
There are those who say the recession is
over and that the financial crisis is past.
Not many of them are to be found out in
the country where unemployment has
passed ten percent for only the second
time in my professional life; where mil-
lions are threatened with foreclosure; and
where the wealth of the American middle
class built up over six or seven decades
has been lost to a very large extent.  To
be fair, we all know this.  Larry Summers
said, not long ago, that unemployment is
likely to remain unacceptably high for
unacceptably long.  The question is, what
are we going to do about it?  Are we going
to wait and hope that the slow processes
of economic recuperation pull us out in
four or five years’ time?  Are we going to
reverse course and decide that that which
was done so far was the wrong policy,
that what we need to do is pull back and
stop doing whatever it was we had been
doing?  Or are we going to move forward
from the first emergency reaction to the
crisis and to the economic slump, and set
a new strategic direction, a sustainable
course – an effort that can not only gen-
erate more rapid results, but sustain
through the years ahead?   

If that is the path to take, then what
should that course consist of?  It’s an
important and complex question, and to
come to grips with it EPS has since the
spring of this year convened working
groups in four areas: financial reform and
related immediate economic policy meas-
ures; security, broadly defined; a program
for investment in infrastructure and ener-
gy and dealing with the larger challenge
of climate change; and the technical
macro-economic area of appropriate
strategy for economic forecasting and
budgeting. 

Three of these working groups have
already met and this symposium is the
first fruit of this larger effort.  It is based, in
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part, on meetings that were held last June
and on a White Paper that was published
in August.  But it also responds to events
as they have developed since then, and to
the increasing sense of urgency that we
have to develop a plausible and effective
response to the rising crisis of joblessness
and foreclosures.  

Our program this morning will consist of
three panels and two keynote speakers.   I
have asked the speakers on the panels to
make very short, very focused interven-
tions and to emphasize for us the con-
crete policy steps that they believe we, as
a country and in the larger world (because
there is an international dimension to this)
should be considering.  We’ve organized
this into three areas: financial reform; the
problem of jobs and housing; and the
question of international monetary
arrangements and the future of the dollar.  

I am also pleased to say that we have
two very distinguished, well-informed
keynote speakers scheduled. They are
Damon Silvers of the Congressional
Oversight Panel and Phil Angelides, the
chair of the newly-formed Financial Crisis
Inquiry Commission.  We are looking
forward to hear what they have to say. I
will just say again, thank you all for com-
ing and I look forward with you to a very
useful and enlightening morning.
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Damon Silvers, Congressional Oversight Committee

Let me begin by giving you my Con-
gressional Oversight Panel disclaimer.
They say that elections have conse-
quences, and one of them is that I have
to give a disclaimer.  I am the Deputy
Chair of the Congressional Oversight
Panel but my remarks today, although
the will touch on some of the
Congressional Oversight Panel’s find-
ings, are my own.  They are not Panel’s,
its staff’s or its chair’s remarks.

Jamie has asked me to talk to you
today about the challenges of and the
state of regulatory reform.  I have the
challenge of following the last panel;
some of what you will hear me say will
sound familiar to you.  You’ve had the
pleasure of hearing from the real thought
leaders on this subject already.  I’m
going to try to give you some of the leg-
islative context as well as a few ideas
about this.  

The financial crisis proved what I think
of as a series of propositions about
financial regulation, which a number of
folks had been trying to articulate
throughout the deregulatory period.  In
certain respects it began in the 1970s,
but it really began with a vengeance in
the 1990s.  We’ve heard a lot about
some of these propositions, for example,
the proposition that risk needs to be
backed with capital.  That proposition
you’ve seen a lot of newspaper com-
mentary on.  I think we’ve also seen a lot

of commentary about the proposition,
and I think President Obama said it best
in his speech to Cooper Union during the
campaign, that we ought to regulate
based on the economic reality of finan-
cial activity, not based on what the
lawyers call it.  Those types of proposi-
tions have, I think, been relatively well
covered.

I think there is a more fundamental
one (that has been forgotten in the post-
post-New Deal environment) that is at
the heart of what went wrong in our reg-
ulatory system, and that is at the heart of
the battle underway today in Congress
over financial reform.  That proposition is
that regulation of the financial markets is
not a matter simply of protecting the
weak.  This may seem sort of counter-
intuitive.  Liberal public policy, I believe,
since the 1970s increasingly focused on
the idea that we could regulate interac-
tions of large sophisticated parties with
the weak – consumers, workers and the
like – and leave transactions between
large, sophisticated parties to the parties
themselves.  It’s a way of allocating reg-
ulatory resources and it was an idea that
kind of captured the romance of markets
that was predominant in policy thinking
over the last generation. 

It’s directly contrary to the thinking of
the New Deal.  The fundamental thinking
of the New Deal was that if you leave big
parties to deal with themselves as they
see fit, they will endanger the economy
as a whole, perhaps the society as a
whole.  The regulation of the behavior
and interaction of large sophisticated
parties was key to the regulatory struc-
tures of the New Deal era.  Recapturing
that notion of regulation is key to
whether regulation succeeds in this era.  

I’ll belabor the point here a little bit.  If
we allow large operating companies like
Enron to interact with large banks like JP
Morgan Chase in an unregulated fash-
ion, we will get exactly the financial
frauds that we got with those two institu-
tions in 1999, 2000, and 2001.  If we
allow the large hedge fund community to
interact with non-bank providers of cred-
it in an unregulated fashion, we will get
the kind of systemic catastrophes that

led policy-makers like Ben Bernanke
and Hank Paulson to bail out Bear
Stearns when the knew, and admitted,
that it was completely contrary to good
policy, that Bear Stearns was not an
insured entity, that public policy of the
United States had never been to bail out
broker/dealers, and yet they felt they
had no choice.

Unregulated opaque dealings
between large institutions are a public
problem. The question is whether we will
have the political will and the technical
skill to regulate them.  When the regula-
tory process began in a serious way, you
had a blueprint.  The first thing we really
had on the table was a blueprint leftover
from the Bush administration.  That blue-
print was drawn up by Paulson and his
staff in close consultation with Ben
Bernanke’s folks at the Fed and
released to the public in the spring of
2008.  It was a blueprint for trying to
build a financial regulatory system – on
the model of the FSA, more or less, in
the United Kingdom – aimed at weaken-
ing, in particular, that part of our regula-
tory system that is aimed at creating
transparency and fair dealing in the
securities markets, while strengthening
a kind of broadly discretionary regulation
of large financial institutions.  It was a
regulatory model designed to make the
world safer for large financial institu-
tions.  That model had a strange kind of
provenance.  It was attacked roundly by
a whole lot of people when it came out.
Yet there was a feeling that it continued
to bubble away alive underneath, that
there was considerable intellectual and
political continuity in key policy making
circles that kept that model alive in the
quiet recesses and corners of
Washington.

The Congress of the United States in
enacting the TARP (Troubled Asset
Relief Program) legislation mandated
that the Congressional Oversight Panel
present Congress with regulatory reform
recommendations.  They gave us about
six weeks to do it, from when we were
empanelled, including Thanksgiving and
Christmas.  But we did manage to get
this report out in January of 2009.
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Damon Silvers
I am going to summarize what this report
said because I think it represents a
different approach than the Paulson
approach.  

