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Abstract
In this paper, we examine the relationship between banks’ lobbying activities,
their size, financial strength, sources of income, and agency problems, before and
during the 2007-2009 financial crisis. First, we find that banks are more likely to
lobby when they are larger, have more vulnerable balance sheets, are less creditworthy, and have more diversified business profiles. We next find that banks engaged
in non-traditional businesses, e.g. securitization and trading, or in highly regulated
businesses, e.g. insurance, hire more lobbyists and spend larger amounts on lobbying.
We also show that a bank’s agency conflicts can explain its more intense lobbying
efforts. Finally, we observe that the announcement of the Dodd-Frank bill led to
increased lobbying by banks with higher trading revenues.
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1 Introduction
Jamie Dimon, JPMorgan’s chief, is reported to have once said that lobbying is JPMorgan’s seventh line of business.1 Indeed, when it comes to lobbying expenditures, the
financial services sector tops the list. From 1998 to 2010, financial firms have spent over
four billion US dollars setting up in-house lobbying teams and hiring external lobbyists
to defend their interests.2 Lobbying expenditures within the financial sector have more
than doubled over the period before and during the 2007-9 financial crisis, moving from
$233mn in 2000 to over $472mn in 2010. A decade later, substantial revisions of the
Volcker rule are currently under way, which may hint to banks’ success in their ongoing
lobbying efforts since the rule’s announcement in 2010, as well as to their increased incentives recently for getting involved in the new regulators’ objective of streamlining the
rule. The heaviest spenders within the financial sector are insurance companies, followed
by securities and investment firms, real estate companies, and banks. This last group is
the focus of our paper.
Lobbyists spend time with members of congress and state legislators to clarify and
advocate the positions of their clients on regulatory proposals. Many lobbyists are
themselves former members of congress and can therefore provide their clients with
privileged access to legislators thanks to their personal connections.
Several studies and interviews have highlighted the benefits that firms operating in
different fields get when they invest in lobbying. As we show in Section 2, more intense
lobbying is often associated, for instance, with more investment opportunities and better
financial performance. The same benefits appear to go to the banking industry as well
- especially in times when Congress gets to vote on banking regulation.
Bank lobbyists do have their critics, including Mervyn King, Governor of the Bank
of England, and Sheila Blair, head of the Federal Deposit Insurance Corporation, who
1
2

Source: “Obama aide declines visit to bank board” published on www.nytimes.com, July 19, 2009.
Source: Center for Responsive Politics website, www.opensecrets.org.
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have both accused lobbyists of distorting financial regulation.3 The issue of whether and
to what extent corporate lobbying should be regulated is an open and heated debate
among political scientists and law scholars (see, e.g., Chari, Hogan & Murphy (2010) for
a comparative analysis of lobbying regulation in several countries).
Traditional banking involves taking short-term deposits from customers and channelling these deposits into longer-term loans to households and businesses. But the
Gramm-Leach-Bliley Act has altered this restrictive view of banking in 1999 by allowing
organizations to combine banking, securities, and insurances services. Since then, even
the more conservative banks have ventured into non-traditional areas, such as securitization, proprietary trading, and alternative investments. The heightened risk-taking
behavior of banks and the opacity and complexity of interbank claims created by financial innovation are now deemed at least partially responsible for the 2007-9 financial
crisis.
On June 17, 2009, former US President Barack Obama proposed “a sweeping overhaul of the financial regulatory system”4 in response to the financial meltdown. Bills
were introduced in the House of Representatives by Representative Barney Frank on December 2, 2009 (“Wall Street Reform and Consumer Protection Act of 2009”, H.R.4173),
and in the Senate by Senator Chris Dodd on April 15, 2010 (“Restoring American Financial Stability Act of 2010”, S.3217). The final bill, named the “Dodd-Frank Wall
Street Reform and Consumer Protection Act”, was signed into law by Barack Obama
on July 21, 2010.5
The main objective of the Dodd-Frank bill is to limit excessive risk-taking by systemically important banks that benefit from the government’s safety nets. The bill covers a
wide variety of topics, including banks’ securitization transactions. More precisely and
with regards to securitization, the legislation addresses the following points: (i) whether
3

Source: “UK must resist US-style bank lobbying: BoE’s King” published on www.CNBC.com, July 28,
2010.
4
Source: http://www.whitehouse.gov/the-press-office/Remarks-of-the-President-on-Regulatory-Reform.
5
The entire text of the bill is available at http://banking.senate.gov.
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issuers or other parties should be required to retain a portion of the credit risk in securitization transactions; (ii) disclosure and reporting standards related to securitization
transactions; (iii) representations and warranties required to be provided in securitization transactions and the mechanisms for enforcing such representations and warranties;
and (iv) due diligence requirements with respect to loans underlying securitization transactions. Several studies have highlighted the contribution of securitization businesses in
increasing systemic risk across the banking sector; e.g., using a dataset of 92 cash and
synthetic securitization transactions issued by 54 European banks over the period from
1997 to 2007, Uhde & Michalak (2010) provide empirical evidence that credit risk securitization had a positive impact on the increase of European banks’ systematic risk. Yet,
the question whether the Dodd-Frank bill correctly addresses the incentive conflicts that
led to the pre-crisis bubble in securitization remains open to debate (see Kane (2012)).
Also among the numerous provisions of the bill is the so-called Volcker rule, which
aims at limiting proprietary trading and alternative investments fundship by bank holding companies (hereafter BHCs; see precise definition in section 4 below). The initial
version of the rule called for prohibiting BHCs completely from engaging in any proprietary trading and from investing in hedge funds and private equity. A sort of reminder
of the Glass-Steagall Act, which was adopted in the aftermath of the 1929 financial crisis
and prohibited commercial banks from engaging in investment banking activities. The
final version of the Volcker rule is, however, less strict and allows banks to dedicate up
to 3% of tier one risk capital to such activities. The softening of the restriction may, at
least in part, hint to banks’ success in their lobbying efforts on this issue.
A decade after the 2007-9 financial crisis, substantial revisions are currently underway
in the financial regulation landscape, particularly focusing on reducing the restrictions
implied by the Volcker rule. Jerome Powell, who was nominated to the Federal Reserve
chair position by the US President Donald J. Trump, is reported by Reuters to have said
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in February, 2018 that, “they are taking a fresh look at the Volcker rule”.6 The report
adds that, while the Congress is considering a bill that would exempt lenders with under
$10 billion in assets from the rule, the larger banks are lobbying for adjustments in how
the rule is also interpreted and applied to them. There are further changes envisaged for
streamlining the Volcker rule where one can also expect involvement and lobbying by
banks. For instance, the Federal Reserve board member and Vice-Chair for Supervision,
Randal Quarles, has been recently reported to have mentioned that, the regulators are
working to simplify key terms that define the rule’s boundaries, including “proprietary
trading” and “covered fund”.7 Furthermore, some recent formal developments regarding
the Volcker rule have met the long-lasting expectations of Wall Street. In April, 2018
the US House of Representatives voted and approved to name the Federal Reserve as the
primary regulator for the Volcker rule. When the new legislation enters into force, this
is expected to accelerate the rewriting process of the rule, because the rule is currently
enforced by five separate regulators and any change to it requires their coordination.8
The aim of this study is to examine the relationship between banks’ lobbying efforts,
on the one side, and their size, financial strength, revenue origination, and agency conflicts on the other, over a period covering before and during the 2007-9 financial crisis.
We also investigate the effect that the announcement of the financial regulatory reform
in 2009 had on banks’ lobbying activities as they relate to the revenues of their securitization and trading businesses. An original feature of our analysis is that we adopt a
network perspective to take into account several dimensions of a bank’s engagement in
lobbying: hence, not only lobbying expenses matter, but also the number of lobbyists
hired by a bank, as well as interaction terms of these two dimensions. As for the econometric methodology, in order to account for the presence of many zero observations in
6

Source: “Exclusive: U.S. regulators examine Wall Street’s Volcker rule wish list - sources” published
on www.reuters.com, February 28, 2018.
7
Source: “U.S. considering ’material changes’ to ’Volcker Rule’: Fed’s Quarles” published on
www.reuters.com, March 5, 2018.
8
Source: “House passes bill to streamline ’Volcker Rule”’ published on www.reuters.com, April 13,
2018.
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our data, i.e. quarters in which a BHC has not lobbied, we use a two-stage Heckman estimation analysis to correct for a possible selectivity bias. Indeed, ordinary least squares
(hereafter OLS) regression analyses might in our case lead to biased coefficient estimates
because of the high probability mass at point zero.
Our main empirical findings can be summarized as follows. First, we find that
banks are more likely to lobby when they are larger, have more vulnerable balance
sheets, are less creditworthy, and have more diversified business profiles. Our second
finding corroborates the fact that more diversified banks, mainly those engaged in nontraditional businesses, e.g. securitization and trading, or in highly regulated businesses,
e.g. insurance, hire more lobbyists and spend larger amounts on lobbying. Next, we
show that a bank’s agency conflicts can also explain its more intense lobbying efforts.
Finally, we observe that since the Dodd-Frank bill was announced, the lobbying activity
of banks with higher trading revenues has significantly increased.
The remainder of the paper is organized as follows. The next section discusses related
the literature. The following section presents the four hypotheses we test in order to
identify the main determinants of banks’ lobbying activities. Section 4 describes the data
collected, the variables constructed, and our estimation technique. Section 5 presents
our empirical results, while section 6 highlights key characteristics of BHCs that have
never lobbied over our sample period. Finally, section 7 concludes.

2 Related literature
Our paper provides a contribution to the literature on the determinants and effects of
corporate lobbying, including (but not limited to) the lobbying activities carried out by
the financial sector. This literature is quite recent, as it has only recently been made
possible thanks to the disclosure of lobbying expenses by US firms starting in 1998.9
9

