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Introduction 

“Financial force was often used to buy or build political friendship or 
alliance, was often lent or withheld in accordance with political calculations.” 

Feis, 1930 

 

This paper examines the politics of banking with a focus on international banking, 

regulatory capture and avoidance, lobbying, and incentives to grow large banks both 

domestically and across national borders.  These incentives derive from enhanced 

influence over regulation and achieving “too-big-to-fail” status, as well as private gains 

incentives to the bank managers themselves.  This paper is part of the theoretical core of 

my dissertation entitled, “The Politics of Cross-border Bank Acquisitions.” 

Using the term “banks” loosely in this paper, I broadly define it to mean the 

banking activities and bankers, and I include non-bank banks in this category.1  Non-bank 

banks include economic actors engaging in banking activities, but which are outside the 

purview of standard banking regulatory frameworks, and encompass hedge funds, 

mortgage issuing firms, investment banks, government-sponsored enterprises engaging in 

financial services,2 and other entities.  This sector has more recently been referred to as the 

shadow banking sector.  In many cases these non-bank banking institutions have engaged 

in regulatory arbitrage to organize and incorporate as non-regulated, or less-regulated, 

businesses.3

                                                 
1 For clarifications and definitions, see McCulley (2009); Stallings and Studart (2006); Allen (2001); Roubini 
(2008). 

   In addition, as traditional banks rushed to grow in asset size, product depth 

and spread, and geographic reach, many of the larger ones became enormous financial 

institutions with a significant amount of non-regulated, or less-regulated, operations.   

2 For instance, Fannie Mae and Freddie Mac.  See Jaffee etal (2009). 
3 Acharya and Richardson (2009), especially chapters 2, 3, 4, 7; Alessandri and Haldane (2009); Barth, 
Caprio and Levine (2005); McCulley (2009).  
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Politics of banking is an extensive topic.  A brief explanation of my broader study 

will help the reader understand the selective nature of the topics in this paper.  My broader 

study analyzes the world-wide bank merger wave which occurred between 1985 and 2007.  

Merger waves were not new phenomena, but the global nature of this wave was 

unprecedented, in scale and scope, on all measures:  number of deals, amount of capital 

involved, business expansion across sub-industries, the number of countries affected.4

Acquiring banks pursued their acquisition strategies while considering both 

efficiency and political factors; at times, the strategies of participating actors have been 

fundamentally political in nature, and economic efficiency, narrowly defined, was of 

secondary importance.  The wide dyadic variation in foreign acquisitions of other 

countries’ banks was, I argue, largely driven by political factors which channeled and 

constrained actors

   In 

all, more than fifty countries were affected.  I argue that this bank merger wave, which 

crested with the inherent financial liberalization aspects of globalization, was driven in 

large part by changes in national and international politics and policies over this period.  

These changes heralded a new era in which banks which were globally active, or aspiring 

to be globally active, were pushed to expand across borders.   Acquisitions became the 

strategy of choice in these banks’ expansions.  

5 as they pursue their strategies and goals.  This paper examines key 

political factors which influenced these banks to expand through acquisition.6

                                                 
4 Gregoriou and Renneboog (2007) and Martyna and Renneboog (2005) place this wave in historical 
perspective; see also Toxvaerd (2008); Gorton, Kahl & Rosen (2007); Kolstad & Villanger (2007); Mester 
(2005). 

 

5 Actors here include government institutions and their constituent policymakers, multilateral institutions, 
banks and their managements, and other interested firms. 
6 Berger, Demirguç-Kunt, Levine and Haubrich (2004) provide an overview of bank concentration studies.  
Note that some very large banks may pursue aggregation strategies to capture “too-big-to-fail” benefits 
(Brewer and Jagtiani, 2007) or be pressed to “eat-or-be-eaten (Gorton, Kahl and Rosen, 2007; Toxvaerd, 
2008), while small banks in the same markets can successfully pursue local customers (DeYoung, Hunter and 
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Banks are, of course, political actors.  Banks rely on governmental support and 

guidance, and are monitored by national and international organizations established for 

governance purposes.  Banks lobby these organizations as well as other political actors.7 

Banks are set up and prosecute their business practices to respond quickly to market 

opportunities; not infrequently, banks evade these regulators’ intents in pursuit of 

business.8  Banks are also “privately monitored” by investors and other interested parties.  

In the course of financing businesses and individuals, banks are privy to extensive amounts 

of non-public information.  The information derived from this relationship banking is 

sought after by political leaders and other interested parties, who observe banks’ actions.  

This informational advantage comes to banks at a price--banks are subject to severe 

financial fragility.  This inherent fragility arises due to banks’ intermediation roles:  as 

institutions, they stand between depositor and borrower, funneling capital from one to the 

other.  Failure or panic on either side could cause bank failure.  Banks also tend to “fund 

short and lend long”, in that depositors’ funds are usually shorter-term in nature, while 

loans tend to be over much longer periods.  Bridging this intertemporal gap brings great 

risk as well.  Barth, Caprio and Levine note, “Banking crises are the train wrecks of 

finance,”9

Governmental actors are both pulled by, and pushed toward, banks’ power.  They 

are pulled by banks’ ability to gather and deploy capital, and pushed by the perceived need 

to monitor and regulate banking activity to avoid train wrecks and to maintain power.  

 and these impacts often ripple beyond the financial sector.   

                                                                                                                                                    
Udell, 2004). 
7 See Boot & Thakor (1996) on self-interested bank regulation; Vines & Gilbert (2004) and Baker, Hudson & 
Woodward (2004) examine this in the context of international financial architecture; Barth, Caprio and 
Levine (2005) consider the interplay between banks and regulators; Jubasz (2002) offers a biting criticism of 
Citigroup lobbying to achieve its ends. 
8 See Alessandri and Haldane (2009); McCulley (2009); Barth, Caprio and Levine (2005) among others. 
9 Barth, Caprio and Levine (2005), p. 26. 
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These government officials experience an additional tug of war in that they face a conflict 

between acting for the public good or pursuing their private gain in their dealings with 

banks and banking regulation.  

 In short, banks are embedded in webs of national politics by virtue of their basic 

function as financial intermediaries.  The power which banks derive from their 

informational asymmetry has long been recognized and appreciated by political leaders.10   

But this information comes at a cost—both banks and the banking system are financially 

fragile.  The results of these crises are much deeper and wider than just in the world of 

finance.  In 2005, banking scholar Aliber commented that the years since 1970 “have been 

the most tumultuous in international monetary history.”11

I lay out my argument in four sections.  The first examines banking’s unique position 

in political economies, using studies from financial economics to lay out the ideas that banks 

are inherently political animals.  The second applies the ideas of pursuit of private interests 

and regulatory capture to banks’ political strategies; the third examines perverse incentive 

structures which have led banks to pursue too-big-to-fail policies, and the use of acquisitions 

to achieve this government-protected status.  The third continues the discussion of too-big-

to-fail in an institutions context, and lastly, I briefly sum up.  Throughout the balance of the 

paper I weave ideas of cross-border bank acquisitions into my narrative.   

  His comment rings even truer 

with subsequent events.  Systemic crises are an important factor in the politics of both 

domestic and international banking. 

  

                                                 
10 European leaders used the Rothschilds’ letter envoy system to send messages (Ferguson, 2000); see also 
Feis’ descriptions of the interplay between international politics and finance (1930); Gilpin (2001); Polyani 
(2001); Pauly (2001); Cohen (1996).  Development state and economic development theories see Geddes 
(1994); Haggard & Maxfield (1996); Kang (2003); Kessler (2000); Stallings & Studart (2005), among others. 
11 Aliber (2005). 
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II. Banks are Inherently Political Institutions 

“…as is the wont of capitalists, [bankers] love leveraging the sovereign’s 
safety nets with minimal prudential regulation. This does not make them 
immoral, merely astute interpreters of the circumstances they face.” 

 McCulley, 2009 

Banks and banking are embedded in politics for five interrelated reasons:  by virtue 

of dealing in that “commodity” by which all other goods are priced, money, banks are 

placed in a prominent political role; banking is at the epicenter of modern national and 

international economic systems; banks’ intermediation roles give them powerful 

informational advantages, and these information asymmetries engender economic and 

political power; governmental actors seek to channel, govern and sometimes manipulate 

this power; and banking systems pose great risk to not only their domestic economy but to 

the international economy as well.   

