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Abstract
This paper shows that the revolving door generates inequality of influence between financial firms and
creates economic distortions. We first develop a theoretical model, introducing the notion of “bureaucratic
capital” and stressing how the revolving door generates inequality in bureaucratic capital leading to
inequality in profits. Then this prediction is tested, using a new database that tracks the revolving door
process involving the 20 biggest US “diversified banks.” We show that regulators who supply a large
stock of bureaucratic capital are more likely to be hired by the top five banks. We also develop indices
of the inequality of influence between banks. We show that banks in the top revenue quintile concentrate
around 80% of revolving door movements. Goldman Sachs appears as the prime beneficiary of this pro-
cess, capturing approximately 30% of the total stock of bureaucratic capital.

Keywords: Regulators; revolving door; rent seeking; state connections; bureaucratic capital; inequality of influence; connected
firms; too-big-to-fail

1. Introduction

This paper explains why the revolving door generates inequality of influence between firms and creates
economic distortions. We show that big financial companies, especially those denoted “too-big-too-
fail”, can afford to hire many previous regulators, denoted as “revolvers,” and benefit from this strat-
egy, while small firms in the same sector cannot afford it. The disparity and unequal competition in
the numbers of revolvers are what this paper analyzes.

In the last decade, the “revolving door” phenomenon – defined as such when the heads of state
agencies, after completing their bureaucratic terms, enter the very sector they have regulated – has
intensified, and has been widely documented as having negative effects on the economy.1 Zingales
(2017) stresses that inequality in power among firms is a main problem in the economy, and he asserts
that one of the main channels for the connected firms to acquire power is by using the revolving door.
In the same spirit, an OECD report (2009) claims that the revolving door is one of the major causes of
the 2008 crisis, due to conflicts of interest and connections between the highest levels of governments
and private financial groups.

This paper focuses on the differences between firms in their capacity to hire revolvers and in the
resulting distortions in the economy. It finds an echo in the empirical literature on the gap between
state-connected and unconnected firms, and its consequences on productivity, public procurement,
and tax exemptions.2

In fact, a large span of this literature is based on the well-known regulatory capture channel, which
occurs when a regulator is “captured” by one specific firm, and while she is strict with the others, she is
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1See www.OpenSecrets.org, and Lucca et al. (2014). See also Transparency International UK (2011).
2See the literature review in Appendix B (available online).
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lenient with this firm.3 This capture mechanism has been summed up by Laffont and Tirole (1996):
“Monetary bribes are feasible, although not common due to their illegality. More pervasive are the
hoped-for future employment for commissioners and agency staff with the regulated firms.” In
other words, the revolving door could be a convenient vehicle for corrupt deals, leading to lenient reg-
ulations, and in turn to public resource misallocation. Yet it is difficult to believe that the revolving
door, which is so much in use around the Western world, is related to unlawful behavior.

This paper takes a different approach: first, it analyzes the practice of the revolving door in a legal
environment, and focuses on the differences of behavior between firms. The revolving door in our
approach is related to rent seeking, and represents an unethical yet legal behavior. Then we focus
on differences of behavior between big and small firms in the financial sector, by introducing a specific
financial market imperfection induced by “too-big-to-fail” financial firms.

Since our paper focuses on the financial sector, let us give some examples of unethical yet legal
behavior in this sector. As stressed by the media, the financial industry was prone to multiple revolving
door scandals.4 Some big financial firms have been found to use the revolving door to influence the
legislative process: the formulation and enforcement of financial regulations and policies.

First, there are examples of firms with an influence over the legislative process and the formulation
of regulations. Ban and You (2017) find that during the Dodd–Frank Act’s rulemaking process, com-
ments from financial firms that had hired former employees of the Securities and Exchange
Commission (SEC) were more likely to be cited in the Act’s final rule than firms that had not.

Second, on the influence of the revolving door on enforcement, a report from the SEC’s Inspector
General David Kotz pointed out the undue influence that former SEC officials working for financial
firms exerted on SEC’s actions in order to slow down or short-circuit investigations following the 2008
financial crisis.5 These examples stress that due to the revolving door, the financial sector is particu-
larly prone to unethical behavior.

In this paper, we first present a theoretical model explaining why some financial firms derive influ-
ence through the revolving door, by the creation and accumulation of “bureaucratic capital.”6 It is a
legal but unethical behavior.

The regulators and the regulated firms behave legally but unethically in the following way: regula-
tors create during their public office a specific capital, a mix of human and social capital known as
“bureaucratic capital.” Bureaucratic capital is the specific knowledge on over-complex or ill-designed
regulations created by the regulator, and the “special relationships”7 with the government and peer
bureaucrats she has built during public office. As the architect of these regulations, the regulator
has indeed inside knowledge of the system, including any loopholes that might exist, and is connected
to key individuals and offices of the public administration. This knowledge and these connections are
valuable to firms in the industry and to the regulator, but they are highly unethical.8 Bureaucratic cap-
ital therefore enables, in a legal way, the bureaucrat to cash in later thereon, after exiting the public
sector and passing the revolving door, and the firm to alleviate the regulatory constraint.

Then, in our theoretical settings, firms are not equal in their capacity to accumulate bureaucratic
capital, since big financial firms face a lower cost of capital than small firms. This is due to the

3On regulatory capture, see Stigler (1971), Peltzman (1976), Brezis and Weiss (1997), and also Appendix B (available
online).

4See Henning (2010) and also Sorkin (2011).
5See United States Securities and Exchange Commission Office of the Inspector General (2010).
6The term “bureaucratic capital” is in use in Chan (1977) in a study on modern industry’s rise under the Ch’ing dynasty.

He defines it as “the capital accumulated through public office, or state revenue diverted by individual officials for capital
investment.” In our study, bureaucratic capital is different; it is the accumulation of bureaucratic knowledge, related to con-
flicts of interest.

