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Ben Bernanke indicated that great progress has been made in recovering the U.S. economy and that the
Federal Reserve is hopeful it will continue, during his final press conference as Fed chairman on 4_

Wednesday. (Photo: Getty Images)

Ben Bernanke gave the U.S. economy a nod of approval just a month before he leaves the
Federal Reserve, moving the central bank to begin winding down a bond-buying program
meant to boost growth with the recovery on firmer footing.

The Fed has pulled back its stimulus efforts 6

Child After You Yell
before, only to restart them when the
economy disappointed, and new challenges
loom, including a surprising slowdown in
inflation. But Mr. id in hi |
inflation. But Mr. Bernanke said in his final VIDEO

news conference as Fed chairman that the
economy was getting to a point where it 1
needs less help.

"Today's policy actions reflect the [Fed's]
assessment that the economy is continuing
to make progress, but that it also has much 2

farther to travel before conditions can be judged normal,” Mr. Bernanke said.

Enlarge Image

After months of wringing their hands about

the implications of less Fed stimulus,

investors resoundingly approved of the

latest action to begin paring the $85 billion- 3
a-month program. They were cheered in

part because the move came with new Fed
assurances that short-term interest rates

would stay low long after the bond-buying

program ends.

http://online.wsj.com/news/articles/SB10001424052702304866904579266432764849504
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The Dow Jones Industrial Average finished
the day up 292.71 points, or 1.84%, ata
record 16167.97. Yields on 10-year
Treasury notes rose, as often happened
with signs of improving growth, to 2.885%.
Asian stocks rose early Thursday.

"Today's decision by the Fed is a vote of
confidence in the sustainability of the
economic recovery," Beth Ann Bovino, chief
U.S. economist at the bond-rating firm
Standard & Poor's, said in a note to clients
after the decision. She pointed to a batch of
stronger economic reports for October and
November, in addition to reduced political
uncertainty.

A budget accord, approved by the Senate
on Wednesday, lays the groundwork for
federal tax and spending policies in 2014
that do less to restrict economic growth
than they did in 2013.

The Fed, which launched the latest round of
bond buying in September 2012 in a bid to
fire up the tepid recovery, will now buy $75
billion a month in mortgage and Treasury
bonds as of January, down from $85 billion.
That will include $35 billion monthly of
mortgage securities and $40 billion of
Treasurys, $5 billion less of each. It will look
to cut the monthly amount of its purchases
in $10 billion increments at subsequent
meetings, Mr. Bernanke said.

Although the Fed expects to keep reducing
the program "in measured steps" next year,
the timing and the course isn't preset.
"Continued progress [in the economy] is by
no means certain," Mr. Bernanke said. "The
steps that we take will be data-dependent.”

If the Fed proceeds at the pace he set out, it
would complete the bond-buying program
toward the end of 2014 with holdings of
nearly $4.5 trillion in bonds, loans and other
assets, nearly six times as large as the
Fed's total holdings when the financial crisis
started in 2008.

Still, officials—worried that investors would
quake at the thought of less Fed support—
went to lengths to demonstrate that they
would keep interest rates low for years to
come, even after the bond-buying program

The Fed has said it wouldn't raise short-term rates, which are now near zero, until the
jobless rate gets to 6.5% or lower. It was 7% in November. In its official policy statement
Wednesday, the Fed said it would keep rates near zero "well past” the point when the

jobless rate hits the Fed's 6.5% marker.

In official projections released by the central bank, the vast majority of officials said they
expected to keep short-term rates near zero until 2015 or later, even though they see the

jobless rate hitting 6.5% next year.
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Mr. Bernanke's last day as chairman is Jan.
31. He will preside over one more policy
meeting Jan. 28-29.

New challenges will confront his successor,
Fed Vice Chairwoman Janet Yellen, who is
expected to be confirmed by the Senate
later this week to become the next Fed
leader.

"She fully supports what we did today," Mr.
Bernanke said when asked whether Ms.
Yellen could be expected to carry forward
the plan he laid out.

Perhaps the biggest immediate challenge
the Fed faces is inflation, which has drifted
far below the central bank's 2% objective.
The Fed's preferred inflation gauge, the
price index for personal consumption
expenditures, increased just 0.7% in
October from a year prior, the Commerce
Department said earlier this month. Fed
officials said in their statement Wednesday
that they are watching the inflation situation
carefully.

n Hisenrath asks Federal Reserve Chairman
rnanke if his s or Janet Yellen w
continue the Federal Reserve's move to reduce its
bond-buying programto $7

Slumping inflation could be a sign of building economic torpor, which officials want to avoid
and could need to counteract with new easy-money policies. But if the Fed keeps current
policies going too long, it could spark a new financial bubble.

Audio The bond-buying program aims to lower

Victoria McGrane has more on The Wall long-term interest rates to encourage

Street Joumal This Moming. borrowers to spend and invest. While pulling
o back on it, the Fed is shifting toward relying
03:47 more on providing verbal guidance to the

public about where short-term interest rates
are likely to be in the future. One reason for
the shift: Officials are more familiar with managing short-term rates than long-term rates.

The Fed's growing emphasis on assuring low short-term rates comes with its own risks.
Some economists believe the Fed erred between 2003 and 2006 when it also kept short-
term interest rates low and provided investors with assurances rates wouldn't move up
swiftly. The policy during that period might have led to too much risk-taking and borrowing,
though economists disagree on that point.

In their latest economic projections, also out Wednesday, 12 of 17 Fed officials who
participated in the policy meeting said they expected their benchmark short-term rate to be
at or below 1% by the end of 2015, Ten of 17 officials expected the rate to be at or below
2% by the end of 2016.

But What About Inflation? On the decision to pull back on the bond-
buying program, nine of the 10 voting
members of the Fed's policy-making
committee supported the move. Boston Fed
President Eric Rosengren dissented
because he believes that with the jobless
rate still elevated and inflation running below
the 2% target, changes to the bond-buying
program "are premature until incoming data
more clearly indicate that economic growth is likely to be sustained above its potential
rate."

Bt Wit Aot Enfletion?
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Mr. Bernanke parted with a few reflections on his eight-year tenure as Fed chairman. On
several occasions he noted that the Fed has battled headwinds to the economy that have

http://online.wsj.com/news/articles/SB10001424052702304866904579266432764849504
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made its job more difficult, including the combination of government spending cuts and tax
increases that slowed growth in the short run. He wanted that fiscal austerity spread out
over a much longer period.

When asked about the budget deal that cleared the Senate Wednesday, Mr. Bernanke
said it's "certainly a better situation” than in October, when budget battles resulted in a
government shutdown and fears of a federal debt default. The Fed held off on reducing the
bond program in September in part because of worries about the consequences of these
fiscal battles.

He took some blame for failing to foresee the 2008 financial crisis that has dominated his
tenure at the central bank. "Obviously, we were slow to recognize the crisis. | was slow to
recognize the crisis," he said. "That said, we've done everything we could think of" since
then to strengthen the financial system and economy.

He and his wife plan to stay in Washington for some time after he steps down, he said.

Write to Victoria McGrane at victoria.mcgrane@wsj.com and Jon Hilsenrath at
jon.hilsenrath@wsj.com
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