
CHAPTER ONE

A FINANCE LEGEND
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The lanky man in the rumpled suit puffed serenely on a
cigar, and the members of the House Committee on
Banking sputtered with rage. The lawmakers had been

flooded by their constituents with heartbreaking stories of
personal hardship as the nation slid ever deeper into the
worst recession since the Great Depression. Interest rates
had shot above 20 percent, millions of Americans had been
thrown out of work, and consumer spending had plum-
meted. The vital industries that built and sold homes and
cars were struggling, and thousands of businesses were
heading into bankruptcy.

Yet, as the Congressmen questioned the one man most
responsible for the hard times, Paul A. Volcker Jr., the chair-
man of the Federal Reserve Board, they drew no comfort.
As bad as conditions were, Volcker said on that summer day
in 1981, they were only going to get worse.1

Volcker knew, because he pulled the levers and pressed
the buttons that largely determined the flow of money in
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America, whether it would be bountiful or scarce and how
much it would cost to borrow. He had deliberately orches-
trated a stratospheric rise in interest rates over the previous
two years in a determined campaign to crush inflation. He
had not expected interest rates to soar quite so high or the
economy to fall quite so deeply into distress,2 but he was
convinced that the constant escalation of prices—the essence
of inflation—gravely threatened America’s economic stability
and its status as a world leader, and that it had to be stopped.

Most Americans, however, did not see the danger. As
troubled as they were by the uncertainties of ever rising
prices, they had learned to live with inflation. They realized
that the money in their pockets was losing value every
month, so they bought homes and land that would rise in
value as inflation rose and took out loans that would be 
paid back in inflated dollars. They demanded and received
higher wages. Manufacturers marked up their goods. When
Volcker slammed on the brakes and threw the economy into
a dive, the country was stunned—and many Americans com-
plained to their representatives in Washington.

Calm and seemingly detached in a wreath of wispy cigar
smoke, Volcker told the Congressmen in their grand hear-
ing room that summer day that while he saw signs that infla-
tion was declining, he was cutting back further on the
supply of money in the economy,3 knowing that almost cer-
tainly business failures would multiply and millions more
would lose their jobs. He was doing this, he said, for the
long-term good of the country.

The Congressmen literally shrieked. Frank Annunzio, a
Democrat from Illinois, shouted and pounded his desk.4

“Your course of action is wrong,” he yelled, his voice breaking
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with emotion. “It must be wrong. There isn’t anybody who
says you’re right.”5 Volcker’s high interest rates were “destroy-
ing the small businessman,” decried George Hansen, a
Republican from Idaho.6 “We’re destroying Middle America,”
Representative Hansen said. “We’re destroying the American
Dream.” Representative Henry B. Gonzalez, a Democrat from
Texas, called for Volcker’s impeachment, saying he had per-
mitted big banks to be “predatory dinosaurs that suck up bil-
lions of dollars in resources” to support mergers while doing
little to help neighborhood stores and workshops and the
average American consumer.7

The outburst was a distillation of national sentiment—or
resentment—that would only deepen as unemployment rose
to a high of nearly 11 percent and interest rates, which
peaked the following month in August 1981 at 201⁄2 percent,
remained close to 16 percent for the next year.

As the recession worsened, Americans beseeched Volcker
to relent. Building contractors and carpenters inundated his
offices in Washington with stubby lengths of two-by-fours,
lumber they said they would not need since no one was buy-
ing houses. They slapped mailing labels on the wood and
scrawled plaintive messages. On one block now sitting on a
shelf at the Federal Reserve, Lloyd Fancett wrote, “I need 
my job, don’t stop housing.” L. D. Estes Jr., of Texarkana,
Arkansas, sent in a block with a knothole. “Dear Mr. Volcker,”
he wrote in black marker, “I am beginning to feel as useless as
this knothole. Where will our children live?”

Car dealers sent Volcker mailbags full of ignition keys
for sedans and coupes that had no buyers. Farmers brought
their tractors to the capital and paraded gloomily around the
Federal Reserve headquarters, along Constitution Avenue,
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up 21st Street, then back on C Street. Some of the protests
were menacing. In Kentucky, a homebuilders’ association
tacked up “Wanted” posters featuring Volcker and the six
other Federal Reserve governors. In neighboring Tennessee,
a building trades magazine accused Volcker and his col-
leagues of the “premeditated and cold-blooded murder of
millions of small businesses” and of “kidnapping (and hold-
ing for ransom) the American dream of home ownership.”8

Shortly before Christmas, a man talked his way into the Fed-
eral Reserve, dashed up the interior marble stairs, and got as
far as a closed-door meeting in the majestic Federal Reserve
boardroom before he was tackled by a guard. The man, who
told the police he was upset about high interest rates, was
carrying a sawed-off shotgun, a pistol, a knife, and a satchel
containing a fake bomb.9

