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Appendix 2: The Credit Intermediation Process of Bank Holding Companies 

 
 
 
 
 
 
 
Appendix 3: The Credit Intermediation Process of Diversified Broker-Dealers 
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The credit intermediation process of Financial Holding Companies flows through a chain of subsidiaries and off-balance sheet vehicles (shadow banks), and is funded in capital markets.  This intermediation chain enhances the efficiency of bank equity for various reasons. If markets freeze and the FHC's subsidiaries 
have to "onboard" their normally off-balance sheet assets and activities, capital efficiency can quickly become capital deficiency, with systemic consequences. The process described here is an originate-to-distribute model of non-conforming mortgages, where the originating banks and the broker-dealers that slice 
and dice mortgages into ABS and ABS CDOS do not retain any first loss pieces along the intermediation chain.

O
ff

-B
al

an
ce

 S
he

et
   

   
   

 
"S

ha
do

w
" 

V
eh

ic
le

s/
A

ct
iv

iti
es

Single-Seller Conduit

Step 7Step 1

Credit, Maturity and 
Liquidity Transformation

Loan Originaton Loan Warehousing ABS Issuance ABS Warehousing ABS CDO Issuance ABS Intermediation

Credit, Maturity and 
Liquidity Transformation

...flow…

"Asset Flows"

...flow…

CP

Equity etc.

MTNs MTNs
Equity Equity Equity

Source: Shadow Banking (Pozsar, Adrian, Ashcraft, Boesky (2010))

Industrial Loan Company

Client 
FundsOther 

Activities
Other 

Activities

Flow… ...flow… ...flow…

Under-
writing Repos

Under-
writing Repos

Finance Company Broker-Dealer Broker-Dealer
(Loan Origination) (ABS Structuring/Syndication) (CDO Structuring & Syndication)

HELs

CP

MTNs

(Loan Warehousing) (ABS Warehousing) (ABS Intermediation) (Shadow Bank "Deposits")

HELs
Brokered 
Deposits

...flow… ...flow… ...s to c k!

"Mezz" 
HEL     
ABS 

Tranches

Repos

"IG"     
ABS

$1 NAV
Brokered 
DepositsAAA     

ABCDO

O
ff

-B
al

an
ce

 S
he

et
   

   
   

 
"S

ha
do

w
"  

V
eh

ic
le

s/
A

ct
iv

iti
es

Repos

Repos

B
ro

ke
r-

D
ea

le
r'

s 
C

re
di

t 
In

te
rm

ed
ia

ti
on

 P
ro

ce
ss

   
   

   
  

"O
ri

gi
na

te
-t

o-
D

is
tr

ib
ut

e"

Trading Books Credit Hedge Funds 2(a)-7 MMMFs

"AuM"

H
ol

di
ng

 C
om

pa
ny

   
   

   
 

Su
bs

id
ia

rie
s

The credit intermediation process of Diversified Broker-Dealers (DBD) is similar to that of FHC's (see Figure XX), with only a few differences. First, DBDs originate loans out of finance company subsidiaries, not commercial bank subsidiaries. Second, DBDs warehouse loans not in conduits, but in industrial loan 
company subsidiaries; alternatively, DBDs can outsource loan warehousing to an multi-seller conduit run by an FHC. Third, ABS warehousing is also not conducted from conduits, but from trading books. Finally, ABS intermediation is not conducted through SIVs, but through internal credit hedge funds. On a 
funding level, DBD's intermediation proceess is more reliant on brokered deposits and repo, compared to the FHC process, which is more reliant on branch deposits, CP and ABCP.
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