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Key Points 

• Shadowy banks existed since the foundation of 
the Federal Reserve in 1913. 

• Shadowy banks were a focus of the financial crisis 
of the 1930s.  

• Shadowy banks transmitted financial shocks to 
Fed member institutions via interbank linkages. 

• The Fed’s reaction to the shadow-banking crisis 
shaped the course of the contraction. 
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Shadow Bank – 2013  

• Non-bank financial intermediary that provides services 
similar to traditional commercial bank 

• Services => transformation of maturity, liquidity, credit 

• Non-bank =>  
a) Lacks direct access to central bank 

b) Not regulated as an institution with access to central bank 

c) Not use contractual and corporate forms of institutions with 
access to the central bank (i.e. commercial bank/demand 
deposit) 

• Financiers, creditors, and debtors choose in which 
sector to participate. This enables regulatory arbitrage. 
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Shadowy Bank – 1913  

• Financial intermediary that provides services of 
commercial bank 

• Services => transformation of maturity, liquidity, credit 

• Difference =>  
a) Lacks direct access to central bank 

b) Not regulated as an institution with access to central bank 

c) Uses contractual and corporate form of institution with access 
to the central bank, but opt out of (a) and (b). 

• Financiers, creditors, and debtors choose in which 
sector to participate. This enables regulatory arbitrage. 
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Evolution of Shadow Banks 

• 1913 to ~1935. Banks and creditors choose … 
a) Direct access to central bank and stricter regulation 
b) Outside Fed system and looser regulation 

 

• ~1940 to ~1970s.  
 

• ~1980s. Innovations in contractual and corporate 
forms resurrect choice of (a) or (b) 
– Commercial bank with direct access to central bank 
– Shadow bank: no direct access, different regulation 
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Interbank Network Circa 1930 

Country 
Banks 

Reserve 
City Banks 

Central 
Reserve 
City Banks 

Federal Reserve System 

“Shadowy Banks” Fed member banks 
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Interbank deposits decline after banking panics begin 

8 11/12/2013 Chicago Fed - IMF Shadow Bank Conference 



Distress and Interbank Deposits 
Correlated During 1930s 
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Figure 6: Interbank Deposits, Change $ Million

Interbank Deposits During Banking Panics 
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Figure 10: Outside New York, Change in Deposits $ Million

Panic of Winter 1933 
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Figure 9: New York City, Change in Deposits $ Million

Panic of Winter 1933 

12 11/12/2013 Chicago Fed - IMF Shadow Bank Conference 



-5
00

-3
00

-1
00

0
10

0

0 2 4 6 8
Weeks After Onset

Caldwell Nov 30 Chicago June 31 Germany July 31

Britain Sept 31 Chicago June 32

Reserve Cities Outside New York

Figure 8: Balances with Domestic Banks, Change $ Million

Reserve Pyramid. During panics, banks in 100 
reporting cities reduce their deposits in NY 
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Figure 12: Outside New York, Change in Assets $ Million
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A run on a country bank (“liquidity shock”) is 
associated with $119,000 decline in interbank 

deposits from reserve city banks in district 
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• yit change in $ asset class i in year t.  

• z indicates four deposit flow variables: 

– Interbank (1) inflows & (2) outflows 

– Public deposit (3) inflows & (4) outflows 

• Indicator variables for  

– Fed Districts 

– Central reserve cities 
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