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!
and asked delegates to come up with 

a l te rna t i ve te rms . Dur ing the 
conference, “mirror banking” and 

“market finance” were proposed, with 
Mr Bishop preferring the latter.!
!

!

Graham Bishop!
Independent consultant, EU financial 
regulation!
(Moderator)!

Mr Bishop opened proceedings by 
declaring that he is a big fan of 
shadow banking. “We cannot expect 

the conventional banking system to do 
all the financial work needed for the 

European economy”, he said. “We 
need market finance from institutions 
who undertake security and liquidity 

transformations and who offer deposit-
like functions.” However, he is not 
happy with the term “shadow banking”! ________________________

Panel 1 – The role of shadow banking in the financial system
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Dr Kay Swinburne	  	  
Member of the European 
Parliament!

Dr Swinburne considers that the term 
shadow banking is very misleading, as 
this sector is an essential pool of 

capital that needs to be utilised, and 
without it the economy would be in 

worse condition. It may not be 
traditional banking but it’s no less 
important. She pointed out that the 

activities of the shadow banking sector 
are not unregulated, nor unauthorised, 
nor are they unscrutinised. However, 

Dr Swinburne does accept that there 
are issues and risks in the shadow !

banking system, but believes these 
arise from the inter-connectedness of 
the formal banking system with the 

shadow banking sector. These inter-
connections need to be studied and 

the risks analysed. She also believes 
that we have already dealt with much 
of these issues under existing 

regulation, mainly but not exclusively 
the Capital Requirements Directive 
(CRD4) and the Markets in Financial 

Instruments Directive (MiFID), as well 
as report ing and transparency 

requirements coming down the line. 
These, says Dr Swinburne, will make a 
huge difference to the regulatory 

framework of the shadow banking 
sector, and negate the need for further 

regulations.!



Dr Anastasia Nesvetailova!
Reader in International Political 
Economy, Director of City 
Political Economy Research 
Centre, City University London!

Dr Nesvetailova briefly described the 
origin of the term ‘shadow banking’ in 
2007 and its definition, and said that it 

has gone through three distinct phases 
in five years. It includes money market 

funds, mutual funds, hedge funds, 
pension funds and exchange traded 
funds, and is predominantly active in 

the Anglo-Saxon world. She considers 
that the problem of shadow banking 
goes beyond the context of the 2007-!

-2009 crisis, but is a complex financial 
phenomenon that shapes the official 
banking system. Research into 

shadow banking is led by the 
regulators and practitioners rather than 

academia. In fact shadow banking is 
seen as a sum of activities that 
cons t i tu te a sys tem o f c red i t 

in termediat ion, lead ing to the 
questioning of orthodox views on 
banking and finance, and the 

relationship between finance and 
banking, and economy and society. 

Scholars have suggested that shadow 
banking is a product of regulatory 
arbitrage, although this does not 

address the question of differentiation 
between entities. Dr Nesvetailova 

explained that shadow banking has 
become a synonym for financial 
innovation, for which there is a 

structural demand, and considers that 
it is here to stay.!

!
!
________________________
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David Carruthers!
Managing Director, Markit!

Mr Carruthers made the point that 
shadow banking and collateralised 
lending are closely linked, and that full 

transparency across the chains of 
transactions can provide an accurate 

picture of the state of the financial 
system. However he remarked that a 
suitable and feasible scope of resulting 

regulator actions is less clear. He 
outlined Markit’s comments to the 
Financial Stability Board (FSB) in 

response to its consultative document!

on Strengthening Oversight and 
Regulation of Shadow Banking. Markit 
is supportive of the FSB’s efforts to 

understand and address the systemic 
risks that can arise from shadow 

banking entities and activities, and 
believes that most systemic risk 
concerns can be best addressed by 

enabling regulatory authorities to 
monitor the relevant risk factors on a 
timely basis and empowering them to 

act, when and where needed, through 
the use of specific targeted measures. 

These i nc lude us ing ex i s t i ng 
infrastructure and transparency 
channels, strengthened and extended 

where necessary. In Mr Carruthers’ 
view, most of the components – data, 

infrastructure, messaging – for a 
complete Trade Repository already 
exist across the industry. In his 

opinion, market participants are 
looking for liquidity and price reliability 

information for as broad a range of 
collateral as possible. !
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Gareth Murphy !
Director of Markets 
Supervision, Central Bank of 
Ireland!

Mr Murphy stated that society places 
its trust in financial markets, and 
financial regulators are charged with 

the responsibility of ensuring that 
financial services support the market, 

without imposing risks to the wider 
economy. Society also reasonably 
expects financial guardians to 

understand the financial system and to 
mitigate the risks of world financial 
crisis. He pointed out some of the data!

gaps that have occurred in the recent !
financial crisis, and said it would 
simply be unacceptable if future 

financial crises were managed in a 
similar way, particularly with regard to 

lack of data or lack of timeliness of 
data. Mr Murphy considers that 
shadow banking plays a very valuable 

role in the economy and it should stay. 
However, he pointed out the need to 
think constructively about it. In this 

respect, regulatory intervention in all 
aspects of the shadow banking system 

is inevitable. At the very least it should 
monitor the system and gather data. 
That is the first and a very necessary 

step in a disciplined regulatory 
process. He also considers it vital that 

coherence with all other areas of 
financial regulation is necessary to 
avoid unintended consequences. !

