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Committee attendees discussed the U.S. economic outlook and the likely path of monetary policy.
Overall, they noted that labor market conditions have generally continued to improve. However, some
indicators, such as the job hiring and quit rates, remain below pre-crisis levels, suggesting that labor
market slack remains. Attendees acknowledged the recent rise in inflation, but believed more information
was required to determine how persistent the increase was likely to be.

Committee attendees suggested that there is uncertainty regarding the monetary policy normalization
process, specifically the timing of the first increase in the federal funds target rate, the pace of rate
increases thereafter, and the longer run neutral federal funds rate. Analysis presented by attendees
suggested the market is generally expecting a later liftoff date and a more gradual tightening cycle than
what is implied by the FOMC’s most recent Summary of Economic Projections. A few attendees further
noted that their own outlook for the economy suggests the path of the target rate is likely to be higher than

the path currently implied by financial markets.

Financial Market Developments

Attendees discussed the low levels of realized and implied volatility across financial markets and assessed
that the stance of monetary policy has been a factor suppressing volatility. Lower potential GDP growth
globally, low economic forecast uncertainty by market participants and the FOMC and an increase in
investment strategies that entail selling options were also cited as drivers. A few attendees noted that the
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low levels of volatility are not anomalous with similar points in previous monetary policy cycles.
Nonetheless, attendees suggested the low levels of volatility have suppressed credit and liquidity risk
premiums, potentially causing the normalization of monetary policy to be more turbulent than it otherwise
would be.

Financial Landscape

The meeting concluded with a discussion of dark pools and financial intermediation occurring in the non-
bank financial sector. Overall, committee attendees did not suggest that dark pools present a significant
risk to market stability. They suggested that dark pools provide anonymity for large trades and lower
transactions costs, but that they limit price discovery somewhat and offer opportunities for high-frequency
traders to arbitrage prices between the various fragmented dark pools. Attendees felt that limit orders and
investor communication with their peers and the various exchanges appropriately mitigate risks, but
enhanced regulation and transparency would increase confidence in dark pools.

Committee attendees discussed evidence that financial intermediation in the non-bank financial sector had
increased notably since the financial crisis. Several believed that maturity and liquidity transformation
occurring outside the non-bank financial sector presents risks to financial stability, particularly amid the
current low volatility environment. Attendees suggested that a standardized liquidity requirement, exit
fees and increased investor awareness regarding the risks presented by the sector could mitigate the risks.
Limiting investors’ fund withdrawals was not seen as an effective mitigant as it presents a ‘first mover’
advantage and could serve to accelerate concerns in time of crisis.



