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with a widening of a bid-offer spread from 50 points to, at times, 1000

points, it does appear that liquidity in the foreign exchange market was

affected.92

The issue of liquidity also arises when considering volatility. One month

historical volatility of the Rand's exchange rate against the US dollar

increased from a level of 9.1 % in the first 9 months of 2001, to an averqge

of 20.5% for the last quarter.93

These volatilities reached a high of 55% at the end of December 2001251

252 As a result of the concern by the Minister of Finance and the Governor at

the rate of depreciation, they issued a joint statement on 21 December

2001. The statement focused on the solid macro economic fundamentals

and on the prudent policies being employed. The statement's concluding

paragraph read as follows:

"In this uncertain environment, many experts and commentators

have emerged, all with views and policy advice. ~ile constructive

input from stakeholders is always appreciated, it is important to

point out that much of the volatility is driven by sentiment and

opportunism. It is in times such as these that we should respond

as a country, with full confidence in ourselves and the policies we

have adopted."

It was argued by expert witnesses that the statement was problematic in

the following ways:

it led to confusion in the foreign exchange market generally and

specifically among non-resident banks;

253.1

92 See volume 9 Lambertus Van Zyl
93 Mboweni, Witness Bundle, SARB, Vol 7, P 45
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253.2 it made the foreign exchange market illiquid as a result of the exit

of non-resident banks and traders.

The 14th October statement, liquidity and depreciation of the Rand

Witnesses sought to make a direct link between the lack Q.f .Iiqwdity and

the depreciation of the Rand. They argued that in an illiquid market, eVen

small transactions that would not normally affect the exchange rate in a

liquid market, affected the exchange rate in December. They therefore

blame the depreciation in the exchange rate of the Rand on the Reserve

Bank's action in issuing the statement of 14 October 2001.

From the evidence heard by the Commission, there was a significant
reduction in liquidity in the latter part of 2001. 94

It is clear from the evidence placed before the Commission that liquidity

was reduced in the latter part of 2001.95

Both Abedian and Glynos acknowledged though that the 14 October 2001

statement removed "pure" speculators from the market which was one of

the intentions of the 14 October 2001 statement by the SARB. It wanted

to ensure that both resident and non-resident banks complied with all

Exchange Control Regulations.

258. Glynos has stated that he believes the Reserve Bank's statement of 14

October 2001 was successful in scaring off speculators.96

94

95

96

See Graph 3 in SARB Volume 9
See Gouws Bundle, p 125
Glynos, Record, p 467
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259. During cross examination by Counsel for the Reserve Bank, witnesses for

FirstRand Bank Limited and Investec conceded the following with regard

to the 14 October statement and Circular 0342 respectively:

that Circular 0342 was drafted by Authorised Dealers in response

to the 14 October statement by the Governor of the Reserve Bank

and was in effect a collaborative effort between the.Reserve Bank

and the Authorised Dealers. It was presented to the Reserve

Bank for its final approval and only thereafter made public;

that the meaning of the Circular was unambiguous and easily

understood by a reasonable Authorised Dealer and foreign

correspondents;

259.3 that the wording of the compliance letter to be signed by non-

resident banks was a collaborative effort between the SARB,

(resident Authorised Dealers) and the Association of Commercial

Authorised Dealers (ACI)97;

made compliance with Exchange Control Regulation easier in that

unlike a previous requirement (87) where confidential information

including the names of parties and the details of the transaction

had to be forwarded by non-resident banks to the resident

Authorised Dealer I only a written confirmation every two weeks to

the effect that all transactions have been executed within the

ambit of foreign exchange rules signed by the compliance officer

was now acceptable;

removed the limitation that South African Authorised Dealers259.5

Testimony of Jurie Bester. Head of Risk and Audit services for FirstRand Bank Limited, Record,

p 1369 to '1374

97
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could only deal with foreign banks and not foreign corporates and

individuals.98

J. IMPACT OF IlliQUIDITY IN THE MARKET ON THE EXCHANGE RATE OF

THE RAND

The evidence of Mr Robert McCauley presented .to "the .Commission

confirmed that in a market where liquidity has been reduced, more often

that not, a transaction of a given size can have a bigger effect than it has

in a normal liquid market but that there is not necessarily a direct link

between lack of liquidity and depreciation of a currency. lack of liquidity

therefore cannot on its own constitute an explanation of depreciation of

the Rand. Referring to the statement of 14 October he stated that:

" to the extent that you focus on general liquidity, you can get

decline in liquidity after such a measure and that, considered all by

itse/~ can give you larger reaction to subsequent transactions that

go through the market yes the question is whe1her,.a .Jess.liq.uid

market sort of explains a subsequent decline in the exchange rate

and I guess that is a bit problematic. A less liquid market may

mean that whatever flows go through, have more effect but that

leaves the flows and the balance between supporting the currency

and depreciating the currency sort of left unexplained."99

In some instances the impact could be positive for example, if there are

short positions that have to be closed out after a new measure is taken,

the currency may appreciate. He illustrates this by indicating that when

the Malaysian Central Bank on 1 September 1998 announced that they

were imposing capital controls, the Malaysian Ringit appreciated

Pauline Trollop, Global Head of Treasury Compliance, Investec, Record, p 1421 to 1425

McCauley, Record, p 82

98

99
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considerably after that. The specific circumstances in each case will

determine the impact on the exchange rate.

The Reserve Bank also led evidence which questioned a simplistic linking

of lack of liquidity with depreciation of the currency during 2001. Mr

Lambertus van Zyl, former General Manager Jntemational Banking

Department and currently advisor to the Governor, stated {naHhere is no

consistent relationship between changes in turnover in the domestic Rand

foreign exchange market and the level of the exchange rate of the Rand.

