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		Abstract

		The literature to date on shadow banking has focused on the wholesale funding and private money creation aspects of shadow banking. This paper draws attention to those aspects of shadow banking that involve levered betas and the provision of excess returns over fixed income benchmarks. Broadening the discussion from net to gross repo, the paper highlights the role of broker-dealers as matched-book money dealers that stand between cash pools in search for safety, and various kinds of leveraged bond portfolios across the asset management complex in search for yield. This broader perspective shows deep linkages between shadow banking and asset management, including not only hedge funds but also what are assumed to be unleveraged, â€œlong-onlyâ€� mutual funds. Whereas cash poolsâ€™ problem is the structural shortage of safe, short-term, public assets (a shortage of public money), real money investorsâ€™ problem is structural asset-liability mismatches driven by the secular decline of yields on safe, long-term, public assets relative to â€œstickyâ€� return targets/expectations. The secular rise of levered betas (that is, the secular increase in the use of both cash and synthetic forms of leverage in bond portfolios) has been asset managersâ€™ way of helping real money investors bridge structural asset-liability mismatches through the provision of â€œequity-like returns with bond-like volatilityâ€�. To that end, the use of repo and securities lending by bond portfolios across the asset management complex exceeds the use of repo by banks and broker-dealers to fund their own bond portfolios and inventories, respectively. The â€œsucking soundâ€� of asset-liability mismatches driving the secular rise of levered betas, financed through the absorption of cash poolsâ€™ money demand â€“ â€œthe leveraged bids glutâ€� â€“ is a powerful alternative to Bernankeâ€™s â€œglobal savings glutâ€� and Shinâ€™s â€œglobal banking glutâ€� hypotheses for the decline in the Treasury term premium and the compression of mortgage and other spreads before the 2008 crisis. Crowding out private money by boosting the volume overnight Federal Reserve RRPs or of U.S. Treasury bills would fix cash poolsâ€™ problems, but deepen real money investorsâ€™ asset-liability mismatches. More even-handed policies include â€œDealer of Last Resortâ€� and fixing imbalances in present incomes and future (pension) promises â€“ a joint application of these policies would complement the G20/FSB reform agenda to date to find a better balance between the economic benefits of deep and liquid markets, and the financial stability risks inherent in the (gross) balance sheet intensity of the provision of deep and liquid markets. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: shadow banking, wholesale funding, repo, secular stagnation, imbalances, central banking

	
	

	
    

    
	

	
	
		JEL Classification: E58, E44, F33,

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Pozsar,  Zoltan and Pozsar,  Zoltan, A Macro View of Shadow Banking: Levered Betas and Wholesale Funding in the Context of Secular Stagnation (January 31, 2015).  Available at SSRN: https://ssrn.com/abstract=2558945 or http://dx.doi.org/10.2139/ssrn.2558945 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Zoltan Pozsar (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Credit Suisse  ( email )

			

			
			
				
				
				
					Eleven Madison Avenue
New York, E14 4QJ
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Shadow Banking Colloquium (INET)  ( email )

			

			
			
				
				
				
					300 Park Avenue South, 5th Floor
New York, NY  10010
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				    2,557

			

		
		
		
			Abstract Views

			   12,297

		

		
		 
		
			Rank

			   10,128

		

		
	


	
		
            
            	       16 Citations
		

	

	
		
			
				       54 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Mutual Funds, Hedge Funds & Investment Industry eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Mutual Funds, Hedge Funds & Investment Industry eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,977

                                    

                                    
                                        PAPERS

                                           17,666

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,780

                                    

                                    
                                        PAPERS

                                           31,798

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    Macroeconomics: Monetary & Fiscal Policies eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Macroeconomics: Monetary & Fiscal Policies eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,563

                                    

                                    
                                        PAPERS

                                           18,560

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.064 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
