
THE FEDERAL RESERVE’S DECISION to continue one of the 
most audacious experiments in monetary history—an $85 
billion-a-month bond-buying program designed to boost 
growth—followed six months of tense negotiations inside 
the central bank, and a stumbling effort to let the public 
know what was going on.

A small group of Fed officials has been privately pushing 
Fed Chairman Ben Bernanke to plan an exit from his signa-
ture program, said several people familiar with the closed-

Chairman Ben Bernanke took part in the debate.
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door deliberations. But glimmers of a weakening economy 
prompted the Fed in September to keep the program going—
surprising markets primed by months of central-bank sug-
gestions that a wind-down was nearing.

The saga shows how hard it is for a central bank to com-
municate about plans that are complicated, evolving and 
conditional on the economy. Fed officials regard programs 
designed to sway long-term interest rates as essential to the 
fragile economy—tools for stimulating consumer spending, 
investing and home buying. Mr. Bernanke has long argued 
that being more transparent will make such policies more ef-
fective.

The Fed’s efforts to telegraph its strategy left investors 
confused at key points about where it was heading, and some 
misread Mr. Bernanke’s intentions about the bond-buying 
program and interest rates. That disconnect exacerbated 
a real-world problem: rising rates that by August showed 
signs of denting a budding housing recovery.

At present, the Fed has laid the groundwork to start re-
ducing its bond purchases later this year or early next year. 
But that depends on how the economy weathers another re-
cent soft patch, which has been complicated by feuding be-
tween Congress and the White House over fiscal policy. More 
clues will appear Wednesday when the Fed releases minutes 
of its Sept. 17-18 meeting.

“There’s no alternative in making monetary policy but to 
communicate as clearly as possible, and that’s what we tried 
to do,” Mr. Bernanke said at a news conference after the Fed’s 
September meeting.

“Whether we start in September or a bit later is not in 
itself the key issue,” said Fed Governor Jeremy Stein in a 
speech after the September meeting. “What is much more 
important is doing everything we can to ensure that this dif-
ficult transition is implemented in as transparent and pre-
dictable a manner as possible. On this front, I think it is safe 
to say that there may be room for improvement.”

The Fed’s securities portfolio has grown to $3.5 trillion 
under the program. Mr. Bernanke, whose term ends in Janu-
ary, launched the purchases to hold down long-term interest 
rates and encourage economic growth. His final act as chair-
man could be devising a way to end the program.

The White House has signaled Janet Yellen, the Fed’s vice 
chairwoman, is its likely nominee to succeed him.

The internal Fed debate over the program shows how 
challenging it can be to forge consensus among the 19 indi-
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viduals who take part in interest-rate and bond-buying deci-
sions.

Twelve outspoken regional bank presidents often dis-
agree publicly on Fed policy. Those based in Dallas, Phila-
delphia, Kansas City and Richmond have openly opposed the 
bond-buying program.

Six Washington-based Fed governors, in contrast, rarely 
speak out publicly against the chairman or dissent at meet-
ings. Mr. Bernanke has regular contact with the these gov-
ernors, who work down the hall from him. They have voted 
unanimously to continue the bond-buying program since it 
started a year ago.

Privately, Mr. Stein and two other governors, Jerome Pow-
ell and Elizabeth Duke, were a driving force behind efforts 
to limit the program’s growth, according to people involved 
in the deliberations. All three supported Mr. Bernanke’s ef-
forts to charge up a weak economy but were uneasy about 
the program’s potential side effects and the growing size of 
the Fed’s holdings.

Mr. Stein, a Harvard finance professor, focused on the 
risk that the Fed might stoke a new credit bubble. Mr. Pow-
ell, a former Wall Street executive, talked at meetings about 
developing a “stopping rule” for the program to ensure the 
Fed’s portfolio of securities didn’t get too big. Ms. Duke, a 
former banker, was likewise wary of making an unlimited 
commitment.
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The Fed has said it would continue buying bonds—a pro-
gram also known as “quantitative easing,” or QE for short—
until it saw substantial improvement in the labor market.

