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Shadow Banking



What Are Shadow Banks?

• Shadow banks are financial entities that conduct either all three 
or any one of the classic bank functions:

1. credit transformation,

2. maturity transformation,

3. liquidity transformation…

• …but without the liquidity and credit puts provided by the 
discount window and deposit insurance.

• Traditional banks did not become stable until the establishment 
of the Fed and FDIC in 1913 and 1933, respectively.
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Designed by Zoltan Pozsar (zoltan.pozsar@ny.frb.org)

Short-Term Funding Short- to Long-Term Cash Investments

Deposits Money Market "Portfolios"

MMDAs Households, Businesses, Governments,
Households, Businesses, Governments CDs and the Rest of the World (RoW)

Equity Funding Long-Term Investments
Bonds
Equity Equity Bank Equity Equity Portfolios

Agency MBS Purchases Agency Debt Purchases

Equity

`

GSEs, DoE, SBA

Equity

Short-Term Debt Instruments
Regulated Money Market Unregulated Money Market

Agency MBS Agency Discount Notes Intermediaries  Intermediaries Corporate Treasurers

ABCP
BDP

*Conforming mortgages RRs
Enhanced Cash Funds Other*

FFELP ABS Liquidity Puts A1 *ARS, MMMFs
A1 CP

AAA ABCP
AA-BBB BDP
Equity RRs

*Conforming student loans 2a-7 MMMFs Other* Bank Treasurers
O/C A1 *ARS, MMMFs, as well as A1

SBA ABS A1 (AAA) ABS Tranches CP  MTNs and term ABS CP
A1 ABCP ABCP

AAA BDP BDP
AA-BBB RRs RRs Short-Term (Cash) Investments
Equity Other* Bank Sweep Accounts Other*

*Conforming SBA loans O/C *TOBs and VRDOs A1 *ARS, MMMFs Money Market Portfolios
CP

ABCP
BDP

RMBS RRs
(1st lien, private label) CP Other* LGIPs

CP Single-Seller Conduit A1 Offshore (non-2a-7) MMMFs *ARS, MMMFs, as well as A1
ABCP AAA A1  MTNs and term ABS CP
BDP AA-BBB CP ABCP

Equity Equity ABCP BDP
BDP RRs

Households Equity O/C Broker-Dealer Subprime ABS Broker-Dealer RRs Other* Households and Nonprofits
(2nd lien, subprime, HELOCs) (Trading Book) Trading Book ABCP Other* A1 *MMMFs

A1 *TOBs and VRDOs CP
AAA ABCP

AA-BBB BDP
2nd Lien Equity RRs

Equity Other* Institututional Investors
Broker Sweep Agreements CMBS and High-Yield CLOs *ARS, MMMFs, as well as A1

(LBO Loans) BDPs  MTNs and term ABS CP
A1 ABCP

AAA BDP
AA-BBB RRs

Equity Multi-Seller Conduit* Equity Other* Nonfinancial Corporates
(Term Conduits) *ARS, MMMFs

RMBS, CMBS Broker-Dealer
O/C and Subprime ABS (Trading Book)

Deposits Single-Seller Conduit *BHC affiliated A1 AAA DW
CP AAA AA-BBB TAF

ABCP AA-BBB LTD MTNs FX Swaps
Repo Equity Supers CNs* Tri-Party Repo System TSLF
LTD Federal, State TSLF

Nonfinancial Businesses Equity O/C Broker-Dealer* High-Yield CLOs Tri-Party Clearing Banks* and Local Governments PDCF
(LBO Loans) Repo Conduit CPFF

A1 TALF
AAA AMLF

AA-BBB MMIFF
Equity ML, LLC

Equity *Backed by AA-BBB collateral O/C ML II, LLC

CP Single-Seller Conduit *BHC affiliate Consumer ABS *BoNY and JP Morgan Chase ML III, LLC

ABCP (Credit Card ABS) Hybrid Conduit LSAPs
BDP A1

AAA
AA-BBB RoW

Equity O/C Multi-Seller Conduit* Equity (Foreign Central Banks) Equity
(Warehouse Conduits) O/C

Consumer ABS
O/C (Card, Auto, Student Loan)

CP Single-Seller Conduit *BHC affiliated A1 MTNs Cash Reinvestment Accounts
AAA A1 Securities Lending*

AA-BBB CP
Equity ABCP

BDP RoW
Governments Equity O/C Multi-Seller Conduit* Broker-Dealer Other ABS RRs (Sovereign Wealth Funds)

("Rent-a-Conduit") (Floorplan, Equipment, Fleets) Other* *Done by custodian banks
A1 AAA A2 and A3 (AAA) ABS Tranches *MMMFs, MTNs, term ABS and on an agent basis.

