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KEY POINTS: 

 Global markets little changed ahead of FOMC minutes  

 Are the FOMC minutes being over-hyped? 

 Reasons why the minutes could be uneventful…  

 …but also where the risks may reside  

 May goes to Brussels again 

 Japanese trade showcases knock-on effects of US-China trade tensions 

 BC Budget 

 US 2 year FRN auction 

 Canada quiet with just bond auction risk 
 

INTERNATIONAL 

Minutes to the January 30th–31st FOMC meeting will be the main source of 

market risk this afternoon (detailed expectations below). They could prove 

to be the most over-hyped set of minutes in quite some time. UK PM May will 

probably get rebuffed on yet another plea to EC President Juncker to alter the 

withdrawal agreement and backstop today. The three Conservative MPs who 

resigned this morning to favour an odd ‘Independence’ arrangement with Labour 

defectors still leaves May’s Conservative-DUP coalition intact but with a very slim 

majority. There is no word from Trump on US auto tariffs or the content of the 

Commerce Department’s ‘investigation’ but random tweet risk remains. US-China 

trade talks continue in Washington until Friday as Trump continues to downplay 

the March 1st tariff deadline. The talks are presently focused upon securing a 

toothless pledge by China to preserve exchange rate stability much like the 

KORUS provision that the Trump administration celebrated but that carried little 

meaning. The US always seeks currency provisions in trade agreements dating 

back to the original Canada-US FTA but either never gets them because of 

impracticalities or secures meaningless pledges so I wouldn’t view this issue 

seriously in the talks. BC kicked off provincial budget season late yesterday; while 

it carried few surprises, please see an assessment by Marc Desormeaux here. 

 US and Canadian equity futures have a very slight tinge of redness to this 

this morning while European cash markets are slightly positive on balance. 

 The USD is little changed so far this morning and ahead of the FOMC minutes. 

Only CAD and the won are notable examples of slightly appreciating crosses. 

 Sovereign bond markets are generally little changed this morning in 

anticipation of the FOMC minutes. Both the US and Canada curves are flat. 

 Oil prices are down about half a buck in terms of WTI and Brent. The 

Western Canada select oil price has been fairly stable but the spread to WTI 

ON DECK FOR WEDNESDAY, FEBRUARY 20 

Country Date Time Indicator Period BNS Consensus Latest

US 02/20 07:00 MBA Mortgage Applications (w/w) FEB 15 -- -- -3.7

US 02/20 13:10 Fed's Kaplan to Speak in Q&A in Houston, Texas

US 02/20 13:30 Fed's Bullard Takes Part Monetary Policy Forum in New York

US 02/20 14:00 FOMC Meeting Minutes
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widened to –US$15 per barrel yesterday as pipeline rationing is of rising concern. Alberta’s oil-by-rail announcements 

yesterday should be constructive to the spread over time. 

UK PM May meets with EC President Jean-Claude Juncker at 12:30pmET today. May continues to seek alterations to the 

withdrawal agreement and backstop guarantees that the EU has continued to reject. 

Japan’s trade figures are getting hit by US-China trade tensions. Japanese export volumes fell 9.1% y/y in January 

despite a 10% y/y rise in exports to the US. The culprit was a 20.8% y/y drop in export volumes to China. Some of the 1.5% y/y 

decline in export volumes to Europe may have also been indirectly influenced by knock on effects of global trade tensions. 

UNITED STATES 

The minutes to the January 30th–31st FOMC meeting (recall recap here) that shifted course at least temporarily could easily be 

either uneventful and largely confirm what we already know from Fed speakers, or they could be ground breaking in key areas. My 

overall hunch is that people are expecting too much from the minutes this time around. 

The first scenario is therefore to address the scope for the minutes being entirely uneventful. It’s possible that we’ve 

heard as much from the Fed as they are prepared to offer at this stage given the abrupt shift from December to January and the 

communications overload since then that has emphasized a “watching,” “waiting,” “patient,” and “flexible” period. Signalling major 

policy shifts in the minutes wouldn’t exactly be much about “waiting” or “patient” to say the least. Indeed we may have 

heard as much as we’re likely to on balance sheet management for some time, given Powell’s guidance at the January press 

conference that this will be discussed “in coming meetings.” In fact, the persistent negative term premium in US Treasuries 

suggests that balance sheet unwinding isn’t destabilizing bond markets (it should arguably be rising rapidly if so) and perhaps the 

Fed is needlessly attracting attention to what was supposed to be on auto-pilot (see chart). Further, the FOMC may wish to 

preserve optionality toward a return to policy tightening given a still decently performing US economy, easier financial 

conditions including improved equity markets so far this year, and an uncertain direction of risks stemming from geopolitical 

matters such as Brexit, US-China trade negotiations, US-Europe trade tensions, the US debt ceiling and possible threats to the 

Trump administration from Mueller’s pending report. A full script re-write with explicitly laid out plans could well be highly 

premature at this stage. In my opinion, the Fed over-reacted to December’s equity market volatility that was probably driven by 

factors such as tax loss selling before the return of buying in the new year, headline risk emanating from trade tensions and 

Trump’s reported consideration of replacing Powell, and volatile algo trading during skimpy holiday trading. 