By April more officials, including the governors, were get-
ting worried about terms like “QE-ternity” and “QE-infinity” 
floating around financial markets, which suggested some 
investors thought the program was boundless, according 
to people familiar with Fed discussions. The Fed officials 
thought the job market had made enough progress to war-
rant discussing an exit.

“We’re in this box because we’ve got an open-ended pro-
gram, and we didn’t figure out how we were going to end it 
when we started,” Richmond Fed President Jeffrey Lacker, 
an opponent of the program, said in an interview.

Disagreements about how to communicate their plans 
boiled up at a May 1 policy meeting. Some officials wanted 

to indicate the program wouldn’t 
go on forever, and sought to insert 
a line in the Fed’s policy statement 
saying the Fed might “increase or 
reduce” the program, according to 
several people who attended.

It was meant to signal the pro-
gram wasn’t on autopilot, but offi-
cials disagreed about how it might 
be interpreted, these people say. 
Some hoped the public would zero 

in on the new word “reduce” and see the Fed preparing for 
an exit. Others suspected the public would focus on the new 
word “increase” and infer the Fed might instead ramp up the 
program.

They agreed to include the line anyway. Many investors 
and analysts were confused.

“We think they are risking their credibility if they throw 
more money at a problem and it does not turn the situation 
around,” Christopher Rupkey, chief U.S. economist at Bank of 
Tokyo-Mitsubishi said in a note to clients at the time.

Mr. Bernanke sought to clarify things a few weeks later 
in testimony before Congress’s Joint Economic Committee. 
“If we see continued improvement and we have confidence 
that that is going to be sustained, then we could—in the next 
few meetings—we could take a step down in our pace of pur-
chases,” he said in response to a question.

Again, the message got muddied by conflicting signals. In 
his prepared remarks, Mr. Bernanke stressed the Fed’s desire 
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to continue easy-money policies to help the economy. A few 
hours later, the Fed released minutes of its May meeting dis-
closing that some Fed officials wanted to begin reducing the 
bond-buying program as soon as June.

The bond-buying program is one part of a two-pronged 
Fed strategy to boost the economy with easy money. The Fed 
also has vowed to keep short-term interest rates near zero 
far into the future. Mr. Bernanke hasn’t veered from that sec-
ond commitment, but, as he started talking about ending the 
bond-buying program, investors started doubting the inter-
est-rate pledge.

Treasury yields and the market interest rates pegged 
to them rose. Some traders bet the Fed would start raising 
short-term rates sooner than thought.

As the Fed’s June meeting approached, discussions in-
tensified between Mr. Bernanke and other Fed officials about 
clarifying the exit strategy, according to several people fa-
miliar with the deliberations. Nearly half of Fed officials 
wanted to end the program before year-end, the meeting 
minutes later revealed.

In a flurry of emails and phone calls before the gathering 
and at a dinner during the event, several officials zeroed in 
on an idea some people called “The Seven-Per-Cent Solu-
tion,” a reference to a 1976 Sherlock Holmes film in which the 
fictional detective becomes addicted to cocaine. Several of-
ficials argued at the meeting that the Fed should signal bond 
buying would end when the jobless rate fell to near 7%, ac-
cording to people familiar with the talks.
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“The unemployment rate is not a perfect summary statis-
tic for our labor market objectives, but I believe that this ap-
proach would help to reduce uncertainty about our reaction 
function and the attendant market volatility,” Mr. Stein said 
later.

The idea appealed to constituencies Mr. Bernanke was 
trying to corral. For Fed governors including Mr. Stein, Ms. 
Duke and Mr. Powell, it provided the clearer road map to an 
exit that they strongly wanted. For Fed officials who want-
ed to continue the bond-buying for a while, the off ramp 
appeared far off. The jobless rate then was 7.6%, and many 
didn’t expect it to hit 7% for another year.

