
roll call alternative located closer to her on the dimension. This classi cation success
exceeds 87 percent across all Congresses since 1980.

Over the past thirty years, the explanatory power of the ideological model has increased
dramatically. Consider gure 2.1. For each chamber and each biennial session, it plots the
percentage of roll call vote choices that can be accounted for by a single, liberal-
conservative dimension. For comparison purposes, we plot the average votes on the winning
side. The gure shows that our liberal/conservative model is very good at predicting
congressional voting behavior. In the most recent Congresses, the model accounts for more
than 90 percent of the votes cast. Moreover, this success is not merely a consequence of
more lopsided votes that increase the size of the winning coalition. Over the past two
decades, the number of legislators voting on the winning side has declined, while the
classi cation success of the spatial model has increased. In a nutshell, there is less
consensus and more ideology.

Figure 2.1. The predictive power of the ideological model. The gure shows that a liberal-conservative dimension
correctly classi es about 90 percent of all individual roll call decisions although the percentage voting on the majority
side is typically below 70 percent. Moreover, the classi cation percentage has increased steadily since 1980 while the
majority percentage has been decreasing. That is, ideological voting is increasing and consensual voting is decreasing.

It is also important to stress that we are picking up far more than the simple e ects of
more disciplined parties. Although we do nd that fewer Democrats vote with Republicans
over time, our method does a very good job of identifying exactly who are the most likely
moderate Democrats to cross over and support conservative measures. Similarly, the method
does a very good job of distinguishing moderate from conservative Republicans.29

Our liberal-conservative placements allow us to identify those legislators who are most
likely to support or oppose particular nancial regulatory policies as well as those
moderates whose support would be pivotal. To illustrate, table 2.1 lists for each chamber
the most liberal legislators, the most conservative, and the moderates. Roughly speaking,
negative numbers large in magnitude go with liberals, positive ones with conservatives, and



TABLE 2.2.
The Obama administration

Officials with Past Congressional Service Ideology Score

Hilda Solis, Sec. of Labor –.45

Hillary Clinton, Sec. of State –.36

Barack Obama, President –.34

Joseph Biden, Vice-President –.33

Rahm Emanuel, White House Chief of Staff –.32

Ken Salazar, Sec. of the Interior –.22

Ray LaHood, Sec. of Transportation +.27



di erence in ideological scores between Democrats and Republicans in the House and
Senate going back to the end of Reconstruction. As one can see, this di erence, which we
label polarization, has recently reached an all-time high, exceeding even that found in the
original Gilded Age of the 1890s.

Figure 2.2. Polarization in Congress. The two graphs trace the di erence in the position of the average Republican and
the average Democrat. The graphs for the House and Senate are largely parallel, indicating that the substance of
politics, not the institutional rules of the chambers, determines polarization. The liberal-conservative dimension is
constructed to have a minimum value of –1 and a maximum value of +1. Consequently, the recent di erences between
the parties cover about half the length of the dimension.

There are many reasons to believe that it is not mere coincidence that ideological
polarization in our own Gilded Age looks like that of the 1890s. Both periods featured little
regulation, overheated economies, substantial immigration of unskilled labor, and increasing
concentrations of income and wealth. In both eras, the Republican Party was the defender
of the free market gospel and limited government regulation of markets. It was also an era
of frequent financial crises and panics with major crises in 1893 and 1907.

In Polarized America: The Dance of Ideology and Unequal Riches¸ we argued that there are
strong linkages between economic inequalities and political polarization.38 There are at least
two mechanisms at work. The rst is a causal e ect of economic inequality on political
polarization. As we have argued, the primary ideological dimension of American politics is
the role of the state in regulating the economy. So in periods in which there are huge
economic rewards to unfettered markets, support for free market conservatism increases—
especially among those individuals and groups who bene t the most. The political scientist
E. E. Schattschneider argued that the moneyed interests rule as long as an issue fails to
become salient with the mass public, proclaiming, “Since the contestants in private con icts
are apt to be unequal in strength, it follows that the most powerful special interests want
private settlements because they are able to dictate the outcome as long as the con ict
remains private.… It is the weak who want to socialize con ict.…” 39 That is, if the arena is
Congress and regulatory agencies, money prevails unless the con ict is viewed as having
become sufficiently public to engender electoral consequences.



Figure 2.3. Polarization and wages in the nancial sector. Polarization and wages in the nancial sector follow similar
paths through time, with changes in polarization preceding those in wages by 10 years. Relative wage shows nancial
wages with respect to wages elsewhere in the economy. Source : Philippon and Reshef (2009). Source for House
polarization: authors’ com-putations from DW-NOMINATE scores posted at voteview.com.

That polarization has had such e ects on policy making might be less troubling if
politicians were simply responding to greater and greater divisions among the public. But
political scientists have found little evidence that mass polarization can account for
polarization of the magnitude we see in Congress. Although Alan Abramowitz and Morris
Fiorina debate whether voters have polarized at all, there is little evidence that the public
has polarized as much as the elites.44 It is true that voters who identify with the Democratic
Party have policy preferences that are increasingly distinct from Republican identi ers. But
much of this e ect is the response of voters sorting themselves into increasingly distinctive
partisan camps.45

Ideology and Voting on Financial Issues

We now turn to a demonstration of the extent to which our measures of ideology can
explain the voting behavior of members of Congress on nancial legislation. Our
illustrations in this chapter pertain to votes during the bubble. In the second part of the
book, we discuss votes in the “pop” period that followed the Lehman Brothers bankruptcy.

We illustrate the impact of ideology on nancial regulation roll calls with three
histograms of votes taken in the House of Representatives before the collapse of Lehman
Brothers in September 2008. The horizontal axis in each gure represents the liberal-
conservative positions of the representatives. Histogram bars on the left end represent
liberals, the middle moderates, and the right end conservatives. Each plot also shows the
“cutting line” for the bill. If a bill fell perfectly on the liberal-conservative dimension, the
cutting line would separate those members who voted yea from those who voted nay. For
example, if there was a roll call where the eight most liberal senators in table 2.1 voted yea
and the ninth most liberal, Frank Lautenberg (D-NJ), and the other ninety-one senators all

http://voteview.com


voted nay, the cutting line would be between Sherrod Brown (D-OH) and Lautenberg. More
generally, the cutting line corresponds to the point on the liberal-conservative dimension
where a legislator should be indifferent between voting yea and nay. The spatial model often
makes incorrect vote predictions for legislators with ideal points close to the cutting line.
Because their ideology leaves them close to indi erent, they are more likely to be swayed by
constituency pressures and other factors.

The rst histogram, gure 2.4, shows the House vote to pass the bill to regulate
accounting rms sponsored by House Financial Services Committee chairman Michael Oxley
(R-OH). The House passed Oxley’s bill (H.R. 3763) on April 24, 2002, by a vote of 334 to 90.
(The House named the bill the Corporate and Auditing Accountability, Responsibility, and
Transparency Act; this bill was then merged with a bill sponsored by Senator Paul Sarbanes
(D-MD) and the result became the Sarbanes-Oxley Act.) The vote shows a liberal-
conservative split with the division within the Democratic Party. Liberals viewed Oxley’s bill
as an inadequate response to the Enron and other accounting scandals. The dark shading
shows Democrats who voted “correctly” and the light shading shows Republicans who voted
“correctly.” The white areas at the bottom of the bars are cases where the spatial model
makes erroneous predictions. We call these “voting errors” or “mistakes.” The cutting line
shows the point that best divides the nays from the yeas. On the histogram we indicate
where the yeas and nays are predicted to locate. In gure 2.4, the nays are predicted to be
to the left of the cutting line and the yeas to the right. Conversely, the white portions of the
bars to the left of the cutting line indicate yea votes, and to the right nay votes.46

Figure 2.4. House passage of the Oxley Bill. The cutting line divides the Democrats, with the most liberal members
voting against the bill. Prediction errors for the liberal-conservative dimension appear in white. The errors are
concentrated near the cutting line. There are also two errors at the conservative end of the dimension. The two
representatives, Flake and Paul, were likely voicing a fundamentalist free market conservatism objection to regulation in



any form.

The spatial model makes two big “mistakes” on the Oxley vote. Two extremely
conservative Republicans, Je  Flake of Arizona and Ron Paul of Texas, voted against the
bill. Ron Paul is such an extreme conservative that he is one of two representatives in the
rightmost bar. His nay vote is the white portion of the bar. The white portion of the second
rightmost bar in the histogram represents Flake’s nay vote.

