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Jane D’Arista is a research associate at the Political Economy Research Institute at the University
of Massachusetts Amherst. She is an expert on monetary policy, financial regulation, and issues
of international finance. Previously, D’Arista served as a staff economist for the Banking and
Commerce Committees of the US House of Representatives and as a principal analyst in the
international division of the Congressional Budget Office and has lectured in graduate programs
at Boston University School of Law, the University of Massachusetts Amherst, the University of
Utah, and the New School for Social Research. Her economics publications include The Evolution
of US Finance (two volumes) (2009), All Fall Down (2019), and numerous articles. She published
a book of her poems, The Overgrown Copse, in 2014, and a book of her poems with drawings by
Sigrid Miller Pollin, Erratic Boundaries, in 2020.

Can you please tell me something about your personal background?

| was born in Jacksonville, Florida, to parents whose families came from Georgia and the
Carolinas. | left home to attend Barnard College in New York, met and married Robert D’Arista,
and traveled with him the following year to Florence, Italy, on his Fulbright Fellowship. On our
return, we lived in New York until, after another residence in Italy, we moved to Washington, DC,
where he began teaching painting at the American University, | began working for the US
Congress, and we raised our four children. In 1986 we both took teaching positions at Boston
University and, after his death in 1987, | moved to Connecticut, accepted short-term teaching
assignments in the economics departments at the University of Massachusetts Amherst, the
New School, and the University of Utah, and wrote analyses of flow of funds data and
international capital flows for the Financial Markets Center.

You got into the world of economic research and publishing as a policy analyst in the US
Congress in Washington, DC. Can you describe how that happened? What were the main
issues you worked on as a policy staffer in Congress?

When my children were young, | worked as a part-time editor for various organizations in DC
and, through one of those contacts, was offered a job organizing and cataloging the papers of
House Banking Committee Chairman Wright Patman for the then-proposed Lyndon B. Johnson
Library in Austin, Texas. The need to ask questions about some of the material brought me into
frequent contact with this remarkable public servant and led to conversations that sparked what
became my life-long interest in monetary policy and financial regulation. At the end of the
cataloging assignment, Chairman Patman invited me to join the committee staff to provide
research for a proposal to revive elements of the Reconstruction Finance Corporation and work
on a project analyzing the early years of the Federal Reserve System. Over the following twenty
years, monetary policy, domestic and international financial regulation, the expansion of




international financial markets, and the build up in the debt of developing countries were the
primary issues | worked on as a staff member for the House Banking Committee, the
Congressional Budget Office, and the Subcommittee on Telecommunications and Finance of the
Energy and Commerce Committee.

Who were some of the major authors who influenced your approach to economics?

The major authors who influenced my approach to economics were J.M. Keynes, H. Minsky, C.
Kindleberger, R. Triffin, and N. Kaldor. | have relied heavily on Keynes and Minsky to gain an
understanding of systemic interactions in the economy as a whole; Keynes, Triffin, Kindleberger,
and Kaldor provided the foundation for understanding international monetary structures and
policy, and Kindleberger engendered an ongoing interest in economic history and in the role of
institutional structure and regulation in the development of financial crises. | have profited
enormously from the work of colleagues and numerous other authors, but the authors I've
named above were foundational in shaping my approach to economics.

As a person with left political convictions, did you think that the environment for congressional
staff research was supportive of the types of issues you thought were important to pursue?
Alternatively, did you feel isolated in your work as a congressional staffer?

The congressional committee setting proved to be a very favorable environment for research on
the issues | thought important to pursue. Because of its specific role and mandate, | found the
Congressional Budget Office less accommodative to the research | proposed. My work for the
Banking Committee and the Energy and Commerce Subcommittee was very satisfying, and | feel
very fortunate to have served under the chairmen and staff directors of those committees and in
the overall congressional environment during the years from 1966 to 1986.

In 1994, you published the classic two-volume monograph, The Evolution of US Finance. How
would you describe the main features of this book? How did your book differ from mainstream
perspectives in terms of understanding the US financial system? As one specific example, how
did your own history of US finance differ from the highly influential 1963 book by Milton
Friedman and Anna Schwartz, A Monetary History of the United States?

