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For David and Sophie, the lights of my life




Introduction

Several years ago, I sat on the set of CNBC’s Squawk Box, one of the most watched morning business shows in the United States. We were in the middle of a commercial break, and under the large, black camera that faced me, a digital clock was counting down the seconds until I would be back on air.

I was there that day to talk about economic policy—the bourgeoning movement for robust antitrust enforcement and tax code reform. But what I remember most clearly was the off-air squabbling between the hosts. I constantly clashed with Joe Kernen, a co-host typically clad in suspenders who held court while reclining in his chair. Kernen and another co-host, Andrew Ross Sorkin, were debating a question so abstract that it felt surreal that it could provoke such intense on-set acrimony: Would more government regulation and antitrust action stifle American entrepreneurship? Seconds before the cameras rolled, the argument escalated into such a raucous dispute that part of me wondered if the peacock-labeled coffee mugs might start flying.

The intro music played, and the light above the black camera turned green. Becky Quick, the co-host playing the role of Switzerland in the debate, turned to me. With a calm smile, she lobbed me right into the fray: “So, what do you think? Do we need more government regulation, or should we trust free markets to create prosperity?”

I balked. Decades before, I had been part of the founding team of Facebook, but I had long since left Silicon Valley to focus on public policy and economics. This question felt personal, at least to me. Who was my favorite child: the entrepreneur or the policymaker? Both felt vital in the project of democratic capitalism. Meant to choose a side on set in real time, I stumbled through an answer that made the case for both. It satisfied no one, including me.

In the years since, in the halls of the Wharton School as I pursued a doctorate, in conversation with Republican and Democratic policymakers, and in the archives of history, I have attempted to answer this basic question. When do markets produce the most prosperity in a reasonably fair, equitable fashion? What are the ingredients that make that economic structure possible?

The dynamism of American capitalism doesn’t stem solely from business-minded entrepreneurs or from government policy. The engine that often drives it forward is a distinct practice of managing and organizing our economic lives that I call marketcraft. This book offers a new way of thinking about political economy that discards the market-versus-government duality, replacing it with a vision for how entrepreneurial leaders in government can harness the power of markets to meet political and social goals. Much of today’s American economy—its resilient strength and confounding structure—can be explained by the actions of marketcrafters of the past century. The stability in our financial markets, our resiliency to energy shocks, and our ability to develop vital new technologies to combat climate change—these are all a result of the institutions we have chartered and the leadership of individuals who run them.

This book tells the stories of the people who shaped and crafted markets over the past century. When these marketcrafters were successful, they used public power to structure business activity to contribute to the common good. Their names generally do not appear in economic textbooks or standard histories. A few achieved renown, but most faded into obscurity. There were among them a Texan millionaire, a Pakistani American immigrant, a teetotaling Missouri banker, a union organizer, and an economist or two. They were Republicans and Democrats, everyday Americans and elites, pragmatists and idealists. Their actions were often at least as impactful as the work of better-known politicians, businessmen, or Nobel Prize winners. Not all of them had sympathetic aims, and they certainly did not always succeed. We have much to learn from their triumphs, but even more from their failures. Studying their work can help us escape the zero-sum framework of regulator versus entrepreneur and improve upon a historical practice that uses private markets to accomplish public goals.

Many of these consequential figures have been forgotten, even though their work was hardly concealed at the time. Journalists covered their actions, and they were subject to the adulation and critique of politicians and voters, not to mention their own friends and family. But their power and influence, when recognized, was often misunderstood. Few people around them saw their work as an effort to organize markets for political or social ends. Instead, the marketcrafters were more likely to be considered technicians of industry, finance, or government, adjusting the wiring of the supposedly self-propelling engines of American capitalism. Their obscurity reflects more than just the natural dimming of reputation over time. It is an artifact of our conventional way of thinking about our economy, which causes us to see markets as sudden and complete manifestations of a natural order. This obstinate, almost religious habit prevents us from seeing markets as they are—dynamic, productive networks shaped and managed by the state.

In this book, we tour through the grand triumphs, petty spats, and personal conflicts of a dozen of these marketcrafters. As I sifted through their correspondence and spoke with them or their surviving family members, I felt like I got to know them as people first and policymakers second. Understanding their personal stories helps explain the professional decisions they made, placing them in the social and political context of their times. My hope, however, is that their stories add up to something bigger: a new way of looking at the economic life we share.



I want to be precise up front about the meaning of some of the words this book uses, since several are new to the lexicon. “Marketcraft” describes a practice that dates back to the start of capitalism hundreds of years ago: intentional, state-led efforts to organize and manage markets for social or political ends.1 In foreign policy, we use the term “statecraft” to describe how a government pursues power and influence geopolitically. Similarly, marketcrafters employ the tools of the state to pursue economic goals. These can be noble ones such as prosperity, stability, and fairness, or they can be much darker. In the eighteenth and nineteenth centuries, policymakers used state power to categorize many Black Americans as property, shaping a market in slavery whose shameful legacy continues today. Fascist governments in Europe during the Second World War organized their economies to support genocide. Marketcraft is not a values-laden agenda, but a practice, an approach that policymakers use to make markets work in line with political goals.

Marketcraft exists between two better-known ways of thinking about political economy. In one, the “free-market” fantasy of laissez-faire economics, the state is limited to providing fundamental services, such as safeguarding property rights, enforcing contracts, and ensuring domestic security. At the other extreme, such as in the authoritarian state capitalism of contemporary China, political leaders plan the composition of industrial production and publicly owned companies dominate highly orchestrated markets.

This book argues that in America we strike a balance between these extremes. We organize many of our markets for the common good, choosing to cultivate and guide them rather than plan them outright. They do not function according to an ineffable logic of free-market impulses, and the state does not only step in to clean up the mess when they malfunction. Government leaders have shaped them, often from the start, to harness market forces for social or political ends. This work is a “craft” not unlike the work of a sculptor or painter, synthesizing the technical and the human. It is a practice that people can get better at over time.

Even if we haven’t used the word, we have crafted many of the most important sectors of the economy. Health insurance, pharmaceuticals, banking, finance, and airlines make up nearly 40 percent of American economic output, and each of those sectors has a deep history of state administration and management. Energy markets, semiconductor design and manufacture, and automobile production have, as this book illustrates, also been managed extensively by the state. We often call each of these sectors a “special case.” Banks hold our money and are prone to runs, so they need unique regulation. Everyone should be able to see a doctor, which means the state shouldn’t allow exorbitant pricing in health-care markets. Semiconductors, unlike other goods, are essential to the growth of technology businesses and American national security, we say. Conservatives and progressives, despite their deep divisions, generally agree that each of these industries needs some special attention, although they diverge on what to do. When you take a step back and consider all of these “special cases,” you start to see that managing and organizing markets is a core value and long-term practice in America. Without properly structured markets, the way of life we treasure would be impossible.2



I didn’t used to see it this way, because I thought in terms of the market versus government duality. I grew up the only child of a traveling paper salesman and public-school teacher in the Appalachian foothills of North Carolina. The son of centrist Republicans in the era of President Ronald Reagan, I was raised to be dispositionally skeptical of government, even if I was more interested than some of my peers in remedying the social and racial injustices of the South. I did well in school and got a scholarship to go to Harvard. Halfway through sophomore year, my roommates and I started Facebook, now called Meta, and my life took a major turn away from the study of history and current events and toward the world of business. In Facebook’s early years, I felt out of place and restless, and with the impulsivity of a twenty-three-year-old, I quit the company three years after its founding to go work for Barack Obama during his first campaign for the presidency. In the years after, I moved back and forth between business and policy worlds, working at a venture capital firm, running a civic action nonprofit, and owning a magazine. In 2016, I made a turn toward work on economic issues, first at the Economic Security Project, a nonprofit I co-founded, and later as a researcher and academic.