The two conservative votes against Oxley’s bill are a case where the congressmen were
likely to have genuinely preferred not to move the status quo to the weak form of regulation
o ered by Oxley. The eighty-eight negative Democrats stood on principle and rejected
Oxley’s bill as an insu cient change from the status quo. Such odd cases of “both ends
against the middle” are very rare in practice and rarely generate more than a few “mistakes”
that are inconsistent with a liberal-conservative split.

The second histogram, gure 2.5, shows a November 15, 2007, roll call on legislation
designed to further regulate mortgage lending.47 Note that the voting patterns are very
consistent with the liberal-conservative positions of the representatives. All Democrats
voted in favor of the new reforms but the roll call divided moderate Republicans from
conservatives. All of the “mistakes” of the model are moderate Republicans near the cutting
line. Voting on this bill was not “both ends against the middle.” Out of the 421
representatives who cast a vote on the bill, only 32 were incorrectly classified.

Figure 2.5. A roll call on mortgage lending reform. On this vote, the Democrats are unanimous and are joined by
moderate Republicans. As in figure 2.4, the classification errors cluster around the cutting line.

The third histogram, gure 2.6, shows a roll call vote on July 23, 2008, to pass the
American Housing Rescue and Foreclosure Prevention Act of 2008. The bill responded to



spiraling foreclosure rates on home mortgages, and provided $300 billion for re nancing
mortgages and an unlimited line of credit to Fannie and Freddie. This vote, like the previous
illustration, split the Republicans internally. These internal party splits allow us to measure
the shades of liberalism or conservatism that exist within each party.

Figure 2.6. The passage vote for the American Housing Rescue and Foreclosure Prevention Act. This vote shows a high
degree of support among Democrats and a high degree of opposition among more extreme Republicans. More moderate
Republicans are split.

The takeaway from these examples is that ideology is a powerful predictor of legislative
action in nancial and economic crises. Our estimates of ideal points, which are generated
from voting across the whole panoply of congressional votes, do an exceptional job of
explaining congressional behavior in three very distinct aspects of nancial regulation. This
might not always be the case. The bankruptcy bill died in 2001 when the House rejected the
conference report with “both ends against the middle” voting. The report included the
amendment from Charles Schumer (D-NY) designed to protect abortion clinics. Liberals
voted against it because they saw the bill as anticonsumer. Conservatives voted against it
because they saw it as prochoice. Similar failures of a one-dimensional model occurred more
frequently in the mid-twentieth century when the granting of civil rights for African
Americans was a distinct issue from economics. Our examples illustrate, however, that a
single ideological dimension accounts for many varieties of financial regulation.

Of course, ideology can hardly account for every vote cast. Legislators often defy the
predictions on account of any number of factors ranging from constituency interests to
party pressure to interest group in uence. These factors not only result in deviations from
pure ideological voting but also in uence the content of the legislation that is put to a vote.
Lobbyists were active in formulating the TARP stimulus package and Dodd-Frank. Moreover,



what legislation is voted on and what becomes law re ect not only ideologies and interests
but also the way agenda control is exercised and whether legislation can clear the hurdles
inherent in bicameralism and the presidential veto. Consequently, we take up the impact of
interests on political bubbles in chapter 3 and of institutions in chapter 4.

We pause to end this chapter with a caveat, obvious but worth stressing: sometimes
ideology cannot be di erentiated from venality. Did Phil Gramm really believe “government
is not the answer,” or was he in uenced by the lucre from UBS and Enron? Was Angelo
Mozilo a committed egalitarian, or just implementing part of his corrupt business model for
Countrywide Financial? Sometimes ideology is just a smoke screen for the crony capitalists.
In chapter 3 we turn to the cronies.

Chapter Appendix: Estimating the Ideological Map

This appendix provides a few more details and more intuition behind our estimates of
legislator ideology.

Given the locations of legislators and outcomes on the ideological map, the underlying
assumption of the spatial model is that each legislator votes yea or nay depending on which
outcome location is closer to his or her ideal point. Think of the yea and nay as two stores
and the ideal point as the residence of a shopper. The shopper should normally shop at the
closer store. If the more distant store has cheaper prices or some desirable exclusive items,
the shopper may make a “mistake” and go to the more distant store. Similarly, the legislator
may make “mistakes” and depart from what would usually be expected, as a result of
pressures from campaign contributors, constituents, courage of conviction, or just plain
randomness.

But if we assume that legislators generally vote on the basis of the spatial map and that
errors are infrequent, we can estimate the ideal points of the members of Congress directly
from the hundreds or thousands of roll call choices made by each legislator.

To understand better how we calculate these locations, consider the following three-
senator example. Suppose we observed only the following roll call voting patterns from
Senators Sanders, Feinstein, and DeMint.

Notice that all of these votes can be explained by a simple model in which all senators are
assigned an ideal point on a left-right scale and every roll call is given a cutting line that
divides the senators who vote yea from those who vote nay. For example, if we assign ideal
points ordered by Sanders to the left of Feinstein and Feinstein to the left of DeMint, the

rst vote can be perfectly explained by a cutting line between Sanders and Feinstein, and
the second vote can be explained by a cutting line between Feinstein and DeMint. In fact,
all six votes can be explained in this way. Note that a ipped scale with DeMint to the left
of Feinstein to the left of Sanders works just as well. But, a single cutting line cannot explain
votes 1–4 if the ideal points are ordered with either Feinstein left of Sanders left of DeMint



or Feinstein left of DeMint left of Sanders, DeMint left of Sanders left of Feinstein, or
Sanders left of DeMint left of Feinstein. Therefore none of these orderings is consistent with
a one-dimensional spatial model.

As two orderings of ideal points work equally well, which one should we choose? Given
that Sanders espouses liberal (left-wing) views and DeMint is known for his conservative
(right-wing) views, Sanders left of Feinstein left of DeMint seems like a logical choice.

The real world, however, is rarely so well behaved as to generate the easy patterns of the
rst six votes. What if we observed that DeMint and Sanders occasionally vote together

against Feinstein, as in votes 7 and 8 below? Such votes cannot be explained by the ordering
Sanders left of Feinstein left of DeMint.

If there are only a few votes like 7 and 8 (relative to votes 1–6), it’s reasonable to
conclude that they are generated by more or less random factors. If there are many more
votes like 1–6 than there are deviant votes, all common scaling procedures generate the
ordinal ranking Sanders left of Feinstein left of DeMint.

In this book, we use our DW-NOMINATE procedure for measuring ideology.48 To match
the common-language designation of liberals to the left and conservatives to the right, we
adjust the DW-NOMINATE scores so that each member’s average score lies between –1 and
+1, with –1 being the most liberal position and +1 the most conservative.

In DW-NOMINATE, the frequency of the deviant votes pins down the location of the ideal
points. For example, if there are few votes pitting DeMint and Sanders against Feinstein, we
place DeMint and Sanders far apart, to mimic the improbability that random events lead
them to vote together. Alternatively, if the DeMint-Sanders coalition were common, we
would place them closer together, consistent with the idea that small random events can
lead to such a pattern.

It is easy to measure the success of the one-dimensional spatial model. In our example,
the “classi cation success” is simply the proportion of explained votes (i.e., types 1–6)
compared to the total number of votes. Notice, however, that classi cation success will be
in ated if there are lots of unanimous votes like 5 and 6, because any ranking of the
senators can explain them. Therefore, the proportionate reduction in error is a useful
measure of classification success.49

Sometimes there are so many votes like 7 and 8 that it becomes unreasonable to maintain
that they are simply random. An alternative is to assume that a DeMint-Sanders coalition
forms because there is some other policy dimension on which they are closer together than
they are to Feinstein. We can accommodate such behavior by estimating ideal points on a
second dimension. The spatial political map then becomes more like the map of the United
States and less like the map of Chile. In this example, a second dimension in which DeMint
and Sanders share a position distinct from Feinstein’s will explain votes 7 and 8. Both
dimensions combined will explain all of the votes. Obviously, in a richer example with one
hundred senators rather than three, two dimensions will not explain all the votes, but the
second dimension may add explanatory power. In fact, in the twenty- rst century,
congressional roll call voting is so highly one-dimensional that we need not consider a
second dimension. In this book, we capture ideology as a liberal-conservative scale.



opinions of high-income than middle-income constituents, and not responsive at all to the
views of low-income citizens.10 Also (as is true for many industries) workers in the nancial
sector are well informed about how various laws and regulations a ect their industry. They
are likely to know when a legislator or regulator makes a decision adverse to those interests
(and plenty of industry groups are ready to inform them if any decision escapes their
attention).