For a comprehensive review of the literature on corporate political activities sharing common boundaries with finance, accounting, and corporate governance, we refer to Mathur & Singh (2011).
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Hill, Kelly, Lockhart & Ness (2013) investigate the determinants and shareholder wealth
effects of corporate lobbying. They find that lobbying is positively related to firm size,
investment opportunities, and cash flow. Chen, Parsley & Yang (2015) examine corporate lobbying from a financial perspective and find a positive relationship between firms’
lobbying activities and accounting and market measures of financial performance. Yu
& Yu (2011) examine the relationship between corporate lobbying and fraud detection,
and find that, compared to non-lobbying firms, firms that engage in lobbying activities
have on average a significantly lower hazard rate of being detected for fraud, evade fraud
detection for a longer time period, and are less likely to be detected by regulators. Gao
& Huang (2016) find that hedge fund managers obtain an informational advantage in
securities trading through their connections with lobbyists.
A few papers study the lobbying efforts of financial firms or in the context of the
financial crisis that broke out in 2007. Duchin & Sosyura (2012) investigate the determinants of capital allocation to financial institutions under the Troubled Assets Relief
Program and find that the investment amounts are positively related to banks’ lobbying
expenditures and political contributions. Igan, Mishra & Tressel (2012) empirically examine the relationship between lobbying by financial institutions and mortgage lending
in the run-up to the financial crisis. They find that lenders lobbying more on issues
related to mortgage lending had higher loan-to-income ratios, securitized more intensively, and had faster growing portfolios. Moreover, delinquency rates during the crisis
were higher in areas where lenders’ lobbying grew faster. Considering firms’ campaign
contributions rather than their lobbying expenses, Mian, Sufi & Trebbi (2010b) draw
similar conclusions as Igan et al. (2012) and find that special interests influenced congressional voting patterns on housing-related legislation during the subprime mortgage
credit expansion from 2002 to 2007. In a related paper, Mian, Sufi & Trebbi (2010a)
look at two significant pieces of legislation that shaped the regulatory response after
the 2007-9 crisis and again find congressional voting behavior to be affected by mort-
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gage industry campaign contributions. In addition to using campaign contributions and
lobbying efforts, Agarwal, Amromin, Ben-David & Dinc (2018) suggest that banks influence the political process through a novel channel, via their foreclosure actions, and
at comparable and even higher costs to them. They argue that foreclosure delays might
help decrease pressure on politicians from their voters and allow banks to obtain more
favorable legislative outcomes. Then, they show that during the period where many
important banking reforms in 2009-10 including the Dodd-Frank Act were being considered, the mortgage-servicing banks delayed the start of the foreclosure process on
delinquent mortgages in the districts of US Financial Services Committee members.
Lambert (2018) examines the relationship between US commercial and savings banks’
lobbying and the micro-prudential supervisory decisions of US regulators, in particular
the issuance of regulatory enforcement actions during the 2007-9 financial crisis and its
aftermath. He explores the implications of such lobbying activities by banks on their
risk-taking behavior and financial performance afterwards. He finds that regulators are
44.7% less likely to initiate enforcement actions against lobbying banks, meaning that
banks might engage in lobbying to gain preferential treatment to safely pursue riskier
strategies. And, he finds that lobbying banks underperform their non-lobbying peers,
such that lobbying banks exhibit almost a 50% reduction in their return on assets (ROA)
afterwards. He emphasizes the observation that ROA decreases only after the lobbying
decision takes place, and lobbying could not be explained by past financial performance.
While their focus is on non-financial firms, Adelino & Dinc (2014) also study the lobbying
efforts by firms in the context of the 2007-9 financial crisis, in particular in relation to
the funds provided by the Stimulus Act of 2009. They investigate the role of a firm’s
financial health, measured by its credit default swap(CDS) spreads, on its efforts to
influence the government through lobbying. They find that weaker firms spend more on
lobbying, and subsequently the amount spent on lobbying is associated with a greater
likelihood of receiving stimulus funds.
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Looking at a different historical and geographical context, Claessens, Feijen & Laeven
(2007) analyze the campaign contributions by Brazilian firms around the 1998 and 2002
elections and find that cross-sectional variation in stock market responses at the announcement of election results can in part be explained by the campaign contributions
of individual firms to candidates. This suggests that campaign contributions help shape
policy on a firm-specific, rather than ideological, level. Aslan & Grinstein (2010) investigate the relationship between CEOs’ compensation packages and their contributions to
political campaigns between 1996 and 2006. Using several measures of a CEO’s political
connectedness, they find that the returns to a CEO’s political network account for 6%
of his salary and 9% of his total compensation.
Another related strand of the literature looks at the importance of personal ties
between businessmen and politicians, rather than connections operating through formal lobbying or political finance institutions. Several studies consider the situation in
emerging markets since the very centralized and stable political structure in those countries makes it easier to identify politically connected businesses and where personal ties
to political leaders play a very important role. Indeed, Faccio, Masulis & McConnell
(2006) analyze the likelihood of government bailouts of 450 politically-connected, though
publicly-traded, firms in 35 countries over the period 1997-2002. They find that connected firms are more likely to be bailed out in most countries, but that the probability
of bailout is much lower in richer countries, which have lower levels of corruption and
stronger legal systems. Studies focusing on individual countries include Johnson & Mitton (2003) on Malaysia, as well as Dinç (2005), Fisman (2001), and Leuz & OberholzerGee (2006) on Indonesia. But personal ties to politicians seem to matter in the United
States, too: Acemoglu, Johnson, Kermani, Kwak & Mitton (2016) look at personal ties
to Timothy Geithner and find that Geithner-connected financial firms gained abnormal
positive stock market returns following the announcement of Geithner’s nomination as
Treasury Secretary. In a similar study, Fisman, Fisman, Galef, Khurana & Wang (2012)
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examine the stock market returns of companies with personal connections (based on
board linkages) to Vice-President Richard Cheney in reaction to news about his personal and political fortunes. They find a zero effect, suggesting that formal connections
are more useful than informal connections.
Another issue closely linked to the relative importance of personal connections versus
formal channels of political influence is the question whether a lobbyist’s value comes
from his or her expertise in specific technical areas or whether it comes from the connections that the lobbyist maintains with politicians and lawmakers. This topic is taken up
by Bertrand, Bombardini & Trebbi (2014), whose investigation of US lobbyists’ profiles
and donations shows that it is connections rather than issue expertise that might be the
relatively scarce resource lobbyists bring to the table.
In a broader context, our study is related to the literature on networks in finance,
which examines the benefits that networks of social, including political, connections
bring to financial firms; see, e.g., Cohen, Frazzini & Malloy (2008) and (2010).
Our contribution to the literature on corporate lobbying is threefold. First, we focus
our attention on BHCs and investigate the determinants of lobbying activities specifically within the banking sector rather than for a broader set of financial firms. Although
this entails working with a smaller sample set, we believe that such a focus allows us
to identify the motives behind the banking sector’s lobbying efforts more carefully. We
are not aware of any other study taking a closer look at BHCs’ lobbying determinants.
Second, we rely upon several dimensions of banks’ lobbying activities by adopting a
network perspective and introduce to the corporate lobbying literature a novel network
metric suggested in the social networks literature by Opsahl, Agneessens & Skvoretz
(2010). More specifically, besides the sum of lobbying expenses and the number of lobbyists hired, we employ a measure interacting both lobbying expenses and the number
of lobbyists hired. This measure allows one to capture the cases where some characteristics of the banks play a role in determining their overall lobbying activities only when
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those two variables combined, but would not be able to explain each component of their
overall lobbying activity individually. To the best of our knowledge, our study is the
first to consider this dimension of lobbying intensity. Third, we are the first to examine
the effect of the announcement of the Dodd-Frank bill and of the Volcker rule on banks’
lobbying, with a special focus on banks with higher securitization and trading revenues.

3 Hypotheses
We test four hypotheses to investigate the determinants of banks’ decision to lobby and
the intensity with which they lobby, as well as the effect that the announcement of the
US financial regulatory reform in 2009 had on banks’ lobbying efforts.
Hypothesis One The decision of a BHC to engage in lobbying activities
can be explained by its size, financial strength, and business profile.
We expect BHCs to be more likely to lobby when they are larger, have more vulnerable
balance sheets, and have more diversified businesses. Higher business diversification, in
this case, proxies for a bank’s engagement in non-traditional banking activities.
As outlined in the literature review above, previous studies Hill et al. (2013) find
that a firm’s lobbying efforts are positively related to the firm’s size and investment
opportunities. Also according to previous studies, firms lobbying more tend to have
better financial performance indicators Chen et al. (2015).
Hypothesis Two The intensity with which a BHC lobbies can be explained
by the breakdown of its main sources of income.
To gain more information, we look at the breakdown of BHCs’ main sources of income.
In particular, we expect a positive relationship with non-traditional businesses, e.g. securitization and trading, or highly regulated businesses, e.g. insurance. Furthermore,
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securitization has been a politically sensitive business in the run-up to the 2007-9 financial crisis since it relied on mortgages and access to house ownership in the US (even for
lower-income households) which has been highly encouraged by the politicians in power.
This reinforces our expectation of a positive relationship between BHCs’ lobbying efforts
and their securitization revenues.
Our result expectations are supported by studies on corporate lobbying in the context of the 2007-9 financial crisis. For instance, Mian et al. (2010b) find that special
interests influenced congressional voting patterns on housing-related legislation during
the subprime mortgage credit expansion from 2002 to 2007.
Corollary A BHC’s choice between setting up an in-house lobbying team or
hiring an external lobbying firm to lobby on its behalf can be explained by
the breakdown of its main sources of income.
We expect BHCs to set up (larger) in-house lobbying teams when their main sources
of income originate from businesses traditionally under heavy regulatory scrutiny, e.g.
insurance. Banks recur to external lobbyists for newer business and regulatory issues
that require outside expertise, such as derivatives trading.
Hypothesis Three A BHC’s increased agency conflict leads to more intense
lobbying activities.
Lobbying may not be in the best interest of the firms. The managers might be lobbying
anyway to promote their personal interests. In that case, we expect BHCs to lobby more
intensely when there is a more severe agency conflict between them and the shareholders.
There exist a large body of literature that suggests that corporate lobbying may be
agency driven. Mathur & Singh (2011) provide a comprehensive review of the literature
on corporate lobbying and its determinants, and point out to two alternative views in
the literature to corporate lobbying decisions: as value maximizing investments, or as
managerial perquisite consumption.
12

Hypothesis Four The announcement of the financial regulatory reform following the 2007-9 financial crisis led to more intense lobbying by BHCs whose
sources of income originate from businesses foreseen to be under increased
regulatory scrutiny, thus in particular by BHCs more heavily engaged in
trading (due to the Volcker rule).
We expect the announcement of the Volcker rule, i.e. of a restriction on BHCs’ proprietary trading and alternative investments, to induce more intense lobbying by BHCs
that extract a larger fraction of their revenues from trading. Although it is not possible
to distinguish a bank’s proprietary trading from the trading it conducts on behalf of its
clients, its total trading gains (or losses) certainly provide a good measure of how much
is at stake. We also investigate whether the initial announcement of the financial regulatory reform by former US President Barack Obama in June 2009 led to more intense
lobbying by banks that extract a larger fraction of their revenues from securitization,
since banks’ securitization transactions came under increasing regulatory scrutiny following the 2007-9 financial crisis and were targeted by several provisions in the reform
bill.