We had eight major recommendations,
and they will sound familiar to you.  First,
there needed to be intensified regulation of
any financial institution that posed sys-
temic risk.  Secondly, there needed to be
hard limitations on leverage in American
financial institutions.  Thirdly, we needed to
re-regulate the shadow financial system,
with particular emphasis on derivatives,
hedge funds and private equity funds, and
off-balance sheet financing in banks, with
brief reference to tax and regulatory
havens.  Fourth, there needed to be a new
consumer protection agency to consolidate
consumer protection in the financial
services sector focused on consumer cred-
it and other types of consumer financial
products that are essentially unavoidable if
you want to be integrated into the
American economy. That may sound famil-
iar to you because it has become the cen-
ter piece of public reform agenda articulat-
ed by President Obama.  Fifth, there need-
ed to be reform of executive pay in finan-
cial institutions around time horizons and
risk exposure.  Sixth, credit rating agencies
needed to be reformed, and something
needed to be done about the basic
business model of credit rating agencies.
Seventh, establishing a global regulatory
floor needed to be made a US diplomatic
priority.  You couldn’t really effective regu-
late here in the US, not that we shouldn’t
try; but in the long run it wasn’t going to be
effective if people could just run away to
regulatory havens and continue to partici-
pate in our markets and other large nation-
al markets around the world.  Eighth, we
need to plan for the next crisis; we need to
have structures for looking over the hori-
zon and around the politics and influence
that can tend to dominate regulators in
Washington, no matter how well-designed.

Those were our eight recommendations.
The promulgation of those recommenda-
tions (I am now giving you the history of the
effort for strong financial regulatory reform)
was followed by the formation of some-
thing called Americans for Financial
Reform, essentially a broad coalition of
groups that do not represent the banking
system.  The entirety of the labor move-

ment and all of its factions are part of this
coalition; the AARP, the Leadership
Conference on Civil Rights, the Consumer
Federation of America, several hundred
community based organizations and hous-
ing advocacy and the like.  Basically, the
constituency base of the Democratic Party
is completely within this coalition as near
as I can tell.  What the coalition did initially
was to endorse the regulatory reform rec-
ommendations I just went through with
you.  The second move the coalition made
was to digest those down to four priorities.
It is the fate of those four priorities I am
going to spend the rest of my remarks
addressing.

The four priorities were: 1) address the
crisis in the mortgage market around fore-
closures and around the abuses of con-
sumers and the weakening of civil rights
standards; 2) create a consumer financial
protection agency; 3) regulate the shadow
markets; and 4) establish effective regula-
tion of systemic risk by a fully public body.
“Fully public body” is code for the Federal
Reserve System in its current form; current
governance structure, interpenetrated by
the banks themselves, is unfit for that task.  

It didn’t feel like it was necessary initial-
ly, but it has become clear that we need to
add a footnote to number four.  Panel One
talked about this a great deal.  The foot-
note is we can’t do bailouts the way TARP
was done any more.  By that, I mean we
cannot bail out the stockholders of financial
institutions.  No public purpose is served
by doing so.  The first task in doing a
bailout is to figure out which among the
creditors of a failing financial institution can
be haircut.  By the way, this is precisely
what occurred in the auto companies.  This
is what has occurred in every successful
bank bailout that the Congressional
Oversight Panel reviewed in our April
report on historical and international com-
parisons in financial rescue strategies.  It is
clear, based on both the drafts of the legis-
lation we have seen and the history of
TARP, that if you don’t write legislation to
make this clear, it will be done over and
over and over again. 

So, where are we on these four priori-
ties?  I think it is a good thing that those
four priorities have largely become the
structure, the discussion, in financial

continued on page 7
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I want to talk today, briefly, about the
work of the Financial Crisis Inquiry
Commission.  I want to talk about our
role; I want to talk a little bit about how
we intend to go about our role, and I
want to talk briefly about what we hope
to achieve.  Let me take about ten to fif-
teen minutes and then what I’d like to do
is, before you go on to your next ses-
sion, perhaps take some of your ques-
tions to see if I can give you some
answers about how we see our work.  

As Jamie mentioned, the Commission
was created in the Mortgage Fraud
Recovery Act, passed in May of this year
by Congress and signed by the
President.  The Financial Crisis Inquiry
Commission is composed of ten mem-
bers – six appointed by the Democratic
leadership of the Congress, four
appointed by the Republican leadership.
We are charged with examining the
causes of the financial crisis, writing the
official history of what brought our finan-
cial and economic system to its knees.

We have two very specific charges.
One is to look at the overall marketplace
and determine the driving forces that led
to our financial and economic collapse.
We are charged with looking at lending
and securitization practices, regulatory
actions or inactions, with the global sav-
ings imbalance, a whole range of mat-
ters, to really look at the large picture. 

We are also charged with examining
the causes of the collapse of the major
financial institutions, or those that would

have collapsed but for extraordinary
government assistance.  And that, of
course, means that we will be looking
very specifically at institutions like AIG
and Fannie Mae and Freddie Mac and
Bear Stearns and Lehman and Citigroup
and Goldman Sachs, even though some
of them may dispute today whether or
not they would have survived without the
massive infusion – direct or indirect –
into their coffers.

The Commission is really part of a
long history in this country of establish-
ing independent commissions on a non-
partisan basis to look at events of conse-
quence for our nation.  In the financial
field, there is a legacy here of independ-
ent looks, a step away from the daily
combat of politics and official
government inquiry, hopefully to help
shape policy and reform on a sustained
basis going forward.  This history reach-
es as far back as the Aldritch/Vreeland
commission in the wake of the 1907
panic that ultimately led, six years later,
to the creation of the Federal Reserve
System.  Of course, the commission that
gets the most notoriety is one that had a
tremendous impact on our thinking
about what our financial system ought to
be – the Pecora hearings in the 1930s.
They were held by the Senate Banking
committee, but named after Ferdinand
Pecora, the general counsel to that com-
mittee – which always leads me to
believe, or question as an elected offi-
cial, what the heck the chairman of the
committee was doing during those hear-
ings.  Gettin’ up late, perhaps; drinkin’ a
little early, who knows?  But Ferdinand
Pecora was of great service to this coun-
try because he stripped the veil back on
Wall Street.  He exposed the American
people to a set of practices that when
they saw them, the American people
decided collectively that they did not
want to see them again any time soon in
their financial system.

As we begin our work, we take inspi-
ration from what Pecora did, because it
was plain and simple.  It was an investi-
gation that revealed real practices and
real institutions carried out by real peo-
ple.  He marched in National City Bank;

he marched in JP Morgan; he marched
in Chase Manhattan; he marched in the
New York Stock Exchange.  And people
saw a set of manipulations that they
vowed that they would not see again.
For decades we had a steady-state
financial system, a balance of both inno-
vation and regulation, which helped this
country have a capital system that sup-
plied capital for the creation of enter-
prises, and value, and job creation, and
broadly-shared prosperity.

The other commission from which we
take some inspiration is a more recent
example, but not in the financial area.
That was the 9/11 Commission, a com-
mission born in extraordinary controver-
sy but ultimately a commission with ten
members of both parties, who made
very clear findings about what hap-
pened, what led to our vulnerability to
terrorist attack.  We all remember, or
many of us do of course, in the course of
those hearings, hearing some very sim-
ple stories that told a larger story about
America’s unpreparedness:  the FBI
agents reporting up the chain that there
were foreign nationals learning to fly, not
land, not take off, big commercial airlin-
ers, and no one listening.  An August 6
memo going to the President of the
United States saying Al Qaeda was
committed to strike at this country, and
by the way, there would be hijacked air-
planes and buildings blown up in New
York.

What the 9/11 Commission did was
discover and then lay out the facts.  And
when they laid out the facts the
American people came to a conclusion
that this country was ill-prepared for the
attack when the attack arrived.  I hope in
the course of our work, if we stay to evi-
dence and if we stay to facts, and we lay
out what happened, this story of the col-
lapse of our financial system can be a
cautionary tale that will form future judg-
ments going forward.