Single-Seller Conduit AAA AA-BBB TOBs, VRDOs and ARSs
AA-BBB MTNs
Equity CNs*

O/C
CP *Independent, non-BHC *Standalone, non-diversified Middle-Market CLOs Cash Reinvestment Accounts *Issued to central banks

ABCP O/C affiliated (Loans to SMEs) A1 Securities Lending* in exchange for investibe FX
BDP A1 CP Long-Term Investments
MTN ` Industrial Loan Company* AAA ABCP
LTD AA-BBB BDP Fixed Income Portfolios*

Equity Equity RRs MTNs
Other* *Done by real money accounts

*MMMFs, MTNs, term ABS and on a principal basis.
*Finance company affiliate TOBs, VRDOs and ARSs CNs

*Bank, Shadow Bank
 and Corporate Debt

an Banks Asset Managers*
Cash

MTNs
LTD Equity Portfolios*

Equity

Equity
*Mutual Funds, ETFs, Separate Accounts

*Bank and Corporate Debt
A4 and AA-BBB ABS Tranches

AAA
AA-BBB

Equity LTD MTNs an Banks Pension Funds, Insurance Companies*
Supers CNs* Cash

MTNs
LTD Structured Credit Portfolios*

CDOs Equity

Equity

*Term ABS and CDO
O/C debt and equity tranches

Equity Instruments

Public Equity

Alternative Asset Managers*
Cash

MTNs
LTD

Structured Credit Equity Equity

Equity
*Hedge Funds and Private Equity

(only credit exposures)

Maiden Lane LLC AMLF MMIFF Maiden Lane II LLC

3/11/08 and 3/16/08, respectively

Portfolio Protection*

Equity
Households, Businesses, Governments

Households, Businesses, Governments Equity and the Rest of the World (RoW)

Bonds
Equity

AA-BBB
Equity Equity

*including AIG-FP

Source: Shadow Banking (Adrian, Ashcraft, Pozsar (2010))

Step (3): ABS Issuance

Shadow Banks' Funding Sources

Wholesale Funding: Shadow Bank "Depositors"
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Agency Debt*

Loans
Agency 
Debt

CP
ABS

Long-Term Debt Instruments

*Medium-term debt

HG           
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LBs
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Shadow Bank Liabilities

Reserves
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ABS 
Collateral

*Broker-dealer affiliate

Loans
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O
ff-

Ba
lan

ce
 Sh

ee
t

ABS

ABCP

 Corporate CDS
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Loans

Counterparty Hedges

Debt 
Insurance

indices, etc.
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*Hedging Motives

Term 
SavingsHedges

Credit Protection Buyers

Loans

Funded 
Protection

Reserves Reserves

11/10/2008

OMO 
Collatera

l

Reserves

unfunded liabilities, etc.

Synthetic Exposures*

[…]

Unfunded Synthetic CDOs*

AAA

Synthetic Credit Liabilities

Medium-Term Debt Instruments
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The "Synthetic" Shadow Banking System

The Traditional Banking System

The "Cash" Shadow Banking System

Assets
Loans

Unfunded 
Protection

Ultimate Borrowers

Single-Name and Index

Single-Name and Index

Sovereign CDS

Funded 
Protection

TALF

Protection 
Sold

*Speculative Motives

Term 
Savings

Credit 
Bets

Equity

Funded 
Protection

TLGP

CDPCs

Referencing ABS and single-name CDS

*Referencing corporate loan indices, etc.
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ABS

AAA AAA

Treasurys

Loans, 
ABS                                                 
and                                           

CDOs
AA-BBB

Ultimate CreditorsCPDOs*

Counterparty Risks*

Short-Term Synthetic Liabilities

AAA

*Market Makers

Long-Term Synthetic Liabilities

Sy
nt

he
tic

 C
re

di
t I

nt
er

m
ed

iat
ion

Th
e "

Sy
nt

he
tic

" S
ha

do
w 

Ba
nk

in
g S

ys
tem

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

    
    

  
(D

eri
va

tiv
es

-B
as

ed
 R

isk
 R

ep
os

ito
rie

s)

*Inability to meet*Referencing single-name CDS indices, etc.

Funded Synthetic 
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Tax 
Revenues

Loan(s)

Warehouse Hedges

CDS

CDS
Protection 

Bought
Protection 

Sold

Loan CDS Indices

CDS

Bond(s)

Bond(s)

Homeowners

Subprime Homeowners

Consumers

Businesses

Businesses

Private Equity

Invest-           
ments

C&I          
Loans

CRE
CRE 
Loans

"Naked" 
Positions

(Credit-Linked Notes)

Hedgers*

Speculators*

Warehouse Hedges

Loans, 
ABS                                                 
and                                           

CDOs

Unfunded 
Protection

Loans, 
ABS                                                 
and                                           

CDOs

Insured 
Assets

Private Risk Repositories

Mortgage Insurers*

10/7/2008

CPFF
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*Unaffiliated with originators!

10/11/2008

Equity
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Monoline Insurers*

Premiums

11/25/2008

Maiden Lane III LLC

Credit 
Insurance

ABCP

Brokered 
Deposits

Regional and European Banks

Loans

Loans

Loans

ABCP

Loans*

Implicit 
Insurance

Liability Insurance          
(Federal Government)

On-Balance Sheet                                                 
Maturity Transformation

Loans

Credit Insurance             
(Mortgage Insurers)

Loans*
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Loans

Ultimate CreditorsUltimate Borrowers

Ultimate CreditorsUltimate Borrowers

Federal Government

No 
Explicit 

Fees

Implicit 
Insurance

Federal Government

No 
Explicit 

Fees

Agency 
Debt

Equity

Repos

Discount 
Notes

Private 
ABS

Agency 
MBS

AA-BBB

Loans*

Mezzanine CDOsAA-BBB

Private 
ABS

Agency 
MBS

CMO 
Tranches

Quasi-Sovereign States

Shadow Maturity Transformation

CMOs
(Time-Tranched Agency MBS)

Fannie and Freddie
(Retained Security Portfolios)