7As termed by Zingales (2015). In his 2015 presidential address to the American Finance Association, Zingales denounced
how barriers to entry into the financial sector are built thanks to “special relationships” with the government, thereby feeding
widespread conflicts of interest in the industry.

8Lawful but unethical behavior has been termed “legal corruption” by Kaufmann and Vicente (2011).
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externality of the “run on the bank.” Indeed, in the financial sector, there is the risk that the collapse of
a big firm will lead to a “run on the bank,” and it is common knowledge that the government will bail
out “too-big-to-fail” firms. This feature has been internalized by financial markets, which, as a result,
reduce the risk premium of big firms.

We show that this capital market imperfection has the consequence that large financial companies
can afford to hire many revolvers and benefit from their bureaucratic capital, while small firms in the
same sector cannot afford this strategy. Consequently, there is disparity in the levels of bureaucratic
capital accumulated by large and small firms respectively, leading to inequality of influence and
inequality in profits.

In the empirical part of the paper, using data on the US financial sector, we test the prediction
according to which bureaucratic capital tends to be allocated toward a small number of large firms,
through the revolving door. First, we develop indices measuring the inequality of influence resulting
from the disparate allocation of bureaucratic capital among top 20 “diversified banks.”9 The first meas-
urement is a normalized Herfindahl index that measures the concentration of bureaucratic capital
among firms in the same sector. The second one is a ratio index measuring the share of bureaucratic
capital accumulated by the top quintile banks. We find that firms in the top quintile concentrate 80%
of all the movements of revolvers between public agencies and private offices. Counting in terms of
years of revolvers’ public sector experience, one bank, Goldman Sachs, has accumulated 698 years
of revolvers’ public sector experience.10

In a second step, we proceed to a multivariate econometric analysis of bureaucratic capital alloca-
tion and show that revolvers who held prominent positions in public office, especially in key regulatory
agencies, and revolvers with longer experience in the public sector are more likely to be hired by the
top five banks. In conclusion, our result strongly supports the presence of an inequality of influence
between big and small financial firms.

The paper is divided into four sections. In section 2, we present the model. In section 3, we perform
an empirical analysis of bureaucratic capital allocation among firms in the US financial sector. Section
4 concludes.

2. The model

Introduction

The “revolving door” phenomenon is related to the passage of the regulators from regulatory agencies
to the regulated private sector, and vice versa. The theoretical model hereafter presented provides a
rationale for this phenomenon by developing the concept of “bureaucratic capital.” Indeed, the revolv-
ing door allows regulators (i.e. “revolvers”) to supply bureaucratic capital, created during their public
tenure, to regulated firms. This model sets a theoretical foundation for the measurements of bureau-
cratic capital accumulation and the inequality of influence among financial firms, which we present in
the empirical part.

Although the model we propose could be easily generalized to other sectors in which the revolving
door is also a common practice – such as the pharmaceutical, telecommunication, and defense sectors
– the model we develop is tailored to analyze the financial sector by focusing on a more specific finan-
cial market imperfection induced by too-big-to-fail financial firms, as we present below.

It should be noted that in our paper, the creation of bureaucratic capital by regulators is the explan-
ation for the existence of the revolving door, and it is a justification for this behavior, without intro-
ducing some illegal actions, as in other frameworks. Bureaucratic capital comprises “legal” actions by
the regulator that give her a “value added” to be hired hereafter. In other words, in this paper,

9In this paper, we focus on the subsector defined as “diversified banks” belonging to the financial sector (#40), as classified
by the Global Industry Classification Standard developed by Morgan Stanley Capital International.

10Hellman and Kaufmann (2004) also focus on general inequality of influence, and they use a questionnaire to analyze
differences between countries.
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bureaucratic capital is a mix of social and human capital created by regulators during public office, in
the form of networking, red-tape creation, inside knowledge of regulation design and implementation,
and so on. In return, this knowledge of regulations and these connections within regulatory agencies
are valuable to the firm in the very industry in which the revolvers had regulatory powers. In fact, the
revolver knows how to pass through complex regulations, and to receive a VIP service by being in
touch with her previous colleagues, who are still in the regulatory agency. This bureaucratic capital
is particularly valued at Wall Street, as evidenced by the high salaries or bonuses for those passing
the revolving door,11 but also in the financial industry of other industrialized economies.12

Therefore, the originality of this model is that it highlights a motivation for a firm to hire a former
regulator at a higher salary than he had been paid in the public sector. It happens because firms are
better off by acquiring the bureaucratic capital the revolver has created; which in turn, allows the latter
to cash in on this bureaucratic capital after leaving the public service. In consequence, the model of
bureaucratic capital, in a general equilibrium context à la Romer, can explain why homogeneous
firms will agree to pay rents to hire former regulators, without any illegality or wrong-doing.13

In this paper, we do not develop a whole model of general equilibrium but focus on the differences
in bureaucratic capital accumulation between big and small firms in the financial sector. More specif-
ically, this model explains why bureaucratic capital may be concentrated among few firms, and stresses
the conditions under which the revolving door generates distortions.

The reason for these differences is that financial firms, which are too big to fail, take advantage of a
lower cost of capital due to the externality of the run on the bank. Indeed, there is the risk of
run-on-the-bank contagion if one big firm collapses. This risk makes “too-big-to-fail” firms very likely
to be bailed out by the government in case of financial distress. This feature has been internalized by
financial markets, and as a result, big financial firms face a lower cost of capital than small firms.14

It is this difference in the cost of capital between the “too-big-to-fail” financial firms and the rest of
the sector that, in our model, leads to an equilibrium with a different amount of revolvers and profits
between big and small firms.15

Moreover, in our model, we assume that the financial sector produces financial intermediation ser-
vices (i.e. intermediate services and goods) in a monopolistic competition environment (as in Romer,
1990), therefore requiring regulation.16 In what follows, we present the model: the supply of

11For instance, many staff and parliamentarians from the Congress involved in the Dodd–Frank Act design are known to
have joined financial firms in exchange for large salaries. See for instance Jeff Stein (2018), and Smallberg (2013) regarding
the reversed revolving door.