Before I began a deeper study of economics, I generally believed that markets functioned best when left on their own, allocating private capital efficiently and creating plentiful jobs over the long term. I knew from my undergraduate economics coursework that markets had side effects, or “externalities,” such as pollution or congested roads. They could be prone to disruptive panics, runs, and hoarding. In the fall of 2008 while working on the Obama campaign, I watched on as the Great Financial Crisis caused markets to implode in devastating fashion. Those moments of “market failure” merited government “intervention,” I believed, buying into the traditional view. Government’s role was to step in and set them back on course. Even as late as 2016, I still believed that the best thing the government could do to help American workers was to provide a “safety net” for people harmed through no fault of their own by market forces. With that helping hand, workers could jump back into the unpredictable but productive activity of the market.3

I soon came to see the flaw in thinking about economics this way. The stubborn persistence of the language of “market failure” and “government intervention” reinforces a faulty vision of how the economy works. There is no sequence where markets exist first, before a governance structure. Just as there was no state of nature where humans existed without a social order, there was never a time when markets flourished without a political order. The core flaw of the “market failure” paradigm is that it casts the government as a reactive parental figure—one who merely corrects missteps or offers aid after harm has occurred. In this view, the government’s role is limited to “intervening” in markets only after problems arise, much like a parent scolding a child for misbehaving on the playground. This notion of state interference with natural market forces reinforces a false market-government dichotomy, sets up the state in the role of nefarious nanny, and constrains its capacity to foster widespread prosperity.

In 2016, the election of Donald Trump broke open the conventional way of thinking about economics for me and many others. A decade of economic stagnation, accelerating deindustrialization, and frustration with badly structured trade deals fueled the skepticism of many Americans that the promise of modern economics would ever be fulfilled. Later, the Covid-19 pandemic and ensuing supply-chain crisis further scrambled the conventional wisdom that government’s role should be constrained to addressing “market failure.” When I became a parent in 2017, I struggled to know what to do to stop my toddler from flicking the garbage disposal switch—or even more dangerous activities. I learned from friends and family that, when it works best, parenting is holistic and proactive—not confined to reacting when things go wrong. Shaping a child’s behavior starts well before a meltdown strikes. As parents, we have less control over our children than we might like, but we can use what power we have to guide our children in the right direction. Similarly, why would we wait to “intervene” in markets when things go wrong instead of shaping them to be more stable, prosperous, and fair from the outset?

As I pursued my graduate studies in economics, I began to understand that there were schools of thought and intellectual traditions built around this question. In 2019, I joined the call for the reinvigoration of antimonopoly power—one of those dormant traditions—to take on global companies using their dominance to suppress innovation, raise prices, or lower wages. I had been working on the campaign for a guaranteed income for several years and had seen firsthand how futile cash transfers might be if corporate powers dominating housing, health care, or childcare markets hoovered up all the money. Because Facebook had been so instrumental to my own life, I felt like I had to speak first to the need for structural separation, or “breakup,” at that particular company, which I did in the pages of the New York Times. Notes of support and invitations to speak flooded into my inbox, and a year later the the Federal Trade Commission, led by a Chair appointed by Trump, filed suit against the company.

Through my study of antimonopoly, I discovered the importance of a positive vision of marketcraft more broadly. Marketcrafters employed a range of tools—public investment, licensing, regulations, and others—to shape a more prosperous, fair economy. Everywhere I looked in history, I began to see the stories of individuals who were combining technical expertise and personal knowledge to craft markets—not just stand by to “intervene” when they failed.

When I was a kid, my father tilled up a third of our backyard, transforming the green grass into a large vegetable garden. A swing set stood on one side, and a doghouse for our pet anchored the other. On the weekends in the spring and fall and daily on summer evenings, my dad hauled me outside to help him stake the tomato plants or pick green beans or yellow squash. I hated it—my fingers got grimy in the dirt, bugs swarmed, and these particular vegetables were not my favorite foods. I would have preferred to be inside reading a book or watching television.

Yet when I think about what marketcraft is, I return to the image of that vegetable garden, vibrating with the activity of plants, insects, and other animals as they vied for sun, shade, and the nutrients that fuel life. The DNA of those plants programmed them to transform nutrients into energy to grow and reproduce. Most of the plants were competing with one another for scarce resources, although just as humans succeed better when we cooperate, some flourished when grown near companion plants.

When our ancestors domesticated and cultivated plants that had otherwise grown in the wild, we began to produce more abundance. Harvesting seeds, drying them, and planting them at the right time of year aided my father in getting our vegetable garden to grow, just as it aided humans thousands of years earlier in their fight against famine. My dad would always create shade for plants that grew better without direct sunlight. He would enlist my help to weed the plant beds, water the plants, and sometimes spray to ward off pests. We made all kinds of mistakes, and some years our harvests were modest. But in others, we had so much produce that we passed much of it off to neighbors and family members who had no garden of their own.

Humans have the power to guide the natural world to make it work better. By moving plants out of the turbulent, uncontrolled wild and into the garden, we cultivate them to provide an incredible and enduring bounty. The history of human progress is premised upon our ability to develop the skills and knowledge to harness seemingly uncontrollable forces to work for us. Once small and bitter, watermelons are now robust with sweet, pink flesh inside thanks to human cultivation. Carrots, bananas, and tomatoes have all been transformed through our ingenuity, making our food tastier and, in some cases, more nutritious. The gardener’s skill lies in the combination of insights from science and personal judgment, which is sensitive to the parcel of land, the year’s climate, and the particular crop. At once technocratic and human, a gardener hones a craft.

Markets are similar. Technically speaking, markets allocate scarce resources dependent on consumer preferences, investor decisions, and social policy, but that doesn’t capture what can feel like their ineffable magic. Adam Smith rightly celebrated the invisible hand’s power to harmonize the uncoordinated, profit-seeking activity of many to produce wealth. Across recorded history, the persistence of markets suggests that certain features are nearly universal, transcending time and culture. Over centuries and civilizations, money has naturally emerged as a medium of exchange, workers have been both organized and exploited, and human specialization has driven an ever more intricate division of labor.

Yet for the most part, since the emergence of capitalism several hundred years ago, we haven’t managed to produce enough. Abundant prosperity—the kind that provides the basic needs of food, shelter, and sanitation—has only occurred in the past century, and only then for certain people in developed economies. It was only when we figured out how to think about our economic activity like gardeners that we began to build real collective prosperity that could extend human life-spans and provide enough food and even some leisure time to the working class. A gardener does not “intervene” in a garden; she cultivates it. Without her ongoing attention, it would turn fallow and quickly be overrun. Without qualified people in government managing our markets, we have no assurance their growth will satisfy our social priorities.