The main features of these two volumes are their focus on the interactions between public and
private financial institutions and the economy, the tensions inherent in maintaining the
necessary balance between the fiduciary and entrepreneurial responsibilities of the private
financial sector, and how well finance meets the needs of nonfinancial participants. The focus of
the first volume of The Evolution of US Finance is on the development of countercyclical
monetary policy, its implementation in the early years of the Federal Reserve System by
Benjamin Strong, governor of the Federal Reserve Bank of New York, and the monetary crisis
that emerged at the end of the 1920s when the Fed renewed its adherence to the procyclical
“real bills” doctrine and returned to reliance on the discount window rather than open market
operations as the tool for policy implementation.

The second volume of this work provides a historical overview of the development of the
structure and regulation of the US financial system and perceptions of the missions of particular
financial sectors and their regulators over time. Written in the period when the long-standing
segmented system was being dismantled, it offered an analysis of some of the effects of the
breakdown on the missions and regulation of financial sectors and some of the economic
outcomes of those changes in structure and regulation.




The emphasis in these two volumes on the role of financial structure and regulation in shaping
the economy differs from mainstream perspectives on the US financial system in that it provides
support for arguments against assumptions about and pressures for deregulation at that time. It
argues in favor of an active role for government in defining and using structural and regulatory
change to achieve desirable economic outcomes. In that respect, it differs markedly from the
Friedman and Schwartz history. The depth of the research and analysis in their history supported
its emphasis on the importance of monetary issues and, while it renewed and widened interest
in these issues, its free market bias tended to short-change the importance of the institutional
framework in which finance functions as a conduit for monetary policy through its interactions
with the real economy. The ascendency of the free market ideology so forcefully promoted by
Milton Friedman contributed to the erosion of acceptance of the fiduciary responsibilities of
private financial institutions in favor of their pursuit of entrepreneurial opportunities.

In addition to your books, in this same period you also published an important 1993 paper
with Tom Schlesinger, which described what you then termed the “parallel banking system.”
We now use the term “shadow banking system” to characterize the same institutional
development on which you focused back in 1993. How would you define the “parallel” and
“shadow” banking systems? Are they the same thing? Why was the development of this
institutional form important back in 1993? Why is it still important today?

The “parallel banking system” developed in the 1960s involved a symbiotic relationship between
mutual funds (the gatherers of savings) and finance companies (the lenders). It created
institutions that effectively assumed the role of banks without the regulatory or monetary
constraints imposed on depository institutions, and without a safety net comparable to deposit
insurance for savings. The growth of this sector at the expense of banks’ role in lending to
businesses and households significantly reduced banks’ balance sheets as a share of financial
activity and encouraged the larger and medium-sized banks to expand investment and
contingency lending activities that generated fees such as guaranties of loans to commercial
paper issuers. The growth of promises to lend in the event of one or another contingency led to
the expansion of banks’ off-balance-sheet accounts, since a contingency contract could not be
held as an asset or liability until exercised.

The shift to contingency lending through guaranties, derivatives, and other channels economized
on banks’ required capital backing and, in time, as these accounts became larger and more
complex than on-balance-sheet activity, were recognized as a “shadow banking system.” The
“parallel” and “shadow” banking systems are not the same in terms of institutional structure,
but both were critical developments that reduced traditional banking activity by moving the bulk
of saving and borrowing by households and businesses from banks to the capital markets and
outside the regulatory guidance and safeguards of a bank based system. In addition, the off-
balance-sheet structure of the “shadow” system provided a framework for developing accounts
that inaugurated the enormous volume of proprietary trading by large financial institutions that
led to systemic collapse in 2008.

Following the publication of your 1994 book, you became increasingly connected with the
community of heterodox political economists, having taught at UMass Amherst, the New
School, and the University of Utah. You have also had a long formal association with the
Political Economy Research Institute at UMass. How would you say your work is engaged with
the broader project of political economy research and advocacy coming out of this
community? What do you see as some of the strongest aspects of this line of political economy




work? Where do you think there are weaknesses and gaps in this political economy
framework?

My good fortune in being able to interact with other heterodox economists in academic settings
has allowed me to bring the issues | have followed into the broader project of political economy
research and advocacy in the progressive community. One of the strongest aspects of the
political economy work of members of that community is their commitment to teaching and
handing down progressive values to their students. In addition, progressives have worked
effectively on behalf of public policy in interactions with labor unions, a wide variety of
consumer groups, nonprofits, and other groups representing the public interest. No less
important has been their efforts to promote their ideas through the formation of the Union of
Radical Political Economics (URPE) and in conferences and other gatherings that expand their
knowledge of the work of other members of their community.

