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Shattering Glass-Steagall

The power of financial industries
to overcome restraints

Paul M. Hirsch, Jo-Ellen Pozner, and Mary Katherine Stimmler

Sftermath of the mortgage lending debacle of 2007, which generated a recession for the
4 world economies, former US Treasury Secretary Paul Volcker urged the restoration into
: s regulations of the Glass—Steagall Act. This Act, initially passed in the aftermath of the
Pepression, prohibited the financial organizations in the US from engaging m both
't and commercial banking. Subsequent to its repeal in 1999, large mergers occurted
banks in the US, such as J.P. Morgan Chase, and Bank of America (now including
d previously been Metrill Lynch), and Citibank expanded their business portfolios to
s derivatives, commercial loans, and mortgage and consumer banking. The irony of
appearing to spend some of their government’s “hailout” money for lobbying against
and enforcement of new banking regulations, occurring alongside Volcker’s urging
Jass-Steagall Act and its earlier restrictions on such expansions be reinstituted, has not
mnoticed.
@ image of institutions, such as the Glass—Steagall Act, as powetful and legitimate for-
ervious to change, is deceptive; such stability simply does not exist in the vast major-
fional settings. Lawrence and Suddaby’s (2006) challenge to the presumption of
manence, calling for the examination of the process and dynamics of the creation,
ce, and disruption of institutions refocused attention on actors’ agency and inten-

By with respect to institutional change. Instead of the myth of negotiated agreement, the

o that the settlement of eatlier conflicts is permanent generally opens a window of

ty for institutional entreprencurs, whose primary motivation is to disrupt, often to

own advantage.

s chapter, we present a case that demonstrates how a new legal and regulatory framework,

ith strong public support, may provide coercive and mimetic legitimacy and yet—despite

achieving “taken—for-granted” status—temain vulnerable to contestation, continued
and eventual defeat. We find the settlement of a conflict in the public arena to be like
her than 2 permanent reframing that alters the cognitive mapping of those adversely

by the outcome. That is, apparent settlenent through regulation does not necessarily
d"l:”;‘POSSi'Eﬁ]'lty that the parties that lost out in the conflict might mobilize their structuiral
bolic resources to resist and reverse the new status quo. In so tracing the case of Glass—
fWe utilize Greenwood, Suddaby, and Hinings’ (2002) theorization framework for mapping
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narratives, discourse, and rhetoric to ultimately reimage and reverse it. In this chapter, we ¢ PR
£ e » WE trace the

rise and fall of Glass—Steagall, noting how, despite a 60-plus-year history, it was easil di
during the Clinton administration, and has little chance of being reinstituted. Y S
The zl{smt.unonral change we trace, the Banking Act of 1933, commonly known a5 (3
Steagall after its primary sponsors, mandated the division of commercial and investment h: e
in the United States after the Great Depression. This bundle of legislation was subject '“ﬂ‘iulg
testation for over half a century before its de-institutionalization by the US Conojrcsq to L:m‘
through the passage of the Gramm—Leach-Bliley Act. Of particular interest is how: a:ftf:;' ;l(l) -
of mandating that a “wall” separate securities writing, commercial banking, and i,n‘sura e
operations, the law was still subject to successful attack by the bankers that were ¢ ol
its regulations. The repeal of this legal framework, which had appeared to strictl
actions of bankers and to have attained a taken-for-granted legal standing, su
agency of actors is highly resilient, while the institutions they ta;get are mc:-r:e
than previously considered (Funk and Hirschman, 2015). /

resisters—at each stage from adoption to completion—to “rethecorize” the chan

lass—

onstrained by
Y contro] the
ggests that the
prone to change

The Glass—Steagall Act: Passage and de-institutionalization

The public image and legitimacy of bankers in the United States hit its all time low at th

D : 1 : w0 = : ‘ :
beginning of the Great Depression. Near-hysterical public rage” was reported towards banks and
bankers (Bentson, 1990), who, according to newly elected President Franklin R oosevelt (1933)

stood deservedly “rejected by the hearts and minds of men” while “pleading tearfully for restore
confidence.™ ; : o