4 Data and methodology
The focus of this study is on BHCs. The Bank Holding Company Act of 1956 broadly
defines a BHC as “a company that owns and/or controls one or more US banks or
one that owns, or has controlling interest in, one or more banks (www.ffeic.com).”
The Federal Reserve Board of Governors is responsible for regulating and supervising
BHCs’ activities, even if the bank owned by the holding company is under the primary
supervision of a different federal agency, e.g. the Federal Deposit Insurance Corporation
(FDIC).10
10

Most BHCs in our sample hold the special status of “financial holding company - domestic” (FHC),
which is defined as follows:

13

We begin constructing our sample by taking the top 50 BHCs in terms of USD
nominal value of total assets as declared in September 2010 by the Federal Financial
Institutions Examination Council (FFEIC). Our sample period runs from 2001:Q1 to
2010:Q3 and is determined by the availability of both lobbying and financial data. In
particular, we exclude three BHCs because we are unable to retrieve their financial data;
namely, Ally Financial, Inc., American Express Company, and First Niagara Financial
Group, Inc. Moreover, if a BHC in our sample has been formed sometime between 2001
and 2010 as the result of a merger between two banks, we add to our sample the two
original banks. As a clarifying example: our sample includes not only Bank of New York
Mellon, but also the two former merging banks, Bank of New York and Mellon Financial
Corp. Appendices A and B provide the list of BHCs included in our sample and a few
remarks on these banks with reference to our sample period running from 2001:Q1 to
2010:Q3.
Table 1 provides the definitions and the sources of data for all the variables we use,
table 2 descriptive statistics of the variables, and table 3 the correlations between them.
The following subsections discuss the contents of these tables.
“A financial entity engaged in a broad range of banking-related activities, created by the
Gramm-Leach-Bliley Act of 1999. These activities include: insurance underwriting, securities dealing and underwriting, financial and investment advisory services, merchant
banking, issuing or selling securitized interests in bank-eligible assets, and generally engaging in any non-banking activity authorized by the Bank Holding Company Act. The
Federal Reserve Board is responsible for supervising the financial condition and activities
of financial holding companies. Similarly, any non-bank commercial company that is predominantly engaged in financial activities, earning 85% or more of its gross revenues from
financial services, may choose to become a financial holding company. These companies
are required to sell any non-financial (commercial) businesses within ten years.”
Source: www.ffeic.com.
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4.1 Banks’ lobbying activities
4.1.1

Lobbying data

The Lobbying Disclosure Act of 1995 requires any firm with an in-house lobbying unit
and whose lobbying expenses exceed $20’000 semi-annually to register with the Secretary
of the Senate and the Clerk of the House of Representatives within 45 days after it
first makes a lobbying contact. The registration also applies to any lobbyist whose
total income for lobbying activities on behalf of a client it represents exceeds $5’000.
Lobbyists and their clients were initially required to file two lobbying reports per year:
a mid-year report for lobbying activities carried out between January and June, plus an
end-year report for the period between July and December. Since the beginning of 2008,
legislators raised the required reporting frequency from semi-annual to quarterly.
Lobbying reports are made available to the public by the Center for Responsive
Politics on its OpenSecrets.org website. For the period running from 2001 to 2007,
we transform banks’ semiannual lobbying expenses into quarterly ones by splitting the
amounts into two. Although such procedure may at first seem somewhat arbitrary, one
important point motivates our choice. The lobbying figures refer to the entire six-month
period and not to the last day of the semester, so we do not know whether the money was
actually paid out in, say, January or June. Indeed, support for our procedure is reinforced
by looking, for instance, at the money paid by Goldman Sachs to Baptista Group:
$140’000 in 2007:H2 and then $67’500 in both 2008:Q1 and 2008:Q2. Or to Duberstein
Group: $200’000 in 2007:H2 and then $100’000 in both 2008:Q1 and 2008:Q2. More
generally, Goldman Sachs’ total lobbying expenses moved from $1’340’000 in 2007:H1
and $1’380’000 in 2007:H2 to $760’000 in 2008:Q1 and $980’000 in 2008:Q2.
If there are no lobbying reports for a BHC in a given quarter, we presume that it has
not lobbied and take zero as the amount invested in lobbying.11 There is large variability
11
It is worth stressing that the variable of interest of our study is individual lobbying carried out
by BHCs and not collective lobbying carried out by banks’ trade associations. Hence, zero individual
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in BHCs’ lobbying activities over 2001-2010: of the 49 banks included in our sample, 21
banks have lobbied in all quarters or almost (i.e over 90% of the time), 14 have lobbied
occasionally, while the remaining 14 have never lobbied at all.
Figure 1 shows that the cross-sectional average quarterly lobbying expenses across all
lobbying BHCs in our sample increased from 2001:Q1 to 2010:Q4. The cross-sectional
average moves slightly downward until 2002:Q3, at which point there appears to be
a “jump” in BHCs’ lobbying expenses. Figure 1 clearly shows that it is mainly after
2006:Q1 that lobbying BHCs started to augment significantly their quarterly lobbying
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Figure 1: Cross-sectional average quarterly lobbying expenses (USD ’000) across all
lobbying BHCs in our sample.

4.1.2

Measures of connectedness

If we interpret BHCs and lobbyists as nodes of a weighted directed network, where a
link departing from BHC i to lobbyist j means “BHC i hires lobbyist j” and the weight
attached to the link denotes the amount paid for the lobbyists’ services, we can borrow
lobbying expenses do not rule out any contributions a BHC may have made to a trade association’s
lobbying efforts. This, however, is outside the scope of our study.
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suitable measures from (social) network analysis for our study. Specifically, for each
quarter from 2001 to 2010, we construct four distinct variables that capture qualitative
and quantitative features of a BHC’s lobbying activity.
Our first measure is the dummy variable LobbyDummyi,t which takes on a value of
one if BHC i does lobby in quarter t, and zero otherwise. For our second measure we
consider the sum of weights of all links departing from each node representing a BHC,
or “node strength” in network terminology. We construct a variable LobbyExpensesi,t
that expresses total lobbying expenses of BHC i in quarter t as a part per million (ppm),
i.e. 10−6 , of its total nominal assets in the same quarter:12

LobbyExpensesi,t =

T otalLobbyingExpensesi,t
∗ 106 .
T otalAssetsi,t

(1)

As a third measure of connectedness we take the number of links departing from each
node representing a BHC, i.e. the node’s “out-degree”. In our case, this corresponds to
the total number of both in-house and external lobbyists hired by BHC i in quarter t.
This brings to the picture the gregariousness of a node as a further dimension of its
network activity. That is, we use the number of a BHC’s lobbying connections as a
further dimension of its lobbying efforts:

Lobbyistsi,t = InHouseLobbyistsi,t + ExternalLobbyistsi,t .

(2)

Each BHC hired on average six lobbyists per quarter throughout our sample period.
Breaking down the numbers into in-house and external lobbyists, each BHC hired on
average one in-house lobbyist and five external lobbyists per quarter. Figure 2 compares
the time evolution of the total number of in-house lobbyists with that of external lobbyists hired by the BHCs in our sample. There is clearly more variation in the number of
external lobbyists hired, intuitively because of the flexibility with which contracts with
12

See the description of banks’ financial data below.
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external lobbyists can be started and ended. The highest number of lobbyists working
on behalf of a given bank and in a given quarter was attained by Citigroup in 2002:Q4
with 74 lobbyists, 67 of whom were external.
As a fourth and final measure of connectedness we take a combination of the two
last measures, following the suggestion by Opsahl et al. (2010) of a generalized degree
measure for weighted networks:

1−α
LobbyM ixi,t = LobbyExpensesi,t
× Lobbyistsαi,t ,

(3)

where α is a tuning parameter. We assign to α a value of 0.5, so to give equal weights
to the number of connections and to the “value” of those connections. We believe this
is an interesting measure, because, by giving equal weights to both a bank’s lobbying
expenses and the number of lobbyists hired, it tells us which banks were more active
in lobbying under both aspects combined. More importantly, this measure allows one
to capture the cases where some characteristics of the banks play a role in determining
their overall lobbying activities only when those two variables are combined, but would
not be able to explain each component of their overall lobbying activity individually.

4.2 Banking data
For our independent variables on banks’ characteristics, we refer to several sources.
One source of data are BHCs’ consolidated financial statements. These statements are
officially known as the FR-Y-9C reports and are filed on a quarterly basis. Quarterly
data up to 2007:Q4 are available from the Wharton Research Data Services database,
whereas quarterly data from 2008:Q1 onwards are available from the Federal Reserve’s
National Information Center website.
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Figure 2: Comparing the time evolution of banks’ hiring of in-house lobbyists (lower
blue line) versus external lobbyists (upper red line). Figures represent aggregate values
over all 49 BHCs in our sample.

4.2.1

Banks’ financial strength and credit risk

One first information we take from banks’ financial statements is the nominal value
of their total assets. We use this to normalize lobbying expenses (as described in the
previous section) and to control for the size of each bank when regressing LobbyDummy
and Lobbyists on the independent variables.
As a measure of a bank’s financial strength we construct the variable T ierOnei,t ,
which is BHC i’s tier one capital ratio in quarter t and is obtained by dividing the
bank’s tier one capital by its average total assets for leverage capital purposes. As table
2 shows, there are negative tier one capital ratio values in the data: These figures belong
to Taunus Corporation and have apparently raised concern among US Senators in June
2010.13 This case is isolated, though. On average, our sample BHCs maintain a tier one
capital ratio of 7.42 in each quarter.
From Compustat we obtain the S&P domestic long-term issuer credit rating, which
is a current opinion of an issuer’s overall creditworthiness, apart from its ability to repay
13

See “Heard on the Street: Deutsche Bank deserves bite Bair gave it” published on www.wsj.com,
June 17, 2010.

19

individual obligations. Values range from AAA, meaning that the firm has an extremely
strong capacity to meet its financial obligations, to D, meaning that the firm is in default.
If a bank’s credit rating is not available, we take that of its parent company. In one
case, namely for Commerce Bancshares, we take S&P’s rating for the BHC’s short-term
debt, since no long-term rating is available for our entire sample period. S&P ratings are
published on a monthly basis, though, for the purposes of our study, we are interested in
the rating corresponding to the end of each quarter. We construct the variable Ratingi,t
which takes on values one (for AAA) to 22 (for D) indicating the strength of BHC i’s
credit rating in quarter t. The average BHC in our sample has an A rating.
Besides Ratingi,t , we consider alternative measures of a bank’s riskiness. Riskiness
of a bank can be significantly influenced by whether and to what degree the bank is
hedging its portfolio exposure. Hence, accounting for hedging practices of the sample
BHCs helps us identify the effect of a bank’s financial strength on its lobbying activities14 . To measure a BHC’s hedging portfolio exposures we construct the variable
DerivativesHedgingi,t , which is BHC i’s derivatives held for hedging purposes expressed
as a fraction of BHC i’s total assets.
4.2.2

Banks’ sources of income

We also look at the various components of interest income and of non-interest income
of each BHC. Since the breakdown of both interest income and non-interest income into
their single components was not always reported in the same way during our sample
period, we carry out a matching of income components over the different years. For the
purposes of our study, we are mainly interested in the non-traditional and politically
sensitive banking activities that were the target of the Dodd-Frank regulatory reform,
plus the more traditional loans business. We focus on the following five income sources,
all of which are expressed in percentage terms of total interest and non-interest income:
14