There is, of course, always the need to do more, and more funding for research and advocacy
would help. But if there is a weakness, it is perhaps the lack of access of progressives to
institutions of power such as the Federal Reserve, Congress, the World Bank, and the
International Monetary Fund. Finding appropriate channels to bring progressive ideas to these
institutions—petitioning them for opportunities for discussion rather than waiting to be
invited—would be a useful counterbalance to the influence of mainstream views.

The late Professor Hyman Minsky described his analytic framework as a “Wall Street
paradigm.” Within that framework, Minsky argued that capitalist economies were inherently
unstable systems, due to the inherent drive of financial markets to become dominated by
speculative practices over time. Do you agree with this basic framework developed by Minsky?
In what ways, if any, do you see the operations of financial markets under capitalism
differently from Minsky?

| agree with Minsky’s analytical framework and have clearly profited from his arguments and
insights. In addition to his analysis of systemic instability, he was also deeply interested in the
particular manifestations of ways in which financial institutions developed innovative speculative
activities that resulted in increased instability. One of the topics discussed in his summer
workshops in the early 1990s focused on the emergence of particular speculative activities in
individual institutions. His commitment to examining the real world provided the solid
foundation for his analytic framework and, while my own interest in speculative activity differs
from his in terms of its focus on sectoral and international markets, | have continued to follow
his example in giving priority to the need to describe institutional developments.

In your 2018 book All Fall Down you provide original perspectives on two fundamental
questions: first, what caused the 2007-2009 global financial crisis; and second, what needs to
be done to prevent another such calamity. Can you give us a short summary of the main
findings of the book along both of these lines—both on causes and on policies to prevent a
recurrence?

All Fall Down provides an overview of the more important structural, regulatory, and product
changes in the US and international financial systems over the past fifty years and the ways they
contributed to the financial crisis of 2007-2008. It argues that the distortions in structure and
regulation created by these changes have not been addressed and will continue to create
financial instability and ongoing threats of financial crises. The critical systemic change that
occurred was the shift from a bank-based to a market-based system without recognition that this




shift undermined the effectiveness and safeguards of the existing regulatory framework,
reaffirmed under Dodd-Frank, that assumes a primary status in the system for a shrinking level
of traditional banking activity. Among the major developments contributing to this shift were the
expansion of contingency borrowing and lending that initiated the “shadow banking” paradigm,
the rising volume of trading activity by banks and other large financial institutions in both
external (“euro”) and national markets, the interconnectedness that resulted from increased
reliance by financial institutions on other financial institutions as sources and uses of funds, the
unintended consequence of the Employee Retirement Income Security Act (ERISA) in moving
household savings from banks into securities markets, and banks’ own transformative actions in
moving housing loans to the capital markets through securitization.

One critical outcome of this shift from a bank-based to a market based system was that it
undermined the implementation of monetary policy. The central bank’s ability to influence the
supply of credit through changes in reserve requirements on depository institutions was lost,
and it had to rely primarily on influencing the demand for credit through the influence of open
market operations on interest rates. The assumption that increased capital requirements for
banks would succeed in monitoring the soundness of the system and constrain credit expansion
was widely embraced in the 1980s, and the run-off in reserve requirements, a target of
proponents of deregulation, succeeded in reducing this critical monetary cushion for the
financial system. The result was the introduction of a powerful pro-cyclical tool that, because
capital is plentiful in a boom and scarce in a downturn, ensured that the Fed would have to deal
with insolvency in the event of a financial crisis. Moreover, the lack of constraint on banks was
compounded by the shrinkage in traditional banking activity subject to capital requirements, and
the growing dominance of other sectors not subject to capital requirements and outside the
regulatory influence of the Fed. The fact that capital requirements were reaffirmed as the central
regulatory tool for moderating credit expansion and providing systemic soundness ensures that
containing a future crisis will likely be more difficult than it was in 2007-2008, as the Fed’s only
effective response will be, once again, to shift nonperforming bank and nonbank assets from the
holdings of private institutions onto its own balance sheet.