Liability Insurance            
(EU Government)

Credit Insurance                                                                                    
(AIG FP)

Credit Insurance               
(GSEs, DoE, SBA)

Liability Insurance                                                                       
(Federal Government)

Implicit 
Insurance

Agency 
MBS

Off-Balance Sheet                                                 
Maturity Transformation

FH

No 
Explicit 

Fees

Supers

Discount 
Notes

Credit 
Insurance 
(Par Puts)

O
ff-
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FX Swaps

AIGFP*

O
ff-
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ABCP

CDO

Ultra-Short Bond Funds

ABS

Borrowers

Reserves
Agency 
Debt

11/25/2008

Agency 
Debt

11/25/2008

Reserves

Agency Debt Purchases

Loans

Loans

Credit Insurance             
(Monolines)

*BHC affiliate

Premiums

TSLF/PDCF

*Unaffiliated with originators!

AA-BBB

Short-
Term 
Munis

ABS

A1

Agency 
Debt

Mezz 
ABS
Mezz 
CDO

Agency 
Debt

Discount 
Notes A1

$1 NAV 
Shares

ARSs 
TOBs               

or                
VRDOs

CP

Reserves Reserves FXAAA Warehou
sed ABS

Reserves

Premiums
Credit 

Insurance

Equity

ABCP

*Unaffiliated with originators!

CP
Reserves

*Public and Private Pension Funds,

$1 NAV 
Shares

Tri-Party 
Collatera

l
ABCP

Structure
d Credit

CDO

Reserves Reserves

Subprim
e ABS

RMBS

9/19/2008 10/21/2008

Cash lending                                                      
for                                                                   

securities collateral

Principal Securities Lending

Securities 
Lent

Securities 
Lent

Non-
repo MM 
instrume

nts

Client 
Funds

Client 
Funds

ABS

BDPs

$1 NAV 
Shares

Private 
MTNs

AAA            
(A4)
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*Regional banks, thrifts, etc.

Commercial Banks*
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Market

Step (1): Loan Origination Step (6): ABS "Intermediation"
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Savings: 
Export 

Revenue

FX 
Reserves

Home
1st Lien

Loans ABCP

Goods                                     
&                                        

Services
Loans

Securities

AA-A

"Equity"

"Equity"

"Equity"

Bonds*

Reverse 
Repos

AA-BBB

AAABBB

AA-BBB

Repos

Home

Local 
Currency

"Equity"

Brokered 
Deposits

Brokerage 
Clients' 
Cash 

Balances

Equity

Savings: 
Excess 
Cash

Savings: 
Excess 
Cash

Savings: 
Excess 
Cash

Savings: 
FX 

Reserves

Assets
Loans

Assets

Supers

Agent Securities Lending

Tax 
Revenues Bonds

Loans

Equity

BBB

1st Lien

Loans

Loans

Deposits

Bonds

Loans

Diversified Broker-Dealers

Government Sponsored Entities

Loans

Commercial Bank
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Munis

ABS

Credit Hedge Fund*

(Retained Security Portfolios)

$1 NAV 
Shares

Loans

STIFs and

Agency 
Bills

CP
AAA

Federal Government
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Loans

Portfolio Companies

Loans

Federal Government

ABCP

MTNs

LBO 
Loans

Firms

USTs

*BHC affiliate

MTNs

State Governments

Tax 
Revenues

State 
Bonds

Muni 
Bonds

Local Governments

Tax 
Revenues

Finance Company*

*Broker-dealer affiliate

*Broker-dealer affiliate

Loans ABCP

Loans
Brokered 
Deposits

Loans

Standalone Finance Company

Finance Company*

AA-BBB

Non-Bank Specialists

Captive Finance Company

Loans

Loans ABCP

ABCP
Structuring                                                                               

and                                                                                
Syndication

Equity

Loans

Reverse 
Repos*

AA-BBB

Equity

High-Grade CDOs

AA-BBB

AAA

ABCP

Supers
Mezzanine CDOs

Term 
Savings

LTDs

Step (2): Loan Warehousing

Money Fund 
Guarantee               

[…]

Credit Hedge Fund*

*Levered, standalone

LPFCs

Liquidity Puts*
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*Capital Notes

AA-BBB
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Seniors

Repos
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[…]
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$1 NAV 
Shares

Loans

Term 
SavingsEquity 

Tranches

Long-
Term 
Munis

Short-
Term 
Munis

*Capital Notes

Public 
Equity

Securities Arbitrage Conduit

AA-BBB

ABS

LTD

Term 
Savings

Super 
Senior

Traditional Banks' Funding Sources

Temporary MMMF Guarantee*

9/18/2008
*Funded by UST's $50 billion

Checking 
Accounts

CDs

Traditional Bank Liabilities

Loans

Industrial Loan Company*

CP

REITs

[…]
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Loans
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CP

AAA

Shadow Credit Transformation

11/25/2008

Agency 
MBS

Discount Window

High-Grade CDOs
Supers
AAA

Loans
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Savings

Bank 
EquityLoans

Bank 
Equity
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Term 

Savings

Real Money Accounts*

Short-
Term 

Savings

Direct 
Investmen
$1 NAV 
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Equity

No 
Explicit 

Fees

Federal Reserve

Depositors

Deposits

Bank 
Equity

Client 
Funds
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*Asset Managers, Insurance Companies and

