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Summary
Our Monetary Policy Monitor provides centralized and summarized policy views on our outlook for key central banks.
Among the key themes of the Q1-2022 update:

G10 Central Banks

- Among the developed economies, most central banks have remained focused on uncomfortably high ination,
with Ukraine uncertainties so far seen as posing limited downside risks to growth overall. The Federal Reserve,
Bank of England and Bank of Canada have all raised rates this year, while the European Central Bank announced
plans to accelerate the tapering of its bond purchases.

- The Bank of Japan is a notable exception. Given a relatively modest commodity price driven uptick of ination,
Japan's central bank indicated there is no need to raise interest rates at the current juncture.

- Our outlook is generally in line with the consensus forecast. That said, we see a slightly faster pace of rate hikes
from the Federal Reserve than does the consensus economist forecast, while we also see a faster pace of rate
hikes from the Bank of England.

Emerging Market Central Banks

- Central banks across the emerging markets are likely to continue tightening monetary policy, especially as the
Russia-Ukraine conict pushes commodity prices sharply higher. With that said, we believe select central banks
may be close to ending their respective tightening cycles, in particular the Brazilian Central Bank (BCB).

- The Central Bank of Russia (CBR) lifted its Key Rate to 20% in an eort to defend the value of the ruble and
protect against a local ination spike. We expect Russian interest rates to remain at these levels for the time
being, and gradually be lowered starting in October 2022. Aside from Russia, higher commodity prices may
trigger tighter policy in Emerging Asia, particularly from the Reserve Bank of India (RBI).

- Our views on monetary policy in the emerging markets matches the consensus as far as the direction of
interest rates in most EM countries; however, our forecasts dier slightly as far as the timing and magnitude of
rate adjustments for select central banks.

Economist(s)

Nick Bennenbroek
International Economist | Wells Fargo Economics
Nicholas.Bennenbroek@wellsfargo.com | 212-214-5636

Brendan McKenna
International Economist | Wells Fargo Economics
Brendan.Mckenna@wellsfargo.com | 212-214-5637

Jessica Guo
Economic Analyst | Wells Fargo Economics
Chuyue.Guo@wellsfargo.com | 704-410-4405

 

1%

2%

3%

4%

5%

6%

7%

1%

2%

3%

4%

5%

6%

7%

02 05 08 11 14 17 20

G20 Nominal Short-Term Interest Rate
GDP-Weighted

G20 Short Rate: Mar @ 3.61%

Note: Wells Fargo calculations

Source: OECD and Wells Fargo Economics

All estimates/forecasts are as of 3/21/2022 unless otherwise stated. 3/21/2022 13:05:56 EDT.



International Commentary Economics

Federal Reserve
The Federal Reserve remains focused on addressing persistently high ination, and while acknowledging the uncertainties from the
Ukraine conict, so far sees limited downside risk to the U.S. economy. The Fed initiated its rate hike cycle with a 25 bps rate increase at
its March monetary policy announcement. We forecast ve further 25 bps increases this year, which would see the target range for
the Fed funds rate end 2022 at 1.50%-1.75%. We also forecast a further cumulative 75 bps of rate increases in 2023. With respect to
the balance sheet, we expect to the Fed to announce at its June meeting that it will begin reducing the size of its balance sheet in July,
ramping up the pace of balance sheet reduction to around $100 billion per month by early next year. The risks remain tilted toward
even faster rate hikes or earlier balance sheet reduction.

The outlook for the timely removal of monetary policy accommodation stems from reasonable and above-trend economic growth but,
more particularly, persistently high ination. For U.S. GDP, we see growth of 3.0% in 2022 and 2.4% in 2023. The Fed has made signicant
progress towards its employment objective, and we see further gains in the quarters ahead, forecasting an unemployment rate of 3.4%
by the end of 2022 and 3.2% by the end of 2023. The Fed's main focus at this point is to address excessive ination. CPI ination is set
to peak above 8%, while on a quarter-by-quarter basis the Fed's preferred PCE ination measure is expected to peak at 6.6% year-over-
year in Q2, and slow only gradually to a still above-target range of 2.2%-2.3% by the second half of next year. The slowing in core PCE
ination is seen as even more mild, to 2.7% year-over-year by the end of 2023. Persistently high ination suggests that, if anything, the
risks remain tilted towards faster monetary tightening.