3

L d
I'his bust had been preceded by the post-First World War “Jazz Age,” an era marked

by virtually unregulated markets in many domains. In the financial services industry, this period
brought sustained economic growth, increasing banks’ scope of operations, and lead;nv t}i;: cl:
Frcate and market new types of securities. During the late 1920s, the number of bank: enga eg
in Vundcrwriting equities and originating bonds doubled and tripled (rcspectivcly): bet%,vfe
1892 and 1931, the number of national banks with securities affiliates had risen from t'en to 1]:
(Kroszner and Rajan 1994). This was the age of universal ba nking, whereby financial institutions

could operate almost unfettered in any and all combinations of investment and deposit-

1 taki
activities. -

After the stock market crash of 1929, the banks’ particular combination of deposit-taking and
underwriting businesses raised questions about potential conflicts of interest. OF major cori:ern
was the easy access commercial banks had to the uninsured savings of a large number of unso
phisticated depositors, which raised a question of moral hazard: banks could play with thei;
depositors money and enjoy the upside with minimal downside risk, all of which was borne b
the unsuspecting depositor. Argued Senator Robert Bulkley in 1932: i

The banker ought to be regarded as the financial confidant and mentor of his depositors
Obviously, the banker who has nothing to sell his depositors is much better qualified tol
advise disinterestedly and to regard diligencly the safety of depositors than the banker who
uses the list of depositors in his savings department to distribute circulars concerning the
advantages of this, that or the other investment. ‘ -

(Congressional Record, May 10, 1931, p. 9912, cited in Kroszner and Rajan, 1994)

To alleviate this potential conflict of interest, the US Congress passed the Glass—Steagall Act
in 1933. This legislation bifurcated these two sides of banking, assigning the collection of
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now federally insured deposits to commercial and thrift banks, while leaving to investment
banks the more risky and uninsured businesses of underwriting and selling stocks and bonds.
While the banking industry at the time did not have the political wherewithal to prevent the
successfl enactment of this high-profile legislation, it certainly did not support the Act or its
intent. So began a 66-year long campaign to discredit and deinstitutionalize the restrictions
imposed by Congress.

In analyzing the rhetoric of both supporters and critics of the Glass—Steagall Act and tracing
how the balance of power shifted over time, we investigate the purposive actions of individuals
and organizations aimed at retaining or altering support for continuation of this institution alized
regulatory framework. We examine the moves made as well as the ideologies, interests, and
histories that agents drew upon to drive their aims forward. We focus on the institutional strat-
egies followed by Glass—Steagall’s resisters to dissociate it from its moral foundations (Lawrence
and Suddaby, 2006), and otherwise delegitimate it through acts of manipulation, assault, and
defiance (Oliver, 1992). In James Thompson’s classic terms (1967, p. 24), we trace how the agents
of opposition succeeded in converting the regulation from an unwelcome “constraint” to a more
manageable “contingency,” and finally to a manipulable “variable”

The theorization and retheorization of banking regulation

The separation of the banking industry that resulted from the Glass—Steagall Act evolved in a
way that closely models the six stages of institutional change described in Greenwood, Suddaby,
and Hinings’ (2002) theorization model: precipitating jolts; deinstitutionalization; preinstitutionaliza-
tion; theorization; diffusion; and reinstitutionalization. The jolt that shook up the longstanding insti-
tution of universal banking was the stock market collapse on October 24, 1929, a day on which
at least 11 well_known bankers committed suicide. The crash triggered a four-year implosion
of American financial markets, during which 40 percent of the nation’s banks failed or were
merged out of existence (Bentson, 1990), and the national unemployment rate hit 25 percent.
These jolts shook the foundations of both the financial services industry and public perceptions
of its trustworthiness, severely diminishing its social identity.

At the same time that the financial services field became so significantly delegitimated during
the Great Depression, the seeds of a new kind of banking system were being planted. The per-
vasive image of bankers during this period was one of greed, imprudence, and the absence of
self-control. President Hoover, who downplayed the consequences of the Great Depression that
marked his single term in office, nevertheless saw the country’s economic turmoil as the result
of the darker aspects of human nature. “The economic system cannot survive unless there are
real restraints upon manipulation, greed, and dishonesty,” he wrote (Hoover, 1952, p. 24), reflect-
ing a broadly accepted theorization of the roots of the crisis. Greed was to be blamed, and greed
needed to be controlled. This change in public perception ultimately led to the deinstitutionaliza-
tion of the institution of universal banking.