Instead of wallowing in chaos, as if our job is to give the market what “it” demands, we can harness markets to work for our needs. “Capitalism needs to be cared for by policymakers,” Secretary of State Marco Rubio recently wrote. “Our economy is supposed to work for our nation; our nation does not work for our economy.”4

The comparison of a market to a garden runs the risk of being too bucolic and simplistic. It might suggest that marketcraft is always in pursuit of positive goals—who is against an abundant garden?—even though policymakers can harness markets to produce bombs of war or to cultivate industries that make people sicker or sadder. Even so, it illustrates the power of humanity to use our smarts to harness once uncontrollable forces in pursuit of what we want.



Many people are waking up to this way of thinking about economics. In recent years, there’s been a surge of interest in one particular kind of marketcraft called industrial policy. That term has historically been used narrowly to describe government efforts to support the growth of specific sectors deemed important to American competitiveness or national security. Republicans and Democrats now compete to aggressively support American manufacturing to counter the rise of China. Yet “industrial policy” is too limited a term to capture the full breadth of America’s market-shaping activities. It hardly seems fitting, for instance, to describe the role of the Federal Reserve in shaping banking and financial markets as industrial policy. Calling Medicare and Medicaid industrial policy is not just imprecise—it strains credulity given that health care is not just about supporting economic productivity. Creating an institutional framework to manage the oil crises of the 1970s was not industrial policy per se, but it was clearly an effort to organize energy markets for greater resiliency. Industrial policy is a kind of marketcraft that appears often in this book, but marketcraft is the larger, more encompassing idea of legislative and administrative action to configure markets to work in a certain fashion.

Some readers might wonder if marketcrafting is just “economic planning” dressed up in a new language. Libertarians often portray multiyear plans with production targets overseen by faceless bureaucrats as the antithesis of market-driven economies. But at no point in American history have we embraced that kind of command-and-control model.5 As this book’s stories reveal, policymakers have frequently steered markets toward political goals, but they have not orchestrated production over the medium or long term. The bogeyman of economic planning stands in stark contrast to what the marketcrafters in these pages envisioned.

You do not need much historical background to understand the stories and arguments I make in this book, but it is important to be clear about one pivotal historical fact: American marketcraft is as old as the Republic. Alexander Hamilton held that only an empowered, centralized state could engineer economic stability and build material wealth and geopolitical power. It would be an understatement to say this was controversial at the time. The British had used their own marketcraft to support state monopolies and prohibit colonial efforts to develop industry, and Americans had forged an identity in opposition to the quite visible hand of the British monarch. The constitution that Hamilton and others shaped provided the basis for a stronger, more effective American state. In the years before, General George Washington had charged the young Hamilton, his aide-de-camp, with the resupply of the geographically dispersed Continental Army with food, medicine, and weapons. While the army was at Valley Forge, the failure of states to deliver promised supplies contributed to a logistical collapse. That fomented a mutinous environment. “Our distress,” Hamilton wrote privately at the time, “is infinite.”6 He moved to consolidate the army’s authority and coordinate the logistics of the resupply efforts. That experience shaped him, leading him to favor a centralized, activist state with strong financial and manufacturing institutions that could fund and equip a robust military.

In the years after the ratification of the Constitution, Hamilton argued for the federal consolidation of state debt, the creation of a central bank to foster credit markets, and a program of tariffs and subsidies to nurture American industry. The only way to defend America’s interests globally, he believed, would be to use political, legal, and military power to build a resilient, nationally integrated economy. He was not waiting for a “market failure,” a term no one would have used at the time. Just as the American nation needed to be built, so too did the American economy. “The mission was, in short, development or death,” said one writer summing up the Hamiltonian vision.7

Some of Hamilton’s ideas made it into law. The federal government assumed state debt and increased tariffs, although it did not provide the industrial subsidies Hamilton favored. It chartered a central bank, but the bank’s mandate expired in 1811. Twenty years after a second bank was chartered, Andrew Jackson destroyed it, and no central bank in America would exist again until 1913.

Even so, Hamilton’s ideas did not fade. They took on new forms in the 1820s with the advent of Henry Clay’s “American System,” an ambitious developmental program that advocated high tariffs, a central bank, and publicly financed infrastructure. Debates about so-called internal improvements animated political discussions until the Civil War. Meanwhile, other marketcrafting efforts were afoot. The American postal service was pursuing a road- building program that opened the frontier to settlement and investment. New York State, aided by federal land grants, funded the construction of the Erie Canal, which caused the cost of freight shipping to fall precipitously and reduced the travel time between New York and Buffalo by half. Decades later, Abraham Lincoln’s Republican Party reshaped the American state, drawing inspiration from Hamilton and Clay. The federal government facilitated the construction of a transcontinental railroad through vast public subsidies and empowered citizens to settle the frontier by granting them land in exchange for a commitment to cultivate it. In both of these cases, government did not just manage markets to improve their function but created them where none had before existed.8

This book begins in 1932, but I considered starting it thirty years earlier in the formative years of the Progressive Era of the 1900s and 1910s. That was the moment when policymakers began to build institutions responsible for implementing the vision that Hamilton, Clay, Lincoln, and others had shared. The late phases of the industrial revolution had generated incredible wealth through mass production powered by electricity, steel, and oil. A new American aristocracy controlled record amounts of wealth and power, fueling a broad-based movement to get political leaders to set the country on a fairer path. Progressives believed in rational, scientific methods and the professional management of institutions. The development of technical knowledge, progressive reformers believed, could improve industrial efficiency and productivity if managers in the private and public sectors could use it smartly. Expertise was something to be celebrated, not feared. They created new institutions at the federal level, including the Federal Trade Commission and the Federal Reserve, which would become two of the central sites of marketcraft in the decades to come.

I outline all of this prehistory because it gives some context for where this volume begins. This book picks up the story of American marketcraft at the start of the Great Depression, with a focus on the man who created one of the most overlooked institutional innovations of the New Deal: an American national investment bank known as the Reconstruction Finance Corporation (RFC). The first three chapters examine how the RFC supported American finance and shaped housing and aviation markets in the 1930s and ’40s. Chapters 4 and 5 tell the stories of two very different marketcrafters—a Fed Chair who created an orderly, liquid money market and a union organizer—who laid the groundwork for our byzantine health-care system in the 1950s and ’60s. In the second section of the book, I tell the stories of three marketcrafters in the 1960s and ’70s who fostered global financial interdependence, responding both successfully and disastrously to twin energy crises, and figuring out how to fight inflation. The third section spans three decades, starting in the 1980s and ending in the Great Financial Crisis. These chapters reconsider the inevitability of the Volcker shock and shine a light on Ronald Reagan–era industrial policy before tracing the work of marketcrafters to enhance financial innovation and efficiency. In the final section of the book, I take a different path. Over the course of five chapters, I chart the emergence of a new marketcraft, built on a commitment to public investment and competition policy. That story begins in the wake of the Great Financial Crisis and culminates with the economic programs of Donald Trump and Joe Biden. These later chapters are based on contemporary analysis and interviews I conducted rather than archival materials. In them, I illustrate how a growing cross-partisan consensus for shaping markets took hold. The conclusion considers what all this might mean for our future.