Recent Federal Reserve Comments
At its March monetary policy meeting, the Fed oered a generally hawkish monetary policy outlook. In particular, Fed policymakers
envisaged a faster pace of rate hikes than previously, with the median policymaker view of an appropriate path for U.S. monetary policy
showing seven 25 bps rate hikes in 2022 and another three-and-a-half 25 bps rate hikes in 2023.

In addition, Fed Chairman Powell's comments indicated the risks remain tilted towards even faster monetary tightening, and suggested
there remains some risk the Fed could move in 50 bps increments at some point. Powell said if it was appropriate for the Fed to move
more quickly it would do so, while with respect to balance sheet reduction he indicated an announcement could come as soon as May.
Powell also said the economy is positioned to withstand tighter monetary policy.

Wells Fargo vs. Consensus
Compared to the most recent survey, the Wells Fargo outlook for U.S. monetary policy is slightly more hawkish than the consensus
forecast. We expect the Fed funds rate to nish 2022 at 1.50%-1.75%, a bit above the consensus forecast, which sees the fed funds rate
ending this year at 1.25%-1.50%. For 2023 we expect a further cumulative 75 bps of rate hikes, which matches the pace expected by
the consensus next year. With respect to balance sheet reduction, we are broadly in line with the consensus, with 54% of economists
expecting the Fed to begin reducing the size of its balance sheet in Q3 this year.
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European Central Bank
Our view remains for a gradual shift by the European Central Bank (ECB) toward less accommodative monetary policy, despite the
uncertainties stemming from the Ukraine conict. The ECB announced plans to accelerate the tapering of its bond purchases at its March
announcement. Broadly consistent with that outlook, we expect Asset Purchase Program (APP) purchases of €40B in April, €30B in
May and €20B in June. We envisage APP purchases of €20B per month in Q3-2022 with quantitative easing ending by September.
With respect to Deposit Rate increases, we forecast a 25 bps hike in December 2022 and March 2023, followed by 10 bps rate
increases at each of the June 2023, September 2023 and December 2023 meetings. That would see the ECB's Deposit Rate end 2022
at -0.25%, and end 2023 at +0.30%.

Underlying our outlook for European Central Bank monetary policy are conicting trends of rming ination but slowing economic
growth. Given a further rise in energy and some other commodity prices, we now forecast CPI ination of 5.2% for 2022, with a CPI
peak potentially as high as around 6.5%. Even in 2023, when ination begins to recede, we see CPI ination averaging 2.2% in 2023.
To be sure, the rming in core CPI trends has been less marked, a reason we expect ECB policy adjustments to be more gradual than
those of the Federal Reserve. Meanwhile, given uncertainties stemming from Ukraine, and with higher energy and commodity prices
potentially weighing on consumer purchasing power, we have lowered our Eurozone GDP growth forecasts to 3.3% for 2022 and 2.4% in
2023. The persistent inationary pressures and elevated ination readings mean we expect the ECB to stick to its plans to shift towards
less accommodative monetary policy. However, the subdued growth outlook is why we believe that shift will be relatively gradual—and
certainly more gradually than the Federal Reserve.

Recent European Central Bank Comments
At the March announcement, the ECB announced an acceleration of its previously indicated plans to taper its bond purchases under its
Asset Purchase Program (APP). The ECB signaled net APP purchases of €40 billion for April, €30 billion for May, and €20 billion for June.
The ECB also 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 lower levels. 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 program. 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.

Wells Fargo vs. Consensus
Our outlook for European Central Bank monetary policy is essentially in line with the consensus forecast. For the ECB's Asset Purchase
Program, we expect Q2 purchases to follow the contours of the March announcement—€40B in April, €40B in May, and €20B in June.
We see APP purchases of €20B per month in Q3-2022 with quantitative easing ending by September, which matches the consensus
forecast. With respect to the Deposit Rate, we forecast a 25 bps rate increase in December 2022 and another 25 bps rate increase in
March 2023, both of which match the consensus forecast, with modest further tightening also expected later in 2023.
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Bank of Japan
We expect the Bank of Japan (BoJ) to maintain its accommodative monetary policy stance for an extended period, likely through the
end of 2023. Until at least the end of next year, we expect the Bank of Japan's policy rate to remain at -0.10% and the target for 10-year
government bond yields to remain at zero percent. For now, policy changes are mostly focused on operational tweaks and changes to
liquidity programs. At its December monetary policy announcement, the BoJ extended the end date for its COVID-related special funds
supplying program by six months to September 2022 for small and medium-sized rms. We do not envisage a further extension at this
time.

