
THE NEXT CHIEF of the Federal Reserve will decide when 
to reverse the easy-money policies of Ben Bernanke, a judg-
ment that could strangle the economic recovery if made too 
early or trigger runaway inflation if made too late.

The task could fall to Fed vice chairwoman Janet Yellen, 
a meticulous and demanding Yale-trained economist, who 
issued prescient, early warnings about the housing bust. Af-
ter the financial crisis, she helped focus the Fed on jobless 
Americans, with policies aimed at stimulating the economy 
at least until unemployment falls to 6.5%.

Ms. Yellen is a top contender for the job, assuming Mr. 
Bernanke steps down when his term ends in January, but her 
selection is far from certain. She faces a big question among 
investors: Is she wary enough about the risks of easy mon-
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just Wall Street,” he said.
But she has met resistance

among others inside and outside
the Fed. James Bullard, the presi-
dent of the St. Louis Fed, said in
an interview that if the central
bank tried too hard to bring down
unemployment, it might uncork
inflation without doing much to
foster jobs.

“A lot of people are talking
about putting more weight on un-
employment,” he said, without
citing Ms. Yellen directly. “I don’t
think it’s a good idea.”

Whoever is nominated by Pres-
ident Barack Obama for the post
is likely to face close scrutiny in
Senate confirmation hearings.

Sen. Richard C. Shelby of Ala-
bama, a top Republican on the
Senate Banking Committee, voted
against her confirmation as vice
chairwoman in 2010, accusing her
of “inflationary bias.”

Among private economists sur-
veyed last week by The Wall
Street Journal, 29 of 38 said they
expected Ms. Yellen to get the job.
Other candidates could include
former Fed vice chairman Roger
Ferguson and former Treasury
secretaries Timothy Geithner and
Lawrence Summers.

“If I were in the White House I
would relish the idea of nominat-
ing the first female Fed chair-
woman, with a résumé that is po-
tentially better than the current
Fed chairman,” said Vincent Rein-
hart, Morgan Stanley chief U.S.
economist and former head of the
Fed’s monetary affairs division.

Still, he said, “I think market
participants are nervous about
her,” pointing to the concern that
she would weight employment
over inflation. “Look at the AFL-
CIO speech.”

Ms. Yellen impressed Mr.
Obama when he sought her advice
as a presidential candidate, but
they aren’t close, according to
people who know them. When she
was nominated for Fed vice chair-
woman, for example, she didn’t
have a face-to-face interview with
Mr. Obama, according to people
familiar with the matter.

Mr. Geithner and Mr. Summers,
by contrast, have strong White
House ties. Mr. Geithner has said
he doesn’t want the job; Mr. Sum-
mers is interested, according to
people who know him, but he de-
clined to comment.

While Mr. Bernanke doesn’t
appear to want a third term as
Fed chairman, the president could
press him to stay. Mr. Bernanke
said in March he had discussed
his plans “a bit” with Mr. Obama
but declined to say more. The
White House hasn’t disclosed how
the president will choose.

The selection involves more
than political drama. The Fed
could be entering another peril-
ous period. The central bank has
pushed short-term interest rates
to near zero, launched bond-buy-
ing programs that pumped tril-
lions of dollars into the economy
and left its own $3 trillion securi-
ties portfolio swollen with mort-
gage-backed and Treasury securi-
ties.

At some point, the next Fed
leader will need to use untested
methods to reverse the process,
raising interest rates and siphon-
ing up huge volumes of cash from
banks. “They will be learning as
they go,” said Laurence Meyer, a
former Fed governor.

Ms. Yellen’s supporters say
there are few better prepared stu-
dents. She was class valedictorian
at Fort Hamilton High School in a
middle-class Brooklyn neighbor-
hood. Her father was a doctor
who worked out of the basement
of the family’s brownstone. Her
mother, who quit an elementary
school teaching job to raise two
children, drove him to house calls
and managed the family’s fi-
nances—tucking away savings
and tracking stock prices from the
afternoon newspaper in small,
neat handwriting, said Ms. Yel-
len’s brother, John.

“My parents held us to high ac-
ademic standards,” said John Yel-
len, the archaeology program di-
rector at the National Science
Foundation. After dinner, he re-
called, they listened to radio pro-
grams, including the adventure
series, “Sergeant Preston of the
Yukon.”

Ms. Yellen got interested in
economics in college. While an
undergraduate at Brown Univer-
sity, she was impressed with a
talk by visiting Yale professor,
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James Tobin, who would later win
a Nobel Prize in economics. She
decided to pursue an economics
Ph.D. at Yale, where her interest
in unemployment grew while
working with Mr. Tobin, her men-
tor and dissertation adviser.

Mr. Tobin, a child of the De-
pression and an adviser to presi-
dents John F. Kennedy and Lyn-
don B. Johnson, emphasized the
human toll of high unemployment
and the government’s obligation
to combat it. He was so impressed
with her meticulous notes of his
lectures that he asked her to turn
them into a textbook. She left to
teach at Harvard and didn’t com-
plete the book.

Willem Buiter, Citigroup’s chief
economist, said Ms. Yellen’s notes
were like the Old and New Testa-
ment for Yale Ph.D. students
when he studied there in the
1970s. “She was a legend when I
arrived at graduate school,” said
Richard Levin, Yale’s president,
who used them to study in the
1970s.

Ms. Yellen went to work on the
Fed staff in the fall of 1977, where
she met her future husband, econ-
omist George Akerlof. They mar-
ried the following June. “Not only
did our personalities mesh per-
fectly, but we have also always
been in all but perfect agreement
about macroeconomics,” he wrote
in an autobiography after he won
the 2001 Nobel Prize for econom-
ics. Their son, Robert Akerlof, is
an economist teaching at the
U.K.’s University of Warwick.

Her husband is skeptical of
markets. In a talk at last year at
Warwick, he said, “the public and
economists have too great an ac-
ceptance that whatever markets
do is right.”

Ms. Yellen climbed the Fed
ranks by being methodical rather
than iconoclastic. She shows up at
policy meetings with carefully
crafted statements. Those who
work with her say she arrives at
the airport hours early.

During the mid-1990s, then-
Fed chairman Alan Greenspan
asked her to take the lead in an
internal Fed debate about
whether to adopt a formal infla-
tion target. Her preparation im-
pressed others. “She does her
homework,” said Mr. Broaddus,
her chief adversary in the debate.