Banks perform the economic role of intermediation by interposing themselves 

between those who have money, the depositors, and those who require money, the 

borrowers.12

It is beyond the scope of this paper to provide detailed comment on the debate raging 

  Banks are, in effected, “delegated” to conduct research (due diligence) on 

borrowers and make appropriate decisions to loan or not.  We might consider this a quasi-

public monitoring responsibility, and indeed many governments have government banking 

operations partly for this purpose. This critical role allows economies to balance supply 

and demand in that good in which all other goods are priced--money.   Liquidity of money, 

as the numeraire good,  makes money supply a critically important issue in all economies.  

And banks are the institutional pumps and pipes through which money flows. 

                                                 
12 Allen (2001) summarizes the critical position of banks in an economy as well as their uniquely fragile 
position; Diamond (1984) examines banks’ role in closing the information gap between borrowers and 
lenders.   
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in financial economics as to whether banks exacerbate or ameliorate liquidity problems 

through credit rationing.13

This intermediation role is critical not only across space--between lenders and 

borrowers--but also across time, as the horizons of money supply and demand differ for 

different depositors and borrowers.

  It is, however, beyond debate to state that money is the 

fundamental basis for economic exchange beyond simple truck and barter.  Banks are the 

critical agents in the transmission of credit through their intermediation role in most, if not 

all, national economies, and this makes their dealings in money, the numeraire good, of 

primary political as well as economic importance. 

14  Much of the risk inherent in banking derives from 

intermediating between these different time horizons.  Such risk is termed “asset-liability 

mismatching,” where the time horizons of assets and liabilities do not match.15

And banks occupy the center of this modern global economic system because 

financial markets have become the most global of markets.

  

Intermediation increasingly takes place over wider spaces as supply and demand balance 

globally with fine degrees of pricing to allow for different risk profiles of depositors and 

borrowers.   

16

                                                 
13 To illustrate the debate using two seminal papers examining US banking, Berger & Udell (1992) argue that 
credit rationing is not a significant practice by banks over business cycles, but also that the “equilibrium 
rationing,” which banks do practice, has little impact.  Benanke, Gertler & Gilchrist (1996), however, 
summarize previous literature showing a “financial accelerator” does exist which indicates banks may 
exacerbate macroeconomic liquidity problems arising from credit allocation and rationing. 

  Banks, through their 

intermediation roles, remain the key players in supplying credit through time and space, 

14 Greenbaum and Thakor (1995) describe this as “qualitative asset transformation,” wherein liquid liabilities, 
deposits, are transformed into illiquid assets, or loans.  See also Rajan (1992); Rajan & Winton (1995); Song 
& Thakor (2006).   
15 Governments sometimes force banks, particularly those banks owned by the government, to take on higher 
levels of these risks.  Song & Thakor (2007) note that banks may lessen this risk by matching similar 
liabilities and assets in long-term relationships, thereby lessening the time horizon risk. 
16 See Garrett (2000); Prominent bankers emphasize this:  JP Morgan Chairman Jaime Dimon noted, “Where 
the products are ‘manufactured’ is of little interest” to customers.  ICICI Bank, India’s largest private bank, 
launched an on-line savings account product in England of such success its servers in India were swamped.  
Quoted and cited, respectively, in Cottrell, 2006a & 2006b. 
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although some “disintermediation” has occurred in more advanced economies as other 

channels of linking lender and borrower have arisen.  This intermediation role assumes 

greater importance in less-developed economies, as clients in developing countries 

generally utilize banks more than in economically-advanced nations where credit and 

investment markets are more developed.17

Acting on the proprietary information which they gather through relationships with 

their clientele, banks allocate or withhold credit.  In this process of providing or denying 

credit, banks may also provide information to observers who do not have access to the 

same information set to which banks are privileged, but can observe banks’ actions.  An 

important paradigm of banking theory is that banks overcome market inefficiencies by 

acting as information conduits. 

 

18  Several key political questions arise regarding this 

proprietary information:  do banks sometimes screen out, withhold, or signal-jam 

information for their own benefit; 19 whether, and under what circumstances, banks 

surmount the difficulties of obtaining accurate information; 20 and exactly which players 

benefit from the informational advantage.21

                                                 
17 See Claessens, Demirgüç-Kunt & Huizinga (2002), also Clarke, Cull, Martinez Peria & Sánchez (2003); 
Dymski (2002). 

  While these questions are of interest to 

financial economists analyzing banks, they are paramount for political economists.  Banks’ 

ability to access and control information make them repositories, as well as wielders, of 

enormous political power.  International banking generally, and bank acquisitions 

specifically, occupy center stage in good economic times, but in financial crises the 

18 This theory is posited to exist in highly efficient markets, as explained in Diamond (1984), Rajan (1992); 
Rajan & Winton (1995); Winton (2006). 
19 Purposeful non-disclosure of information through hidden actions, signal-jamming is quite consistent with 
the recent financial crises outcomes (Morgenson and Story, 2010), and historical crises as well (Reinhardt 
and Rogoff, 2009).  AIG purposefully withheld information on credit default swap exposure, for instance. 
20 Economist (2009); Acharya and Richardson (2009). 
21 Stallings and Studart (2005); Reinhardt and Rogoff (2009). 



TS-SGIR 2010  Removing the F.I.G. Leaf- Politics of International Banking 8 

tragedy which unfolds around affects all other players. 

Other actors are quite interested in the information content behind banks’ actions and 

watch closely the signals transmitted by those actions.  This information set develops in the 

course of lending to and, in some countries, advising borrowers and is the foundation of 

“relationship banking.”  This information is gleaned through banking relationships which 

may develop over years, decades and, in cases of some merchant banks, centuries.22

Given banking’s central role in political economies—dealing in the numeraire good, 

intermediating between those who have and those who need capital, possessing critical 

proprietary information, possessing great economic power and posing great risk to 

economic health—it is no wonder that governments recognize, seek to govern and 

sometimes manipulate this power.  The interplay between banks, bankers, government 

institutions and officials leads to opportunities for self dealing.  The next section considers 

the perverse incentives to pursue private gains which arise. 

   

Banks garner significant economic and political power through this asymmetric 

information advantage.  Information on clients, industrial sectors and national economies 

may be shared or may be more closely guarded.  The knowledge of the health of those 

industrial sectors and regions of the national economy to which a bank may lend is not 

only of interest to the government, but the government may seek to suppress informational 

transfer to other parties as well as to “guide” lending practices by the banks.   

 
  

                                                 
22 Boot (2000) provides an overview of relationship banking; Song and Thakor examine the fragility inherent 
in relationship banking and explain banking strategies to alleviate this fragility.   Niall Ferguson’s excellent 
2-volume history of the Rothschild Bank is indicative of centuries-old banking relationships.   
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III. Private Interests:  Governments and Cross-border Bank Acquisitions  

“Managers generally hold only a small fraction of the claims in the firm and 
enjoy a high degree of discretion because of the incompleteness of the 
contracts that dictate their decisions.”   Acharya et al, 2009 

 

An important part of my argument rests on the idea that banks, bankers, and 

regulatory institutions experience conflict between pursuit of private gain or public benefit.  

These issues arise in part due to the privilege information access to which banks and 

bankers are privy.  Due to this conflict, these actors sometimes make decisions which are 

sub-Pareto-optimal to the society, nation, or organization they serve.   Government 

officials, the institutions in which they work, banks and the multilateral organizations 

which monitor them are embedded in social and political webs.23

In the 1970’s, three seminal articles by Stigler, Peltzman and Posner defined the 

private interest view of regulation.  I expand on these three pieces by highlighting recently 

published insights which shed light on the issues of the politics of banking. 

  The resulting social and 

political pressure means private interests may intrude into even highly disciplined 

bureaucracies.    

Stigler (1971) considered regulation from a purely economic view as economic 

groups demanded regulatory intervention and governmental agents supplied such 

intervention.24

                                                 
23 Broad comparative pieces include:  Evans (1989, 1996); Polyani (2001).  Latin America:  Geddes (1994); 
Pastor & Wise (2005); Penido de Freitas & Magalhães Prates (2000, 2001).   Asia:  Haggard (1990);  Kang 
(2002); Dahlman and Sananikone (1993). 