Checking 
Account

MMMF 
Insurance

Pension Funds

Assets Loans

Commercial Banks

Loans
Loans

Private Risk Repositories

Deposit Insurance                            
(FDIC)

No 
Explicit 

Fees

Implicit 
Insurance

Loan 
Collateral

Reserves

Deposit Insurance                            
(FDIC)

FDIC

Insurance 
Premiums

Deposit 
Insurance

The Federal Reserve Bank of New York, March, 2010

Assets

Cash 
Flows

Credit Intermediation, Credit Transformation and Maturity Transformation

[…]

Liquidity Puts*

Step (4): ABS Warehousing Step (5): ABCDO Issuance

Shadow Credit Intermediation

Credit Hedge Funds*
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Shadow Banking and Banking Liabilities
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Sizing of the Shadow Banking System

• With a peak of $20 trillion and $16 trillion today, the shadow 
banking system remains larger than traditional banking system.

• $16 trillion includes: 

1. all forms of term collateral such as cash and synthetic 
securitizations and re-securitizations and 

2. all forms of short-term secured and unsecured forms of 
funding.

• These numbers are gross measures. 

• The net numbers are netting away counterparty risks.
5



The 7 Steps of Shadow Banking

1. Loan Origination:      (ex: FinCos, ILCs, CBs)

2. Loan Warehousing:   (ex: Conduits)

3. ABS Issuance:             (ex: RMBS, CMBS, ABS)

4. ABS Warehousing:    (ex: broker-dealer warehousing)

5. ABS CDO Issuance:   (ex: ABSCDO, ABACUS)

6. ABS Intermediation: (ex: SIV, TOB, HF, IKB)

7. Wholesale Funding:  (ex: 2(a)-7 fund, enhanced cash fund)

6



Exhibit: Shadow Credit Intermediation
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Exhibit 3: The Shadow Credit Intermediation Process

Source: Shadow Banking (Pozsar, Adrian, Ashcraft, Boesky (2010))
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The shadow credit intermediation process consists of distinct steps. These steps for a credit intermediation chain that depending on the type and quality of credit involved may involve as little as 3 steps and as much as 7 or more steps. The shadow 
banking system conducts these steps in a strict sequential order. Each step is conducted by specific types of financial entities, which are funded by specific types of liabilities (see Table 2).
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"Asset Flows"



Economic Functions

• Steps 1-3: “collateral manufacturing”

– Loans are issued (monitoring), intermittently warehoused (capital 
optimization), and pooled into ABS (portfolio diversification).

• Steps 4-5: “credit transformation”

– Credit CDS and wraps allow the production of AAA collateral.

• Step 6: “collateral maturity transformation”

– classic maturity transformation with credit lines instead of DW.

• Step 7: “wholesale cash intermediation”

8



Fragility

• Shadow banking system consists of a long intermediation chain.

• The most fragile link is the pinch point of the chain.

• Determinants of the fragility of each balance sheet is amount:
1. credit transformation, 
2. liquidity transformation, 
3. maturity transformation, 
4. leverage, 
5. credit and liquidity puts.

 CoVaR is one way to assess the fragility of each balance sheet 
along the intermediation chain.
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Table XX: The Functional Role and Liquidity/Credit Put Features of Various Forms of Securitization
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Static Pools - No                            
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Step 1
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Whole Loans/Bonds
Issuers:                                        

Single and Multi-Seller Conduits, 
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Securitization Type:                        
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(wraps, asset sales)

Liquidity Put:                                        
Yes
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Exhibit 18: Independent Specialists-Based Credit Intermediation Process - FHCs and DBDs Reliance on Independent Specialists
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The "internal" and "external" shadow banking sub-systems are symbiotic. Not only is the independent specialists-based credit intermediation process dependent on FHCs and DBDs as warehouse providers and gatekeepers to capital markets, but FHCs and DBDs also relied on members of the "external" shadow 
banking system for funding and other functions. As such, independent specialists like LPFCs and securities lenders, for example, are instrumental in funding commercial banks and broker-dealers by buying their term debt. Furthermore, entities called private risk repositories were turning loan pools into AAA-rated, 
informationally insensitive securities, which in turn served as collateral in secured funding transactions. An example of such a transaction would be a repo collateralized by monoline-wrapped AAA-rated subprime RMBS, where a broker-dealer pledges the RMBS collateral for an overnight cash loan from a 2(a)-7 
MMMF. Credit risk repositories were present in both originate-to-distribute and originate-to-fund securitization chains, and each type of risk repository corresponded to specific stages of the shadow credit intermediation process. As such, mortgage insurers wrapped unsecuritized mortgage pools, monoline 
insurers wrapped ABS (on either the loan pool or the tranche side of deals) while entities like AIG-Financial Products (as well as credit hedge funds, and German Landesbanks' SIVs and conduits (famously IKB's Rhineland by investing in the infamous ABACUS 2007-AC1 deal)) were selling CDS on ABS CDOs. 
Credit risk repositories made the originate-to-distribute process seem riskless and essentially played the role of private-sector versions of the FDIC in the system.
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Shadow Banks and Core FI’s

• Shadow banks are intertwined with core regulated institutions.

Commercial banks provide credit and liquidity lines.

Broker-dealers securitize and warehouse.

Insurance companies provide credit insurance.

Money market funds provide short term funding.

• The exposures of core regulated institutions via the shadow 
banking system creates systemic inter-linkages that were 
underappreciated prior to the crisis.