During the stages of preinstitutionalization and theorization, policymakers sought to understand
the causes of the Great Depression, as well as potential solutions that might revitalize the Amer-
ican economy. During the hearings held by the Pecora Commussion, a congressional Inquiry
into the causes of the great crash, fallen bankers (and not-quite-yet-fallen bankers) submitted to
fierce questioning and constant media ridicule. Ferdinand Pecora worked closely with Senator
Carter Glass to identify potential legislative reforms, recognizing a need to separate businesses
that could steer the unwitting consumer’s deposits into investment securities underwritten, pro-
moted, and sold by the same bank. It was this process of theorization that eventually led to the
drafting and passage of Glass—Steagall.
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Justifications for Glass—Steagall were drawn from what legislators saw as'a need
consumers from bankers and bankers from themv.eiveq Neither %)anker‘: ot

risk. It was this theorization of the causes of the Great Depression, which' Iéd S'. 4
co-author of the Glass—Steagall Act, to state that “I think something should bé don
people of the privilege of mortgaging their bomes and their futures to buy stocks'an
to keep blowing up bubbles that are certain to break in their faces” (quoted-iz Ay
p. 94). The goal of depriving individuals of their “privilege” of taking unsound risks

of profiting by encouraging such risk-taking, was at the heart of the (;lassﬂ'ﬂtcagall A

This theorization of the causes of the Great Depression as deseribed by Glas
others of like minds resulted in the diffusion of a new system of banking, one inw ch_g
ities of creating securities and managing loans and deposits were to be conducted in
firms, thus mitigating the potential for serious conflicts of interest, The legisiatidﬁ.- b
process of banking reform to the final step of Greenwood and colleagues’ theori'z'éﬁé-m."
the institutional change represented by the Glass—Steagall Act redefined the 1egiti:ﬁ13t S
framework of the financial services industry, reinstifutionalizing it in the form of fiv
organizational forms.

At the reinstitutionalization stage, the innovation or reform ought to become objec
gaining cognitive legitimacy and social consensus around its pragmatic value (Suchy
Accordingly, the Glass—Steagall Act’s legal framework was implemented and bees
through regulacory enforcement for the next half century. Consumers grcw"aécué e
what became a taken-for-granted system in which they got loans and saved money
organizations, but bought stocks, bonds, and muteal funds from another. :

Deinstitutionalizing Glass-Steagall

In the financial world, the players think of their business as a never-ending gamé: I

always be renegotiated. They ofien work to change the circunistances to change the ods

If institutions are the result of compromises between actors with divergent interests, g

cive and normative legztimacy can be fleeting, and cognitive legitimacy can be a liabik .

a set of actors takes for granted an institution, there will likely be another set of acter

to pounce. Cognitive legitimacy creates vulnerability by reducing vigilance and maintenane
the actors whom an institution benefits; this opens an opportunity for opponents t6 ¢

the institution and catch its defenders off guard. Greenwood et al. {2002) recognize this p.ote:' '
for institational adversaries to create conflict, noting that the appearance of an mmtut:m
bility “is probably misleading” Lawrence and Suddaby’s (2006) conceptualization of insti
work, with its focus on the agency of actors required to create and maintain institutions, s
recogmizes that such work can create conflict among parties with divergent intérésés-_wh:
“consequently work when possible to distupt the extant set of institutions” (see alsé Bovrd
1993; Bourdieu and Wacguant, 1992; DiMaggio, 1988; Abbott, 1988).

Because examples of successful attempts at institutional disruption are rare, instituticralwo
often appears straightforward and problematically unconstrained. A closer inspectioh of insti
tions, however, would reveal them to be the outcome of long series of compromises
willful, pro-active actors with divergent interests. The balance between the efforts of on
mstitutional actors to create institutions on one side and the effores by another set-6 dctor
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ipt them on the other results in a series of momentary truces or negotiated settlements.
i nvestigating the creation, maintenance, or disraption of institutions, therefore, under-
ding the conflicts among institutional actots is essential to comprehending the results of their
titutional work. While coercive and normative legitimacy may be found as a reinstitutional-
I'change comes close to becoming taken-for-granted, its cognitive acceptance as legitimate
all patties remains problematic. In the case of the Glass—Steagall Act, its deinstitutionalization
the resudt of what Lawrence and Suddaby aptly call continuous “backstage” negotiations.
i+ unfolding also involves parallels with and invite comparisons to the stages of theorization
he Act’s passage followed.

