to the Board of Directors of the remaining seven (7) slots may come from all segments in South African society, including the President and NEDLAC.  The call for which should be gazetted three (3) calendar months before the meeting at which Parliament confirms the nominations.

All nominations to the Board of Directors of the SARB, including the Governor, must be vetted and confirmed by the South African Parliament.  Further, there is no need for distinction between appointed directors and elected directors, as they will all be subject to the same process.  

	Clause 2 goes on to specify the appropriate qualifications of those Directors, elected by shareholders, but not by the President.  Of the seven directors nominated by shareholders, two must be from commerce or finance, two from industry, and one each from agriculture, labour, and mining.
	All nominees must meet the minimum qualifications as set out in Clause 2 of the Amendment bill.
With regards to the economic sectors that nominees should be drawn from, it is proposed that one (1) allotment each be given to Health Services, Infrastructure Services, Education Services, and a Civil Society Organisation, specializing in public finance, be added.  It should also be stipulated that the Board represent the gender composition of the country.

	Clause 4 of the amendment bill discusses the terms of office and conditions of re-appointment.  The Governor and Deputy Governors, all of whom would be presidential appointments, would serve five years and may be re-appointed by the President.  The other four directors, appointed by the President, would serve three years.  The seven directors, nominated by shareholders, would serve from the time of their election, to the third calendar year following their election.  Elected directors would have to be reconfirmed by the Panel.
	With regards to the length of service, there is no need for distinction between Directors.  All directors will serve for a period of three (3) calendar years.

Parliament must confirm all re-appointments.

	No perceived improvement in parliamentary monitoring and evaluation of central bank operations and performance.
	It is proposed that Parliament adopt an annual review of SARB performance beyond a reporting exercise.  The table in Annex 2 is borrowed from De Haan, Amtenbrink, and Eijiffinger (1999), and it is meant to assist Parliament in dealing with the challenges of goal independence, asymmetric information and transparency, and final accountability.


Annex 1
Alternative Recommendations to the SARB Amendment Bill

Annex 2
Parliamentary Monitoring and Evaluation Form of SARB
	Monitoring and Evaluation Criteria
	Grade

	Goal Independence:
	

	Does Central Bank law stipulate clearly the objectives of monetary policy?
	

	Has there been a periodic prioritisation of these objectives?
	

	Have the objectives clearly defined and quantified?
	

	
	

	Transparency
	

	Has the Bank published inflation and monetary policy reports?
	

	Were minutes of meetings of the Board made public within a reasonable time?
	

	Has there been a public explanation of any decisions taken by the Board which were unforeseen or unprogrammed?
	

	
	

	Final Responsibility
	

	Have policy actions been explained to Parliament and subjected to scrutiny?
	

	Has the Executive given instructions to the SARB, which were not explained publicly?
	

	Did the Central Bank Governor adequately avail himself for enquiry to Parliament?
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