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NOVEMBER 6, 2008

Obama Turns to Building Leadership Team
By JONATHAN WEISMAN and DEBORAH SOLOMON

WASHINGTON -- President-elect Barack Obama offered the key post of White
House chief of staff to Rep. Rahm Emanuel of Illinois, the first step in building a
team that is expected to take shape in coming days.

The quick transition from campaign to government shows the urgency of getting
up to speed on the worst financial crisis to hit the U.S. since the 1930s, with an
economy likely in recession and Congress preparing to take action before Sen.
Obama's January inauguration.

Obama aides said hiring a chief of staff would be followed by critical economic
appointments, especially that of Treasury secretary.

They said contenders include Lawrence Summers, a Harvard University
economist who served in the same position in the Clinton administration; New
York Federal Reserve Bank President Timothy Geithner; former Federal Reserve
Chairman Paul Volcker; and Robert Rubin, another former Clinton Treasury
secretary and director and senior counselor of Citigroup Inc.

Mr. Volcker has been one of Mr. Obama's closest advisers on the financial crisis,
but is reluctant to take the job of Treasury secretary, people close to the
campaign say. Obama advisers say the new president is likely to name a White
House advisory board to oversee the remaking of the financial industry's
regulatory structure, which Mr. Volcker could serve as chairman of instead.

People close to Mr. Emanuel say he has not yet made a decision about the offer.
Since his election six years ago, the former Clinton White House political
operative has moved up the ranks of the House Democratic leadership with a
take-no-prisoners style that helped his party seize control of the House in 2006
and tighten its grip Tuesday. As chief of staff, he would have more power but a
lower profile.

Mr. Emanuel and Sen. Obama, close friends from Chicago, would be a study in
contrasts, but congressional sources say that is intentional. Mr. Emanuel
wouldn't be a back-room conciliator who brings disparate voices to consensus,
but an enforcer who bangs heads and keeps the troops in line. Sen. Obama and
his campaign manager, David Plouffe, had a similar good-cop, bad-cop
relationship during the arduous campaign.

"They feel Obama comes off as the nice guy and he would come off as the tough
guy," a congressional official familiar with the choice said.

If Mr. Emanuel takes the job there would be a special election to fill his seat,
which is from a solidly Democratic district in the north side of Chicago.

In a sign of the continuing fragility of financial markets, the Dow Jones Industrial
Average fell 5.1% Wednesday, or 486.01 points, giving up all the gains of the day
earlier and more. That came despite signs that lending problems at the heart of
the crisis were easing. According to data from the British Bankers' Association,
the three-month U.S. dollar London interbank offered rate, or Libor, an
indication of banks' willingness to do business with one another, dropped to
2.51%, the lowest this year, and has fallen consistently since peaking at 4.82%
Oct. 10.

The next Treasury secretary will have to deal with a multitude of thorny topics
well before January, including the $700 billion rescue program, the fate of
mortgage giants Fannie Mae and Freddie Mac, mounting foreclosures and
financial-sector regulation. Congress is likely to soon start work on a second
round of economic stimulus that Treasury would help shape.

Sen. Obama will also have an opportunity to remake the Federal Reserve starting
in his first year in office, with three governor slots currently open on the Fed's
Board of Governors. He will likely pick a new head of the Federal Housing
Finance Agency, the new entity created to oversee Fannie Mae and Freddie Mac,
which are now under government control.
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Fresh Faces

The president-elect and his staff have said they want an administration with fresh
faces that would signal a change from the way Washington has done business.
But for Treasury, Sen. Obama wants a secretary with direct experience with the
problems the administration will face. Mr. Volcker was Fed chairman during the
deep recession of the early 1980s. Messrs. Summers and Geithner both handled
crises on international currency markets and Wall Street in the 1990s.

The potential candidates for Treasury secretary have also all been early
proponents of aggressive action to stem the crisis. Mr. Geithner backed a more
interventionist approach than many in the Bush administration were initially
comfortable with. In August, Mr. Summers advocated two policies the Bush
administration ultimately adopted: Buying rotten assets from financial
institutions and directly investing in banks. Mr. Volcker similarly called for
buying assets in September.

A new secretary would likely be more interested than his predecessor in crafting
new rules for how markets and companies should work. Both Messrs. Summers
and Volcker have talked about curbing risk-taking on Wall Street, with Mr.
Volcker singling out "perverse compensation incentives that have exalted risk
over prudence."

