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The financial cri-
sis of 2007/08
threw into sharp
relief the com-
plex system of
credit interme-
diation that had
developed over
the span of sev-
eral decades in
global financial markets. Widely
known as shadow banking, or mar-
ket-based finance in technocratic
discourse, the system disrupts the
vertical-hierarchy organisation of
bank-based finance into a chain
of entities that together perform
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the activities of a traditional bank.
Crucially, even though banks be-
came heavily involved in it, this
system remained outside of bank-
ing regulation as the activities
which constituted it were kept
off-balance sheet. What were the
conditions that allowed for this,
and what to make of so much na-
tional variation in exposure to the
shadow banking system?

These questions are at the
heart of Matthias Thiemanns The
Growth of Shadow Banking: A
Comparative Institutional Analysis.
Drawing on eighty-five interviews
between 2010 and 2016, the work
centers on the dialectical unity be-
tween the regulator and the regulat-
ed. The two have opposing interests,
where the latter seeks to circum-
vent rules while the former reacts
in degrees of regulation. Yet there
is a sense in which each requires
the other to exist and this factor
influences their decisions. In addi-
tion, the structural and institution-
al context in which this exchange
unfolds needs to be appreciated,
particularly in how it structures
behaviour. This nuanced approach
stands in contrast to literature that
blames bankers’ agency in regulato-
ry capture for widespread regulato-
ry laxity. Though it is not excluded
in certain instances, this theory is
deemed as lacking in explanatory
power to provide a comprehensive
picture, not least to explain the
variation on a national level.

The first half of the book ex-
plores the growth of shadow bank-
ing, focusing on a central mar-
ket - the asset-backed commercial
paper (ABCP) market in the US. It
attributes this development to the
growing competition banks faced
from non-bank entities and inter-
national banks in the 1950/60s.
This pushed banks to embrace their
competitors’ practices by shifting
from traditional credit towards
off-balance sheet financing. In a
crucial decision in 1988 by the Ba-
sel Committee, short-term liquid-
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ity facilities were deemed as low-
risk, hence remaining free of capital
charges. This fuelled the growth of
ABCP conduits sponsored by the
banks themselves; conduits which
in actual fact harboured long-term
assets and were thus credit facilities
disguised as liquidity facilities. As
Thiemann argues, while a faction
of the US Federal Reserve voiced
its concern about the risks involved
around these practices, it was over-
ruled by those pushing a deregula-
tion agenda firmly entrenched in a
belief of self-regulating markets. In
spite of this, in a clear case of reg-
ulatory agency, the pro-regulation
faction within the Fed later exploit-
ed the global negotiations for Basel
IT and succeeded in regulating the
bank’s credit exposure to these fa-
cilities in the US.

It was the Basel Accords
themselves, contends Thiemann,
which created the structural con-
ditions that shaped the regulators’
agency, especially in Europe. The
Accords established a set of com-
mon international rules for bank-
ing services, resulting in competi-
tion resurfacing at the margins of
these rules. National banks could
only remain internationally com-
petitive if they were allowed to
engage in off-balance sheet activ-
ities. Crucially, since Basel did not
cover these practices, the latter’s
regulation was left to the discre-
tion of the national regulator. This
structural disjuncture between the
international and national level
gave rise to an alignment between
the interests of the banks of a par-
ticular jurisdiction and those of
the mnational regulator. For the
banks, any additional (national)
regulation over and above the in-
ternational ones would impact on
their global competitiveness. The
national regulator thus put these
concerns at the forefront of regu-
latory decisions.

Thiemann presents in im-
pressive detail a comparative anal-
ysis of three European national

systems that vary in terms of reg-
ulation and exposure to this mar-
ket - France, Germany and the
Netherlands. He argues that the
structural disjuncture between the
national and international level,
one which is largely overlooked by
current literature due to its over-
emphasis on international regu-
lations, led to a regulatory race to
the bottom in Europe. Despite this
general trend, there were a few ex-
ceptions. In France, for instance,
the government’s protectionism of
its banking system before liberali-
sation and the oligopolistic struc-
ture that ensued thereafter, en-
sured that the French banks were
internationally competitive. This
freed the French regulator from
its concerns about banks’ competi-
tiveness, and thus it was possible to
push through regulation.

While important, this struc-
tural element is “only a necessary
but not a sufficient condition” (p.
142) to explain the three cases’
variation. The institutional embed-
dedness of the regulator in banks’
activities and rule compliance is a
further factor which influences its
intervention capacity. Thiemann
gives particular attention to the
interaction order of the actors by
drawing on the social studies of fi-
nance and the literature on experi-
mental governance and regulatory
dialogues. The first evident case of
this is in the context of accounting
standards in 1998, where transna-
tional pressure impacted on the
institutional role and embedded-
ness of the regulator in the area
of accounting. While the German
and Dutch regulator failed to be
included in the policy network, in
France it established a firmly em-
bedded and institutionally legiti-
mate role that allowed it to tighten
accounting standards.

Beyond standard setting, the
regulations’ effectiveness is deter-
mined by the regulator’s capacity
to enforce their interpretation and
compliance. It is here that the em-
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phasis on the regulator’s embed-
dedness can be best appreciated. In
Germany, the regulator performed
off-site mechanical checks using
information provided by the banks
themselves and only monitored by
auditors. This detachment led to
the regulator’s decision to eschew
turther regulation. The Dutch reg-
ulator enjoyed discretion in bank-
ing regulation but was cut off from
accounting standard-setting and
supervision. The regulator thus
accepted the industry’s claim that
conduits carry no risk, and applied
no capital charges. In contrast, the
French regulator maintained a
strong presence and dialogue with
the banks and auditors. This al-
lowed it both fine-grained knowl-
edge about bank practices as well
as the capacity to shape banks’ in-
terpretations of rules.

In diametrical opposition to
literature that is critical towards
the closeness between the regula-
tor and the regulated, this finding
implies that rather than resulting
in regulatory capture, proximity to
and regular dialogue with the regu-
lated can be key to regulatory effec-
tiveness. Though a compelling ar-
gument, it remains to be seen how
this regular and close interaction
can be prevented from degenerat-
ing into regulatory capture - prin-
cipally into cognitive capture - in
cases that are conditioned by the
national-international structural
disjuncture. In other words, what
mechanisms can be put in place that
grant the regulator not only the au-
thority and clout to push through
its demands but also the motiva-
tion to do so as it interacts with the
regulated? This is one question that
could spur further discussion be-
tween the literature that denounces
the regulator-regulated interaction
and literature such as Thiemann’s
that sees interaction as an import-
ant element of regulation.

Matthias Thiemanns The
Growth of Shadow Banking is a
highly insightful contribution that
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provides a fresh perspective on
what led to the spread of shadow
banking. While scholars interest-
ed in markets and their regulation
will find in this book a rigorous
study that seamlessly blends so-
ciological debates and approaches
with those drawn from political
economy, practitioners will most
certainly value the meticulous
fleshing out of the multi-faceted
shadow banking system. Yet there

is another more urgent reason
why it should concern scholars
and practitioners alike. The book
ends on a rather ominous note.
The structural factors that permit-
ted the shadow banking system to
grow largely unfettered are still in
place today, a decade on from the
crisis. In this respect, the book
might not only serve to provide in-
sight into the historical trajectory
that led to the crisis. It should also
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prove useful as a forward-looking
appeal for the recognition of the
yet unresolved foundational weak-
nesses in our financial system.
Immediate pre-emptive measures
may be required in this regard, and
those concerned would undoubt-
edly benefit from the normative
recommendations with which the
book closes.
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