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WORKING PAPERS 

 

 
Dark Banking? Banks and Illicit Financial Flows from the Mexican Drug Trade 
(Job Market Paper) 
 

Do banks enable crime? Does regulation insulate finance from criminal activity? I address these questions using evidence from the drug trade in 
Mexico, finding that local drug cartel activity causes an increase in bank deposits. Accordingly, branch networks grow in affected areas; this growth 
is not driven by increased lending opportunities. After the election of a “law-and-order” government, these effects dissipate, with liquidity flowing 
into branches of U.S. banks along the border. I interpret this as evidence that “finance follows crime” in weak institutional environments, and that, 
absent transnational policy coordination, regulatory arbitrage via cross-border liquidity flows undermines banking regulation. 
 
Bank Branch Networks, Banking Relationships, and Organized Crime 
 

In this paper, I explore if banks develop long-standing implicit contracts with criminal organizations, exploiting spatial variation in drug-cartel 
activity. I use Mexico, where local banking markets have been differentially exposed to this activity, as an empirical laboratory. I test whether banks 
with prior exposure to criminal activity are more likely to enter areas where cartels operate, as well as whether previous exposure to specific cartels 
predicts entry into local banking markets which said cartels have entered. Results suggest that certain banks do establish these: bank 
characteristics that have significant effects on differential behavior regarding “relationship-like” interactions with organized criminal organizations 
are domestic majority equity ownership and bank size.  
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Does the CRA Mitigate Housing Busts? 
(with Walter D’Lima, Tom Schneider, Phil Strahan, and Jun Yang) 

 

 

In this paper, we investigate how government mandates on lending in low-income neighborhoods affect mortgage-credit supply. In particular, we 
test if banks constrained by the Community Reinvestment Act (CRA) increase credit supply in response to declines in credit demand. The motivation 
behind this hypothesis is that the CRA imposes costs on banks related not to their supply of credit, but to the equilibrium quantity of credit in low-
income neighborhoods. As an instrument, we use a planned service disruption to the NYC mass-transit system, which produces a large exogenous 
change in real estate amenities –and hence in the demand for housing.  
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