A foundational insight of this book is that marketcraft is not only a project of the American left. Half of the marketcrafters in these chapters were self-described conservatives, and several of them considered themselves libertarians. Conservatives and progressives alike have endeavored to make markets work for the common good, but they have often raucously disagreed on how to define that term. Frequently, but not always, conservatives and business-minded interests have preferred to organize markets for efficiency, prioritizing financial innovation and unencumbered trade. Meanwhile, progressives have more often sought to use markets to ensure that essential goods, like health care, housing, or the technology to combat climate change, are both abundant and accessible.



In writing this book, I’ve had only one true enemy in mind: jargon. I have tried to minimize the world salad of highly technical language without sacrificing the rigor and thoughtfulness that comes with an academic inquiry. That said, I hope experts in history, economics, and political science can also engage with it. I’ve purposefully provided extensive endnotes as a method of encouraging further study and dialogue on any particular claim.

While I have not focused on the technical details of the tools of marketcraft, it is important to understand what they are at the start. These tools function as a kind of “vocabulary” for understanding how marketcrafters endeavored to accomplish their missions. They include public investment, competition and coordination policy, stockpiling and reserve management, government procurement, and taxation and subsidy. Regulation, by far the most often discussed activity of government economic management, is just one among a much broader set of tools through which policymakers organize markets.

This list is broad, and not all policies that affect markets add up to marketcraft, just as there are many geopolitical decisions taken that do not add up to statecraft. Marketcraft is active work by government officials to organize and manage markets toward a particular goal. Many well-known government programs with significant economic impact were not created to change our economy, even though they clearly have. For instance, since the 1950s, the Defense Advanced Research Projects Agency (DARPA) has supported risky research in support of American military power. It played a formative role in the development of the Internet, and many of its less well-known investments have had spillover effects, like voice recognition software, touchscreens, and global positioning systems. Yet this is not marketcraft. DARPA was not created with an economic mandate, and its leaders have not attempted to organize or manage a market for a political goal. A similar observation can be made for the National Institutes of Health, the National Science Foundation, and the National Aeronautics and Space Association. All have affected American markets, but none was constituted to point them in a certain direction. Similarly, roads, schools, and public safety forces all can affect market outcomes, but they are not created to guide markets toward particular ends.

Some government programs exist in a gray area. Are food stamps, unemployment insurance, and Social Security benefits guided by a humanitarian impulse to prevent destitution or to manage markets to be fairer and to stabilize aggregate demand? It’s a bit of both. For the purposes of this book, I focus on efforts that are specifically about targeted, sectoral marketcraft. I’ve left a lot of marketcraft out—including the cultivation and coordination of defense contractors, the organization of telecommunications infrastructure, and direct investing by today’s Energy Department in technologies to mitigate climate change. I have also skipped over the more subtle, quotidian elements of marketcraft. Agricultural subsidies, patent and copyright law, and the assignment of corporate liability in consumer technology are just a few examples. What is consistent throughout the stories I tell here is policymakers’ intent to use state power to lead markets from the status quo toward a new configuration.

Some economists might squirm when reading this book. That’s because I do not use the conceptual frameworks most common in the field. Neoclassical economic theory portrays markets as efficient systems powered by rational actors, guided by self interest, and operating in a world of scarcity, where every decision involves trade-offs. While some of these dynamics exist at times, any American who has recently bought a home, procured health insurance, or bought gas after an Organization of the Petroleum Exporting Countries (OPEC) production cut knows that the truth is more complicated. To be fair, economists have evolved in recent decades to incorporate insights about human behavior and take more seriously the study of undesirable side effects of markets, or “externalities.” But this has not solved the fundamental problem that institutions come after markets in economic analysis. Even when centrist or left-leaning economists welcome government action, it tends to be in pursuit of managing consumer demand or compensating for market failures.9 There is much to be said for these policies, but they offer us little help in thinking about why the cost of prescription drugs remains so high or why government keeps extending lifelines to banks and airlines in moments of crisis.

The foundational problem that economics struggles with—and this book hopes to change—is the inability to reckon with the role of institutions. To tell the story of the marketcrafters in this volume, I have chosen to lean on a lesser-known school of thought called institutional economics. Popular in the earliest decades of the twentieth century, writers like Wesley Mitchell and John Commons revolutionized the field by focusing on empirical research. They believed that the world often didn’t work the way a textbook full of graphs might imply, and only by studying the reality of market dynamics could an economy be understood or managed. Early institutionalist economists created the National Bureau of Economic Research and hatched the methodology to tabulate gross domestic product, a measurement of the size of the economy. Institutionalist economists believed that the size and function of corporations, the behavior of labor unions, and the role of government so deeply affected patterns of market activity that an economy could not be studied without taking them into account. In the first decades of the twentieth century, institutional economics dominated the field, but in the postwar years, the approach faded, overshadowed by the promise of Keynesian demand management and abstract, formal models driven by ever-increasing mathematical complexity. Only a smattering of development economists, usually focused on understanding the challenges of poorer countries, managed to carry the baton of institutional economics. They thought critically about how the state might steer an economy toward prosperity and stability. As interest in industrial policy surges today, the institutionalist outlook stands to make an important comeback. I hope this book can contribute to that resurgence.10

As an American, I’ve focused this volume on the history of the United States, but countries across the world share a similar approach. The French have a name for it—dirigisme—and the Japanese did it so successfully in the late twentieth century that many Americans worried the island nation would soon outpace us. In early fourteenth-century Venice, after bankers developed a system of credit, the state followed suit, issuing the first sovereign-backed bonds for military funding and internal projects. A few hundred years later, the joint stock companies of Amsterdam, chartered and managed by the state, powered Dutch trading routes across the globe. Economic development councils in England and France after the Second World War ushered in extensive cooperation between business and government.11 A few decades later, East Asian economies such as Singapore and South Korea pursued policies to protect infant industries, provide domestic subsidies, and support close collaboration between government and business. Today many countries in Europe impose taxes on carbon and fund state investment banks to mitigate the effects of climate change. There is much to learn from all of these examples and to critique, but this volume focuses on the American experience.



At the risk of ruining the suspense, let me tell you where this book lands. Marketcraft can fail, or it can succeed. When it works best, it is usually because Congress invests a single institution with broad authority and discretion to accomplish a clear mission. That setup gives the marketcrafter the ability to build a team of experts—practitioners of a craft—who are responsive to market feedback and to the people charged with holding them accountable. This is a fundamentally Hamiltonian vision of a robust, empowered government that “is not the enemy of the private economy, but its sponsor and partner,” as the historian Michael Lind has written.12 Sorting out how to do that work effectively and fairly is often not clear, which is why the study of these historical contexts is so critical. But the good news for the marketcrafters of today is that there is a structure that works. We know what direction to head in, if we have the political will to do so.

Crises are particularly formative moments when Americans welcome state guidance of markets, as many of these stories illustrate. When we feel vulnerable, people move faster to line up behind a clear, short-term mission, despite their class, racial, and ideological divisions. We crave a stabilizing force to organize markets when they are in disarray. That commitment often falters when the crisis ebbs. Every now and then, we manage to build an institution in the wake of a crisis that endures. The Federal Reserve was created in the wake of the Panic of 1907, the worst financial crisis before the Great Depression. The Strategic Petroleum Reserve—a central reason we have not had a major energy crisis in decades—emerged from the crises of the 1970s. The CHIPS Program Office, the recent effort to spur semiconductor manufacture, emerged after a pandemic-induced chip shortage. One of the chief lessons of this volume should be that we need to build and fortify the institutions forged in crisis so that they can prevent future ones.