The political in uence of the big banks has grown in recent years as a consequence of the
ending of restrictions on interstate branch banking and on brokerage activities by
commercial banks. Just as defense contractors have long bene ted from lobbying by
subcontractors scattered throughout the country, Bank of America, Citibank, JPMorgan
Chase, and Wells Fargo now have branches in most congressional districts. McBank has
replaced the Bailey Building and Loan of It’s a Wonderful Life.
TABLE 3.1
Top 25 House districts for finance and insurance employment in 2000

In many ways, the political in uence of the nancial services industry is similar to that of
other sectors of the economy. If nancial services lobbying had undue in uence on the
Dodd-Frank Wall Street Reform and Consumer Protection Act and its subsequent
implementation, the same could be said for the health care industry with regard to both
Bush’s prescription drug plan and Obama’s health care bill. The retail drug industry and the



hospital industry have, like retail banking, become more concentrated.
TABLE 3.2.
Top 25 districts for real estate employment in 2000

One area where the nancial sector excels and is distinct is political participation.
Re ecting the importance of politics to their industry, employees of the nancial sector are
actively engaged in politics. One aspect of this engagement is heavy participation in
electoral politics. In the 2004 American National Election Study (ANES), 88 percent of those
employed in nance and insurance reported voting in the presidential election compared to
just 76 percent of the other respondents.11 Employees in the nancial sector are also more
likely to

•   Try to influence the votes of others (53 percent to 48 percent)
•   Attend a campaign meeting, rally, or speech (13 percent to 7 percent)
•   Work on a campaign (5 percent to 3 percent)

Not surprisingly, the political engagement of the nancial services industry is even
stronger in the area where money counts: campaign contributions. A full 25 percent of the
ANES nancial services industry respondents report making a campaign contribution in
2004, compared to just 8 percent of those who worked outside the sector. However, as we
discuss below when we present the sheer magnitude of nancial services campaign
contributions, this seventeen-point gap radically understates the political mobilization of



consolidation of di erent business lines into large nancial holding companies has muted
these intrafinance conflicts over policy.

On the other hand, even if no rm or sector wins all the time, there is little doubt that the
campaign cash the nancial industry contributes in each election cycle boosts its clout in
Washington. When the industry “has its act together,” coordinated contributions can change
policy. An example is the change in bankruptcy law in 2005 brought about by the stealthily
named National Consumer Bankruptcy Coalition, which coordinated contributions for major
creditors.18

Using data provided by the Center for Responsive Politics (CRP),19 we can examine in
some detail the extent of the campaign fundraising undertaken by the nancial sector.
Figure 3.1 reveals that campaign contributions from the nancial sector increased almost
threefold between 1992 and 2008, even after adjusting for in ation. This growth exceeds
that of all of the industrial sectors tracked by the CPR with the exception of the legal
profession.

The current magnitudes of giving are also astonishing. Four subsectors of the industry are
in the top ten of all industry contributors (securities and investments, real estate, insurance,
and miscellaneous nance). Combined, the industry contributions swamp the second-place
industry—the legal profession.20

Figure 3.1. Campaign contributions from the nancial sector. Campaign contributions from the nancial sector have
increased sharply, especially from securities, investment banking, and real estate, the sectors most involved in the
subprime mortgage crisis.

Figure 3.1 also reveals that the growth in nancial industry contributions has been
concentrated in two sectors: securities and investments, and real estate. Securities and
investments, in contrast to commercial banking, is the sector that Philippon and Reshef
identify as accounting for most of the wage increases in nancial services relative to other
sectors of the economy.21 It is certainly no coincidence that nancial services and real
estate played such a big role in the 2008 financial crisis.

Moreover, a few rms and trade associations account for the bulk of the contributions.
The largest political action committee (PAC) contributor in the 2010 election cycle in the
commercial banking sector was the American Bankers Association. The board of this
association is basically controlled by the four big national banks, JPMorgan Chase, Bank of



America, Citigroup, and Wells Fargo. The big four and the association donated $4.9 million
of the total $9.0 million contributions from the commercial banking sector PACs. Goldman
Sachs, Credit Suisse, and UBS had the fourth-, fth-, and sixth-largest PACs in the securities
and investments category. In total campaign contributions, which include money given
directly to political parties as well as to candidates, Goldman Sachs, at $38.3 million, and
Citibank, at $29.5 million, were the second- and third-largest corporate contributors from
1989 to 2012. (AT&T was the largest.)

Of course, it is not simply the magnitude of the contributions that matter but the way
they are allocated. Figure 3.2 demonstrates how di erent nancial sectors allocated their
money across the two political parties since 1990. Two features stand out. The rst is the
importance of majority party control of Congress. The nancial industry tends to shift its
contributions based on which party controls Congress. Before 1994, a majority of the money
went to the Democratic Party, which controlled the House and the Senate. Following the
1994 elections, contributions shifted dramatically in favor of the newly empowered
Republicans. This is especially true of the contributions from insurers and commercial
banks. Following the Democratic takeover in 2006, the money switched back to about
where it had been in the early 1990s. It shifted back to the Republicans again after the 2010
midterm elections.

The second important point is how well the Democratic Party has done with the securities
and real estate industries even during the period when it had little power in Washington.
Although it may seem inconsistent with the Democratic Party’s liberal ideological
orientation, the nancial sector has become a very important constituency for the party.
Indeed, it has become the “money” wing of the party that helps compensate for the
increasingly downscale “votes” wing of the party. Many factors helped seal this alliance. The

rst is that much of the nancial sector is located on the socially liberal coasts—in New
York, Boston, Los Angeles, and San Francisco.22 It is not surprising that these areas would
support liberal social and cultural causes through the Democratic Party. Perhaps not all of
the money is intended to in uence the Democrats on nancial matters, yet clearly, the level
of these contributions heightens the party’s sensitivity to those interests.

Figure 3.2. Democratic share of contributions. The Democrats have always received a substantial share of the
contributions from the nancial services industry. Their share is greatest when they control Congress. The gure shows
contributions over each two-year election cycle. The period 1995–2006 represents years when the Republicans controlled



the outgoing Congress. The Democrats controlled in 1989–94 and 2007–10.

From the party’s perspective, high nance makes an ideal money wing almost as good as
Hollywood. Unlike many other industries, hedge funds and banks do not directly pollute the
environment and do not have especially tendentious labor relations. Thus, the industry has
relatively little con ict with other Democratic constituencies such as environmentalists and
labor unions.23 Goldman Sachs is notably welcoming to gay men and lesbians.24 Criticism of
hedge funds, in particular, by other Democratic constituencies is di cult due to the light
disclosure requirements for their activities. Of course, as we will see, what was an ideal
alliance during the boom is not necessarily one that can survive the bust.

Perhaps more important than how the industry allocates funds across parties is how it
supports individual legislators. Consider table 3.3, which outlines average nancial industry
contributions to various groups of House incumbents for the 2007–8 election cycle.
TABLE 3.3
Financial industry contributions to house incumbents, 2007–8 election cycle

Group Contribution

All members $157,900

Democrats $153,921

Republicans $162,686

Financial Services Committee members $297,883

Yes on TARP I $187,586

No on TARP I $131,789

Liberal Democrats $140,374

Moderate Democrats $169,085

Moderate Republicans $156,780

Conservative Republicans $169,462

The partisan di erences are quite small. Only $9,000 separates the average Democrat
from the average Republican. This allocation re ects the bipartisan strategies that these
industries pursued.

The ideological di erences are somewhat more substantial. The more conservative wing
of each party (moderate Democrats and conservative Republicans) garners substantially
more contributions than the more liberal factions. The emphasis on the Financial Services
Committee, with its role in oversight and new legislation, is clear. The typical committee
member receives almost twice as much as the average nonmember. Contributions do at least
correlate with voting decisions. Contributions made during the 2007–8 election cycle
appear to have paid o  when the bubble popped. The members who supported the Paulson
TARP bailout received substantially more contributions than those who opposed it.

Information and Lobbying

Because legislators often lack the time or expertise to master complex policy areas, they
must naturally turn to others for information or advice. While members can rely on



subject to public disclosure. We cannot break out expenditures on lobbying speci c
legislators or political parties, but we can look at the total amounts. These are indicated for
securities and investments, commercial banks, and real estate in gure 3.3.30 Lobbying
expenditures rose sharply in the rst decade of the twenty- rst century, particularly in the
securities and investments sector.

