ICFR: Clarity needed on definition of Shadow Banking; but non-bank lending increasingly
important to the economy

Friday 27th April - Richard Reid, Director of Research at the ICFR (International Centre for Financial
Regulation) has called on politicians and regulators to value the contribution non-bank lending can
make to the economy; while urging a departure from the use of the all encompassing, ‘shadow
banking’ term.
Reid made his comments as the European Commission met on the 27th of April for a specially
convened Conference on shadow banking. Speakers at the Conference in Brussels included Michel
Barnier and Paul Tucker.
In a new paper on shadow banking, the ICFR argue that the concept of shadow banking is not as
homogeneous as the catch-all name suggests. The IFCR declare that there is a fundamental
difference between two types of shadow banking; but this is unclear in many public discussions:




The first focuses on complex chains of credit interconnected with the banking system, yet
not regulated within it. This may add complexity, opacity and potential instability to credit
intermediation between ultimate lender and borrower;
The second happens more closely between ultimate lender and borrower, and may be an
alternative to bank lending. Given existing pressures on banks, sources of non-bank
financing will increase in importance to the economy.

The ICFR paper argues that clarity over the two definitions is essential; so that regulatory initiatives
aimed at bringing transparency to complex chains of credit intermediation do not inhibit sectors of
the financial system which are increasingly important for the real economy.
Richard Reid added: “We should be wary about the wide ranging use of the term ‘shadow banking’,
and now might be an opportunity to explore some key questions about the future structure of the
financial system. The experience of recent years suggests a need to adopt a longer-term perspective
if we want sustainable regulation for sustainable intermediation.”
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