A related issue in All Fall Down is its emphasis on the way financial structure determines
economic outcomes. One major example analyzes the way in which the dollar-dominated key
currency system required all countries whose currencies are not accepted for cross-border
payments to adopt an export-led growth model that relies on trade surpluses to acquire the
means of payment needed to engage in international trade and investment. From the 1980s
through the mid 2000s, this model was an underlying cause of crises in developing countries, but
it also posed a growing threat to the key currency country itself. The dollars earned from trade
surpluses of other countries were invested in US financial assets that provided the credit
Americans needed to buy the imports that generated those savings. The effect of ongoing US
trade deficits was a build up in debt at home and rising foreign debt. While this pattern of debt-
fueled growth allowed the nation as a whole to live beyond its means, the rise in the debt of
households and businesses, and in the debt to the rest of the world relative to GDP, indicated
that the growing share of income needed to repay debt was a threat to economic growth and to
creditors at home and abroad—a threat that was realized as the financial crisis emerged in 2007.

The US continues to rely on debt-fueled growth, but the ongoing rise in household, business, and
foreign debt has once again reached a point that suggests another crisis may be on the way.
Moreover, since the backing for confidence in the dollar-based international monetary system
depends on the ongoing growth of the US economy, the pressure on US growth resulting from




the rise in the share of US output needed to repay debt poses a serious threat to the
international monetary system. Another crisis affecting the US could lead to a loss of confidence
in the dollar and other fiat currencies and create chaos in the global economy.

All Fall Down proposes a number of specific regulatory changes needed to restore systemic
stability but the main focus is on monetary reform. It argues that to regain central bank influence
over the supply of credit in the US financial market and restore its countercyclical capacity, the
Fed must create interest-free liabilities as reserves for all financial institutions that can be
contracted in a boom and augmented in a downturn. At the international level, it argues that the
monetary framework must inaugurate a new system based on Keynes’s proposal for a public
authority that would hold the reserves of member countries. The new system proposed in this
book would obviate the need for a key currency and allow all countries to use their own
currencies for international payments. It would also reduce the role of private-sector banks as
the sole intermediaries in the international payments system and create an effective lender-of-
last-resort for member countries.

In the aftermath of the 2007-09 crisis, you organized SAFER along with Jerry Epstein—a
Committee of Economists for Stable, Accountable, Fair and Efficient Financial Reform. What
were the main objectives you were trying to accomplish with SAFER? How well did you think
you succeeded?

The main objective of SAFER was to ensure that the regulatory ideas and perspectives of
progressive economists were included in legislative decisions on the Dodd-Frank Act. We joined
with Americans for Financial Reform (AFR), a newly formed group of consumer advocates and
labor unions, in visiting members of Congress and their staff, participating in conference calls
and writing position papers to be distributed to Congress and to academics. | think we did well in
disseminating our ideas and supporting the commitment of AFR and other groups to the cause
of financial reform. Given the influence of private financial institutions and their interest in
preserving a bias towards deregulation, it is no surprise that reform remains a work in
progress—indeed, one that has experienced more steps backward than forward in the years
since the passage of Dodd-Frank. Nevertheless, the expertise of staff and members of AFR and
other financial reform groups has grown; they have become important voices in the ongoing
debate.

In 2010, the US Congress passed the Dodd-Frank financial regulatory bill. The bill was then
signed into law by President Obama. In your view, how much does Dodd-Frank accomplish in
terms of promoting financial stabilization in the US and globally?

The main accomplishment of Dodd-Frank was to revive and reassert awareness of the need for
financial regulation and the role of government oversight of the financial system. Sections of the
legislation—especially those dealing with proprietary trading, derivatives, and
interconnectedness—were effective in promoting financial stabilization in the US and globally
but, as noted above, lobbyists’ assaults on these and other provisions have weakened the act in
the years since its passage. Nevertheless, awareness of its goals has survived and is sure to
resurface when the political balance shifts or the next crisis hits.

What are the ways, if any, through which financial regulations can be designed to promote
greater equality as well as financial stability?




A recurrent focus of debate throughout the history of the US financial system has been the issue
of access—the belief that the availability of financial services is a right, not a privilege. Existing
regulations such as the Community Reinvestment Act and restrictions on red-lining in lending
were put in place to address that issue, but without forceful oversight and implementation the
results have been less than robust. Widespread dependence on payday loans with exorbitant
interest rates is an indication that equality of access is lacking. The growing ascendency of free
market ideology over the past five decades has effectively stymied proposals for public-sector
solutions tailored for poor and middle-class borrowers and savers. It is time to revive both the
ideas and solutions that addressed access in the New Deal era—the Reconstruction Finance
Corporation, for example, which made a loan to the city of Chicago to pay its school teachers,
extended the term of small business loans from ninety days to one or two years, and created the
self-amortizing mortgage—and the farm financing facilities and development banks that
flourished in the US and around the world in even earlier decades. There is need for public
institutions that receive social security and disability payments as direct deposits for the
homeless to make short-term loans in anticipation of those payments. One could go on since it is
not a lack of ideas that is the problem, but a lack of will to challenge the financial sector and
explore ways finance could promote greater equality.