Among commercial banks, the big four survivors of the crash, Bank of America, JPMorgan
Chase, Wells Fargo, and Citibank, account for about one-third of all commercial banking
lobbying expenditures. They are also, as previously noted, on the boards of the American
Bankers Association and the Consumer Bankers Association. The two associations are the
biggest single lobbyists in the commercial bank category. The two trade groups, the four big
banks, and Barclays represent more than half of all commercial banking lobbying
expenditure. It should be no surprise that Goldman Sachs makes the highest lobbying
expenditure among securities and investments firms.

Figure 3.3. Lobbying expenditures by nancial and real estate rms. Expenditures soared during the bubble and
continued to grow after the pop, with the exception of real estate.

As the housing bubble popped, lobbying by the real estate sector declined. The details tell
a story. The largest real estate lobbying organization is the National Association of Realtors,
which accounts for about one-third of all lobbying expenses in the sector, spending more
than $22 million in 2011. This was not a decline, but a new record, as indicated by
OpenSecrets.org. Even as home sales fell and association membership fell from 1.36 million
in 2007 to 1.07 million in 2011, lobbying by the association increased.

Where, then, did the decline in real estate sector lobbying come from? A huge chunk
came from Fannie and Freddie, which ended their lobbying after being nationalized in 2008.
They had been the second- and third-largest lobbying organizations in the real estate sector.
The National Association of Mortgage Brokers also reduced its expenditures dramatically:
the group spent $2,319,485 in 2009 but only $210,000 in 2011. Mortgage brokering
collapsed as the lenders turned to in-house mortgage origination with sti er standards.
Home building also collapsed. This sector, kept separately by OpenSecrets.org, showed a
decline from $9.8 million in 2009 to $4.6 million in 2011. The drop would appear to be
related to the large oversupply of housing after the bubble. With low expectations that
Washington would favor even more building and with many builders in nancial distress,

http://OpenSecrets.org
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Figure 4.1. The position of chamber and majority party medians for several congressional terms, 1960s and 2000s. The
length of the interval indicates the extent to which “negative agenda control” can block policy change. H shows the
House median, D or R the majority party median.

Figure 4.1 raises two important points. The rst is that the gaps between the medians can
be substantial. For the 2009–10 term, Rick Boucher (D-VA) is the estimated House median;16

John Yarmuth (KY) and Jim Langevin (RI) tied for the median House Democrat. So if we
take the negative agenda control model seriously, successful policy change would be limited
to issues that these three members could agree on. That is, a bill will not pass unless the
House median (Boucher) supports it, and there will be no vote on a bill that is not supported
by the majority party median member.

The gap between the party median and the chamber median mainly re ects the lack of
homogeneity in the majority party. When the two parties have no ideological overlap, as in
recent years, both the majority party median and the House median must belong to the
majority party. In this case, minority party ideal points have no in uence on the gap. As the
parties have polarized, they have also become more homogeneous, so the gap today is less
than it was in the 1960s. In earlier times, the gap could run from the majority party into the
moderates on the minority side. The Eighty-Ninth House of Representatives (1965–66) was a
rare exception to this regularity. A pure majority gap was produced by the large Democratic
delegation following that party’s landslide victory in the 1964 elections when the
presidential contest was between Lyndon Johnson and Barry Goldwater. There were so
many liberal Democrats that moderate Democrats and overlapping Republicans did not draw



Figure 4.2. The gridlock interval in selected congressional terms. The interval, shown as the thick line, is the gap
between the pivots. Gridlock increases as the line gets longer.

The change in the cloture rule in 1975 did compensate somewhat for the increase in
polarization. But another aspect of the libuster both re ects the e ect of polarization and
ampli es gridlock. With the (important) exception of civil rights legislation, the libuster
was rarely used as a tactic for defeating legislation before the 1970s.26 So the gridlock
intervals from the 1960s are somewhat exaggerated measures of the di culty in passing
legislation during that era. Clearly the situation has worsened in recent decades.

The polarization of the political parties we discussed in chapter 2 has meant that the
di erence between the pivots (who are almost always members of di erent parties) has
grown. This di erence has increased relevance as the propensity to use the libuster to
defeat legislation has grown.27 Certainly these two factors are related. The increased
ideological polarization made it more di cult to sustain a norm of only using the libuster
only on big national issues. Of course, as polarization increases and policy consensus
vanishes, everything becomes big stu . As the libuster norm broke down, the Senate
became a more solidly supermajoritarian institution.

When the big-issues-only norm was in force, the majority leadership in the Senate forced
libusters to be carried out, and the Senate would be tied up for days. When Carter Glass’s

banking bill reached the Senate at the end of Herbert Hoover’s presidency, Huey Long (D-LA)
led a ten-day libuster.28 Now the threat of lengthy libusters on almost everything has



Mae and Freddie Mac? These would have appeared to be safe investments. After all, their
directors and executives included some of the nation’s most esteemed public servants, such
as Robert Rubin, Richard Holbrooke, Franklin Raines, and Martin Feldstein. Of course,
except for some of the 1 percent, Americans cannot participate in private equity and hedge
funds. So the big nancial rms would appear to be the way into the nancial sector for Joe
the Plumber.

Figure 5.1. Homeownership rates by race and ethnicity, 1994–2012. Homeownership rates have continued to decline
beyond the end of the 2007–9 recession. Homeownership rates in 2012 are lower for all groups than the rates in 2002.
African American homeownership rates have had a particularly steep decline and have fallen back to the level of the
mid-1990s.
Source : Current Population Survey/Housing Vacancy Survey, Series H-111, Bureau of the Census.

I n table 5.1, we benchmark these investments in two ways. First, we compare returns
between the end of 1999—just after Goldman Sachs, the last of the major investment banks
to go public did so—and the end of 2011. Second, to give investors a longer-run perspective,
we moved the start date back a decade to the end of 1989. We measured returns in two
ways. First, we computed the total percentage increase in the price of common stock. This,
of course, can be negative. Negative returns are bounded by –100, which corresponds to a
total wipeout, as was the case for Washington Mutual (WAMU). Second, we added in
dividends. We assumed no reinvestment of dividends. If, of course, the investor had
reinvested the dividends in the stock, the returns would have been much worse for most of
the rms. The table accounts for all stock splits, including the ten-for-one reverse split of
Citigroup, necessary to keep that firm from becoming a penny stock.
TABLE 5.1.
Returns for selected financial firms



Notes: *Morgan Stanley 12/31/1993–12/31/2011; **WAMU, Wachovia until 2008.

If the investments were made at the end of the 1990s, they would have been a disaster,
with the exception of Wells Fargo. All the other rms had negative stock returns, typically
far more negative than the S&P 500 index, shown for comparison. Even with dividends, the
returns are negative, with the exception of Wells and Goldman Sachs. The latter’s return of 7
percent was a paltry .75 percent on an annualized basis. So where did the money go?
Goldman Sachs’s partners made money in the initial public o ering. The partners and other
employees also had substantial income and bonuses over the period. So the “investor
society” member would have provided nancing to the 1 percent member inside Goldman
Sachs. Morgan Stanley was worse than Goldman. Two other major investment banks, Bear
Stearns and Lehman Brothers, and the two GSEs, not shown in the table, were, of course,
much worse.

Over the longer period, from 1989, things look better, largely because of the better
performance in the 1990s. Even over this extended period, the rms lagged the S&P 500,
again with the exception of Wells Fargo. Dividends, with the exception of those of American
International Group (AIG), overcame the fall in stock price to lead to positive total returns.
But the returns were not huge. An annualized return of 9.28 percent is implied by the 640
percent total for Citigroup. For Bank of America, it was only 3.82 percent.

As the large nancial rms grew since the 1990s, they generally performed poorly for the
investor society. The rms have largely survived intact as organizations even if their equity
holders have taken it on the chin. Why have they survived? Their executives and board
members surely know the answer.

Thus, after the crash, long-term investors in the big nancial rms were crushed.
Homeownership regressed back to the level of the mid-1990s. Average Americans might
have bene ted in some other way if they were better able to consume goods other than
housing. But this was not the case.

From 1972 to 1999, median household income (adjusted for in ation) grew steadily, with
hiccups, as shown in gure 5.2. Income inequality increased dramatically in the last two



decades of the twentieth century as the income of the top quintile grew much faster than
the median. But income gains were generally widespread. From 1972 to 1999, median
household income, adjusted for in ation, increased from about $45,000 to $53,000. But the

rst decade of the new century was a lost one. By 2010, median income had not returned to
the 1999 level and was below $50,000.