  Regulation may both help and hurt these interest groups, and so groups 

intently and intensively lobby to achieve desired outcomes.  The concentrated efforts and 

interests of these lobbying efforts empower these groups vis-à-vis the less concentrated, 

often less-interested groups who may be affected by the efforts of such lobbying.  This 

24 Stigler (1971). 
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process of lobbying sometimes results in regulatory capture.  I define “regulatory capture” 

here as the acquisition of private benefits through governmental policy channels not 

institutionally sanctioned in a particular political economy.   

In the distribution of benefits, group size matters.  First, the size of the group 

benefiting from regulatory capture may be limited.25  Peltzman (1976) formalized Stigler’s 

model in which diminishing returns cap group size,26 noting:  “what the ‘capture literature’ 

treats as an ad hoc detail—that the political process automatically admits powerful 

outsiders to the industry’s councils’—is in fact integral to the regulatory processes.”27

Those firms in the charmed circle have powerful incentives to lobby for benefits.  

Not only might banks accede to such positions of influence:  Beck, Demirguc-Kunt and 

Maksimovic (2005) show larger borrowers, as well as banks, are also empowered, 

especially those engaged in business in weaker institutional environments.  These large 

borrowers often gain capacity to lobby for foreign banks’ entree to their market.   

   

Claessens et al (2001), in fact, find a drop in domestic banks’ profit after foreign 

banks enter their markets.  This would naturally motivate banks with an established 

presence in a market to lobby for regulatory benefits, including resisting market entry by 

newcomers.  Chari and Gupta (2007) find concentrated industries in India are much more 

effective at preventing foreign entry.  They further find that state-owned enterprises, 

particularly profitable ones, are more successful at this than private firms.    

                                                 
25 Note that Posner (1974) and others point out that private interests may be successfully pursued with very 
large groups as well (i.e., groups with significant voting blocks or those able to mobilize around a single 
issue), leading to the possibility of a U-shaped function of group size and effectiveness. 
26 Peltzman. 213—222. Peltzman summarizes as follows:  One, “imperfect information about gains and 
losses…restricts the size of the winning group.” Two, “but this winning group will not obtain even a gross 
gain through political action as great as is within the power of the political process to grant it.”  Three, 
“political entrepreneurship will produce a coalition which admits members of the losing group into the 
charmed circle.”  Quotes from pp. 221—2. 
27 Peltzman (1976), p. 217, with Stigler book quote. 
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One can clearly see that allowing the expansion of banking business, whether 

through organic growth or acquisition, is an aspect of regulation subject to significant 

influence from those private interests.  Those private interests include banks already be 

participating in the market in question, as well as those powerful banks outside that market 

but wishing to enter.  Political questions revolving around banking expansion is not 

exceptional; firms in other industries may act similarly.  Governmental agents ultimately 

decide whether and in what form to permit banks, and other firms, to expand.28

The efficacy of such resistance, and the means employed to resist, would be 

determined in large part by the institutions, legal foundations and social norms under 

which corporations in host countries and their managers operate.  But, in the same 

situation, how do incumbent firms act when they are of foreign origin?  Apparently the 

same way:  Eden and Molot (2002) find foreign first movers resist new foreign entrants by 

exercising the political power of incumbents, and are able to draw on additional resources 

to do so.

    

29  Not only do entrenched foreign firms lobby the host government, they also 

interact with their home government and multilateral institutions to promote their policies.  

The foreign first movers’ interests are now more closely aligned, perhaps concordant with, 

the host country’s firms.30

Posner (1974) examined public interest and private interest (regulatory capture) 

  They would then seek to exclude newcomers.   

                                                 
28 Kroszner (2000), Kroszner and Strahan (1999) examine expansion in the U.S. in general terms and in 
regard to bank branching, respectively; Boehmer, Nash, Netter (2005) look at privatization in developing 
countries.  As an example, any foreign bank acquisition in Brazil has required Presidential approval since the 
1988 Constitution enactment; see Penido de Freitas and Magalhães (2000) 
29 Eden and Molot (2002) analyze the Canadian auto industry and U.S. firms’ first mover incumbency. 
30 See also Grossman and Helpman (2001).  Note that Posner (1974) provides an interesting point in my 
overall argument.  He critiques the “political science” version of private interest theory by saying 
“Exceptions to the general rule that regulatory agencies are captured by the regulated firms are explained 
away by facile references to the personality of the legislators, public opinion, ignorance, folk wisdom, etc”.  
He supports the economic theory of private interests as more “precise and hard-edged.”  While I agree, my 
model seeks to bring back in the idiosyncratic political aspects of different countries and their bilateral and 
international interaction effects.  [Posner, 1974, pp. 342-344.] 
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theories, finding in favor of a transactions cost-based private interest theory.  He noted that 

excusing regulatory failure by suggesting that implementation was weak, and experience 

lacking, ignored the empirical evidence and slighted the obvious level and success of 

lobbying by interest groups.  Kane noted the dynamic process of regulation proceeded in a 

series of moves and countermoves by the regulator and the regulated: “market institutions 

and politically imposed restraints reshape themselves in a Hegelian manner… [consisting 

of] repeating stages of regulatory avoidance (or ‘loophole mining’) and re-regulation.”31

This process, in many ways akin to Polanyi’s description of the development of law 

and regulation in response to market advances in the English economy,

   

32 permits change in 

not only regulation but also increasing levels of private interest or public good to enter the 

equations of all actors.  In effective governments, government agents attempt to 

counterbalance market abuse through institutional design and implementation.33

In these cases, actors’ reasons may include private gains as well as public benefits 

and, in fact, may be driven solely by private gains calculations which collaterally deliver a 

public gains benefit.   

   

The private interest view I employ does not, in fact, exclude public-minded servants, 

bankers acting for the good of their stakeholders, or multilateral institutions’ officials 

acting for the greater good.  Many government actors may, in this private interest model, 

derive great benefit (utility) from acting for the public benefit.  In this dynamic view, 

                                                 
31 Kane quoted in Barth, Caprio, and Levine (2005), p. 44. 
32 Polanyi (2001) on English legal development:  “for a century the dynamics of modern society was 
governed by a double movement:  the market expanded continuously but this movement was met by a 
countermovement checking the expansion in definite directions…. The market system… developed in leaps 
and bounds; it engulfed space and time, and by creating bank money it produced a dynamic hitherto 
unknown….”  P. 135 
33 Becker (1983) suggests this leads to an efficiency of sorts in regulation as increasingly costly policies, 
benefiting one party or group, are opposed by those who bear the increasing costs.  Public costs are therefore 
lowered as the private benefits captured by the interest group decline.  
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government actors may act more or less in the public interest as counterparties exert 

varying levels to influence the outcome of regulation.34

Opportunities to pursue private gains arise when parties are able to construct 

socially-suboptimal deals in which side payments can be made.  These deals are more 

prevalent in instances of weak institutional design (de jure problems),

  Many bank managers may acquire 

across borders purely to increase shareholder value.  But the preponderance of data 

indicates there are, at best, mixed motives in most cases and a strong motivation to rent-

seek in some cases of bank expansions.  

35 poor institutional 

implementation (de facto issues)36 and where such deals do not come to light through 

public and private monitoring.  Monitoring, especially private monitoring, is enhanced 

through open information availability as well as through institutional design and 

implementation and the freedom to form into groups and organizations for this purpose.37

Perhaps in no other industry is pervasive, reliable, timely information more 

important than in banking finance.

  

Whether this monitoring function is effective depends not only on information availability 

but, of course, on quality of information as well. 

38

                                                 
34 Boot and Thakor (1993) provide a model in which even a small amount of self-interest on the regulator’s 
part, based on bounded knowledge of that regulator and a desire to show his worth, leads to sub-optimal 
outcomes. 