12Indeed, the existence of bureaucratic capital is not proper to the US. For instance, in Israel, in the last forty years, all
Comptrollers of the banks in the Central bank have entered the financial sector as either CEO or President of the Board.
We have asked former colleagues of these comptrollers, especially those from the legal service department, to give feedback
on the working environment with the comptroller. The most common feedback was that the comptrollers very often issued
“unnecessary directives” and were “nice with colleagues” to make them more “bankable” after their term in public office. The
only one who did not pass the revolving door was said by his colleagues to have not developed personal ties with his peers and
subordinates.

13See Romer (1990), and Brezis (2017).
14As pointed out by Santos (2014: 30), Senior Vice-President at the Federal Reserve Bank of New York:

the perception that some banks will be rescued because they are too big to fail is important because it can have
far-reaching implications. If investors, creditors in particular, believe that certain banks are too big to fail, they
will discount risk when providing those banks with funding.

On the relation between the cost of capital and the likelihood of bail-out, see also Flannery and Sorescu (1996), Hakenes and
Schnabel (2010), Afonso et al. (2014), and Dellisanti and Wagner (2018).

15In the model, we make the assumption that it is the size of these firms, and not the revolving door, that allows them to
seek bailouts by the government. We are aware that some research emphasizes that firms hiring “revolvers” are associated
with preferential access to finance (see Boubakri et al., 2012; Dellisanti and Wagner, 2018; Faccio et al., 2006).

16There might be other reasons for the financial sector to be regulated and supervised, such as informational asymmetries,
corporate governance, or coordination problems (see Bhattacharya et al., 1998; Stiglitz, 1985; Stiglitz and Weiss, 1981;
Werner, 2014).
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bureaucratic capital comes from the regulators, while the demand comes from the firms. We begin by
presenting the supply of bureaucratic capital by the regulator.

The supply of bureaucratic capital by the regulator

This model focuses on the financial sector, in which top agency regulators, after their term in public
office, are invited to work in a company they have regulated.

During her time in office, the regulator fulfills her public responsibilities, but at the same time, she devel-
ops bureaucratic capital. As explained above, the bureaucratic capital is all the red tape and the connections
within regulatory agencies that she is developing.One unit of bureaucratic capital can be understood as one
piece of red tape, or one personal connection. The regulator decides the optimal amount of bureaucratic
capital shewants to develop, that will cost her effort, but will permit her to get a higher income in the future.

The structure of the model is simple. During her term as a regulator for T years, each year, she acquires
bureaucratic capital, which costs her effort of sizeEi, each year. These costs are mainly in the form of
investing in networks, creating red tape, and building influence, since these actions require effort.17

The amount of bureaucratic capital created each year by Ei units of effort per year, is monotonically
increasing and concave in the total amount of effort expended during that year, and is a differentiable
variable, which takes the functional form of: [(1 + γ)Ei]

1/1+γ γ > 0.18

This rate of accumulation is constant over the regulator’s term T, so that, at the end of the term, the
total amount of bureaucratic capital created by regulator i is:19

Hi(Ei) = T[(1+ g)Ei]1/1+g g . 0, (1)

where γ represents the institutional constraints over bureaucratic capital creation during public office.
After leaving her job as regulator, the bureaucrat works for a period of length τ in the industry that

she has regulated. She receives, on top of her “regular” salary, a rent related to the bureaucratic capital
Hi that she has accumulated.

The regulator maximizes her lifetime income which consists of (1) earnings which are not related to
the creation of bureaucratic capital, denoted by Ω, and (2) income related to the creation of bureau-
cratic capital, which equals the net income she gets on entering the industry, after passing through the
revolving door. She will be able to sell her bureaucratic capital, Hi at price q for a number of years τ so
that her total income is:

Vi = V− T Ei + tqHi(Ei) (2)

Equation (2) can be rewritten as a function only of the level of bureaucratic capital, by substituting
Ei from equation (1). We get:

Vi = V− H1+g
i

(1+ g)Tg
+ tqHi (3)

From the point of view of the bureaucrat, there is an optimal level of bureaucratic capital Ĥ that
maximizes her income – equation (3) and is:

Ĥi = T(t q)1/g (4)
17These costs may also encompass ethical costs and social stigma.
18Let us present a succinct glossary of all the variables of the model: T – number of years as regulator; Hi – the size of the

bureaucratic capital developed over her life time (during T years); Ei – costs per year of developing the yearly bureaucratic
capital; τ – number of years while working in the industry; q – price of H; Ω – income not related to creation of bureaucratic
capital, H.

19For purpose of simplicity, we assume that bureaucrats have all the same “production” function of bureaucratic capital.
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Equation (4) describes the “supply” function of bureaucratic capital by the regulator as an increasing
function of the price q. The numbers of years worked in the public agency, as well as in the private
sector both have a positive effect on the amount of bureaucratic capital. We now turn to discuss the
behavior of the firms and their demand for bureaucratic capital.

The demand for bureaucratic capital

The financial sector is composed of financial firms producing intermediate goods and services, in a
monopolistic, competitive environment.20 While Romer (1990) develops a model of general equilib-
rium for the whole economy, in this paper we focus on the financial sector. A special feature of
the financial sector is that financial firms are not all equal: some are big, and therefore have a
lower cost of capital than small firms, as we have explained above.

