
JANET YELLEN, IF CONFIRMED to lead the Federal Reserve, 
faces the difficult task of defining when the central bank will 
step back from the expansive monetary programs employed 
over the past six years to salve the crisis-racked economy.

President Barack Obama introduced Ms. Yellen, beam-
ing at his side, as his choice to become chairwoman of the 
central bank when Ben Bernanke’s term ends in January. Her 
nomination is subject to Senate confirmation.

“A lot of people aren’t necessarily sure what the Federal 
Reserve does,” Mr. Obama said. But thanks to the Fed under 
Mr. Bernanke, he added, “more families are able to afford 
their own home, more small businesses are able to get loans 

CENTER STAGE: Janet Yellen would become the first female Fed chief if confirmed as 

President Obama’s pick to succeed Chairman Ben Bernanke.
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to expand and hire workers, more folks can pay their mort-
gages and their car loans.”

The selection of the 67-year-old Ms. Yellen was historic on 
many levels. In one stroke, Ms. Yellen has a chance to become 
the first woman to run the Fed since its founding in 1913, the 
most powerful economic policy maker on the globe and one 
of the most influential women in U.S. history.

It also puts her in a position to place her stamp on one of 
the most inscrutable but influential institutions in the U.S. 
government. The Fed was established after a financial cri-
sis in the early 20th century to provide emergency lending 
to banks during economic panics. Its role and powers have 
grown since, to regulating banks, stabilizing inflation and 
softening the blows of a volatile economy on the nation’s 
workforce. According to a law passed in 1977, the Fed is as-
signed to achieve what is known as a “dual mandate” of max-
imum employment and stable prices.

Tested by the 2008 financial crisis, Mr. Bernanke pushed 
the Fed’s boundaries in his efforts to stabilize an ailing econ-
omy. But the wisdom and effectiveness of his signature pro-
grams remain subjects of intense debate inside the Fed, on 
Wall Street trading floors, in the boardrooms of foreign cen-
tral banks and in the halls of Congress. Most hotly debated is 
a bond-buying program often called quantitative easing, or 
QE, which has vastly expanded the Fed’s holdings of securi-
ties.

Ms. Yellen now gets to put her own postscript on programs 
she helped to write. Her big decisions in the next four years 
will involve deciding when to pull back from these efforts.

In brief comments after Mr. Obama introduced her, she 
suggested that she is in no hurry to pull back now. “More 
needs to be done to strengthen the recovery,” she said in a 
statement. “Too many Americans still can’t find a job and 
worry how they’ll pay their bills and provide for their fam-
ily.”

Whether the Fed can do much to help them is a central 
point of contention that she will need to manage with 18 oth-
er policy makers who take part in the Fed’s decisions.

The Fed has a simple but extraordinarily powerful tool that 
it uses to guide the economy: It can print money and use that 
money to accumulate securities. Dollar bills have the Fed’s 
name emblazoned across their top, and in the modern digital 
age the Fed can deposit billions in the blink of an eye into the 
accounts of banks, which then filter into the economy.

In normal times the Fed uses this power to manage the 
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money supply to guide very short-term interest rates—rates 
that banks charge each other on overnight loans—and then 
lets the private sector do the rest of the work in driving cred-
it to or away from businesses and households. Lowering the 
rate tends to encourage borrowing, which spurs near-term 
spending and investment; raising the rate tends to do the op-
posite. If it prints too much money, it can cheapen a dollar’s 
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Taking the Hot Seat
The past three Federal Reserve chairmen have each faced at least one recession; Ben Bernanke was at the helm during
the longest and worst recession since the Great Depression. His successor will inherit some unique challenges, including
near-zero interest rates and a $3.7 trillion balance sheet with nearly $3.5 trillion in bond holdings.

—Pat Minczeski

Sources: Federal Reserve via Thomson Reuters Datastream (rate target); Labor Department (unemployment); Freddie Mac (mortgage rates) and
Commerce Department (inflation) via the Federal Reserve Bank of St. Louis; Federal Reserve (Fed assets) The Wall Street Journal
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Confronted by inflation that soared with oil prices, Paul Volcker
raised interest rates. Mortgage rates topped 18% and the
economy fell into a 16-month recession.
Alan Greenspan arrived just months before the October 1987
stock-market crash; he lowered the rate target five times in quick
succession after the crash. Ben Bernanke cut rates to near-zero
and left them there after the 2008 financial crisis.
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Faced with a global financial crisis, Bernanke’s Fed
transformed the central bank’s balance sheet, first
with a series of emergency programs designed to
provide liquidity to money-market funds, companies
and banks.
As these programs wound down, the Fed started an
unconventional stimulus program, essentially
printing money to buy Treasury bonds, federal-
agency debt and mortgage-backed securities. This
quantitative easing has kept interest rates low for
more than four years.
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By the middle of Bernanke’s tenure, deflation was more
of a worry than inflation, as a global recession caused
prices to fall from year-earlier levels.
High unemployment accompanied the recessions of
the early 1980s and the most-recent downturn. It will
remain a major concern of the incoming Fed leader.
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value and cause inflation.
During the financial crisis, the Fed pushed short-term 