Figure 5.2. Median household income and average income of top quintile, 1972 to 2010 (in 2010 dollars). Income never
recovered to the level it reached at the end of the twentieth century under President Clinton. During the eight years of the
Bush presidency (2001–8) it recovered somewhat but then fell sharply during the rst two years of the Obama
presidency.
Source : U.S. Census Bureau, Current Population Survey, Annual Social and Economic Supplements.

Just as incomes increased across the board until the new millennium, the stagnation and
loss of the last decade has been broad. Even the core constituency of the Republican Party—
upper-income whites2—su ered from the decade’s experiment with unfettered nancial
capitalism. Incomes among top-quintile whites collapsed with the crisis and ensuing
recession. Yet, as indicated by the results of the 2010 congressional elections, the losses did
little to undermine the commitment of those voters to the Republican Party and free market
conservatism.

The lethal concoction that destroyed the investor society and the broader standard of
living had ve components—all rooted in our Three I’s. The rst was deregulation that
permitted innovative new nancial instruments, such as exotic mortgage products,
collateralized debt obligation tranches, and credit default swaps to emerge without
meaningful regulation. The second was deregulation that permitted nancial rms to engage
in a riskier range of activities. The third was a reduction in the monitoring capacity of
regulators, either through deliberate neglect, as reflected in the tenures of Alan Greenspan at



sixth largest, Washington Mutual, is also gone.
Concentration made it more likely that the failure of one or more of the mega-institutions

would cripple the economy. This problem was accentuated by the historical evolution of the
mortgage market from one in which a large preponderance of mortgages was held by
dispersed, small institutions to one in which mortgages went through the MBS pipeline.
Mortgage originators everywhere participated in the national and international markets
created by securitization. Based on historical correlations, the mathematical models used to
price these securities assumed that geographic variation in real estate prices would be low.
But the models failed to consider how the market was fundamentally altered by the
securitization assembly lines.

Part of the assembly line was the rating of the securities. The ratings were the product of
only three rms: Moody’s, Standard & Poor’s, and Fitch. If these agencies all produced
biased reports, the bad information would be highly correlated across MBSs, so when one
went sour it would be highly likely that others would follow. Moreover, even though
securitization was predicated on the notion of diversifying risk across mortgages, the end
result was to create millions of CDOs that were not only correlated but nearly statistically
equivalent. So any rm that invested in large numbers of mortgage-backed securities was
concentrating, rather than diversifying, its risk.

As the bubble in ated, Washington allowed increased concentration in nancial services
and failed to control new nancial products and new nancial market structures. Part of the
failure was a sheer lack of regulatory resources. As the new markets grew explosively,
regulatory resources failed to keep pace. The pattern appears in the budgets and sta ng of
the FDIC, the Fed, the SEC, and the CFTC.

Figure 5.3. Growth of volume of futures and options contracts and CFTC full-time equivalent employees. Trading
volume in futures and options contract trading expanded rapidly. The CFTC had practically no increase in sta . The

gure plots the number of full-time equivalent (FTE) CFTC employees and the number (in millions) of futures and



the New York Fed was no populist creation. It served the purpose of giving Wall Street
direct influence.

The role of the New York Fed re ects political tensions that arose in the wake of the
Panic of 1907. The go-to person in the Senate after the Panic was Nelson Aldrich (R-RI), the
father-in-law of John D. Rockefeller Jr. Rockefeller was the largest shareholder in the largest
bank in the world, Chase National (the predecessor of Chase Manhattan Bank and
subsequently JPMorgan Chase). His uncle, William Rockefeller, held a large interest in
James Stillman’s National City Bank (the predecessor of Citibank). Not surprisingly, Aldrich
sought to further limit monetary policy by leaving it in the hands of private bankers.
Aldrich’s proposal, eshed out at the 1910 Jekyll Island meeting of the nabobs of Wall
Street, never became law.31 The Fed was set up as a government institution in 1913.

The Fed was established in a period when political polarization was extremely high, at a
level that went unmatched until recent years. Not surprisingly, the Democrats’ plan for a
central bank as a public sector institution drew opposition from conservative Republicans.
When the House approved the conference report on December 12, 1913, all but two
Democrats voted in favor, and a majority of Republicans opposed. The vote, as shown in

gure 6.1, was strongly along liberal-conservative lines. Conservative Republicans were
against it, whereas moderate Republicans voted with the Democrats. The Senate approved
the conference report on December 23 in close to a straight party-line vote with all
Democrats but only three Republicans in favor. Representative Ron Paul, the self-appointed
harasser of the Fed today, would have happily joined the minority in 1913. The split on
reform after the Panic of 1907 foreshadows the polarized ideological splits that would occur
a century later.

Figure 6.1. The conference report vote in the House of Representatives approving the Federal Reserve Act. The vote



were appointees of Democratic presidents. We also note the number of years that the
Democrats had a filibuster-proof majority in the Senate.
TABLE 6.1.
Democratic control of federal government, 1933–2012

Note : *The Democrats did have a filibuster-proof majority for a portion of the 111th Congress.

In the rst period, the Democrats were rmly in control. By 1939, Roosevelt had been
able to appoint a majority on the Supreme Court. For half of the period, starting in 1935, he
enjoyed libuster-proof majorities. In the Eightieth Congress (1947–48), control of both
houses did revert brie y to the Republicans but otherwise the Democrats were dominant.
The same was largely true of the next twenty-year period, from 1953 to 1972. Republican
appointees formed a Supreme Court majority only in 1972 after Nixon made two
appointments. The Democrats, however, had largely lost the ability to block libusters. It
would have been increasingly easy for conservatives to block any nancial regulation that
moved away from free market conservatism. Republican power to block continued
thereafter, even though the number of votes needed for cloture was cut from sixty-seven to
sixty in 1975. In the last period, which takes us from Clinton to Obama, the Democrats did
have more success in presidential elections. This success should not mask the continued
hold of Republicans on the Supreme Court. An equally important observation is the
continuation of declining Democratic fortunes in congressional elections. Although there
may be some use in crabbing about the unpopularity of health care reform, the Tea Party,
and continued unemployment in the 2010 midterm elections, the resurgence of House
Republicans is unsurprising in the longer perspective provided by the table.

The Republicans, moreover, enjoyed these electoral successes while moving in a
conservative direction more strongly than the Democrats moved in a liberal direction. This
movement by the Republicans became the driving force in increasing polarization. Their
move to the right further tilted the scales against any government intervention in nancial
markets. If voter preferences had remained constant from the 1960s onward, the Republican
move to the right should have been an electoral disaster, continuing the Barry Goldwater
debacle of 1964. Au contraire. In chapter 9 we return to this topic and discuss the political
shift to free market conservatism. For the moment, we note that the trend away from the
Democrats fully matches the numerous acts that undid the nancial regulatory landscape of
the 1930s and the many failures to take regulatory action as new nancial products were



Figure 7.1. The ancien régime. Former Clinton economic advisor Gene Sperling and Robert Rubin—dynasty members
Peter Orszag, Tim Geithner, and Larry Summers at the White House, February 9, 2009. Source : O cial White House
photo by Pete Souza.

President Obama’s political ties to gures in the nancial sector did not suggest that the
administration would discipline individuals and rms whose behavior had been
inappropriate. During the 2008 campaign, Obama appointed James Johnson, a former
Fannie Mae CEO and currently a member of the board at Goldman Sachs, as head of his vice
presidential selection team. After the election, in the summer of 2009, Obama allowed
himself to be photographed playing golf on Martha’s Vineyard with UBS North America CEO
Robert Wolf, a major fundraiser. UBS had received billions in funds through the AIG rescue
after paying a $780 million ne for providing hidden bank accounts to thousands of
Americans. Obama also appointed Steven Rattner, a partner in the investment rm
Quadrangle Group, to preside over the auto industry bailout. Rattner was later forced out of
Quadrangle as a result of a scandal involving the New York State Common Retirement Fund.
Rattner also agreed to pay a civil ne and to be barred from the securities industry for two
years.

We stress Obama’s ties to the nancial sector and his chosen advisers not to question the
competence or expert knowledge or contacts of these people. We suggest only that Obama
failed to promote the high ethical standards and fundamental reform of nancial markets
that he promised during his presidential campaign. His calculation was that replacing the
“reckless few” with some semireckless savvy would reassure Wall Street.

