
Follow up to the European Parliament resolution on shadow banking, adopted by the Commission on 20 February 2013
1.
Rapporteur: Saïd El KHADRAOUI (S&D/BE)
2.
EP reference number: A7-0354/2012 / P7_TA(2012) 0427
3.
Date of adoption of the resolution: 20 November 2012

4.
Subject: Shadow banking

This resolution aims at contributing to the current discussions on the shadow banking system. At international level, the G20 Leaders have tasked the Financial Stability Board to develop i) a monitoring framework to get a better overview of this sector and ii) to develop policy recommendations in order to mitigate the potential associated risks. The EP supports this global objective and the approaches suggested in the Commission Green paper. In addition the EP sets a rather ambitious roadmap for the Commission with a tight timeline.

5.
Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)

6.
Brief analysis/assessment of the resolution and requests made in it:

The European Parliament adopted a resolution on Shadow banking in response to the Commission’s Green Paper on the subject.

Noting that the size of the global Shadow Banking system represents 25 to 30 % of the total financial system and half of total bank assets, Parliament welcomes the Commission’s Green Paper as a first step towards the stricter monitoring and supervision of shadow banking. It notes that in some cases shadow banking usefully keeps risks separate from the banking sector and hence away from potential taxpayers or systemic impact. Nevertheless, a fuller understanding of shadow banking operations and their linkages to financial institutions and regulation to provide transparency, reduction of systemic risk and elimination of any improper practices are a necessary component of financial stability.

Parliament endorses the Commission’s approach based on the indirect regulation and the appropriate extension or revision of existing regulation of shadow banking. At the same time, it underlines the need for direct regulation where existing regulation is found to be insufficient. It agrees with the Financial Stability Board’s (FSB’s) definition of the shadow banking system while pointing out that the system is not necessarily an unregulated or illegal part of the financial sector. They underline the challenge involved in implementing this definition in a monitoring, regulatory and supervisory context, also taking into account the sustained opacity of this system and the lack of data and understanding regarding it.
7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:

The Commission welcomes this resolution which is a useful contribution in the discussions on the definition of an appropriate regulatory framework for the shadow banking sector.

On the transparency part, the Commission shares the EP objective of improving data collection. The Commission also supports the implementation of all initiatives fostering transparency such as the Legal Entity Identifier (LEI) or the establishment of trade repositories.

On the general recommendations, the resolution underlines the issues related to accounting and consolidation issues. The Commission is aware of the current work undertaken by the Basel Committee and looks forward its conclusions. The Commission will also look at financial entities carrying out bank-like activities and explore the need of extending some prudential requirements to some of them.

Before adopting a legislative proposal, the Commission carries out impact assessments. It holds true for the proposals addressing shadow banking issues. The contribution of these activities/entities to the financing of the economy will be taken into account.

On the repo and securities lending transactions, the Commission is contributing to the current discussions within the FSB context. Some of the issues raised by the resolution will be addressed by a legislative proposal on securities law.

On the call for review the UCITS framework with a particular focus on Money Market Funds, the Commission will prepare a legislative proposal addressing the specific risks associated with MMF.

On securitisation, the Commission takes note of the EP invitation to increase the transparency and to strengthen the regulatory framework for these transactions. The Commission has already taken initiatives in this area with the implementation of the CRD3. In addition, the Commission is looking forward to the initiatives launched by the industry and the central banks to foster transparency.

The Commission has already addressed some of the issues related to shadow banking risks in particular in the context of the implementation of CRD3, AIFMD, or CRA3. Besides, the Commission willingness to act in the shadow banking area has been reinforced by this resolution. The Commission intends to be consistent as much as possible with international recommendations given the global nature of shadow banking.
The Commission intends to issue targeted legislative proposals in 2013 mainly on Money Market Funds and Securities law.
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