During the discussion Ms. Yel-
len challenged Mr. Greenspan,
who was rarely confronted, to de-
fine his views of price stability,
according to Fed transcripts and
people there. Later, as the econ-
omy strengthened, she worried
about the booming stock market
and also urged Mr. Greenspan to
raise short-term interest rates to
head off inflation—advice he de-
clined, according to Mr. Meyer,
her colleague at the time.

Ms. Yellen became chairwoman
of the Council of Economic Advis-
ers under President Bill Clinton in
1997, a period of strong economic
growth. She and Clinton adviser
Gene Sperling danced with their
hands in the air at a 1999 White
House staff meeting in the
Roosevelt Room when the jobless
rate fell near 4%, according to
people at the meeting.

Later, as president of the San

Francisco Fed, Ms. Yellen sounded
early warnings about the danger
of a U.S. housing bust. “I still feel
the presence of a 600-pound go-
rilla in the room, and that is the
housing sector,” she said at a
June 2007 policy meeting, ac-
cording to Fed transcripts. “The
risk for further significant deteri-
oration in the housing market,
with house prices falling and
mortgage delinquencies rising
further, causes me appreciable
angst.”

Three months later, she fore-
saw a dangerous economic cas-
cade.

“A big worry is that a signifi-
cant drop in house prices might
occur in the context of job losses,
and this could lead to a vicious
spiral of foreclosures, further
weakness in housing markets, and
further reductions in consumer
spending,” she said, at a Septem-
ber 2007 meeting. “The potential
effects of the developing credit
crunch could be substantial.”

In December, she called on the
Fed to cut interest rates aggres-
sively, according to Fed tran-
scripts. Mr. Bernanke chose a
more cautious approach—until a
month later, when conditions
worsened.

Shortly after the Fed rescued
Bear Stearns Cos. in March 2008,
Mr. Obama—then a senator and
presidential candidate—called Ms.
Yellen. He wanted explanations of
the unfolding financial turmoil
and she was among a few people
he asked, said Austan Goolsbee,
an Obama adviser who arranged
the call.

Ms. Yellen, a Democrat, im-
pressed Mr. Obama during a 30-
minute conversation as she ex-
plained the risk of modern-day
bank runs at Wall Street firms
spreading like wildfire through
markets, Mr. Goolsbee said.

She has ruffled feathers at the

Fed with her strong views, but
the central bank in the past three
years has moved toward her pre-
scription of sustained aggressive
action.

As Fed officials deliberated last
April about how long to keep in-
terest rates low, Ms. Yellen deliv-
ered a 20-page speech, with 18
footnotes and 15 charts, making
the argument that rates should
stay low until 2015 or later. The
speech, later praised by Mr. Ber-
nanke, presaged a shift by the Fed
toward making clear its intentions
to keep rates down longer than
previously planned.

“She argues very effectively,”
Charles Evans, president of the
Chicago Fed said in an interview.
“She is constantly asking you to
think about the argument that
you have put on the table, espe-
cially when it is at variance with
other facts. People look to her
and listen to what she’s saying.”

While the Fed’s second-in-com-
mand traditionally stands in the
shadow of the chairman, Ms. Yel-
len has been outspoken. Mr. Ber-
nanke was closer personally to
Ms. Yellen’s predecessor, Donald
Kohn, another potential successor,
who formed a bond with the
chairman during the crisis, said
people who know them.

Still, Mr. Bernanke and Ms. Yel-
len largely see eye-to-eye. “I can’t
see a material difference between
them,” said another central
banker who has seen them often
at international meetings in Basel,
Switzerland.

Last year, Ms. Yellen ran a Fed
committee that crafted a docu-
ment detailing how the Fed
viewed its so-called dual mandate,
the central bank’s focus on both
inflation and unemployment, as
set by Congress.

The document for the first
time made a formal 2% inflation
target, a goal of both Mr. Ber-

nanke, as well as inflation
hawks—those who worry most
about keeping prices stable. It
also laid out markers for unem-
ployment rates, which the hawks
resisted.

Officials haggled over the 531-
word document for months, ac-
cording to people involved in the
discussions. The Fed directly con-
trols inflation through its man-
agement of the money supply, but
many factors influence unemploy-
ment. Officials were wary of
promising too much on hiring,
and they struggled to define how
they would balance job goals with
inflation.

The document illustrated Ms.
Yellen’s view of Fed operations.
As long as inflation was running
below 2%, she argued, the Fed
could afford to keep money flow-
ing, helping bring down unem-
ployment.

Ms. Yellen also pushed for
more than a year behind the
scenes for another step to signal
the Fed’s commitment to low
rates, said people involved in the
debate. In December, following
the advice of her and Mr. Evans,
the central bank promised to keep
short-term interest rates near
zero until the jobless rate falls to
6.5%, as long as inflation doesn’t
threaten to rise any more than a
half-percentage point above the
2% goal.

The moves create a framework
for an exit plan: As the job market
improves, the central bank will
gradually stop its bond buying.
Later, after unemployment falls to
6.5% or lower, the Fed will start
raising short-term interest rates.

If inflation ticks up, it might
move sooner. Eventually, the Fed
could sell some of its bonds and
begin soaking up all that cash.

It will be up to the Fed’s next
leader to prove the plan will
work.

A Top Contender at the Fed Faces Test

Source: Commerce Dept. The Wall Street Journal

Taming Inflation
Change from a year earlier in consumer prices for goods and services,
based on the price index for personal-consumption expenditures
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Ben Bernanke
Age: 59
Résumé: Fed chairman since
2006; architect of easy money

policies and exit.
Former chair of
Council of
Economic
Advisers and
Princeton

University economics
department. He appears prepared
to leave but might Mr. Obama
talk him into staying? Ph.D. in
economics from M.I.T.

Timothy Geithner
Age: 51
Résumé: Former U.S. Treasury
Secretary and former president

of the Federal
Reserve Bank of
New York. Mr.
Geithner has said
he doesn’t want
the job but is a

career public official with close
ties to Mr. Obama. M.A.,
international economics, Johns
Hopkins University.

Lawrence Summers
Age: 58.
Résumé: Former U.S. Treasury
Secretary, Harvard University

president and
White House
economic adviser.
A top economist
of his generation,
whose brash

style would be a sharp departure
from Mr. Bernanke. Harvard Ph.D.

