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ECB Signals Faster Tapering, BoE Up Next
 
Summary
• European Central Bank (ECB) policymakers indicated a faster pace of tapering under

its Asset Purchase Programme, a surprise given that uncertainties across Europe
stemming from the Russia-Ukraine crisis persist. While the ECB took a more hawkish
stance on tapering, it did not make signicant changes regarding the timing of interest
rate increases, in our view. We still believe the ECB is on pace to lift its Deposit Rate 25
bps at its December meeting; however, the ECB gave itself optionality on the timing
amid new uncertainties.

• In contrast, the Bank of England (BoE) is set to meet next week, where we expect the
central bank to lift policy rates. Inationary pressures continue to build in the U.K.
and we expect BoE policymakers to focus on ination as opposed to potential growth
eects stemming from the Ukraine crisis. Over the course of this year, we expect BoE
policymakers to continue tightening policy, and we now forecast the central bank's
policy rate to be lifted to 1.50% by the end of 2022.
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European Central Bank Announces Accelerated Tapering of Bond Purchases
The European Central Bank (ECB) sprung something of a surprise at today's monetary policy
announcement, in announcing an accelerated tapering of its bond purchases despite uncertainty
surrounding the Ukraine conict. Among the key aspects of today announcement, the ECB:

• kept its benchmark interest rates unchanged, including maintaining its Deposit Rate at -0.50%.

• conrmed it would complete its Pandemic Emergency Purchase Programme this month.

• most signicantly, indicated an accelerated pace of tapering under its Asset Purchase
Programme (APP). The ECB signaled net APP purchases of €40 billion for April, €30 billion for
May, and €20 billion for June. The ECB also indicated it stands ready to revise its schedule for
purchases, in what we interpret as an acknowledgement of Ukraine-related uncertainty.

• adjusted its interest rate guidance in what we perceive as a combination of a less dovish and more
exible direction. The central bank removed a pledge to maintain its policy interest rates at present
or lowerlevels. However, the ECB also said adjustments to key ECB interest rates will occur some
time after the end of net asset purchases, and will be gradual, in contrast to its prior pledge to
begin raising interest rates shortly after it ends the asset purchase programme. That guidance
arguably gives the ECB more exibility regarding the timing of interest rate increases.

The ECB also made some signicant changes to its economic projections. The central bank raised
its 2022 CPI ination forecast to 5.1% (from 3.2% previously) as well as raising its core CPI forecast
for this year to 2.6%. While ination is expected to recede in 2023 and 2024, those forecasts also
edged higher, and CPI is expected to drop toward 2% over time. ECB President Lagarde also said the
Ukraine conict is a substantial upside risk to the ination outlook. Meanwhile, the ECB's GDP growth
projection for 2022 was lowered to 3.7% from 4.2% previously, with the growth outlook for 2023 and
2024 little changed.

We had expected the ECB to announce an accelerated tapering at today's announcement, although
the wind down of its bond purchases was more aggressive than we had expected. Altogether, today's
decision leaves our ECB monetary policy outlook very much on course. We expect the ECB to end its
asset purchases during or by the end of Q3, something ECB President Lagarde indicated in the post-
meeting press conference. And the contours of the ECB's monetary policy approach leaves the central
bank on course, in our view, to deliver an initial 25 bps Deposit Rate hike at its December 2022
monetary policy meeting. After an initial spike higher, the euro has reversed course and is now weaker
against the U.S. dollar. As far as our views on the euro going forward, we expect a more gradual pace of
ECB policy adjustment relative to the Fed, which should place depreciation pressure on the euro over
the medium-term. In addition, we continue to believe nancial markets are moderately "over-priced"
with respect to ECB tightening, and as markets adjust to a more gradual pace of ECB tightening, that
should also contribute to euro weakness.