• Securitization did not achieve risk transfer.
12



BHCs and Shadow Banking
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Exhibit 9: The Credit Intermediation Process of Bank Holding Companies
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The credit intermediation process of Financial Holding Companies flows through a chain of subsidiaries and off-balance sheet vehicles (shadow banks), and is funded in capital markets.  This intermediation chain enhances the efficiency of bank equity for various reasons. If markets freeze and the FHC's subsidiaries 
have to "onboard" their normally off-balance sheet assets and activities, capital efficiency can quickly become capital deficiency, with systemic consequences. The process described here is an originate-to-distribute model of non-conforming mortgages, where the originating banks and the broker-dealers that slice 
and dice mortgages into ABS and ABS CDOS do not retain any first loss pieces along the intermediation chain.

O
ff

-B
al

an
ce

 S
he

et
   

   
   

   
   

   
   

 
"S

ha
do

w
"  

V
eh

ic
le

s/
A

ct
iv

iti
es

Single-Seller Conduit

Step 7Step 1

Credit, Maturity and 
Liquidity Transformation

Loan Originaton Loan Warehousing ABS Issuance ABS Warehousing ABS CDO Issuance ABS Intermediation

Credit, Maturity and 
Liquidity Transformation

...flow…

"Asset Flows"

...flow…



Broker-Dealers and Shadow Banking
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Exhibit 14: The Credit Intermediation Process of Diversified Broker Dealers
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The credit intermediation process of Diversified Broker-Dealers (DBD) is similar to that of FHC's (see Figure XX), with only a few differences. First, DBDs originate loans out of finance company subsidiaries, not commercial bank subsidiaries. Second, DBDs warehouse loans not in conduits, but in industrial loan 
company subsidiaries; alternatively, DBDs can outsource loan warehousing to an multi-seller conduit run by an FHC. Third, ABS warehousing is also not conducted from conduits, but from trading books. Finally, ABS intermediation is not conducted through SIVs, but through internal credit hedge funds. On a 
funding level, DBD's intermediation proceess is more reliant on brokered deposits and repo, compared to the FHC process, which is more reliant on branch deposits, CP and ABCP.
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Short Term Shadow Liabilities

• Repo (on-balance sheet, tri-party & DVP & GCF)

• TRS (off-balance sheet, repo,bi-lateral)

• Agency discount notes

• FCP (Financial CP)

• ABCP(Asset-Backed Commercial Paper)

• SLNs (aka extendible ABCP)

• TOBs (Tender Option Bonds)

• VRDOs (Variable Rate Demand Obligations)

• MTNs (Medium-term notes)

• Re-hypothecation
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Exhibit 5: Structured Credit Assets and Shadow Bank Liabilities  on a Credit/Maturity Transformation Spectrum - Illustrative

- Asset-backed securities

- Collatealized debt obligations backed by loans

CDO^3 - Collatealized debt obligations backed by ABS

- CDO-cubeds (CDOs of CDO-squareds)

CDO^2 - Tender-option bonds

- Secured liquidity note (or extendible ABCP)

- Single-seller credit card conduit

CDO - Limited-purpose finance company

- Multi-seller conduit

- Single-seller mortgage conduit

       

ABCP          
(SIV)

ABCP             
(SIV-Lite)

Maturity Transformation

ABCP 
(LPFC)

TOB VRDO
SLN               

(S-SMC)
ABCP                     
(M-SC)

ABS

SLN

S-SCCC

ABCP

ABS

CDO^3

TOB

VRDO

CDO

ABCDO

CDO^2

LPFC

M-SC

SIV

S-SMC

-

-

-

-

CDO-squareds (CDOs of CDOs of ABS)

Variable-rate demand obligations

Asset-backed commercial paper

Structured Investment Vehicle

C
re

d
it

 T
ra

n
sf

o
rm

at
io

n

ABCDO

ABCP            
(S-SCCC)

Credit-Maturity Transformation Spectrum



17

Table XX: The Topology of Pre-Crisis Shadow Banking Activities and Shadow Bank Liabilities

Explicit Impilcit Explicit Implicit

Trust activities
Tri-party clearing10

Asset management
Affiliate borrowing

Federal Loan Programs                                            
(DoE, SBA and FHA credit puts) Loan guarantees3

Government Sponsored Enterprises                                              
(Fannie Mae, Freddie Mac, FHLBs)

Agency debt Agency MBS

Annuity liabilities4 Securities lending

Insurance policies5 CDS protecion sold (AIG-FP)

Pension Funds Unfunded liabilities6 Securities lending

MTNs
Tri-party repo12 Prime brokerage customer balances

Liquidity puts (ABS, TOB, VRDO, ARS)

Mortgage Insurers Financial guarantees

Financial guarantees
CDS protection sold on CDOs

Asset management (GICs, SIVs, conduits)

Shadow Banks

CP11

ABCP13

Single-Seller Conduits ABCP13 Extendible ABCP17 Extendible ABCP18

Multi-Seller Conduits ABCP13

Hybrid Conduits ABCP13 Extendible ABCP17 Extendible ABCP18

TRS/Repo Conduits ABCP13

Securities Arbitrage Conduits ABCP13 Extendible ABCP17 Extendible ABCP18

Structured Investment Vehicles (SIVs) ABCP13 MTNs, capital notes Extendible ABCP18

ABCP13 MTNs, capital notes                                                       
Bi-lateral repo14 Bi-lateral repo15