  As critical an input as capital to banking, information 

35 Kroszner (1999: 10-11) provides a great example of institutional design in his description of the 
effectiveness of Glass-Steagall in promoting a financial system in which different entities provided financial 
services and competed for government regulatory benefits.  Germany, with its huge main banks, had no 
regulatory competition and did not develop the competing financial institutions.  However, this did not 
protect the German banking system from dangerously excessive exposure to U.S. mortgage-backed securities 
and credit default swaps in the recent financial crisis. 
36 The gap between design and implementation (de jure and de facto) is critical to my argument that actions 
are more important than words.  Barth, Nolle and Wanvimol  (2007) show this significant gap in their 
analysis of GATS implementation by 123 countries studied, where agreement matters much less than action. 
37 In the interests of space, I do not explore this concept further here but take this as an accepted fact. 
38 It is beyond the realm of this paper, but an argument could be made that the information industry itself, and 
military actions, are subject to the same requirements.  However the information industry deals in 
information, and military actions are not considered an industry, so I will leave this matter for future papers. 



TS-SGIR 2010  Removing the F.I.G. Leaf- Politics of International Banking 14 

guides and monitors all interested economic actors:  banks monitoring their clients through 

the public and proprietary information they gather and process;39 banks are, in turn, 

monitored and regulated by governmental agents and monitored by private agents through 

information discovery;40 government agents use the banks’ information to manage the 

economy;41 all interested actors monitor government’s handling of the financial system 

and the economy through information from banks and about banks;42

As noted above, acquiring banks’ seek out target banks for many reasons.  A key 

reason is to gain access to those targets’ embedded information.  Acquiring banks must 

overcome informational opacity in the potential host country if they are to avoid losses.  

This informational opacity varies tremendously across countries.  Part of support for 

encouraging financial liberalization generally and cross-border bank acquisition 

specifically was based on the expectation that global banks would remove some of the host 

countries’ informational opacity because there would be more disclosure.  This theoretical 

basis is now under attack from many quarters.  Reasons for non-disclosure have included 

inability to actually determine what is in the banks system; 

 financial price 

discovery occurs through information about credit, money and capital markets.   

43  risk management failures; 44  

unwillingness to disclose information; 45  and non-required disclosure. 46

Directly supporting the idea that privately negotiated outcomes vary depending on 

institutional protection, Dyck and Zingales (2004) found that the company control premia 

   

                                                 
39 Rajan (1992); Rajan and Winton (1995); Claessens, Demirgüç-Kunt, Huizinga (2001); Boot (2000). 
40Boot and Thakor (1993);  Kane (2001); Kroszner (1999); Levy Yeyati and Micco (2003) 
41 BIS#4, #26; Cohen (1996); Hakenes and Nainz (2008).  
42 Barth, Caprio and Levine (2005); Haggard and Maxfield (1996); Stallings and Studart (2006); see also 
Beck, Demirguc-Kunt and Maksimovic (2005) policy suggestions at end of piece. 
43 See Ryan (2009); Ellul and Yerramilli, (2010); Economist (2009). 
44 See Ryan (2009); Ellul and Yerramilli, (2010). 
45 Morgenson and Story (2010); McCulley (2009). 
46 See Ryan (2009); McCulley (2009). 
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obtaining in the market increased as the ability of corporate owners to extract private 

benefits increased.47

Insisting on more effective governance alone cannot change these rent-seeking 

tendencies.  Publicly provided governance is an important part of regulation, but not a 

complete solution.  Financial economists have proposed private monitoring as the answer.  

In their book, Rethinking Bank Regulation:  Till Angels Govern, Barth, Caprio and Levine 

find that government regulation is considerably weaker even in systems where institutional 

foundations are solid:  they argue that private monitoring provides an additional, necessary 

governance mechanism in effective regulatory regimes.

  Their research provides a rough “price” on ownership of corporate 

control, indicating that as the capacity to engage in rent-seeking increases, the potential 

value of the company increases to an actor who can exercise ownership control over that 

company.   

48

                                                 
47 Dyck and Zingales (2004) looked at merger premia obtaining in the sales of 393 controlling blocks of stock 
in 39 countries.  This study may provide one source of my estimates for private control in the cross-border 
banking model. 

  Private monitoring includes the 

ability of investors to shun banks or countries, depositors to vote with their feet, borrowers 

to look to other alternatives and auditing firms to issue critical opinions.  Private 

monitoring may also discipline regulators by demanding more effective legal frameworks 

and better execution.  Allowing the discipline of governance through improving corporate 

disclosure, privileging investor signals through market action, and generally improving 

rule of law are the most direct ways to address this problem, but are not the only ways and 

may not be feasible or completely effective.  Pagano and Volpin (2005) have argued that 

politics is endogenous to political economy types; teasing out the effects of politics 

requires employing proxy measures for a country’s political economy type and the 

48 Barth, Caprio and Levine (2005). 
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institutional changes which occur in that country over time. 

Again, I can only reiterate that this idea of reliance on private monitoring has come 

under extensive attack. 49

IV. Growing Big Banks, and the Too-Big-To-Fail Problem 

 

“…there is one key difference between the situation today and that in the 
Middle Ages.  Then, the biggest risk to the banks was from the sovereign.  
Today, perhaps the biggest risk to the sovereign comes from the banks.  
Causality has reversed.”     Alessandri and Haldane, 2009 

Acting on public information and proprietary information which they gather through 

relationships with their clientele, banks allocate or withhold credit.  To remain profitable, 

banks must also generate significant numbers of transactions based on these information 

sets and their capital base.   Competitive pressures drive margins lower, thereby creating 

more incentive to grow transaction volumes; growing transaction volumes lowers cost-per-

transaction in increasing returns-to-scale businesses, putting further pressure on margins as 

competition drives scalable products’ prices lower.50  Larger banks are thereby incented to 

grow larger, while smaller banks usually choose to focus on higher margin, local 

relationship business.51

Large banks’ managers are incented to grow ever larger banks for more than simply 

business reasons, however.  These incentives may also promote mergers.  Bliss and Rosen 

(2001) found that bank CEO compensation increased at banks which grew through 

   

                                                 
49 See Ryan (2009); Ellul and Yerramilli, (2010); Economist (2009); Morgenson and Story (2010); McCulley 
(2009). 
50 As Berger and Udell (2006) note, different banking products have differing cost structures; some may 
show increasing returns-to-scale while others may not.  Policy choices affect the profit structures of these 
products and the resulting industrial structure of the banking industry.    
51 Berger, Demirgüç-Kunt, Levine and Haubrich (2004) provide a comprehensive summary of this argument. 
Berger, Miller, Petersen, Rajan, Stein (2005) make a case that banks’ organization form incentivizes bankers 
to lend to either SMEs or larger clients, so “function follows form”, thereby creating small and large banks. 
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mergers even when those mergers produced no shareholder value.  Clearly growing a 

megabank delivers significant private gains to bank managers.52

In larger, developed economies, both large and small banks exist profitably, leading 

to a bifurcated industrial organization structure as in the United States.

  

53

Yet Berger and Udell (2006) note that large banks are empowered to compete in 

smaller banks’ SME markets through appropriate informational and transactional 

technologies.

  Recent studies, 

like Hughes, Mester, and Moon (2001), found significant scale economies in risk 

diversification, thereby better explaining very large banks.  Bossone and Lee (2004) find 

support for “systemic scale effects” in which larger financial systems enable financial 

services firms of a significant range of sizes to garner higher profit than similarly-sized 

firms in smaller financial systems.  Ennis (2001) and others have noted several different 

models, based on informational costs, product differentiation, and other key factors, which 

explain the existence of small banks’ niches in financial systems like the United States.  As 

noted, there are also strong political reasons for expansion. 

54

Whether large or small, banks and their managements garner significant economic 

and political power through their asymmetric information advantages.  Knowledge of the 

  Importantly, they note that much of the banking finance literature ignores 

the “chain” through which such lending technologies come into being, which includes 

government policies.   