Riskiness of a bank can also be related to the quality of the bank’s loans, or assets in general, and
we take this into account.
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• Securitizationi,t is net securitization income.
• T radei,t is trading revenue from cash instruments and derivative instruments. This
includes: (i) interest rate exposures, (ii) foreign exchange exposures, (iii) equity
security and index exposures, (iv) commodity and other exposures, (v) and credit
exposures.
• Insurancei,t includes (i) underwriting income from insurance and reinsurance activities and (ii) income from other insurance activities.
• InvestBanki,t includes (i) fees and commissions from securities brokerage, (ii)
investment banking, advisory, and underwriting fees and commissions, and (iii)
fees and commissions from annuity sales.
• Loansi,t is interest and fee income on loans in domestic and foreign offices. This
includes (i) loans in domestic offices secured by 1-4 family residential properties,
(ii) all other loans in domestic offices secured by real estate, (iii) all other loans in
domestic offices, and (iv) loans in foreign offices, Edge and Agreement subsidiaries,
and IBFs.
A few observations on the time evolution of the two business activities we are most
interested in - securitization and trading - are in order. Figure 3 shows that securitization
has taken off as a source of income for our sample BHCs towards the end of 2004, after
which it has remained relatively stable until the end of 2007. Our sample BHCs have
then experienced severe losses on their securitization businesses in all quarters in 2008.
Securitization revenues in 2009 are at a roughly same level as in the pre-2005 period.
Thirty BHCs in our sample were at some point in time engaged in the securitization
business, and half of these BHCs over almost the entire sample period.
Banks’ trading activities were loosely regulated throughout 2001-2010 and, to a certain degree, even encouraged by low capital requirements imposed by the Securities
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and Exchange Commission (SEC).15 Figure 4 markedly reveals the losses suffered by
the BHCs in our sample on their trading activities from 2007:Q2 to 2009:Q1. Nineteen
BHCs have suffered some or substantial losses in those quarters. Individual cross-section
graphs show no losses on trading activities for the quarters prior to 2007:Q2.
It is also interesting to note in table 2 that, on average, securitization and trading
revenues make up a very small fraction of banks’ total income. This is especially true
when compared to, say, income from loans. The loans business appears to remain the
prevalent business of our sample BHCs, although the high standard deviation of Loans
reveals large variability within the sample.
We finally quantify the degree of concentration or diversification across a BHC’s
business activities in each quarter. For this we use a formula similar to the Herfindahl
index:
BizConcentrationi,t =

15
X

|ax,t |2 ,

(4)

x

where ax,t is the share of the xth source of income in quarter t. There are 15 main sources
of income according to the FR-Y-9C reports. We take absolute values because of possible
negative values denoting losses in any business segment. Values of BizConcentration
closer to one indicate higher business concentration, whereas values closer to zero indicate higher business diversification. The relatively high correlation of 0.561 between
BizConcentration and Loans shown in table 3 confirms our statement of high business
concentration corresponding to a focus on the traditional lending activity.
4.2.3

Banks’ previous performance and agency conflicts

Financial performance could be an important determinant of the capability and incentive
to lobby for a firm. On one hand, lobbying may be a response to poor past performance.
On the other hand, more profitable banks may have greater resource capability to engage in lobbying. For this purpose, we use the variables return on assets (ROA), and
15

See, in particular, the changes made by the SEC to leverage rules in 2004.
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Figure 3: Cross-sectional average quarterly securitization income (as a percentage of
total income) across all 49 BHCs in our sample.
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Figure 4: Cross-sectional average quarterly trading revenue (as a percentage of total
income) across all 49 BHCs in our sample.

alternatively the return on equity (ROE).
Our argument for corporate performance is valid mainly when lobbying is an investment expenditure made by a value maximizing entity with an expected positive return.
However, we cannot assume that lobbying decisions are only value maximizing invest23

ments because lobbying may also be agency driven. In other words, lobbying may or
may not be in the best interest of firms, but the managers may be lobbying anyway to
promote personal interests. Consequently, lobbying activity might be more representative of managerial perquisite consumption than of corporate investment. Since the GIM
corporate governance index16 data is not available for BHCs, as a proxy for the agency
conflict in our analysis we instead include the variable Cashi,t , that is BHC i’s cash
and cash equivalents17 held as a fraction of BHC i’s total assets. The role of agency
conflicts in shaping the incentives for firms to build up and use cash assets has been of
interest in the corporate finance literature at least since Jensen (1986), that suggests
that managers’ decision on the use of internal free disposable funds is central to the
agency conflict between managers and shareholders.

4.2.4

Further banking data

Since we would also like to control our results for cross-sectional fixed effects, we collect
additional time-invariant data on our sample BHCs. The time-invariant variable we
construct is F oreigni which takes on a value of one if the BHC has a foreign (i.e. nonUS) parent company, and zero otherwise. There are 11 BHCs in our sample that are
foreign-owned.18
16
Gompers, Ishii & Metrick (2003)’s GIM index is a proxy for the level of shareholder rights and a
measure of the quality of firms’ corporate governance.
17
This variable is the sum of the cash and the federal funds sold variables and we construct it in the
same way as Acharya & Mora (2015).
18
The 11 BHCs in our sample with foreign ownership are: BancWest Corporation (owned by BNP
Paribas), Barclays Group US, BBVA Compass, Citizens Financial Group (Royal Bank of Scotland
Group), Harris Financial Group (Bank of Montreal), HSBC North America Holdings, RBC Bancorporation USA (Royal Bank of Canada), Taunus Corporation (Deutsche Bank), TD Bank US Holding Company (Toronto-Dominion Bank), Unionbancal Corporation (Mitsubishi UFJ Financial Group),
Utrecht-America Holdings (Rabobank). In December 2010, Bank of Montreal purchased Marshall &
Ilsley Corporation, thus turning this BHC, too, into a foreign-owned one - however, this does not apply
to our sample period.
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4.3 Estimation technique
Our final sample - after collecting the data as described above - is an unbalanced panel
set comprising 49 cross sections and 39 time periods. We run panel regressions with
each one of our four connectedness measures respectively on the left hand side and a
set of independent variables on the right hand side. The choice of independent variables
depends on which one of the four hypotheses outlined in section 3 we are testing. We
include in all regressions the cross-sectional fixed effect F oreigni .
A methodological issue arises in that each one of the dependent variables describing
banks’ lobbying activities is bounded below, at zero. Banks that have no incentives to
engage in lobbying in a certain quarter do not spend any money on such activities nor
do they hire any lobbyists. Zero expenditures occur in 737 of the 1440 bank-quarter
observations of our full sample. Such a probability mass at a single point implies biased
and inconsistent ordinary least squares estimates. One way to deal with a potential
selectivity bias is to run a two-stage Heckman procedure (see Heckman (1979)). Here,
a probit model (the so-called ‘selection equation’) is used in a first stage to predict the
probability of a BHC’s decision to lobby in a given quarter; in a second stage, the inverse
Mills’ ratio is included as a regressor (IM R) in an OLS model (the so-called ‘response
equation’) identifying the determinants of a BHC’s lobbying intensity.
In order to test the first hypothesis, namely that a bank’s decision to engage in
lobbying activities can be explained by its size, financial strength, and business profile,
we run the following probit regression:

LobbyDummyi,t = δ1 T ierOnei,t−1 + δ2 Ratingi,t−1
+ δ3 DerivativesHedgingi,t−1 + δ4 BizConcentrationi,t−1
+ δ5 T otalAssetsi,t−1 + δ6 F oreigni + t .

(5)

We expect a positive sign on T ierOne and Rating, and a negative sign on DerivativesHedging.
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Indeed, banks with more vulnerable balance sheets, with worse credit ratings or that
are hedging their portfolio exposures less are more likely to lobby to obtain regulatory
changes that could improve their financial performance. T otalAssets should also have a
positive sign, since lobbying is a costly activity and only banks with considerable wealth
can spend enough money to obtain the regulatory changes they are after.
We expect a negative sign on two variables: BizConcentration and F oreign. First of
all, banks with more diversified business profiles tend to lobby more, since they engage in
non-traditional activities and need to spend more time with congressmen and regulators
explaining what these activities are about. As for foreign firms in the US, they tend to
lobby less, since they do not like to be seen as interfering too much with domestic affairs
(see, e.g., Hansen & Mitchell (2000)).
In order to test the second hypothesis, namely that the intensity of a bank’s engagement in lobbying activities can be explained by the composition of its business revenues,
we run a two-stage Heckman regression analysis, with the selection equation given by
(5) and the response equation given by the following regression:

Lobbyi,t = c + δ1 T ierOnei,t−1 + δ2 Securitizationi,t−1
+ δ3 T radei,t−1 + δ4 Loansi,t−1 + δ5 InvestBanki,t−1
+ δ6 Insurancei,t−1 + δ7 Cashi + δ8 F oreigni + IM R + t ,

(6)

where Lobbyi,t is one of the three following measures of connectedness: LobbyExpensesi,t ,
Lobbyistsi,t , or LobbyM ixi,t . When regressing Lobbyistsi,t over the independent variables, we also include T otalAssetsi,t−1 on the right hand side to control for the size of
the BHC.
In order to test our third hypothesis, namely that a BHC’s agency problems between its managers and shareholders can explain its more intense lobbying activities,
the variable Cashi,t , as a proxy for the agency conflict, is also included in the regression
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analysis.
The explanatory variables used for the selection equation (to test the first hypothesis)
and the ones used for the response equation partly differ from each other. Because, at the
first selection stage we analyze the factors playing a role in a bank’s decision on whether
to lobby or not, whereas at the second stage we investigate further aspects given a bank’s
decision to lobby, such as the relation between the composition of a bank’s business
revenues and its lobbying intensity. Accordingly, the BizConcentration variable of the
selection stage is replaced with its detailed components corresponding to banks’ various
sources of income. Moreover, as an aggregate characteristic of the banks for representing
the financial strength, we keep only the T ierOne variable from the first stage to the
second. That way, we also satisfy a technical requirement: indeed, the Heckman-Probit
estimation method requires that the first stage and second stage equations do not have
identical variables. In addition, we discard the T otalAssets variable at the second stage
regressions where the dependent variables are the LobbyExpensesi,t or the LobbyM ixi,t ,
since these variables already contain the T otalAssets due to normalization.
We expect a positive relationship between Lobbyi,t and Securitizationi,t−1 , in line
with studies on bank lobbying in the context of the 2007-9 financial crisis. For instance,
Igan et al. (2012) find that lenders lobbying more on issues related to mortgage lending
in the run-up to the 2007-9 financial crisis securitized more intensively. We also expect a
positive sign on T radei,t−1 , since trading is a relatively new banking activity that might
require spending time with congressmen to explain how derivatives work, as well as on
Insurancei,t−1 , since insurance activities are a heavily regulated business and hence offer
many lobbying opportunities.
Finally, in order to test the fourth hypothesis, namely whether the announcement
of the financial regulatory reform following the 2007-9 financial crisis exacerbated the
lobbying intensity of BHCs with higher securitization and trading revenues, we run the
following response regression in a two-stage Heckman regression analysis (where the
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selection equation is again given by (5)):

Lobbyi,t = c + δ1 T ierOnei,t−1 + δ2 Securitizationi,t−1
+ δ3 Securitizationi,t−1 ∗ Ref orm1 + δ4 T radei,t−1
+ δ5 T radei,t−1 ∗ Ref orm2 + δ6 Loansi,t−1 + δ7 InvestBanki,t−1
+ δ8 Insurancei,t−1 + δ9 Cashi + δ10 F oreigni + IM R + t ,

(7)

where Ref orm1 is a dummy variable accounting for the announcement of financial regulatory reform by former President Obama on June 16, 2009, and taking value one for each
quarter from 2009:Q3 onwards; similarly, Ref orm2 is a dummy variable accounting for
the announcement of the Volcker rule on January 21, 2010, and taking on value one for
each quarter from 2010:Q1 onwards.19 The interaction term Securitization ∗ Ref orm1
is designed to capture the potentially modified impact of the contribution of securitization revenues in explaining banks’ lobbying activities after the announcement of the
financial regulatory reform in June 2009. In a similar fashion, T rade ∗ Ref orm2 captures the potentially modified impact of the contribution of trading revenues after the
announcement of the Volcker rule in January 2010.