Roger W. Ferguson, Jr.
Age: 61
Résumé: Former Fed vice
chairman and current chief

executive at
TIAA-CREF.
Steered the Fed
during 9/11 terror
attacks while
former Chairman

Alan Greenspan was overseas.
Private sector credentials are a
plus, but ties to Fed’s bank
supervision before the crisis
could hurt him. Harvard Ph.D., J.D.

Donald Kohn
Age: 70
Résumé: Former Fed vice
chairman and governor. Brookings

Institution fellow
and member of
Bank of England
financial policy
committee. Mr.
Bernanke’s right-

hand man in the financial crisis,
admired by Fed staff. Long
association with Fed exposes him
to criticism about precrisis
failures. Age could hinder him.
University of Michigan Ph.D.

Alan Blinder
Age: 67
Princeton professor and former
Fed vice chairman. MIT Ph.D.

Stanley Fischer
Age: 69
Bank of Israel governor; former
International Monetary Fund
deputy managing director. MIT
Ph.D.; served as an academic
adviser to Mr. Bernanke at MIT.

Janet Yellen
Age: 66
Résumé: Brown University
B.A.; Yale University Ph.D.;
University of California,
Berkeley professor; Fed
governor; Chairwoman of
President Clinton’s Council of
Economic Advisers; San
Francisco Fed president;
Federal Reserve Board vice
chairwoman.
Known for: Focus on Fed’s
‘dual mandate’ of inflation
and unemployment.
Family: Married to George
Akerlof, winner of the 2001
Nobel Prize in economics. One
son, Robert Akerlof, an
economist at the University
of Warwick in U.K.

Crowded Field Includes Current Fed Chairman
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tive story line. Texas secession
fiction falls into a long line of
what-if books exploring alternate
versions of history.

Winston Churchill contributed
to a 1931 collection of essays
called “If It Had Happened Other-
wise” with an entry envisioning
how World War I might have been
avoided—if the Confederacy had
won the Civil War.

Newt Gingrich added to the
genre with a series of novels he
co-wrote with William R.
Forstchen, including “1945.” It
sees the Nazis temporarily win-
ning World War II in Europe, trig-
gering a Cold War with the U.S.,
which had fought Japan.

Some alternate-history novels
have envisioned a separate Texas,
notably 1990’s “The Difference
Engine” by William Gibson and
Bruce Sterling, which explores
what might have happened to the
world had computers been per-
fected in Britain a century earlier.
In the book, Texas and California
morph into independent nations.

But the suggestion that Texas
might break away has only re-
cently become a common plotline.
Some authors say their interest
was spurred by recent events,
such as Texas Gov. Rick Perry’s
remark in 2009 that “if Washing-
ton continues to thumb their nose
at the American people you know,
who knows what might come out
of that” (Mr. Perry has repeatedly
said he doesn’t favor secession).

John Buescher, a researcher at
the Roy Rosenzweig Center for
History and New Media at George
Mason University, has champi-
oned alternate histories as a way
to teach real history.

“For a history geek, there are
certain moments when all sorts of
things can happen and the world
would be totally different,” Mr.
Buescher says. Of the current
Texas fancy, he adds, “Texas is
feeling its oats economically these
days, and there is a sense in the
Zeitgeist that Texas would be
pretty interesting if it really was
its own nation.”

Secession fiction isn’t burning

up the best-seller lists. Mr. Sny-
der’s book, which came out in
February, is produced by a small
Christian imprint he owns called
Concerning Life Publishing. Mr.
Maloney published his novel him-
self in January. Mr. Larson’s book
was released by an Oklahoma
company called Tate Publishing &
Enterprises last month. All are
available on Amazon.com.

“I’m not getting rich off of it,
that’s for sure,” says Mr. Maloney,
who is retired from the Air Force.
He says he is working on a sequel.

One book with a major pub-
lisher, St. Martin’s Press, is “Don’t
Mess with Travis” by Bob Smiley,
which envisions a Texas governor
driven to secession after he dis-
covers a federal plot to siphon off
the state’s natural resources and
ship them to California.

“We wanted to show the ab-
surdities on both sides of the
aisle,” says Mr. Smiley, a televi-
sion writer in Los Angeles and
former researcher for the late
William F. Buckley Jr. Of seces-
sion, he adds, “It obviously re-
mains something people in Texas
think could and maybe even
should happen.”

Most Texans don’t want to se-
cede, according to a Public Policy
Polling survey in January. But
Texans are fond of pointing out
that the state fought for indepen-
dence once before—and won—af-
ter a ragtag army led by Sam
Houston defeated Mexican Gen.
Antonio López de Santa Anna in
1836. The short-lived Republic of
Texas joined the U.S. in 1845.

Most scholars agree that it is
now impossible for any state to
secede, after the Civil War and an
1869 Supreme Court decision in-
volving Texas that found that the
nation was “indissoluble.” Still,
some Texas nationalists continue
to argue otherwise, and a hardy
few even meet occasionally at
Washington-on-the-Brazos, where
delegates signed the Texas Decla-
ration of Independence in 1836.

Alan R. Erwin learned how se-
riously some took the idea in
1979, when he wrote a pioneering
work of Texas secessionist fiction,
“The Power Exchange”—and
found that some Texans consid-
ered him the leader of a real revo-
lution. The truth was more pro-
saic. Mr. Erwin, a member of the
state’s Public Utility Commission,
was merely bored. He says he
wrote much of the novel, released
by Texas Monthly Press, during
long-winded hearings concerning
Southwestern Bell, the telephone
company owned by AT&T.

“I kept telling them, ‘You need
to read my book, because we
don’t win,’” Mr. Erwin says of the
actual secessionists.

ContinuedfromPageOne

The Yellow
Prose of
Texas?

As Yellen Forecast, Inflation Has Remained Below Target
As the U.S. was emerging from

recession in June 2009, Janet Yel-
len made a forecast: “I think the
predominant risk is that inflation
will be too low, not too high, over
the next several years,” Ms. Yellen,
then president of the Federal Re-
serve Bank of San Francisco, said
in a speech.

Three years later, her forecast
has been largely correct, aside
from a few brief price spikes for
oil and food.

Inflation, as measured by the
Commerce Department’s personal
consumption expenditure price in-
dex, was 1% in March, when com-
pared with a year earlier—well be-

low the Fed’s 2% target.
In nearly four years since her

forecast, inflation has been at or
below the target for 32 months
and above it for 19. Core inflation,
which excludes volatile food and
energy prices, has been below 2%
for 51 consecutive months.