He illustrated this by looking at both the long term and short term causal

link. For the purposes of the example, the total turnover in the domestic

Rand foreign exchange market was used.

In 1996 the Rand depreciated from an average of USD1/ZAR3.6410 in

January to USD1/ZAR4.2057, in April. This was a depreciation of

15,5%.100 Over the same period the average daily turnover in the domestic

Rand foreign exchange market increased by almost 42% from USD3.019

billion to USD4,284 billion101. Total turnover by non-resident8'~f1cfeased

by some 79% from USDO,683 billion to USD1 ,223 billion. It would appear

as if a sharp depreciation of the Rand at the time coincided with an

increase in turnover and particularly, an increase in turnover by non-

residents.

264 In 1998 the Rand again depreciated sharply. Having traded at a monthly

average of USD1 = ZAR4.9357 in February, the Rand fell by 26,4% to an

average of UDS1 = ZAR6.2386 in JUly102. Over the same period total

average daily turnover increased by some 139% from USD3,O93 billion in

February to USD7,395 billion in July103. Once more turnover with non-

residents increased, this time by 213% from USD1,323 billion in February

.100

101

102

103

See Graph 3 in Volume 9
See Graph 4 on p 17 of SARB Volume 9
See Graph 3 on p 17 ofSARB Volume 9
See Graph 4 on p 17 of SARB Volume 9
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to USD4,138 billion in July. Over different periods the increase in turnover

was even more pronounced as it peaked at a level in excess of USD11

billion in June 1998.

The above shows that in the specified previous periods of Rand

weakness. sharp depreciations of the currency coincided with significant

increases in turnover in the domestic Rand foreign 'exchange market, and

in particular with non-residents. This does not mean that increases in

turnover would normally lead to a weaker Rand nor that increases in

turnover would inevitably lead to a weaker Rand.

Turnover in the domestic Rand foreign exchange market increased

significantly early in 1999 without a sizable depreciation of the Rand. In

January 1999 the average daily turnover was USD6,855 billion. By June

1999 the average daily turnover had increased by almost 33% to

USD9,O89 billion. Over the same period the average daily exchange rate

depreciated by a relatively small percentage of 1,7% from USD1 =

ZAR5.9835 in January to USD1 = ZAR6.0883 in June.

Over shorter periods the link between turnover and the exchange rate is

also uncertain.1o4 For instance, the Rand averaged at USD1 =

ZAR11.5467 in December 2001, fluctuating significantly and briefly

depreciating to USD1 = ZAR13.84, on an average daily turnover of

USD6,051 billion. In February 2002 average daily turnover had declined

by 19,4% to USD4,876 billion, but the Rand was more stable, trading at an

average exchange rate of USD1 = ZAR11.4847.

While much of the focus of economists giving evidence before the

Commission was on the depreciation of the Rand after 14 October, the

104 See Graph on p 3 hereof
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Rand had been on a steady depreciating trend since the beginning of the

year, accelerating in JUly.105

FINDINGS

Statutory Duty of the SARB

The statutory duty of the SARB is to intervene and administer exchange

control policy and protect the value of the currency in the interest of

balanced and sustainable economic growth in South Africa.

The volatility in the foreign exchange market during the third quarter of

2001 negatively influenced inflation, business decisions and the economy

as a whole. The SARB's decision to issue the statement of 14 October

2001 was necessary. It was a measured statement which called on

market participants to observe existing Exchange Control Regulations. It

was careful to set out which transactions were legitimate and indicated

that it would enforce existing exchange control measures. 4t'went further

and indicated that it had no intention of restricting the activities of banks in

the South African market and more importantly reassured participants that

it would not intervene in the market by purchasing foreign exchange for

the purposes of reducing the NOFP.

From the evidence placed before the Commission, it is difficult to

understand how Authorised Dealers, resident and non-resident, and other

participants could not understand the 14 October statement or Circular

0342. It may be that both South African and non-resident. "banks and

commentators did not like the statement. This is no basis however for

suggesting that the statement was confusing.

105 See Graph on p 33 hereof
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The SARB took a range of steps to ensure that market participants

understood the rationale for the statement.

There was only one change, not in policy, but in compliance with existing

policy namely the written confirmation by a compliance officer of a non-

resident bank to the effect that transactions were in accordance with

South African Exchange Control Regulations. But 'even this measure, as

the evidence shows, was a simplification of the same requirement in that it

reduced the number of details that had to be provided.

The Commission is further of the view that no basis exists for linking the

issuing of the 14 October statement and Circular 0342 on the one hand

and the depreciation of the Rand in 2001 on the other. There is no doubt

that liquidity significantly reduced in the foreign exchange market after the

issuing of the statement. There was no evidence placed before the

Commission which showed a consistent link between lack of liquidity and

contributed to the depreciation of the Rand either in 2001 or historically.

Cogent evidence was placed before the Commission .which shows the

contrary .

What the action of the Reserve Bank resulted in, was to remove pure

speculators and other participants who probably were not complying either

with the letter or the spirit of Exchange Control Regulations. It may be that

non-residents who felt unhappy about having to complete the compliance

letter also decided not to trade in the South African market.

It seems to the Commission that if the Reserve Bank had not taken the

step it did, the volatility would have continued and possibly increased and

the currency may have depreciated further. Glynos states that given the

conditions in the market during the third and fourth quarter of 2001, market
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talk and expectations were that the Rand would be approximately R20,OO

to the US Dollar.106

277.

The action of the Governor of the Reserve Bank more than likely

contributed to halting the slide of the Rand. This can be seen by the fact

that the Rand has stabilised and appreciated while the levels of liquidity

have remained low at least insofar as figures are avciilscle Trom the

Reserve Bank for February 2002.

106 Glynos -Witness Bundle. p 433
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