5 Empirical results
The results for our four hypothesis tests are reported in tables 4 and 7.

5.1 Banks’ aggregate characteristics and their decision to lobby
In this section, we investigate the impact of BHCs’ key aggregate characteristics on their
decision to lobby. In line with our first hypothesis outlined in section 3, we examine the
19

See http://www.whitehouse.gov/the-press-office/Remarks-of-the-President-on-Regulatory-Reform
and http://www.whitehouse.gov/the-press-office/remarks-president-financial-reform for the
announcement of the financial regulatory reform and of the Volcker rule, respectively.
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impact of BHCs’ financial strength, business composition and size on that decision.
As conjectured in our first hypothesis, the coefficient on T ierOne is negative and
strongly significant in the selection regression. Thus, more leveraged banks, or those
with more vulnerable balance sheets, are more likely to lobby. A BHC’s credit rating is
positively related to its decision to lobby with a statistical significance at the one percent
level. Since higher values of Rating refer to lower creditworthiness, our result implies
that less creditworthy BHCs are more likely to engage in lobbying. Similarly, to what
degree a BHC hedges its portfolio exposure is negatively related to whether or not to
lobby with a statistical significance at the one percent level. That means that less risky
banks have also less incentives to lobby20 . These observations are consistent with our
previous result regarding BHCs’ capital ratios. The business concentration index has a
negative and highly significant coefficient in the selection equation, suggesting that banks
are more likely to engage in lobbying as their businesses become more diversified. This
is in line with our initial conjecture that BHCs intensify their lobbying efforts as they
no longer restrict themselves to the traditional deposit-taking and lending activities and
venture into non-traditional businesses. The size of a BHC’s total assets is, as expected,
positively related to its decision to lobby. Hence, bigger banks and more diversified
banks - in terms of their activities -, are more prone to engage in lobbying activities.
Finally, we observe that the fixed effect F oreign is insignificant in influencing a BHC’s
decision to lobby.
20
In a further analysis, regarding a bank’s riskiness and to account for the asset quality, we also
include in the same analysis a BHC’s non performing loans as a fraction of its total loans; our non
performing loans classification is standard and corresponds to the loans that are past due by 90 days
or more and still accruing interest and loans that are non-accrual. However, we find that this variable
does not help us explain its lobbying activities. This could be because, within our sample there is large
variability across BHCs’ fraction of income from loans, and there are even BHCs that are engaged mostly
in non-traditional businesses. Furthermore, when we use instead, a variable for a BHC’s non performing
assets, i.e. a measure that includes non performing debt securities and other assets in addition to non
performing loans, we still do not find a statistically significant relation to the BHC’s lobbying activities.
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5.2 Banks’ sources of income and the intensity of their lobbying activities
We next test our second hypothesis and investigate the impact of BHCs’ income sources
on the intensity of their lobbying efforts, as measured by the amounts they spend on
lobbying and by their lobbying manpower. The response equation results in table 4
(i.e. columns two to four) show that, there are two businesses which are the most strongly
and positively related to BHCs’ lobbying activities, both in terms of money spent and
of number of lobbyists hired: securitization and insurance. Indeed, consistent with our
second hypothesis, the coefficient on securitization revenues is positive and significant at
the 1% level in all three response regressions. This positive sign confirms our expectation
that, among BHCs that do lobby, those engaged in politically sensitive businesses, such
as the structuring of products designed on mortgage loans, lobby more intensely. Our
results are also in line with the findings by Igan et al. (2012), who show intense lobbying
by financial firms on issues regarding mortgage lending in the run-up to the 2007-9
financial crisis. Due to the intense regulation to which insurance activities are subject,
insurance income, too, has a positive and strongly significant coefficient in all three
response regressions. The fact that insurance regulation is extremely fragmented in the
US, since it is almost exclusively conducted at the state rather than at the federal level,
may also explain the strong positive impact this source of income exercises on a BHC’s
lobbying efforts.
The coefficient on trading revenues is positive and significant when considering both
the number of lobbyists hired by a BHC and the BHC’s overall lobbying intensity (as
measured by the variable LobbyM ix). An increase of slightly over 7% in the contribution
of trading revenues to a BHC’s total income corresponds to the hiring of an additional
lobbyist. As we show in the following section, this result is mainly driven by the number
of external rather than in-house lobbyists, and hints to banks with larger trading businesses gradually hiring more external expertise in order to deal with newer and more
complex regulatory issues. In contrast, revenues from investment banking negatively and
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significantly affect the amount a BHC decides to invest in lobbying. This is consistent
with the looser regulation imposed on investment banking; indeed, in the years following
the Gramm-Leach-Bliley Act, banking regulation actually incentivized BHCs to increase
their investment banking activities.21
It is also worth noting that, in line with the results obtained for our first hypothesis, columns two to four in table 4 show that a BHC’s lobbying intensity, too, can be
explained by its aggregate characteristics. Indeed, banks with higher leverage tend to
lobby more intensely in terms of money spent or the number of lobbyists hired.22 A
foreign-owned BHC in the US hires on average three lobbyists less than a US-owned
BHC. As we show in the following section, this result is mainly driven by the number of
external rather than in-house lobbyists. Overall, the lobbying intensity of foreign-owned
BHCs - as expressed by LobbyM ix - is significantly lower than that of their US-owned
peers. This result is consistent with those obtained by political science studies examining
foreign firms’ political activity in the US: foreign firms do not wish to be perceived as
interfering in domestic issues of the host country and therefore dedicate less money to
political influence than their domestic counterparts (see, e.g., Hansen & Mitchell (2000)).
But the negative coefficient of F oreign may also reflect a cultural issue: Comparative
studies of lobbying activities show that variations in lobbying practices in the US, the
UK, and the European Union can in part be explained by different cultural norms and
values (see, e.g., McGrath (2005) for a detailed analysis of the similarities and differences
in lobbyists’ activities in Brussels, London, and Washington).
Finally, let us point out that the inverse Mills ratio is significant in each one of
our response equations, hence indicating the presence of a selection bias which makes
ordinary OLS regression analysis inappropriate for our study. The significance of the
inverse Mills ratio provides support for our choice of the Heckman-Probit estimation
21

A summary of the provisions in the Gramm-Leach-Bliley Act facilitating the affiliation among banks,
securities firms, and insurance firms is available at http://banking.senate.gov/conf/grmleach.htm.
22
The coefficient on T ierOne is significant only at the 10% level in the lobbying intensity response
regression.
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method.

5.3 Bank’s sources of income and their choice of in-house versus external lobbyists
We are also interested in understanding the impact of various sources of income on a
bank’s choice between in-house and external lobbyists, and thus run a modified version
of the regression testing our second hypothesis taking either one of the following dependent variables: InHouseLobbyists and ExternalLobbyists. The results of testing the
corollary of our second hypothesis are reported in table 6.
The most striking result observed in table 6 is that, while BHCs hire in-house lobbyists to lobby on securitization issues, they tend to recur to external lobbyists when it
comes to regulatory proposals affecting their trading activities. Indeed, external lobbyists may offer additional know-how on regulatory issues surrounding this complex source
of revenue. A seven percent increase in the total income due to trading revenues leads
to the hiring of an additional external lobbyist.
Given the complexity of insurance regulation, it is not surprising to find that BHCs
with larger insurance businesses hire a higher number of both in-house and external
lobbyists. The hiring of an additional external lobbyist happens at a somewhat higher
rate though, as it requires an increase of only three percent of total income due to income
activities, whereas the hiring of an additional in-house lobbyist requires an increase of
12%.
We showed in the previous section that a foreign-owned BHC in the U.S. hires on
average three lobbyists less than a US-owned BHC. Table 6 shows that this result is
mainly driven by the number of external rather than in-house lobbyists; perhaps because
foreign-owned banks have a more limited access to the external lobbyists in the U.S. as
they are still not fully integrated into the lobbying network.
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5.4 Banks’ previous performance and agency conflicts, and the intensity of their
lobbying activities
Regarding the previous financial performance measure, we find no evidence of its clearly
positive or negative impact on the BHC’s overall lobbying intensity23 . That can be
because while poor previous performance might be giving the BHCs incentives to lobby
more intensely, it might also be making them financially incapable to engage in intense
lobbying. The results involving the previous financial performance are reported in the
table 5. Note that, in addition to the return on assets (ROA), we also repeat our analysis
using the return on equity (ROE) for measuring financial performance. But, we still
find that the previous performance is insignificant overall in influencing a BHC’s lobby
intensity. This is consistent with the findings of Lambert (2018) that lobbying does
not depend on the previous performance (ROA), as he shows that the ROA exhibits
reductions only after lobbying.
We next test our third hypothesis and investigate the effect of agency problems
between managers and shareholders on the intensity of BHCs’ lobbying efforts. As
explained previously, higher amounts of cash holdings can be a signal for the existence of
more severe agency conflicts between managers and shareholders. The response equation
results in table 4 (i.e. columns two to four) show that, the coefficient of a BHC’s cash
holdings is positively related to its lobbying intensity with a statistically significance
at the 1% level. Hence, the potential agency conflicts between a BHC’s managers and
shareholders can explain its more intense lobbying activities. This supports the idea
that lobbying could well in part be a managerial perquisite consumption that negatively
affects banks’ future performance.
23

We find only a negative effect by means of the number of lobbyists hired, meaning that lobbying
might be a response to poor previous corporate performance, but we did not find any significant results
in terms of lobbying money spent.

33

5.5 The effect of the announcement of the Dodd-Frank bill
Having analyzed the determinants of banks’ lobbying activities in the previous sections,
we now examine whether the announcement of the financial regulatory reform following
the 2007-9 crisis affected the intensity with which banks lobby. The fourth hypothesis
outlined in section 3 states that the announcement of stricter regulation led to more
intense lobbying by BHCs whose sources of income strongly depend on businesses under
increased regulatory scrutiny, in particular securitization and trading.
In order to test the fourth hypothesis, we employ panel regressions on banks’ lobbying intensity as in table 4, except that we now introduce two interaction terms,
Securitization ∗ Ref orm1 and T rade ∗ Ref orm2, in addition to the other variables
previously mentioned. Table 7 presents the results of our test regarding the impact
of the 2009/10 regulatory proposals on BHCs’ lobbying efforts. While the interaction
term Securitization ∗ Ref orm1 is intended to capture the potentially modified impact
of the contribution of securitization revenues in explaining banks’ lobbying activities
after the announcement of the financial regulatory reform in June 2009, the interaction
term T rade ∗ Ref orm2 is intended to capture the potentially modified impact of the
contribution of trading revenues after the announcement of the Volcker rule in January
2010.
The source of revenue gaining increased importance as a determinant of BHCs’ lobbying activities in the aftermath of the crisis is trading. This is consistent with banks
perceiving their trading activities to be under heightened regulatory scrutiny following
the proposal of the Volcker rule. Indeed, the interaction term T rade ∗ Ref orm2 is highly
significant for both lobbing intensity dependent variables. Thus, the announcement of
the Volcker rule has intensified BHCs’ lobbying efforts mainly through a rise in their lobbying expenses rather than through a significant change in their lobbying connections.
As table 7 clearly illustrates, securitization was a much more significant determinant
of BHCs’ lobbying activities in the run-up to the financial crisis compared to afterwards.
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This is most likely attributable to the fact that problems in the subprime market led
BHCs’ securitization products to a dramatic halt in 2008. So, although securitization
came under higher regulatory (and public) scrutiny in the aftermath of the 2007-9 financial crisis, securitization units at BHCs have been considerably downsized since then and
thus their revenues have only marginally contributed to the increase in BHCs’ lobbying
expenses after the announcement of the financial regulatory reform.