In this model, there are N financial firms, consisting of nb big firms, and ns small firms, respectively
producing the intermediate goods xb and xs. These intermediate goods enter the production of a final
good Y in the following form (based on Romer, 1990):

Y = D+ L1−a
y (

∑nb
0

xab +
∑ns
0

xas ) a . 0, (5)

where Y is the total output in the economy, Δ the output of the economy not related to the financial
sector; and Ly the workers in the economy who are not working in Δ; xb and xs are the intermediate
financial goods used in the production of Y. While the intermediate services sector consists of mon-
opolistic firms, the final good is produced in a perfect competitive environment. The firms involved in
producing Y are maximizing profits:

Max L1−a
y (

∑nb
0

xab +
∑ns
0

xas ) − wyLy −
∑nb
0

pbxb −
∑ns
0

psxs (6)

where wy are the wages paid for labor, pb and ps are the prices of the intermediate services xb and xs.
From the profit maximization in the production sector, we get:

pb = a L1−a
y xa−1

b for all b [ [0, nb] (7)

ps = aL1−a
y xa−1

s for all s [ [0, ns] (8)

We focus on the production of the intermediate goods and services, xb and xs. Following Romer
(1990) and Brezis (2017), we assume that these firms are producing their goods using capital k.
But physical capital is not the only factor affecting production; the amount of bureaucratic capital
also affects the output of the firms, and in a positive way.

However, let us emphasize that if all similar firms have the same amount of bureaucratic capital,
then bureaucratic capital is useless for the firm.21 This assumption stems from the rent-seeking argu-
ments according to which the revolving door does not lead to an increase in production due to
improved productivity but due to rent seeking.22 If bureaucratic capital was a productivity factor, it

20The basic model is based on Romer (1990) and Brezis (2017). Financial services are considered as intermediate services
necessary to produce a final good.

21This formulation is in general use in models with monopolistic competition, as for instance the neo-Keynesian models
with price setting and monopolistic competition (see Blanchard and Kiyotaki, 1987).

22The rent-seeking hypothesis comes from the basic idea that, in a given sector, if a firm is as influential as its competitors,
then using influence to increase production is useless.
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would increase firm j’s production, whatever stock of bureaucratic capital was accumulated by its
competitors.

As a reminder, there are two different sizes of firms, and as explained in Appendix A (available
online),23 the output of the firms can be described in the following way:

xb = [kb + (
�Hb

�Hs
)m ](Hb

�Hb
)f f . 0, m . 0 (9)

xs = [ks + (
�Hs

�Hb
)m ](Hs

�Hs
)f f . 0, m . 0 (10)

where Hb and Hs are the level of bureaucratic capital demanded by big and small firms respectively;
and �Hb and �Hs are the average level of bureaucratic capital owned by the other big and small firms
respectively. In other words, we divide the total rent-seeking effect into two elements: the first one
is the amount of bureaucratic capital of the firm relative to the amount in its own group, and the
second one is the relative amount of its group as compared to the other group. In what follows, we
detail profit maximization by big and small firms respectively.

The small firms
All firms maximize profits. Let us analyze first the small firms producing xs. The profit maximization
for an intermediate financial firm s is:

Max ps = ps(xs)xs − rks − qHs, (11)

where r is the cost of capital in the market; and q the cost of bureaucratic capital. qHs is the remuner-
ation related to bureaucratic capital obtained by the bureaucrat for being hired by the firm. Each firm
maximizes profits by finding the optimal amount of factors of production. We substitute ks, and equa-
tion (11) can be rewritten in the following way:

Maxps = ps(xs)xs − r[xs(Hs

�Hs
)−f − (

�Hs

�Hb
)m ] − qHs (12)

The two first-order conditions for maximizing profits are:

p′s(xs)xs + ps(xs) − r(Hs

�Hs
)−f = 0 (13)

q�Hs = f r xs(Hs

�Hs
)−f−1 (14)

From equation (8), we note that the demand elasticity of ps(xs) is equal to α-1. Substituting into equa-
tions (13) and (14), in a symmetric equilibrium where all Hs are the same, we get:

ps = r
a

(15)

23Appendices A, B, and C are available at https://drive.google.com/file/d/1aQ98Erz6mjSUMh_zhTTqQfusv34O_owG/view
(accessed 6 December 2018).
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and the demand function for H is:

Hs = �Hs = frxs
q

= Ds (16)

Now we turn to analyze the big firms.

The big firms
The big firms’ access to financial markets is affected by their size. As emphasized in the literature pre-
sented above, big firms face a lower cost of capital due to the “too-big-to-fail” externality. In conse-
quence the cost of capital, rb, is lower for these “too-big-to-fail” firms than the regular cost of
capital r, and we denote that: rb = r/β β > 1.

In consequence, the profit maximization for big financial firms b producing xb is:

Maxpb = pb(xb)xb − rbkb − qHb (17)

where rb is the cost of capital kb; and q the cost of bureaucratic capital. As in the previous case, the two
first-order conditions for maximizing profits are:

p′b(xb)xb + pb(xb) − rb(Hb

�Hb
)−f = 0 (18)

q�Hb = f rb xb(Hb

�Hb
)−f−1 (19)

and we get:

pb = 1
a
rb (20)

Hb = �Hb = frbxb
q

= Db (21)

In Appendix A,24 we show that the demand for small and big firms – equations (16) and (21) – can
be rewritten in the following form:

Hs = �Hs = frb1/a−1 K
nq

= Ds (22)

Hb = �Hb = frK
nqb

= Db (23)

where n = nb + ns β
1/α−1. In consequence, the ratio of bureaucratic capital in small and big firms is:

Hs

Hb
= d , 1 where d = ba/a−1 ≤ 1 (24)

24See note 23.
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Equations (22) and (23) represent the demand for bureaucratic capital, as a decreasing function of
q, for both types of firms. The ratio of bureaucratic capital in small and big firms is given by equation
(24). For big firms, the equilibrium bureaucratic capital is H1

* , while for small firms, the equilibrium is
given by H2

* which is lower than H1
* . Moreover, substituting prices and quantities into the profits, we

get:

pb = rK
nb

[1
a
− 1− f] + r

bdm
(25)

ps = rKb1/a−1

n
[1
a
− 1− f] + rdm (26)

We therefore get the following proposition:

Proposition

1. The amount of bureaucratic capital of small financial firms is lower than the amount for big, and
especially “too-big-to-fail”, firms, and the ratio is presented in equation (24).

