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“Internationally equivalent but locally relevant” 

 

Ladies and gentlemen, 

 

Background 

In 2008, what was to be coined the worst financial crisis since the Great Depression of the 1930s, 

brought the global financial system and indeed some governments, notably in the northern 

hemisphere, to their knees. It dispelled long-held myths, such as that only emerging markets are 

prone to crises; it pitted economists head-to-head both on the causes of the crisis but especially on 

what remedies should be adopted to restore economic stability; above all, it exposed a fundamental 

weakness: regulatory inadequacy.  

 

While, no doubt, much more will be written about the crisis in years to come, it was clear that the 

regulatory framework had failed to keep pace with financial innovation.  Indeed, consequently over 

the past five years, the top echelon of the global economic order, the G20 countries, have busied 

themselves with restoring global financial stability through a sweeping reform of the global regulatory 

framework.  

 

This arduous and extensive process began in September 2009 when, the leaders of the G20 declared 

in the Preamble of the Pittsburgh Summit statement: 

“We meet in the midst of a critical transition from crisis to recovery to turn the page on an era 

of irresponsibility and to adopt a set of policies, regulations and reforms to meet the needs of 

the 21st century global economy”.  
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Since then, global regulatory reforms have been driven by the G20 through the Financial Stability 

Board, especially formed to coordinate the work of national financial authorities (such as our National 

Treasury) and international standard setting bodies (such as IOSCO).  

 

In crafting the new regulatory framework, policymakers have clearly shifted away from being laissez-

faire to flexing their muscles and becoming more intrusive. The aim has largely been to: 

 

 cast the net wider and thus regulate previously unregulated entities, financial instruments, 

and risk management practices, such as hedge funds, shadow banking institutions, over the 

counter (OTC) derivatives 

 while mandating central clearing and reporting requirements.  

 

In their 2009 Summit statement, the G20 leaders were emphatic that they would strive to,  

“…make sure our regulatory system for banks and other financial firms reins in the excesses 

that led to the crisis”, and that, “…A return to the excessive risk taking prevalent in some 

countries before the crisis is not an option.” 

 

So the global message was clearly set. 

 

The regulatory response 

In sketching the regulatory response that we have witnessed post the global financial crisis, allow me 

to make a comparison which I hope will not offend followers of the great John Maynard Keynes. If the 
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Great Depression of the 1930s resulted in Keynes’ seminal work “The General Theory of Employment, 

Interest and Money”, the global financial crisis has resulted in volumes of new regulations such as the 

Dodd-Frank Wall Street Reform and Consumer Protection Act in the United States and the European 

Market Infrastructure Regulation (EMIR) in the European Union. While the comparison between an 

historic, academic essay and new market regulations may seem strange,  

 

 they do, have something in common:  both Keynes’ General Theory and the more recent 

regulatory responses such as Dodd-Frank and EMIR actually point to the failure of free 

markets under certain conditions.  

 

It is thus with the benefit of hindsight, and its 20/20 vision, that regulators have drafted a plethora of 

intrusive regulations that are designed not to subdue the animal spirit of the free market but to 

prevent unfair and risky practices that lead to destabilising market failures and socio-economic losses 

of the magnitude registered in 2008. 

 

So we saw the Dodd-Frank Act being signed into law in 2010 in the USA and EMIR, MiFID II and MiFIR 

being adopted in Europe: all of which cover bread swathes of the financial landscape. 

 

At the core of all these are a number of key fundamentals: the protection of 

investors/consumers/taxpayers; financial stability and the prevention of boom and bust cycles; 

greater transparency and accountability; improved risk management practices.  
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South Africa: G20 member committed to an improved global regulatory framework 

As the only African G20 member, South Africa finds itself at the epicentre of the global regulatory 

overhaul, but more as a “taker” than a “shaper”.  