We are now under way with our work.
We’ve been bringing on our senior staff.
Our investigation is rolling forward.  We
have offices here in DC and New York,
and we are in full gear.  So now we are
going to conduct this inquiry. 
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Phil Angelides
We’ve been given, I think, a very critical
mission, one that has everlasting
impact.  Not to say that I see us as so
important for the ages, but one that can’t
be measured on what impact it has
today or tomorrow, but for the long term.
In fact, some people have asked me,
“Since Congress seems to be moving
ahead with reforms in the financial sys-
tem, is the Commission of consequence
to the American people?”  Here is my
answer: True reform does not come with
a sweep of legislation alone.  A single
piece of legislation that creates a new
regulatory box, in and of itself, is not
enough.  If you look back at the New
Deal, the New Deal reforms were a
product of many years’ discussion about
what we wanted our financial system to
be.  I submit to you, we have regulatory
bodies today.  If we create a new sys-
temic regulator, what’s important is how
they look at the market place.  What’s
the political will? What’s the consensus
of this country about the proper function
of the financial system?  Ultimately, true
reform is about cultures and values,
about what is considered acceptable
and optimal in the marketplace, and also
about what commitment you have in the
regulatory sector and what capability
you have in the regulatory sector.  

I believe that this discussion of reform
is one that is not about to end but one
that is just beginning.  We’ve been given
something as a task that’s very impor-
tant, and it’s critical that we do it without
partisanship of any kind because what
has happened here has been of enor-
mous consequence – with conse-
quences both for Americans of all politi-
cal stripes and, I would submit to you,
also with likely culpability of Americans
of all political stripes.  It’s a daunting
challenge but I think in the end it’s very
clear what we are charged with: con-
ducting a full and fair investigation in the
best interests of the nation, pursuing the
truth, uncovering the facts, and provid-
ing an historical accounting of what
brought our financial system to its
knees.  I believe this accounting is des-
perately needed. The fact is, in the wake
of 1929 people were throwing them-
selves out the windows on Wall Street.
This year they’re lining up for bonuses.

There has been no serious self-exami-
nation on Wall Street of what has
occurred and what should be in the
future.  I liken it to someone who has
had a significant heart attack, who is a
bad eater, smoker, no exercise.  Three
weeks later they are feeling better, and
the fact is that the fundamental problems
still remain.  So now, I believe, is the
time for self-examination.

Often people talk about the financial
crisis as if it’s something that just shook
the halls or the streets in New York.  But
in fact, you and I know it’s not so much
what happened 14 months ago, the
freezing of credit in the country, that’s

truly of consequence.  It’s really what’s
happened in the months since then to
the American people.  Nine million peo-
ple have lost their jobs since the down-
turn.  Twenty-five million people in this
country are out of work, under-employed
or have quit looking for work.  Two mil-
lion Americans have lost their homes.
Ten million have been in the foreclosure
process, and likely many more will face
that same consequence.  Not to speak
of the Americans all over this country
who, when they go back to work, go
back for significantly lower wages than
they earned before.  My best friend from
elementary school lost his job in the real
estate industry.  After nine months of not
working, at age 56 he now has  returned
to a job that pays him thirty-two thou-
sand dollars a year, raising with his wife
two children on a fifty percent pay cut.
This plays out all across this country.  

There is a hunger on the part of
Americans to know what happened.
There is a hunger to hold people
accountable.  There is a hunger to
ensure that the people who acted irre-
sponsibly take responsibility.  

Fourteen months ago there was a
meltdown in the financial market. Our
charge is to take a look at that implosion
or explosion and to trace the fuses back
to when they were lit and to give the
American people the best sense of what
occurred.  If we do our work right, I think
we’ll deepen the national dialogue about
the need and the shape of reform.  At
this point, I think it’s fair to say, that we
haven’t had that robust dialogue.  We
haven’t gotten to the heart of what we
want our financial system to be.  Do we
want it to be a system that is in and of
itself about making money? Or do we
want it to be a capital system that in the
end is the driving force that helps create
jobs and broadly shared prosperity? 

How we do our work will be funda-
mentally important.  First of all, it’s
important that we proceed on the basis
of facts and evidence, and not according
to the opinions or political leanings of
each of our commissioners.  It means
that in some thorny areas we will look at
the facts.  Some of you know there is
very robust debate about the sub-prime
area.  Who led the meltdown?  Was it
the non-agency, non-regulated mort-
gage originators and securitizers across
this country?  Or was it Fannie and
Freddie and the Community Reinvest-
ment Act?

I submit to you that the facts will
speak for themselves, that if we do our
job, we will lay out for people what hap-
pened, when it happened and on what
magnitude it happened.  Secondly, we
have an obligation to conduct this inves-
tigation with the same seriousness with
which the 9/11 Commission conducted
their investigation.  They held 12 public
hearings and we intend to hold public
hearings all throughout next year, to lay
out for the American people in very clear
terms what happened at the institutions
that they were called upon to rescue.
The 9/11 Commission  conducted 1200
interviews, and reviewed over 2.5 million

continued on page 6
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pages of documents.  I assure you we
are going to undertake the same thor-
ough type of examination.  And I will say
that it’s not really our job to engage in
public posturing.  People want a serious
look at this matter.  People often ask me,
“Are you going to make criminal refer-
rals?”  We do have subpoena powers.
We do have the right, and the ability and
the authority to refer for criminal prose-
cution. 

But I also submit to you that if all we
do is find 30 perps and line ’em up
against the wall, we will have undersized
the story.  The truth is, and you and I
know this, that much of what happened
in the marketplace was not illegal.  It was
permitted, and not only permitted but
exalted and applauded by society.  You
know, it wasn’t many years ago that
Enron was America’s most admired cor-
poration, where the CFO won CFO of
the Year.

As we pursue our work we will pursue
the trails of evidence.  Our job is not, as
we see it, to embarrass people but to
produce facts.  And if the facts embar-
rass people so be it.  And if in fact they
unveil wrongdoing, so be it.

Finally, I think it’s important when we
undertake our investigation that we do it
in a way that’s clear and relevant to the
public.  Wall Street is very adept at mak-
ing things complex because it’s a good
way of patting people on the head and
saying, “Don’t worry, we can handle all
this.”  So CEOs, CLOs, RMBFs, credit
default swaps, often things that seem to
confuse even the brightest and most

tuned-in of folks – we see our job as not
to dumb down this story but to make it
understandable, to bring to the American
people a set of hearings and a report
that they will want to read, that’s com-
pelling, that’s understandable, and that
will engage more Americans in a debate
about our financial future.  

So what, in the end, do we hope to
achieve?  There is much anger in this
country, and rightfully so.  The public’s
trust in our financial system has been
badly shaken.  Many Americans who
abided by the rules now find themselves
out of work, devastated by foreclosures,
uncertain of their future prospects.
There is a hunger to see that those who
profited from irresponsibility take
responsibility, for wrongdoers to be held
accountable; but I really do believe that
the most important thing that we can do
is to shed light and not heat, to unveil
what happened so that Americans can
have a clear understanding of history so
we do not repeat it.  And what we do is
to help foster the kind of deep debate
about financial reform this country needs
and deserves.

In the wake of the market crash of
1929 there was a whole generation of
Americans who would never put their
money at risk in what they saw as the
casino of the stock market.  The Dow
Jones Industrials did not exceed its 1929
peak until 1954 – twenty-five years later.
We can ill afford a similar, prolonged
period of lack of trust.  So, we hope that
we can be contributors to people know-
ing more about what happened, contrib-

utors to fostering a deeper dialogue, and
contributors to spurring a debate about
what’s at the core of what’s wrong with
our financial system today.  I don’t really
believe, and again, I will hold all my judg-
ments until our work is done, that if we’d
just passed regulation X or Y that all
would have been ok.  I really do believe
we face a fundamental question of what
we want our financial system to be.  I
hope we can do work that returns our
financial system to one that is a supplier
of capital for the creation of jobs and
wealth for the American people once
again.  That’s my hope as we undertake
this work and that’s my hope for what
our country will grapple with in the
months and years ahead.

Thank you so very much for having
me here.