-0.60%

-0.40%

-0.20%

0.00%

0.20%

0.40%

-0.60%

-0.40%

-0.20%

0.00%

0.20%

0.40%

13 15 17 19 21 23

ECB Deposit Rate

ECB Deposit Rate: Mar @ -0.50%

Forecast

Source: Datastream and Wells Fargo Economics

-0.25%

0.00%

0.25%

0.50%

0.75%

1.00%

1.25%

1.50%

1.75%

2.00%

2.25%

-0.25%

0.00%

0.25%

0.50%

0.75%

1.00%

1.25%

1.50%

1.75%

2.00%

2.25%

2017 2018 2019 2020 2021 2022

Expected Bank of England Policy Rate
In 12 Months, Five Day Average

Expected Policy Rate: Mar-8 @ 1.96%

Current Policy Rate: Mar-8 @ 0.50%

Source: Bloomberg Finance L.P. and Wells Fargo Economics

2 | Economics



ECB Signals Faster Tapering, BoE Up Next Economics

Bank of England to Deliver Another Hike Next Week
Following today's European Central Bank announcement, the focus shifts across the English Channel,
with the Bank of England (BoE) scheduled to announce its monetary policy decision on Thursday,
March 17. The BoE heads into that meeting against a backdrop of elevated—and accelerating—
ination and improving economic growth trends, though with a still uncertain outlook. The U.K.
January CPI quickened to 5.5% year-over-year and, given looming electricity price increases and
subsequent rise in oil prices, is likely to accelerate signicantly further in the months ahead to around
8%, or even higher. With respect to economic growth, data from early 2022 also show improvement in
the February services PMI to 60.5 and a January retail sales gain of 1.9% month-over-month, though
higher energy prices could weigh on consumer purchasing power and spending in the months ahead.

Still, faced with a dilemma of uncomfortably high ination and uncertain growth, central banks have
generally remained focused on ination concerns in 2022. That includes the Bank of England itself,
which in early February raised its policy rate 25 bps to 0.50% given elevated ination and despite
sluggish activity. For next week, we believe the focus will also remain on those ination concerns,
and we expect the Bank of England to raise its policy rate another 25 bps to 0.75%, with a further
25 bps hike also seen at the May meeting. By around mid-year, once higher prices start to weigh
more meaningfully on consumer purchasing power and perhaps as ination starts to recede, we do see
some slowing in the pace of monetary tightening. Over the balance of the year, we see a further two
25 bps hikes at the August and November monetary policy announcements, which would see the
Bank of England's policy rate nish 2022 at 1.50%. While that would represent a faster pace of rate
hikes than we previously envisaged, it would still fall short of tightening currently priced in by market
participants, which sees the central bank's policy rate nishing this year around 2.00%. As a result, and
also considering the prospect of relatively rapid monetary tightening from the Federal Reserve, we still
expect a softening trend in the pound versus the U.S. dollar over the medium-term.

Economics | 3



International Commentary Economics

Subscription Information

To subscribe please visit: www.wellsfargo.com/economicsemail

Via The Bloomberg Professional Services at WFRE

Economics Group

Jay H. Bryson, Ph.D. Chief Economist 704-410-3274 Jay.Bryson@wellsfargo.com

Mark Vitner Senior Economist 704-410-3277 Mark.Vitner@wellsfargo.com

Sam Bullard Senior Economist 704-410-3280 Sam.Bullard@wellsfargo.com

Nick Bennenbroek International Economist 212-214-5636 Nicholas.Bennenbroek@wellsfargo.com

Tim Quinlan Senior Economist 704-410-3283 Tim.Quinlan@wellsfargo.com

Sarah House Senior Economist 704-410-3282 Sarah.House@wellsfargo.com

Azhar Iqbal Econometrician 212-214-2029 Azhar.Iqbal@wellsfargo.com

Charlie Dougherty Economist 212-214-8984 Charles.Dougherty@wellsfargo.com

Michael Pugliese Economist 212-214-5058 Michael.D.Pugliese@wellsfargo.com

Brendan McKenna International Economist 212-214-5637 Brendan.Mckenna@wellsfargo.com

