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       Saving the Market from Itself 

 The 2007– 2009 i nancial crisis threatened economic disaster on a scale 
not seen since the Great Depression, but rapid state action prevented 
the widely feared devastation. The German response was considerably 
more generous to banks than the American or British bailouts were. 
Drawing on author interviews and primary sources in government, pri-
vate i rms, and media, Mitchell explains how the structure of national 
i nancial systems and interbank relationships produced extensive pri-
vate rescues and pressure on different states. Mitchell explores the dif-
ferent responses and results in Germany, the United Kingdom, and the 
United States using a combination of detailed case- study analyses of 
the three countries’ responses to the crisis and a quantitative analysis of 
patterns of state responses to i nancial crises. This book will be essen-
tial reading for scholars and advanced students of political economy, 
comparative politics, economic sociology, economics, and public policy. 

 Christopher Mitchell is a visiting assistant professor of International 
Affairs and Director of the International Trade and Investment Policy 
program at the George Washington University.     

www.cambridge.org/9781107159235
www.cambridge.org


Cambridge University Press
978-1-107-15923-5 — Saving the Market from Itself
Christopher Mitchell 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

iii

   Saving the Market from Itself 
 The Politics of Financial Intervention 

 Christopher Mitchell 
 George Washington University, Washington, DC        

www.cambridge.org/9781107159235
www.cambridge.org


Cambridge University Press
978-1-107-15923-5 — Saving the Market from Itself
Christopher Mitchell 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

iv

  University Printing House, Cambridge CB2 8BS, United Kingdom   

   Cambridge University Press is part of the University of Cambridge.   

   It furthers the University’s mission by disseminating knowledge in the pursuit of 
education, learning, and research at the highest international levels of excellence.   

    www.cambridge.org   
  Information on this title:  www.cambridge.org/ 9781107159235    

   © Christopher Mitchell 2016   

 This publication is in copyright. Subject to statutory exception 
and to the provisions of relevant collective licensing agreements, 
no reproduction of any part may take place without the written 
permission of Cambridge University Press. 

   First published 2016   

    A catalogue record for this publication is available from the British Library.    

    Library of Congress Cataloging- in- Publication Data    
   Names: Mitchell, Christopher (Political scientist), author.  
  Title: Saving the market from itself: the politics of i nancial intervention / 
Christopher Mitchell, George Washington University, Washington DC.  
  Description: Cambridge, UK: Cambridge University Press, 2016. | 
Includes bibliographical references and index.  
  Identii ers: LCCN 2016028918| ISBN 9781107159235 (hardback) |  
  Subjects: LCSH: Financial crises – Government policy. | 
Monetary policy. | Economic policy.  
  Classii cation: LCC HB3722.M58 2016 | DDC 339.5–dc23  
  LC record available at  https://lccn.loc.gov/2016028918    

   ISBN 978- 1- 107- 15923- 5 Hardback   

 Cambridge University Press has no responsibility for the persistence or 
accuracy of URLs for external or third- party Internet Web sites referred to in 
this publication and does not guarantee that any content on such Web sites is, 
or will remain, accurate or appropriate.   

www.cambridge.org/9781107159235
www.cambridge.org


Cambridge University Press
978-1-107-15923-5 — Saving the Market from Itself
Christopher Mitchell 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

v

   To my wife Elizabeth, without whom I never would 
have made it this far. 

 To Henry Stender, who so wanted to see this book 
in print. 

 To my mother, for her love and support.   

www.cambridge.org/9781107159235
www.cambridge.org


Cambridge University Press
978-1-107-15923-5 — Saving the Market from Itself
Christopher Mitchell 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

vii

vii

   Contents    

  List of Figures and Tables   page   viii  
  Preface     ix  
  List of Abbreviations     xi  

     1     Introduction     1  

     2     A Theory of Responses to Financial Crises     19  

     3     Germany and the 2007– 2009 Crisis     65  

     4     The United Kingdom and the 2007– 2009 Crisis     102  

     5     The United States and the 2007– 2009 Crisis     140  

     6     Conclusion     199  

  Appendix     215  
  Bibliography     219  
  Index     241   

www.cambridge.org/9781107159235
www.cambridge.org


Cambridge University Press
978-1-107-15923-5 — Saving the Market from Itself
Christopher Mitchell 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

viii

viii

   Figures and Tables    

   Figures  

     2.1     Sources of capital in Germany, the United Kingdom, and 
the United States   page   62  

     2.2     Case selection     63   

   Tables  

     2.1     Classii cation of National Financial Systems     56  
     2.2     Regression Results     59  
     A.1     Regulatory Responses and Liquidity Support     216  
     A.2     Other Forms of Capital Support     217    

www.cambridge.org/9781107159235
www.cambridge.org


Cambridge University Press
978-1-107-15923-5 — Saving the Market from Itself
Christopher Mitchell 
Frontmatter
More Information

www.cambridge.org© in this web service Cambridge University Press

ix

ix

    Preface     

  The 2007– 2009 i nancial crisis demonstrated once again the potential 
for enormous devastation in a capitalist system, and that even the most 
advanced economies are not immune to potentially catastrophic crises. 
It also demonstrated how states are willing to spend massive sums of 
money to contain i nancial crises. Given the potential devastation from 
an uncontained i nancial crisis, spending even billions of dollars, euros, 
or pounds may be justii ed. However, while the public will be universally 
hostile to such bank bailouts, not all bailouts are created equal. Some 
states, such as the United States, constructed their rescues in such a way 
that the state recouped the vast majority of taxpayer money invested in 
saving the banks. Others, such as Germany, adopted policies that were 
much more generous to bankers and were never designed to, nor in fact 
did, recover a signii cant portion of taxpayer funds. 