Japan's growth and ination trends are not rm enough, in our opinion, to prompt the Bank of Japan to adjust its policy stance for an
extended period. Despite the passage of scal stimulus late last year, a renewed outbreak of COVID cases from the Omicron variant has
held back growth in early 2022. We have lowered our GDP forecast for this year to 3.1%, and see moderate GDP growth of 2.6% for 2023.
With the most recent increase in energy prices, we see average ination of 1.7% for 2022, and CPI ination may peak close to—or even
exceed—the central bank's 2% target for a brief period. Still, with much of that due to higher energy prices, we do not expect any shift in
the Bank of Japan's key policy parameters—the policy rate and the 10-year government bond yield target—for the foreseeable future.

Recent Bank of Japan Comments
Bank of Japan governor Kuroda remained rmly committed to accommodative monetary policy at the central bank's March
announcement. He said there is "absolutely no need for Japan to raise rates just because others are doing it", citing the much lower rate
of ination in Japan. Moreover, while the BoJ said ination is "clearly" rising due to higher commodity prices, Kuroda said that wasn't the
kind of sustainable price growth the BoJ was looking for and thus wouldn't prompt a policy change. And nally, in another dovish shift, the
Bank of Japan also downgraded its overall economic assessment, including its assessment of consumer spending. The Bank of Japan said
it would not hesitate to take additional easing measures if needed.

Wells Fargo vs. Consensus
We are in line with the consensus with respect to our views on Bank of Japan policy in terms of the timing and direction of monetary
policy. With respect to timing, the consensus forecast is for no change in policy rates, forward guidance, or the 10-year government bond
yield target until at least after calendar year 2023. In terms of direction, the majority of analysts expect an eventual adjustment toward
less accommodative monetary policy. Both of those are consistent with our view that the next move in policy will be a tightening, which
will not occur before the end of 2023.
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Bank of England
We expect a gradual pace of monetary tightening from the Bank of England (BoE) over the medium-term. Following a series of rate
hikes during early 2022, we envisage a more gradual pace of rate increases from around mid-year. Following 25 bps rate increases in
both February and March, we expect the Bank of England to raise its policy rate another 25 bps to 1.00% in May. 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 two further 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%. We also
forecast a further 50 bps of cumulative tightening in 2023, taking the Bank of England's policy rate to 2.00%.

U.K. growth and ination trends continue to move in diverging directions. Given the most recent run-up in energy prices, CPI ination
could peak above 8%, though the hit to growth from reduced consumer purchasing could also be more marked than previously. For 2022
as a whole, we have lifted our CPI ination forecast to 6.5%, before slowing to 3.0% in 2023. We have lowered our GDP growth forecasts
to 3.5% for 2022 and 2.2% for 2023. The elevated pace of ination should see the Bank of England hikes rates again in May. But by
mid-2022, once growth begins to slow more noticeably and perhaps ination begins to recede, we anticipate the Bank of England moving
to a more gradual "meeting on, meeting o" rate hike pattern.

Recent Bank of England Comments
The Bank of England raised its policy rate another 25 bps to 0.75% at its March monetary policy announcement. Overall, the
accompanying statement was somewhat less hawkish than prior announcements, although it still contained some hawkish elements.
While there was no formal update from the central bank's February economic projections, an exchange of letters between the BoE
Governor and Chancellor of the Exchequer indicated that CPI ination could rise to around 8% in Q2-2022, and perhaps higher later
in the year depending on whether energy prices remain elevated. With respect to economic growth, Q1-2022 GDP is now seen rising
around 0.75% quarter-over-quarter, stronger than the prior expectation for a at outcome.