________________________
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Panel discussion

 

A highly interactive Q&A session 
covered a number of topics, including 
the Giovannini barriers to hindering the 

integration of an EU clearing and 
settlement infrastructure, the timescale 

of proposed legislation, clearing up 
some of the terminology issues 
surrounding shadow banking, a 

discussion on potential data gaps in 
the shadow banking system and how 
these can be resolved, and the quality 

of data necessary to improve the 
shadow banking system. A delegate 

specifically addressed potential gaps 
in shadow banking regulation and 
asked Mr Murphy if he thought gaps!

existed from a regulatory point of view. 
Mr Murphy agreed that there were 
gaps, and said it was essential that the 

credit assessment process was up to 
scratch. He gave the example of 

disruptive deadweight bankruptcy 
costs that can arise from an excess of 
systemically poor credit assessment 

and loans originating from them. 
Another delegate asked if there is a 
problem with the law regarding the 

unwind ing o f t ransact ions. Dr 
Swinburne pointed out that there still 

major issues across the 28 regimes, 
and commented that if we can’t!
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achieve harmonisation across a single 
market, how is this likely to be 
achieved globally? Mr Carruthers said 

the legal safeguards are actually quite 
strong, which shows that if you get the 

legal framework right, you can have a 
pretty robust financial system. Dr 
Nesvetailova reiterated her belief that 

shadow banking is an important 
source of capital market funding and 
an important part of the financial 

system although it does contain risks!

in the shadow banking system, but 
asked whether the current reporting 
env i ronment and accountancy 

treatment is right. He also remarked 
that we need to carefully consider 

whether the liquidity management in 
the activity is aligned with the nature of 
the assets, whether the credit 

a s s e s s m e n t p r o c e d u r e s a r e 
appropriate, and if investor protection 
issues are being addressed fully. His 

final po int asked whether the 
insolvency regime is appropriate. !

!

________________________
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Panel 2 – Money market funds

 

Saïd El Khadraoui !
Member of the European 
Parliament, Rapporteur on 
Money Market Funds!

Mr El Khadraoui considers that MMFs 
are important for the economy, as they 
fund almost 38% of all short-term 

funding in the banking sector. He 
believes that a framework and level 

playing field for MMFs need to be 
c rea ted , t o make them more 
transparent and run-resilient, and 

create better protection for investors. 
He described the current status of the!

!
!
Commission’s draft proposal for a 

Regulation on MMFs. Parliament is 
scheduled to vote in February, and Mr 

El Khadraoui hopes it will go in front of 
the Plenary in April. He commented 
that compromises have already been 

made on issues such as eligible 
assets, the internal rating process, and 
stress tests. The most controversial 

i s sue su r rounds CNAVs . The 
proposed regulation provides that only 

MMFs which establish a buffer of 3% 
of the total value of assets may 
advertise a constant NAV (CNAV) per 

share. Mr El Khadraoui realises that 
the industry’s proposal is for the 

creation of gates; he welcomes 
information on how these would work 
and be triggered. However, he remains 

in favour of the buffer, and suggests 
that CNAVs could be switched to 

VNAVs. !
!

________________________
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Franck Conrad!
Policy Officer, Unit G4-Asset 
Management, DG MARKT, 
European Commission!

Mr Conrad pointed out that the 
Commission’s draft proposal for a 
Regulation on MMFs has involved 

extensive international work across 
multiple institutions. He stressed that 

the European and US situations are 
extremely different; the structures of 
both markets are not the same, so it is 

difficult to ascribe the same rules to 
them both. The Commission’s focus is!

on trying to develop rules that match 
the situation in Europe. Mr Conrad 
remarked that in both Europe and the 

US, MMFs play a key role in driving 
the economy, but a key problem is that 

during times of stress they are unable 
to be run-resistant, which puts 
pressure on the funds. A further 

problem is the stability of some funds. 
In particular he drew attention to the 
CNAV funds which have a problem to 

maintain their price during times of 
stress. He outlined the Commission’s 

two-step approach. Firstly, that MMFs 
be required to hold a minimum level of 
liquid assets (10% maturing daily and 

an extra 20% within a week). 
Secondly, to require fixed value funds 

to establish and maintain a 3 percent 
capital cushion. !
!

________________________
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Richard Stobo	  
Team Leader – Investment 
Management, European 
Securities and Markets 
Authority!

