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Data Release: Odysseus cast aside as slightly more hawkish FOMC opting for flexibility  

 According to the minutes from their March 18/19
th
, 2014 meeting, almost all FOMC members agreed 

that given the proximity of the unemployment rate threshold, the current forward guidance needed to be 
changed, with qualitative guidance resoundingly more popular. One participant favored retaining current 
guidance, while the lone dissenter (Kocherlakota) instead suggested lowering the unemployment rate 
threshold to 5-1/2 percent. 

 Participants also discussed how to best communicate the idea that the policy rate, even after 
employment and inflation are near mandate-consistent levels, may warrant a target for the federal funds 
rate that is “below levels the Committee views as normal,” pointing to factors such as: higher 

precautionary savings by U.S. households following the financial crisis, higher global levels of savings, 
demographic changes, slower growth in potential output, and continued restraint on the availability of credit.   

 FOMC members generally agreed that since their January meeting, economic activity has been “slower-
than-expected.” However, there was also broad consensus that “severe winter weather held down 
economic activity” during this time, with the disappointing data not prompting “a significant revision of 
their projections.”   

 The Committee remained concerned about housing activity. While partly impacted by weather related 
factors, the Committee believes that the dampened pace of housing recovery has partly to do with 
higher mortgage rates and a rebound in prices, which reduced home affordability amid slackening 
demand from institutional investors. Still, an ongoing recovery in expected given the underlying 
fundamentals. 

 The labor market was seen as improving further, with general agreement that some slack remained. 
However, there was some disagreement with regards to quantifying slack. Several members viewed 
slack as considerable, pointing to low participation rates, high rates of longer-duration unemployment, 
and low nominal wage growth. A couple of participants, on the other hand, believed the slack to be 
more limited, suggesting demographic not cyclical trends were responsible.  

 The Committee appears largely in agreement that wage growth is central to bringing inflation closer to 
the Committee’s target, and that a return to 2 percent over the next few years is most likely. A couple of 
participants were concerned that this will not be the case, given the protracted period of sub-2% price 
growth. On the other hand, a couple of participants viewed the current weakness as transitory due to 
unusual weakness in medical services. 

 Committee members appeared somewhat concerned with the impact of slower Chinese growth on 
commodity prices and global growth. At the same time, the situation in Ukraine was viewed as having 
“little direct effect” on the U.S. economy, but indirect impacts through slower global growth remained a 
concern. 

Key Implications 

 The meeting minutes suggest a relatively broad consensus amongst Committee members that the 
recent weakness in economic data is weather-related, with an acceleration in economic activity as those 
factors wane. Much of this is reflected in the Summary of Economic Projections, which have improved 
from their December iteration. At the same time, the magnitude of this improvement as portrayed by the 
median projection was viewed as overstating the underlying views of the Committee. 

 As the Fed becomes more convinced of the economic acceleration this spring and thereafter, the 
Committee’s forward guidance has become decidedly less ‘Odyssean.’ The FOMC appears far less 
willing to publicly commit to a future action or ‘tie itself to the mast’ – as Odysseus did to avoid jumping 



into the sea when hearing the Sirens’ song – than before. Instead, a more ‘Delphic’ version of forward 
guidance communicated by the SEP becoming mainstream again.  

 The Committee discussions appeared increasingly skewed away from the timing of the liftoff in rates, 
towards how to communicate its path thereafter. Judging from recent speeches, the Committee feels 
that views of market participants largely reflect their own views with regards to lift-off, with current fed 
funds futures prices suggest liftoff in Q3 of 2015. We feel that this may still be somewhat optimistic, with 
subdued wage and inflation figures instead pointing closer to year-end. 
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