2. Through bureaucratic capital accumulation, big firms maintain their profits at a higher level than
small firms.

To conclude this section, this model of bureaucratic capital emphasized two main facets related to the
revolving door. The first one is that differences between firms due to their size and hence their costs of
capital lead to major differences in their behavior. Big firms can hire many revolvers and be state-
connected, while small firms cannot hire many revolvers and in consequence they are less connected,
if at all. These differences in the revolving door lead to differences in profits between them. In other
words, “too-big-to-fail” firms maintain their profits and market power via the revolving door, and not
through efficient decisions. Therefore, the revolving door process leads to distortions in the economy.

The second facet is that this model also sets a theoretical foundation for the measurement of bur-
eaucratic capital supply at regulator level, and bureaucratic capital accumulation at firm level, which, in
fine, frames the empirical analysis of bureaucratic capital allocation and of the resulting inequality of
influence among financial firms, as we present in the next section.

3. Empirical analysis

This section presents an empirical analysis of bureaucratic capital allocation among big and small
financial firms, which tests Proposition 1 from the previous section. In a first step, we present a
novel database on the revolving door and bureaucratic capital in the US financial sector, and propose
measurements of the inequality of influence resulting from bureaucratic capital allocation. In a second
step, we conduct simple tests on the relationship between bank size and bureaucratic capital accumu-
lation. In the last step, we proceed to a multivariate econometric analysis of the probability of the lar-
gest bureaucratic capital suppliers – that is, the most experienced or prominent regulators –being hired
by the biggest banks.

Descriptive evidence on bureaucratic capital destination and origin

As Zingales (2015) points out, the political power of modern corporations results from the interaction
of concentrated economic power with politics. One way to grasp the extent of the regulatory power of
financial firms engaged in the revolving door would hence consists of focusing on the concentration of
bureaucratic capital among the biggest financial firms. To this purpose, we gathered data on the career
path of regulators, i.e. revolvers that undertook public-to-private or private-to-public sector move-
ments between the top 20 US “diversified banks” and US regulatory agencies. We put the emphasis
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on the diversified banking sector rather than the whole financial industry, because different types of
financial firms – e.g. diversified banks, investment banks, or insurance companies – may be subject to
different regulations and incentives, and hence might not fully compete with each other.25 Appendix B
online26 provides information on the data collection and treatment processes. Building on this infor-
mation, we constructed four proxies of the stock of bureaucratic capital accumulated by banks:

(1) Proxy 1, “revolvers”: the number of revolvers that have been hired by banks.
(2) Proxy 2, “movements”: the cumulated number of public-to-private sector and private-to-public

sector revolving door movements undertaken by revolvers hired by banks.
(3) Proxy 3, “prominence”: the number of revolvers who obtained a prominent position in a public

agency (see Appendix B online for the list of prominent positions considered).
(4) Proxy 4, “experience”: the total number of years of experience in the public sector accumulated

by revolvers hired by banks.

Looking at the revolving door in the 20 biggest US diversified banks, we identified 304 revolvers,
among which 155 are considered as prominent. These revolvers have undertaken 384 revolving door
movements between public and private positions and vice versa, mostly undertaken between 1960 and
2015, corresponding to a total of 2,256 years of experience in public office. Appendix C27 provides
information on the distribution of revolvers among firms by regulatory agencies.

Figure 1 represents the distributions of the four bureaucratic capital proxies in the various banks. In
general, the data show that more than three-quarters of the bureaucratic capital stock is concentrated
in the five biggest banks (Goldman Sachs, JP Morgan, Citigroup, Bank of America, and Wells Fargo),
including 79% of the total number of revolvers (proxy 1), 79% of revolving door movements (proxy
2), 86% of the total number of prominent revolvers (proxy 3), and 82% of the revolver’s years of public
sector experience (proxy 4). Among these five banks, Goldman Sachs takes the lion’s share of the bur-
eaucratic capital allocation.

Among the 304 revolvers identified, 187 revolvers worked in the nine key regulatory agencies dir-
ectly related to the regulation of the financial sector or with strong influence over it.28 The remaining
117 revolvers worked in agencies not directly related to financial matters such as congressmen’s offices
(most of them), the Internal Revenue Service, the Department of Defense, the Department of State,
embassies, governorates, and so on.

Figure 2 represents the distribution of bureaucratic capital according to its agency of origin, and
shows that the Fed, the Treasury, and the White House represent around 40–50% of bureaucratic cap-
ital origin: that is, 39% of the total number of revolvers, 44% of revolving door movements, 47% of
prominent revolvers, and 42% of public sector experience (in years).

To get a more striking view of bureaucratic capital concentration among diversified banks, in
Table 1 we report two key synthetic indexes. First, we report the Ratio Index (RI), which is the
share of bureaucratic capital cumulated by the top five banks29 in the total stock of bureaucratic
capital cumulated by the top 20 diversified banks, using the four proxies of bureaucratic capital.
Second, we report a second index, denoted as Concentration Index (CI), derived from a normalized

25As an illustration: Kroszner and Stratmann (1998) have documented the lobbying activities led by diversified banks to lift
out regulations that preclude them from competing with undiversified investment banks and insurance companies.

26See note 23.
27See note 23.
28These nine regulatory agencies are the following, by decreasing order of revolver’s agency of origin: the Federal Reserve

System (53 revolvers); the Treasury (40); the White House (26); the Congress Bank and Finance Committees (24); the
Security Exchange Commission (13); the US Trade Representative (10); Intelligence Agencies (10); the Federal Deposit
Insurance Corporation (FDIC) (8); and the Commodity Future Trading Commission (CFTC) (3).

29Banks are ranked according to their total revenue in USD (2015).
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Hirschman–Herfindahl index formula and computed using the four proxies of bureaucratic capital.30

The RI and CI both measure the inequality of influence, since the higher the index, the stronger the
concentration of bureaucratic capital, the greater the inequality of influence in the financial sector.
These indices do not measure all the possible negative effects of the revolving door; they specifically
focus on the differences between firms hiring many former regulators, and those without revolvers. In
other words, these metrics focus on the disparity between connected and less connected firms stem-
ming from the revolving door phenomenon.