Phil Angelides is Chairman of the
Financial Crisis Inquiry Commission. Mr.
Angelides has earned national acclaim as
an effective public and private sector
leader with broad expertise and accom-
plishments in the fields of investor protec-
tion, finance, housing, and corporate and
financial market reform. He has won wide-
spread praise for his innovative work in
urban reinvestment, smart growth and
green investment.  Mr. Angelides was
elected California's State Treasurer, serv-
ing from 1999-2007. The Associated Press
reported that he made "the sleepy treasur-
er's office a policy powerhouse," and The
Sacramento Bee praised Treasurer
Angelides as "the most effective and
dynamic state treasurer in a generation."
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reform.  I wish I could say that’s because
of the great influence of the progressive
community in America’s politics.  I think
it’s actually because these four things
are kind of unavoidable.  They are the
center of the action.  The housing mar-
ket, consumer protection, derivatives
and hedge funds, and systemic risk – it’s
pretty commonly understood that’s
where the action is.  

I think people may be familiar, but I
will just review the state of the bidding in
terms of the formal regulatory reform
process.  Last summer the Treasury
Department issued a White Paper on
regulatory reform. That White Paper
included significant positive steps in all
four areas.  It was strongest in consumer
protection and, I would say, most prob-
lematic in the area of systemic risk,
where it sought to give broad power
(effectively to bail out banks using public
money) to the Federal Reserve.  It was
positive in the area of systemic risk in
that it envisioned resolution authority
that could be used to do bank bailouts
the right way.  It’s been my view, and I
think the view of some of the speakers
that you’ve heard from already, that in
reality, the government has always had
that kind of power even over bank hold-
ing companies and non-bank financials.
When a firm of that type is in trouble the
government has enough leverage to be
able to force a restructuring.  But it’s
been the government’s position that
they don’t and that they need those
levers.  So, getting that type of resolu-
tion authority in the administration’s pro-
posal, we felt, was a good thing.  

We started with the Treasury White
Paper and then two legislative process-
es in parallel started.  One is in the
House, where the House Financial
Services Committee, chaired by
Congressman Barney Frank, took up,
more or less, the White Paper’s agenda
in a series of discreet bills marked up in
committee one after the other.  The
design is to combine them all and bring
them to the House floor.  At the same
time, Chris Dodd, chair of the Senate
Banking Committee, moved forward on
more or less the same broad subject
areas but with one consolidated bill.
Barney is in the middle of the process I

just described.  Chairman Dodd dropped
a discussion draft of a comprehensive
bill earlier this week.  I am going to now
review these four areas and what they
do in each area.  

First in the area of mortgage market
regulation – really neither bill addresses
it.  The issue of relief for homeowners
facing foreclosure seems for now to be
more or less in the hands of the
Treasury Department and programs it
has initiated under TARP.  The question
of whether those programs are going to
be adequate is very much open.  My
own view is that, while well-intentioned
and far better than what the Bush
administration had done, we still aren’t

anywhere near addressing the foreclo-
sure problem.  In one respect, there is in
the mortgage area an important element
in the Dodd bill that is not in the Barney
bills.  The Dodd bill envisions moving
authority for enforcing the Community
Reinvestment Act from the safety and
soundness bank regulators to the new
consumer protection agency.  In the long
run, that is likely to strengthen protec-
tions for communities of color faced with
exploitive practices in the mortgage
markets.  But set mortgages aside for
the moment. 

Second, both committees have
brought forward strong bills creating a
new consumer protection agency for
financial services that will have inspec-
tion authority in the banks and rule-mak-

ing authority.  These bills do not preempt
state and local efforts.  These are the
key dimensions to creating the con-
sumer protection agency, and it is no
accident they are strong in this area.
Here is an example where presidential
leadership really matters.  I am con-
vinced that President Obama views this
particular aspect of financial reform as
what is most important for his presiden-
cy to accomplish.  He has communicat-
ed clearly both to his administration’s
economic team and to the leaders in
Congress that he wants a strong bill in
this area.  And, so far, we are getting a
strong bill, but it has been tough to get it.
The resistance from the banking indus-
try, and through their friends in the
Democratic caucus, has been intense
and we haven’t even yet seen the full
battle in the Senate.  The key issues
here are going to be: will this agency
have inspection authority, and will there
be pre-emption? Pre-emption is extraor-
dinarily dangerous in the context of the
fact that administrations in Washington
can become captured.  I think we have
all learned that.  That’s consumer pro-
tection in a nutshell.

Thirdly, shadow market regulation.
Here, unfortunately, the story is not so
nice, despite the fact that the administra-
tion’s White Paper proposed fairly
strong regulation of the derivatives mar-
kets.  The strong regulation was to
address what Americans for Financial
Reform and the AFL-CIO felt were the
three key principles in derivatives regu-
lation.   First, make sure that derivatives
were regulated by the same regulator
that regulates the underlying asset.  So,
if you are writing a derivative on a public
security, the SEC needs to regulate the
derivative.  If you are writing a derivative
tied to a commodity, the CFTC
(Commodity Futures Trading Commis-
sion) needs to regulate it.  That principle
is embodied in both bills, more or less.
The second idea is that there has to be
capital, that if you are going to take risks
in the form of derivatives you’ve got to
have capital set aside to cover those
risks.  That principle, together with the
principle of transparency in derivatives
transactions – which gets at the

continued on page 8
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extraordinary margins that most of us
believe exist in the derivatives business
for derivatives dealers (mentioned by
Rob Johnson in the prior panel) – that
set of ideas was embodied in the notion
that derivatives ought to be cleared by a
clearinghouse and posted on an
exchange.  Those propositions have not
fared so well in Congress.  Both the
Financial Services Committee and the
Agriculture Committee’s bills (as marked
up on derivatives) contain a series of
loopholes that basically will exempt the
majority of the derivative markets from
exchange trading and clearing, from
having to have capital requirements in
the markets themselves and from any
kind of transparency.  Democrats in
Congress have taken something of a hit
in the press for writing those exemp-
tions.  Behind that is the persistent
rumor that, in fact, the large banks and
their law firms more or less drafted those
provisions of those bills as they came
out of the House.  On hedge funds and
private equity funds: the Barney Frank
bill, which was actually introduced by
Representative Kanjorski, provides for
the registration of the advisors to these
funds (which is an important first step)
and requires that registration by both
hedge funds and private equity funds.
The bill does not do what it should do,
which is provide the SEC with the
authority to regulate the funds them-
selves.  It does envision that the Federal
Reserve and the Systemic Risk Council
(which I’ll come to in a moment) could
label a hedge fund, or a private equity
fund, as a systemically significant finan-
cial institution and regulate it directly
from a safety and soundness perspec-
tive.  This regulation provides some
basic investor protections, for pension
funds and endowments and the like, that
invest in those vehicles.  It does not real-
ly create either transparency into the
broader market or an ability on the
Commission’s part to regulate their
activities in the broader markets, from
the perspective of maintaining fair mar-
kets for other participants.  We have
those kinds of rules for mutual funds.
Even allowing that we might want to
allow hedge funds to behave in ways
that might be more aggressive in certain

respects than mutual funds, the idea that
there is no jurisdiction over them is
deeply troubling.  However, this is the
one area where Barney’s bill is better
than Dodd’s bill – because Dodd’s bill
doesn’t include private equity funds in
the registration requirement.  From the
AFL-CIO perspective, that is perhaps
this single largest weakness in Dodd’s
bill in comparison with Barney’s bill.  On
derivatives, while Dodd’s bill has some
loopholes for what they call end users, it
doesn’t have the wide range of loop-
holes that the House bill has.  