The Obama administration also signaled policy preferences inconsistent with substantial
reform. In March 2009, Obama continued the Bush administration’s support of the big banks
in Cuomo v. Clearing House.3 This position placed the administration in opposition to the
four liberal justices on the Court, consumer organizations, and the former Democratic
attorney general of New York, Eliot Spitzer, and his successor, Andrew Cuomo. The
administration initially sided with Wall Street by opposing the Volcker Rule until pressure
from congressional Democrats made that position untenable. Finally, the administration



kept its distance from reform advocate Elizabeth Warren, whom Congress had charged with
oversight of TARP. Again under pressure from congressional Democrats, the administration
did give Warren the lead in setting up the Consumer Financial Protection Bureau that was
established by the Wall Street Reform and Consumer Protection Act, better known as the
Dodd-Frank Bill after its primary authors, Connecticut Senator Christopher Dodd and
Massachusetts Representative Barney Frank.

Figure 7.2. Economic reform. Elizabeth Warren, Barack Obama, and Timothy Geithner at the White House. This
appears to be the only White House website photo of Ms. Warren. Source : Official White House photo by Pete Souza.

Dodd-Frank was the main piece of regulatory legislation responding to the pop. President
Obama signed the bill into law on July 21, 2010, well over two years after the Federal
Reserve was forced to nance the sale of Bear Stearns to JPMorgan Chase, and nearly two
years after Fannie Mae and Freddie Mac were placed in government conservatorship. Even
though the legislation was thousands of pages long, Dodd-Frank left much to rule making by
federal agencies, introducing even further delays. Many of these rules are yet to be
promulgated (as of this writing at the end of 2012).

Rules on credit risk retention are an example of the delay. Only on March 28, 2011, did
agencies announce initial regulations for how much “skin in the game” mortgage originators
and securitizers would be required to retain.4 The regulations will not become nal until
after a period for public comment—where, of course, the “public” means nancial industry
lobbyists. A nal rule is not expected until 2013; it would be e ective only one year later.
This pattern of delay appears endemic. A report from the law rm Davis Polk indicates that
as of June 1, 2012, regulators had missed statutory deadlines on 67 percent of the required
rules under Dodd-Frank.5

The nal disposition of Fannie and Freddie will be even more delayed. The fate of the
government-sponsored enterprises (GSEs) was not dealt with by Dodd-Frank and remains
undecided at the end of 2012.

The delay in nancial reform re ects, as has historically been the case, partisan politics.



replaced by liberals of the Ted Kennedy and Russ Feingold stripe. On the contrary, the
Democrats gained by recruiting moderate candidates to run in constituencies that were
more “purple” than “blue.”



Figure 7.3. Ideology scores before and after the collapse of Lehman Brothers. Each token represents a member of
Congress. Each token plots the member’s pre- and post-Lehman ideological score. The points fall nearly on a line,
indicating that the financial crisis did not change the ideological alignment in either chamber.

In contrast, when the Republicans gained in the 2010 elections, the party moved in a
sharply conservative direction. For example, Pat Toomey, a staunch proponent of free
market conservatism and a former president of the Club for Growth, replaced Pennsylvania
senator Arlen Specter, a moderate whose support was important to the passage of both the
stimulus package and Dodd-Frank. Perversely, free market conservatism has been
strengthened by the nancial crisis and the ensuing recession. Ideology, as figure 7.3 shows,
exhibited no reordering at the individual level.

Our conclusion that beliefs did not change is buttressed by studying two votes on a
proposal by Brad Miller (D-NC) to regulate predatory lending. The rst vote took place in
2007 (pre-Lehman), the second in 2009 (post-Lehman). We discuss the legislation in more
detail later in this chapter. The natural experiment that we focus on here is that the Miller
Bill (see chapter 5) was essentially the same in both years. Because predatory lending was
identi ed as a major source of subprime mortgages, one might expect a strong shift in favor
of the bill. In fact, there was almost no shift; the cutting points (a concept described in
chapter 2) are statistically indistinguishable.17 All Democrats supported the bill on both
votes, as did a number of moderate Republicans. Extremely conservative Republicans
opposed the bill both times. What switching occurred took place in the ideological middle
of House Republicans. There were 23 switchers among the 132 Republicans who voted both



Republicans were able to exploit this image undermined any hopes of the Obama
administration for a bipartisan pact. Cross-party cooperation was considered important both
because Obama had promised to foster a postpartisan environment in Washington and
because it would have better insulated him against charges of pursuing a left-wing agenda.

By January, the size of the proposed package had reached $775 billion. It grew to $825
billion by the end of the month. But it remained much smaller than what even some
Republican economists were advocating. (This advocacy had little e ect on Republican
politicians, however.) Moreover, ssures within the Democratic Party emerged over the size
of the tax cut provisions relative to social spending and investment in infrastructure.28 For
their part, the Republicans began to attack the program as too large and too light on tax
cuts. Concerns about de cits and debt began to be expressed openly by both Republicans
and moderate Democrats.

The two houses of Congress approved the conference report on the stimulus package on
February 13, 2009. We begin with the House vote, shown in gure 7.4. Because the House
operates by majority rule without a libuster, 255 Democrats, in a chamber of 435
members, had a relatively easy time passing legislation in the lower house. The conference
report was approved by a lopsided vote of 246 to 183.29



Figure 7.4. The House and Senate votes on the conference report for the Stimulus Package. In the Senate vote, the
single prediction error represents Voinovich (R-OH).

The vote went strict along party lines with the exception of seven Democrats who voted
against the stimulus package.30 None of the seven—Bobby Bright (AL), Peter DeFazio (OR),
Parker Gri th (AL), Walt Minnick (ID), Collin Peterson (MN), Heath Shuler (NC), and Gene
Taylor (MS)—held a safe seat. Four were defeated for reelection in 2010; the other three
obtained 55 percent of the vote or less. With one exception, DeFazio, all seven had
ideological positions close to the vote’s cutting line. In other words, they were estimated to
be nearly indi erent on the issue. One may have already been tilting conservative. In
September 2009, Parker Gri th of Alabama continued a pattern, started by Strom
Thurmond, of Southern Democrats switching to the Republican Party. When Gri th
switched parties his DW-NOMINATE score jumped all the way from moderate center to
conservative (the numerical change was from –0.01 to +0.54). Griffith was far from pivotal.
Party discipline was not necessary to bring him or other defectors into line.

The Senate vote on the stimulus package conference report, shown in gure 7.4, is a
different story. To get to sixty votes, the administration needed all fifty-six voting Democrats
as well as Bernie Sanders, the Independent. (Ted Kennedy was too ill to vote, and
Minnesota’s Al Franken had not yet been seated following a contested election.) The
administration also needed three votes from Republicans. It got the votes of the three who
are by our estimates the most liberal—Olympia Snowe and Susan Collins of Maine and Arlen
Specter (who later switched to the Democratic Party) of Pennsylvania.31 The result was a
minimal winning coalition that t perfectly onto a one-dimensional liberal-conservative
map. The vote is shown in figure 7.4. The only prediction error is that of George Voinovich
(R-OH), whose ideological score was to the right of Specter’s but is statistically
indistinguishable. The Democrats did obtain the votes of the three most moderate



Republicans. Voinovich’s vote against the stimulus package represents a small error for our
statistical model.32

How were these sixty votes cobbled together? Media attention focused on Senator
Snowe’s demand for a $200 billion reduction in the package in exchange for her vote. One
suspects that many other supporters had their demands met, with the result that more than
three thousand changes were made to the bill between initial House passage and nal
enactment. Each one of these changes contained a little bonbon for someone. The vote
turns out to be liberal-conservative simply because fewer bonbons were needed for liberals
than for conservatives.

Upon signing the $787 billion bill, President Obama did not rule out a second stimulus
package.33 But public support for the package was never very strong. At the time of passage,
a bare majority supported it.34 But strong majorities felt that tax cuts rather than spending
increases were the most effective part of the package.35

When joblessness failed to decline, not only did the Recovery Act decline in popularity
but voters increasingly split on partisan lines. Most important, independent voters who had
been crucial to Obama’s election began to accept the Republican narrative that the stimulus
package had harmed the economy. Table 7.1 provides partisan breakdowns for two
questions asked in July 2009:

So far, do you think the government’s stimulus package has made the economy
better, made the economy worse, or has it had no impact on the economy so far?

TABLE 7.1.
Voter attitudes about the impact of the Obama stimulus plan on the economy as of July 2009

In the long run, do you think the government’s stimulus package will make the
economy better, will make the economy worse, or will it have no impact on the
economy in the long run?

