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“A gloriously life affirming film …”g y g

 and one of the best depictions of banking in … and one of the best depictions of banking in 
Hollywood history  as well!



Accurate description of traditional bankingAccurate description of traditional banking

• Deposit takingDeposit taking

• Loan making

• Short‐term vs
long‐term 
liabilities

• A bank run 

• Equity injection• Equity injection 
to confront the 
run 

• … 



There is even a bank examiner …



Hard to do a modern remake

Traditional model. Banks are the main brokers in the 
process of credit intermediationprocess of credit intermediation

Supply of funds Roles played inside the 
bank:

Banks

bank:

• Specialized lending
F d t

Users of funds

• Fund management
• Guarantor
• UnderwritingUsers of funds
• Broker/Dealer
…

Intermediation activity on banks’ balance sheet



New model of intermediation

Supply of fundspp y

Banks Shadow 

• Change in technology 
of intermediation 

system  • Asset securitization 
breaks the link between 
deposit taking and loan

Users of funds
deposit taking and loan 
making
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New model of intermediation

Supply of funds • Intermediationpp y

Banks Shadow 

Intermediation 
services provided 
separately over longer 
i di i h isystem  intermediation chain.

• Specialized providers 
Users of funds emerge, their 

interactions mediated 
through marketsthrough markets
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Deriving definition of shadow bankingDeriving definition of shadow banking

• Credit intermediation activity done outsideCredit intermediation activity done outside 
regulated banks
– Still a combination of “traditional” banking– Still a combination of  traditional  banking 
functions: maturity transformation, liquidity 
transformation and credit transformation

This definition consistent with Financial StabilityThis definition consistent with Financial Stability 
Board approach



Role of banks?Role of banks?

• Direct participants on the “chain”

• Guarantors to shadow banks. “Private” central 
bankers to shadow banking system

• Organizational channel. Acquisition of shadow 
bank entities. Expansion of “boundaries” of 
the banking firm.



Institutional Leveraged Loan Markets 
Shadow Intermediation ChainShadow Intermediation Chain

Issuer                 Facilitator     Instrument        Investor Base                                    Transformation 
Maturity LeverageLiquidity Risk Arb

Percentage of outstandings
held are approximations. 

Insurance

Investment 
Banks / 

Syndication 

PE/HF,
Distressed 
Asset Funds

Speculative 
Corp.  Loans

√ √

10%

10%
y
Desks

MFs/ETFs

Banks
Warehouse funding           Residual CLO interest           Buying AAAs

Issuers
Retail
Institutional

√ √

√ √

25%
Total Institutional 
Tranches of Leveraged 
Loans Outstanding: 
~$800 Billion

AAA – 70%

Mezz – 22%

US / Jap. 
Banks √ √ √

CLO

Equity 8%

Insurance, 
Pensions, AMs

Bilateral & 
Triparty
Repos

55%

$800 Billion

CLO Man., 
HFs, PE

Equity – 8%

Source: Robert Patalano Markets Group NY FedSource: Robert Patalano, Markets Group, NY Fed



Municipal Markets 
Shadow Intermediation Chain

Household
(i HF)

Issuer              Facilitator        Instrument         Investor Base                             Transformation 
Maturity LeverageLiquidity Risk Arb

50%

Percentage of outstandings
held are approximations. 

(inc. HF)

Investment 
Bank 

(underwriter)

Insurance
&Other

MF /ETF

US State 
& Local

Bonds

√ √

20%

20%
Retail

MFs/ETFs

Triparty
Repo

√ √

√ √

20%

Total Bonds 
Outstanding: 
~$3.8 Trillion Banks

Credit/liquidity 
guarantees 

Remarketing     
agents Hold bonds/loans

10%
Swap 
arrangers

Institutional

VRDNs

TOBs

MMFs

MMFs & MFs

Repo

Retail
Institutional

√ √ √

√ √ √ √
CP MMF

>$200bn

~$50bn CP MMFs

Source: Robert Patalano, Markets Group, NY Fed



Organizational channelOrganizational channel

• In shadow intermediation decentralization ofIn shadow intermediation, decentralization of 
intermediation activities. Some traditional 
frictions are resolved but other frictions arefrictions are resolved, but other frictions are 
created (e.g. Ashcraft and Schuerman, 2008)

• Folding specialists under common ownership• Folding specialists under common ownership 
and control internalizes frictions.
BHC i i ffi i l i• BHC expansion is an efficient  solution to 
modern intermediation frictions



Facts on organizational adaptation of BHCsFacts on organizational adaptation of BHCs

• Substantial and widespread expansion intoSubstantial and widespread expansion into 
nonbank industries via acquisition over the 
last 30 years

• Examples: banks buyers in 40 percent of all 
asset manager acquisitions, 26 percent of 
broker dealers, 37 percent of specialty lenders

• Banks change their organizational form from 
generalist intermediaries to conglomerated 
specialists 





Relevance for forward looking monitoringRelevance for forward looking monitoring

• When looked closely modern financialWhen looked closely, modern financial 
intermediation seems less “shadowy” than we 
thoughtthought 

R l d b k i i h k• Regulated bank entities have kept a 
considerable footprint in modern financial 
i di iintermediation. 



Relevance for forward looking monitoringRelevance for forward looking monitoring

“Shadow begins at your own feet ”Shadow begins at your own feet …

k ff i d i h d• Banks offer window into shadow 
intermediation and its continuous evolution

• Monitoring banks as a tool for effective g
forward looking monitoring of whole system


