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Key questions

How can financial instability reflect a political equilibrium rather than unavoidable

vulnerabilities or external shocks?

How do constituent and special interests affect the prevention, management,

resolution, and recovery of financial crises?

What role does regulatory capture play in financial crises?

How can distortions arising from regulatory capture be mitigated?
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Source: Lambert and Volpin (2018 [24])
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Bank failures: predictability and

consequences



Bank failures in the U.S., 1863–2024

Source: Correia, Luck and Verner (2026 [12])
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Failing banks exhibit deteriorating fundamentals, 1863–1934

Source: Correia, Luck and Verner (2026 [12])

Liquidity vs. solvency 4



Dynamics of output and credit around banking crises

Baron, Verner and Xiong (2021 [3]) argue

that:

• panic runs are not necessary for

banking crises, and panics are

preceded by bank equity declines,

reflecting the realization of weak

fundamentals

• Banking sector distress leads to severe

contractions in both output and credit

See also Baron and Xiong (2017 [4]) who

show that rapid bank credit expansion

predicts higher bank equity crash risk Source: Baron et al. (2021 [3])
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Two broad perspectives on financial regulation

The economic approach views regulation as a tool to enhance efficiency and financial

stability:

• Policymakers balance financial stability and economic growth

• Financial crises stem from exogenous shocks (e.g. pandemics, wars) or novel

factors (e.g. financial innovation)

The political approach views regulation as endogenously reflecting policymakers’

incentives and special interests:

• Policymakers may adopt ex ante inefficient regulations

• Regulation may favor policymakers themselves and influential groups

• Financial crises emerge as predictable outcomes of political equilibrium
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The role of political frictions in

financial crises



From build-up to recovery

Before crisis During crisis After crisis

Prevention Management Resolution Reform
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From build-up to recovery

Before crisis During crisis After crisis

Prevention Management Resolution Reform

Feedback effects

Political frictions shape all stages of the financial crisis cycle
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Political economy across the financial crisis cycle

Phase Paper discussed Topic covered

Prevention & build-up Igan, Mishra and Tressel (2012 [21]) Credit boom

Igan and Mishra (2014 [20]) Financial deregulation

Lambert (2019 [23]) Bank supervision

Liu and Ngo (2014 [25]) Timing of bank failures

Management Mian, Sufi and Trebbi (2010 [26]) Bailout bills

Duchin and Sosyura (2012 [17]) TARP

Resolution & reform Agarwal, Amromin, Ben-David and Dinc (2018 [1]) Foreclosure resolution

Igan, Lambert, Wagner and Zhang (2022 [19]) Failed-bank resolution

Anecdotes Dodd–Frank Act
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Bank lobbying in the U.S. prior to the financial crisis

Source: Igan and Lambert (2019 [22])
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A vector of political influence

Lobbying is only one component of a vector of political influence

Other components include:

• Electoral support (endorsements, campaign contributions, political ads, . . . )

• Charitable giving and philanthropy

• Grassroots mobilization

• Coalition building

• Testimony

• Public advocacy (form of “reverse lobbying”)

• Judicial strategies

• Media influence

• Personal networks

• . . .
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Complications

The vector of political influence is complex to identify and study systematically

Lobbying and campaign contributions are relatively visible and disclosed

Other channels (dark money, shadow lobbying, informal networks, . . . ) are often

undisclosed or hard to trace

We keep uncovering avenues via which the influence chain develops

Most empirical evidence comes from the U.S., but similar dynamics very likely exist in

Brussels and the E.U.

! This lecture focuses primarily on lobbying though
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Lobbying

Definition

The strategic communication of politically relevant information

Targets include politicians, congressional staff, regulators,

administrative agencies, and executive officials

The First Amendment protects the right to petition the

government

Lobbying is a $5bn+ industry in the U.S. in 2025

Lobbying seeks to influence decisions affecting trillions of $ of

government spending and nonmarket intervention

Much lobbying occurs behind the scenes

K Street, Washington D.C. —

symbolic center of the lobbying

industry
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Lobbying legislation and disclosure

The Lobbying Act of 1946 is the principal bill governing lobbying, which is now

integrated with the Lobbying Disclosure Act of 1995 and Honest Leadership and Open

Government Act of 2007

In United States v. Harriss, 347 U.S. 612 (1954), the Supreme Court limited the 1946

Act’s jurisdiction only to direct lobbying of Congress by a hired lobbyist

So, a firm’s employees involved in government relations in Washington are required to

register as lobbyists

The Lobbying Act does not pertain consultants, advisors, grassroots efforts and public

relations
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Lobbying legislation and disclosure (cont’d)

Recently the controls on lobbying have been extended heavily, particularly with respect

to disclosure clauses

Lobbyists are required to register with the Clerk of the House and the Secretary of the

Senate

They have to file extensive quarterly lobbying reports, listing:

• the issues and the bills on which they are lobbying

• the amounts involved

• details about their clients

Lobbying report U.S. lobbying
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Lobbying legislation and disclosure (cont’d)

There are today approximately 13,000 registered lobbyists in Washington, D.C.,

lobbying both the executive branch and members of Congress and their staff

The Lobbying Act as well as Senate and House rules prohibit gifts, dinners and

privately paid travel to convention and events

However they allow grassroots political effort, organization of political support

supplemental effort in drafting legislation

• Example: The 2008 American Housing Rescue and Foreclosure Prevention Act of

2008 was initially drafted by Credit Suisse

The Ethics in Government Act of 1978 prohibits an immediate revolving door, with

politician immediately becoming lobbyists after leaving office ! “cool down” period
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