Now finally I come to systemic risk.
There are two issues with systemic risk;
one is the regulation.  As I said earlier,
the House bill in its current form provides
that, while there would be a Systemic
Risk Council, that Council would essen-
tially be captive of and staffed by
Treasury.  The real power to make deci-
sions about whom to bailout and how to

regulate those who might need to be
bailed out would rest, in the first
instance, with the Federal Reserve.  In
the discussion draft, the crafting of the
powers for the Fed in its systemic risk
capacity left no question that it would be
able to undertake pretty much any kind
of financial transaction to support a trou-
bled institution.  Despite the fact that
much of the wording seems to be
couched with limitations that would
seem to be designed to avoid a repeti-
tion of the TARP, in terms of the kinds of
abuses that I mentioned earlier, when
you actually parse the words in the dis-
cussion draft, those limitations evapo-
rate.  Chairman Frank has promised
that’s going to be fixed in later drafts.
But, as of today, I can’t say that that has
happened yet.  The Dodd bill ensures
that systemic risk regulatory power
resides in an independent agency with

its own staff, a chair appointed by the
President; the regulators sit on the
agency, and then there are two further
independent presidential appointees to
that agency.  In my view, that’s a far
superior structure to what the House bill
has in mind.  It steps away entirely from,
“What do you do about the interpenetra-
tion of the banks and the Fed?  How do
you avoid essentially giving the banks
the power to bail themselves out with the
public’s money?”  There is a second
problem with this, which I alluded to ear-
lier, about whether or not we are really
shutting the door to the kind of abusive
tactics that we saw in TARP.  It’s not
clear how different Dodd’s bill is, and we
are trying to figure that out right now.  It
is a very long bill.  We are hopeful that,
as both Chairman Dodd and Chairman
Frank have said that they don’t want any
more TARPs, it will be possible to
improve the language.  

I have described these bills, these two
behemoths moving through the commit-
tees with the leadership’s backing.  In
the last few days, something else is hap-
pening.  Other members of Congress
are beginning to introduce bills and
amendments that go right at a number of
the issues that this group is very inter-
ested in, and seem to be creating all
sorts of political openings.  It is unclear
how those things will play.  Two exam-
ples: in the area of “too big to fail,”
Representative Kanjorksi, who is the
second highest ranking Democrat on the
House Financial Services Committee, is
proposing a bill that would essentially
break up too-big-to-fail institutions and
give that power to the systemic risk reg-
ulators.  Banks are very worried about
that.  There are a number of bills circu-
lating to implement what Paul Volcker
has been calling for (which the AFL-CIO
very much supports), which is that we
shouldn’t allow depository institutions to
engage in proprietary securities and
derivatives trading, that having insured
institutions having affiliates that do that
is just insane.  If Paul Volcker says it’s
insane and Rich Trumka says it’s
insane, it’s probably insane.  That’s actu-
ally what a swing Senator said about
Sarbannes-Oxley, “I got calls from Paul
Volcker and Rich Trumka in the same
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day.  That’s a new one on me.  If they
agree, it’s probably a good idea.”  That
was a few years ago.   Then you have a
bill from Senator Maria Cantwell from
Washington, who is one of the leaders of
a group of senators that has been very
militant on the subject of regulating
derivatives.  Her bill essentially bans
naked derivatives.  It bans the taking of
positions using the derivatives markets
that amount to insurance on a risk that
you don’t actually have.  This is a long-
standing principle in insurance law.  I
can’t insure your house or your life.  It’s
weakened a little bit in the area of what
they call dead peasant insurance, which
is really a noxious thing.  This is very
fundamental principle in insurance; we
don’t allow people to do that, because of
the drain of assets that the gamble rep-
resents, and because the perverse
incentives it creates.  A marvelous
example of the perverse incentives it
creates happened in the auto bailout,
where the administration wanted to
negotiate concessions for bond holders
only to discover that many of the bond
holders had credit default swaps that
paid off 100 cents on the dollar if the
auto companies defaulted.  So that, in
fact, they didn’t want to cut a deal.  They
were not rational actors in relation to the
finance of that firm because a default
was better for them than a structured
settlement.  That’s an example of why
this principle is so important.  That bill
would wreak a radical change in the
derivatives markets and confine them
more or less to be a straightforward,
wholesale, long-term insurance market.
You can imagine that some people are
fighting that one pretty hard.  But the his-
tory of that particular group of Senators
is that, around derivatives, they can be
very tough.  This is the group that effec-
tively bottled up Gary Gensler’s nomina-
tion until Gary committed that he would
get tough on derivatives regulation.  I
must say that it was sort of a strange
interaction, because, so far, no one has
been tougher on derivatives regulation.
He deserves a lot of credit.  

What’s going to happen here?  I think
that we are going to see financial reform
pass.  I think it is likely that we are going
to see a pretty robust consumer protec-

tion agency.  I’m not certain about that;
there was certainly strong opposition
here and there, and we made compro-
mises, but I think we are headed that
way.  I think it’s very unlikely that at the
end of the day the House version of sys-
temic risk is going to be enacted,
because the depth of suspicion and
opposition to giving more power to the
Fed in the Senate is very great and
bipartisan and from all directions – mod-
erates, conservatives, progressives.
That could change were the Fed to do
some self-evaluative exercise of the
type that SEC has done around Madoff,
around the gross failure of bank holding
company regulation during the crisis;

that might change some people’s views
of the Fed.  Similarly, governance
changes that would remove the banks
themselves from the control of regional
Fed boards might change some people’s
minds about the governance of the Fed.
Certainly it would be of some conse-
quence in the views of the AFL-CIO.  It’s
critical to understand that the Fed’s reg-
ulatory capacity, which is after all what
we are talking about when we talk about
systemic risk, resides in the regional
banks.  It does not reside here in
Washington.  This is where the macro-
economists and the money supply folks
are, the bank regulators and the region-
al banks working for boards of directors
that are actually controlled by the banks
themselves.  This is particularly true in
the New York Fed.  That’s at the heart of
what is wrong with the proposal to give

the Fed the type of systemic risk author-
ity that is in the House bill.  

I think there is room for some opti-
mism here, but it’s not clear how the final
picture will settle out, how these powers
will be used.  (I am going to bring this
back to TARP and then I am going to
close.)  There is a fundamental problem
about regulation.  As I said at the begin-
ning, there is the issue of whether we
really are going to regulate the interac-
tions of the big players.  Right now, polit-
ical will for serious reform is strongest in
the consumer financial protection
agency - the interaction of the big play-
ers with the weak.  That’s good but it’s
insufficient.  Political resistance to real
reform is strongest in those areas that
are most about regulating the activities
of powerful players as they deal with
each other – derivatives, private equity,
hedge funds and the like.  So, how that’s
going to come out is unclear.

It is also unclear whether or not we
are going to fundamentally deal with the
failed financial business model of the
last ten years.   This goes to all these
issues I just talked about, where there is
this tension between the leadership bills
and the amendments coming in from the
side.  Are we building a regulatory sys-
tem to manage a banking system where
four banks are the majority of bank
assets?  Is our design to maintain and
manage that system, or to change it?
Are we building a regulatory system to
maintain and manage a world in which
those very large banks I just mentioned
have large proprietary trading desks,
taking huge risks in the securities and
derivatives markets while they have
effectively the majority of ensured
deposits?  Or are we going to change
that? Those are the big questions on the
table and there are increasingly loud
voices saying we should change it.  

Back to the Paulson blueprint, looking
at the things that are not in the adminis-
tration’s White Paper and the ways in
which the White Paper was weakened
as it moved through the House, you see
the shadow of the Paulson blueprint
returning.  That political tension is unre-
solved, and it interacts with the strategy
undertaken by this administration and 

continued on page 15
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Session One – Banks and Regulation
Chaired by Michael Lind

The session began with Michael Lind’s
noting that the current banking reform
debate is unusual in two respects.
Firstly, it is not constricted by a narrow
consensus.  There has been a willing-
ness to ask a broad range of questions,
i.e., what is banking for,  what should be
the fundamental architecture of national
and international financial systems?
Secondly, there are no clear-cut partisan
lines. Rather than a debate between left
and right, it’s a debate between the
banking industry and its allies in
Washington, and outsiders across the
political spectrum.  