 This project had its genesis in the very heart of the i nancial crisis, 
as I  closely followed the development of rescue plans in the United 
States and Europe. Although much of the business literature and aca-
demic literature had emphasized an increasing convergence in global 
business and regulatory practices, the affected states adopted at times 
strikingly different policies. This project, therefore, was devoted to 
explaining why such divergent policies came about and whether they 
could be explained simply as a product of individual leaders in power 
or driven by deeper structural forces. What eventually became clear is 
that the extent of convergence has been overstated. Even if divergent 
i nancial systems have moved closer to each other, they retain key dif-
ferences, especially in the political clout of banks and bankers in times 
of crisis. As such, i nancial crises, rather than deepening convergence, 
in fact reinforce diversity in national i nancial systems. Moreover, they 
do so in a way that has signii cant impact on the long- term costs to the 
state. Although the public is universally hostile to bailouts regardless 
of the specii c forms, and although all affected states can be expected 
to invest signii cant public money in containing the crisis, the nature 
of the national i nancial system will play a key role in determining the 
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shape of the rescue, the costs to shareholders, and the likelihood of the 
state recovering its funds. 

 This book would not have been possible without the support of a 
great many individuals. I would like to thank, i rst and foremost, my wife 
Elizabeth and the rest of my family for their constant support. Thanks 
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book and its earlier drafts: Harvey Feigenbaum, Susan Sell, Emmanuel 
Teitelbaum, Jeffrey Anderson, Henry Farrell, Cornelia Woll, Jason Sorens, 
Eric N. Budd, Azzedine Layachi, Jane Gingrich, Pascal Petit, Phil Cerny, 
Geoffrey Underhill, Lucia Quaglia, Stefano Pagliari, Kevin Young, 
Cornel Ban, Orfeo Fioretos, Martin Rhodes, Rachel Epstein, Andrew 
Kerner, Jonathan Hanson, and David Earnest. My apologies to anyone 
who I  have omitted; I  assure you it does not rel ect my lack of grati-
tude. My thanks also to the following organizations for their support: the 
German Academic Exchange Service; the Horowitz Foundation for 
Social Policy; the Institute for European, Russian, and Eurasian Studies 
at the George Washington University; and the Collaborative Research 
Center at Freie Universität Berlin.   
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  Abbreviations 

   ABA      American Banking Association   
  AIG      American International Group   
  APS      Asset Purchase Scheme   
  BaFin       Bundesanstalt für Finanzdienstleistungsaufsicht  (Federal 

Financial Supervisory Authority)   
  BdB       Bundesverband deutscher Banken  (Federal Association of 

German Banks)   
  BVR       Bundesverband der Deutschen Volksbanken und 

Raiffeisenbanken  (National Association of German 
Cooperative Banks)   

  CDO      Collateralized Debt Obligation   
  CDS      Credit Default Swap   
  CDU/ CSU      Christian Democratic Union/ Christian Social Union   
  DSGV       Deutscher Sparkassen-  und Giroverband  (German Savings 

Banks Association)   
  DSW       Deutsche Schutzvereinigung für Wertpapierbesitz    
  ECB      European Central Bank   
  FDIC      Federal Deposit Insurance Corporation   
  FHFA      Federal Housing Finance Agency   
  FSA      Financial Services Authority   
  GSE      Government- Sponsored Enterprises   
  HBOS      Halifax Bank of Scotland   
  HSBC      Hong Kong and Shanghai Banking Corporation   
  IKB       Industrialkreditbank    
  KfW       Kreditanstalt für Wiederaufbau    
  LBBW       Landesbank Baden- Württemberg    
  LTCM      Long- Term Capital Management   
  OCC      Ofi ce of Comptroller of the Currency   
  OFHEO      Ofi ce of Federal Housing Enterprise Oversight   
  OTS      Ofi ce of Thrift Supervision   
  RBS      Royal Bank of Scotland   
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  SDP      Social Democratic Party   
  SEC      Securities and Exchange Commission   
  SLS      Special Liquidity Scheme   
  SoFFin       Sonderfonds Finanzmarktstabilisierung  (Special Financial 

Market Stabilization Funds)   
  TARP      Troubled Asset Relief Program   
  UKSA      UK Shareholder Association   
  WaMu      Washington Mutual      
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