Challenges to
Supervision and Regulation
of Shadow Banking

Darrell Duffie
Stanford University

Chicago Fed Shadow Banking Conference
November 2013



Transferring risk, capital, and liquidity
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September 2008 Run on Money Market Funds

Institutional investment in prime money market mutual funds
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Tri-Party Repo
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Tri-party Repo Infrastructure
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Liquidity to Financial Market Infrastructure
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Lehman’s tri-party repo book
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Broad Programmatic Emergency Lending
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Prime-Brokerage
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Morgan Stanley collateral received that can be pledged

(S billions)
942 948 953

877
798

294 283

Nov Nov Nov May Aug Nov Mar
05 06 07 08 08 08 09

Data Source: Singh (2009)



Morgan Stanley’s Liquidity Loss Sept. 12-22, 2008

$85.3
billion

Duffie (2011)

Prime brokerage liquidity loss
* New York $44.8 billion
e London $17.6 billion

——— Conduit finance roll off ($8.8 billion)

Derivatives collateral loss ($7.3 billion)

Debt maturing/buyback ($5.4 billion)

Repo haircut widening ($4.0 billion)

Other ($3.4 billion)

Data source: Morgan Stanley-FRBNY FCIC disclosure



Multiple prime brokers
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Prime-Brokerage Custodian




Central Clearing of Derivatives
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10-by-10-by-10 Network Risk Monitoring
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A Bank’s 10-by-10-by-10 Submission
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