Second, however, is to address what the minutes could conceivably signal. See the US section of the Global Week Ahead 

(here) for expectations that are expanded upon below. We may see the Fed describe consensus around opinions on the following 

topics using the frequency of citations approach that the minutes typically employ (ie: some, a few, many, most etc): 

 The potential length of the rate pause or the degree of conditionality to this pause. Powell has said “we can’t label it” but some 

FOMC members have loosely weighed in; 

 Discussion about the underlying momentum in the US economy and whether it reinforces Powell’s optimism on this count or 

whether he has masked a more divided dialogue; 

 Discussion about future recession risk and general late cycle dynamics; 

 The degree of concern toward the global economy and the degree of potential spillover effects into the US economy; 

 Further elaboration upon the ‘crosscurrents’ that Powell has mentioned. Does the broader FOMC seem to define them as 

geopolitical in nature as Powell appeared to? ie: trade, Brexit, serial shutdowns etc?; 

 Discussion about the drivers of the inflation outlook over the rest of the year. For instance, does consensus have a tame 

outlook, or does anyone see lagging effects of much greater excess demand over the past year and real wage gains driving a 

return of inflation pressure later this year into next?; 

 Freshened assessments of the degree of tightened financial conditions and the contingent nature of a more cautious policy 

stance. This is the one main area of the minutes that may be stale given the recovery in stocks so far this year that was only 

partly evidence by the time of the meeting at the end of January; 
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 Will there be an assessment of the optimal size of the Fed’s balance sheet that can be used to infer when the theoretical 

monthly pace of US$50 billion of unwinding will halt? Will it be a point estimate or a range?; 

 Or instead of an optimal size, will the equivalent be provided in terms of a more explicit timeline for ending shrinkage? Powell 

largely dodged the issue and said it would be discussed further in coming meetings. Others, like Brainard and Mester, said 

they favour toward year-end. I’m not sure how closely Brainard and Mester represent more market based opinions on balance 

sheet management at the Fed. 

 If the FOMC prefers to end balance sheet shrinkage earlier than previously guided, then will a timeline be provided and will it 

signal an abrupt halt or a gradual tapering of the reinvestment caps?; 

 Will the composition of MBS, Treasuries and bills be altered in any revised reinvestment and roll-off plans?; 

 What is consensus appetite for altering the maturity composition of reinvested proceeds? ie: a twist of sorts; 

 Possible further discussion on the neutral rate and whether consensus sees it at the lower end of the Fed’s estimated 2.5–

3.5% range versus prior discussions that reflected minority views; 

 Discussion about the optimal level of reserves with greater emphasis upon why it has moved up over the past year; 

 comments on the debt ceiling and what it may do to short rates and the risk of further IOER adjustments. 

The US also auctions 2 year floating rate notes in a reopening before the minutes (11:30amET). 

 

Source: Bloomberg. All quotes reflect Bloomberg data as at the time of publishing.  While this source is believed to be reliable, Scotiabank cannot guarantee its accuracy. 

Fixed Income

Last 1-day 1-wk Last 1-day 1-wk Last 1-day 1-wk Last 1-day 1-wk

U.S. 2.49 2.49 2.53 2.46 2.46 2.52 2.63 2.63 2.70 2.98 2.98 3.03 Canada - BoC 1.75

CANADA 1.77 1.77 1.81 1.79 1.79 1.84 1.89 1.89 1.93 2.14 2.14 2.18

GERMANY -0.57 -0.57 -0.56 -0.35 -0.35 -0.34 0.09 0.11 0.12 0.72 0.74 0.75 US - Fed 2.50

JAPAN -0.18 -0.18 -0.16 -0.18 -0.17 -0.15 -0.03 -0.03 -0.01 0.59 0.59 0.62

U.K. 0.74 0.74 0.73 0.83 0.83 0.83 1.16 1.17 1.18 1.71 1.70 1.69 England - BoE 0.75

CANADA -71 -72 -72 -66 -67 -68 -75 -75 -77 -84 -84 -86 Euro zone - ECB 0.00

GERMANY -305 -306 -309 -281 -281 -286 -254 -253 -258 -226 -224 -229

JAPAN -266 -267 -269 -263 -263 -267 -267 -266 -271 -239 -239 -241 Japan - BoJ -0.10

U.K. -175 -175 -180 -163 -163 -169 -147 -147 -152 -127 -128 -134

Equities Mexico - Banxico 8.25

1 Day 1-mo

S&P/TSX 0.6 4.1 Australia - RBA 1.50

Dow 30 0.0 4.8

S&P 500 0.1 4.1 New Zealand - RBNZ 1.75

Nasdaq 0.2 4.6

DAX 0.4 1.3

FTSE 0.2 3.2

Nikkei 0.6 3.7 Canada - BoC Mar 06, 2019

Hang Seng 1.0 5.3

CAC 0.2 6.1 US - Fed Mar 20, 2019

Commodities

WTI Crude -0.5 3.7 England - BoE Mar 21, 2019

Natural Gas 0.6 -23.1

Gold 0.2 4.9 Euro zone - ECB Mar 07, 2019

Silver 0.1 2.0

CRB Index -0.2 -0.2 Japan - BoJ Mar 15, 2019

Currencies

USDCAD -0.2 -0.8 Mexico - Banxico Mar 28, 2019

EURUSD 0.0 -0.2

USDJPY 0.1 1.0 Australia - RBA Mar 04, 2019

AUDUSD -0.1 0.0

GBPUSD -0.2 1.1 New Zealand - RBNZ Mar 26, 2019

USDCHF -0.0 0.3
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