William K. Black started by noting
that in any discussion of regulation, the
focus should be first on what you should-
n’t do.  Firstly, you shouldn’t try to regu-
late things that can’t be successfully reg-
ulated; you should ban them or move
them where they aren’t going to cause
problems.  Examples include systemi-
cally dangerous institutions - the “too-
big-to-fails” and proprietary valuation
models like the Basel process.  

The second area that needs attention
is ideology.  Worldwide, regulation fails
because those in charge believe it can-
not work and is counterproductive.
Because of this mythology that private
market discipline prevents all fraud and
cures itself, we are incapable of learning
from crises.   

So, to escape the ideological trap, we
need to remember that, historically, the
leading cause of bank failure has been
insider fraud. Dr. Black proposed that

every regulatory agency should include
a chief criminologist to work on disman-
tling criminogenic environments (per-
verse incentive structures). Criminolo-
gists would look for the characteristic,
distinctive patterns which indicate bank
and accounting fraud. Additionally, regu-
latory agencies must be professional-
ized. And we must end the policy domi-
nation of economists. 

Perry Mehrling addressed several
questions.  Why did the parallel, shadow
banking system crash? What went
wrong, and how can we fix it? Have we
fixed it?  In Dr. Mehrling’s opinion, two
things broke: the funding system and the
risk control system. Beginning in 2007,
the funding system for the shadow mar-
ket began a slow, piece-by-piece melt-
down. Asset-backed commercial paper,
the repo market, financial commercial
paper: one by one they collapsed, until
finally we moved the money market onto
the balance sheet of the Federal
Reserve.  The exit strategy for the Fed
will involve getting the money market
working again, so the Fed no longer has
to be an intermediary between parties
that used to borrow and lend to each
other.  The broken risk control system
includes credit default swaps, guaran-
tees on super-senior tranches, etc.  We
have replaced, to some extent, these
guarantees with government guaran-
tees. This also involves an exit strategy
problem because it is not clear that the
private sector should be doing the kind
of thing that AIG was doing - writing tail

risk insurance for the system. 
From this we should take three les-

sons: 1) markets and instruments need
to be regulated more than do institu-
tions; 2) rampant mis-pricing of funding
and risk were the source of the trouble,
and must be fixed; 3) derivatives reform
and regulation are the sine qua non.  If
we get that right, we will be ok; if don’t,
we won’t.  

Rob Johnson spoke about the rela-
tionship between the shadow banking
system and the concept of “too-big-to-
fail,” or too difficult to resolve.  After the
Great Depression, the US instituted
deposit insurance for the liability side of
banks’ balance sheets and controlled
the asset side through regulation.  Over
time, regulation of the asset side has
eroded, but our philosophies are still
based on the Depression Era logic.  We
are now in a place where “too-big-to-fail”
undermines the entire structure of our
capitalist system.  As we wrestle with a
solution, it is important to appreciate the
complexity of the situation. 

First, we need the power to resolve
financial holding companies, similar to
the system which exists now for banks.
However, when an institution is
resolved, there is no way to know what
the effects on the economy will be,  how
they are intertwined, or who else is going
to be dragged down. 

A second dimension has to do with
international regimes of resolution.
When an international bank is placed in
receivership, its web of its exposure

Michael Lind, William Black, Perry Mehrling, Rob Johnson, Stephany Griffith-Jones
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Session Two - Jobs and Housing
Chaired by Andrew Brimmer

In his opening remarks, Chair Andrew
Brimmer reminded the audience that
jobs are created in response to the
demand for labor, and that the demand
for labor is derived from the demand for
products and services.  In other words,
the job market is responsive to econom-
ic growth and unemployment is a lag-
ging indicator.  Dr. Brimmer asked the
panel to address the issue of jobs in the
context of the Obama administration
programs and proposals.  

On the housing issue, Dean Baker
emphasized that the collapse of the
eight trillion dollar housing bubble, even
within a beautiful financial system, would

have created a very severe recession.
The housing boom was driving the econ-
omy both directly and indirectly.  When
the construction industry collapsed,
about three percent of GDP was lost, as
well as about six billion in housing bub-
ble wealth-driven consumption.  This
loss guaranteed a recession.  This horri-
ble situation is the result of incredible
economic mismanagement.  Baker sug-
gested that, as an alternative to foreclo-
sure, people be allowed to stay in their
homes as renters.  This would have sev-
eral benefits.  It creates stability for
neighborhoods, and makes foreclosure
a much less attractive option for banks. 

The Congressional Budget Office
projects that the unemployment rate will
stay over 10 percent in 2010, and fall
slowly to 9.1 in 2011, and 7.3 percent in
2012.  Dr. Baker asserted there are two
ways to deal with the jobs issue.  Firstly,
increase demand through more stimulus
activity.  Secondly, have everyone work
fewer hours; this could be accomplished
by providing tax credits for employers.
Germany has used this strategy and,
even with a steeper recession than in
the US, their unemployment rate has
held steady.  Seventeen states already
have some version of shorter work week
programs and these programs have kept
about 150,000 people employed.  There
are simple solutions to our current

problems; good governance would keep
people in their homes and in their jobs. 

Gary Dymski discussed both imme-
diate and long-term structural problems.
Short-term problems include job losses,
foreclosures, and housing deterioration.
Americans are facing a triple whammy:
they have lost jobs, located far from
homes they can no longer afford, and
cities and states are cutting back on
public services.  These problems are a
formula for indefinite stagnation, absent
proactive leadership.

Dr. Dymski presented twelve specific
proposals for resolving the housing cri-
sis:

1. In addition to mortgage assistance
(Home Affordable Modification Program,
or HAMP), principal reduction should be
adopted.

2. A home mortgage disclosure act to
require data reporting for loan modifica-
tions will shed light on problems includ-
ing fair lending problems. 

3. Make it easier for owner occupants
to buy real-estate-owned (REO) proper-
ties. 

4. Tenants are innocent victims.
Banks must respect federal, state and
local tenant protections, and at a mini-
mum give tenants in REO properties the
option of renting there, so properties
don’t sit vacant.

continued on page 14
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matrix will cross national, legal bound-
aries. Dr. Johnson suggests that the
WTO should impose a Financial Stability
Board-type system across the world. 

Third, we need to simplify derivatives.
We need real prices and real
transactions.  This will probably result in
6 – 9 billion dollars less profit for the top
five banks.  This points up one of the
challenges in Washington: any group
that stands to lose 9 billion dollars a year
has a pretty good lobbying kitty.  The
recently released Dodd bill has delivered
the architecture that will put the industry
on hold, and Dr. Johnson predicts we will
come back and fight about this again

next year. 
Good regulation actually makes a

market more competitive, and well-regu-
lated markets attract more investors,
said Stephany Griffith-Jones.  A small-
er, simpler industry could also be more
efficient, and would of course be easier
to regulate.  Counter-cyclical regulation
would offset boom-bust cycles and
reduce damage to the real economy.  Dr.
Griffith-Jones indicated that the discus-
sion is moving towards a consensus that
we need different instruments for
different failures of financial markets.
For instance, in the case of solvency,
both counter-cyclical capital require-

ments and loan provisioning could be
used. This counter-cyclical regulation
has been quite successful in Spain over
the last ten years.  Who should this reg-
ulation apply to?  According to Dr.
Griffith-Jones, the best approach is for
comprehensive counter-cyclical regula-
tion for all institutions, especially instru-
ments and markets.  Finally, very strong
global coordination of regulation is nec-
essary to make it effective.   We should
take up the challenge of moving toward
an international regulatory authority.
Rather than decreasing national sover-
eignty, this would pool power to increase
control over financial markets.
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Session Three – The Dollar
Chaired by Richard Kaufman

Richard Kaufman opened the session
by reviewing the relationship of security
and economics.  He spoke of the Cold
War period, when all policy was viewed
through a war prism.  After the respite of
the peace dividend of the late 90s,
today’s war issues once again infuse
economic policy analysis, directly or indi-
rectly, even in discussing the dollar.
According to one school of thought, the
dollar’s decline is symptomatic of the US
decline as a world economic and military
power. There are of course other views
of the causes and consequences of the
decline of the value of the dollar and
thoughts on what, if anything, should be
done.   