But there were problems with tying the program to unem-
ployment. The rate had been behaving oddly in recent years, 
falling not only because of job gains but because workers 
were leaving the labor force.

Rather than put the number in the postmeeting policy 
statement, Mr. Bernanke laid out the plan with many cave-
ats in his news conference following the meeting. “When as-
set purchases ultimately come to an end, the unemployment 
rate would likely be in the vicinity of 7%, with solid economic 
growth supporting further job gains,” he said.

Investors shuddered at the thought of easy money end-
ing. Yields on government bonds jumped, meaning interest 
rates were marching higher, despite Mr. Bernanke’s repeated 
efforts to say that ending the bond program didn’t mean the 
Fed was any closer to pushing up short-term rates. Mr. Stein 
suspected a few investors were forced out of trading posi-
tions that got too risky in the face of a Fed wind-down.

“The [Fed] was more hawkish than we had expected,” 
economists at Goldman Sachs concluded after the meeting.

In the three months following the June meeting, the eco-
nomic reports confounded officials. The unemployment rate 
fell faster than expected, to 7.4% in July and 7.3% in August. 
But employment growth, economic growth and inflation 
were slower than expected.

The Fed faced a dilemma: Should it focus on the drop in 
unemployment, or other evidence the economy remained 
weak and might still need support?

Mr. Bernanke was publicly silent about his thinking in the 
weeks leading up to the September meeting. Ms. Yellen, an 
outspoken proponent of the bond-buying programs, kept a 
low profile as President Barack Obama considered whether 
to nominate her to succeed Mr. Bernanke.

Ms. Duke left the Fed in late August because her term had 
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expired. “I was supportive of asset purchases, but wary of 
appearing to make an unlimited commitment,” she said in a 
recent interview.

By early September, market surveys indicated investors 
widely expected the Fed to start winding down the bond pro-
gram. Mr. Bernanke had never stated the Fed would pull back 
at its September meeting, but other officials, including Mr. 
Stein, suggested it was a possibility.

Fed officials were growing worried. Yields on 10-year 
Treasury notes had risen to nearly 3% and mortgage rates 
had climbed too, crimping the housing recovery. Congress 
and the White House were squabbling over the budget and a 
government shutdown loomed.

Fed officials faced numerous questions at their Septem-
ber meeting. Was the falling unemployment rate sending a 
misleading signal of economic vitality? Did they need to tem-
per their expectations of how fast the economy could grow? 
Should they start reducing purchases to live up to market ex-
pectations?

As officials debated whether to pull back on the program, 
many agreed it was a close call, according to people who 
were there.

Mr. Stein “would have been comfortable” cutting the bond 
purchases then, he said in a later speech.

Dallas Fed President Richard Fisher, an opponent of the 
programs, supported a move. “Doing nothing at this meeting 
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would increase uncertainty about the future conduct of pol-
icy,” he later recalled saying. Not acting, he said called “the 
credibility of our communications into question.”

Mr. Bernanke didn’t want to move simply because mar-
kets expected it. “We can’t let market expectations dictate 
our policy actions,” he said at a news conference later. “Our 
policy actions have to be determined by our best assessment 
of what’s needed for the economy.”

Mr. Bernanke had grown uncomfortable with the market’s 
focus on the 7% figure he highlighted in June. “There is not 
any magic number that we are shooting for,” he said when 
asked at the news conference. “We’re looking for overall im-
provement in the labor market.”

St. Louis Fed President James Bullard said in an interview 
the decision not to pull back on bond buying proved the Fed’s 
decisions depend on the economy. “In that regard, it has im-
proved our credibility,” he said.

Since the September meeting, yields on long-term govern-
ment bonds have moved back down to 2.63%, and investors 
again believe the Fed will keep short-term rates near zero for 
several years—an indication Mr. Bernanke’s message about 
holding rates down has gotten through.
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