. The instizutionalization and eventual deinstitutionalization of Glass—Steagall serve as a
momtratlozl of the role of compromise in the creation of institutions and the liabilicy of cog-
ve legitimacy. Commercial bankers, investment bankers, insurance companies, commercial
k customers, corporate investrnent banking clients, insurance poticy holders, and policymak-
ers were all vying to create a legal framework that best represented and promoted their interests
ove those of competing stakeholder groups. Despite its apparent cognitive legitimacy and
en-for-grantedness, even after a halfcentury of working under the restrictions of the Act,
commercial bankers were still capable of resisting it and, eventually, disrupting it. Understanding
why the legal framework remained intact as long as it did, and why it was finally discarded when
\was, requires an analysis of both the structural balance of power among the various actors 1n

financial services field and the effectiveness of their strategies for gaining legitimacy.

onfiicting bankers’ agendas delay unified push for repeal

e long life and seemingly abrupt end to the Glass—Steagall Act can be traced to the delicate
alance of power among the trio of industries it regulated: investment banks, commercial banks,
id insurance brokers. Although each of these industries sought to increase their power and
reduce the limitations imposed on their businesses by the legislation, they were each extremely
ary of any deregulation that would allow one of the other industries access to their closely
guiarded domain. A newsletter from the American Banking Association, a lobbyist group for
commercial banks, described the struggle this way i 1997

For the last two decades, legislation te modernize the banking system has had a Perils-
of Pauline sort of story line, occasionally passing one chamber, only to fail in another, often

because of the competing lobbying by the three powerful industries.
(McConnell, 1997)

Investment banks feared that allowing commercial banks to sell securities would invite compe-
tion for the business of creating and sefling securities, while commercial banks feared they
ould not compete if risk-seeking investment banks were allowed to line their coffers with retail

customers’ deposits. Consequently, each tried to work around a full repeal of Glass—Steagall, and

inistead sought one-way deregulation that would allow one side to take advantage of the other.
For example, investment banks often argued that allowing commercial banks the ability to
underwrite securities would undermine the safety of the banking system. “The notion that bank

Sécurities caused the 1929 stock market crash . .. is a myth propagated by the securities industry

to assure Glass—Steagall a perpetual life,” wrote legal historsans (Isaac and Fein, 1988). The major

lobbying organization for investment banks told the Federal Reserve Board in 1995 that “peril-
ous underwriting operations and stock speculation” was the cause of the Depression and recom-
mended that Glass—Steagall’s ban on universal banking be upheld. Nevertheless, while investment
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pﬁernntted to offer deposit-like cash management accounts. Investment b;lks were i
(lylass—Steaga]l to keep commercial banks away from their own business, while at i]l( n'ﬂymg‘ -
mpljomng some business from commercial banks through the ;l(?qui%iti;;ﬂ of “nor ble rn’]’e W
['he hastening of the proliferation of nonbanks was in parta ‘Eunct.ion of the F(:SIC::S Ig{ ’
.Open Murket Committee’s (FOMC) reaction to inflationary pressures in thel 1970s -s i i
increasing govn?rnment spending on social welfare programs and the Vietnam War 1Tp o
inflation, the FOMC increased the discount rate to incrcase the cost of credit wi '*}C: Inﬁmge
fcconc_larY effect of causing savers and investors to pull money out of savings ’*I - i
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aother to topple the Glass—Steagall Act. Actually, they overturned only parts of the legislation,
preserving those elements which best served their interests. Their purposive efforts to retheorize
regulation and universal banking closely follow Lawrence and Suddaby’s (2006) strategy for
disruption by actively dissociating Glass—Stcagall from its moral foundation through the suggestion
hat the issues it addressed were merely technocratic and no longer salient due to improved banking
rechnology. In this way, they relied heavily on a teleological rhetorical strategy (Greenwood et al.,
2002) to valorize “modernization” (deregulation) and demonize the old-fashioned Glass—Steagall
Jegal fram ework.