Many others, at the time and
since, had predicted soaring infla-
tion. Differing views of the econ-
omy account for the difference.

Ms. Yellen strongly emphasizes
slack in the economy. This is the
idea that with high unemploy-
ment, empty homes and unused
factory space, companies can’t
raise consumer prices without los-

ing sales to lower-priced competi-
tors.

Others made predictions of in-
flation based on the Fed’s easy-
money policies—that because the
central bank had pumped so much
money into the financial system to
restore the economy, it would even-
tually cheapen the dollar’s value
and push consumer prices higher.

While inflation hasn’t material-
ized, another risk is getting more
attention: that the Fed’s money
printing will result not in soaring
consumer prices, but in a new as-
set bubble in markets like stocks or
bonds.

—Jon Hilsenrath

‘Texas would be pretty
interesting if it really
was its own nation.’

Others in the Mix
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ey to close the Fed’s credit spigot before financial bubbles 
emerge or consumer prices rise too far? As a first step, Fed 
officials have mapped out a strategy that maintains flexibil-
ity for winding down its $85 billion-a-month bond-buying 
program intended to spur the economy. But the timing of the 
withdrawal is still being debated.

“I am worried that the approach that she and many others 
favor does over time allow the Fed’s anti-inflation credibility 
to erode,” said Alfred Broaddus, former president of the Fed-
eral Reserve Bank of Richmond.

Born in Brooklyn to parents who lived through the Great 
Depression, Ms. Yellen, age 66, has called for the Fed to re-
spond aggressively to high unemployment. She argued after 
the financial crisis that inflation wasn’t likely to emerge with 
the economy in such a debilitated state—a correct view, so 
far. Inflation has since averaged 1.8% a year.

“These are not just statistics to me,” she said in a speech 
to the AFL-CIO labor union group in February. “We know 
that long-term unemployment is devastating to workers and 
their families.”

Richard Trumka, the union president who invited her to 
speak, said the U.S. would be “well-served” if Ms. Yellen suc-
ceeded Mr. Bernanke. “She understands the plight of Wall 
Street and workers, not just Wall Street,” he said.

But she has met resistance among others inside and out-
side the Fed. James Bullard, the president of the St. Louis 
Fed, said in an interview that if the central bank tried too 
hard to bring down unemployment, it might uncork inflation 
without doing much to foster jobs.

“A lot of people are talking about putting more weight on 
unemployment,” he said, without citing Ms. Yellen directly. 
“I don’t think it’s a good idea.”

Whoever is nominated by President Barack Obama for the 
post is likely to face close scrutiny in Senate confirmation 
hearings.

Sen. Richard C. Shelby of Alabama, a top Republican on the 
Senate Banking Committee, voted against her confirmation as 
vice chairwoman in 2010, accusing her of “inflationary bias.”

Among private economists surveyed last week by The 
Wall Street Journal, 29 of 38 said they expected Ms. Yellen to 
get the job. Other candidates could include former Fed vice 
chairman Roger Ferguson and former Treasury secretaries 
Timothy Geithner and Lawrence Summers.

“If I were in the White House I would relish the idea of 
nominating the first female Fed chairwoman, with a resume 
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that is potentially better than the current Fed chairman,” 
said Vincent Reinhart, Morgan Stanley chief U.S. economist 
and former head of the Fed’s monetary affairs division.

Still, he said, “I think market participants are nervous 
about her,” pointing to the concern that she would weight 
employment over inflation. “Look at the AFL-CIO speech.”

Ms. Yellen impressed Mr. Obama when he sought her ad-
vice as a presidential candidate, but they aren’t close, ac-
cording to people who know them. When she was nominated 
for Fed vice chairwoman, for example, she didn’t have a face-
to-face interview with Mr. Obama, according to people famil-
iar with the matter.

Mr. Geithner and Mr. Summers, by contrast, have strong 
White House ties. Mr. Geithner has said he doesn’t want the 
job; Mr. Summers is interested, according to people who 
know him, but he declined to comment.

While Mr. Bernanke doesn’t appear to want a third term 
as Fed chairman, the president could press him to stay. Mr. 
Bernanke said in March he had discussed his plans “a bit” 
with Mr. Obama but declined to say more. The White House 
hasn’t disclosed how the president will choose.

The selection involves more than political drama. The Fed 
could be entering another perilous period. The central bank 
has pushed short-term interest rates to near zero, launched 
bond-buying programs that pumped trillions of dollars into 
the economy and left its own $3 trillion securities portfolio 
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just Wall Street,” he said.
But she has met resistance

among others inside and outside
the Fed. James Bullard, the presi-
dent of the St. Louis Fed, said in
an interview that if the central
bank tried too hard to bring down
unemployment, it might uncork
inflation without doing much to
foster jobs.

“A lot of people are talking
about putting more weight on un-
employment,” he said, without
citing Ms. Yellen directly. “I don’t
think it’s a good idea.”

Whoever is nominated by Pres-
ident Barack Obama for the post
is likely to face close scrutiny in
Senate confirmation hearings.

Sen. Richard C. Shelby of Ala-
bama, a top Republican on the
Senate Banking Committee, voted
against her confirmation as vice
chairwoman in 2010, accusing her
of “inflationary bias.”

Among private economists sur-
veyed last week by The Wall
Street Journal, 29 of 38 said they
expected Ms. Yellen to get the job.
Other candidates could include
former Fed vice chairman Roger
Ferguson and former Treasury
secretaries Timothy Geithner and
Lawrence Summers.

“If I were in the White House I
would relish the idea of nominat-
ing the first female Fed chair-
woman, with a résumé that is po-
tentially better than the current
Fed chairman,” said Vincent Rein-
hart, Morgan Stanley chief U.S.
economist and former head of the
Fed’s monetary affairs division.

Still, he said, “I think market
participants are nervous about
her,” pointing to the concern that
she would weight employment
over inflation. “Look at the AFL-
CIO speech.”

Ms. Yellen impressed Mr.
Obama when he sought her advice
as a presidential candidate, but
they aren’t close, according to
people who know them. When she
was nominated for Fed vice chair-
woman, for example, she didn’t
have a face-to-face interview with
Mr. Obama, according to people
familiar with the matter.

Mr. Geithner and Mr. Summers,
by contrast, have strong White
House ties. Mr. Geithner has said
he doesn’t want the job; Mr. Sum-
mers is interested, according to
people who know him, but he de-
clined to comment.

