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 FSB broad definition: 
 System of credit intermediation (entities and activities) fully 

or partially outside the regular banking system.  
 

 Signals financial deepening, but… 
 

 ...could also reflect distortions in the mainstream financial 
system 
 

 Across Asia: heterogeneity in nature of “shadow banking” 
activity 
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 Shadow banking: has pros (financial inclusion ) and cons (increases 
sources of vulnerability) 
 

 Main source of vulnerability in Asian context: nexus between banks 
and shadow banks  
 

 Policy focus:  
 
 Eliminate distortions (low real deposit rates, rationing of borrowers out 

of mainstream channels) that shift activity to shadow banking 
 

 Contain risks from nexus between banks and shadow banks 
 

 Strengthen regulations on non-banks acting as shadow banks  
 

 Enhance data collection - highlight activities posing systemic risks 
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 Traditional intermediaries:  

 banks dominate credit intermediation 

 

 Non-traditional intermediaries 

 Trusts and finance companies 
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Banking regulations: lead to a direct or implicit 
ceiling on bank credit 

 
Shadow banking arises in some cases to satisfy 

unmet financing needs  
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 Key risks 
 Interconnections 

between banks and 
shadow banks 

 

 Financial sector 
becomes the 
propagator of initial 
shocks (a source of 
systemic risks) 
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 Address existing distortions in the 
mainstream financial system 
 

 Strengthen buffers for banks deemed to have 
high exposures to shadow banks 
 

 Strengthen regulations on those nonbanks 
acting as shadow banks 
 

 Continue to collect consistent information to 
detect other forms of shadow banking 
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Indonesia: Structure of Financial System, 2012
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Sources: Bank Indonesia; and IMF staff estimates.



 In Asia, shadow banking often fills some unmet 
financing needs  
 
 

 Key risks: nexus between banks and shadow 
banks  
 
 

 Policy implications: strengthen oversight of 
interactions between banks and shadow banks 
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