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Why do we care about shadow banking?
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Data from flow of funds and downloaded from FRED. 
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Is China’s Situation Similar to the U.S. in 2007?
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Growth rate about 60%

Data from FRED and China Banking Wealth Management Product Registration & Depository Center. 
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… … …

Growth of Shadow Banking in China

Decomposition of social financing in China

Reserve/deposits ratio tightening
Increased reserve/loan ratio 

Figure from 2014 ARTICLE IV CONSULTATION—STAFF REPORT, No. 14/235, International Monetary Fund

https://www.imf.org/external/pubs/ft/scr/2014/cr14235.pdf
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Driving Forces of Shadow Banking Growth

Figure adapted from Monetary Policy in China, Prasad and Zhang, 2014

http://www.oxfordscholarship.com/view/10.1093/acprof:oso/9780199678204.001.0001/acprof-9780199678204-chapter-30
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Comparison of Growth Rates
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Figure from Global Shadow Banking Monitoring Report 2017, Financial Stability Board, March 2018

http://www.fsb.org/wp-content/uploads/P050318-1.pdf
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History of China’s Banking: 1978-2000
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Figure from China’s economic growth and rebalancing, ECB Economic Bulletin, Issue 7 / 2017 

Banks

100% by banks!

https://www.ecb.europa.eu/pub/pdf/other/ebart201707_01.en.pdf?c0b8bc2b2347e04c9f5597d3dfd8988f
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History of China’s Banking: Post 2008 Financial Crisis
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Figure adapted from Peer Review of China Review Report, Financial Stability Board, 2015
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http://www.fsb.org/wp-content/uploads/China-peer-review-report.pdf
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Risks Reflected by Asset Prices

• Wealth management products as safe as interbank claims?

Figure from Wealth Management Products in China, Reserve Bank of Australia, 2015

https://www.rba.gov.au/publications/bulletin/2015/jun/pdf/bu-0615-7.pdf
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Risks Reflected by Asset Prices

• Yield spreads between guaranteed and unguaranteed products are 

much smaller than the spread between riskier firms and banks.

≈ credit spread between large SOEs 
and state-owned banks

Figure from Wealth Management Products in China, Reserve Bank of Australia, 2015

https://www.rba.gov.au/publications/bulletin/2015/jun/pdf/bu-0615-7.pdf
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Financial Crises: A Simple Analytical Framework
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Framework adapted from my job market paper “Public Liquidity, Bank Runs, and Financial Crises”.
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Financial Crises: U.S. in 2008

Investment Banks and Commercial Banks

Equity

Insured
and

long-term
debt
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~5T
ABCP, Repo,
Wholesales
(overnight)

Bank loans,
corporate 

bonds,
MBS, CDOs,

etc.

ReservesFed liquidity 
Support ~2t

Fire Sales ~15T

↓ (5-2)*0.2 = 0.6T

Price response
↓ 20*3%=0.6T

Blue highlights assumptions.  Purple highlights differences between China and the U.S.

~1.8T, decline 1.2T, or 67%

GDP decline ≈ 67% * 21% * 0.28 = 4%
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Financial Crises: China in 2019 ? 

Commercial Banks and Trustees
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ReservesPBOC liquidity
support ~0t

Fire Sales

↓ 4.6*0.2/10 = 0.09T

Price response
↓ 20*3%/10=0.06T

Blue highlights assumptions.  Purple highlights differences between China and the U.S.

~2.3T, decline 0.15T, or 6.5% 

GDP decline ≈ 6.5% * 100% * 0.28 = 1.82%
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Financial Crises: China in 2019 ?

Commercial Banks and Trustees

Equity

Insured
and

long-term
debt

Assets Liabilities

~4.6T
WMP

Trust Loans
(~3 month)

Bank loans,
securities,

etc.

ReservesPBOC liquidity
support ~4.6t

Fire Sales

↓ 0*0.2/10 = 0T

Price response
↓ 20*3%/10=0.06T

Blue highlights assumptions.  Purple highlights differences between China and the U.S.

~2.3T, decline 0.06T, or 2.6% 

GDP decline ≈ 2.6% * 100% * 0.28 = 0.7%
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Summary

• Uninsured shadow banking liabilities might cause severe financial 

crises.

• Shadow Banking in China grows quickly after 2008, at yearly 

growth rate about 60%.

• Despite similarities, the longer maturity of shadow funding in China 

and more government power makes the concerns less severe.

§ U.S. GDP at risk in 2007: 4%, given intervention.

§ China GDP at risk in 2017: 1.8%, no intervention.  ~0.7% or much 

lower if the government intervenes.