Shannon Seery Economist 332-204-0693 Shannon.Seery@wellsfargo.com

Nicole Cervi Economic Analyst 704-410-3059 Nicole.Cervi@wellsfargo.com

Sara Cotsakis Economic Analyst 704-410-1437 Sara.Cotsakis@wellsfargo.com

Jessica Guo Economic Analyst 704-410-4405 Jessica.Guo@wellsfargo.com

Karl Vesely Economic Analyst 704-410-2911 Karl.Vesely@wellsfargo.com

Patrick Barley Economic Analyst 704-410-1232 Patrick.Barley@wellsfargo.com

Coren Burton Administrative Assistant 704-410-6010 Coren.Burton@wellsfargo.com

4 | Economics

http://www.wellsfargo.com/economicsemail


ECB Signals Faster Tapering, BoE Up Next Economics

Required Disclosures

This report is produced by the Economics Group of Wells Fargo Bank, N.A. (“WFBNA”). This report is not a product of Wells Fargo Global Research and the
information contained in this report is not nancial research. This report should not be copied, distributed, published or reproduced, in whole or in part. WFBNA
distributes this report directly and through aliates including, but not limited to, Wells Fargo Securities, LLC, Wells Fargo & Company, Wells Fargo Clearing Services,
LLC, Wells Fargo Securities International Limited, Wells Fargo Securities Europe S.A., Wells Fargo Securities Canada, Ltd., Wells Fargo Securities Asia Limited and
Wells Fargo Securities (Japan) Co. Limited. Wells Fargo Securities, LLC is registered with the Commodity Futures Trading Commission as a futures commission
merchant and is a member in good standing of the National Futures Association. WFBNA is registered with the Commodity Futures Trading Commission as a swap
dealer and is a member in good standing of the National Futures Association. Wells Fargo Securities, LLC and WFBNA are generally engaged in the trading of futures
and derivative products, any of which may be discussed within this report.

This publication has been prepared for informational purposes only and is not intended as a recommendation oer or solicitation with respect to the purchase or
sale of any security or other nancial product nor does it constitute professional advice. The information in this report has been obtained or derived from sources
believed by WFBNA to be reliable, but has not been independently veried by WFBNA, may not be current, and WFBNA has no obligation to provide any updates
or changes. All price references and market forecasts are as of the date of the report. The views and opinions expressed in this report are not necessarily those of
WFBNA and may dier from the views and opinions of other departments or divisions of WFBNA and its aliates. WFBNA is not providing any nancial, economic,
legal, accounting, or tax advice or recommendations in this report, neither WFBNA nor any of its aliates makes any representation or warranty, express or implied,
as to the accuracy or completeness of the statements or any information contained in this report and any liability therefore (including in respect of direct, indirect
or consequential loss or damage) is expressly disclaimed. WFBNA is a separate legal entity and distinct from aliated banks and is a wholly owned subsidiary of
Wells Fargo & Company. © 2022 Wells Fargo Bank, N.A.

Important Information for Non-U.S. Recipients

For recipients in the United Kingdom, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment
rm authorized and regulated by the Financial Conduct Authority (“FCA”). For the purposes of Section 21 of the UK Financial Services and Markets Act 2000 (“the
Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does not deal with retail clients as dened in the Directive
2014/65/EU (“MiFID2”). The FCA rules made under the Financial Services and Markets Act 2000 for the protection of retail clients will therefore not apply, nor will
the Financial Services Compensation Scheme be available. For recipients in the EFTA, this report is distributed by WFSIL. For recipients in the EU, it is distributed
by Wells Fargo Securities Europe S.A. (“WFSE”). WFSE is a French incorporated investment rm authorized and regulated by the Autorité de contrôle prudentiel et
de résolution and the Autorité des marchés nanciers. WFSE does not deal with retail clients as dened in the Directive 2014/65/EU (“MiFID2”). This report is not
intended for, and should not be relied upon by, retail clients.

SECURITIES: NOT FDIC-INSURED - MAY LOSE VALUE - NO BANK GUARANTEE

Economics | 5


	Important Disclosures