The RI shows that Goldman Sachs, JPMorgan, Citigroup, Bank of America, and (to a lesser extent)
Wells Fargo comprise together 79% of revolvers and total revolving door movements, 86% of prom-
inent revolvers and two-sided movements (back-and-forth movements between the same agencies or
the same banks), and 82% of the total stock of years of public office experience (see Table 1).

On the concentration of bureaucratic capital, we find that the index is equal to 0.23 when using the
number of revolvers (proxy 1), 0.24 for the number of revolving door movements (proxy 2), and 0.26
for the number of years worked in the agency (proxy 4).31

Among these 20 firms, Goldman Sachs appears as the prime beneficiary of bureaucratic capital
accumulation, concentrating 27% of the total stock of revolvers (proxy 1) and revolving door move-
ments (proxy 2), 32% of prominent revolvers (proxy 3), and 31% of the cumulated years of public
office experience (proxy 4).

Next, in Table 2, we measure the concentration of revolvers among firms according to their public
agency of origin. Focusing on key regulatory agencies, as defined above, we found a strong

Figure 1. Sector distribution of bureaucratic capital among the top 20 diversified banks

30It measures the overall sector concentration of bureaucratic capital, and is computed as follows:

CIS =

����������∑N
i=1

bi
B

( )2
√

− �����
1/N

√

1− �����
1/N

√
B is the total amount of bureaucratic capital (e.g. number of revolvers), bi is the amount of bureaucratic capital in firms i, and
N is the total number of firms in the sector.

31The concentration is stronger when approximating bureaucratic capital by the number of prominent revolvers (proxy 3),
as evidenced by a CI score of 0.29. The distribution exhibits the highest concentration pattern (CI 0.32) when focusing on the
number of two-sided movements among firms (proxy 2), which mostly benefit to Goldman Sachs, Citigroup and JPMorgan.
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concentration among the “big five” of bureaucratic capital created at the White House. Indeed, the CI
rises dramatically to 0.39 and the RI indicates that 92% of the White House’s revolvers have worked for
the big five. The concentration of bureaucratic capital created at the Treasury is also strong, with a CI
equal to 0.36 and a RI of 88% for the big five (43% for Goldman Sachs alone).

By contrast, the Federal Reserve System, which provided the greatest number of revolvers, is asso-
ciated with the lowest concentration of scores (CI of 0.24, and the RI is “only” 74%). Indeed, it is worth
noting that regarding the revolving door from the Fed, there is more “equality” in the system, and a
greater number of small firms can also hire revolvers from this agency.

On the other hand, we observe very high concentration patterns at the SEC, intelligence agencies,
and the CFTC – agencies with great regulatory powers (CI of 0.43, 0.34, and 0.67 respectively).
Therefore, while bureaucratic capital from these agencies is scarce, it seems highly valuable since
almost all revolvers from these agencies end up in the big five.

To conclude this part, this statistical description has permitted us to measure the inequality of
influence among firms, resulting from the concentration of revolving door movements. Most of the
bureaucratic capital accrues to the five biggest diversified banks and a small residual amount of bur-
eaucratic capital is spread among the remaining 15 banks. Among these five firms, Goldman Sachs is

Figure 2. Distribution of bureaucratic capital among public agencies

Table 1. The inequality of influence in the US banking sector.

Proxy 1
Proxy 2

Proxy 3 Proxy 4

Revolvers
Total

movements

Publ.
to priv.
moves

Priv. to
publ.
moves

2-sided
moves

Prominent
revolvers

Years in
public
office

Total 304 384 219 142 22 155 2,256

RI 0.79 0.79 0.79 0.78 0.86 0.86 0.82

CI 0.23 0.24 0.22 0.26 0.32 0.29 0.26

Goldman
Sachs

0.27 0.27 0.23 0.32 0.32 0.32 0.31
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Table 2. The inequality of influence in the US banking sector, by key regulatory agency.

Fed
system Treasury

White
House

Congress
Bank&Fin

Trade
Rep. SEC

Intelligence
agencies FDIC CFTC

Sum key
agencies

Other
agencies Total

Total revolvers 53 40 26 24 10 13 10 8 3 187 117 304

RI 0.74 0.88 0.92 0.75 0.80 0.92 0.90 0.88 1.00 0.83 0.72 0.79

CI 0.24 0.36 0.39 0.29 0.39 0.43 0.34 0.31 0.67 0.28 0.18 0.23

Goldman
Sachs

0.23 0.43 0.31 0.31 0.30 0.38 0.42 0.25 0.67 0.33 0.27 0.27 Journal
of
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the main beneficiary of bureaucratic capital concentration, by accumulating around 30% of the bur-
eaucratic capital stock, which corresponds, in terms of regulatory experience, to 698 years among a
total of 2,256 cumulated years of public office experience.

Figure 3 presents graphically the partial correlation between the four proxies of bureaucratic capital
and bank size, measured by their total revenue in 2015. We find a positive and significant correlation
between bureaucratic capital accumulation by firms and their size. Comparing the explanatory power
of a univariate OLS regression of the bank size over the four proxies of bureaucratic capital, we find
that this positive relationship gets stronger, as evidenced by the 0.63 and 0.69 R-squared, when bur-
eaucratic capital is measured in terms of prominence in public office (proxy 3) or public office experi-
ence (proxy 4), respectively. Therefore, beyond the total number of revolver or revolving door
movements, it is the prominence and experience of regulators that seems to matter particularly for
big financial firms.

To conclude, this descriptive statistical analysis, conducted at the firm level, strongly supports the
proposition of our model according to which big firms, with lower costs of capital, accumulate a
greater stock of bureaucratic capital. We now present a multivariate analysis of bureaucratic capital
allocation among the big five, which focuses on revolvers’ public-to-private sector movements.