The rhetoric of surrounding Glass—Steagall shifted from a logic that emphasized protecting
individuals from human greed and encouraged restraint to a logic that focused on efficiency,
innovation, and flexibility. The mythologies adopted for and against Glass—Steagall were not
pased on diametrically opposite arguments, but rather on completely different sets of values. For
instance, arguments in favor of Glass—Steagall emphasized the need for consumer safety, but
arguments against Glass—Steagall rarely discussed safety at all. Instead, they emphasized the need
for efficiency in the service of consumers. In this way, proponents of deregulation decoupled the
meanings of Glass—Steagall and reattached new meanings through mythologizing, valorization,
and demonization of a different set of values (see Table 19.1).

Prior to deregulation, the mythologized history of Glass—Steagall was that the Great Depres-
sion was caused by greed that caused bankers to sell consumers investment products that were
ot in their best interests, and that caused consumers to take on excessive risks. According to this
mythology, the result was a superheated economy that spun out of control and eventually
imploded. This theorization demonized bankers and portrayed consumers as helpless victims of
their manipulation. Thus, the solution to the Great Depression was to put in place restraints that
prevented bankers from capitalizing on their avarice. The political bases for altering financial
markets were that bankers needed to be protected from their own bad judgments, and consum-
ers were also in need of protection from their imprudent decisions, which Senator Glass articu-
lated as “something should be done to deprive people of their privilege of mortgaging their
homes and their futures to buy stocks on margin and to keep blowing up bubbles that are certain
to break in their faces™ (1927).

The arguments in favor of deregulation turned the argument for protection on its head. Its
advocates balked at depriving people of their privilege to take whatever risks they wanted.
Where Glass—Steagall promoters argued for restraint and protection, those in favor of deregula-
tion argued instead for freedom and flexibility. The ban on universal banking was depicted as
an unnecessary burden. The main argument was that technological advancements in the field of
finance had innovative new ways of managing risk precluded any need to protect consumers or

bankers.

Table 19.7 Rhetoric dissociating the Glass-Steagall Act from its moral foundations

Regulation Modernization

Moral argument Safety Freedom

Mythologized human nature Greedy Creative
Valorization Protect Enable
Demonization Human morals, bankers Restrictions
Theorization Need to protect citizens and Need to enable citizens and
businesses from their own folly businesses to find the best
solution
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benefits.” The “outdatedness” of the la
man of the Federal Reserve (1995);

ecurities and Exchange ;
er the case may have been in 1933, t'dd_ay-
012uneri§;_al Bl
¢ costs far inaw,
W was also underlined by Alan Greenspan, fii 1

line between investment and c
vision would impose economi

There i3, T think, general a
forces that re
markets. Th

greement on the forces shaping our evolving fifiang;
quire that we modernize our statutory framework for financiaf
€ most profound is, of course, technolagy: the rapid growth of con
telecommunications. Their spread has lowered the cost and broadened the segpa
cial services, opment that would have: b
hallenging the Institutional ;
an eatlier day seemed so well defined. R

making possible new preduct devel
cetvable a short time ago, and, in the process, ¢
boundaries that in

efficiency, all derived from enlrepreneurs’ incentives to take on risk, and
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they valorized freedom of choi

demonized strict government control as a burdensome nuisanc

gress to give them “regulatory relief” an

resteaint, despite the fact that their powe _

hand, SEC Chairman Arthur Levitt b agency had ' offe
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forget the lessons of the past, of safety and o
gan. one of the eight who voted
Labaton, 1999),
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ban_k’s ability to choose its regulator by rewriting its charter, “regulatory diversity has
l-lldUStl”‘y’ well” (Wayne, 1998) Thus, legislation that had beenkenacted as a mye e
industries and protect consumers was undermined through rhetoric that 1;1(;1‘1112 azll SJtO e
of companies to choose their own regulatory standards. "l
Dmcmmeritiug san(:_tinn.s and rewards is the third mechanism identified by Lawrence
Suddab{ (2006) contributing to the deinstitutionalization of an established and c
granted” rule. In the casc of the Glass—Steagall Act, the most vivid example of this ‘de luti
t}_?t‘ merger of two giant firms, whose combination it barred. This merecr of (‘lirib‘mkunc'm o
Travellers Insurance Company in 1998, created the largest financial co;*ip’any 1';1 th(m o
(once allowed) set off a wave of additional combinations which all crossed the ;vwc(l)‘ﬂd’ ‘d_Dd
drawn by the C.}]ass—Steagal] Act between commercial and mvestment banking To.l ;:g e
icw;ards and avoid 55111cti011s specified by this law, the New York Times (April 8 109.98) _:‘*P =
within 24 hours of the deal’s announcement, lobbyists for insurers, banks, and {Xh]l ‘S _Kportt‘d
were huddling with Congressional banking committee staff mczuivcrs t(; fine tl; , i
t}?a.t would update the 1933 Glass—Steagall Act” Rather than moving to disciplin m}d il
nies for violating rules, politicians acted to change the law to enable the meArl fr (.‘)3 “'e i
lobbyist noted that while this legitimated the merger after the fact, it would iaﬁlc% N
appear as leading the modernization of the industry, rather than th,e financial executi ‘i“z‘fi’ess_ .
the _charge against Glass—Steagall. The lack of law enforcement was evidence thatl &_:;S‘ La_d“_]g
thg 11'_1(1ustry had successtully disconnected the sanctions for bridging the G‘lass.f‘}te;u r]i quml
Within seven months, Congress officially repealed the Act. l -