 

Although there has ostensibly been a shift of power from the G7 to the G20 in recent years, in reality 

the G7 are said to still firmly control the global economic agenda, especially since the largest global 

financial centres are to be found in the G7.  This clearly limits the voice and influence of many 

emerging markets within the G20.  Regardless of the measure of influence exerted, South Africa is 

required to implement nationally, in the best way possible, the broad regulatory changes agreed on 

the G20 stage. 

 

Of course, the need to review the domestic regulatory environment goes beyond this commitment.  

 

First, South Africa’s regulatory regime has to remain in lockstep with that of major global jurisdictions 

because financial markets are globally connected and failure to maintain our regulatory standards at 

an appropriate level will mean that we will lose global investor attention.   The stark reality is that 

emerging market economies with financial sector participants that “face-off” against US or EU-

regulated institutions must comply (to a greater or lesser extent) with the national interpretation of 

these global frameworks, or face being excluded from those markets.  As a practical example, if a 

subsidiary of an EU-regulated financial institution is a clearing member of a Central Counterparty 

(CCP) in a non-EU jurisdiction such as South Africa, the South African CCP has to apply for EU 

recognition and South Africa’s regulatory jurisdiction has to be found to be substantially equivalent to 
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that of the EU.   The US through Dodd-Frank equally requires alignment with its regulatory regime for 

a range of activities. 

 

Second, financial markets evolve in any event at a rapid pace, forcing all regulatory systems to change 

to keep pace. So you can see this in my own business at the JSE which has had to fundamentally 

reinvent itself over time.  Since its establishment in 1897, the JSE’s core reason for being, the “what”, 

has not changed but the “how” certainly has. 

 

The JSE as a regulator 

This brings me to the JSE as a front line regulator in its own right. The JSE is licensed under the 

Financial Markets Act, 2012 as an “exchange”. The primary aim of an exchange is to bring together 

buyers and sellers of securities and to match bids and offers for securities of multiple buyers and 

sellers. JSE Clear, a subsidiary of the JSE, is also licensed in terms of the Financial Markets Act, as an 

associated clearing house. JSE Clear clears transactions in securities on behalf of the exchange in 

accordance with the rules of the exchange.  

 

The JSE, like other emerging market exchanges, is both vertically and horizontally integrated. By 

vertical integration, we mean that we provide services down the full value chain of securities trading 

from listing of securities in the primary market, to the trading thereof (or secondary market activity) 

and the post-trade services of clearing and settlement. Horizontal integration is represented by the 

wide spectrum of securities that can be traded on the exchange, which includes equities, bonds, and a 

variety of derivatives and the inter-linkages between these different product markets. 
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As a licensed exchange, the JSE is the designated frontline regulator for the listing and trading of all its 

listed securities. We see this akin to QA on the coke bottling plant – making sure there are no snails in 

the coke at the ned of the production process.  The Financial Services Board, in turn, supervises the 

JSE in the performance of its regulatory duties.  

 

We see regulation as an important part of our key value proposition – a basis for us to provide our 

stakeholders with comfort that the place at which they raise money or trade their investments, is 

operated in a manner on which they can rely.  Our regulations whether in relation to listing or market 

conduct have to carefully be set at a level which sets the right checks and balances to ensure fairness 

but which also meet global standards.  This does not mean slavishly copying global precedents – it 

means recognising where global standards are and applying them in a manner which is appropriate to 

SA.  Indeed in some cases such as our incorporation of aspects of the King Code of Conduct for 

Corporate Governance into our listings rules, the JSE leads global peers.  

 

Evidence of this can be seen in the World Economic Forum’s Global Competitiveness rankings. In the 

WEF’s latest 2014/2015 report, South Africa ranks 1st for the fifth consecutive year for the 

Effectiveness of the Regulation of Securities Exchanges, for which kudos also goes to the Financial 

Services Board.  
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The local regulatory environment set for change 

The role of all regulators, be it the JSE, the Financial Services Board or the South African Reserve Bank, 

is set to change as South Africa adopts legislation to enforce new global standards, to align the 

domestic regulatory regime to that of its G20 peers and to safeguard the domestic financial system by 

widening the scope of regulation. For instance 

 The Draft Financial Sector Regulation Bill proposes to introduce a so-called “Twin Peaks” 

regulatory regime, which will designate the Financial Services Board as the Market Conduct 

Regulator and the Reserve Bank as the Prudential and Systemic Regulator.  