Multivariate analysis of bureaucratic capital allocation

One important prediction of our model is that too-big-too-fail firms are the principal destination of
bureaucratic capital allocation, as in equation (24). In consequence, regulators completing their term
in public agencies with lengthy experience in the public sector, or leaving a prominent position in pub-
lic office, are more likely to be hired by big firms. Therefore, a higher amount of bureaucratic capital
created in public office should increase the likelihood for the revolver of being hired by the biggest
banks.

Econometric specification
To test our model, we first conduct a multivariate analysis of the effect of bureaucratic capital supplied
by revolvers on the conditional probability of working in the top five banks after serving in a public
office. First, we apply a logistic model to cross-section data on 219 public-to-private revolving door

Figure 3. Bureaucratic capital and bank’s total revenue
Notes: data from Fortune 500. Top 5 banks are in red.
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movements from public agencies toward the top-20 US diversified banks, with the dependent binary
variable:

hi = 1 if the ith revolver has been hired by a top 5 bank
0 otherwise

{

The random variable hi takes the value one or zero, associated with the probability pi and (1 – pi)
respectively. We assume that the logit of the probability pi is:

Logit( pi) = X′
ib, (27)

where β is a vector of regression coefficients and Xi is a vector of covariates, which includes proxies of
bureaucratic capital and other determinants of firm size.

Variable of interest: bureaucratic capital
More specifically, bureaucratic capital supplied by the revolver is proxied by either:

Model A1: using proxy 3, the revolver’s position in public office (1 = prominent position; 0 = non-
prominent position).

Model B1: using proxy 4, the revolver’s experience in public office (in years).32

Model C1: using proxies 3 and 4 together, to separate the effects of prominence from experience.

In a robustness check, we combine these proxies with information on the revolver’s career in the key
regulatory agencies, presented above, to test whether the effect of prominence or experience depends
on whether the revolver has worked in a key regulatory agency or not. Proxies 3 and 4 are therefore
decomposed in the following way:

Proxy 3a: prominent revolvers from key regulatory agencies
Proxy 3b: prominent revolvers from “other” regulatory agencies
Proxy 4a: experience in key regulatory agency
Proxy 4b: experience in “other” regulatory agencies.

In other words, prominent revolvers (proxy 3) are split between prominent revolvers who have
worked in a key regulatory agency (proxy 3a), and prominent revolvers who have worked in any
“other” public agency (proxy 3b). In the same way, the experience in public office (proxy 4) results
from the experience of revolvers having worked in a key regulatory agency (proxy 4a), and from
the experience of revolvers having worked in an “other” public agency (proxy 4b). Models A2, B2,
C2 are then estimated proceeding to this decomposition, as follows:

Model A2: using proxy 3a and 3b.
Model B2: using proxy 4a and 4b.
Model C2: using proxies 3a, 3b, 4a and 4b together, in order to separate the effects of prominence

from experience, and the effect of the agency of origin.

Controls
We take into account the possibility of bureaucratic capital depreciation, by controlling for the time
gap (in years) between public sector exit and private sector entry. This variable is of interest since

32The number of revolvers (proxy 1) and revolving door movements (proxy 2) are not considered because these proxies
have relevance at the firm level, while this econometric analysis is conducted at the revolvers’ level.
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some regulations on the revolving door imposing a cooling-off period between public and private
offices are based on the underlying assumption of bureaucratic capital depreciation.

We also control (1) for the logarithm of the number of employees – to ensure that public regulators
do not go into the top five banks because these banks hire more people; and (2) for firm’s long-run
financial performance by including the 10 years’ earning-per-share (EPS) annual change – to ensure
that bureaucratic capital allocation is not affected by firms’ long-run profitability but only by size.

Results
The main results are reported in Table 3. First, all models put in evidence a positive and significant
effect of bureaucratic capital supply on the probability of being hired by the big five. Moreover, includ-
ing the firms’ determinants of total revenue (number of employees and financial performance) as con-
trols affects the strength, but not the sign or the significance of bureaucratic capital proxies in the
regressions (columns (2), (5), and (8)). In the same way, relationships are also robust to the inclusion
of bureaucratic capital depreciation control (columns (3), (6), and (9)).

Second, estimates in column (3) stress that being a prominent revolvers increase by 11.4% the prob-
ability of being hired by one of the top five banks, while estimates in column (6) show that one add-
itional year of public office experience increases this probability by 0.7%. Taking the two proxies
together, estimates in column (9) support prominence having an effect independently of the effect
of experience. Both effects are at least 10% significant, but the effect of prominence is found to be
more significant than the effect of experience in public office.

Third, it is also worth noting that the time gap between public and private offices erodes bureau-
cratic capital accumulation. This gap is found to significantly reduce the probability of being hired by a
top-five bank in models A1 (column (3)), B1 (column (6)), and C1 (column (9)), thereby giving an
empirical justification to regulations on bureaucratic capital allocation such as cooling-off periods
after leaving public office. Concretely, estimates support that adding one year to a cooling-off period
after leaving public office would reduce the probability of being hired by the big five by 0.4%.

In a last step, we provide additional evidence on the effect of bureaucratic capital (i.e. prominence
and/or experience in public office) by exploiting information on the revolvers who worked in a key
regulatory agency. The probability of being hired therefore regresses over proxies 3 and 4, introduced
separately (models A2 and B2) or together (model C2).

Results are presented in Table 4 and provide additional insights into how the revolving door from
key regulatory agencies generates inequality of influence among banks, compared to the revolving door
from “other” agencies. First, estimates of model A2 (column (1)) show that getting a prominent pos-
ition in the public sector increases significantly the probability of being hired by one of the big five
only if the revolver has worked in a key regulatory agency. Second, model B2 (column (2)) shows
that, while experience is useful whatever the importance of the agency, it has a stronger and more sig-
nificant effect when the revolver has worked in a key regulatory agency. Last, model C2 (column (3))
highlights that, including prominence and experience proxies together in the regression, the effect of
the prominence of revolvers from key regulatory agencies prevails over the effect of experience from
key regulatory agencies, and the effect of experience holds (in a 10% confidence level) in “other” public
agencies only.