Pierre Calame examined the issue of
the dollar from the European perspec-
tive.  Because of the interdependence of
China and the US, China has had no
choice but to keep buying US Treasury
bonds even at a zero interest rate or very
close to it.  Meanwhile, the G20 has
been concentrating mainly on bank reg-
ulations and very little attention has been
given to the issue of a future internation-
al currency.  Because the Chinese are
obsessed with the risk of a decline in
growth, they have kept the yuan
anchored to the dollar.  This means that
the Euro cannot be an alternative inter-
national currency.  There is also growing
suspicion outside the US that the current
US government pays too much attention
to Wall Street interests and arguments,
as if the future of the US economy, soci-
ety and power is bound solely to its role

of financial superpower.  None of the
structural problems has been fixed; we
need a new, enlarged Bretton Woods.
This will require careful preparation and
a number of deep conceptual and institu-
tional innovations. 

Mr. Calame’s agenda proposed five
main items for a new Bretton Woods dis-
cussion.  They are: 1) The stability of the
exchange rates between four major
regional currencies: the Americas (North
and South), Europe (including Russia
and Africa), East Asia, South Asia; 2) A
regional monetary system in each of
these four regions; 3) A new approach
for energy and commodity management.
Here, two issues must be addressed: the
short term stability of energy prices
through the creation of global regulating
stocks, and a new regime of governance
for energy in order to move towards sus-
tainable societies and inter-regional jus-
tice; 4) Periodic adjustment of imbal-
ances with institutional coordination
under the guidance of the IMF; 5) New
regulations for pension funds, orienting
them in the direction of long term invest-
ment. 

Next, Jane D’Arista noted that there
is already a problem with the dollar – in
the monetary system itself.  One of the
key roles of an international monetary
system is to recycle payment imbal-
ances. The current inability of the US to
serve as a consumer of last resort
means that the system is already in jeop-
ardy.  Dr. D’Arista noted that there is an
aspect of the international monetary sys-

tem that is seldom written about or taken
into account: it generates credit, since it
is based on foreign exchange reserves,
rather than on a gold-based system.
She discussed how the contraction of
credit was a major factor in the
Depression, and how it is important also
to look at both stocks and flows in the
foreign exchange reserve system.  The
tendency has been to focus on flows,
knowing that there are deficits to finance
in the US. However, many of the
problems with the system are on the
stock side.  For instance, in 2005 when
Japanese banks were allowed to lend
yen, in order to reduce the Japanese
reserve stock, there was an incredible
build up of financial sectors around the
global economy. Foreign exchange
reserves have the virtue of being trans-
actional reserve regimes, thus involving
the private sector.  Therefore, a crisis in
the international system, or with the dol-
lar, is most often triggered by an event in
the private financial sector.

Where can the system go, moving
forward? One often hears that other cur-
rencies will pick up the slack, but Mr.
Calame made the point that that will not
happen. So the discussion turns to SDR
(Special Drawing Rights) as the potential
international currency. The problem with
SDRs is that they are only capable of
transactions between central banks.
None of the current proposals overcome
this shortcoming.  Dr. D’Arista proposed
an alternative: an international authority
that will sell bonds and require member

Richard Kaufman, Pierre Calame, Jane D’Arista, Jan Kregel
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countries to buy those bonds and use
them as reserves.  The income from the
bonds would be used for public purpos-
es, such as development, infrastructure,
climate change, etc. The member coun-
tries would guarantee the value of the
bonds.  A new Bretton Woods, as Mr.
Calame said, is absolutely essential.  We
should think not just in financial terms,
but also fiscal terms of the global econo-
my and how the new system would bal-
ance payment imbalances. 

Jan Kregel began with the question,
“If you are going to replace the dollar [as
global reserve currency], what problem
do you think this is going to solve?”  If
the problem can be identified, one can
then identify alternative solutions.  One
of the complaints is that the large hold-
ers of dollar reserves are worried about
the value of their holdings.  One very
large holder of US dollar reserves held
agency securities and, when Fannie and
Freddie Mac were about to be allowed to
collapse, this holder intervened to engi-
neer a US government bailout.  Is the US
really going to bail out all of the foreign
holders of its government securities?
Obviously that will not happen, because
all that will provide are more dollar bal-

ances.  The idea that the international
value of dollar holdings is guaranteed, or
must be guaranteed by the government,
is economic nonsense.  It cannot be
done. 

Perhaps the problem is the volatility of
the dollar exchange rate.  This volatility
is because foreign exchange is an asset
class and investors invest in foreign
exchange.  Secondly, because countries
have independent national monetary
policies interest rates tend to differ,
which also produces instability.  A simple
solution to this sort of flexibility would be
to go back to fixed exchange rates –
which nobody seems very interested in
doing.  Another simple solution to dollar
volatility is to remove foreign exchange
as an asset class; that is, introduce
some sort of international capital con-
trols.  The original Bretton Woods sys-
tem was based on the assumption that
most international flows would take
place through international institutions
like the World Bank.  So, this is another
alternative that does not require replac-
ing the dollar with something else.

The Triffin Paradox says that any sys-
tem based on a national currency will
conflict with other nations’ policies, and

create the necessity for international pol-
icy coordination which, by definition,
must fail.  So, we cannot replace the dol-
lar with any other national currency. 

If we remove the dollar as internation-
al reserve currency, some other asset
must then be created.  The dollar is a lia-
bility on the US Fed balance sheet, off-
set by US government debt on the asset
side.  If everyone moved to an interna-
tional currency, who would provide the
debt? The international government,
obviously, which would engage in inter-
national expenditure and fiscal policy.
There would be unimaginable difficulties
in deciding what the international deficit
would have to be in order to secure glob-
al full employment. 

There is a conflict, a trade-off,
between currency value and labor value.
The problem is to design an internation-
al financial system that stabilizes both
the value of currency and the level of
employment.  It’s not just about the dol-
lar, or its value, or the value of interna-
tional dollar holdings.  It’s a question of
the value of the major asset that every
country possesses: its labor force and its
ability to use the labor force to generate
national wealth.

Session Three – The Dollar

Upcoming Events
January 3 – 5, 2010. Allied Social Sciences Associations/American Economics Association (ASSA/AEA) meetings,
Atlanta, Georgia. See back page of this newsletter for EPS's events.

January 7, 2010. Section on Socio-Economics of the Association of American Law Schools Annual Meeting Program,
Hilton New Orleans Riverside. The topic will be Economic Recovery and the Obama Presidency. For more information
on the Section on Socio-Economics program, email socioeconomics@aol.com.

January 11 – 13, 2010. An international Meeting on Conflict Management, Peace Economics and Peace Science at
Indira Gandhi National Open University, New Delhi, India. If interested please contact Manas Chatterji,
mchatter@binghamton.edu, as soon as possible.

February 1 – 2, 2010. The Global Costs of Conflict International Research Workshop hosted by The German Institute
for Economic Research (DIW Berlin) and the Households in Conflict Network (HiCN) in Berlin.
http://www.diw.de/en/diw_01.c.342818.en/publications_and_events/the_global_costs_of_conflict.html.