One of the most tragic facets of the stories in this volume is that we often undermine the success of our own institutions. More often than not, we have accepted a government of rules, but not of administrative expertise. Since the nation’s founding, Americans have articulated a strong antistatist impulse when compared to other countries. Hamilton’s rival Thomas Jefferson celebrated an agrarian republic made up of small farmers and merchants. Working close to the land cultivated the virtues of hard work, self-sufficiency, and republican simplicity. Jeffersonians worried that the state was more likely to disrupt and harm this way of life than to support it. If farmers gave the government too much power, it might advocate for the freedom of slaves, the development of cities, and the advent of industry. Decentralizing power and setting up a multilayered federalist structure would limit the reach of the national government, ensuring that America would stay just as it was in the late eighteenth century. To be sure, this vision itself was marketcraft, a political effort to prioritize small farms over large companies, localized currencies over a national one, and the commodification of Black Americans. History would prove it profoundly regressive, but its legacy continues to drive an enduring suspicion of government power. Ironically, the enduring fear of a centralized government has given us more convoluted structures of bureaucracy and unnecessary waste, as we will see.

For some, the idea of marketcraft might sound too elite, intellectual, and detached from the lived experience of most Americans. Some activists and scholars, concerned that experts focused on technical policy work too easily lose touch with the concerns of everyday people, have argued for incorporating the “popular will” into the administration of government.13 This is harder than it may seem. Injecting laypeople into complex, technical policy matters does not necessarily lead to better results. Giving local homeowners in suburbs more say in housing policy can restrain much-needed development, leading to higher prices and, in some cases, more segregated neighborhoods. A more democratic Federal Reserve could lead to chronically loose monetary policy, and a more participatory Federal Drug Administration (FDA) to premature drug approvals.

At the same time, blind trust in experts can lead to bad policy. Decision-makers may lack critical information or insights. They may fall prey to “groupthink,” avoiding the important process of wrestling with dissenting perspectives, and they can suffer from bias, blocking important ideas or people from consideration. We need accountability structures to ensure that the specialists at work in the quiet of a conference room remain responsive to human needs.14 People elect representatives who create the institutions of marketcraft. Congress then hires the experts to pursue that work, with all three branches of government and civil society checking their power through ongoing action and oversight.

We have much to learn from our marketcrafting successes, but even more from our failures. History can be riveting to read for the simple pleasure of understanding the stories of the past, but this book is meant to provoke us to think about how public policy should work today and in the future. Understanding the history of American marketcraft can help policymakers, economists, politicians, and business leaders think about how to do it better moving forward.

To ensure the American economy serves the American people, we must guide its activity in the direction of what we imagine a prosperous future to be. This is an eminently conflict-ridden task, subject to the kind of messy political debates that democracy requires to develop a workable vision of the common good. But let’s be clear. The real debate should not be a battle between pro-business and pro-government forces. It is about how to ensure that markets work for the common good—and what that entails.




AGE OF THE NEW DEAL




1 “THE MARKET IS WHAT YOU MAKE IT” JESSE JONES & THE RECONSTRUCTION FINANCE CORPORATION (1932–37)

Early one morning in the fall of 1932, a fifty-eight-year-old Texan investor descended the limestone stairs of one of the buildings he owned on New York City’s Upper East Side. Six feet three and dressed in a three-piece suit, the gray-haired Jesse Jones stooped into a waiting car and ordered the driver to head to Pennsylvania Station. They made excellent time. Three years into the Great Depression, millions of Americans were out of work and the city was eerily quiet, foreboding even.

Jones boarded a New York Central Railroad train, likely the express 20th Century Limited, and made his way to the luxury “parlor car.” His destination was the state capital, Albany, three and a half hours away. There he would meet with New York Governor Franklin D. Roosevelt, whom the Democratic Party had just nominated as its presidential candidate. Roosevelt was running against Republican incumbent Herbert Hoover. Election Day was still three months away, but the deepening Depression had devastated Hoover’s chances of reelection. It seemed very likely that Roosevelt would win. Confident but jittery, Jones knew that day he was likely meeting the next President of the United States. And he had a mission.1

The two outsized characters were no strangers. They had known each other for more than a decade. Back in 1924 they even worked in the same office in New York. Both men were wealthy and ambitious, and both men aspired to receive the affection and esteem of their peers. But there the similarities ended.

Jesse Jones was born in 1874 into a middle-class family of Tennessee tobacco farmers. He lost his mother to tuberculosis when he was six and dropped out of school after eighth grade. He would later boast that he read only one book in his life, a biography of Sam Houston, who shared Jones’ Tennessee-to-Texas tangent.2 He farmed the family’s tobacco fields until his father died when Jones was eighteen.3 Then he settled in Houston and began managing his extended family’s money. An itinerant charmer with a keen eye for business, Jones helped propel Houston’s explosive growth. At the age of twenty-eight, Jones had been living in Houston for only four years, but he had used that time to build a network of lumberyards and construction material shops. He had become a wealthy and popular bachelor. The Houston elite had begun a tradition a few years before called the Notsuoh Festival (flipping the word “Houston”), in which the town coronated a King Nottoc (flipping the word “cotton”) as a celebration of civic pride. That year, the festival’s organizers crowned Jones the festival’s King, the highest honor. A photo from the celebration pictured Jones, in full regal dress with a pointy crown atop his head, surrounded by women and men, all playing at being eighteenth-century royalty.4 By the age of thirty-three Jones was a millionaire.5

Jo/nes had contributed generously to President Woodrow Wilson’s 1912 election campaign, and Wilson asked him to join his cabinet in a newly created post: Secretary of Commerce. Jones declined, too focused on continuing to build his fortune. The Commerce job felt provisional, set up for failure. He did, however, move to Washington briefly during World War I to lead the American Red Cross relief effort. There he befriended Wilson and immersed himself in DC’s clubby culture.

By the 1920s, Jesse Jones was one of America’s wealthiest men. As a major Democratic donor, he attended the 1924 convention in New York, sitting in the booth next to Franklin Roosevelt. The party chair persuaded Jones to lead fundraising efforts for the Democratic presidential campaign that year of John Davis—a campaign that ended in electoral disaster. Four years later, Jones convinced party elders to host the Democratic convention in Houston, the first time any party convention had been held in Texas. At one point during the event, hundreds of balloons bearing the slogan “Jesse Jones for President” accidentally floated down from the ceiling. The Texas delegates had nominated him for the top job, a reflection of their affection for him.