 The Draft Financial Markets Act Regulations released in July set out new regulations governing 

central counterparties and trade repositories or financial market infrastructures as well as 

clearing and reporting requirements for the OTC derivatives markets.  

 

Since other speakers will cover these developments in more detail, I will not elaborate further. 

However, I would like to turn to other considerations that should shape the way in which South Africa 

migrates towards a new regulatory regime.  

 

The first - is the need to strike a healthy balance between regulation that protects investors and 

maintains the soundness of the financial sector, and regulation that may have unintended 

consequences that ultimately outweigh the benefits gained from a well-regulated system. Achieving 

this equilibrium is an even greater challenge for an emerging market like South Africa that has to 

address other socio-economic imperatives.  
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I am certainly not arguing in favour of not following global regulatory trends – after all we have policy 

takers in this regard as I have already argued; I do believe, however, that careful thought needs to be 

given to what it is that we are aiming to achieve through new regulations, which behaviours we want 

to encourage and which we want to discourage; what type of risks can be mitigated and which not. In 

essence, I am advocating a principles - and risk-based approach to regulation rather than an approach 

which upfront seeks to cover all potential evils through detailed rules which make it easier for those 

seeking to avoid them, to find the loop holes.  Enron, Tyco happened in a rules based jurisdiction. 

 

Second - given the inherent backward-looking nature of regulation, we need to recognise that the 

current global regulatory developments are being guided by the seriousness of the recent crisis, a 

somewhat natural knee-jerk reaction. In reality, no amount of regulation will be able to prevent 

another crisis; it will only prevent a crisis of the exact nature and magnitude of the most recent one. 

Pragmatism is thus called for. This can be achieved through an open and transparent dialogue 

between regulators and regulated, to ensure that a thorough understanding of the implications of 

regulatory changes exists on both sides. I am pleased that such dialogue is indeed possible and is 

happening quite extensively domestically.  

 

Third - undeniably, whether we like it or not, we are moving to a world of global financial regulation, 

where a small number of significant jurisdictions are in essence driving and dictating the future 

regulatory regime. The US and the EU as the jurisdictions under the greatest political pressure to 

introduce reforms were first to market with Dodd-Frank and EMIR respectively. Embedded in both of 

these are extensive extra-territorial reach and the concepts of “substituted compliance” or 
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“substantial equivalence”. In practical terms regulators in the EU and the US have ensured either that 

they directly regulate large parts of the financial system or that other jurisdictions are structured from 

a regulatory perspective in a sufficiently similar fashion to their own, that these national regulators 

become proxy regulators. What is left is the fight between the US and the EU for regulatory primacy. 

On an international level, however, this raises concerns and must give rise to some push-back 

whenever possible, especially from very competent national regulators such as ours.  

  

In its own right, the JSE, together with other local financial institutions, is trying to raise the 

awareness of the EU regulators to the consequences for emerging markets of various extra-territorial 

regulatory measures that are being proposed. This may yet be a drop in the ocean but a very vital 

one.  

 

Concluding remarks 

In closing, while new age regulation will not prevent another major crisis, it is necessary.  We may not 

have all the answers but we do understand some risks far better in the post-crisis world. As the IMF 

has quite rightly pointed out, “the quest for knowledge on the best predictors of, and the best policy 

responses to, financial crises, is ongoing”.  

 

For this very reason it is also necessary to temper the policy response and strive for that important 

“balance” between benefit and costs. South Africa has a strong regulatory system that has adequately 

withstood pressures. Let’s proceed with changes carefully and slowly, reinforce it where necessary, 
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ensure international equivalence, as this is paramount but, above all, let’s ensure it remains locally 

relevant. 

 

I thank you for your time this morning, and the opportunity to share my thoughts.   


