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term inflation expectations remained stable. Participants
generally anticipated that inflation would rise gradually
roward the Commitree’s 2 percent objective as the labor
market improved further and the transitory effects of
lower energy prices and other factors dissipated. The
risks to the outlook for economic activity and the labor

market were seen as nearly balanced. Participants gen-
erally regarded the net effect of the recent decline in en-
ergy prices as likely to be positive for economic activity
and employment. Many participants continued to judge
that a deterioration in the foreign economic situation
could pose downside risks to the outlook for U.S. eco-
nomic growth. Several saw those risks as having dimin-
ished over the intermeeting period, with lower oil prices
and actions of foreign central banks both being support-
we of

wih abroad, but others pointed to heightened
1l and other risks.
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l.ll.'lr_u".-. A number of participants observed that, with
anchored intlation expectations, the tall in energy prices
te intla-
It was pointed out that the recent intensitication

should not leave an enduring imprint on aggr

tion.
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ments that were concentrated in a narrow range of items
in households’ consumption basket, a pattern borne out
by trimmed mean measures of intlation. Several partici-
pants remarked that inflation measures that excluded en-
ergy items had also moved down in recent months, but

these declines partly retlected transitory factors, includ-

jllg downward pressure on impm‘l |')1'.El_‘l:“'- and the pass-

Illl‘t)llgh of lower energy costs to the puces of non-
energy items. Nonetheless, several participants saw the
continuing weakness of core intlation measures as a con-
cern. In addition, a few participants suggested that the
weakness of nominal wage growth indicated that core
and headline inflation could take longer to return to
2 percent than the Committee anticipated. In contrast,
a couple of participants suggested that nominal wage
growth provides little information about the future be-

havior of price inflation. Participants also discussed the

more normal relationship with labor markert slack. Most
participants expected that continuing reductions in re-
source slack would be helpful in returning inflation over
the medium term to the Commirtee’s 2 percent longer-
run objective, but a few participants voiced concern that
nominal wage growth might rise rapidly and inflation
might exceed 2 percent for a time.
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Participants discussed the tradeoffs berween the risks
that would be associated with departing from the effec-
tive lower bound later and those that would be associ-
ated with departing earlier.  Several participants noted
thart a late departure could result in the stance of mone-
tary policy becoming excessively accommodative, lead-
ing to undesirably high inflation. It was also suggested
that maintaining the federal funds rate at its effective
lower bound for an extended period or raising it rapidly,
if that proved necessary, could adversely affect financial
stability. Some participants were concerned that a deci-
ston to delay the commencement of tightening could be
perceived as indicating that an overly accommodative
policy is likely to prevail during the firming phase. In
connection with the risks associated with an early start
to policy normalization, many participants observed that
a premature increase in rates might damp the apparent
solid recovery in real activity and labor marker condi-
tions, undermining progress toward the Committee’s
objectives of maximum employment and 2 percent in-
flation. In additon, an earlier tightening would inerease
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I‘:1rricip:1nr_\ l.!ih(.u:\?\t.i.l the economic conditions thar they
anticipate will prevail at the time they expect it will be
appropriate to begin normalizing pe )IlC\' There was wide
agreement that it would be difficult to specify in advance
an exhaustive list of economic indicators and the values
that these indicators would need to take. Nuncrhuluss, a
number of participants suggested that they would need
to see further improvement in labor market conditions
and data pointing to continued growth in real activity at
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before beginning policy normalization. Many partici-
pants indicated that such economic c:_an(]llmns would

help bolster their confidence in the likelihood of infla-
tion moving toward the Committee’s 2 percent objective
after the transitory effects of lower energy prices and
other factors dissipate. Some participants noted that
their confidence in inflation returning to 2 percent
would also be bolstered by stable or rising levels of core
PCE inflation, or of alternative series, such as trimmed
mean or median measures of inflation. A number of
participants emphasized that they would need to see ei-
ther an increase in market-based measures of inflation
compensation or evidence that continued low readings
on these measures did not constitute grounds for con-
cern. Several p'.lrti{.'i.pm‘lts indicated that :‘uignﬁ of im-
provements in labor compensation would be an im-

portant signal, while a few others deemphasized the

value of labor compensation data for judging incipient
inflation pressures in light of the loose short-run empir-
ical connection between wage and price inflation.
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