                                                 
52 One should note Bliss and Rosen found significant stock ownership reduced this perverse incentive. 
53 Mester (2005) points out numerous previous studies “suggest that a single function may not be able to 
incorporate both large and small bank technologies or that some important factor that varies with bank size is 
excluded from the model.”   
54 On the one hand, Berger, Demirgüç-Kunt, Levine and Haubrich (2004) argue that “the literature is strongly 
consistent with the hypothesis that large banks tend to make hard-information-based transaction loans to 
larger, safer, more transparent borrowers, while small banks tend to make more soft-information-based 
relationship loans to smaller, riskier, more opaque borrowers.”  [p. 437]  On the other, Ennis (2001) suggests 
that, as the final barriers to horizontal (scale) and vertical (scope) expansion are gone in the U.S. banking 
system, integration may continue, leading to a Canadian model of very large banks and branching systems. 
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health of those industrial sectors and regions of the national economy to which a bank may 

lend is not only of interest to the government, but the government may sometimes seek to 

suppress informational transfer to other parties as well as to “guide” lending practices by 

the banks or to influence industrial policy through banks.55  Much of the theory behind 

development states and even the concepts of development, revolve around banking policy 

as one might expect.56

While banks’ advantages, derived from non-public information, give them huge 

power, there is a price.  Spanning demands for money across both space and time, banks 

are exposed to counterparty risks arising from both dimensions:  the ever-present danger of 

a borrower failing and temporal exposure due to the danger that a sudden demand for 

deposits which may cause a run on the bank.

 

57

Banking system fragility is endemic, and as banking has become more global, so 

have systemic risks to the global financial system.  As noted above, the results of these 

crises are significantly deeper and wider than just in the world of finance.  A cursory 

knowledge of banking systems reveals both developing and developed countries have 

experienced banking system problems.

   

58

The near-collapse of Continental Illinois National Bank in 1984, and subsequent 

   Lowering the level of this systemic risk is a 

major motivating factor behind the actions of many national and international political 

actors.  Policymakers attempt to factor these risks into their policy decisions about the 

financial system and the broader economy.   

                                                 
55 Note that directing lending through public banks may be the most efficacious way to distribute funds in a 
well-governed economy with strong institutions, as Hakenes and Hainz (2008) point out.  
56 See, for instance, Geddes (1994); Haggard & Maxfield (1996); Stallings & Studart (2005); for the 
corruption aspects, see Kang (2003); Kessler (2000), among others.  
57 Diamond (1984); Diamond and Dybvig (1983); Song and Thakor (2006); Rajan (1992); Rajan and Winton 
(1995); Reinhardt and Rogoff (2009); Reinhardt (2009). 
58 Acharya and Richardson (2009); Alessandri and Haldane (2009); McCulley (2009); Barth, Caprio and 
Levine (2005); Rajan (1992); Rajan and Winton (1995); Reinhardt and Rogoff (2009); Reinhardt (2009). 
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testimony regarding the use of FDIC funds to assist the bank, indicated the presence of a 

too-big-to-fail policy (henceforth TBTF) in the eyes of U.S. regulators.59  Thus began a 

frenzied debate about possible moral hazard engendered by TBTF; it has been argued that 

subsequent attempts to fix this policy problem through the 1991 passage of the Federal 

Deposit Insurance Corporation Improvement Act have not completely addressed the 

problem.60  Both direct and indirect incentives exist which may drive banks, particularly 

U.S. banks,  not only to acquire domestically but, in some circumstances, may encourage 

cross-border acquisitions.  Banks might not only incur additional risk-taking given an 

implicit TBTF guarantee.  Becoming TBTF may lower cost of funds, particularly on 

uninsured deposits, as noted by Mester (2005) and Hughes and Mester (1993).61

Additional, indirect benefits may be even more important still:  Mishkin (2006) notes 

that TBTF may not be entirely accurate.  Rather, “too politically important to fail” may be 

more accurate, particularly in emerging markets: “This is certainly true for emerging 

market countries, where bankers are particularly powerful, leading governments to bail out 

almost all banks.”

   

62

                                                 
59 Brewer and Jagtiani (2007); Mishkin (2006) gives a good review of the history and attempts to address the 
moral hazard issues created by an implicit TBTF through the 1991 passage of the Federal  Deposit Insurance 
Corporation Improvement Act.  

  Whether banks can grow to become TBTF, or to be “too politically 

important to fail”, this adds up to banks’ possible willingness to pay more for such 

benefits.  In a creative paper, Brewer and Jagtiani (2007) argue just that.  Analyzing U.S. 

bank acquisitions between 1991-2004, they found those deals in which the combined bank 

“became TBTF” by growing assets to at least $100 billion included, on average, $14 

60 Mishkin (2006) provides a survey.  
61 Interestingly this result is actually consistent with Stigler’s seminal AER article (1950), in which he argues 
that acquisitions leading to both monopolistic and oligopolistic may delay of entry by new firms, thereby 
allowing the larger firms to price at marginal cost and increases profits. 
62 Mishkin (2006) debates whether any bank is really TBTF, suggesting politics determines if bank failures 
are allowed or not.  This is an interesting argument from someone with extensive government experience. 
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billion in added size premiums.  They interpreted this to be the average amount paid to 

achieve TBTF status.  In fact, Mishkin (2006) argues “too politically important to fail”, 

rather than TBTF, was the reason for the American S&L crisis of the 1980’s.   

Hence we might argue that cross-border bank acquisitions may provide access to the 

political capital needed to gain political support.63

 

  This political support would not only 

enable banks to achieve policy goals, but also may make them too politically important to 

fail.   

V. Summing Up 

Banks are inherently political institutions for five interrelated reasons:  by virtue of 

dealing in that “commodity” by which all other goods are priced, money, banks are placed 

in a prominent political role; banking is at the epicenter of modern national and 

international economic systems; banks’ intermediation roles give them powerful 

informational advantages, and these information asymmetries engender economic and 

political power; governmental actors seek to channel, govern and sometimes manipulate 

this power; and banking systems pose great risk to not only their domestic economy but to 

the international economy as well.   

Perverse incentives exist which encourage bankers who cannot self-discipline 

themselves to engage in self-dealing.  Regulatory capture, paying themselves too much, 

and pursuing growth at all costs are pervasive problems; the present financial crisis is due 

in no small part to these problems.  

An interesting recent article by Andrew Large, Former Deputy Director, Bank of 

                                                 
63 Of course, political protection may not always be there.  The Argentine government’s treatment of foreign 
banks during the 2001-2003 crisis indicates this is not always the case; numerous other similar cases of 
obsolescing bargains exist. 
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England, analyzes how authorities might establish an effective macroprudential policy to 

retard and ameliorate financial crises.  Establishing such an authority is fraught with 

difficulties, and Mr.  Large cogently summed up the issue of effective multilateral 

governance for financial institutions:  “Although policy delivery should ideally be on an 

international basis, the lack of global government makes this impractical to achieve.”64

Banking mergers and acquisitions provide significant insight into the politics of 

banking.  Banking scholar Pennacchi (2000) cogently argued four possible reasons exist as 

to why banks merge:  to increase efficiency; to expand regulatory benefits and access; to 

increase management’s private benefits; and to increase market power.   Clearly politics is 

at the core of the last three. 

 

                                                 
64 Large (2010), p.200. 



TS-SGIR 2010  Removing the F.I.G. Leaf- Politics of International Banking 22 

 Bibliography 

Acharya, Viral V., John Biggs, Matthew Richardson and Stephen Ryan, "On the Financial 
Regulation of Insurance Companies," NYU Stern School of Business, August 2009.   
Accessed at http://w4.stern.nyu.edu/salomon/docs/whitepaper.pdf 

Acharya, Viral V., Jennifer Carpenter, Xavier Gabaix, Kose John, Matthew Richardson, Marti 
Subrahmanyam, Rangarajan Sundaram and Eitan Zemel “Corporate Governance in the 
Modern Financial Sector”, in Restoring Financial Stability: How to Repair a Failed System,  
New York University Stern School of Business:  Wiley Finance, 2009. 

Acharya, Viral V., and Matthew Richardson.  “Causes of the Financial Crisis,” Critical Review, 
Vol. 21, Nos. 2 & 3, pp. 195-210, 2009 a.  
Available at SSRN: http://ssrn.com/abstract=1514984   

Acharya, Viral V., and Matthew Richardson.  Restoring Financial Stability: How to Repair a 
Failed System,  New York University Stern School of Business:  Wiley Finance, 2009 b. 

Aliber, Robert Z.  “The 35 Most Tumultuous Years in Monetary History: Shocks, the Transfer 
Problem, and Financial Trauma,” International Monetary Fund 2005.  

Alessandri, Piergiorgio and Andrew G Haldane.  “Banking on the State,” Bank of England working 
paper, November 2009. 

Anderson, Jonathan.  “The Great Chinese Bank Sale,” Far Eastern Economic Review, September, 
2005.  