5.6 Robustness checks
Two issues could potentially affect the robustness of our results, namely the omitted
variable problem and reverse causality. The inclusion in our regressions of cross-sectional
fixed effects capturing foreign ownership of BHCs does reduce but does not exclude the
existence of an omitted variable problem. Moreover, it is also true that BHCs have
been lobbying on numerous bills over our sample period and that some of these bills
were not directly related to their financial and business characteristics. So there may
very well be additional factors occasionally influencing a BHC’s decision to intensify
its lobbying efforts. For example, the decision by Citigroup to lobby on the Education
Jobs and Medicaid Funding Bill (H.R.1586) in 2010:Q1 will hardly be captured by our
estimation analysis - but neither is this the focus of our study nor do we believe such
“non-finance-related bills” to be of primary importance to the banking sector.
The issue of reverse causality applies in particular to the variables defining banks’
total assets, their various sources of income, as well as their tier one capital ratios. For
instance, one could argue that higher revenues in a given business may be the result
of intense bank lobbying, rather than the other way round. Since we always take one
lag for the specification of the independent variables, this direct effect is already dealt
with in the core of this study. Additionally, we run regressions taking two and three
lags (results not reported in this draft), and find no changes in the significance of the
empirical results. Furthermore, a robustness check for endogeneity is provided by our
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fourth hypothesis, where we study the effect of the announcement of the Volker rule on
BHCs’ lobbying activities. The strongly significant impact of the announcement of the
Volcker rule on the lobbying intensity of BHCs with higher trading revenues suggests
that lobbying efforts increased in response to this natural experiment.
As an additional check of the direction of causation between each of the independent
variables and each of the lobbying measures, we run Granger causality tests. Using the
standard two-lag length specification, we are able to confirm that the following independent variables (Granger) cause each of our four lobbying measures: Loans, T rade,
Insurance, BizConcentration, T ierOne. Furthermore, we are able to confirm that
Securitization Granger causes banks’ lobbying activities when taking three, four, or
five lags. The only independent variable for which we are unable to determine the
direction of causation is InvestBank.

6 Which banks do not lobby?
As we noted in section 4.1.1 above, 14 BHCs in our sample have never lobbied throughout
the sample period 2001 to 2010.24 Although these 14 BHCs are among the 50 largest
BHCs in the US just as the other 35 BHCs that do (at least in some if not all quarters)
lobby, they possess some specific characteristics that deserve to be mentioned.
Table 8 shows that the non-lobbying BHCs are among the smallest BHCs in our
sample in terms of their nominal total assets. Indeed, they hold an average of USD
32’010’870 total nominal assets per quarter; whereas, the other 35 BHCs hold an average of USD 304’682’710. They also have a higher average tier one capital ratio than
lobbying BHCs (8.44 versus 7.04), indicating stronger financial health. In terms of business profile, non-lobbying BHCs are less diversified (with a business concentration index
of 0.47 versus 0.37) and their major source of revenue is by far the loans’ business. In
24

See Appendix A.
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contrast, the other business activities we consider in this paper - securitization, trading, investment banking, insurance - do not constitute important sources of revenue for
these non-lobbying BHCs. All these characteristics associated with the 14 non–lobbying
banks in our sample indirectly support the specification of our first hypothesis and of
the selection equation tested in table 4.

7 Conclusions
This study provides a first attempt to understand the determinants of BHCs’ lobbying
activities and the effect of the Dodd-Frank financial regulation proposals on these activities. More precisely, we examine the relationship between banks’ lobbying activities,
on the one side, and their size, financial strength, business revenues origination, and
agency conflicts on the other. We also investigate the effect that the announcement of
the financial regulatory reform in 2009 had on banks’ lobbying activities as they relate
to the strength of their trading and securitization businesses’ revenues.
We construct four measures of banks’ lobbying activities intended to capture the
quantitative and qualitative aspects of a bank’s lobbying decision and its intensity. Our
main empirical findings can be summarized as follows. First, we find that banks are
more likely to lobby when they are larger, have more vulnerable balance sheets, are
less creditworthy, and have more diversified business profiles. Our second finding corroborates the fact that more diversified banks, mainly those engaged in non-traditional
businesses, e.g. securitization and trading, or in highly regulated businesses, e.g. insurance, hire more lobbyists and spend larger amounts on lobbying. Third, we show that
a bank’s agency conflicts can also explain its more intense lobbying efforts. Our fourth
finding relates to the announcement by former President Obama of the financial regulatory reform in June 2009 as well as the announcement of the Volcker rule in January
2010. The latter announcement was followed by significantly higher lobbying intensity
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on behalf of banks with higher trading revenues.
It is important to note that our study focuses on BHCs’ lobbying activities and
not also on other possible forms of BHCs’ political participation, such as campaign
donations, which is money donated by a BHC or by people connected to the BHC
to support candidates running for election. An interesting question for future work is
what relationship (if any) exists between the different types of political participation
available to banks; e.g. are lobbying expenses and campaign donations substitutes or
complements? There are a few papers investigating the relationship between different
forms of corporate political participation in the political science literature, but - to the
best of our awareness - only Agarwal et al. (2018)’s work provides a step in this direction,
focusing on foreclosure actions to influence the political process.
In other future work, an investigation that may prove interesting is the relationship
between a bank’s formal lobbying connections and the personal connections of its CEO
or board members to politicians - e.g. through past educational or employment ties.
Next, it will also be important to investigate the degree to which banks’ lobbying efforts
are successful. That is, besides calculating the (absolute and relative) costs of lobbying
to the banks, it is important to identify and quantify the benefits of lobbying and determine the “profitability” of what has been called banks’ “seventh line of business.”25
As outlined in the literature review above, Lambert (2018) shows that regulators are
less likely to initiate enforcement actions against lobbying banks, allowing them safely
pursue riskier strategies. Moreover, the loosening of the restriction on banks’ proprietary trading and alternative investments in the final version of the Dodd-Frank bill, in
addition to the recently initiated streamlining process of the Volcker rule, may hint to
lobbyists’ success in this area. Yet, it would be interesting to provide empirical evidence
on the effectiveness of bank lobbying in further aspects, including post-lobbying financial
performance. Finally , research is needed to provide insights on the debate on whether
25

See quote in the introduction.
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and to what extent bank lobbying activities need to be regulated.
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Appendix A: Sample banks
The following list reports in alphabetical order the names of all banks included in our
sample (RSSD ID in brackets). Asterisks indicate banks that have never lobbied during
our sample period running from 2001:Q1 to 2010:Q3.
1. Associated Banc-Corp* (1199563)
2. Bancwest Corporation (1025608)
3. Bank of America Corporation (1073757)
4. Bank of New York (1033470)
5. Bank of New York Mellon Corporation, The (3587146)
6. Barclays Group US, Inc. (2914521)
7. BB&T Corporation (1074156)
8. BBVA USA Bancshares, Inc.* (1078529)
9. BOK Financial Corporation* (1883693)
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10. Capital One Financial Corporation (2277860)
11. CIT Group, Inc. (1036967)
12. Citigroup, Inc. (1951350)
13. Citizens Financial Group, Inc. (1132449)
14. City National Corporation* (1027518)
15. Comerica Incorporated* (1199844)
16. Commerce Bancshares, Inc.* (1049341)
17. East West Bancorp, Inc.* (2734233)
18. First Bancorp* (2744894)
19. First Citizens Bancshares, Inc. (1075612)
20. First Horizon National Corporation (1094640)
21. Fifth Third Bancorp (1070345)
22. Goldman Sachs Group, Inc., The (2380443)
23. Harris Financial Group* (1245415)
24. HSBC North America Holdings, Inc. (3232316)
25. Huntington Bancshares Incorporated (1068191)
26. JPMorgan Chase & Co. (1039502)
27. Keycorp (1068025)
28. M&T Bank Corporation (1037003)
29. Marshall & Ilsley Corporation* (3594612)
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30. Mellon Financial Group (1068762)
31. MetLife, Inc. (2945824)
32. Morgan Stanley (2162966)
33. New York Community Bancorp, Inc.* (2132932)
34. Northern Trust Corporation (1199611)
35. PNC Financial Services Group, Inc., The (1069778)
36. Popular, Inc. (1129382)
37. RBC Bancorporation - USA (1826056)
38. Regions Financial Corporation (3242838)
39. State Street Corporation (1111435)
40. Suntrust Banks, Inc. (1131787)
41. Synovus Financial Corp.* (1078846)
42. Taunus Corporation (2816906)
43. TD Bank US Holding Company (1249196)
44. Unionbancal Corporation* (1378434)
45. US Bancorp (1119794)
46. Utrecht-America Holdings, Inc.* (2307280)
47. Wachovia Corp (1073551)
48. Wells Fargo & Company (1120754)
49. Zions Bancorporation (1027004)
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Appendix B: Notes on the sample covering 2001:Q1 to 2010:Q3
• Data availability:
– Data for Bank of New York and Mellon Financial Group available until
2007:Q2, since the two merged into BNY Mellon in July 2007.
– Data for Barclays Group US Inc. available from 2004:Q4 onwards, since it
previously had the status of “Domestic Entity Other”, i.e. “a domestic institution that engages in banking activities usually in connection with the
business of banking in the United States”. (Source: www.ffeic.gov.)
– Data for Capital One Financial Corporation available from 2004:Q1 onwards,
since it previously had the status of “Domestic Entity Other”.
– Data for CIT Group available from 2009:Q1 onwards, since it previously had
the status of “Domestic Entity Other”.
– Data for Goldman Sachs available from 2009:Q1 onwards, since it previously
had the status of “Domestic Entity Other”.
– Data for HSBC available from 2004:Q1 onwards, when it was established as
a financial holding company.
– Data for Marshall & Ilsley available from 2007:Q4 onwards, when it was
established as a financial holding company.
– Data for Morgan Stanley available from 2009:Q1 onwards, since it previously
had the status of “Securities Broker / Dealer”.
– Data for Utrecht-America Holdings available from 2003:Q2 onwards, since it
previously had the status of “Domestic Entity Other”.
– Data for Wachovia available until 2008:Q3, since it was acquired by Wells
Fargo in December 2008.
• Renamings:
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– TD Bank US was until October 2009 named Banknorth, Inc. and until March
2005 Banknorth Group, Inc.
– Harris Financial Corp was until January 2004 named Bankmon Financial
Corp.
– BBVA USA Bancshares was until October 2007 named Compass Bancshares
and was a FHC until September of the same year.
– RBC Bancorporation (USA) was until April 2008 named RBC Centura Banks,
Inc.
– First Horizon National was until April 2004 named First Tennessee National
Corporation.
– Wachovia Corporation was until September 2001 named First Union Corporation.
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Variable