While Mr. Bernanke doesn’t
appear to want a third term as
Fed chairman, the president could
press him to stay. Mr. Bernanke
said in March he had discussed
his plans “a bit” with Mr. Obama
but declined to say more. The
White House hasn’t disclosed how
the president will choose.

The selection involves more
than political drama. The Fed
could be entering another peril-
ous period. The central bank has
pushed short-term interest rates
to near zero, launched bond-buy-
ing programs that pumped tril-
lions of dollars into the economy
and left its own $3 trillion securi-
ties portfolio swollen with mort-
gage-backed and Treasury securi-
ties.

At some point, the next Fed
leader will need to use untested
methods to reverse the process,
raising interest rates and siphon-
ing up huge volumes of cash from
banks. “They will be learning as
they go,” said Laurence Meyer, a
former Fed governor.

Ms. Yellen’s supporters say
there are few better prepared stu-
dents. She was class valedictorian
at Fort Hamilton High School in a
middle-class Brooklyn neighbor-
hood. Her father was a doctor
who worked out of the basement
of the family’s brownstone. Her
mother, who quit an elementary
school teaching job to raise two
children, drove him to house calls
and managed the family’s fi-
nances—tucking away savings
and tracking stock prices from the
afternoon newspaper in small,
neat handwriting, said Ms. Yel-
len’s brother, John.

“My parents held us to high ac-
ademic standards,” said John Yel-
len, the archaeology program di-
rector at the National Science
Foundation. After dinner, he re-
called, they listened to radio pro-
grams, including the adventure
series, “Sergeant Preston of the
Yukon.”

Ms. Yellen got interested in
economics in college. While an
undergraduate at Brown Univer-
sity, she was impressed with a
talk by visiting Yale professor,

ContinuedfromPageOne

James Tobin, who would later win
a Nobel Prize in economics. She
decided to pursue an economics
Ph.D. at Yale, where her interest
in unemployment grew while
working with Mr. Tobin, her men-
tor and dissertation adviser.

Mr. Tobin, a child of the De-
pression and an adviser to presi-
dents John F. Kennedy and Lyn-
don B. Johnson, emphasized the
human toll of high unemployment
and the government’s obligation
to combat it. He was so impressed
with her meticulous notes of his
lectures that he asked her to turn
them into a textbook. She left to
teach at Harvard and didn’t com-
plete the book.

Willem Buiter, Citigroup’s chief
economist, said Ms. Yellen’s notes
were like the Old and New Testa-
ment for Yale Ph.D. students
when he studied there in the
1970s. “She was a legend when I
arrived at graduate school,” said
Richard Levin, Yale’s president,
who used them to study in the
1970s.

Ms. Yellen went to work on the
Fed staff in the fall of 1977, where
she met her future husband, econ-
omist George Akerlof. They mar-
ried the following June. “Not only
did our personalities mesh per-
fectly, but we have also always
been in all but perfect agreement
about macroeconomics,” he wrote
in an autobiography after he won
the 2001 Nobel Prize for econom-
ics. Their son, Robert Akerlof, is
an economist teaching at the
U.K.’s University of Warwick.

Her husband is skeptical of
markets. In a talk at last year at
Warwick, he said, “the public and
economists have too great an ac-
ceptance that whatever markets
do is right.”

Ms. Yellen climbed the Fed
ranks by being methodical rather
than iconoclastic. She shows up at
policy meetings with carefully
crafted statements. Those who
work with her say she arrives at
the airport hours early.

During the mid-1990s, then-
Fed chairman Alan Greenspan
asked her to take the lead in an
internal Fed debate about
whether to adopt a formal infla-
tion target. Her preparation im-
pressed others. “She does her
homework,” said Mr. Broaddus,
her chief adversary in the debate.

During the discussion Ms. Yel-
len challenged Mr. Greenspan,
who was rarely confronted, to de-
fine his views of price stability,
according to Fed transcripts and
people there. Later, as the econ-
omy strengthened, she worried
about the booming stock market
and also urged Mr. Greenspan to
raise short-term interest rates to
head off inflation—advice he de-
clined, according to Mr. Meyer,
her colleague at the time.

Ms. Yellen became chairwoman
of the Council of Economic Advis-
ers under President Bill Clinton in
1997, a period of strong economic
growth. She and Clinton adviser
Gene Sperling danced with their
hands in the air at a 1999 White
House staff meeting in the
Roosevelt Room when the jobless
rate fell near 4%, according to
people at the meeting.

Later, as president of the San

Francisco Fed, Ms. Yellen sounded
early warnings about the danger
of a U.S. housing bust. “I still feel
the presence of a 600-pound go-
rilla in the room, and that is the
housing sector,” she said at a
June 2007 policy meeting, ac-
cording to Fed transcripts. “The
risk for further significant deteri-
oration in the housing market,
with house prices falling and
mortgage delinquencies rising
further, causes me appreciable
angst.”

Three months later, she fore-
saw a dangerous economic cas-
cade.

“A big worry is that a signifi-
cant drop in house prices might
occur in the context of job losses,
and this could lead to a vicious
spiral of foreclosures, further
weakness in housing markets, and
further reductions in consumer
spending,” she said, at a Septem-
ber 2007 meeting. “The potential
effects of the developing credit
crunch could be substantial.”

In December, she called on the
Fed to cut interest rates aggres-
sively, according to Fed tran-
scripts. Mr. Bernanke chose a
more cautious approach—until a
month later, when conditions
worsened.

Shortly after the Fed rescued
Bear Stearns Cos. in March 2008,
Mr. Obama—then a senator and
presidential candidate—called Ms.
Yellen. He wanted explanations of
the unfolding financial turmoil
and she was among a few people
he asked, said Austan Goolsbee,
an Obama adviser who arranged
the call.

Ms. Yellen, a Democrat, im-
pressed Mr. Obama during a 30-
minute conversation as she ex-
plained the risk of modern-day
bank runs at Wall Street firms
spreading like wildfire through
markets, Mr. Goolsbee said.

She has ruffled feathers at the

Fed with her strong views, but
the central bank in the past three
years has moved toward her pre-
scription of sustained aggressive
action.