The polls also found that 65 percent of the public opposed a new stimulus package, and
strong majorities prioritized de cit reduction.36 When public opinion turned against
additional stimulus, it became more di cult to sell a new package to moderate Democrats.
Those facing tough reelection contest in 2010 were especially reluctant to support more
spending.37 Consequently, the administration rejected calls from the left for a second round
of fiscal expansion.

Some individual elements of the stimulus package were modestly popular with voters—
especially the extension of unemployment bene ts. So the administration strategy shifted
from a focus on macroeconomic stimulus to targeted social and infrastructure spending as
well as tax breaks designed to subsidize job creation.38 But even these more modest
approaches were contentious. Republicans libustered a bill to extend unemployment



are part of the larger process of increasing polarization, a process that will also increase the
vulnerability of Dodd-Frank if the Republicans ever reassert uni ed control of the White
House and Congress. Castle’s defeat at the hands of the Tea Party was far from Obama’s
fantasy about politicians of all stripes engaging in compromise.

The Senate vote on the conference report for the Dodd-Frank nancial reform bill
paralleled action on the stimulus package. Again the Democrats needed three Republican
votes, even though Al Franken had by now been sworn in and Arlen Specter had switched
parties. One di culty the Democrats faced was that Robert Byrd had died, leaving a West
Virginia seat vacant.

The Senate vote had four exceptions to a perfect liberal-conservative split. The interesting
exception was Russ Feingold of Wisconsin. Feingold’s “error” is shown as the leftmost white
block in figure 7.5. Feingold, previously one of the most liberal Democrats, decided to stand
on principle and refused to vote for cloture. So a third Republican vote, in the person of
Scott Brown, was needed.

As it turns out, there were real consequences to Feingold promoting Brown into the pivot
position. One of the provisions to come out of the House-Senate conference was a levy on
large nancial rms to pay for the costs of nancial regulation. This provision was quickly
dubbed a “bank tax.” As a result, Brown, who had supported the earlier Senate version,
began to waver. The provision not only ran counter to his ideological opposition to anything
resembling a tax increase, but would have been costly to large nancial rms in Brown’s
home state.



Figure 7.5. The conference report votes on the Dodd-Frank Bill. For the Senate, the prediction errors shown represent
Feingold to the left and Voinovich, Murkowski, and Lugar in the center. The errors in the center are close to the cutting
line, indicating that the senators were nearly indifferent on the bill. Feingold’s error is far more substantial.

In the aftermath of Byrd’s death, a defection by Brown would necessitate picking up the
two Democrats who had opposed the original Senate bill, Feingold of Wisconsin and Maria
Cantwell of Washington. Cantwell did switch her vote, but Feingold did not, necessitating
the removal of the bank tax. This shifted $19 billion in costs from the banks to taxpayers.
Feingold performed the legislative equivalent of a liberal voting for Ralph Nader in Florida in
the 2000 presidential election: standing on principle only to get an outcome he couldn’t
possibly have wanted.51

The other three errors shown in gure 7.5 are trivial exceptions. Republican senators
George Voinovich (OH), Lisa Murkowski (AK), and Richard Lugar (IN) voted against the bill
when their ideology score called for a vote in favor. Their ideal points are so close to the
cutting line that these are very minor errors for the spatial model. The split was, except for a
tad of randomness in the center and Feingold’s hiccup on the left, a pure liberal-
conservative division.

The 110th Congress: The Passage of TARP

In contrast to the stimulus package and Dodd-Frank, the passage of TARP does not t into
our model of liberal-conservative voting. Why? Several explanations complement each other.

1.  In the 110th Congress TARP was an emergency measure that went against the
core ideology of the agenda-setting party, the Republicans. The agenda setters
were Bush appointees, Treasury secretary Paulson and Fed chair Bernanke.



Figure 7.6. The Senate vote on the Durbin Amendment to allow bankruptcy judges to block foreclosures. The vote is
liberal-conservative, with the errors symmetric about the cutting line. The vote is a further indication that Congress
divided ideologically on nancial reform before the failure of Lehman Brothers. The vote also indicates that Democrats
would not be a solid majority in favor of progressive financial reforms.

The House was far more divided. On May 8, 2007, the House modi ed the Senate bill to
include $300 billion in loan guarantees for lenders willing to renegotiate the principal
amount of mortgages. The House modi cation was met by a veto threat from the president.
The modi cation was approved on a 266–154 vote, with all Democrats voting for the
guarantees and the Republicans opposing, 154–39. Atif Mian, Amir Su , and Francesco
Trebbi have shown that Republican opposition was stronger among conservatives,61 where
conservatism is measured by our DW-NOMINATE scores. As indicated above, DW-
NOMINATE makes some errors on the AHRFPA vote. Mian, Su , and Trebbi explain that
Republicans were more likely to support AHRFPA if they were from districts with high
foreclosure rates, especially if foreclosure rates were high in Republican parts of the district.
Roll call voting by the Democrats showed no sensitivity to foreclosure rates because
ideology alone promoted support for mortgage modi cations. Republicans were cross-
pressured; they had constituents, even Republican constituents, who would bene t from
mortgage resets, but a federal program ran against the grain of free market conservatism.

The voting patterns present on the May 2007 vote were repeated on the nal vote in the
House on July 23. The vote was 272–152, with only 3 Democrats voting against it and only
45 Republicans in favor. When the roll was called, delity to free market conservatism
dominated. Fewer than one-fourth of House Republicans voted for AHRFPA. (The vote is
illustrated in gure 2.6.) Even though it took place less than two months before the fall of
Lehman Brothers, the vote remains highly ideological but contains somewhat more error
than earlier votes. The increased voting prediction errors relate, as shown by Mian, Su , and



Figure 7.7. The two House votes on TARP. Neither vote is a good t to a liberal-conservative model. There are almost



as many prediction errors as votes on the minority side of each vote.

The rejection and subsequent passage of TARP re ected, in summary, several forces. The
most conservative Republican members played ideologues, even in a nancial crisis. So did
the most liberal Democrats. The Right was unwilling to go against its beliefs that
government intervention in the economy was bad per se, particularly so if it con rmed
moral hazard. The Left was unwilling to support an upward redistribution to nancial rms
and their executives. Past campaign contributions of the nancial sector were associated
with just a slight marginal willingness to favor the bailout.67 Thus, ideological extremism
trumped the supposed “capture” of Washington by Wall Street. On the other hand, members
were more likely to help Paulson and Bernanke avoid a meltdown if they were not facing a
reelection challenge in November.

Figure 7.8. The rst House vote on TARP. Incumbents running for reelection in vulnerable seats were very unlikely to
vote for TARP. Incumbents in safe seats were somewhat more likely to vote for it. Retiring incumbents were by far the
most likely supporters. Moderates showed greater support than either extreme liberals or extreme conservatives. Note
that the curves for retiring and vulnerable incumbents do not extend to the extremist ends of the graph (–1 and +1).
This is because extremists are found only in safe seats.

One might have been wary that the TARP vote indicated political instability, such as that
which preceded the Civil War after the Compromise of 1850 unraveled. Alternatively, there
may have been a permanent political realignment similar to the replacement of the Whig-
Democrat system with the Republican-Democrat system around the time of the Civil War.68

The Civil War events, as Nobel Prize Laureate Robert Fogel has stressed, were not ones of
economics but ones in which, in the North, a moral aversion to slavery emerged.69 Financial
panics are di erent. Not even the Great Depression led to realignment in congressional
ideology. So it is not surprising that congressional Democrats and the Obama administration
would be forced to form coalitions along the liberal-conservative dimension.

Conclusion

In this chapter we have argued that ideology largely reduces to one dimension. This
ideology, with the exception of the turmoil in the wake of the collapse of Lehman Brothers,



Figure 8.1. Estimated probability of a vote to reappoint Ben Bernanke as Fed chair, January 28, 2010. Each token
represents 1 of the 100 senators, with D for Democrats and R for Republicans. Moderates, with scores near zero, were
very likely to support Bernanke. Extremists on both sides of the aisle opposed.

Where was the outrage in the rst years following the crisis? After all, the crisis was
associated with dramatic losses to wealth and income. Millions lost their homes. Private
retirement accounts went south. Retirement income from de ned-bene t pensions became
endangered as the fund portfolios took a hit. The low interest rates set by the Fed caused a
drop in income for owners of certi cates of deposit. Fixed-income investments also fell as
corporations were able to call in their bonds. The “ownership society” embraced by
President George W. Bush was in shambles.