Description

Source

LobbyDummyi,t

1 if BHC i engages in lobbying activities in quarter t, 0 else

OS

LobbyExpensesi,t

BHC i’s total lobbying expenses in quarter t as a part per million

OS

Lobbyistsi,t

Number of in-house and external lobbyists hired by BHC i in

of its total assets in the same quarter
OS

quarter t
LobbyM ixi,t

Equally-weighted product of LobbyExpensesi,t and Lobbyistsi,t

OS

InHouseLobbyistsi,t

Number of in-house lobbyists hired by BHC i in quarter t

OS

ExternalLobbyistsi,t

Number of external lobbyists hired by BHC i in quarter t

T ierOnei,t

BHC i’s tier one capital in quarter t divided by the average of

OS
BR/NIC

its total assets for leverage capital purposes in the same quarter
Ratingi,t

Standard&Poor’s domestic long-term issuer credit rating for

C

BHC i in quarter t
DerivativesHedgingi,t

Total gross notional amount of BHC i’s interest rate, exchange,

BR/NIC

equity, commodity and other derivative contracts held for hedging in quarter t divided by the average of its total assets
BizConcentrationi,t

Concentration index of BHC i’s income sources in quarter t (1

BR/NIC

if full concentration)
Securitizationi,t

Net securitization income of BHC i in quarter t

BR/NIC

T radei,t

BHC i’s trading revenue in quarter t from cash instruments and

BR/NIC

derivative instruments
Loansi,t

BHC i’s interest and fee income in quarter t on loans in domestic

BR/NIC

and foreign offices
InvestBanki,t

BHC i’s non-interest income in quarter t from fees and commis-

BR/NIC

sions from securities brokerage, investment banking, advisory,
underwriting, and annuity sales
Insurancei,t

BHC i’s underwriting income in quarter t from insurance and

BR/NIC

reinsurance activities
ReturnonAssetsi,t

BHC i’s return on assets in quarter t

BR/NIC

Cashi,t

BHC i’s the sum of the cash and the federal funds sold that are

BR/NIC

held in quarter t as a fraction of BHC i’s total assets
T otalAssetsi,t

BHC i’s total assets in quarter t

F oreigni

1 if BHC i is foreign-owned, 0 else

BR/NIC
NIC

Table 1: Description of variables.
This table describes the variables used in our regression analyses. Data sources: BR = Bank Regulatory;
C = Compustat; NIC = National Information Center of the Federal Reserve; OS = OpenSecrets.org.
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Variable
LobbyDummy

Units

Mean

St. dev.

Min

Max

dummy

0.463

0.499

0.000

1.000

ppm

4.94e-05

8.21e-05

0.000

0.001

Lobbyists

no.

5.692

11.940

0.000

74.000

LobbyM ix

ppm*no.

0.015

0.024

0.000

0.122

no.

1.049

2.098

0.000

12.000

LobbyExpenses

InHouseLobbyists
ExternalLobbyists

no.

4.781

10.301

0.000

67.000

T ierOne

fraction

7.427

2.527

-3.510

20.020

BizConcentration

fraction

0.400

0.135

0.121

0.855

A

AA+

AAA

D

Rating
DerivativesHedging

%

16.946

23.349

0.000

242.935

Securitization

%

0.475

2.768

-34.595

26.519

T rade

%

1.869

6.647

-89.706

53.249

Loans

%

48.919

20.260

0.152

121.235

InvestBank

%

4.289

6.501

-2.121

49.271

Insurance

%

2.454

9.483

0.000

75.958

ReturnonAssets

%

0.491

0.737

-6.001

3.683

Cash

%

10.180

13.145

0.075

75.759

USD

211bn

396bn

2.6bn

2’370bn

dummy

0.286

0.452

0.000

1.000

T otalAssets
F oreign

Table 2: Descriptive statistics of variables.
This table reports descriptive statistics for our 49 sample banks. The sample period covers 39 quarters
running from 2001:Q1 to 2010:Q3. The abbreviation “ppm” stands for “part per million”.
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49

0.403
0.036
0.255
0.212
0.098
0.372
-0.096
-0.293
0.071
-0.534
-0.251
-0.367

DerivativesHedging

BizConcentration

Securitization

T rade

Loans

Insurance

InvestBank

ReturnonAssets

Cash

T otalAssets

F oreign

Rating
-0.436

-0.270

-0.334

-0.100

- 0.184

0.009

0.279

0.044

0.103

0.201

-0.041

1.000
1.000

DerivativesHedging
-0.184

0.184

-0.163

0.110

0.037

0.058

0.047

0.084

0.171

-0.124

0.152

-0.437

-0.353

-0.068

-0.424

0.076

0.561

-0.180

-0.100

1.000

BizConcentration

Securitization
-0.117

0.104

-0.067

0.155

-0.011

-0.027

0.009

0.268

1.000
1.000

T rade
-0.189

0.134

0.248

0.086

0.307

-0.043

-0.339

1.000

Loans
0.094

-0.271

-0.665

-0.064

-0.412

-0.322

Insurance
-0.100

0.104

-0.141

-0.013

-0.120

1.000
1.000

InvestBank
-0.021

0.421

0.478

-0.042

ReturnonAssets
-0.195

-0.0276

-0.107

1.000

Cash
0.194

0.271

1.000
-0.129

1.000

T otalAssets

1.000

equal to 1 if BHC i is foreign-owned, 0 else.

and cash equivalents held as a fraction of BHC i’s total assets. T otalAssetsi,t is BHC i’s total assets in quarter t. F oreigni is a dummy variable

in percentage terms of total non-interest and interest income. ReturnonAssetsi,t is BHC i’s return on assets in quarter t. Cashi,t is BHC i’s cash

sales. Insurancei,t is BHC i’s underwriting income in quarter t from insurance and reinsurance activities. All income source variables are expressed

i’s non-interest income in quarter t from fees and commissions from securities brokerage, investment banking, advisory, underwriting, and annuity

derivative instruments. Loansi,t is BHC i’s interest and fee income in quarter t on loans in domestic and foreign offices. InvestBanki,t is BHC

Securitizationi,t is BHC i’s net securitization income in quarter t. T radei,t is BHC i’s trading revenue in quarter t from cash instruments and

interest rate, exchange, equity, commodity and other derivative contracts held for hedging in quarter t divided by the average of its total assets.

Standard&Poor’s domestic long-term issuer credit rating for BHC i in quarter t. DerivativesHedgingi,t is total gross notional amount of BHC i’s

leverage capital purposes in the same quarter. BizConcentrationi,t is a concentration index of BHC i’s income sources in quarter t. Ratingi,t is

This table reports the correlations i in quarter t. T ierOnei,t is BHC i’s tier one capital in quarter t divided by the average of its total assets for

Table 3: Correlations between explanatory variables.

1.000

Rating

T ierOne

T ierOne

F oreign

Dependent variable

Selection eq. (Probit)
LobbyDummy

C

Response equations (OLS)
LobbyExpenses
Lobbyists
LobbyM ix
0.8240***
(0.2423)

-2.3837
(2.8774)

0.0188***
(0.0064)

-0.0097
(0.0206)

-0.2166
(0.2452)

-0.0009*
(0.0005)

0.0645***
(0.0086)

0.2743***
(0.1018)

0.0014***
(0.0002)

T rade(-1)

0.0008
(0.0047)

0.1396**
(0.0552)

0.0003**
(0.0001)

Loans(-1)

-0.0014
(0.0029)

0.0784**
(0.0356)

0.0003***
(7.61e-05)

InvestBank(-1)

-0.0289***
(0.0066)

0.0284
(0.0779)

-0.0003
(0.0002)

Insurance(-1)

0.0270***
(0.0032)

0.4612***
(0.0384)

0.0012***
(8.55e-05)

Cash(-1)

0.0120***
(0.0042)

0.1612***
(0.0510)

0.0005***
(0.0001)

T ierOne(-1)

-0.0753***
(0.0192)

Rating(-1)

0.0785***
(0.0220)

DerivativesHedging(-1)
BizConcentration(-1)

-0.0046*
(0.0024)
-2.3228***
(0.3544)

Securitization(-1)

T otalAssets(-1)
F oreign

1.06e-08***
(6.89e-10)
-0.1518
(0.1123)

2.02e-08***
(9.47e-10)
0.1485
(0.1168)

-2.7009*
(1.4311)

-0.0092***
(0.0031)

0.3409***
(0.0780)

1.8305*
(1.0672)

-0.0082***
(0.0021)

X

X

X

0.4673

0.3164

0.6482

0.4273

1440

703

703

703

IM R
Quarter fixed effects
(Pseudo-)R-squared
No. observations

Table 4: Determinants of banks’ lobbying activities.
This table presents estimates from the two-stage Heckman analysis investigating the impact of banks’
characteristics and sources of income on the intensity of their lobbying activities from 2001:Q1 to 2010:Q3.
LobbyExpensesi,t is BHC i’s total lobbying expenses in quarter t as a percentage of its total assets in the
same quarter. Lobbyistsi,t is the number of in-house and external lobbyists hired by BHC i in quarter t.
LobbyM ixi,t is the equally-weighted product of LobbyExpensesi,t and Lobbyistsi,t . T ierOnei,t is BHC
i’s tier one capital in quarter t divided by the average of its total assets for leverage capital purposes
in the same quarter. Ratingi,t is Standard&Poor’s domestic long-term issuer credit rating for BHC i
in quarter t. DerivativesHedgingi,t is total gross notional amount of BHC i’s interest rate, exchange,
equity, commodity and other derivative contracts held for hedging in quarter t divided by the average
of its total assets. Securitizationi,t is BHC i’s net securitization income in quarter t. T radei,t is BHC
i’s trading revenue in quarter t from cash instruments and derivative instruments. Loansi,t is BHC i’s
interest and fee income in quarter t on loans in domestic and foreign offices. InvestBanki,t is BHC
i’s non-interest income in quarter t from fees and commissions from securities brokerage, investment
banking, advisory, underwriting, and annuity sales. Insurancei,t is BHC i’s underwriting income in
quarter t from insurance and reinsurance activities. All income source variables are expressed in %age
terms of total non-interest and interest income. Cashi,t is BHC i’s cash and cash equivalents held as
a fraction of BHC i’s total assets. T otalAssetsi,t is BHC i’s total assets in quarter t. F oreigni is an
indicator equal to 1 if BHC i is foreign-owned, 0 else. Standard errors are reported in parentheses.
Asterisks *, **, and *** indicate significance at the 10, 5, and 1 % levels, respectively.