On the dovish side however, the Bank of England sees an even larger squeeze on real incomes and hit to economic activity moving
forward. In addition, virtually all policymakers voted for a moderate 25 bps increase in March, with one policymaker actually dissenting in
favor of no change. Finally, future policy guidance was somewhat more measured. The central bank said "some further modest tightening
in monetary policy may be appropriate in the coming months, but there are risks on both sides of that judgement depending on how
medium-term prospects for ination evolve." Those comments were more qualied than in February, when the Bank of England said
some further tightening is "likely" to be appropriate.

Wells Fargo vs. the Consensus
Wells Fargo is mildly more hawkish on Bank of England monetary policy than the consensus. For 2022, following the 50 bps of tightening
to date, we expect a further cumulative 75 bps of rate hikes, which would see the policy rate nish 2022 at 1.50%. That is above the
consensus forecast, which anticipates an end-2022 policy rate of 1.25%. For 2023 we expect 50 bps of rate increases, also more than the
consensus forecast for around 25 bps of rate increases.

8 | Economics



Monetary Policy Monitor: March 2022 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-21 @ 2.16%

Current Policy Rate: Mar-21 @ 0.75%

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

1%

2%

3%

4%

5%

6%

7%

8%

1%

2%

3%

4%

5%

6%

7%

8%

Q4-

21

Q1-

22

Q2-

22

Q3-

22

Q4-

22

Q1-

23

Q2-

23

Q3-

23

Q4-

23

Q1-

24

Q2-

24

Q3-

24

Q4-

24

Bank of England Inflation Forecast
Year-over-Year Percent Change

November 2021 Inflation Report

February 2022 Inflation Report

Source: Bank of England and Wells Fargo Economics

Economics | 9



International Commentary Economics

Bank of Canada
We expect the Bank of Canada's (BoC) steady progress towards less accommodative monetary policy to continue in the coming quarters.
The BoC raised its policy rate 25 bps at its March meeting, and its accompanying announcement was hawkish enough to expect further
rate increases at upcoming meetings. Specically, we expect the Bank of Canada to raise rates another 25 bps in April, to be followed
by 25 bps rate increases at both the July and October meetings. By the end of this year that would mean a further cumulative 75 bps
of policy rate increase, to 1.25%. We also see multiple rate hikes in 2023, and anticipate a cumulative 75 bps of tightening during
that year. For now, the BoC said it is continuing the re-investment phase as it relates to its bond holdings.

Domestic economic trends remain reasonably encouraging for Canada, including strong employment growth and steady activity growth.
Against this backdrop, we forecast respectable GDP growth of 3.6% in 2022 and 3.4% in 2023. Meanwhile, CPI ination has rmed
further and continues to surprise to the upside. We see average CPI ination of 4.6% in 2022 and 2.7% in 2023. These growth and
ination trends are clearly sturdy enough to warrant a steady pace of monetary tightening. Indeed, we believe the risks are tilted towards
an even faster pace of rate hikes than we currently expect.

Recent Bank of Canada Comments
In addition to raising interest rates in March, there were some hawkish elements in the Bank of Canada's accompanying statement. The
Bank of Canada said:

• Fourth quarter GDP growth was stronger than projected, and conrms the view that economic slack has been absorbed. The BoC also
said Q1-2022 growth is looking more solid than previously projected.

• Price increases have become more pervasive, and measures of core ination have all risen, and "persistently elevated ination is
increasing the risk that longer-run ination expectations could drift upwards."

• As the economy continues to expand and ination pressures remain elevated, the Governing Council expects interest rates will need
to rise further.

 
Separately, Bank of Canada Governor Macklem said he wouldn't rule out a 50 bps move in the future.

Wells Fargo vs. the Consensus
Our outlook for Bank of Canada monetary policy is broadly in line with the consensus. We expect the central bank's policy rate to end
2022 at 1.25%, which would match the consensus forecast. That said, we see Bank of Canada rate increases as relatively evenly spread
during 2022, in contrast to the consensus forecast, which sees those rate increases as somewhat more front-loaded. For 2023 we
forecast a cumulative 75 bps of tightening during that year, which also matches the consensus forecast.
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