hbffrtieg

and
ke
taken fop

Consensus and compromise in disruptive institutional work

The long life and eventual end to the Glass—Steagall Act can be traced to the delicate balance of
power among the trio of industries it regulated—investment banks commeru:al banks . Od
insurance brokers—and the three government powers that controlled ’them — Congre &
and regulators (especially the Federal Reserve and the Office of the Comptroller t;fi:: COCurtS,
rency _(OCC)).A_Ithough each of the industries sought to increase their power and reduec Sr_
hmztatlfms on their businesses enforced by the Depression Era institution, they were 4l cxtreﬂ Ie
wary of any .dcregulation that would allow one of the other industries 011:to ﬂjlt.‘l.l' closel : ::ﬂez
Furf_ Acco;dmg to the Washington Post, “Lobbyists from the well-heeled banking secuzi;gizs 2 t‘d
insurance ndustries have spent an untold number of hours and tens of millions (;f dollars "“”};
ing financial overhaul legislation, but until now were defeated by their own in-fighting asp:jd;
sought to enter the other’s business while continuing to try to bar entry into thcigf owr%,’ Invest-
ment bauk.s teared that allowing commercial banks to sell securities would invite com.petit.ion
for the bu_sln.ess of"cr.cating and selling securities, while commercial banks feared they could not
cm)npcte 1Vfrlsk—seek111g investment banks were allowed to pad their coffers with retail custom-
ers deposits. As a result, commercial and wvestment banks and insurance sellers and(com anies
tried to work around a full repeal of Glass—Steagall and instead sought one-way dere 1]? tion
that would allow their own sides to take advantage of the other. . .
In the decade prior the 1998 passage of the Financial Modernization Act, which officiall