Houston soon proved too small for Jesse Jones, and he began to develop real estate interests outside of Texas, including several in New York. But he mistrusted the blue-blooded East Coast establishment. His frontier ways didn’t fit in with the New York elite, and he blamed Wall Street’s tight-money policies for disproportionately hurting the expansion of the South and West.6

Roosevelt, by contrast, was born into American aristocracy. Wealthy, confident, charming, schooled at Groton and Harvard, he built his political career by channeling the social capital his privilege bestowed on him. Focused on the presidency, he followed the course charted by his distant cousin former President Teddy Roosevelt to become Assistant Secretary of the Navy. But in 1921, when Roosevelt was thirty-nine, polio derailed his ambitions. He spent the rest of the decade physically recovering and getting his political career back on track. He succeeded. By 1928 he was elected Governor of New York, and four years later the Democratic Party nominated him as their presidential candidate. In an unprecedented move, Roosevelt accepted the nomination in person, flying to Chicago in the summer of 1932 to do so. On the brink of power, he promised a new kind of government. Exactly what that meant remained unclear.

So on that September morning, Jesse Jones brought one specific request to Albany: that Roosevelt support a new, fledgling federal institution, the Reconstruction Finance Corporation (RFC). Or at least, avoid impugning it in his presidential campaign. The previous January, President Hoover and Congressional leaders had created the RFC, a new, bank-like institution able to extend emergency credit to businesses teetering on the brink of bankruptcy and so prevent further collapse of otherwise-sound financial entities. Hoover’s team modeled the RFC on the War Finance Corporation, which had provided emergency credit to American interests in World War I and continued to do so for a decade afterward, only shuttering in the late 1920s.7 The RFC was its direct descendent, organized with the same eight divisions, the same thirty-three local offices spread out across the country, and several of the same senior staff.8 The RFC might be able to show that the American state could shape financial markets to be more stable and prosperous, not just in times of war.

But that fall, the RFC was at risk of shutting down before it had even launched, and Jones had taken on the role of unlikely advocate. He had a history with the new institution. When private and public markets froze in the early years of the Depression, Jones had fewer moneymaking opportunities. While on a visit to Washington in early January 1932, he had discussed the idea of a national investment bank with several Congressmen who were working with the Hoover administration to assess how the idea might work.9 Two weeks later, Congress passed legislation to create it, endowing the RFC with initial capital of $500 million provided by the Treasury, and the ability to lend up to $1.5 billion, about $690 billion in today’s dollars.10

Hoover asked the Texan Speaker of the House, John Nance Garner, for a short list to fill the three Democratic seats on the board of the new RFC, and Nance handed him a piece of paper. It had only one name: Jesse Jones.11 When Hoover called Jones to offer him the job, Jones accepted. He claimed later that he did it out of a sense of patriotism, but the market deep freeze likely influenced his decision. He knew so little about the position that he assumed it was part-time. When he realized that, by law, it required his full-time commitment, he rang his wife, Mary Gibbs Jones, who was still in Houston. “Pack your trunk and come on up,” he told her. “I am stuck with a steady, 365-day-a-year job.”12

Theirs was no ordinary marriage. The two had known each other since their twenties, but Mary Gibbs was then married to Jones’ cousin. She divorced him at age forty-seven, after twenty-six years of marriage, and a year later married Jones. Given the social impropriety of their union, it was a hush-hush ceremony, held at home.13 Now, more than a decade later, Mary made her way up to Washington, intending to persuade her husband to resign from the RFC. When he refused, she acquiesced and, in his words, “returned to Houston later, closed the home, had a good cry with the old Negro servants, and came back to Washington.”14



Jones still had to figure out what his new job as a government banker entailed. His résumé was all in the private sector—real estate developer, newspaper and bank owner, and general investor. This was his first public service job. The only other RFC board member physically in Washington was Charles Dawes, who had formerly served as Vice President and US Ambassador to the Court of St James. The two of them went hunting for office space. They set off for the Treasury Building, intending to ask the Secretary for a room there. But on the way, Dawes had another idea. Thirty years earlier, he had been the Comptroller of the Currency, and he knew its offices well. The current Comptroller was away on business, so Dawes and Jones managed to convince his secretary to allow them to use his private office. They hauled in a second desk for Jones and pulled out the legislative text on the RFC to figure out what it was they were supposed to be doing. All they had to go on was the legislative rubric and Hoover’s public statements about it.15

In a makeshift office, Jesse Jones embarked on what was to become for him a twelve-year odyssey to build the RFC into a national investment bank. Jones would oversee the investment of over $50 billion in public funds and profoundly alter America’s financial foundations.16

Now, eight months since he first sat at that borrowed desk, Jones was on the train to Albany to see Roosevelt. In that time things had not gone well—not for Jones, and not for the RFC. Hoover had wanted the RFC to avoid helping large industrial organizations or banks. “Such institutions are amply able to take care of themselves,” he said at its creation. The RFC “is created for the support of the smaller banks and financial institutions, and through rendering their resources liquid to give renewed support to business, industry, and agriculture.”17 Hoover’s small-scale ambitions were typical of his approach to the Great Depression, and the RFC Directors found they had the tools to respond to larger emergencies.

At the RFC’s very first meeting, the Directors approved a loan to Bank of America, one of the country’s largest banks that was now teetering. Roosevelt, a newly declared presidential candidate, went on the attack. He used a national radio address, later known as “The Forgotten Man Speech,” to thunder, “The two-billion-dollar fund which President Hoover and the Congress have put at the disposal of the big banks, the railroads and the corporations of the Nation is not for him.” Him being the little man, the common man, the forgotten man.18 The early Roosevelt brain trust had little interest in using public dollars to backstop large financial institutions, and Roosevelt himself was skeptical.19

The RFC’s problems didn’t end there. Unexpectedly few wanted to borrow its money. Banks, in particular, avoided borrowing from it for fear of the stigma. Any sign of distress for a bank risked provoking a panic. And the ones who were willing to borrow had to surmount stringent lending standards. Field offices could only approve loans up to $100,000. Anything more needed to be vetted by the Directors in DC, who were anxious not to set a bad precedent by lending to any banks or railroads at risk of not repaying. One of the few big loans the RFC did make went to a major Chicago bank, the Central Republic Bank and Trust, which had been founded years before by RFC President Charles Dawes. When it threatened to collapse, Dawes resigned from the RFC and rushed to Chicago to run the ailing institution. To prevent a panic among other Chicago banks, the RFC decided to extend emergency credit to Central Republic Bank and Trust. It was a bad look: propping up a major Chicago bank run by a former board member, at a time when Chicago’s teachers were going unpaid. To make matters worse, the RFC had extended a loan to the struggling Missouri-Pacific Railroad, which simply used the money to pay back its creditor, J.P. Morgan. That made it look like the RFC was lining the pockets of America’s wealthiest. These early missteps made the RFC a tempting target for further Roosevelt attacks.20

Though he hadn’t supported all of these specific loans, Jones had become committed to the RFC as an institution. His goal on this trip to Albany was to persuade the future President to reform, rather than abolish, the RFC. In these hopes, Jones was not alone. After the Chicago drama, financiers quietly welcomed the RFC’s support of distressed banks. They did not necessarily want to lend to borrowers, but they welcomed recapitalization for teetering banks. Jones believed government support would restore the confidence of banks and thus spur the new lending that American businesses needed. He believed in the power of the state to make markets work better. Unlike the good ol’ boys of the antebellum South who distrusted most federal institutions, Jones was a businessman from the frontier, open to state action and marrying the power of private industry with public direction. In the early 1910s when he had yet to turn forty, Jones had used his status and charm to harness both business and government. He had collaborated with other Houston businessmen to drain the bayou and create the fifty-mile-long Houston Ship Channel. It was a vast project. Private business interests pooled their funds to pay half the construction cost and Jones convinced the federal government to pay the other half. He didn’t just make the deal; he followed through to chair the Houston Harbor Board, which implemented it.21 Completed in 1914, the Channel attracted dozens of new industries to Houston. This development would not have been possible without government help. “Private industry and the common carriers, by land and water, will invest sums here compared with which our own public investment will appear infinitesimal,” he said in a speech describing the effort, several years later. He was right. Within decades, Houston had become the nation’s second-largest port by tonnage, boosting the fortunes of both the city and Jones himself.22

