
THE GAZILLION-DOLLAR QUESTION in financial markets 
these days is this: When will the Federal Reserve turn to the 
exit ramp?

Investors, lenders and many other market participants 
obsess about the end of easy money and the broad implica-
tions it carries. When the Fed decides to pull back from its 
latest bond-buying program—$85 billion a month in Trea-
sury and mortgage debt purchases—or when it starts raising 
short-term interest rates from near zero, stocks could tum-
ble, borrowing costs jump and the economy slow.
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Slow Going
The outlook for U.S. unemployment is
improving modestly and inflation
expectations are receding...

...and economists
expect a slow
unwind of Fed
easy-money policies.

Source: WSJ.com economist
survey

The Wall Street Journal

NOV. 2013
Fed begins
slowing bond
purchases

MAY 2014
Fed completes
bond purchases

JUNE 2015
Jobless rate
reaches 6.5%

DEC. 2019
Fed balance
sheet returns to
normal size

Average predictions for
Fed milestones

Economists’ changing predictions for what CPI
and unemployment will be in December 2014
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In the run-up to the Fed’s policy meeting Tuesday and 
Wednesday, Fed Chairman Ben Bernanke and other top of-
ficials have sought to signal that the unwinding isn’t likely 
until the recovery is much further advanced.

A Wall Street Journal survey of 50 private economists, 
conducted March 8-12, shows the message is sinking in. 
Economists who follow the Fed, on average, expect more 
than another year of bond buying, more than two more years 
of rock-bottom short-term interest rates, and a Fed portfolio 
of securities holdings that will remain bloated more than a 
decade after the financial crisis started. “It is a new era for 
monetary policy,” said Julia Coronado, the chief economist 
for BNP Paribas and a former Fed staff economist.

According to the economists surveyed, circle these dates 
on your calendar: November 2013, May 2014 and June 2015. 
That is when on average they expect the Fed, respectively, to:

1) start slowing its monthly bond purchases,
2) stop buying bonds, and
3) begin thinking seriously about raising short-term in-

terest rates, as unemployment reaches 6.5%.
Related to this possible scenario is an important shift in 

how the Fed could operate in the future.
In the PFC era—for “Pre-Financial Crisis”—the central 

bank managed just one short-term interest rate and expect-
ed that to be enough to meet its goals for inflation and un-
employment. That rate is the federal-funds rate, which banks 
charge one another on overnight loans.

In the AFC era—“After Financial Crisis”—the Fed is work-
ing through a broader spectrum of interest rates. By using its 
bond portfolio and the messages it sends about future plans, 
the Fed is seeking to influence an array of long-term interest 
rates, mortgage rates and other borrowing costs that touch 
households, businesses and investors.

In June 2011, Fed officials devised a strategy for exiting 
its easy-money policies someday, envisioning an eventual 
return to something like the PFC era. Under the plan, the 
Fed would sell its mortgage securities over time to shrink its 
portfolio and get back to a world in which it was just using 
the federal-funds rate.

A closer look at the Fed’s evolving exit strategy shows that 
the AFC era might last a long time. Mr. Bernanke told law-
makers last month in his semiannual report to Congress on 
monetary policy that the Fed would likely update the strat-
egy. He and other Fed officials have suggested that under a 
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new plan, the Fed could calibrate its sales of mortgage bonds 
to shape the direction of long-term rates.

Another approach some officials have discussed is reduc-
ing their holdings, when the time comes, by simply allow-
ing their bonds to mature, rather than by selling them. That 
would reduce the risk that outright sales would disrupt mar-
kets and cause interest rates to jump sharply.

Economists surveyed by the Journal, on average, said 
they didn’t expect the Fed’s balance sheet to return to nor-
mal—not bloated with the many extra bonds purchased in its 
quantitative-easing programs—until December 2019.

By turning more dials to influence a wider array of inter-
est rates, Fed officials could be in a better position to prevent 
another financial crisis. But they also could face more com-
plicated decisions, new opportunities for error and criti-
cisms for being more intrusive.

Critics of the Fed’s policies fear the central bank will start 
tightening credit too late to forestall a sharp rise in inflation 
or a new financial bubble.

Of course, the Fed’s policy is subject to change in response 
to myriad scenarios. Fed officials have said they will keep 
short-term interest rates near zero until the jobless rate 
drops below 6.5%, something that they don’t expect to hap-
pen until 2015. If unemployment falls faster than expected, 
or if inflation takes off, or if new financial bubbles emerge, 
the Fed might decide to hit the brakes sooner than anybody 
is expecting and in ways that aren’t now on the table.

But the Journal panel doesn’t see that happening. The 
economists predicted the jobless rate wouldn’t hit 6.5% until 
June 2015, and they see inflation remaining near 2% for the 
foreseeable future.

The Fed, by the economists’ estimation, could be operat-
ing in AFC mode for a long time.

THE PULITZER PRIZE FOR NATIONAL AFFAIRS REPORTING

BEHIND THE FED CURTAIN