repealed G]ilSS‘Ste}lgaﬂ, there were significant but failed attempts by lobbyists ’and sym| aathetiz
members fJf Congress to make sweeping deregulatory changes. The first craci: in Glis—LStca all
appeared in 1988, when the first version of the Financial Modernization Act, which rani‘d
broader powers to commercial banks to 15sue securities, was passed in the Senate !but ﬁileg in the
E\Iousc. “Something on the order of a quarter-million letters and post cards went to 1‘:1(:1‘11[’)61‘5 of
Congress from bank employees, officers, and directors,” boasted the American Banker Association
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(ABA Journal, November 1988). The bill's main proponent was Senator William Proxmire who
argued that “Technology 1s rapidly revolutionizing the credit industry... . Instead of promoting
safety, Glass—Steagall has promoted a monopoly environment™ and noted that “greater competi-
tion is the benefit” of the repeal (Herald Tribune, February 14, 1988). Despite the rthetorical efforts
to reframe the debate, the legislation got caught up in the House of Representatives, where
lobbyists for community banks argued that the bill would concentrate power in the hands of a
few large banks. Insurance lobbyists wavered; at first they opposed the bill because it enabled
banks to sell insurance, but when this new power was restricted to only the home state of a bank
holding company, they supported the legislation. Added to the arguments among the finance
industry sectors were the bill power disputes between legislative committees (Hendrickson,
2001). In the end, a compromise could not be reached before Congress adjourned for the session.
A second failed attempt at deregulation occurred in 1991, during the fallout from the savings
and loans crisis. Investment banks and insurance companies claimed that deregulation would
bring greater selvency to the industry, but this argument was again lost to disputes among leg-
islative commuittees. In particular the “jurisdictional rivalries” (Skidmore, December 23, 1991)
between the House Energy and Commerce committee and the House Banking Committee,
which had drafted different versions of the bill (Skidmore, December 23, 1991). Some pundits
fauleed the first Bush Administration’s unwillingness to compromise with non-investment bank-
g interests: “T don’t know whether they could have done it, but [ think they should have tried
to cut a deal with some of the forces lined up against them,” said William Seidman, former
chairman of the FDIC (quoted in Skidmore, December 23,1991). The Associated Press reported,
“With no compromise in advance, each of the financial interests involved—small banks, large
banks, securities firms and insurance companies—proved to have enough influence to block
legislation they disliked, but not enough to pass what they advocated.”
The third attempt at a full repeal happened in 1995 and, unlike the previous efforts, was under-
taken by Congress in response to moves made by regulators. The Comptroller of the Currency,
Bugene Ludwig, ruled that banks in small towns could offer insurance. Furthermore, the Federal
Reserve Bank, under Alan Greenspan, signaled that it would increase the amount of bank holding
company business that could be generated through securities affiliates. These moves by regulators
demonstrated to Congress that reform needed to be addressed legislatively. R epresentative Jim
Leach, a Republican from lowa, championed legislation that would create financial services hold-
ing companies that would allow firms to control both securities and commercial banks and permit
them to provide mutual funds, investment advice, and corporate underwriting, among other
services. The bill was strongly supported by large commercial and investment banks, but failed due
to resistance by the insurance industry, which feared banks would have an unfair advantage in cross
selling insurance and traditional commercial banking products, and small bankers, who feared
competing with banking Gohaths that could profit from securities and savings and loans activities.
Although insurance agents did not provide the amount of campaign donations that banks provided,
they had significant power and influence. As Representative Barney Frank explained:

They can beat the banks and the securities firms and the insurance companies put together,

because everybody has insurance agents in their district, and their corporate culture is, “Hi,

how are ya? I'm your friend”—I mean, you know, they’re door-to-door salespeople.
(quoted in the New York Times, May 5, 1995)

In a compromise, the House added a barrier that prevented national banks from further entry
into insurance sales, but in the end, both commercial banks and insurance brokers balked at the
concessions and the attempt at repeal failed. “We need to sec industry groups lined up in some
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Eind of accommodation before we can go anywhere,” said Representative: Bil}
If there is no agreement reached then, there may be no proposal or él1ly p‘arts‘:‘ (B :

A fourth Congressional attempt to repeal Glass—Steagall happened the Ff»‘-
urgency of effort was somewhat [ost, however, because of a pending Supreme'”C."I:mx
whether banks could sell insurance. Congress took a wait-and-see apprda ?mt
?O()l) until the Court decided to allow banks’ insurance sales in March, 1996 CAf
i the banks favor was announced, insurance agents and coznpanicg té)ok éfvé"te :
Fhat Fhey would not support any reform that didn't place stronger restrictic‘ms' ;Y : .
mto msurance. Once these were added to the bills, the primary indusery that h:d .
_For reform—commercial banks—refused to support thern because thcy. threateried :
msurance saf.es that had just been approved by the court. For members of Congres t
that a vote cither way on the repeal would alienate important industries durin icssl :
(He.ndrlckson, 2001). Over 75 amendments were proposed to the House bill E f’n e -
decided the deadlock could not be broken. '? =
. As a result of the congressional stalemate, regulators, who were not respoi
mdustrlés and therefore could side with one or another, took it upon thf:m_:;"l' :
address increased mixing berween banks, secarities firms, and insurance (He'n'dfve.s
T}fe Orfice of the Comptroller of the Currency (O.C.C.), which oversav;F about (I)'ri
US banks, citing the deadlock in Congress (Hershey, 1996), issued a regulation’ & -
under the OCC5 jurisdiction to expand into securities, insurance, and other nog: :
nesses. Thc move was et with hostility by insurance and seculiities lobb istsnT
Council of Life Insurance stated: “At a time when all financial-service proéder; : .
glake peace, the O.C.C. has decided to renew the war, forcing people into old e‘n;v o

th.ﬂS” (Netw York Times, June 1996 “Glass—Steagall Over”). The securities indlistr .
point out that this piecemeal approach to deregulation resulted in banks gainin Y ;
mvestment firins did not have. _—