February 26 – 28, 2010. The Eastern Economic Association annual meeting in Philadelphia, PA. Abstracts and papers
should be submitted online at the association’s conference homepage: www.ramapo.edu/eea/2010.

June 17 – 18, 2010. 14th Annual International Conference on Economics and Security, at Izmir University of
Economics, Turkey. Sponsored by EPS-UK, Izmir University of Economics, Middle East Technical University (METU),
and University of the West of England, Bristol. See http://ekolider.ieu.edu.tr/eab/DEFENCE2010/ for information.
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5. A large expansion in vouchers for
affordable housing for lower-income
households under the United States’
Housing Choice Voucher (Section 8)
program should be approved. 

6. Home properties held off the mar-
ket by banks for more than 60 days
should be registered and used in the
Housing Choice Voucher Program. 

7. A planning and construction initia-
tive be undertaken to increase the sup-
ply of housing for lower-income people,
to end homelessness. 

8. A national Housing-for-America
program should be developed, drawing
on (and learning from) the Teach-for-
America and VISTA programs. 

9. One focus of these housing con-
struction efforts should be re-engineer-
ing of existing, unoccupied homes. 

10. One special challenge with this
area is widespread NIMBY (not-in-my-
backyard) dynamics. These can block
those who have lost housing from
regaining it. The government should
experiment with incentives to persuade
localities to accept Housing-for-America
projects and more lower-income hous-
ing. 

11. Banks are heavily subsidized and
supported by the taxpayer public. In
exchange, they should meet the credit
and banking needs of their entire market
areas, not just those of their upscale
customers. 

12. Finally, as emphasized above,
housing fixes are not enough. People
need income to maintain their homes,
and that means attacking the jobs
famine directly, as well as through hous-
ing-construction initiatives. 

Sherle Schwenninger opened by
saying that jobs and job creation are
essential to moving forward in the hous-
ing crisis.  Mr. Schwenninger outlined
why the Obama administration has fall-
en short on job creation.  

The first problem was the already bro-
ken private sector job machine. This
must be taken into account when
designing an appropriate response pro-
gram.  

Secondly, the combined effect of the
three trillion dollar expansion of the Fed
balance sheet, and the economic recov-
ery program of $787 billion, had a dis-
proportionate result – namely, reflation
of the pre-crisis jobless economy.  We
failed to rebuild a job-creating economy. 

Thirdly, a lot of the recovery has gone
to general demand support, which may
create jobs in a 15 - 20 year time frame.
We have under-invested in the more
specific demand sectors that would have
created more immediate jobs.  

Mr. Schwenninger made three recom-
mendations: 

1. The private sector job machine is
limited, so public sector employment
must play a bigger role in the future; 

2. We must encourage new sectors of
the economy, which will require specific
demand-oriented programs, and a major
public infrastructure and investment pro-
gram to jump-start private sector job cre-
ation; and

3. We have to think about the supply
side (even if this is uncomfortable for lib-
erals and progressives).  We need to
complement demand creation and pub-
lic sector employment with payroll tax
cuts and corporate income tax cuts to
make it more attractive for businesses to
create jobs here in the US, as opposed
to going offshore.

Session Two – Jobs and Housing (continued from page 11)

Dean Baker and Gary Dymski

Sherle Schwenninger
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the last one in TARP.  The strategy that
TARP has been about is buying time and
trying to maintain asset prices within the
financial system.  That has been a dis-
appointment to the banks, which I think
wish to be straight-up rescued.  The
original idea of buying up assets at inflat-
ed prices has been a disappointment to
them because it hasn’t really happened.
It has been a disappointment to those of
us who thought that there was a pretty
well-established model for dealing with
banking crises.  People like Simon
Johnson have laid it out.  It goes back to
the Reconstruction Finance Corporation.
There are a lot of conservatives who
were for it actually.  There is an estab-
lished model of doing this.  It involves fir-
ing the executive who caused the mess,
doing an accurate write-down of the
assets, and, to the extent you put public
money in, taking full value in terms of
bank upside for every public dollar you
put in.  

Neither of those things has happened.
Instead, there has been this time-buying
exercise.  A serious re-regulatory effort
around issues like, for example, propri-

etary trading – separating that from com-
mercial banking – might not be compati-
ble with the time-buying exercise, just as
a serious effort to deal with foreclosures
might not be compatible with the time-
buying exercise.  On the other hand, the
time-buying exercise may not be com-
patible either with the long-term health of
the US economy and the world financial
system.  Nor may it be compatible with
the short-term needs (of our country and
this administration) to address the
pressing crises of real people in the
areas of unemployment and housing.

How this all gets sorted out in the next
six months seems to me critical for the
question of the fate of the Obama
administration and the hopes for pro-
gressive policy direction in our country
going forward.  Because, fundamentally,
I believe the voters are going to be ask-
ing three economic questions.  The first
one is, “When I go to the polls, am I
afraid of losing my job or have I lost my
job?”  The second question is, “Have the
people and the institutions who caused
this mess been held accountable, or
have I (the voter) rescued them?”    And

the third question is, “Have we fixed this
so we don’t do it again?”

Those questions are open questions
– each one of them today.  If they are
answered properly, as, to be blunt,
Franklin Roosevelt answered them prop-
erly, then I think there is a great future for
this administration and for the values it
represents, which I think are the best
values of our society.  If they are
answered wrong, the best we can hope
for is a re-do of the domestic policy
paralysis of the Clinton administration.
And there are a number of worse sce-
narios beyond that. 

Damon Silvers is an Associate General
Counsel for the AFL-CIO. He was Chair of
the Competition Subcommittee of the
United States Treasury Department
Advisory Committee on the Auditing
Profession and a member of the United
States Treasury Department Investor’s
Practice Committee of the President’s
Working Group on Financial Markets. He is
a member of the Public Company
Accounting Oversight Board Standing
Advisory Group and the Financial
Accounting Standards Board User Advisory
Council.

Damon Silvers (continued from page 9)

Why Join EPS?
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dedicated individuals committed to reducing dependence on military power, and to searching for political and insti-
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EPS at the AEA/ASSA Meetings
All EPS events at the AEA/ASSA (American Economics

Association/Allied Social Sciences Associations) 
2010 meetings will be held Monday, January 4 

in the Hilton Atlanta

January 4, 8:00am, Hilton Atlanta, Grand Salon B
Session One: Global Financial Crises: Past, Present and Future
Chair: Allen Sinai 
Michael Intriligator, UCLA and Milken Institute, “The Financial Crisis of
2007-09: Causes, Consequences, Lessons” 
Simon Johnson, MIT, “Global Financial Crisis: Over, or Just Beginning?” 
Allen Sinai, Decision Economics, Inc., “Financial Crises in Historical
Context and Future Prospects” 
Joseph Stiglitz, Columbia University, “What Went Wrong and What Can
Go Right?” 

January 4, 2:30pm, Hilton Atlanta, Room 201
Session Two: Planning and Designing a Sustainable Economic Future
Chair: Michael Intriligator 
Andrew Brimmer, Brimmer & Co. 
Woodrow W. Clark, Clark Strategic Partners, UN Intergovernmental Panel
on Climate Change 
Eban Goodstein, Bard Center for Environmental Policy 
Clark Abt, Brandeis University 

A complete (preliminary) program of the conference is online:
http://www.aeaweb.org/aea/conference/program/preliminary.php

EPS Dinner Honoring Andrew Brimmer
January 4, 6:30pm, Hilton Atlanta, Grand Ballroom B

Host committee chair: Allen Sinai.  
Host committee: Sven Arndt, Alan Blinder, James A. Brox,

George von Furstenberg, James K. Galbraith, Michael Intriligator,
Jeff Madrick, Alice Rivlin, Ralph Schlosstein, James A. Wilcox

Tickets are $75; $50 for EPS members who register by December 18;
$20 for students

To register, please email Thea Harvey: theaharvey@epsusa.org