As Fed officials deliberated last
April about how long to keep in-
terest rates low, Ms. Yellen deliv-
ered a 20-page speech, with 18
footnotes and 15 charts, making
the argument that rates should
stay low until 2015 or later. The
speech, later praised by Mr. Ber-
nanke, presaged a shift by the Fed
toward making clear its intentions
to keep rates down longer than
previously planned.

“She argues very effectively,”
Charles Evans, president of the
Chicago Fed said in an interview.
“She is constantly asking you to
think about the argument that
you have put on the table, espe-
cially when it is at variance with
other facts. People look to her
and listen to what she’s saying.”

While the Fed’s second-in-com-
mand traditionally stands in the
shadow of the chairman, Ms. Yel-
len has been outspoken. Mr. Ber-
nanke was closer personally to
Ms. Yellen’s predecessor, Donald
Kohn, another potential successor,
who formed a bond with the
chairman during the crisis, said
people who know them.

Still, Mr. Bernanke and Ms. Yel-
len largely see eye-to-eye. “I can’t
see a material difference between
them,” said another central
banker who has seen them often
at international meetings in Basel,
Switzerland.

Last year, Ms. Yellen ran a Fed
committee that crafted a docu-
ment detailing how the Fed
viewed its so-called dual mandate,
the central bank’s focus on both
inflation and unemployment, as
set by Congress.

The document for the first
time made a formal 2% inflation
target, a goal of both Mr. Ber-

nanke, as well as inflation
hawks—those who worry most
about keeping prices stable. It
also laid out markers for unem-
ployment rates, which the hawks
resisted.

Officials haggled over the 531-
word document for months, ac-
cording to people involved in the
discussions. The Fed directly con-
trols inflation through its man-
agement of the money supply, but
many factors influence unemploy-
ment. Officials were wary of
promising too much on hiring,
and they struggled to define how
they would balance job goals with
inflation.

The document illustrated Ms.
Yellen’s view of Fed operations.
As long as inflation was running
below 2%, she argued, the Fed
could afford to keep money flow-
ing, helping bring down unem-
ployment.

Ms. Yellen also pushed for
more than a year behind the
scenes for another step to signal
the Fed’s commitment to low
rates, said people involved in the
debate. In December, following
the advice of her and Mr. Evans,
the central bank promised to keep
short-term interest rates near
zero until the jobless rate falls to
6.5%, as long as inflation doesn’t
threaten to rise any more than a
half-percentage point above the
2% goal.

The moves create a framework
for an exit plan: As the job market
improves, the central bank will
gradually stop its bond buying.
Later, after unemployment falls to
6.5% or lower, the Fed will start
raising short-term interest rates.

If inflation ticks up, it might
move sooner. Eventually, the Fed
could sell some of its bonds and
begin soaking up all that cash.

It will be up to the Fed’s next
leader to prove the plan will
work.

A Top Contender at the Fed Faces Test

Source: Commerce Dept. The Wall Street Journal
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Ben Bernanke
Age: 59
Résumé: Fed chairman since
2006; architect of easy money

policies and exit.
Former chair of
Council of
Economic
Advisers and
Princeton

University economics
department. He appears prepared
to leave but might Mr. Obama
talk him into staying? Ph.D. in
economics from M.I.T.

Timothy Geithner
Age: 51
Résumé: Former U.S. Treasury
Secretary and former president

of the Federal
Reserve Bank of
New York. Mr.
Geithner has said
he doesn’t want
the job but is a

career public official with close
ties to Mr. Obama. M.A.,
international economics, Johns
Hopkins University.

Lawrence Summers
Age: 58.
Résumé: Former U.S. Treasury
Secretary, Harvard University

president and
White House
economic adviser.
A top economist
of his generation,
whose brash

style would be a sharp departure
from Mr. Bernanke. Harvard Ph.D.

Roger W. Ferguson, Jr.
Age: 61
Résumé: Former Fed vice
chairman and current chief

executive at
TIAA-CREF.
Steered the Fed
during 9/11 terror
attacks while
former Chairman

Alan Greenspan was overseas.
Private sector credentials are a
plus, but ties to Fed’s bank
supervision before the crisis
could hurt him. Harvard Ph.D., J.D.

Donald Kohn
Age: 70
Résumé: Former Fed vice
chairman and governor. Brookings

Institution fellow
and member of
Bank of England
financial policy
committee. Mr.
Bernanke’s right-

hand man in the financial crisis,
admired by Fed staff. Long
association with Fed exposes him
to criticism about precrisis
failures. Age could hinder him.
University of Michigan Ph.D.

Alan Blinder
Age: 67
Princeton professor and former
Fed vice chairman. MIT Ph.D.

Stanley Fischer
Age: 69
Bank of Israel governor; former
International Monetary Fund
deputy managing director. MIT
Ph.D.; served as an academic
adviser to Mr. Bernanke at MIT.

Janet Yellen
Age: 66
Résumé: Brown University
B.A.; Yale University Ph.D.;
University of California,
Berkeley professor; Fed
governor; Chairwoman of
President Clinton’s Council of
Economic Advisers; San
Francisco Fed president;
Federal Reserve Board vice
chairwoman.
Known for: Focus on Fed’s
‘dual mandate’ of inflation
and unemployment.
Family: Married to George
Akerlof, winner of the 2001
Nobel Prize in economics. One
son, Robert Akerlof, an
economist at the University
of Warwick in U.K.

Crowded Field Includes Current Fed Chairman
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tive story line. Texas secession
fiction falls into a long line of
what-if books exploring alternate
versions of history.

Winston Churchill contributed
to a 1931 collection of essays
called “If It Had Happened Other-
wise” with an entry envisioning
how World War I might have been
avoided—if the Confederacy had
won the Civil War.

Newt Gingrich added to the
genre with a series of novels he
co-wrote with William R.
Forstchen, including “1945.” It
sees the Nazis temporarily win-
ning World War II in Europe, trig-
gering a Cold War with the U.S.,
which had fought Japan.

Some alternate-history novels
have envisioned a separate Texas,
notably 1990’s “The Difference
Engine” by William Gibson and
Bruce Sterling, which explores
what might have happened to the
world had computers been per-
fected in Britain a century earlier.
In the book, Texas and California
morph into independent nations.

But the suggestion that Texas
might break away has only re-
cently become a common plotline.
Some authors say their interest
was spurred by recent events,
such as Texas Gov. Rick Perry’s
remark in 2009 that “if Washing-
ton continues to thumb their nose
at the American people you know,
who knows what might come out
of that” (Mr. Perry has repeatedly
said he doesn’t favor secession).