These results suggest that, in agencies with strong regulatory power over the financial sector, the
prominence of revolvers matters more than their experience for being “bankable.” However, experi-
ence still has a positive but smaller effect on the probability of being hired by the top five when
the revolver has worked in an “other” public agency.

To summarize, this section has provided evidence on the following facts: (1) around 80% of the
bureaucratic capital stock is concentrated among the top five banks; (2) the top five banks are
more likely to hire revolvers supplying greater amounts of bureaucratic capital – whether measured
in terms of years of public sector experience or in terms of prominence in public office; and (3)
the top five banks are mostly looking for prominent revolvers from key regulatory agencies, and in
a lower extent, for experienced revolvers from “other” public agencies.
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Table 3. Empirical evidence from public-to-private revolving door movements, logit estimates (1/2).

Var dep.
Public-to-private revolver has been hired by top 5 diversified banks

(1) (2) (3) (4) (5) (6) (7) (8) (9)

Model A1 Model B1 Model C1

Bureaucratic capital

Prominent revolver (proxy 3) 0.162***
(0.054)

0.112***
(0.039)

0.114***
(0.043)

0.095***
(0.036)

0.098**
(0.040)

0.099**
(0.040)

Years in public office (proxy 4) 0.011**
(0.005)

0.007***
(0.003)

0.007**
(0.003)

0.045
(0.032)

0.004*
(0.002)

0.004*
(0.002)

Controls

Time gap between movements −0.005*
(0.003)

−0.004*
(0.002)

−0.004*
(0.002)

Ln number of employees 0.162***
(0.33)

0.163***
(0.033)

0.176***
(0.32)

0.179***
(0.034)

0.161***
(0.033)

0.165***
(0.034)

10-years EPS annual change 0.005***
(0.001)

0.005***
(0.001)

0.006***
(0.001)

0.006***
(0.001)

0.005***
(0.001)

0.005***
(0.001)

Pseudo-R2 0.04 0.36 0.37 0.02 0.33 0.34 0.05 0.37 0.38

observations 209 214 207 209 209 205 209 208 205

Notes: Marginal effects reported, constant not reported. Standard errors are presented in parentheses: * significant at 10%, ** significant at 5%, *** significant at 1%. Standard errors are robust to
heteroscedasticity
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In conclusion, the data corroborates Proposition 1 of the theoretical model, as well as Zingales’
(2015) message that power and influence are not equal among financial firms. We also find that, as
stated in Proposition 2 and shown in Figure 4, the profits of big and small firms are not equal. In
brief, to paraphrase George Orwell, this empirical analysis has stressed that US financial firms “are
equal but some firms are more equal than others.”

4. Conclusion

This paper shows how the revolving door phenomenon generates inequality of influence among firms.
It stresses that firms are not equal in their capacity to accumulate bureaucratic capital. Big companies
can afford to hire many revolvers and benefit from their bureaucratic capital, while small firms in the
same sector cannot afford this strategy. This disparity and unequal distribution in the level of bureau-
cratic capital is what this paper analyzes.

We first develop a theoretical model setting a theoretical foundation for the measurement of bur-
eaucratic capital accumulation, and explaining the inequality of influence among financial firms.
Owing to unequal access to financial markets linked to a “too-big-to-fail” externality, revolvers supply
bureaucratic capital mostly to a small number of large firms. This bureaucratic capital enables the lar-
gest firms to derive influence over public decision-making and to maintain their dominant position.

In the second part of the paper, the model’s prediction that bureaucratic capital is allocated toward
the biggest financial firms is tested, using a new database that tracking the revolving door process and
involving 304 revolvers hired by the 20 biggest US diversified banks. We show that regulators who

Table 4. Empirical evidence from revolving door movements, logit estimates (2/2).

Public-to-private revolver has been hired by
top 5 diversified banks

(1) (2) (3)

Model A2 Model B2 Model C2

Bureaucratic capital

Prominence × key regulatory agency dummy (Proxy 3a) 0.083**
(0.033)

0.086**
(0.039)

Prominence × other agency dummy (Proxy 3b) 0.041
(0.035)

−0.029
(0.092)

Years in public office × key regulatory agency dummy (Proxy 4a) 0.0079**
(0.004)

0.003
(0.003)

Time in public office × other agency dummy (Proxy 4b) 0.004*
(0.003)

0.007*
(0.004)

Controls

Time gap btw public exit and private sector entry −0.005**
(0.003)

−0.003
(0.002)

−0.004*
(0.003)

Ln number of employees 0.170***
(0.034)

0.180***
(0.034)

0.176***
(0.035)

10-years EPS annual change 0.005***
(0.001)

0.006***
(0.001)

0.005***
(0.001)

Pseudo-R2 0.37 0.34 0.39

observations 206 205 204

Notes: Marginal effects reported, constant not reported. Standard errors are presented in parentheses: * significant at 10%, ** significant at
5%, *** significant at 1%. Standard errors are robust to heteroscedasticity.
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have created much bureaucratic capital are more likely to be hired by the top five banks after leaving
public office.

We also developed indices of the inequality of influence: the Ratio Index (RI) and the
Concentration Index (CI), a Herfindahl index of the sectorial concentration of the revolving door pro-
cess. These indices enable the concentration of influence induced by the revolving door to be mea-
sured. Our results show that the top five banks represent 80% of revolvers and revolving door
movements, 86% of revolvers who held prominent positions in the public administration, and 82%
of the total years spent by revolvers in public office. Goldman Sachs appears to be the prime benefi-
ciary of this process, capturing nearly 30% of total revolvers, revolving door movements, and time in
public office, thereby accumulating 698 years of influence in public office.

The model and the empirical analysis presented in this paper may also be useful to design effective
policies aimed at preventing bureaucratic capital concentration. They may also be used to raise aware-
ness of the need for institutional safeguards against the overwhelming influence of “too-big-to-fail”
banks over financial regulations.
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