Two decades later, he used a similar strategy to organize fellow bankers to set up an emergency fund to rescue a failing Houston bank. Jones understood that panic prevention, like infrastructure building, required a leader to convince investors to take on excessive risk collectively, minimizing the chance of loss. The RFC, with its deep pocketbook and network, could support shaky institutions in a similar fashion and prevent the Depression from worsening. Now he just needed to convince the future President of the United States that he was right.



When he arrived at Union Station in Albany, Jones made his way to a grand Italianate house, built by a banker a half century before the state of New York bought it and turned it into the Governor’s Executive Mansion. To exercise his polio-withered leg, Roosevelt had recently installed a swimming pool in the backyard.

After their greetings, Jones began to make his case, asking Roosevelt to lay off the RFC on the campaign trail: “I took with me to Albany a list of all applications for loans covering a period of weeks, and showed him that, instead of the Corporation being reproached for loans it was making, it could be more appropriately upbraided for not making loans. I knew we were not doing enough.” Roosevelt seemed swayed, Jones reported, and agreed to avoid attacking the RFC. Jones left nothing to chance. A few weeks later, he heard that Roosevelt was preparing to criticize the RFC for making large loans to railroads, just to serve the interests of bankers. Jones made a second trip to dissuade him, this time to the President’s private estate in Hyde Park. He seemed successful again, as Roosevelt held his fire.23 After the election Jones intercepted Roosevelt’s train back from a Florida vacation, just days after an assassin had attempted to take Roosevelt’s life. “Will join you at Savannah,” Jones telegraphed the President-elect. “Don’t forget to stop.”24 Neither Roosevelt nor Jones could have known that the nature of how American markets worked now hung in the balance, depending on what the RFC did next.

Over the following twenty years, the RFC would reshape the relationship between government and markets in the United States, offering a clear example of how centralized, independent, national authority can shape markets to make them work better. After strengthening the financial and business backbone of the country in the early years of the Depression, the RFC went further, creating new markets from scratch and providing investment capital to support the industries critical to winning World War II. Its marketcrafting power was to become so great that the press would dub it the “fourth branch of government.” Such success would also make it a prime target for postwar abolition. But back in 1932, when the RFC was still dangling by a filament, a serendipitous nationwide bank shutdown created the space for it to become a bigger, bolder institution.



On Inauguration Day in March 1933, Roosevelt awoke in room 776 of the Mayflower Hotel, with a view across the street of the White House, his new home. The plans for the day followed in the tradition of presidential inaugurations: a morning church service, the oath of office at noon, a parade along Pennsylvania Avenue, and celebrations in the evening. But this Inauguration Day was to prove quite different.

While Roosevelt had been sleeping, his successor as Governor of New York had joined with the Governor of Illinois to declare bank “holidays” in both states, shuttering the two major centers of the nation’s banking system. Just weeks before, a panic that started in Detroit had spread nationwide as Americans, lacking deposit insurance, rushed to withdraw their funds, fearful that their own banks might be the next to fail. This was just the latest chapter in the rolling banking crisis of the Great Depression. Between January 1930 and Inauguration Day, more than 5,500 banks had closed or merged with stronger ones. Now the markets were going from bad to worse. The New York Stock Exchange and Chicago Board of Trade suspended trading altogether, effectively closing down American financial markets. Political and financial leaders had little option but to shut down banks while they waited to see what the Roosevelt administration might do.25

Roosevelt had plans. The day before the inauguration, he had met with his advisers and Fed officials to develop a proclamation to close all the banks, which was likely a legal overreach. On Inauguration Day, after the church service, Roosevelt rushed back to the Mayflower to confer again with his advisers on the deteriorating financial situation. In the lead-up to his inauguration, Roosevelt had spoken of the need for “action, action,” and now he was ready to take it.26 At 1:00 am on Monday, March 6, he issued Proclamation 2039, declaring a national banking holiday and closing all American banks for a week. A team of outgoing Hoover advisers and incoming Roosevelt officials worked together, round the clock, to create a structure for shoring up the banks during the holiday and then reopening them. The men had “forgotten to be Republicans or Democrats,” Raymond Moley, a close Roosevelt adviser, later recalled. “We were just a bunch of men trying to save the banking system.”27

The plan they devised would unfold gradually. First, bank supervisors would fan out across the country to inspect the books of as many banks as possible. Second, government officials would reopen solvent banks, in order of their importance to the financial system. Third and perhaps most critically, the RFC would be given the authority to buy equity in banks, handing the institution the power to become the nation’s single largest investor in, and owner of, American banks. It would all happen in a matter of days. The aim was a stable restart, after which banks could not fail en masse. They would be more reliable and, if they wobbled, the RFC could invest capital in them directly, even taking a controlling interest if necessary. The RFC would no longer just be in the business of lending to shaky banks. It was now in the business of owning them. Such a dramatic and extensive move was unprecedented in the history of American capitalism.28

By Thursday, Roosevelt’s team had drafted a bill authorizing the powers necessary to carry out the rescue and rehabilitation plan. Within hours of its introduction in Congress, both chambers passed it. The following Sunday, before the banks began to reopen, Roosevelt broadcast his first fireside chat by radio to the nation, explaining the inspections and the gradual bank-reopening schedule. Because of the government’s efforts, “no sound bank is a dollar worse off than it was when it closed its doors last Monday,” Roosevelt assured the American people.29 American depositors had heard a new President assure them of the soundness of financial institutions by explaining a thorough plan for remaking the foundation of banking. Roosevelt’s efforts worked. As banks reopened, deposits flooded back into the system.30



Like most Americans, Jones was relieved. Since the previous summer he had been asking Hoover to expand the borrowing capacity of the RFC and “turn it loose” and received no response.31 Hoover, like many Republicans, feared excessive “intervention” in markets, believing that if the government provided a lifeline to failing businesses, it would create zombie companies that should have been destroyed by the discipline of capitalism. Jones, however, was more pragmatic, believing that the depth of the emergency required expansive policy moves that would restore confidence in the institutions of finance. Only the government could do that. In the last months of the Hoover administration, even Republicans were coming around to the importance of dramatic RFC action, including direct ownership of private bank stock. It would provide banks with capital funds, helping them to meet withdrawal demands and shoring up investors’ confidence in their viability. Their earlier allergy to government ownership of banks evaporated in the face of rolling shutdowns and growing panic.32 Now that Congress had authorized the action, the RFC’s primary mission was to ensure that the nation’s reopening banks had the cash they needed—to avoid another panic, at any cost.