John Buescher, a researcher at
the Roy Rosenzweig Center for
History and New Media at George
Mason University, has champi-
oned alternate histories as a way
to teach real history.

“For a history geek, there are
certain moments when all sorts of
things can happen and the world
would be totally different,” Mr.
Buescher says. Of the current
Texas fancy, he adds, “Texas is
feeling its oats economically these
days, and there is a sense in the
Zeitgeist that Texas would be
pretty interesting if it really was
its own nation.”

Secession fiction isn’t burning

up the best-seller lists. Mr. Sny-
der’s book, which came out in
February, is produced by a small
Christian imprint he owns called
Concerning Life Publishing. Mr.
Maloney published his novel him-
self in January. Mr. Larson’s book
was released by an Oklahoma
company called Tate Publishing &
Enterprises last month. All are
available on Amazon.com.

“I’m not getting rich off of it,
that’s for sure,” says Mr. Maloney,
who is retired from the Air Force.
He says he is working on a sequel.

One book with a major pub-
lisher, St. Martin’s Press, is “Don’t
Mess with Travis” by Bob Smiley,
which envisions a Texas governor
driven to secession after he dis-
covers a federal plot to siphon off
the state’s natural resources and
ship them to California.

“We wanted to show the ab-
surdities on both sides of the
aisle,” says Mr. Smiley, a televi-
sion writer in Los Angeles and
former researcher for the late
William F. Buckley Jr. Of seces-
sion, he adds, “It obviously re-
mains something people in Texas
think could and maybe even
should happen.”

Most Texans don’t want to se-
cede, according to a Public Policy
Polling survey in January. But
Texans are fond of pointing out
that the state fought for indepen-
dence once before—and won—af-
ter a ragtag army led by Sam
Houston defeated Mexican Gen.
Antonio López de Santa Anna in
1836. The short-lived Republic of
Texas joined the U.S. in 1845.

Most scholars agree that it is
now impossible for any state to
secede, after the Civil War and an
1869 Supreme Court decision in-
volving Texas that found that the
nation was “indissoluble.” Still,
some Texas nationalists continue
to argue otherwise, and a hardy
few even meet occasionally at
Washington-on-the-Brazos, where
delegates signed the Texas Decla-
ration of Independence in 1836.

Alan R. Erwin learned how se-
riously some took the idea in
1979, when he wrote a pioneering
work of Texas secessionist fiction,
“The Power Exchange”—and
found that some Texans consid-
ered him the leader of a real revo-
lution. The truth was more pro-
saic. Mr. Erwin, a member of the
state’s Public Utility Commission,
was merely bored. He says he
wrote much of the novel, released
by Texas Monthly Press, during
long-winded hearings concerning
Southwestern Bell, the telephone
company owned by AT&T.

“I kept telling them, ‘You need
to read my book, because we
don’t win,’” Mr. Erwin says of the
actual secessionists.

ContinuedfromPageOne

The Yellow
Prose of
Texas?

As Yellen Forecast, Inflation Has Remained Below Target
As the U.S. was emerging from

recession in June 2009, Janet Yel-
len made a forecast: “I think the
predominant risk is that inflation
will be too low, not too high, over
the next several years,” Ms. Yellen,
then president of the Federal Re-
serve Bank of San Francisco, said
in a speech.

Three years later, her forecast
has been largely correct, aside
from a few brief price spikes for
oil and food.

Inflation, as measured by the
Commerce Department’s personal
consumption expenditure price in-
dex, was 1% in March, when com-
pared with a year earlier—well be-

low the Fed’s 2% target.
In nearly four years since her

forecast, inflation has been at or
below the target for 32 months
and above it for 19. Core inflation,
which excludes volatile food and
energy prices, has been below 2%
for 51 consecutive months.

Many others, at the time and
since, had predicted soaring infla-
tion. Differing views of the econ-
omy account for the difference.

Ms. Yellen strongly emphasizes
slack in the economy. This is the
idea that with high unemploy-
ment, empty homes and unused
factory space, companies can’t
raise consumer prices without los-

ing sales to lower-priced competi-
tors.

Others made predictions of in-
flation based on the Fed’s easy-
money policies—that because the
central bank had pumped so much
money into the financial system to
restore the economy, it would even-
tually cheapen the dollar’s value
and push consumer prices higher.

While inflation hasn’t material-
ized, another risk is getting more
attention: that the Fed’s money
printing will result not in soaring
consumer prices, but in a new as-
set bubble in markets like stocks or
bonds.

—Jon Hilsenrath

‘Texas would be pretty
interesting if it really
was its own nation.’
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swollen with mortgage-backed and Treasury securities.
At some point, the next Fed leader will need to use untest-

ed methods to reverse the process, raising interest rates and 
siphoning up huge volumes of cash from banks. “They will 
be learning as they go,” said Laurence Meyer, a former Fed 
governor.

Ms. Yellen’s supporters say there are few better prepared 
students. She was class valedictorian at Fort Hamilton High 
School in a middle-class Brooklyn neighborhood. Her father 
was a doctor who worked out of the basement of the fam-
ily’s brownstone. Her mother, who quit an elementary school 
teaching job to raise two children, drove him to house calls 
and managed the family’s finances—tucking away savings 
and tracking stock prices from the afternoon newspaper in 
small, neat handwriting, said Ms. Yellen’s brother, John.

“My parents held us to high academic standards,” said 
John Yellen, the archaeology program director at the Na-
tional Science Foundation. After dinner, he recalled, they 
listened to radio programs, including the adventure series, 
“Sergeant Preston of the Yukon.”

Ms. Yellen got interested in economics in college. While 
an undergraduate at Brown University, she was impressed 
with a talk by visiting Yale professor, James Tobin, who 
would later win a Nobel Prize in economics. She decided to 
pursue an economics Ph.D. at Yale, where her interest in un-
employment grew while working with Mr. Tobin, her mentor 
and dissertation adviser.

Mr. Tobin, a child of the Depression and an adviser to 
presidents John F. Kennedy and Lyndon B. Johnson, empha-
sized the human toll of high unemployment and the govern-
ment’s obligation to combat it. He was so impressed with her 
meticulous notes of his lectures that he asked her to turn 
them into a textbook. She left to teach at Harvard and didn’t 
complete the book.