Mr Stobo considers it important to 
remember that MMFs are investment 
funds, and within Europe there are 

already a lot of very good and efficient 
regulations and guidelines in place 

concerning investment funds. He also 
pointed out that on 22 July 2013, the 
Alternative Investment Fund Managers 

Directive (AIFMD) became operational !

which is a harmonised regulatory 
framework that will apply to the 
managers of MMFs. ESMA recently 

published revised versions of the 
AIFMD reporting guidelines and 

accompanying documents. This all 
implies, according to Mr Stobo, that we 
are not starting from scratch when it 

comes to MMF regulation. However, 
he did admit that a number of 
additional risks have been identified 

which require further legislation. His 
own perspective on the CNAVs and 

proposed capital buffer is that if such a 
buffer is put in place it should be 
implemented over a certain period of 

time to allow fund managers and 
investors to adapt. He thinks further 

discussions need to be held on this 
topic, and welcomes the extensive 
repor t ing o f in format ion on a 

systematic basis to ESMA.!
!

________________________
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Jennifer Gillespie!
Head of Money Markets, Legal 
& General Investment 
Management!

Ms Gillespie reminded delegates that 
CNAV MMFs represent almost 50% of 
MMFs domiciled in Europe, amounting 

to €452 billion. Investors include non-
financial corporates and pension 

funds, who invest in charities, SMEs 
and the public sector. CNAV MMFs are 
not banks, and do not result in maturity 

transformation. Assets match liabilities, !

and funds are not leveraged. And the 
funds are managed by real people, not 
algorithms and databases. She then 

gave an example of how a CNAV MMF 
works, before describing the three key 

reasons why investors value CNAV 
MMFs, namely stability, access and 
safety. Ms Gillespie then presented 

three consequences of not having 
CNAV MMFs in Europe, which she 
described as flight (funding leaves 

Europe to find alternatives), a gap (for 
European enterprises, charities and 

social infrastructure of €500 billion), 
and pressure (on the European 
banking system to provide alternative 

short-term funding). She presented 
two alternative solutions to the 

proposed 3% buffer: gates (limiting the 
amount of withdrawal to x% each day), 
and liquidity fees (redemption of the 

shares more expensive).!

________________________
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Deborah A. Cunningham!
Executive Vice President, 
Senior Portfolio Manager, Chief 
Investment Officer, Global 
Money Markets, Federated 
Investors!

The implications to the European 
e c o n o m y i f C N AV M M F s a r e 
disallowed was the focus of Ms 

Cunningham’s presentation. She said 
that disallowing CNAV MMFs would 

increase systemic risk, impede 
regulatory oversight, raise the cost of 
capital, and reduce returns on cash!

ho ld ings . In her op in ion , the 
Commission’s proposal to raise a 3% 
buffer or convert to a VNAV structure 

would increase run risk and create a 
moral hazard. She also pointed out 

that VNAV MMFs are not less 
susceptible to runs, and a capital 
buffer would create a false sense of 

security, lessening focus by managers 
and investors on credit quality and 
liquidity of portfolio assets. Ms 

Cunningham also believes that 
because liquidity concerns cause run 

risk, any solutions proposed must 
directly address liquidity. Robust 
liquidity, for instance, prevents and 

limits runs because it enables MMFs 
to pay redemptions and assures 

investors of the ability to redeem. She 
also considers that redemption gates 
and fees are tools that a MMF board 

may use in extreme circumstances, for 
a short, pre-announced duration, to 

protect MMF shareholders.!
!________________________
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Panel discussion

 

The first question from the floor was in 
regard to the statement from Ms 
Cunningham that there is no evidence 

that there are more runs on CNAV 
funds than VNAV funds . The 

questioner was therefore interested to 
know the Commission’s perspective 
on how VNAV funds performed during 

the crisis. In Mr Conrad’s view, both 
CNAV and VNAV funds experienced 
runs, which is why it is important to 

increase the liquidity of both. Another 
questioner disagreed with one of the 

presenters who had implied that a 
CNAV fund promises to provide a!

constant price, which implies a 
guarantee. He wondered that if a 
capital buffer were to be introduced, it 

could be construed as providing a 
guarantee? Ms Gillespie pointed out 

that capital does not stop a run; 
liquidity is needed. The panel was also 
asked to explain the difference 

between CNAVs and VNAVs and why 
an investor would move to VNAVs. !
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___________________________________________________________

Ms Cunningham said there are often 
regulatory and statutory requirements 
to invest in a stable product which 

does not fluctuate. There are also tax 
consequences depending on how that 

income accrues (in the case of a 
VNAV fund) or is paid out (in the case 
of a CNAV). Ms Gillespie added that it 

is extremely difficult to have same-day 
access to a VNAV fund, which is why 
investors who want quick access to 

their cash prefer CNAV funds. Another!

question was about the level of 
l iquidi ty fees. Ms Cunningham 
suggested the fees should be variable 

depending on the product, at the 
discretion of the board of directors, 

depending upon the specific instance 
of that fund. Mr Conrad considers that 
instead of imposing a liquidity fee on 

the people who want to redeem a 
fund, a better alternative would be to 
reduce the redemption price, which 

would have exactly the same result.!

Sponsored by:! Media partners:!
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