Volcker’s fight against inflation had consequences even
the Fed chairman could not have predicted, contributing
strongly to the defeat of President Carter in 1980 and signifi-
cantly hurting the popularity of his successor, Ronald Reagan.
Both presidents chose not to quarrel openly with Volcker, 
but their aides felt less constrained, with some of the more
pronounced hectoring coming from President Reagan’s Trea-
sury secretaries, Donald T. Regan and James A. Baker III,
who earlier had served as White House chief of staff. When
Volcker told President Reagan in the summer of 1987 that he
was resigning, Baker could not contain his glee. “We got the
son of a bitch,” Baker told a friend in New York.10

Volcker ultimately defeated inflation, putting the country
on the path to its greatest run of prosperity in history. In
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recognition of his success and his unyielding adherence to
principles and tactics, his stature has risen to the level of
demigod in the world of economics and finance. “If you play
free association with the name Paul Volcker, two words
come up, integrity and steadfastness,” says Alan S. Blinder, a
Princeton University economics professor who served on
President Bill Clinton’s Council of Economic Advisers and
was Clinton’s appointee as vice chairman of the Federal
Reserve Board in 1994.11

Alan Greenspan, the current chairman of the Fed, hails
Volcker as the father of America’s economic vitality over
most of the last two decades and says his own success in
driving down inflation to historic lows has been largely an
extension of “the basic policy that Volcker put in place.”12

Volcker’s approach to tackling inflation has its detrac-
tors, but even they acknowledge his historic achievement
and admire his iron will. Nobel laureate in economics Joseph
E. Stiglitz views him with “enormous respect,”13 even though
he believes Volcker inflicted more pain than necessary on
America.

Likewise, Professor Blinder would have preferred a
slower pace in the inflation fight, but heralds the results. In
the years since Volcker administered his shock therapy,
Blinder points out, inflation has been “a very minor social
and economic issue in this country.”14 As Volcker saw it, he
had to strike hard to jolt Americans out of the expectation
that prices would inevitably leapfrog higher and that the
only way to stay ahead was to keep spending and demand-
ing higher pay.15

In retrospect, Greenspan says, Volcker may not have
needed to apply as much pressure as he did, but there was
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no way for Volcker or anyone else to know that. The infla-
tion he faced was like a virulent cancer. In a situation like
that, Greenspan says, one tends toward overdose. “You do
not want to take the chance that you will underdose,” he
says, “because you might not get a second chance.”16

Volcker was probably the best-prepared chairman ever
to preside over the Federal Reserve, both in education and
manner of thinking. But for all his brilliance in setting mon-
etary policy and skill in navigating Washington politics, he
often came across to ordinary Americans as a cold and arro-
gant numbers cruncher. The ever present cigar only rein-
forced the public’s perception of him as a hard-nosed
banker’s banker. In a way, that’s what he was. But he was
convinced that he had to act decisively to save his country
from ruin. His predecessors had tried to dampen inflation,
but had retreated as Americans began to feel the pain. The
result had been an exceedingly long, rippling upward climb
of inflation. Volcker, the son of a revered town manager ded-
icated to public service, felt a duty to stay the course. “If he
would have walked away from it, it would have really
endangered the United States,” says Henry Kaufman,
Volcker’s colleague and friend from the early days at the Fed
and for years the head of research at Salomon Brothers on
Wall Street.17

Conversations with Kaufman and veterans of Volcker’s
war on inflation, including Volcker himself, make clear
that there was never any question of his turning back. The
Fed chairman and his lieutenants were like surgeons work-
ing on a patient, though Volcker admits he “did a lot of
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pacing the floor.”18 Volcker compares himself to a physician
administering medicine: “The doctor says, ‘I know you
don’t like this, but it’s good for you.’ Maybe that sounds
trivial. But you don’t do it unless you think it’s for the
overall good of the country.”19

Paul Volcker is regarded as one of the world’s great eco-
nomic strategists. But he is much more than that. He is also
an instinctive leader, a figure of unshakable integrity and that
almost unheard-of master of Wall Street and Washington
finance who has never sought to amass personal wealth. At
76, he continues, by Wall Street standards, to live modestly.

Since his departure from the Fed almost two decades
ago, Volcker has remained engaged in both the financial
world and the world at large, striving most recently to revive
the Arthur Andersen accounting firm and to recover billions
in lost savings of Holocaust victims from Swiss banks. This
book is the story of his half-century of service and an
account of the enormous impact he has had on American
business and finance, and on the lives of the more than 290
million Americans.
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