Jesse Jones was ready to transform the RFC from a defensive institution responding to occasional bank failures to a national investment bank responsible for shoring up American banking and finance—a new marketcraft. In the weeks after his inauguration, Roosevelt appointed Jones Chairman of the RFC, elevating him from the position of influential board member to the leader of the institution. That position offered him the chance to grow his power, and he began the work of growing the RFC into a pivotal institution of the New Deal with great flexibility and power—and into his own personal fiefdom. From the start, his genuine interest in righting the American economy was often overshadowed by his personal thirst for admiration and respect. “Quick to judge and slow to forgive, Jones gave no mercy to his opponents and no end of support to his friends, and he jealously guarded RFC prerogatives,” the historian James Stuart Olson wrote.33 As long as he was in charge, the RFC would be sure to flourish. What came after was of little concern to him.

For now that worked just fine for his boss, Roosevelt. At the start of his presidency, he was unconvinced of the need for a robust, powerful RFC, but he did want Jones—with all his private-sector credentials—to be a happy warrior in his unabashedly progressive administration. Jones stood ready to appease business critics of the New Deal whenever the President needed. A bonus was Jones’ influence over the rebellious and often-skeptical Texas delegation of the Democratic Party, which included Roosevelt’s own Vice President, John Nance Garner.34 Their respective personal and political needs cemented the Roosevelt-Jones alliance. The RFC would be the principal beneficiary, at least until their relationship collapsed.



In early 1933, even though Roosevelt and Jones had stemmed the initial banking panic, Jones’ problems were compounding. Railroads and farmers were still teetering on the edge of bankruptcy, and the banks that should have been extending credit to them were refusing to take the RFC’s equity investments. They feared even partial government ownership, even though they were close to insolvency. In June, Congress passed federal deposit insurance, a safety net for bank depositors, protecting their funds in case of bank failure, which was meant to eliminate banking panics altogether. Roosevelt had feared such a sweeping program, anxious that it might create more risk. Congressional leaders enthusiastically favored it, and Roosevelt eventually acquiesced. For a bank to qualify for the insurance, it had to be certified as solvent by the Treasury by January 1, 1934. More than half of American banks needed capital infusions to solidify their cash positions to pass this stress test.

Now that banks had a deadline to get into shape, Jones saw his opportunity. In September, he traveled to Chicago to address the American Bankers Association. He was in enemy territory; several prominent national bankers had lobbied for his removal from the RFC chairmanship earlier in the fall. Jones used the opportunity to be direct. “Be smart for once,” he told the bankers. “Take the government into partnership with you in providing credit which the country is sadly in need of.”35 The speech fell flat, and the bankers felt lectured to by an entitled Jones. A few hours later, after the customary bankers’ dinner, Eugene Black, a member of the Federal Reserve Board, invited Jones back to the podium to modify his remarks. He agreed to come up, saying that he knew how much the bankers hadn’t liked his earlier remarks. But once at the podium, Jones doubled down. “Half the banks in this room are insolvent,” he warned, “and those of you representing these banks know it better than anyone else.”36 His message was clear: take our money or crumble.

Within days, National City Bank (the precursor to Citibank) sold $50 million of preferred stock to the RFC. Chase National followed, and the dam began to break. Bank executives knew that the need was pronounced across the finance industry and that any stigma of taking government funds would soon be shared. No one wanted government ownership, but they needed certification to qualify for deposit insurance, putting them in a bind that only Jones could help them get out of. Applications poured in, and the RFC invested over $300 million across hundreds of banks.

Three days before the deposit insurance certification deadline, Jones convinced Treasury Secretary Henry Morgenthau to certify virtually every bank, providing them all with deposit insurance. In exchange, over the following six months, through loans and investments, the RFC took on the responsibility of capitalizing any viable bank that was still short of the mark. By September 1934, the RFC was a partial owner of half the country’s banks, having invested over $1 billion, or $478 billion in today’s dollars. (For comparison, the entire size of the government’s 2008 investment in American banks was $250 billion in today’s dollars.)37 The RFC would normally buy an amount of preferred stock that matched the outstanding common stock, doubling the bank’s capital and giving the RFC the controlling interest.38 Jones himself professed to having “no desire to control or manage the banks,” although he didn’t mind occasionally lowering exorbitant salaries or influencing bank leadership decisions.39 The banks, increasingly well capitalized and now federally insured, saw their deposits continue to return. They grew by nearly 20 percent since the emergency banking shutdown, even though national economic growth was anemic. The banking crisis of the Great Depression was over. Disaster had been averted.

It was not the Federal Reserve or the nation’s banking regulators who had saved the day. It was Jesse Jones and the RFC, working in collaboration with the Treasury and the new deposit insurance system. Jones had used the power Congress had invested in the RFC to capitalize banks, breaking the boundaries of state ownership to craft a market for stability.



In its twenty years of existence, the RFC had three distinct lives. Its first, defined by the banking holiday and its aftermath, was its most conservative. Between 1932 and early 1938, Congress restricted the RFC mandate to the conservative goals of stabilization and support. Jones and Roosevelt hewed to the traditional belief that government should assist commercial banks in the private allocation of credit—but not invest directly in nonfinancial businesses itself. This belief was grounded in the view that banks had a unique and pivotal role in the functioning of an economy. Their expertise in separating a promising business loan from a lackluster one would help the economy more efficiently allocate its resources, powering growth. Banks had to function for the economy to grow. The RFC’s mission, in this first phase, was to reinforce the pre-Depression market order, rather than create a new one.

This conservative tack reflected Jones’ own values. He described himself as a fiscal conservative, opposed to “wasting” government money and wary of any nonemergency government action to shape markets.40 Fellow New Dealers often criticized Jones’ innate conservatism. “[A] man of narrow business values, a haggler over pennies, and an apostle of the status quo,” one former RFC employee wrote.41 Jones’ insistence that the RFC should not lose money was indicative of this narrow thinking. He agreed with his colleagues, like the Secretary of the Treasury, Henry Morgenthau, and the President himself, that they should avoid running up government deficits. The initial mandate in the first phase of the RFC was to use government’s marketcrafting power to reinforce the existing market order, not reinvent it.

As the Depression deepened in the summer of 1933, Jones began to use the RFC’s power to bring stability to nonfinancial markets. Farmers struggled to keep themselves afloat, given the collapse in demand for their products. Secretary of Agriculture Henry Wallace proposed a drastic idea to help some of those struggling farmers: the mass slaughter of 6 million pigs and the deliberate destruction of 10 million acres of cotton.42 The idea was as shocking as it was heart-wrenching. Livestock farmers would kill healthy animals and dump their carcasses in mass graves. Arable farmers would be paid to plow under every third row in their fields, leaving the crops to rot beneath the summer sun. Haunted by the specter of poverty and the desperate pleas of struggling farmers, Wallace saw this sacrifice as an unavoidable evil. By reducing the supply of agricultural products, he hoped to drive up prices and provide support to farming families. The farmers themselves were shocked, but many reluctantly accepted. It did little good. Hog prices recovered modestly, and cotton prices continued to plunge.

Jones and Roosevelt, their rapport deepening as the banking crisis ebbed, now conspired to develop a different kind of program to help farmers. The model Jones suggested was based on an old idea in agricultural markets
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