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*Panelists*
Jesse Eisinger, ProPublica, securitization, Jesse.Eisinger@ProPublica,org
Bradley Keoun, Bloomberg News, derivatives, the Fed, BKeoun@Bloomberg.net
Chris Arnold, National Public Radio, in plain English, CArnold@NPR.org
Mary Fricker, RepoWatch, moderator and repos, mfricker@sonic.net
*Shadow Banking*
What is shadow banking?


It’s banking that happens outside traditional deposit-based banking.

Other names for shadow banking:

Market-based banking

Parallel banking

Securitized banking

Wall Street banking

How does shadow banking work?
From a speech by Federal Reserve Chairman Ben S. Bernanke, “Fostering Financial Stability,” at the 2012 Federal Reserve Bank of Atlanta Financial Markets Conference in Stone Mountain, Georgia, April 9, 2012:
“As an illustration of shadow banking at work, consider how an automobile loan can be made and funded outside of the banking system. The loan could be originated by a finance company that pools it with other loans in a securitization vehicle. An investment bank might sell tranches of the securitization to investors. The lower-risk tranches could be purchased by an asset-backed commercial paper (ABCP) conduit that, in turn, funds itself by issuing commercial paper that is purchased by money market funds. Alternatively, the lower-risk tranches of loan securitizations might be purchased by securities dealers that fund the positions through collateralized borrowing using repurchase (repo) agreements, with money market funds and institutional investors serving as lenders.”
Who can be a shadow banker?

From “Shadow banking:  thoughts for a possible policy agenda," a speech by Deputy Governor Paul Tucker, Bank of England, at the European Commission High Level Conference in Brussels, April 27, 2012:


"... anyone holding a securities portfolio can build themselves a shadow bank using the securities lending and repo markets.  One simply lends out the securities at call for cash, and then one employs that cash by making loans or buying credit-assets with a longer maturity."

Traditional banks do shadow banking.  For example:


Go to http://www.snl.com/Cache/c12794731.html

This is Sterling Financial Corp., of Spokane, Wash., which has branches in Mary Fricker’s county.  Search for “mortgage-backed,” “collateralized mortgage obligations,” and “repurchase agreement.”
Pension plans do shadow banking. For example:

Go to http://www.calpers.ca.gov/eip-docs/about/pubs/comprehensive-annual-fina-report-2011.pdf

This is the biggest U.S. public pension fund. Search for “asset-backed,” “asset backed securities,” “collateralized mortgage obligations,” “credit default swap,” “securities lending,” “repurchase agreement,” and “money market fund.”
Money market funds do shadow banking. Especially, “prime” funds buy repurchase agreements and asset-backed commercial paper. For example:

(1) The new monthly filing that the SEC requires of money market funds gives details of the fund’s repurchase transactions and commercial paper, including type of securities used as collateral.

Go to www.sec.gov.

Click on the “Filings” heading

Click on “Search for company filings”

Click on Mutual fund name, ticker, or SEC key (since Feb. 2006)
Enter name or ticker symbol for fund and press “Fund Search”

Click on the number of the money market fund you want

Click on the most recent N-MFP filing

Click on the document

Search for “repurchase agreement” and “commercial paper”
(2) Also see a fund’s Prospectus, usually available on the company’s web site. For example, in the following Prospectus you will read “plain talk” about repurchase agreements and derivatives, and you’ll see that the fund invests in commercial paper and repurchase agreements. https://personal.vanguard.com/us/funds/snapshot?FundId=0030&FundIntExt=INT
Municipalities do shadow banking. For example:


Go to: http://www.sonoma-county.org/auditor/pdf/11cafr.pdf

This is Mary Fricker’s county, population about 450,000. Search for “commercial paper,” “derivative,” “securities lending,”  “repurchase agreements,” and “money market.”
University endowments do shadow banking. For example:

Go to https://www.sonoma.edu/afd/audit/2011_fy_fdn_final_audit.pdf
This is Sonoma State University in Mary Fricker’s county.

Search for “commercial paper,” “repurchase agreements,” “mortgage backed securities,” and “money market mutual fund.”
Insurance companies do shadow banking. For example:

Go to: http://www.sec.gov/Archives/edgar/data/86312/000104746912001096/a2207136z10-k.htm

This is The Travelers Companies, an insurance conglomerate. 


Search for “asset-backed,” “mortgage-backed,” “collateralized mortgage obligations,” “securities lending,”  “variable interest entities,” and “money market.”

Giant bank holding companies do plenty of shadow banking, of course. For example:
http://www.sec.gov/Archives/edgar/data/19617/000001961712000163/corp10k2011.htm

This is J.P. Morgan Chase, the largest bank holding company in the U.S.


Search for Note 13 for information about repurchase agreements and securities lending.


Search for Note 30 for information about repurchase agreements and securities lending (under “pledged assets) and about securities re-use or rehypothecation (under “collateral”).


A search for all shadow banking terms will turn up multiple mentions.
Regularly updated list of largest U.S. bank holding companies:

http://www.ffiec.gov/nicpubweb/nicweb/Top50Form.aspx

If you have any of these companies in your coverage area, you have work to do.

One way to track overall shadow banking activity


The Deloitte Shadow Banking Index, “Shedding light on banking’s shadows,” Deloitte Center for Financial Services, by John Kocjan, Don Ogilvie, Adam Schneider, and Val Srinivas, May 29, 2012.


