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Submission to the Standing Committee of Finance on the South African Reserve Bank Amendment Bill [B10-2010]
I am making this submission in my personal capacity as a shareholder of the SARB, finance academic and concerned citizen.
Why private shareholding?
The proposed amendment to the SARB Act will give government more control over the privately owned SARB through effectively dictating to shareholders who they should elect as board members. This cannot be an acceptable form of corporate governance. The question often asked is: Why should the SARB have private shareholding?  The answer is quite simple.  The central bank is too important to be fully under the control of government and private shareholding participation is necessary to have the required corporate governance checks and balances in place. South Africa simply cannot afford the mismanagement of the central bank as we have seen with other government corporations such as ESCOM, SABC, SAA, Denel and the SABC. Some of the restrictions to shareholding, such as restriction to foreign and corporate shareholding are acceptable and even necessary, but private shareholders rights to elect board members without interference is the key to avoid possible abuse by government of a critical asset in the economic and financial system of South Africa. 
The primary function of the central bank is to ensure the effective functioning of the payment system in the country. It goes without saying that this is critical to any economy and more crucial to economic success that government itself. To perform this function, the central bank must assure that the value and general acceptance of currency as means of payment and storage of value is maintained. The interim constitutions described it very well in that the SARB is responsible for the external and internal value of the rand, meaning that the rand must maintain its value against foreign currencies and domestic inflation should not significantly erode that value. These two objectives are really one and the same as currency depreciation will cause excessive domestic inflation.  It is clear to see how this crucial function can be undermined my government mismanagement. We just have to look at the extreme case in Zimbabwe were the currency and subsequently payment system was destroyed by not taking on this responsibility and using the central bank for political gain. But it is not just our neighbours that got it wrong; the Euro is currently under pressure as a result of a central bank managed for political benefit rather that economic and financial benefit.
The SARB has performed reasonable well in achieving its primary objective in the era of full democracy with one noticeable exception. The rand exchange rate has been very volatile and the bank has failed to stabilise this market. The reasons for this are clear in my mind, but not the subject of this submission. What is important, is that the volatility translates in to risk and that everyone investing in South Africa is burdened with a high currency risk premium. This premium is added by the market to the cost of capital in South Africa. There is no dispute that the high interest rate in South Africa is a major limiting factor to economic growth – A direct result of inadequate management at the SARB.

What is role of the shareholders?
This is difficult fathom under the proposed amendment since the SARB is effectively controlled by the government who appoints the majority of the board and now proposed to dictate the appointment of shareholder representatives. There is often reference to the SARB as an independent central bank. This is not the correct term since the bank is already effectively controlled by the government as the government also appoints the majority of board members and the governor. The correct term would be an autonomous central bank since the SARB, as privately owned institution does not have to comply with the political wishes of government as a government corporation or government department would.  The only response to government the SARB has to make is the once a year report to parliament. The SARB also has to report to shareholders and face its shareholders at the AGM. This was supposed to be the additional governance requirement of the SARB, but under the era of Mr Mbweni the rights of the share holders were trampled and not even the basic right of questions from the floor were entertained by the governor. This situation is a disgrace to a very proud institution. The result was that the AGM became a farce and it is no wonder that shareholders became unhappy. Not only were the SARB shares delisted from the JSE, but transparency in the operations of the bank was just not forthcoming. E.g. the minutes and voting results of the Monetary Policy Committee (MPC) are not published. This left the shareholders in quandary and the usefulness of private shareholding in question. The only right remaining to the shareholders is to elect the seven members of the board. The proposed amendment is taking that last right away from shareholders in creating a panel appointed by government and their representatives.  The appointment of corporate directors should remain the sole right of shareholders. This is a basic corporate governance principle and shareholder rights should be entrenched to ensure proper governance of the SARB. This should include more transparency and shareholder representation at a level that can make a difference. 
The global trend in strengthening corporate governance of financial institutions is the establishment of risk management systems and regulation. There is no mention of this in the proposed amendment. I strongly suggest the establishment a truly independent risk management function within the SARB that has the role of creating and implementing a proper risk management framework. This unit should be reporting to shareholders’ structure and not to the governor or the government controlled board, so that the independence of such a function cannot be corrupted by government or the management of the Bank. The SARB’s Chief Risk Officer should be appointed by the shareholder representatives and not government representatives to ensure proper independence from government and allow it establish real credibility.
How should shareholders be compensated?
Shareholders’ compensation should be aligned with the performance of the bank, just as any other private corporation. The current dividend policy was created with the aim to give shareholder a reasonable secure tax-free income when a 10% tax free fixed return was deemed very reasonable. Inflation has since eaten away any reasonable returns and SARB shares do not trade anywhere close to their intended or market related value, completely ignoring net asset value of the Bank due to the restrictive dividend policy. The Reserve Bank should fully respect shareholders rights or fully compensate shareholders financially for the loss of their rights. Surely it is unconstitutional to take away shareholders rights without compensation. This would amount to nationalisation by stealth without compensation. The government keeps pronouncing that nationalisation is not government policy. Is it government policy to take away shareholders rights without compensation? If this is the case, the message to investors and potential investors into South Africa are even worse than if nationalisation is to become government policy.
The very disturbing comments made by the Minister of Finance concerning the losses made by the SARB as an excuse to not compensate shareholders as to the effect that the losses made by ‘leaning against the wind’ in the currency mark is actually good thing because the shareholders cannot claim compensation.  This horrific statement was a clear demonstration why government officials should not be in charge of a central bank. The reality is that those kinds of losses would either have to made-up by government disbursements at the expense of the taxpayer or monetised, fuelling inflation at the expense of consumers and investors. This kind of attitude to see losses as acceptable simply to spite the shareholders by ‘bankrupting’ the SARB is very dangerous indeed.
The shareholders should attain full shareholders rights or the shareholders should be fully compensated for the loss of rights. None of these extreme options would be acceptable to government so a reasonable compromise should be reached where the shareholders should have sufficient rights to ensure the sustainability and proper governance of the Bank and reasonable compensation linked to the financial performance of the bank.
Dividends remained fixed over a period of tremendous inflation and asset growth of the bank.  In real terms, dividends are shrinking every year.  This is certainly not fair towards shareholders. A reasonable (that means market related) dividend linked to the net asset growth of the bank should address this shortcoming in dividend policy. Shareholder’s interests will then be aligned to that of the Bank’s long term sustainability and all will benefit.
In Conclusion.
The SARB needs two things: Private shareholders with interests aligned to the long-term sustainability of the bank and transparency and supervision in the form of a risk management function completely independent from political influence.  The Reserve Bank is not a democratic institution. Political governance as the amendments suggest will seriously damage the financial sustainability and good reputation of the bank. The SARB is a South African financial institution that should be governed by South African individual shareholder in partnership government with not one party dominating the other. An elegant solution to this problem is the formation of a truly independent risk management function as recognised by global institutional governance practices and our own King III report on corporate governance. This risk function is not a management function, but an overseeing function to ensure openness and accountability. It should report to shareholders to ensure true independence and avoid contamination from government and management.
Some things are just too important to be left to government?
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