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Three	points

1. a	macrofinance approach	to	shadow	banking

2. shadow	money	and	credit

3. shadow	banking	=	financialisation of	
development



1.	Macrofinance

• Close	understanding	of	finance	

• balance	sheets		- money,	credit,	
macroeconomics	of	growth,	poverty,	inequality,	
financial	crises.

• shadow	banking	=	financial	globalisation



A	new	starting	point



Financial	globalisation

• Financial	system	organised around	securities	
&	derivative	markets:
– Business	model	anchored	in	daily	variation	in	price	
of	securities:	market-based	banking	

• Shadow	banking:	pulling	institutional	investors	
to	provide	financing	via	wholesale	money	
markets
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2.	Shadow	money

• Money	in	financial	capitalism	is	different	to	
money	in	industrial	capitalism

• ‘bank	money	is	debt	of	banks,	brought	into	
being	as	banks	finance	business’	(Minsky,	1967)

• shadow	money	is	debt	of	securities	traders	
(banks,	asset	managers,	bond	funds,	brokers)		
brought	into	being	to	finance	securities,	debt	
collateralised by	those	very	securities	



Bank	money	vs shadow	money
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‘Shadow	money	begins	where	M2	ends’	(Pozsar 2014)	



How	is	shadow	money	created	– a	
question	of	moneyness
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Moneyness – ability	to	convert	bank	money	into	cash at	par	on	
demand,	and	shadow	money	into	bank	money	at	par	on	demand	

collateral



Securities	
markets

Repo	financing collateral	=	60
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collateral	=	30

shortage	of	
funding	=	70

Corporate	bonds	fall	in	market	price	to	40



Shadow	money	issued	by	a	hedge	fund
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The	new	macrofinance



ECB’s	LOLR	vs MMLR



3.	Shadow	banking	in	DECs



The	age	of	asset	management
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China	&	financial	globalisation

INET	grant	Managing	Shadow	Money



IMF	2018:	domestic	financial	conditions	determined	
by	global	financial	cycle



The	downsides	of	MDBs	new	financing	
model

• influence,	if	not	altogether	shape,	the	terms	on	which	DECs	join	the	
global	supply	of	securities	- he	preferences	of	global	banks	and	
global	institutional	investors.		

• MDBs	will	shape	the	definition	of	what	is	a	‘bankable’	project -
prioritise	large	infrastructure	projects	at	the	expense	of	smaller	
projects	with	more	developmental	potential.

• MDBs	plan	to	pioneer	the	securitisation	infrastructures	that	will	
transform	bankable	projects	into	tradable	securities	- significant	
revenues	&	domination	for	globally	systemic	financial	institutions,

• MDBs	co-design	the	‘de-risking’/subsidies	measures	and	persuading	
DEC	governments	to	finance	the	associated	costs,	as	guarantor	of	
private	financial	profits.

• MDBs	may	push	for	DEC	pension	systems	to	converge	on	the	US	
model	of	private	pensions	in	order	to	create	local	institutional	
investors dependent	on	global	asset	managers



Preparing	better	for	the	next	crisis

• Manage	financial	globalisation:	capital	controls	
and	managed	exchange	rates	for	Global	South

• Defend	and	revive	the	welfare	state	if	rentiers to	
be	euthanised (FTT)

• Reclaim	the	developmental	state:	politicians	
reign,	technocrats	rule,	businesses	comply
– highly-capable,	development-oriented	bureaucracy	
focused	on	productivity	growth	&industrial	upgrading