Willem Buiter, Citigroup’s chief economist, said Ms. Yel-
len’s notes were like the Old and New Testament for Yale 
Ph.D. students when he studied there in the 1970s. “She was 
a legend when I arrived at graduate school,” said Richard 
Levin, Yale’s president, who used them to study in the 1970s.

Ms. Yellen went to work on the Fed staff in the fall of 1977, 
where she met her future husband, economist George Aker-
lof. They married the following June. “Not only did our per-
sonalities mesh perfectly, but we have also always been in all 
but perfect agreement about macroeconomics,” he wrote in 
an autobiography after he won the 2001 Nobel Prize for eco-
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nomics. Their son, Robert Akerlof, is an economist teaching 
at the U.K.’s University of Warwick.

Her husband is skeptical of markets. In a talk at last year 
at Warwick, he said, “The public and economists have too 
great an acceptance that whatever markets do is right.”

Ms. Yellen climbed the Fed ranks by being methodical 
rather than iconoclastic. She shows up at policy meetings 
with carefully crafted statements. Those who work with her 
say she arrives at the airport hours early.

During the mid-1990s, then-Fed chairman Alan Greens-
pan asked her to take the lead in an internal Fed debate about 
whether to adopt a formal inflation target. Her preparation 
impressed others. “She does her homework,” said Mr. Broad-
dus, her chief adversary in the debate.

During the discussion Ms. Yellen challenged Mr. Greens-
pan, who was rarely confronted, to define his views of price 
stability, according to Fed transcripts and people there. 
Later, as the economy strengthened, she worried about the 
booming stock market and also urged Mr. Greenspan to raise 
short-term interest rates to head off inflation—advice he de-
clined, according to Mr. Meyer, her colleague at the time.

Ms. Yellen became chairwoman of the Council of Econom-
ic Advisers under President Bill Clinton in 1997, a period of 
strong economic growth. She and Clinton adviser Gene Sper-
ling danced with their hands in the air at a 1999 White House 
staff meeting in the Roosevelt Room when the jobless rate 
fell near 4%, according to people at the meeting.

Later, as president of the San Francisco Fed, Ms. Yellen 
sounded early warnings about the danger of a U.S. housing 
bust. “I still feel the presence of a 600-pound gorilla in the 
room, and that is the housing sector,” she said at a June 2007 
policy meeting, according to Fed transcripts. “The risk for 
further significant deterioration in the housing market, with 
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house prices falling and mortgage delinquencies rising fur-
ther, causes me appreciable angst.”

Three months later, she foresaw a dangerous economic 
cascade.

“A big worry is that a significant drop in house prices 
might occur in the context of job losses, and this could lead 
to a vicious spiral of foreclosures, further weakness in hous-
ing markets, and further reductions in consumer spending,” 
she said at a September 2007 meeting. “The potential effects 
of the developing credit crunch could be substantial.”

In December, she called on the Fed to cut interest rates ag-
gressively, according to Fed transcripts. Mr. Bernanke chose 
a more cautious approach—until a month later, when condi-
tions worsened.

Shortly after the Fed rescued Bear Stearns Cos. in March 
2008, Mr. Obama—then a senator and presidential candidate—
called Ms. Yellen. He wanted explanations of the unfolding fi-
nancial turmoil and she was among a few people he asked, said 
Austan Goolsbee, an Obama adviser who arranged the call.

Ms. Yellen, a Democrat, impressed Mr. Obama during a 
30-minute conversation as she explained the risk of modern-
day bank runs at Wall Street firms spreading like wildfire 
through markets, Mr. Goolsbee said.

She has ruffled feathers at the Fed with her strong views, 
but the central bank in the past three years has moved to-
ward her prescription of sustained aggressive action.

As Fed officials deliberated last April about how long to 
keep interest rates low, Ms. Yellen delivered a 20-page speech, 
with 18 footnotes and 15 charts, making the argument that 
rates should stay low until 2015 or later. The speech, later 
praised by Mr. Bernanke, presaged a shift by the Fed toward 
making clear its intentions to keep rates down longer than 
previously planned.

“She argues very effectively,” Charles Evans, president 
of the Chicago Fed said in an interview. “She is constantly 
asking you to think about the argument that you have put on 
the table, especially when it is at variance with other facts. 
People look to her and listen to what she’s saying.”

While the Fed’s second-in-command traditionally stands 
in the shadow of the chairman, Ms. Yellen has been outspo-
ken. Mr. Bernanke was closer personally to Ms. Yellen’s pre-
decessor, Donald Kohn, another potential successor, who 
formed a bond with the chairman during the crisis, said peo-
ple who know them.

Still, Mr. Bernanke and Ms. Yellen largely see eye-to-eye. 
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“I can’t see a material difference between them,” said anoth-
er central banker who has seen them often at international 
meetings in Basel, Switzerland.

Last year, Ms. Yellen ran a Fed committee that crafted a 
document detailing how the Fed viewed its so-called dual 
mandate, the central bank’s focus on both inflation and un-
employment, as set by Congress.

The document for the first time made a formal 2% infla-
tion target, a goal of both Mr. Bernanke, as well as inflation 
hawks—those who worry most about keeping prices stable. 
It also laid out markers for unemployment rates, which the 
hawks resisted.

Officials haggled over the 531-word document for months, 
according to people involved in the discussions. The Fed di-
rectly controls inflation through its management of the mon-
ey supply, but many factors influence unemployment. Officials 
were wary of promising too much on hiring, and they strug-
gled to define how they would balance job goals with inflation.

The document illustrated Ms. Yellen’s view of Fed opera-
tions. As long as inflation was running below 2%, she argued, 
the Fed could afford to keep money flowing, helping bring 
down unemployment.

Ms. Yellen also pushed for more than a year behind the 
scenes for another step to signal the Fed’s commitment to low 
rates, said people involved in the debate. In December, follow-
ing the advice of her and Mr. Evans, the central bank promised 
to keep short-term interest rates near zero until the jobless 
rate falls to 6.5%, as long as inflation doesn’t threaten to rise 
any more than a half-percentage point above the 2% goal.

The moves create a framework for an exit plan: As the 
job market improves, the central bank will gradually stop 
its bond buying. Later, after unemployment falls to 6.5% or 
lower, the Fed will start raising short-term interest rates.

If inflation ticks up, it might move sooner. Eventually, the 
Fed could sell some of its bonds and begin soaking up all that 
cash.

It will be up to the Fed’s next leader to prove the plan will 
work.
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