Andrade, Gregor; Mark Mitchell; Erik Stafford.  “New Evidence and Perspectives on Mergers,” 
Journal of Economic Perspectives, Spring, 2001, Vol. 15 Issue 2, pp. 103-120. 

Baer, Werner; Kent Hargis.  “Forms of External Capital and Economic Development in Latin 
America, 1820-1997,”  Modern Political Economy & Latin America: Theory & Policy. Edited 
by Jeffrey Frieden, Manuel Pastor and Michael Tomz.   Boulder: Westview Press, 2000. 

Bank for International Settlements (2001) Papers, No. 4, “The banking industry in the emerging 
market economies: competition, consolidation and systemic stability,” ISBN 92-9131-622-9. 

Bank for International Settlements (2004) Paper No. 22, "Foreign direct investment in the financial 
sector of emerging market economies," ISBN 92-9197-666-0.  

Bank for International Settlements (2006), Dubravko Mihaljek, Paper No. 28, "Privatization, 
Consolidation and the Increased Role of Foreign Banks." 

Barth, James R., Gerard Caprio and Ross Levine.  Rethinking Bank Regulation: Till Angels 
Govern. Cambridge: Cambridge University Press, 2005.  

Beck, Thorsten; Asli Demirguc-Kunt; Vojislavd Maksimovic.  “Financial and Legal Constraints to 
Growth:  Does Firm Size Matter?” Journal of Finance 60 [1], February, 2005, pp.137- 177. 

Becker, Gary S. "A Theory of Competition among Pressure Groups for Political Influence," 
Quarterly Journal of Economics (1983).  Pp. 371-400. 

Berger, Allen N.; Claudia M. Buch; Gayle DeLong; Robert DeYoung., “Exporting financial 
institutions management via foreign direct investment mergers and acquisitions,” Journal of 
International Money and Finance 23 [3], April, 2004, pp. 333-366. 

Berger, Allen N.; George R.G. Clarke; Robert Cull; Leora Klapper; Gregory F. Udell.  “ Corporate 
governance and bank performance: A joint analysis of the static, selection, and dynamic 
effects of domestic, foreign, and state ownership,” Journal of Banking & Finance 29 [8-9], 

http://w4.stern.nyu.edu/salomon/docs/whitepaper.pdf�
http://ssrn.com/abstract=1514984�


TS-SGIR 2010  Removing the F.I.G. Leaf- Politics of International Banking 23 

August-September 2005, pp. 2179-2221.  

Berger, Allen N.; Robert DeYoung, Hesna Genay and Gregory F. Udell [2000].  “The 
Globalization of Financial Institutions: Evidence from Cross Border Banking Performance,” 
The Brookings-Wharton Papers on Financial Services.  

Berger, Allen N.; Asli Demirgüç-Kunt; Ross Levine and Joseph G. Haubrich. “Bank Concentration 
and Competition: An Evolution in the Making,” Journal of Money, Credit and Banking 36 [3], 
Part 2: Bank Concentration and Competition: An Evolution in the Making A Conference 
Sponsored by the Federal Reserve Bank of Cleveland May 21-23, 2003 (Jun., 2004), pp. 433-
451.  

Berger, Allen N., Nathan Miller, Mitchell Petersen, Raghuram Rajan, Jeremy Stein. “Does 
Function Follow Organizational Form? Evidence from the Lending Practices of Large and 
Small Banks,”  Journal of Financial Economics, Volume 76, Issue 2, May 2005, pp. 237-269. 

Berger, Allen N. and Gregory F. Udell [2006]. “A more complete conceptual framework for SME 
finance,” Journal of Banking & Finance  30, Issue 11, November 2006, pp. 2945-2966. 

Bernanke,  Gertler, and Gilchrist [1996]. “The financial accelerator, and the flight to quality,” 
Review of Economics and Statistics 78, pp. 1-15. 

Bliss, Richard T. and Richard J. Rosen, "CEO compensation and bank mergers," Journal of 
Financial Economics, Volume 61, Issue 1, July 2001, pp. 107-138. 

Boehmer, Ekkehart; Robert C. Nash; Jeffry M. Netter.  “Bank privatization in developing and 
developed countries: Cross-sectional evidence on the impact of economic and political 
factors,” Journal of Banking & Finance 29 [8-9], (August-September 2005), pp. 1981-2013 

Boot, Arnoud W. A.. “Relationship Banking: What Do We Know?”  Journal of Financial 
Intermediation 9, 7–25 (2000). 

Boot, Arnoud W.A.; Thakor, Anjan V. “Self Interested Bank Regulation,” The American Economic 
Review, Vol. 83, No. 2, Papers and Proceedings of the Hundred and Fifth Annual Meeting of 
the American Economic Association. (May, 1993), pp. 206-212. 

Boot, Arnoud W.A.; Thakor, Anjan V.; Milbourn, Todd T..  "Expansion of Banking Scale and 
Scope: Don't Banks Know the Value of Focus?" (June 1998). London Business School WP 
No. LBS-IFA 275-1998.  

Bossone, Biagio; Jong-Kun Lee.  “In Finance, Size Matters: The ‘Systemic Scale Economies’ 
Hypothesis,” IMF Staff Papers, 51 (April 2004), pp. 19-46. 

Brakman, Steven; Harry Garretsen; Charles van Marrewijk.  “Cross-border Mergers & 
Acquisitions:  The Facts as a Guide for International Economics,”  CESIFO Working Paper 
no. 1823, October, 2006. 

Brewer III, Elijah; Julapa Jagtiani.  “How Much Would Banks Be Willing to Pay to Become “Too-
Big-to-Fail” and to Capture Other Benefits?”  July 2007, Federal Reserve Bank of Kansas 
City, RWP 07-05. 

Bris, Arturo; Christos Cabolis.  “The Value of Investor Protection:  Firm Evidence from Cross-
Border Mergers,” Yale School of Management Working Paper, August, 2004. 

Buch, Claudia M.; DeLong, Gayle (2004).  “Cross-border bank mergers: What lures the rare 
animal?” Journal of Banking & Finance 28(9), pp. 2077-2102. 

Busse, Matthias; Carsten Hefeker.  “Political risk, institutions and foreign direct investment,” 
European Journal of Political Economy 23 (2007), pp. 397 –415. 



TS-SGIR 2010  Removing the F.I.G. Leaf- Politics of International Banking 24 

Chari, Anusha; Nandini Gupta.  “Incumbents and protectionism: The political economy of foreign 
entry liberalization,” Journal of Financial Economics In Press, Corrected Proof, Available 
online 3 May 2008. 

Claessens, Stijn; Aslι Demirgüç-Kunt; Harry Huizinga.   “How does foreign entry affect domestic 
banking markets?” Journal of Banking & Finance 25 (5), May, 2001, pp.  891-911.  

Claessens, Stijn; Simeon Djankov; Joseph P. H. Fan; Larry H. P. Lang.  “Disentangling the 
Incentive and Entrenchment Effects of Large Shareholdings,” The Journal of Finance, Vol. 
57, No. 6. (Dec., 2002), pp. 2741-2771.  

Claeys, Sophie; Christa Hainz.  "Acquisition versus Greenfield: The Impact of the Mode of Foreign 
Bank Entry on Information and Bank Lending Rates," Sveriges Riksbank Working Paper 
Series, Working Paper No. 210, June 2007. 

Clarke, George, Robert Cull, Maria Soledad Martinez Peria and Susana M. Sánchez.  “Foreign 
Bank Entry: Experience, Implications for Developing Economies, and Agenda for Further 
Research,” The World Bank Research Observer, 18 (1): 25. (2003) 

Clementi, Gian Luca, Thomas F. Cooley, Matthew Richardson and Ingo Walter, "Rethinking 
Compensation in Financial Firms," in Restoring Financial Stability: How to Repair a Failed 
System,  New York University Stern School of Business:  Wiley Finance, 2009. 

Cohen, Benjamin J.. “Phoenix risen: The resurrection of global finance,” World Politics 48, 
Number 2, January, 1996, pp. 268-296.   

Cull, Robert and Clarke, George R.G.. "Bank Privatization in Argentina: A Model of Political 
Constraints and Differential Outcomes," (July 2001). World Bank Policy Research 
Working Paper No. 2633. Available at SSRN: http://ssrn.com/abstract=632701  

De La Cuadra, Sergio and Salvador Valdez.  “Myths and Facts about Financial Liberalization in 
Chile,” in Philip L. Brock, ed., If Texas Were Chile: A Primer on Bank Reform, San Francisco:  
Sequoia Institute, 1992. 