rates to near zero in an effort to encourage economic activ-
ity even as businesses, banks and households pulled back. 
With Ms. Yellen’s strong support, the Fed has promised to 
keep rates low until the unemployment rate, now 7.3%, gets 
below 6.5%. The Fed went a step further, using its money-
printing ability to buy trillions of dollars’ worth of long-term 
Treasury and mortgage securities in an effort to push longer-
term rates even lower.

Since 2006, the Fed’s securities holdings have expanded 
from $750 billion to $3.5 trillion. Much of that increase has 
happened since the financial crisis ended in 2009, but some 
question whether it was worth the risk given the mixed re-
sults in the economy. The economy has been stuck at a mea-
ger growth rate around 2% through four years of recovery, 
though unemployment has fallen notably from 10% at its 
worst. Inflation, meantime, is running below the Fed’s 2% 
goal, which Ms. Yellen had a role in establishing. Though 
the Fed has printed a great deal of money, risk-averse banks 
aren’t lending much of it and debt-constrained consumers 
aren’t borrowing much.

The first challenge on Ms. Yellen’s agenda, if confirmed, 
will be steering debate within the Fed about whether to start 
pulling back the $85 billion-a-month bond-buying program 
that many officials want to wind down as the unemployment 
rate falls.

Fed officials decided at their September meeting against 
trimming the bond purchases. For many of the officials, that 
was a “relatively close call,” according to minutes of the 
meeting released Wednesday.

Later, she will need to lead discussions about when to be-
gin raising short-term interest rates.

Ms. Yellen suggested Wednesday that she brings to the 
job an expansive view of the Fed’s responsibilities.

“We can help ensure that everyone has the opportunity to 
work hard and build a better life,” she said Wednesday at the 
White House. “We can ensure that inflation remains in check 
and doesn’t undermine the benefits of a growing economy. 
We can and must safeguard the financial system.”

But some officials and private economists think the Fed 
needs to take a narrower view of what it can achieve with 
easy-money policies.

In a statement about their goals that Ms. Yellen helped to 
craft in 2012, Fed officials agreed that in the long run their 
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policies dictate the level of inflation. Most agree they can 
shape growth and unemployment in the short run by nudg-
ing people’s borrowing plans, but the Fed said in this state-
ment that other factors determine the economy’s long-run 
growth rate and job gains. These factors include influences 
such as productivity, population growth or regulatory poli-
cies.

“The limits of monetary policy are pretty clear,” said Mar-
vin Goodfriend, a professor at Carnegie Mellon University’s 
Tepper School of Business. “Monetary policy essentially 
over the medium- to longer-term only affects inflation.”

The Fed’s own research suggests the bond-buying pro-
gram has had modest benefits. But Ms. Yellen has argued the 
costs of running these programs are small. Inflation hasn’t 
taken off, as many critics of the programs predicted would 
happen. The dollar has been steady compared with other 
currencies even as the Fed has printed trillions more, despite 
warnings its value would collapse. However, some officials 
became worried earlier this year that the Fed might be stir-
ring new financial bubbles.

“There is just a limit to what the Fed can do,” said Mar-
tin Feldstein, a Harvard University professor who has known 
Ms. Yellen since they were co-teachers in a class on macro-
economics at Harvard in the early 1970s.
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Janet Yellen, shown in 2011, would put her postscript on Fed policy.
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He said the Fed needs to start pulling back its bond-buying 
programs. Mr. Feldstein argued that a better formula for re-
viving the economy would be a combination of long-run defi-
cit cuts through overhauled government benefits programs 
combined with short-run fiscal stimulus. Those are policies 
the Fed doesn’t control.

“I do not expect bold policy initiatives from a Yellen Fed in 
the near term,” said Christina Romer, a friend of Ms. Yellen’s 
and former head of Mr. Obama’s Council of Economic Advis-
ers. “She has been a key architect of the current policies and 
so I would expect a great deal of continuity.”

However Ms. Romer says the critics of the Fed’s easy-
money policies have it wrong. The Fed should have pushed 
the boundaries of easy money even more aggressively to get 
the economy back onto its precrisis footing quicker, she said. 
A more aggressive Fed might have jolted the expectations 
of households and businesses toward better times ahead 
and encouraged more growth in the near term. “It would 
take more than an incremental change in Fed policy to really 
change expectations and do a lot to boost growth,” she said.
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