In 1997 and 1998 Congress again made attempts to repeal Glass-Steagall .w1t
Undet}irred by previous failures, the Clinton Administration proposed th;i all se o
tinancial industry be regulated by the same federal agency. This caused the comiiie
to balk because they had gotten around much of the Glass—Steagall ob;;tacle With?lgll'a
regulator, the OCC. Without the support of the commercial banks, the repeal 4t it
n(?wll.ere. The reform attempt was reenergmzed after the Citibank-Tr:lvellersPnlex;"' i
tailed when Treasury Secretary Robert Rubin told President Clinton to veto the Ee
trarl.sfe.rred his department’s regulatory power over banking ¢
D’emstitutionalization of the Glass—Steagall Act finally pre

York Times reported that moves by insurance, commercial banks, and securities frms:o;
others’ turf had already biurred the line between to the industri,es to the oil;t"tflms =
once at odds are now largely in accord on most of the central issues” { Jul p1 19‘:99"‘ Sin
}‘obbyist for the American Insurance Association noted that the consensu: h":d fd% f:'¥

the market has advanced so that everyone has decided it’s in their interesr; to hav
{quoted .in the New York Times, July 1, 1999).“We have become each other™ ;aid Mi
a managing director at J.P. Morgan & Co. “There has been a convcrgenc; of otircos
activities and our political interests” (quoted in the Washington Post, 1999).

Conclusions

t'fhe‘stor.y of the ups and downs of Glass—Steagall is of theoretical significance. By IIIZI.'.ldCI’S
1¢ conflict that surrounded the institutionalized banking systern, it becomes possible ta i
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tiwhy this system persisted as long as it did in its divided form and why it eventually changed
dntversal banking system. Even insututions that have outhived thenr creators can be vulnerable
sruption, because institutions are always tentative arrangements ameng actors with divergent
csts. This observation could apply to many institutional settings, “Winners” may come to rest
eir laurels, while “losers” may benefit from upsetting institutional arrangements. In tight of
ent financial events, we see that the deregulation which was so highly sought after has lost it
al when the institutional actors who sought it have again lost their legitimacy.
he void created by financial services’ deregulation in the United States has been linked to
cantly negative ocutcomes with far-reaching consequences. Regulations might have
ped prevent recent scandals, including that of collusion among banks to systematically mis-
e their borrowing costs for the purposes of gaining more favorable trading terms in the Libor
tidal of 2008, and the global financal crisis of 2008, which has been attributed to excessive
“taking, engagement with complex financial products. The failure to disclose conflicts of
srerest, and the failure of regulators, credit rating agencics, and the markets to rein in excesses
e led to calls for greater supervision, along with continued strong lobbying efforts to prevent
- from coming to pass. Even Alan Greenspan, who oversaw the dismantling of Glass—Steagall,
ed the fatlure of this course of action, stating that “Those of us who have looked to the
nterest of lending institutions to protect shareholders’ equity, myself included, are in a state
fshocked disbelief,” in front of the House Committee on Oversight and Governinent Reform
Andrews, 2008).
Yet, in 2014, the banking lobby succeeded in convincng Congress to weaken the substance
fthe very legislation designed to help prevent a repeat of the global financial crisis of 2008.
Banks’ success in this case is typical of the power this industry has to define the terms of its
culation and to have its members appointed to the very governmental positions that are sup-
osed to monitor and rein in their excesses. There are few industries in which a revolving door
etween regulators and practitioners swings more widely or smoothly; between early 2009 and
d-2010, 148 former emplovees of financial regulatory agencies registered as lobbyists. Top
-.pbsitions at financial market regulators—and even within Congress—have increasingly become
ccupied by former big bank executives. As a resule of this revolving door, regulators are scen
to defer to bankers within their social and professional networks, and with and for whom they
nay want to work in the future.
Given the nature of the relationships among what are now universal banks and regulators, it
1§ unclear from where the next stakeholders invested in deinstitutionalization and mstitutional
Jwork might emerge. The stakeholders most hikely to be negatively impacted by the effects of
.déregu]ation and the new institutional order are individual investors and businesses, as well as
small financial institutions. These are notoriously difficult groups to mobilize because of their
relanvely low status and power, the degree to which they are dispersed, and their essential con-
servatism. What will spur the next wave of institutional contestation mn this domain? We can but

hope that it is not another serious financial crisis.
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