Dobson, Wendy and Anil K Kashyap.  “The contradiction in China’s gradualist banking reforms,” 
October, 2006, unpublished paper. 

Dyck, Alexander and Luigi Zingales.  “Private Benefits of Control: An International Comparison,” 
Journal of Finance 59, April, 2004, pp. 537-600. 

Dymski, Gary A.. "The Global Bank Merger Wave: Implications for Developing Countries," The 
Developing Economies, Volume 40, Number 4, pp. 435-66. 

Economist, “Muscling in on the banking business”, Jun 26th 1997. 

Economist, “Mexico’s bank rescue:  No end to the burden?” Jul 23rd 1998. 

Economist, “BSCH-Banespa:  Nuts?” Nov 23rd 2000. 

Economist, “Trouble with the neighbours”, Jul 18th 2002. 

Economist, “Calmer water, harder task,” Nov 25th 2004. 

Economist, “High living,” May 18th 2006. 

Economist, “Proceed with caution,” May 18th 2006. 

Economist, “Your bank needs you”, May 15th 2008. 

Economist, “Banks and information technology: Silo but deadly,” Dec 3rd 2009  

http://ssrn.com/abstract=632701�


TS-SGIR 2010  Removing the F.I.G. Leaf- Politics of International Banking 25 

Eden, Lorraine, Maureen Appel Molot, Insiders, outsiders and host country bargains, Journal of 
International Management 8 [4], 2002, Pages 359-388. 

Ellul, Andrew and Vijay Yerramilli, (2010).  "Stronger Risk Controls, Lower Risk: Evidence from 
U.S. Bank Holding Companies", Kelley School of Business, Indiana University, Available at 
SSRN: http://ssrn.com/abstract=1550361 

Ennis, Huberto M. 2001. “On the Size Distribution of Banks.” Economic Quarterly (Federal 
Reserve Bank of Richmond) 87,  no. 4: 1–25. 

Evans, Peter B.  Embedded Autonomy: States & Industrial Transformation, Princeton:  Princeton 
University Press, 1995.  

Feis, Herbert.  Europe:  The World’s Banker 1870—1914.  1930, reprinted in New York:  Augustus 
M. Kelley, 1964. 

Fluck, Zsuzsanna, Kose John, S. Abraham Ravid.  "Privatization as an agency problem: Auctions 
versus private negotiations," Journal of Banking & Finance 31 [9], September 2007, pp. 2730-
2750. 

Focarelli, Dario and Pozzolo, Alberto F.,(2005)  "Where Do Banks Expand Abroad? An Empirical 
Analysis," Available at SSRN: http://ssrn.com/abstract=301644. 

Garrett, Geoffrey, “The Causes of Globalization,” Comparative Political Studies, Vol. 33 (6/7), 
August/September, 2000, pp. 941—991.   

Geddes, Barbara.  Politician's dilemma : building state capacity in Latin America.  Berkeley: 
University of California Press, 1994.  

Golbe, Devra L.; White, Lawrence J., “Catch a wave: The time series behavior of mergers,” Review 
of Economics & Statistics, Aug93, Vol. 75 Issue 3, p493 

Goldberg, Linda S. “Financial Sector FDI and Host Countries: New and Old Lessons,” Economic 
Policy Review, Vol. 13, No. 1, March 2007  

Gorton, Gary, Matthias Kahl, Richard Rosen, “Eat or Be Eaten: A Theory of Mergers and Merger 
Waves,” Wharton Working Paper, October 2007, accessed at 
http://finance.wharton.upenn.edu/~gorton/research.html  

Grossman, Gene M.; Elhanan Helpman.  Special Interest Politics, Cambridge: MIT Press, 2001. 

Gugler, Klaus Peter, Mueller, Dennis C. and Yurtoglu, B. Burcin, "The Determinants of Merger 
Waves," (January 2006). WZB - Markets and Politics Working Paper No. SP II 2006-01 

Haggard, Stephan, and Sylvia Maxfield (1996) “The political economy of financial 
internationalization in the developing world,” International Organization 50(1), pp. 35- 68. 

Hakenes, Hendrik and Hainz, Christa, "The Politician and His Banker" (January 2008). CESifo 
Working Paper Series No. 2153 Available at SSRN: http://ssrn.com/abstract=965412 . 

Hughes, Joseph P., William W. Lang, Loretta J. Mester, Choon-Geol Moon, and Michael S. 
Pagano, “Do Banks Sacrifice Value to Build Empires? Managerial Incentives, Industry 
Consolidation, and Financial Performance,” Journal of Banking and Finance, 27 (2003), pp. 
417-447.  

Hughes, Joseph P., and Loretta J. Mester, “A Quality and Risk-Adjusted Cost Function for Banks: 
Evidence on the “Too-Big-To-Fail’ Doctrine,” Journal of Productivity Analysis, 4 (September 
1993), pp. 293-315.  

Jaffee, Dwight, Stijn Van Nieuwerburgh, Matthew Richardson, Lawrence White and Robert 

http://ssrn.com/abstract=1550361�
http://ssrn.com/abstract=301644�
http://finance.wharton.upenn.edu/~gorton/research.html�
http://ssrn.com/abstract=965412�


TS-SGIR 2010  Removing the F.I.G. Leaf- Politics of International Banking 26 

Wright, "What to Do About the Government Sponsored Enterprises?" in Restoring Financial 
Stability: How to Repair a Failed System,  New York University Stern School of Business:  
Wiley Finance, 2009. 

Jameson, Kenneth. "The Financial Sector in Latin American Restructuring," in Werner Baer and 
Melissa H. Birch, eds., Privatization in Latin America (London: Praeger, 1994), pp. 126.  

Jensen, Michael C., Richard S. Ruback, “The market for corporate control : The scientific 
evidence,” Journal of Financial Economics 11, April, 1983, pp. 5-50. 

Kaminsky, Graciela L and Carmen M. Reinhart.  “Financial Crises in Asia and Latin America: 
Then and Now,” The American Economic Review, Vol. 88, No. 2, Papers and Proceedings of 
the Hundred and Tenth Annual Meeting of the American Economic Association (May, 1998), 
pp. 444-448.  

Kessler, Timothy P.  “Political Capital: Mexican Financial Policy under Salinas,” World Politics, 
Vol. 51 (1), 1998, pp. 36—69. 

Khanna, Tarun; Joe Kogan; Krishna Palepu.  "GLOBALIZATION AND SIMILARITIES IN 
CORPORATE GOVERNANCE: A CROSS-COUNTRY ANALYSIS,"  The Review of 
Economics and Statistics 88(1),  February 2006, pp. 69–90  

Kolstad, Ivar; Espen Villanger.  “Determinants of foreign direct investment in services,” 
European Journal of Political Economy, In Press, Corrected Proof, Available online 28 
September 2007 

Kroszner, Randall S. "Is The Financial System Politically Independent?  Perspectives on the Political 
Economy of Banking and Financial Regulation,” University of Chicago Graduate School of 
Business Working Paper, June, 1999.  

Kroszner, Randall S., Philip E. Strahan. "What Drives Deregulation? Economics and Politics of the 
Relaxation of Bank Branching Restrictions," Quarterly Journal of Economics 114 (4), 
November, 1999, pp. 1437-1467. 

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., Vishny, R.W.  “Law and finance,” Journal of Political 
Economy 106, June, 1998, pp. 1113-1155. 

La Porta, R., Lopez-de-Silanes, F., Shleifer, A., Vishny, R.W.   “Investor Protection and Corporate 
Valuation,” Journal of Finance 57, June, 2002, pp. 1147-1170. 

Large, Andrew.  “What framework is best for systemic, macroprudential policy?” chapter 7 in The 
Future of Finance: The LSE Report, London:  London School of Economics and Political 
Science, 2010.  Access on-line at www.futureoffinance.org.uk 

Levy Yeyati, Edward and Alejandro Micco, “Concentration and Foreign Penetration in Latin 
American Banking Sectors:  Impact on Competition and Risk,” Inter-American Development 
Bank, Working Paper # 499, November, 2003. 

