
THE FINANCIAL MARKETS’ VIOLENT movements this week 
underscore the immense challenge the Federal Reserve faces 
as it eyes an eventual end to its $85 billion-a-month bond-
buying program.

After trying for years to lift a postcrisis economy with a 
concoction of untested easy-money programs, the Fed deliv-
ered a largely uplifting message Wednesday: The economy 
might be getting strong enough to stand on its own with less 
support.

The market reacted as an addict might to the threat of los-
ing drugs—it broke into shakes and a cold sweat.

Treasurys tumbled, the yield on the 10-year note seeing 
its steepest weekly jump in a decade. Five- and seven-year 

Ben Bernanke on Wednesday set out a tentative timetable on bond buying.
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bonds, the focus of much of the Fed’s bond buying, saw even 
more violent selling. Investors in high-yield and municipal 
bonds also rushed for the exits.

The Standard & Poor’s 500-stock index fell 2.1%. Emerg-
ing markets, where jitters over the Fed mixed with questions 
about the health of China’s economy and financial system, 
were hit harder. The MSCI emerging markets index fell 4.7%, 
its biggest weekly drop since May 2012. Gold fell to a nearly 
three-year low before recovering slightly on Friday.

The market reaction presents the Fed with new questions 
that will only be answered in the months ahead: Are the 
economy and markets really healthy enough now to stand on 
their own? Might the prospect of withdrawing stimulus un-
dermine the recovery the Fed has been struggling for years 
to engineer? Are its efforts to clarify its thinking helping or 
hurting?

The central bank was largely behind the market drama. 
Seeing a stronger economy in the months ahead, Chairman 
Ben Bernanke on Wednesday set out a tentative timetable 
for the Fed’s pullback from its latest bond-buying program—
launched last September to push down long-term interest 
rates, buoy asset prices and encourage economic growth. In 
a news conference after a two-day policy meeting, he said 
the Fed could start reducing its monthly bond purchases lat-
er this year and end them altogether by mid-2014, but only if 
the economy picks up as the Fed expects.

Mr. Bernanke sought to clarify the Fed’s intentions after 
commentary by a stream of Fed officials in recent weeks had 
led to market uncertainty about the central bank’s plans. But 
at least one Fed official thought the Fed’s signal about ending 
the bond buying program came too early.

James Bullard, president of the Federal Reserve Bank of 
St. Louis, said in a statement early Friday that Fed officials 
were outlining a plan for scaling back bond buying before 
they had enough evidence the economy would improve as 
they forecast.

“A more prudent approach would be to wait for more tan-
gible signs that the economy was strengthening and that in-
flation was on a path to return toward target before making 
such an announcement,” Mr. Bullard said. He dissented from 
the Fed’s policy statement Wednesday, in part because he 
objected to laying out a timetable for reduced bond buying.

One problem the Fed now faces is that in signaling its 
plans for the so-called quantitative-easing program, Mr. Ber-
nanke might have led investors to believe the central bank is 
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going to rein in all of its easy-money policies sooner or more 
aggressively than it actually expects.

The Fed isn’t just buying bonds; it also has long held 
short-term interest rates close to zero, and has said since 
December it will keep its benchmark federal-funds rate there 
until the jobless rate falls to at least 6.5%. Mr. Bernanke lik-
ens the two levers to driving a car: When it reduces its bond 
purchases, that will be like lightening the pressure on the ac-
celerator; when it starts raising rates, it will be akin to tap-
ping the brake.

Many investors appear to have missed Mr. Bernanke’s 
signals that the Fed might wait longer than expected before 
raising short-term rates. He said on Wednesday that the 6.5% 
unemployment rate threshold might be too high and that the 
Fed might decide to keep rates low for long after the rate 
drops below that level, especially if inflation remains low.

Other Fed officials seem to be on board with him. Accord-
ing to projections released after the meeting, only four Fed 
officials saw short-term interest rates rising before 2015, 
while 15 saw rates remaining near zero until 2015 or 2016.

In theory, that should reassure investors that borrowing 
costs are going to stay relatively low for years. But futures 
markets indicated investors now think the Fed is going to 
move rates up sooner, not later.

The expected federal-funds rate for December 2014 rose, 
in futures-market trading, to 0.41% from 0.28%, showing that 
investors see increasing odds of Fed rate increases by the 
end of 2014.

“People have come to expect that the Fed is going to err on 
the side of being more growth friendly,” said Michael Feroli, 
a J.P. Morgan economist. Investors wanted to hear that Mr. 
Bernanke “would see the job through and not take the punch 
bowl away until things are really getting going.”

Some analysts said many of the market movements of the 
past week were to be expected.

Henson Orser, the head of bond and stock sales at Nomu-
ra Securities, noted in an interview that interest rates have 
been extraordinarily low for some time. Long-term interest 
rates adjusted for inflation are near zero and until recently 
were negative, but in normal times, long-term rates should 
be two to three percentage points above the inflation rate. It 
was inevitable, and a sign of a healthy economy, he said, that 
these rates have started to rise.

“We should not be surprised by what’s happening,” Mr. 
Orser said. “Bernanke went out of his way to emphasize that 
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ultimately interest rates have to go up, which is a good thing 
because we have a stronger economy.”

Though stock prices have fallen, he noted, they are still 
close to their historic highs.

Long-term interest rates kept climbing Friday. Yields 
on 10-year Treasurys hit 2.514%, a rise of 0.388 percentage 
point for the week, as investors continued trying to adjust to 
a shifting monetary landscape.

But stocks improved a bit. The Dow Jones Industrial Av-
erage rose 41.08 points, or 0.28%, to 14799.40, after losing 
353.87 points on Thursday and more than 200 on Wednes-
day. For the year, the Dow is still up 12.94%, but it has fallen 
nearly 3% in just two weeks.

—Matt Jarzemsky 
contributed to this article.
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