Who could blame the voters if they had demanded the dismantling and reorganization of
the entire nancial sector? Who would have been surprised if a Huey Long had emerged,
demanding to share the wealth? But the paroxysms of populist rage against the nancial
sector scarcely materialized. True, the crisis may well have in uenced the 2008 elections, as
Barack Obama pulled ahead of John McCain only in late September. On the other hand,
Obama won only 53 percent of the popular vote when the crisis should have perhaps led to
a landslide like those of Franklin D. Roosevelt, Lyndon Johnson, or Richard Nixon.
Moreover, organized protests, such as those engendered by the prospect of Obamacare, were
largely absent.

Why?
One exception may prove a general observation. In March 2009, it came to light that

employees of the nancial products division of American International Group (AIG), the
unit whose trading caused the rm’s collapse, were to receive $165 million in bonuses. The
response to this disclosure was swift and erce. Cable talk shows went crazy, congressional
hearings were televised, and the House even voted to tax the bonuses at a rate of 90
percent. Yet the rage did not focus generally on Wall Street’s bonus culture but speci cally



TABLE 8.1.
Public opinon on TARP

TARP Will … Agreement*

Treat American taxpayers fairly 40%

Make sure that money that is supposed to help the economy doesn’t go to the businesses
and individuals who caused these problems in the first place

53%

Help ordinary Americans who have mortgage problems keep their homes 51%

Make sure that the government’s money is spent properly and not wasted 47%

Note : *“Likely” and “somewhat likely” responses.

Mistrust of the government’s ability to manage the bailouts was a major contributor to the
decline in support and the partisan gap. In February 2009, only a bare majority of
respondents said that they trusted the federal government more than the nancial sector
when it came to using TARP money. The partisan gap on this question was large, with
Democrats 20 points more likely than Republicans to trust the government more.20 Poll
respondents also strongly tended to subscribe to the belief that nancial executives were
primarily using government aid to pad their salaries rather than to stabilize their firms before
returning to lending.

During the nancial crisis, policy makers were obsessed with the problem of moral hazard
in the mortgage market. The public was less so. Majorities routinely favored nancial
assistance to homeowners facing foreclosure, and support grew as the crisis deepened. In
December 2007, a slim majority of those polled by CNN had supported “special treatment
that would prevent [homeowners] from defaulting on their mortgages.”21 By the end of April
2008, this number had grown to 59 percent. Support for policies against foreclosures
expanded even further when the full-blown crisis erupted. In a survey elded by the Los
Angeles Times and Bloomberg in October of that year, a strong majority responded favorably
to the “federal government providing assistance to individual homeowners who are facing
foreclosure.”22 A CNN poll about the same time also found strong support in favor of
assistance to homeowners facing foreclosures.23 Both of these polls revealed substantial
partisan gaps. Poll respondents were far more sensitive to inducing moral hazard among
banks. An overwhelming majority opposed special treatment for nancial institutions that
would prevent them from losing money on mortgages.24

The Public Supported Financial Regulation but Worried about Capture

Voters generally supported increasing regulation of the nancial sector. In an April 2009
CBS/New York Times poll, more than 70 percent of respondents, including 60 percent of
Republicans, said that they supported increased regulation of banks and nancial
institutions.25 But support slipped and polarized over time. By March 2010, a slight majority
supported nancial reform, but the di erence between Democrats and Republicans was
more than 30 percent.26 Overall support rebounded slightly in May with the partisan gap
holding rm, possibly in response to the Securities and Exchange Commission ling civil
charges against Goldman Sachs over its Abacus collateralized debt obligations.27 (As we
discussed in the introduction to Part I, Goldman Sachs sold long positions to clients who
were unaware that the company had permitted the hedge fund manager John Paulson to
take a short position.) The level of support for reform and the partisan gap persisted through



TABLE 8.2.
Google hits on selected topics

Topic Hits (millions) Joint with Tea Party

Immigration 96

Unions 78

Welfare 64

Stimulus 42

Bailout 33

Health care reform 20

Obamacare 18

Budget deficit   8

Public employees   4

Financial reform   3

Dodd-Frank   2

The table clearly demonstrates that on the Internet, the Tea Party was far less often
associated with words related to the nancial crisis and reform than with words related to
other parts of their agenda such as immigration, welfare, public sector unionization, and
health care reform.

Given that the Tea Party was born of the anger and anxiety of the nancial crisis and
recession, why did it play such a muted role in the politics of nancial reform? The rst
factor is that certain political and ideological entrepreneurs who channeled the Tea Party
movement were hostile to reform. Initially, after Santelli’s rant went viral, the Tea Party
membership was a legitimate grassroots movement, and many of its activists had never been
involved in politics before. But well-heeled conservative and libertarian organizations and
donors provided plenty of Astroturf to ll in the bare patches. Elite ideology and interests
worked hard to point the Tea Party in the “right” direction.

One of the most important of these elite benefactors was FreedomWorks, a libertarian
group that was spun o  from Citizens for a Sound Economy, founded by the libertarian
billionaire brothers Charles and David Koch in the 1980s. FreedomWorks is led by former
House majority leader Richard Armey, a conservative Republican (with a DW-NOMINATE
score of 0.601 in the 107th Congress). Armey passionately crusaded against corporate
welfare and crony capitalism while in Congress but worked as a pharmaceutical lobbyist
until the con ict between being a Washington lobbyist and populist crusader became
untenable. Also undermining his bona des as a populist, Armey was crucial for the passage
of the Commodity Futures Modernization Act and its inclusion of the “Enron loophole.” So
Armey and FreedomWorks were never likely to try to move the Tea Party in the direction of
reforming Wall Street. Indeed, in April 2010, three months before Dodd-Frank passed,
Armey said that FreedomWorks had not “had a chance to study it.”42 The other groups who
took up leadership and coordinating roles were equally hostile or uninterested in nancial
market reform.

Of course, these groups might have mobilized the Tea Party against Dodd-Frank with the
same ferocity that they turned on Obamacare. But other than the dubious notion that Dodd-



not the poorest of the poor. But they are, unlike the traders who applauded Santelli,
disproportionately African American.44 Those who would bene t from Obamacare were at
the tail end of the income distribution but they were also disproportionately African
American and Hispanic citizens, and disproportionately immigrants. In contrast, the Tea
Party is disproportionately made up of white citizens. So the Tea Party not only attracted
people with principled objections to big government but also drew support from those
motivated by racial and ethnic animus. Given its primary focus on limiting redistributive
social policy, the Tea Party was not an active player in the writing of the Dodd-Frank Bill.

The Tea Party was, however, a large factor in the midterm elections, and its supporters
were decisive in many Republican primary contests. The movement forced Arlen Specter to
switch parties, defeated Senator Robert Bennett in Utah, and denied a Senate nomination to
longtime Delaware House member Michael Castle. Pushing the party far to the right
undoubtedly cost the Republicans some seats, but these losses were hardly a ripple in the
“shellacking” given to President Obama and the Democrats. The Tea Party’s impact is
apparent in that seventeen of the eighty-four House Republican freshmen were a liated
with the movement. These seventeen plus forty-three returning Republican incumbents
formed the Tea Party Caucus. As table 8.3 shows, the Tea Party a liates are
overrepresented in the conservative wing of the party and have discernibly moved the party
to the right. The Tea Party freshmen are considerably more conservative than the other rst-
term Republicans, and the returning members who identify with the movement are much
less likely to be in the moderate wing of the party. So even if the grassroots movement was
not directly engaged on Dodd-Frank, the election of so many more Republican conservatives
will undoubtedly shape implementation even if Republican attempts to repeal fail.

After the passage of Dodd-Frank and the midterm elections of 2010, there were some
e orts to mobilize the movement in support of repeal. Tea Party caucus chair
Representative Michele Bachmann (R-MN) and member senator Jim DeMint (R-SC)
introduced repeal bills in Congress in 2011. (DeMint’s 2010 campaign drew heavy support
from the Club for Growth, a fundamentalist free market conservative group whose former
president was Senator Pat Toomey [R-PA]. DeMint had endorsed the Tea Party candidate
Christine O’Donnell against Michael Castle in Delaware.)
TABLE 8.3.
Ideology of House Republicans

A new group called Dodd-Frank Exposed was created by Robert Bork Jr. (the son of the
failed Supreme Court nominee) and Gary Marx, a vice president at Ralph Reed’s lobbying

rm. (Reed is best known as former executive director of the Christian Coalition.) In
February 2011, representatives of this organization attended the Tea Party Patriots American
Policy Summit and conducted a poll of the attendees about Dodd-Frank. According to the
survey, 42 percent indicated that they had heard little about Dodd-Frank or were not at all




