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Tough Questions Confront Yellen and the Fed

Douglas A. Rediker says Janet Yellen is likely to defend her monetary views in a cautious way, and that proposals in
Congress to “audit” the US Federal Reserve would jeopardize the central bank’s historic independence.
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The world of financial markets will be watching carefully on November 14, when Janet
Yellen makes her debut in Congress nominated as the new Chairwoman of the Federal
Reserve. Douglas Rediker, visiting Fellow at the Peterson Institute for International
Economics, is here with me, Steve Weisman, to assess the prospects for her confirmation
and also the battles over the future of the Fed.

What are her prospects for winning confirmation?

Barring an accident, something that we just don't foresee, I think she’s got a very strong
chance of ultimately being confirmed, both coming out of the committee with a fairly
strong majority and then certainly passing with a fair amount of room to spare in the full
Senate.

Chairman Bernanke did not have a free ride. There were dissenters with his nomination.
Are they going to be the same people this time?

I think you're going to get the same level of dissent, if not more, in the case of Janet

Yellen. But again, I think there is a difference between hearing out the opposition and that
opposition being loud and noisy and making a lot of stink over both Janet’s policies and the
Fed’s role overall, and whether she actually passes with room to spare.

I think with Bernanke we did see an evolution in the Senate from, if not unanimous, close
to unanimous, Fed chairs being passed through the Senate in the past, to a much more
contentious and a much tougher vote for a sitting Chairman, in the case of Bernanke being
renominated and reconfirmed.

With Janet Yellen there are going to be those who simply object to her policies, which are
perceived as being more dovish and at best, a continuation of Bernanke and as I say, at a more
extreme being more dovish than Chairman Bernanke. But then there were those who actually
argue that the Fed itself has taken steps in the direction they are not comfortable with. So that
becomes both Janet and the Fed and that’s where you're going to get opposition.

Explain what you mean by ‘dovish.’

‘Dovish’ in the case of Janet -- and you hate to use simplistic terms like dove and hawk,
because they’re far more complicated in nuance — but the basic assessment is that if you're
hawkish, the opposite of dovish, then you are more likely to put pressure on interest rates
and other tools the Fed has to try and tamp down even the hint of potential inflation in
the future and other related matters that might end up tamping down growth, but that’s
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a cost worth paying for the hawks. The doves say the opposite. They say unemployment is
something we have to address. We need to stimulate growth and therefore, if we run a risk
of some inflation later, that’s a risk worth taking.

‘The most controversial way that the Fed has provided monetary stimulus is of course the
quantitative easing [QE] program. Would you expect her to signal in any way when that
program of purchasing bonds is going to, as we say, taper off or end?

I think she is certainly going to be asked that question time and time again. The markets want
to hear it, the Senators want to hear it, the media want to hear it. It’s the biggest question in
the world today of monetary finance. That’s because we saw in May that the words taper and
quantitative easing were uttered and interest rates, Treasury rates skyrocketed almost immedi-
ately, and the ramifications were felt around the world -- Turkey, Brazil, Indonesia, India, they
all had dramatic capital shifts as a result of that. So everyone wants to know the answer to the
question that you pose, which is precisely why I think that Janet Yellen...

...won't answer...
...Is going to stick very closely to her notes.
Right. It’s cautionary tale.

Absolutely, she’s a very cautious and well-studied individual anyway. And I think in this
instance, with literally the whole financial world watching, I think she knows the questions
are going to come. She’s practicing hard to make sure that she gives an answer that is very
consistent, with both her previous statements and those of the FOMC [Federal Open
Market Committee] and the Chairman, so that she makes no new news in answering any
questions, but in particular, the one that you posed about QE.

Let me ask about the second part of the critics that you mentioned before. A bill supported
by Senator Rand Paul [R-KY] would supposedly audit the Fed. He’s made sounds about
holding up her nomination unless that bill goes forward. Auditing the Fed seems, on the
surface of it, to be a harmless and maybe even beneficial idea. Yet supporters of the Fed’s
independence say that it’s an anathema. Explain that to me.

It is precisely because the Fed is an independent body that it is both a threat and is

allowed to actually step in when, quite frankly, political and fiscal authorities have failed

to do things that would really hurt the financial system in this country. So Fed supporters
would argue, and I would agree with them for the most part, that the Fed is at a new

level of transparency and that the Fed really doesn’t need to be audited because the Fed’s
independence is one thing. You want to ensure that that stays the case. But what you would
do to audit the Fed would be to look at things that are effectively already public.

So in order to have a reason to audit something, you have to suspect that there’s a whole
lot of stuff going on that you don't know about and that’s just not the case with the Fed. So
I think that those who resist would argue that this is not really, “Audit the Fed.” This is a
way by which the Congressional oversight of the Fed becomes a much more intrusive and
political dynamic, which is precisely the opposite of what you want if you want to preserve
the independence of the Fed as a central bank.
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How serious a threat to her nomination is this push?

I don’t think it’s very serious at all. I think any individual Senator, whether it’s Rand Paul
or Lindsey Graham [R-SC] for different purposes, can put a hold on the nominee. But
that hold can be voted down by a simple majority of the Senate. It’s just a question of a
procedural hurdle or hurdles that need to be overcome. It certainly makes the process less
smooth and takes more time, but it’s not as if one individual, Rand Paul or anyone else can
actually hold up the will of the Senate if there’s a simple majority of the Senate that wants
to see her confirmed, then she will be confirmed.

Does she have any more testimony after the Senate?

Assuming that she does what is expected of her in the hearing that takes place on the 14th,
there is no obvious next step, other than being voted out of committee and then through the
whole Senate. That does not mean that if she says something that evokes surprise and causes
angst, she can’t be called back by the same committee. But I don’t think thats anticipated.

Thank you very much.

Sure, my pleasure.






