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Watching Dots Dry 
 

Is This What Dovish Tightening Looks Like? 
 Expect No Changes in Rates. Notwithstanding a major development between now and Wednesday, investors 

fully expect the Federal Open Market Committee (FOMC) to leave interest rates unchanged at its meeting 

this week. This would mark the first calendar quarter in which the Fed has not raised rates since Q3 ‘17. 

 All Eyes on the Dot Plot. Investors will be closely anticipating the release of the FOMC’s projections for the fed 

funds rate for the next few years (i.e. dot plot). The Fed’s latest dot plot from December indicated intentions 

to raise rates twice in 2019 and once more in 2020. The fed funds futures market begs to differ, pricing in no 

rate hikes this year and a rising probability of a cut in 2020. It is likely the Fed’s dot plot will back off its earlier 

projections at the margin, in light of the increasingly dovish stance Fed officials have undertaken year-to-date. 

 Details on the Fate of the Balance Sheet? Another topic of interest will be an update on the Fed’s ongoing 

balance sheet unwind. It appears deliberations are underway at the Fed concerning the timing and level at 

which they will finish the process of quantitative tightening. Some anticipate the balance sheet may level off 

at a higher level than previously expected to accommodate increased demand for reserves. 
  

Our Take: Expect the Fed to sound a dovish tone as they continue to adjust to the slowing late-stage expansion. 
  

 

Trade Deal Not Signed, Sealed or Delivered 
 The Devil is in the Details. The U.S. trade delegation has already affirmed several details of a deal with its 

Chinese counterparts, though discussions will likely continue for several weeks. U.S. Trade Rep. Lighthizer noted 

that both countries have agreed to a currency deal with “enforceable” commitments, but there are other 

structural issues that need to be addressed.  

 Possible Outcomes? It appears that a U.S.-China trade deal may be the new base case, as officials cite 

meaningful progress. However, markets may be underappreciating the probability of a no-deal scenario. If a 

deal comes to fruition, this will likely boost business confidence and spur investments in future growth via capex, 

due to lasting clarity on “rules of the game” with trade. However, if a deal falls apart, the potential of new 

tariffs could have negative effects on already soft economic growth. 

 NAFTA 2.0 Meets Congressional Hurdles. The United States-Mexico-Canada Agreement (USMCA), which 

merely tweaked a nearly pure free trade pact, helped dampen tensions last year between the U.S. and its 

neighboring trade partners. However, it appears getting the deal approved through Congress will be no slam-

dunk. The USMCA appears to be encountering opposition within protectionist circles of the House. 
  

Our Take: A trade deal with China appears more likely, but investors should not underestimate a “no deal” scenario. 
 

 

Brexit: Turbulent Week Yields a Delay 

 Parliament Carves out Path Forward. After struggling to extract further concessions from the E.U., May’s divorce 

deal once again failed to reach majority approval in Parliament. With less than two weeks until Britain’s 

scheduled departure, lawmakers embarked on a set of non-binding votes meant to build unanimity. First, 

lawmakers voted by a tight margin to avoid a no-deal Brexit, and voted in favor of a delay the following day.   

 May’s Deal Has Reached a Precipice. As time dwindles, May has offered a choice to lawmakers: support her 

twice rejected deal or face the prospect of a very long delay. If her deal captures a majority in a non-binding 

vote this week, May could ask for a short delay to pass the legislation and begin preparing for an orderly Brexit.  

 Delay Expected, But No Guarantee. May’s last-ditch effort is widely expected to fail. Assuming the deal fails, 

May will submit a formal request for an extension of Brexit negotiations, which requires approval from all E.U. 

countries. Some top E.U. officials have been publically supportive, calling for a long delay to sort things out. 

However, other countries such as France appear exasperated at the thought of further delays.  
 

Our Take: The E.U. is likely to grant a delay to avoid a “hard Brexit,” though the length depends on May’s proposal.  
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Dates of interest:  
3/18: U.S. NAHB Housing Index; Eurozone Trade Balance; Japan Industrial Production 

3/19: U.S. Durable Orders & Factory Orders; Germany ZEW Sentiment 

3/20: U.S. FOMC Meeting; Germany PPI 

3/21: U.S. Jobless Claims & Philly Fed Index; Eurozone Consumer Confidence; Japan CPI & Markit Mfg PMI 

3/22: U.S. Markit Mfg & Svcs PMIs & Existing Home Sales; Eurozone Markit Mfg & Svcs PMIs; Germany Markit Mfg & 

Svcs PMIs 