Credit Hedge Funds (Standalones) Bi-lateral repo14 Bi-lateral repo15

Money Market Intermediaries                        
(Shadow Bank "Depositors")

Money Market Mutual Funds $1 NAV
Overnight Sweep Agreements $1 NAV
Cash "Plus" Funds $1 NAV
Enhanced Cash Funds $1 NAV
Ultra-Short Bond Funds $1 NAV
Local Government Investment Pools (LGIPs) $1 NAV
Securities Lenders $1 NAV

      

Term ABS, MTNs                                                    
Extendible ABCP18

UnenhancedInstitution

Depository Institutions                                                                                           
(Commercial Banks, Clearing Banks, ILCs)

Credit lines to                  
shadow banks9

Credit lines to                          
shadow banks16

Insurance Companies

Diversified Broker-Dealers                                                   
(Investment Bank Holding Companies)

Monoline Insurers

Direct Public Enhancement Indirect Public Enhancement

European Banks                                              
(Landesbanks, etc.)

Insured deposits1              

Non-deposit liabilities2

Brokered deposits (ILCs)7

State guarantees8

Finance Companies (Standalones, Captives) Brokered deposits (ILCs)7

Limited Purpose Finance Companies

CP11

Increasingly "Shadow" Credit Intermediation Activities

Distance from Backstops



Shadow Banking Depositors
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Exhibit 20: Shadow Banks and Their "Depositors"

Types

Finance companies Whole loans Regulated MMIs:
Multi-seller conduits Whole loans Government only funds $1 NAV Reputational risks
Single-seller conduits Whole loans Prime funds $1 NAV Reputational risks
Industrial loan companies Whole loans
Repo conduits Unregulated MMIs:
Hybrid conduits Cash "plus" funds $1 NAV Reputational risks
Trading books Enhanced cash funds $1 NAV Reputational risks
LPFCs Bank debt, ABS Ultra-short bond funds $1 NAV Reputational risks
SIVs Bank debt, ABS, CDOs Overnight sweeps $1 NAV Reputational risks
SIV-Lites ABS, CDOs, municipal bonds
Securities arbitrage conduits ABS, CDOs, municipal bonds Direct MM Investors:
Credit hedge funds ABS, CDOs, municipal bonds Corporate treasurers - Reputational risks
ARSs ABS, CDOs, Municipal bonds LGIPs $1 NAV Reputational risks
TOBs ABS, CDOs, Municipal bonds Institutional investors $1 NAV Reputational risks
VRDOs ABS, CDOs, Municipal bonds Securities lenders $1 NAV Reputational risks

*Shadow banks' repo liabilities  are shadow bank "depositors" reverse repo assets .

       

Liabilities/Risks

Shadow Bank "Depositors"

Whole loans, ABS
Whole loans, ABS

Types

CP, MTN
ABCP

ABCP, SLNs
Brokered deposits

Shadow Banks

TOB

ABCP, SLNs
Repo/Reverse Repo*

ARS
Repo/Reverse Repo*

CP, MTN

Assets

ABCP, SLNs

VRDO

Whole loans, ABS
CP, MTN
CP, MTN

ABCP, SLNs

AssetsLiabilities
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(Loan Warehousing) (ABS Warehousing) (ABS Intermediation)

Loan 
Insurance

Premium 
Reserves

Bond 
Insuance

$1 NAV 
Puts

ReservesABS                
CDO
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MTNs
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...flow… ...flow… ...stock!

HELs ABCP

"Mezz" 
HEL           
ABS 
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ABCP

"IG"            
ABS

CP
ABCP

AAA                       
ABCDO

Under-
writing Repos

"AuM"

Commercial Bank Broker-Dealer Broker-Dealer
(Loan Origination) (ABS Structuring/Syndication) (CDO Structuring & Syndication)
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writing
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Federal Reserve
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AAA        
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Assets

(Official LoLR) (FRBNY) (FRBNY)

Reserves

Reserves

AMLF

Maiden Lane II, LLC
(FRBNY)

MMIFF
(FRBNY)
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(FRBNY)

Money 
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Instru-
ments

AIG's 
Reinvest-
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Portfolio

ABCP

CP
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PDCFTAF and FX SwapsTSLF and Maiden Lane, LLCTALF

Tri-Party 
Collateral

Repos

Loans Loans Loans ABS ABS ABS CDO ABCP ABCP $1 NAV

"Funding Flows"

CP ABCP Repo ABCP, repo CP, repo ABCP, repo

Official Backstops Official Backstops

Emergency Liquidity Backstops



Managing Shadow Banking

• Advantage: Market forces help capital allocation

• Disadvantage: Systemic risk due to intermediation chains

• Solutions: Measure the risk of the financial system conditional 
on each shadow banking institution, in a stress scenario

• CoVaR (Adrian-Brunnermeier): Value at Risk of the financial 
system, conditional on the distress of a particular financial 
institutions

Capital and liquidity requirements proportional to CoVaR
20
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Designed by Zoltan Pozsar (zoltan.pozsar@ny.frb.org)

Short-Term Funding Short- to Long-Term Cash Investments

Deposits Money Market "Portfolios"

MMDAs Households, Businesses, Governments,
Households, Businesses, Governments CDs and the Rest of the World (RoW)

Equity Funding Long-Term Investments
Bonds
Equity Equity Bank Equity Equity Portfolios