Sticking Point

The full list of candidates for Treasury couldn't be learned and some of the
current names have liabilities. A possible sticking point for Mr. Summers is a
comment he made while president of Harvard University, when he suggested that
innate gender differences might explain the relative scarcity of women with
high-level academic careers in science and math. Mr. Summers apologized
repeatedly for the comment, but it nevertheless contributed to a rocky tenure at
the university.

A youthful 47, Mr. Geithner looks more like other young members of Obama's
inner circle, but aides said the president-elect hardly knows him beyond
meetings and conference calls during the financial crisis. And Mr. Rubin's
position at Citigroup, which is a recipient of Treasury funding, could present
awkward conflicts.

With the possibility that Washington will see two Treasury bosses for a while, the
incumbent, Henry Paulson, has the ticklish task of deciding how much to involve
his successor. He has already laid the groundwork to give the next secretary a
running start, carving out office space at Treasury for a transition team complete
with briefing books.

Treasury officials say Mr. Paulson intends to involve the Obama team in
decisions about the $700 billion rescue program, believing it's a waste of
taxpayer dollars to implement something Mr. Obama might undo just weeks
later.

Even before Tuesday's win, the Obama campaign was discussing ways in which it
might attach more conditions to institutions that receive money, according to a
person familiar with the matter. Some within the Obama camp, along with
Democratic lawmakers, are concerned that banks receiving some of the $250
billion earmarked for direct investments aren't using the funds for their intended
purpose -- to make loans.

There's discussion within the Obama camp about whether to target some of the
program toward small businesses, student loans and problem mortgages.

Mr. Obama's unlikely, two-year journey from freshman senator to the first
African-American president-elect culminated in Tuesday's historic and decisive
win. It was the first time since 1964 that a Democratic candidate for president
had won more than 50% of the vote. Presented with the task of governing in the
face of two wars, a financial crisis and a tide of federal debt, Mr. Obama spent
much of Wednesday huddled in the offices of Ariel Investments, a Chicago-based
mutual fund company headed by friend John W. Rogers Jr.

Transition Team

The transition team will be headed by former Clinton White House Chief of Staff
John Podesta, Chicago businesswoman and Obama family confidante Valerie
Jarrett, and Mr. Obama's Senate chief of staff, Pete Rouse. The transition team is
stacked with Chicago power brokers and Clinton administration officials, such as
former Clinton Commerce Secretary William Daley and former State
Department African specialist Susan Rice.

It also features Harvard Law friends such as Michael Froman, a former Treasury
chief of staff, and Julius Genachowski, a former chief counsel of the Federal
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Communications Commission. Arizona Gov. Janet Napolitano is also onboard.
Offices will be open in Washington by Monday.

Mr. Summers, a managing director at the hedge fund D.E. Shaw Group, moved
into Mr. Obama's inner policy circle this summer. He became the senior member
of an economic policy trio that also included University of Chicago economist
Austan Goolsbee and economic policy coordinator Jason Furman. Mr. Goolsbee
is expected to head the White House Council of Economic Advisers. Mr. Furman
is expected to be at the White House National Economic Council.

A Summers Treasury would likely look for ways to not only curb the global
financial crisis but to tackle policy issues Mr. Summers argues could provide an
economic lift, such as improving health care, reducing dependence on foreign
energy sources and changing the tax code. He says focusing on those areas will
help the economy by creating jobs and preventing families from cutting
spending.

Mr. Summers was among the first economists to call for a second round of
economic stimulus based on infrastructure investment, which he says would help
create jobs, bolster the construction industry and provide a cash infusion to
municipalities.

In speeches and op-ed articles, he has faulted the Bush administration's
approach to the crisis as being too reactive and not comprehensive enough. He's
argued for more aggressive efforts to contain and prevent foreclosures, but has
warned against crafting policies that encourage borrowers to withhold payment
on their mortgages in order to qualify.

Mr. Geithner, who has helped craft many of the current policy responses to the
financial crisis, is viewed by many as having a more interventionist bent than the
other federal firefighters, Mr. Paulson and Federal Reserve Chairman Ben
Bernanke. He pushed for earlier, more aggressive action on Fannie Mae and
Freddie Mac and also helped orchestrate the bailouts of Bear Stearns Cos. and
American International Group Inc.

While not a Wall Street CEO like Mr. Paulson, Mr. Geithner is well liked by many
top financial titans, in part because he's seen as willing to help clean up Wall
Street's mess but also because he's been so involved in the issues up until now.

—Aaron Lucchetti contributed to this article.
Write to Jonathan Weisman at jonathan.weisman@wsj.com and Deborah
Solomon at deborah.solomon@wsj.com
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