Dependent variable

Selection eq. (Probit)
LobbyDummy

C

Response equations (OLS)
LobbyExpenses
Lobbyists
LobbyM ix
0.8534***
(0.2467)

-1.3317
(2.9198)

0.0204***
(0.0065)

-0.0092
(0.0206)

-0.1978
(0.2449)

-0.0009*
(0.0005)

0.0651***
(0.0086)

0.2941***
(0.1021)

0.0015***
(0.0002)

T rade(-1)

0.0011
(0.0047)

0.1522***
(0.0554)

0.0003**
(0.0001)

Loans(-1)

-0.0017
(0.0029)

0.0690*
(0.0358)

0.0003***
(7.67e-05)

InvestBank(-1)

-0.0288***
(0.0066)

0.0319
(0.0777)

-0.0003
(0.0002)

Insurance(-1)

0.0266***
(0.0033)

0.4501***
(0.0387)

0.0012***
(8.64e-05)

-0.0330
(0.0514)

-1.1960**
(0.6039)

-0.0018
(0.0014)

0.0116***
(0.0043)

0.1451***
(0.0516)

0.0005***
(0.0001)

T ierOne(-1)

-0.0753***
(0.0192)

Rating(-1)

0.0785***
(0.0220)

DerivativesHedging(-1)
BizConcentration(-1)

-0.0046*
(0.0024)
-2.3228***
(0.3544)

Securitization(-1)

ReturnonAssets(-1)
Cash(-1)
T otalAssets(-1)
F oreign

1.06e-08***
(6.89e-10)
-0.1518
(0.1123)

IM R
Quarter fixed effects
(Pseudo-)R-squared
No. observations

2.03e-08***
(9.45e-10)
0.1477
(0.1169)

-2.7102*
(1.4280)

-0.0093***
(0.0031)

0.3346***
(0.0787)

1.6260
(1.0698)

-0.0086***
(0.0021)

X

X

X

0.4673

0.3168

0.6503

0.4288

1440

703

703

703

Table 5: Determinants of banks’ lobbying activities, including previous corporate performance.
This table presents estimates from the two-stage Heckman analysis investigating the impact of banks’
characteristics and sources of income on the intensity of their lobbying activities from 2001:Q1 to 2010:Q3.
LobbyExpensesi,t is BHC i’s total lobbying expenses in quarter t as a percentage of its total assets in the
same quarter. Lobbyistsi,t is the number of in-house and external lobbyists hired by BHC i in quarter t.
LobbyM ixi,t is the equally-weighted product of LobbyExpensesi,t and Lobbyistsi,t . T ierOnei,t is BHC
i’s tier one capital in quarter t divided by the average of its total assets for leverage capital purposes
in the same quarter. Ratingi,t is Standard&Poor’s domestic long-term issuer credit rating for BHC i
in quarter t. DerivativesHedgingi,t is total gross notional amount of BHC i’s interest rate, exchange,
equity, commodity and other derivative contracts held for hedging in quarter t divided by the average
of its total assets. Securitizationi,t is BHC i’s net securitization income in quarter t. T radei,t is BHC
i’s trading revenue in quarter t from cash instruments and derivative instruments. Loansi,t is BHC i’s
interest and fee income in quarter t on loans in domestic and foreign offices. InvestBanki,t is BHC i’s
non-interest income in quarter t from fees and commissions from securities brokerage, investment banking, advisory, underwriting, and annuity sales. Insurancei,t is BHC i’s underwriting income in quarter
t from insurance and reinsurance activities. All income source variables are expressed in %age terms
of total non-interest and interest income. ReturnonAssetsi,t is BHC i’s return on assets in quarter t.
Cashi,t is BHC i’s cash and cash equivalents held as a fraction of BHC i’s total assets. T otalAssetsi,t is
BHC i’s total assets in quarter t. F oreigni is an indicator equal to 1 if BHC i is foreign-owned, 0 else.
Standard errors are reported in parentheses. Asterisks *, **, and *** indicate significance at the 10, 5,
and 1 % levels, respectively.

Dependent variable

Selection eq. (Probit)
LobbyDummy

C

Response equations (OLS)
InHouseLobbyists ExternalLobbyists
-1.9083***
(0.4295

-0.4754
(2.6985)

0.1338***
(0.0366)

-0.3504
(0.2300)

0.1519***
(0.0152)

0.1225
(0.0955)

T rade(-1)

-0.0137*
(0.0082)

0.1532***
(0.0518)

Loans(-1)

0.0206***
(0.0053)

0.0578*
(0.0334)

InvestBank(-1)

0.0262**
(0.0116)

0.0022
(0.0730)

Insurance(-1)

0.0855***
(0.0057)

0.3757***
(0.0360)

Cash(-1)

0.0379***
(0.0076)

0.1233**
(0.0479)

1.06e-08***
(6.89e-10)

3.53e-09***
(1.41e-10)

1.67e-08***
(8.88e-10)

-0.1518
(0.1123)

0.0017
(0.2136)

-2.7026**
(1.342127)

-0.1357
(0.1593)

1.9662**
(1.0008)

X

X

0.4673

0.7424

0.5874

1440

703

703

T ierOne(-1)

-0.0753***
(0.0192)

Rating(-1)

0.0785***
(0.0220)

DerivativesHedging(-1)
BizConcentration(-1)

-0.0046*
(0.0024)
-2.3228***
(0.3544)

Securitization(-1)

T otalAssets(-1)
F oreign
IM R
Quarter fixed effects
(Pseudo-)R-squared
No. observations

Table 6: Determinants of banks’ choice between in-house and external lobbyists.
This table presents estimates from the two-stage Heckman analysis investigating the impact of banks’
characteristics and sources of income on their choice between in-house and external lobbyists from
2001:Q1 to 2010:Q3. InHouseLobbyistsi,t is the number of in-house lobbyists hired by by BHC i in quarter t. ExternalLobbyistsi,t is the number of external lobbyists hired by BHC i in quarter t. Ratingi,t is
Standard&Poor’s domestic long-term issuer credit rating for BHC i in quarter t. DerivativesHedgingi,t
is total gross notional amount of BHC i’s interest rate, exchange, equity, commodity and other derivative
contracts held for hedging in quarter t divided by the average of its total assets. Securitizationi,t is BHC
i’s net securitization income in quarter t. T radei,t is BHC i’s trading revenue in quarter t from cash
instruments and derivative instruments. Loansi,t is BHC i’s interest and fee income in quarter t on loans
in domestic and foreign offices. InvestBanki,t is BHC i’s non-interest income in quarter t from fees and
commissions from securities brokerage, investment banking, advisory, underwriting, and annuity sales.
Insurancei,t is BHC i’s underwriting income in quarter t from insurance and reinsurance activities.
All income source variables are expressed in percentage terms of total non-interest and interest income.
Cashi,t is BHC i’s cash and cash equivalents held as a fraction of BHC i’s total assets. T otalAssetsi,t is
BHC i’s total assets in quarter t. F oreigni is an indicator equal to 1 if BHC i is foreign-owned, 0 else.
Standard errors are reported in parentheses. Asterisks *, **, and *** indicate significance at the 10, 5,
and 1% levels, respectively.

Dependent variable

Selection eq. (Probit)
LobbyDummy

C

Response equations (OLS)
LobbyExpenses
Lobbyists
LobbyM ix
0.8656***
(0.2463)

-2.0584
(2.9520)

0.0204***
(0.0065)

-0.0119
(0.0209)

-0.2402
(0.2515)

-0.0010*
(0.0006)

0.0655***
(0.0089)

0.2869***
(0.1065)

0.0015***
(0.000234)

Securitization(-1)*Ref orm1

0.1162*
(0.0603)

0.1943
(0.7165)

0.0019
(0.0016)

T rade(-1)

-0.0039
(0.0053)

0.1181*
(0.0625)

0.0002
(0.0001)

T rade(-1)*Ref orm2

0.0210**
(0.0096)

0.0889
(0.1137)

0.0006**
(0.0003)

Loans(-1)

-0.0017
(0.0029)

0.0774**
(0.0356)

0.0003***
(7.60e-05)

InvestBank(-1)

-0.0310***
(0.0067)

0.0184
(0.0792)

-0.0003*
(0.0002)

Insurance(-1)

0.0265***
(0.0033)

0.4586***
(0.0387)

0.0012***
(8.59e-05)

Cash(-1)

0.0112***
(0.0043)

0.1577***
(0.0513)

0.0005***
(0.0001)

T ierOne(-1)

-0.0753***
(0.0192)

Rating(-1)

0.0785***
(0.0220)

DerivativesHedging(-1)
BizConcentration(-1)

-0.0046*
(0.0024)
-2.3228***
(0.3544)

Securitization(-1)

T otalAssets(-1)
F oreign

1.06e-08***
(6.89e-10)
-0.1518
(0.1123)

0.1387
(0.1170)

-2.8008*
(1.4486)

-0.0096***
(0.0031)

0.3426***
(0.0776)

1.8071*
(1.0705)

-0.0082***
(0.0020)

X

X

X

0.4673

0.3255

0.6486

0.4327

1440

703

703

703

IM R
Quarter fixed effects
(Pseudo-)R-squared
No. observations

2.02e-08***
(9.54e-10)

Table 7: Announcement of the Dodd-Frank bill and banks’ lobbying activities.
This table presents estimates from the two-stage Heckman analysis investigating how the announcement
of the financial regulatory reform following the 2007-9 crisis affected the intensity with which banks
lobby. In these regressions, we introduce two new interaction terms, Securitization ∗ Ref orm1 and
T rade∗Ref orm2 to the regressions presented in table 6. The interaction term Securitization∗Ref orm1
captures the contribution of securitization revenues in explaining banks’ lobbying activities after the
announcement of the financial regulatory reform in June 2009. The interaction term T rade ∗ Ref orm2
captures the contribution of trading revenues after the announcement of the Volcker rule in January
2010. Standard errors are reported in parentheses. Asterisks *, **, and *** indicate significance at the
10, 5, and 1% levels, respectively.

Variable

Non-lobbying BHCs

Lobbying BHCs

32’010’870

304’682’710

T ierOne

8.44

7.04

BizConcentration

0.47

0.37

Securitization

0.05

0.75

T otalAssets

T rade

0.28

4.17

Loans

60.78

40.43

InvestBank

1.91

7.00

Insurance

0.65

2.85

14

35

No. of BHCs

Table 8: Comparison of non-lobbying BHCs versus lobbying BHCs.
This table reports average descriptive statistics for our 49 sample banks. The sample period covers 39
quarters running from 2001:Q1 to 2010:Q3. A BHC is defined as a “lobbying BHC” if it has lobbied in at
least one quarter during our sample period. T ierOnei,t is BHC i’s tier one capital in quarter t divided by
the average of its total assets for leverage capital purposes in the same quarter. BizConcentrationi,t is a
concentration index of BHC i’s income sources in quarter t. Securitizationi,t is BHC i’s net securitization
income in quarter t. T radei,t is BHC i’s trading revenue in quarter t from cash instruments and derivative
instruments. Loansi,t is BHC i’s interest and fee income in quarter t on loans in domestic and foreign
offices. InvestBanki,t is BHC i’s non-interest income in quarter t from fees and commissions from
securities brokerage, investment banking, advisory, underwriting, and annuity sales. Insurancei,t is
BHC i’s underwriting income in quarter t from insurance and reinsurance activities. All income source
variables are expressed in percentage terms of total non-interest and interest income. T otalAssetsi,t is
BHC i’s total assets in quarter t.