Agency MBS Purchases Agency Debt Purchases

Equity

`

GSEs, DoE, SBA

Equity

Short-Term Debt Instruments
Regulated Money Market Unregulated Money Market

Agency MBS Agency Discount Notes Intermediaries  Intermediaries Corporate Treasurers

ABCP
BDP

*Conforming mortgages RRs
Enhanced Cash Funds Other*

FFELP ABS Liquidity Puts A1 *ARS, MMMFs
A1 CP

AAA ABCP
AA-BBB BDP
Equity RRs

*Conforming student loans 2a-7 MMMFs Other* Bank Treasurers
O/C A1 *ARS, MMMFs, as well as A1

SBA ABS A1 (AAA) ABS Tranches CP  MTNs and term ABS CP
A1 ABCP ABCP

AAA BDP BDP
AA-BBB RRs RRs Short-Term (Cash) Investments
Equity Other* Bank Sweep Accounts Other*

*Conforming SBA loans O/C *TOBs and VRDOs A1 *ARS, MMMFs Money Market Portfolios
CP

ABCP
BDP

RMBS RRs
(1st lien, private label) CP Other* LGIPs

CP Single-Seller Conduit A1 Offshore (non-2a-7) MMMFs *ARS, MMMFs, as well as A1
ABCP AAA A1  MTNs and term ABS CP
BDP AA-BBB CP ABCP

Equity Equity ABCP BDP
BDP RRs

Households Equity O/C Broker-Dealer Subprime ABS Broker-Dealer RRs Other* Households and Nonprofits
(2nd lien, subprime, HELOCs) (Trading Book) Trading Book ABCP Other* A1 *MMMFs

A1 *TOBs and VRDOs CP
AAA ABCP

AA-BBB BDP
2nd Lien Equity RRs

Equity Other* Institututional Investors
Broker Sweep Agreements CMBS and High-Yield CLOs *ARS, MMMFs, as well as A1

(LBO Loans) BDPs  MTNs and term ABS CP
A1 ABCP

AAA BDP
AA-BBB RRs

Equity Multi-Seller Conduit* Equity Other* Nonfinancial Corporates
(Term Conduits) *ARS, MMMFs

RMBS, CMBS Broker-Dealer
O/C and Subprime ABS (Trading Book)

Deposits Single-Seller Conduit *BHC affiliated A1 AAA DW
CP AAA AA-BBB TAF

ABCP AA-BBB LTD MTNs FX Swaps
Repo Equity Supers CNs* Tri-Party Repo System TSLF
LTD Federal, State TSLF

Nonfinancial Businesses Equity O/C Broker-Dealer* High-Yield CLOs Tri-Party Clearing Banks* and Local Governments PDCF
(LBO Loans) Repo Conduit CPFF

A1 TALF
AAA AMLF

AA-BBB MMIFF
Equity ML, LLC

Equity *Backed by AA-BBB collateral O/C ML II, LLC

CP Single-Seller Conduit *BHC affiliate Consumer ABS *BoNY and JP Morgan Chase ML III, LLC

ABCP (Credit Card ABS) Hybrid Conduit LSAPs
BDP A1

AAA
AA-BBB RoW

Equity O/C Multi-Seller Conduit* Equity (Foreign Central Banks) Equity
(Warehouse Conduits) O/C

Consumer ABS
O/C (Card, Auto, Student Loan)

CP Single-Seller Conduit *BHC affiliated A1 MTNs Cash Reinvestment Accounts
AAA A1 Securities Lending*

AA-BBB CP
Equity ABCP

BDP RoW
Governments Equity O/C Multi-Seller Conduit* Broker-Dealer Other ABS RRs (Sovereign Wealth Funds)

("Rent-a-Conduit") (Floorplan, Equipment, Fleets) Other* *Done by custodian banks
A1 AAA A2 and A3 (AAA) ABS Tranches *MMMFs, MTNs, term ABS and on an agent basis.

Single-Seller Conduit AAA AA-BBB TOBs, VRDOs and ARSs
AA-BBB MTNs
Equity CNs*

O/C
CP *Independent, non-BHC *Standalone, non-diversified Middle-Market CLOs Cash Reinvestment Accounts *Issued to central banks

ABCP O/C affiliated (Loans to SMEs) A1 Securities Lending* in exchange for investibe FX
BDP A1 CP Long-Term Investments
MTN ` Industrial Loan Company* AAA ABCP
LTD AA-BBB BDP Fixed Income Portfolios*

Equity Equity RRs MTNs
Other* *Done by real money accounts

*MMMFs, MTNs, term ABS and on a principal basis.
*Finance company affiliate TOBs, VRDOs and ARSs CNs

*Bank, Shadow Bank
 and Corporate Debt

an Banks Asset Managers*
Cash

MTNs
LTD Equity Portfolios*

Equity

Equity
*Mutual Funds, ETFs, Separate Accounts

*Bank and Corporate Debt
A4 and AA-BBB ABS Tranches

AAA
AA-BBB

Equity LTD MTNs an Banks Pension Funds, Insurance Companies*
Supers CNs* Cash

MTNs
LTD Structured Credit Portfolios*

CDOs Equity

Equity

*Term ABS and CDO
O/C debt and equity tranches

Equity Instruments

Public Equity

Alternative Asset Managers*
Cash

MTNs
LTD

Structured Credit Equity Equity

Equity
*Hedge Funds and Private Equity

(only credit exposures)