Leibenstein, Harvey.  “Allocative Efficiency vs. ‘X-Efficiency,’” The American Economic Review, 
Vol. 56, No. 3. (Jun., 1966), pp. 392-415.  

Lipton, Martin, "Merger Waves in the 19th, 20th and 21st Centuries," The Davies Lecture, 
Osgoode Hall Law School, York University, September 14, 2006.  

Markusen, James R. and Maskus, Keith E., "General-Equilibrium Approaches to the Multinational 
Firm: A Review of Theory and Evidence" (June 2001). NBER Working Paper No. W8334. 
Available at SSRN: http://ssrn.com/abstract=273702 

Martynova, Marina & Renneboog, L.D.R., 2005. "Takeover waves : triggers, performance and 

http://www.futureoffinance.org.uk/�
http://ssrn.com/abstract=273702�


TS-SGIR 2010  Removing the F.I.G. Leaf- Politics of International Banking 27 

motives," Discussion Paper 107, Tilburg University, Center for Economic Research.  

McCulley, Paul, “The Shadow Banking System and Hyman Minsky’s Economic Journey,” 
Research Foundation of CFA Institute, 2009. 

Mester, Loretta J., "Optimal Industrial Structure in Banking" (July 25, 2005). FRB of Philadelphia 
Working Paper No. 08-2 

Milbourn, Todd T.; Boot, Arnoud W.A.; Thakor, Anjan V., “Megamergers and expanded scope: 
Theories of bank size and activity diversity,” Journal of Banking and Finance, Feb99, Vol. 23 
Issue 2-4, p195-214 

Miller, Stewart R. & Arvind Parkhe.  “Patterns in the Expansion of U.S. Banks’ Foreign 
Operations,” Journal of International Business Studies, Vol. 29 (2), 2nd Qtr, 1998, pp. 359—
389. 

Mishkin, Frederic S.. “How Big a Problem is Too Big to Fail? A Review of Gary Stern and Ron 
Feldman's Too Big to Fail: The Hazards of Bank Bailouts,” Journal of Economic Literature, 
December 2006, Vol. 44 Issue 4, pp. 988-1004. 

Moeller, Sara B.; Frederik P. Schlingemann; René M. Stulz, “Wealth Destruction on a Massive 
Scale? A Study of Acquiring-Firm Returns in the Recent Merger Wave,” Journal of Finance, 
April 2005, Vol. 60 Issue 2, p757-782. 

Morgenson, Gretchen and Louis Story, “Testy Conflict With Goldman Helped Push A.I.G. to 
Edge,”  New York Times, February 7, 2010. 

Pagano, Marco and Paolo F. Volpin, “The Political Economy of Corporate Governance,” The 
American Economic Review, Vol. 95, No. 4 (Sep., 2005), pp. 1005-1030  

Peltzman, Sam. 1976. “Towards a more General Theory of Regulation,” Journal of Law and 
Economics 19 (2):211-240. 

Pempel, T.J.. “Structural Gaiatsu: International Finance and Political Change in Japan,” 
Comparative Political Studies, Dec99, Vol. 32 Issue 8, pp. 907-932. 

Penido de Freitas, María Cristina and Daniela Magalhães Prates, “A abertura financeira no governo 
FHC: impactos e conseqüências,” Economia e Sociedade 17 - Dezembro, 2001, pp. 81-111. 

Penido de Freitas, María Cristina and Daniela Magalhães Prates, “Financial openness:  the 
experience of Argentina, Brazil and Mexico,” CEPAL REVIEW 70, April, 2000, pp. 55- 74. 

Pennacchi, George, “Comment on Incentives for Banking Megamergers: What Motives Might 
Regulators Infer from Event-Study Evidence?” Journal of Money, Credit and Banking, Vol. 
32, No. 3, Part 2: What Should Central Banks Do? (Aug., 2000), pp. 702-705  

Polanyi, Karl. 2001. The great transformation: the political and economic origins of our time. 2nd 
Beacon Paperback ed. Boston, MA: Beacon Press. 

Posner, Richard A., “Theories of Economic Regulation,” The Bell Journal of Economics and 
Management Science, Vol. 5, No. 2. (Autumn, 1974), pp. 335-358.  

Rajan, Raghuram G..  "Insiders and Outsiders: The Choice between Informed and Arm’s-Length 
Debt," Journal of Finance 47, pp. 1367-1400. 

Ramirez, Guillermo and Francisco Rosende, “Responding to Collapse:  Chilean Banking 
Legislation”, in Philip L. Brock, ed., If Texas Were Chile: A Primer on Bank Reform, San 
Francisco:  Sequoia Institute, 1992. 

Reinhart, Carmen M. and Kenneth Rogoff, This Time is Different: Eight Centuries of Financial 



TS-SGIR 2010  Removing the F.I.G. Leaf- Politics of International Banking 28 

Folly, Princeton:   Princeton University Press, 2009. 

Roldos, Jorge (2001) “FDI in Emerging Markets Banking Systems” presented at OECD Global 
Forum on International Investment, International Monetary Fund. 

Roll, Richard, “The Hubris Hypothesis of Corporate Takeovers,” Journal of Business 59 (2), April, 
1986, pp. 197-216 

Roth, Michael.  "'Too-big-to-fail' and the stability of the banking system: Some insights from 
foreign countries," Business Economics 29 (4), October 1994, pp. 43-49.  

Roubini, Nouriel.  “The shadow banking system is unraveling,” Financial Times, September 21 
2008.  

Rugman, Alan, “Multinational Enterprises and Public Policy,” Journal of International Business 
Studies 29 (1), 1st Qtr, 1998, pp. 115- 136. 

Rugman, Alan and Alain Verbeke, “Foreign subsidiaries and multinational strategic management: 
An extension and correction of Porter’s Single Diamond Framework,” Management 
International Review 33 (2), Second Quarter 1993, pp. 71-84.  

Rugman, Alan and Alain Verbeke, “A Perspective on Regional and Global Strategies of 
Multinational Enterprises,” Journal of International Business Studies 35 [1], (Jan., 2004), pp. 
3-18  

Ryan, Stephen.  "Fair Value Accounting: Policy Issues Raised by the Credit Crunch," in Restoring 
Financial Stability: How to Repair a Failed System,  New York University Stern School of 
Business:  Wiley Finance, 2009. 

Soussa, Farouk (2004) “A Note on Banking FDI in Emerging Markets:  Literature Review and 
Evidence from M&A Data,” Bank of England, International Finance Division.  

Stallings, Barbara with Rogerio Studart.  Finance for development : Latin America in comparative 
perspective.  Washington, D.C.: Brookings Institution Press, 2006. 

Steenbergen, Marco R. and Bradford S. Jones (2002), “Modeling Multilevel Data Structures,” 
American Journal of Political Science, Vol. 46, No. 1. (Jan., 2002), pp. 218-237.  

Stigler, George J., “MONOPOLY AND OLIGOPOLY BY MERGER”, American Economic 
Review 40 (2), May, 1950, pp. 23-34. 

Stigler, George J..  “The Theory of Economic Regulation,” The Bell Journal of Economics and 
Management Science, Vol. 2, No. 1 (Spring, 1971), pp. 3-21. 

Thurbon, Elizabeth.  “Two paths to financial liberalization: South Korea and Taiwan,” Pacific 
Review, Jun2001, Vol. 14 Issue 2, p241- 68. 

Tornell, Aaron.  “Economic Crisis and Reform in Mexico,” 2006, from 
http://www.hoover.org/publications/books/crony.html  

Toxværd, Flavio, “Strategic Merger Waves: A Theory of Musical Chairs,” 2008, Journal of 
Economic Theory, 140(1), 1-26 

Williamson, John.  “A Short History of the Washington Consensus,” speech at Forum Barcelona, 
2004. 

Williamson, Oliver. The Economic Institutions of Capitalism.  Free Press, 1985. 

Yergin, Daniel and Joseph Stanislaw.  The commanding heights : the battle between government 
and the marketplace that is remaking the modern world,  New York : Simon & Schuster, 
1998. 

http://www.hoover.org/publications/books/crony.html�

	Keywords: international political economy, politics and banking, bank merger wave, banking crises, regulatory capture, private interests, too-big-to-fail