The paper: http://www.deloitte.com/assets/Dcom-UnitedStates/Local%20Assets/Documents/CFO_Center_FT/US_FSI_The_Deloitte_Shadow_Banking_052912.pdf

The press release: http://www.prnewswire.com/news-releases/deloitte-shadow-banking-index-debuts-only-953-trillion-in-size-at-end-of-2011-155337185.html
Shadow banking will start growing again when it finds new ways to make securities and repurchase agreements that investors will accept. We need to be watching this. Here are some transactions that shadow bankers have been trying lately:

New securities (collateral for ABCP and repo):

Covered bonds
Non-traditional asset-backed securities

Replacements for traditional asset-backed commercial paper (ABCP):

                        Tender option bonds
                        Collateralized commercial paper
                        Institutional Secured Funding
            New ways to repo:

                        Liquidity swap
                        Use stocks (equities) as collateral

Easiest ways to keep track of what’s going on in shadow banking:


-Sign up to receive SmartBriefs from the Securities Industry and Financial Markets Association at http://www.sifma.org/newsletters/

-Read the Financial Times’ Alphaville blog at http://ftalphaville.ft.com/
Trade associations:


Securities Industry and Financial Markets Association: www.sifma.org

International Capital Markets Association: www.icmagroup.org

Association for Finance Markets in Europe: www.afme.eu
Some economists who get it:


Viral Acharya, Stern School of Business, New York University

Tobias Adrian, New York Fed
Adam Ashcraft, New York Fed
Gary Gorton, Yale University
Simon Johnson, Massachusetts Institute of Technology
Paul Krugman, Princeton University

Alistair Milne, Loughborough University, UK
T. Sabri Öncü, Stern School of Business, New York University
Zoltan Pozsar, International Monetary Fund
Mark Thoma, University of Oregon
Blogggers:


http://ftalphaville.ft.com/
http://www.secfinmonitor.com/
Understanding shadow banking: Try panelist Mary Fricker’s web site:


www.repowatch.org
*Securitization*
How to cover securitization locally, an example: 

http://articles.latimes.com/2011/nov/01/business/la-fi-buyhere-payhere-20111101
“Investors place big bets on Buy Here Pay Here used-car dealers” by Ken Bensinger, Los Angeles Times, November 1, 2011:

“Private equity firms are investing in chains of used-car lots, and auto loans are being packaged into securities much like subprime mortgages. They're attracted by the industry's average profit of 38% for each car sold.”

Story tip, student loans: We need to cover student loans like Bensinger did used cars.

Securitizing Firms: To see a securitizing firm in action, go to Redwood Trust’s most recent annual report with the SEC:  http://www.sec.gov/Archives/edgar/data/930236/000114420412011078/v244688_10k.htm

To get a sense of how this company does business, and where the good stories might be, search for “asset-backed securities,” “collateralized debt obligations,” “commercial paper,” repurchase agreement,” and “legal proceedings.”

How to track overall securitization and credit default swap volumes:

http://www.sifma.org/research/statistics.aspx

*Repurchase Market*

How to track repo volume in the U.S.:

Go to http://www.newyorkfed.org/markets/primarydealers.html

Scroll down to “Weekly Release of Primary Dealer Transactions”


Click on Excel 


Click on sheet “pressrelc4”


See “Repurchase Agreements” at the bottom

These are totals for the Primary Dealers authorized to trade with the Federal Reserve. They do at least half of the repo trading, maybe more, and they’re the best data we have.

How to track repo volume in Europe:

http://www.icmagroup.org/Regulatory-Policy-and-Market-Practice/short-term-markets/Repo-Markets/repo/
Like the U.S. in 2007-2009, and like MF Global in 2011, Europe has a repo problem:  

"Europe on the brink" by Peter Boone and Simon Johnson, July 2011. The financial crisis in Europe grows out of banks’ excessive use of repos and their assumption that government officials will not let the repurchase market fail, write economists Boone and Johnson.

*Samples of shadow banking coverage by the panelists*
Securitization and CDOs

Jesse Eisinger and Jake Bernstein of ProPublica:
“The Magnetar Trade: How One Hedge Fund Helped Keep the Bubble Going”

http://www.propublica.org/article/all-the-magnetar-trade-how-one-hedge-fund-helped-keep-the-housing-bubble
Derivatives and credit default swaps

Bradley Keoun, Stephanie Ruhle, and Mary Childs of Bloomberg News:

"JPMorgan Trader’s Positions Said To Distort Credit Indexes"

http://www.bloomberg.com/news/2012-04-05/jpmorgan-trader-iksil-s-heft-is-said-to-distort-credit-indexes.html
The Federal Reserve

Bradley Keoun,  Bob Ivry and Phil Kuntz of Bloomberg News:

"Secret Fed Loans Gave Banks $13 Billion Undisclosed To Congress"

http://www.bloomberg.com/news/2011-11-28/secret-fed-loans-undisclosed-to-congress-gave-banks-13-billion-in-income.html
How to make it easy to understand

Chris Arnold of National Public Radio:
“Ex-Subprime Brokers Help Troubled Homeowners”

http://www.npr.org/templates/story/story.php?storyId=89505982
Repos and shadow banking

Mary Fricker of RepoWatch: 
“Shadow banking, part 1: Failure to reform shadows hurts economy, endangers financial markets”

http://repowatch.org/2012/05/22/shadow-banking-part-1-failure-to-reform-shadows-hurts-economy-endangers-financial-markets/