Maiden Lane LLC AMLF MMIFF Maiden Lane II LLC

3/11/08 and 3/16/08, respectively

Portfolio Protection*

Equity
Households, Businesses, Governments

Households, Businesses, Governments Equity and the Rest of the World (RoW)

Bonds
Equity

AA-BBB
Equity Equity

*including AIG-FP

Source: Shadow Banking (Adrian, Ashcraft, Pozsar (2010))

Step (3): ABS Issuance

Shadow Banks' Funding Sources

Wholesale Funding: Shadow Bank "Depositors"
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Loans
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Shadow Bank Liabilities

Reserves
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ABS 
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*Broker-dealer affiliate
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ABS

ABCP

 Corporate CDS
[…

]

Loans

Counterparty Hedges

Debt 
Insurance

indices, etc.
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it 
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*Hedging Motives

Term 
SavingsHedges

Credit Protection Buyers

Loans

Funded 
Protection

Reserves Reserves

11/10/2008

OMO 
Collatera

l

Reserves

unfunded liabilities, etc.

Synthetic Exposures*

[…]

Unfunded Synthetic CDOs*

AAA

Synthetic Credit Liabilities

Medium-Term Debt Instruments
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The "Synthetic" Shadow Banking System

The Traditional Banking System

The "Cash" Shadow Banking System

Assets
Loans

Unfunded 
Protection

Ultimate Borrowers

Single-Name and Index

Single-Name and Index

Sovereign CDS

Funded 
Protection

TALF

Protection 
Sold

*Speculative Motives

Term 
Savings

Credit 
Bets

Equity

Funded 
Protection

TLGP

CDPCs

Referencing ABS and single-name CDS

*Referencing corporate loan indices, etc.
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ABS

AAA AAA

Treasurys

Loans, 
ABS                                                 
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CDOs
AA-BBB

Ultimate CreditorsCPDOs*

Counterparty Risks*

Short-Term Synthetic Liabilities

AAA

*Market Makers

Long-Term Synthetic Liabilities
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Tax 
Revenues

Loan(s)

Warehouse Hedges

CDS

CDS
Protection 

Bought
Protection 

Sold

Loan CDS Indices

CDS

Bond(s)

Bond(s)

Homeowners

Subprime Homeowners

Consumers

Businesses

Businesses

Private Equity

Invest-           
ments

C&I          
Loans

CRE
CRE 
Loans

"Naked" 
Positions

(Credit-Linked Notes)

Hedgers*

Speculators*

Warehouse Hedges

Loans, 
ABS                                                 
and                                           

CDOs

Unfunded 
Protection

Loans, 
ABS                                                 
and                                           

CDOs

Insured 
Assets

Private Risk Repositories

Mortgage Insurers*

10/7/2008

CPFF
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Monoline Insurers*

Premiums

11/25/2008

Maiden Lane III LLC

Credit 
Insurance

ABCP

Brokered 
Deposits

Regional and European Banks

Loans

Loans

Loans

ABCP

Loans*

Implicit 
Insurance

Liability Insurance          
(Federal Government)

On-Balance Sheet                                                 
Maturity Transformation

Loans

Credit Insurance             
(Mortgage Insurers)
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Ultimate CreditorsUltimate Borrowers

Ultimate CreditorsUltimate Borrowers

Federal Government

No 
Explicit 

Fees

Implicit 
Insurance

Federal Government

No 
Explicit 

Fees

Agency 
Debt

Equity

Repos

Discount 
Notes

Private 
ABS

Agency 
MBS

AA-BBB

Loans*

Mezzanine CDOsAA-BBB

Private 
ABS

Agency 
MBS

CMO 
Tranches

Quasi-Sovereign States

Shadow Maturity Transformation

CMOs
(Time-Tranched Agency MBS)

Fannie and Freddie
(Retained Security Portfolios)

Liability Insurance            
(EU Government)

Credit Insurance                                                                                    
(AIG FP)

Credit Insurance               
(GSEs, DoE, SBA)

Liability Insurance                                                                       
(Federal Government)

Implicit 
Insurance

Agency 
MBS

Off-Balance Sheet                                                 
Maturity Transformation

FH

No 
Explicit 
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Notes
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Ultra-Short Bond Funds
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Agency 
Debt
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Reserves

Agency Debt Purchases

Loans

Loans

Credit Insurance             
(Monolines)

*BHC affiliate

Premiums

TSLF/PDCF

*Unaffiliated with originators!

AA-BBB

Short-
Term 
Munis

ABS

A1

Agency 
Debt

Mezz 
ABS
Mezz 
CDO

Agency 
Debt

Discount 
Notes A1

$1 NAV 
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TOBs               
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VRDOs

CP

Reserves Reserves FXAAA Warehou
sed ABS
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Credit 
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*Unaffiliated with originators!
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RMBS

9/19/2008 10/21/2008
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Step (1): Loan Origination Step (6): ABS "Intermediation"
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Loans ABCP
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Brokered 
Deposits

Loans

Standalone Finance Company
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Non-Bank Specialists

Captive Finance Company

Loans
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Syndication

Equity

Loans

Reverse 
Repos*

AA-BBB

Equity

High-Grade CDOs

AA-BBB

AAA

ABCP

Supers
Mezzanine CDOs

Term 
Savings

LTDs

Step (2): Loan Warehousing

Money Fund 
Guarantee               

[…]
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