In addition to your writings on economics and finance, you are a published poet. Do you see
any connection between your work, respectively, in economics and poetry?

That is a hard question to answer, though | think | bring the same sense of the importance of
words and their meaning to both areas of my work. There is also a reliance on the concrete and
acceptance of uncertainty in both areas. Using historical methodology in economics, | rely on
evidence from research to build hypotheses, recognizing that changing circumstances over time
may make hypotheses appropriate for one period of time inapplicable in the future. My
skepticism about the value of theory in economics is reflected in what in poetry John Keats
called “negative capability” —the ability to accept what is not known and entertain doubt and
uncertainty about efforts to reach the absolute. My work in both areas reflects doubt in the
ability to know the future and the need to accept uncertainty to create space for openness,
curiosity, and anticipation.

RESPONSES ON THE COVID-19 PANDEMIC

How would you evaluate the ways different countries or regions have responded to the COVID-
19 crisis, both in terms of public health interventions and economic policies?

Critical flaws in economic systems surface during crises as they become impediments to
recovery. Unless addressed, they create problems that will set the stage for subsequent crises
from which it may be even more difficult to recover. One problem that has become evident in
the economic crisis produced by the pandemic is the existing high level of household and
business debt, which has led to a significantly over-leveraged private sector. Another is gaps in
the public safety net.

Inauguration of the PPP program and the additional payments added to unemployment
insurance began new and innovative efforts to address these problems that can be improved for
current and future use. Nevertheless, the focus on maintaining employment that made these
programs very effective in getting relief out quickly left out many individuals and businesses
most in need and led many families to increase their level of debt by using credit cards to pay for
housing and food, adding more high interest rate payments to existing credit card balances.




A reminder of the scale and level of innovation that may be needed to create programs that can
address these problems, as the pandemic continues to ravage the economy, can be found in the
innovations that targeted problems of debt and created new public safety nets during the Great
Depression—innovations that contributed to economic growth and stability in the post—World
War Il era. The most important of these included the inauguration of the Social Security
Administration to provide retirement, disability, and unemployment benefits.

A more immediately effective safety net for individuals and businesses was deposit insurance,
which guaranteed that, in a time of cascading bank failures, demand deposits and personal
savings accounts would not be lost in banks insured and regulated by the government even if
those banks failed.

Another critical innovation was a major reform of the home mortgage finance system. Under the
old system in place in the 1930s, a home buyer only paid interest on a loan taken out for a given
number of years, and rolled it over by taking out a new loan at the prevailing rate when the old
contract expired. As the rate of foreclosures rose, a new agency was created within the
Reconstruction Finance Corporation authorized to insure mortgages and inaugurate the self-
amortizing mortgage—a borrowing contract that promoted home ownership and helped reduce
the rate of foreclosures until the proliferation of abuses by lenders that led to the financial crisis
of 2007-2009.

The Reconstruction Finance Corporation also introduced critical changes in business lending. An
agency backed by the government and authorized to issue its own debt securities, the RFC made
loans to state and local governments as well as private enterprises and subsequently became the
principal channel for financing the war. The change it made in financing business was
transformative. At that time, the standard ninety-day loan made by banks conformed to the
belief held by adherents to the “real bills doctrine”: that the purpose of bank lending was to
finance goods in transit. When the RFC began making loans for terms as long as three years, that
belief gave way to recognition that companies needed working capital to finance current and
future operations, and that longer term funding was necessary for recovery and growth.

These brief descriptions of some of the innovative programs and reforms that were part of the
response to crisis under the New Deal are intended to make the point that they were, in fact,
highly innovative and targeted to specific problems that had contributed to the crisis and were
impeding recovery. It is equally important to recognize their scale both in terms of cost and
macroeconomic impact. They are a needed reminder that dealing with the impact of COVID-19
on the US economy will require efforts no less powerful than those made by the generation that
confronted the crippling effects of the Great Depression.
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